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Chapter 1 Introduction

1.1 Background

Corporate social responsibility (CSR) is a hot issue nowadays. During the last decades, in addition to the traditional financial statements, a steep increase exists in the number of companies that involve themselves in CSR and report on environmental and social aspects of their firm’s operations. In addition, these numbers are growing every year. A survey by KPMG released in 2008 supports the fact that social and environmental reporting has grown substantially: from 13% in 1993 to nearly 80% across the largest 250 companies worldwide (G250) in 2008 (KPMG, 2008, p. 13). These percentages show that firms nowadays are not only expected to generate profits for their shareholders but in addition to consider their obligations to society. However, does it pay off for firms to be socially responsible? This research will investigate whether it can be proven that more socially responsible companies see their behaviour being rewarded in terms of financial outcomes. Before continuing, it is essential to signal that in previous research the terms CSR and Corporate Social Performance (CSP) have been used interchangeably. CSR is a construct and consequently cannot measure. Consequently, this research will follow prior research and use CSP as a measure for CSR.

Prior studies have extensively examined the link between CSP and financial performance, yet the outcomes are mixed. The major part of the studies confirms the existence of a positive relationship between these two variables and supports this outcome by referring to the stakeholder theory. This theory by Freeman (1984) states that companies which incorporate stakeholders’ (consumers, employees and even communities or societies) interests into their business operations will in the medium to long run see their financial and economic performance improve. Investment in CSR will positively affect the firm’s financial performance through different channels, for instance: improvement in reputation and branding, increased access to capital, lower cost of capital, increased operational efficiency, enhanced ability to identify and to manage risks and an increased attractiveness to high quality employees. On the other hand, based on the idea that adapting CSR will lead to additional financial costs and that the benefits of the implementation will not outweigh these costs, some studies claim that CSP and financial performance are negatively related. Finally, certain researchers state that no relationship exists between CSP and financial performance. They argue that too many variables exist which influence this relationship. Consequently, a relationship between CSP and financial performance can only exist by chance. 

1.2 Objective

As signalled before, many studies have investigated the relationship between CSP and financial performance. Although the obtained results are not conclusive, the number of papers dealing with this subject increases the challenge to create a twist that can enrich and add value to the existing research. This research will primarily add value by focusing on the Netherlands. An overview of the available studies reveals a strong emphasis on the US or European markets as a whole. However, relatively few studies exist that have focused on the Netherlands explicitly. In addition, major part of prior studies used samples that contained multiple industries. However, as this approach does not distinguish between industries, assuming that all industries are comparable, the use of multi-industry samples can have a big biased effect on the results (Griffin and Mahon, 1997). Yet every industry is unique in its own way, which creates a ‘specialization’ of social interests (Holmes, 1977). To overcome this problem, current research will focus on one single industry, the Dutch manufacturing industry. Finally, many researchers attribute a lack of focus to prior research on the existence of the long-term effect in the relationship between CSP and financial performance. In order to investigate whether the relationship between CSP and financial performance strengthens over time, this research will add value by examining the longitudinal effect between the two variables. 

This research can be interesting for management, regulators, and auditing firms. If adopting CSR indeed leads to a positive effect in the financial performance, in order to improve its business, it can trigger management to be more socially responsible. Regulators can use this research to improve compliance of their guidelines. Another group that can be interested in this research are the auditing firms. Recently these firms provide assurance of CSR disclosures and are consequently eager to investigate the prospects of this new service.

1.3 Research question

In investigating the relationship between CSP and corporate financial performance (CFP) this research will follow the structure of prior studies and examine the sign of the relationship, the causality, and the longitudinal effect. This paper, however, will not focus on determining the direction of the causality within the relationship between CSP and financial performance. This has been comprehensively studied in prior research and consequently will not add value to this topic. Since it is mediated by the management’s decision to invest indeed any surplus budgets in CSR, a higher social performance is not a necessary a consequence of financial performance. Moreover, in many if not all cases, a positive financial performance is a conditio sine qua non for further investment in CSR. This would automatically lead to a correlation between these two data, but this correlation does not imply a necessary causal relation, amongst others for the reason just stated that it in addition requires managerial decision-making. Accordingly, since the impact of CSP on financial performance is external to the company’s decision-making process and surplus budget allocation, the causal relation from CSP to financial performance is the most relevant to investigate. 

The research question is:

‘Does corporate social responsibility enhance corporate financial performance?’

1.4 Methodology

This research will use the scores of the Transparency Benchmark (TB) of the Dutch Ministry of Economic Affairs as a CSP measure. The TB provides scores on a scale of 0 to 100 for the largest Dutch companies. In 2010, the methodology of the TB has been changed, leading to an extension of the scale’s upper range up to 200. Consequently, the awarded scores in 2010 are not comparable to the scores of the prior years and are excluded. This research will use the TB scores of 2006-2009 that are derived from the website of the Dutch Ministry of Economic Affairs
. It is important to note that this research uses disclosures as a proxy for CSP and not the actual performance.

Brealy and Myers define financial performance as an indicator of the firm’s ability to generate revenues from its daily operations (Brealy and Myers, 2003, p. 321). Comparison of prior research shows that financial performance measures are divided into three categories: ‘market-based measures (investor returns), accounting-based measures (accounting returns) and perceptual (survey) measures’ (Orlitzky et al., 2003, p. 407). This research will use accounting based measures and will consequently measure the financial performance of a company by means of the return on assets (ROA) and the return on equity ratio (ROE).

In this research, CSP is the independent variable and financial performance the dependent variable. Additionally, two control variables are used: size (logarithm of total assets) and risk (debt ratio). The sample consists of 21 large Dutch manufacturing firms. 

1.5 Limitations

One of the limitations is related to the Transparency Benchmark (TB). The used sample in this research is rather small due to the limited availability of TB scores per industry and consists of solely large companies. Furthermore, an increase of the researched time span is impossible due to the novelty of the TB and the recent changes in the methodology. Recent developments of the TB, like the increase in the number of rated firms, however, can improve the usefulness of this measure for research purposes. Besides expanding the sample by increasing the number of companies, further research could additionally focus on examining the relationship between the CSP and the financial performance for small and medium size (SME) companies. 

This research examines the period 2006-2010 and consequently includes data obtained during the financial crisis. This increases the value of this research as just a small number of studies are available that have included the financial crisis period into their investigation of the relationship between CSP and CFP. However, further examination of the impact of the financial crisis on the relationship between CSP and CFP is needed to make sure that the crisis does not blur the acquired results. 

1.6 Structure

The remainder of this paper has the following structure. Chapter 2 provides the theoretical framework for this research and comments on the concepts of corporate social responsibility (CSR), financial performance and the theories behind CSR. Chapter 3 consists of a review of prior research and the formulation of hypotheses. Chapter 4 covers the research design. Chapter 5 presents and comments the results of the empirical analysis. Chapter 6 concludes and provides suggestions for future research.

Chapter 2 CSR and financial performance

This chapter provides a better understanding of the concepts corporate social responsibility (CSR) and financial performance (FP), and in which way they are interlinked. To achieve this goal the following sections define the terms CSR and FP, and examine the theories behind CSR. Additionally, the final section further explains the relationship, by commenting on the channels through which CSR can positively affect the financial performance.

2.1 Definition of CSR

The term corporate social responsibility came into use with the rise of the multinational corporations in the early 1970s. During the past years, CSR and other terms like corporate citizenship and sustainable responsible business have been used interchangeably as synonyms. Besides the variance in terminology, great differences in the meaning of the term CSR were identified. This has been clearly formulated by Votaw who stated:

‘Corporate social responsibility means something, but not always the same thing to everybody. To some it conveys the idea of legal responsibility or liability; to others, it means socially responsible behaviour in the ethical sense; to still others, the meaning transmitted is that of ‘responsible for’ in a causal mode; many simply equate it with a charitable contribution; some take it to mean socially conscious; many of those who embrace it most fervently see it as a mere synonym for legitimacy in the context of belonging or being proper or valid; a few see a sort of fiduciary duty imposing higher standards of behaviour on businessmen than on citizens at large.’ (Votaw, 1972, cited by: Garriga and Melé, 2004, p. 52)

Almost forty years later, scholars still face this ambiguity. Review of recent scientific literature reveals that nowadays the number of definitions of CSR in circulation is still increasing. The wide range of definitions can be explained by the fact that CSR reporting is voluntary and not supported by the generally accepted reporting standards (GAAP) that provide a uniform definition. 

This research uses the definition provided by the European Commission (EC):

‘CSR is a concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis.’ (EC, 2001, p. 6)

This definition was chosen, because it clearly contains the two essential components of CSR. The first component refers to the company’s relationship with its stakeholders. The term ‘stakeholder’, referring to ‘those groups without whose support the organization would cease to exist’ (Freeman and Reed, 1983, p. 89), was first used in 1963 during an internal memorandum of the Stanford Research Institute (SRI, 1963). The main idea of CSR is that it includes public interest into corporate decisions. The stakeholder concept indicates that in addition to stockholders, other groups exist to which the corporation is responsible. These groups directly or indirectly are affected by the corporation’s actions. Based on this idea, instead of just maximizing the profit of its shareholders a corporation needs to be used as a mechanism to coordinate the stakeholders’ interests.

The second component emphasizes that more than one dimension exists when it comes to value creation. Besides the economic dimension, there is also the social and ecological dimension. This idea is derived from the triple-P (people, planet, and profit) bottom line theory, which was introduced by John Elkington in the 1970's. According to this theory, a corporation is a value-adding entity whose success is measured by its economic (profit), ecological (planet), and social (people) performance. The economic dimension refers ‘to the creation of value through the production of goods and services and through the creation of employment and sources of income’
. The ecological dimension relates ‘to the effects on the natural environment’
. Finally, the social dimension concerns ‘the effects for human beings, inside and outside the organisation’
. 

2.2 Theories behind CSR

Now that the definition of CSR has been provided, the following step consists of linking definition to theory. To explain why companies are involved in CSR Garriga and Melé (2004) reviewed the theories that prior scientific research has provided and conclude that four different types of theories can be distinguished: (1) instrumental theories, (2) integrative theories, (3) political theories, and (4) ethical theories. The first type considers social behaviour as a tool for achieving economic objectives. While integration of social demands of various involved groups is the subject of integrative theories, political theories mainly focus on the power provided to businesses and the fact that this power needs to be used in a responsible way. Finally, achievement of a good society is the core of the ethical theories (Garriga and Melé, 2004, p. 63-64). Due to the scope of this section, only the most essential theories will be covered: maximization of profits (instrumental theory); legitimacy and stakeholder theory (integrative theories); corporate citizenship (political theory); ethics and sustainable development (ethical theory).

Maximization of profits: CSR as an instrument of self-interest

CSR can be used as a tool for wealth creation and profit maximization. A good example of this view was formulated by Milton Friedman, who stated that:

‘The only one responsibility of business towards society is the maximization of profits to the shareholders within the legal framework and the ethical custom of the country.’ (Friedman, 1970, cited by: Garriga and Melé, 2004, p. 53)
According to Friedman, no space exists to account for all the interests of everyone who has a stake in the company (stakeholders). Consequently, a company should merely focus on the only thing it is primarily responsible for: maximizing the shareholders’ value. In relation to CSR, Friedman is clear. Investments in CSR should only be made if they contribute to maximizing the shareholders’ value. In all other cases, CSR investments should be rejected, since they merely impose costs on the company and consequently decrease the shareholders’ value (Garriga and Melé, 2004, p. 53). In addition, Friedman states that:

‘It will be in the long run interest of a corporation that is a major employer in a small community to devote resources to providing amenities to that community or to improving its government. That makes it easier to attract desirable employees, it may reduce the wage bill or lessen losses from pilferage and sabotage or have other worthwhile effects.’ (Friedman, 1970, cited by: Garriga and Melé, 2004, p. 53)
Nowadays, as several scholars have provided evidence that satisfaction of stakeholders’ interests is compatible with maximization of the shareholders’ value, the view of Friedman seems rather out-dated.  

In addition to the view of CSR as an instrument of self-interest, some theorists have pointed out that CSR can be used to create and sustain competitive advantages. Many companies use CSR as a way to improve their reputation and to differentiate their products from that of their competitors. This phenomenon has been described clearly by McWilliams and Siegel who state that involvement in CSR:

‘may also be used to create a reputation that a firm is reliable and honest, and some consumers may consequently assume that the products of a reliable and honest firm will be of high quality.’ (McWilliams and Siegel, 2000, p. 606)

Legitimacy theory

Companies are not stand-alone entities, but are part of a bigger whole, the society. While operating, companies generate positive and negative external effects. These effects increase with the growth of the company, putting it more and more into the spotlights and consequently increasing its obligations to legitimate its presence in society. Suchman provides the following definition for the term legitimacy: 

‘Legitimacy is a generalized perception or assumption that the actions of an entity are desirable, proper, or appropriate within some socially constructed system of norms, values, beliefs, and definitions.’ (Suchman, 1995, p. 574)
By stating that companies form an integral part of society, the legitimacy theory assumes that a company’s success is dependent on the society’s perception of the appropriateness of the company’s activities. In order to safeguard their existence, companies need ‘to ensure that they operate within the bounds and norms of their respective societies, that is, they attempt to ensure that their activities are perceived by outside parties as being legitimate’
. Consequently, in exchange for the provided natural and human resources, the society requires the company to operate in an appropriate way. The existence of this so-called social contract between the company and the society, and the consequences of a breach of this contract, forces the companies to behave socially responsible.
Stakeholder theory

The stakeholder theory shows a strong resemblance to the legitimacy theory. However, in contrast to the legitimacy theory that focuses on the society as a whole, this theory limits itself to the stakeholders of a company. The essence of this theory stresses that the company should incorporate the needs and concerns of the stakeholders into its decision process in order to survive as a going concern (McWilliams and Siegel, 2001). Freeman has introduced the stakeholder theory in 1984. Since then it has been revised and modified by a number of scholars. According to the stakeholder theory, firms do not only have responsibilities towards shareholders, but towards all stakeholders. This theory stresses that the success of a company depends on the support and the approval of its stakeholders. Consequently, in order to safeguard its operations and secure its continued existence, a company should strive to satisfy all its stakeholders and not only its shareholders. Freeman defined the term stakeholder as ‘any group or individual who can affect, or is affected by, the achievement of the organization’s objectives’ (Freeman, 1984, cited by: Daub et al., 2004, p.37). The central component of this definition is the word ‘affect’, which Freeman explains by means of two principles. The first principle explains that the company should not violate the right of others and is known as the principle of corporate right. According to the second one, the principle of corporate effect, the company should carry full responsibility for the effects on others that are caused by the company’s actions (Daub et al, 2004). 

In his theory Freeman distinguishes between internal (e.g. employees) and external stakeholders (e.g. suppliers, customers, governmental bodies). An alternative division has been proposed by Clarkson (1995), who splits stakeholders into primary and secondary stakeholders. According to Clarkson this categorization is superior to the one proposed by Freeman, as it incorporates the essential aspect of interdependency. According to the author, primary stakeholders are those without whose support and participation a company is not able to exist (e.g. suppliers, employees, customers, shareholders, investors etc). Clarkson (1995, p. 106) emphasizes that a strong interdependency exists between the company and its primary stakeholders. Secondary stakeholders are defined by Clarkson as those who influence or are influenced by the organization but who are not engaged in a transaction with the company in question. Although secondary stakeholders (e.g. environmental organizations, media) can cause significant damage to a company, they are not crucial for its survival (Clarkson, 1995, p. 107).

Corporate citizenship

This theory puts companies at par with private citizens and states that everyone, regardless of being an individual or a corporation, has to fulfil a range of responsibilities. Although this idea is not new (Davis, 1973) it was revived with the rise of globalization which has tremendously enlarged economic and social power of several large multinationals. The corporate citizenship theory distinguishes between various types of responsibilities, also called the four faces of corporate citizenship: economic, legal, ethical and philanthropic. According to Carroll (1998, p. 1-2) a company can become a good corporate citizen by: 

(1) Being profitable (economic face)

(2) Obeying the law (legal face)

(3) Engaging in ethical behaviour (ethical face)

(4) Giving back through philanthropy (philanthropic face)

Companies that want to be considered as good citizens should be able to combine all the four faces simultaneously. They should be economically successful in order to ‘carry their own weight’, go beyond mere compliance with the law, strive to act ethically and give back to the communities in which they exist (Carroll, 1998, p 3-5). Carroll concludes that an ‘exemplary corporate citizen strives to magnify its profits (responsibility to self), while fulfilling its citizenship obligations to others (law, ethics and philanthropy).’ (Carroll, 1998, p. 7)

Ethics and sustainable development

In his influential paper, Carroll links CSR to the theory of business ethics:

‘Business ethics is concerned with the distinctions between corporate behavior that is good versus bad, fair versus unfair, or just versus unjust. Business ethics is concerned both with developing codes, concepts, and practices of acceptable business behavior and with carrying out these practices in all business dealings with its various stakeholders.’ (Carroll, 1998, p. 4)
The field of ethics is divided into descriptive and normative ethics. In contrast to descriptive ethics that deals with the question ‘what is done’ normative ethics deals with the question ‘what should be done’. Sustainable development is a good example of a concept where CSR and normative ethics come together. This term has been initially used in the Brundtland Report in 1987, which was published by the World Commission on Environment and Development (WCED). The Brundtland Report stated that ‘sustainable development seeks to meet the needs of the present without compromising the ability to meet the future generation to meet their own needs’ (WCED, 1987, cited by: Garriga and Melé, 2004, p. 61).

2.3 Definition of financial performance

According to Brealey et al. (2011), a company’s financial performance can best be defined as the ability to generate revenues from its core operations. There are different ways to measure the financial performance; the use of financial ratios is one of them. Financial ratios represent a commonly used approach to measure the company’s overall performance and to provide information on its financial situation. As financial results cannot be evaluated in isolation, financial ratios enable a meaningful comparison of the achieved performance over the years and even between similar companies. Brealey et al. (2011) divide financial ratios into four categories: (1) performance measures, (2) efficiency measures, (3) liquidity measures and (4) leverage measures.

Performance measures

Performance measures focus on the value of the company and its earnings. These measures can be both accounting-based and market-based. The following ratios can be used to measure the performance of a company (Brealey et al, 2011, p. 478):
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Efficiency measures

Efficiency is an important factor that contributes to the overall profitability of a company. Accordingly, efficiency measures show how efficiently the company is utilizing its assets. In order to measure the company’s efficiency the following ratios can be used (Brealey et al, 2011, p. 478):
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Liquidity measures

The term liquidity refers to the ability of an asset to be converted into cash quickly and at low cost (Brealey et al, 2011, p. 476). Liquidity measures focus on the short-term and consequently express the company’s ability to meet its short-term financial obligations. The liquidity of a company can be calculated by the following ratios (Brealey et al, 2011, p. 478):
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Leverage measures

In contrast to the liquidity measures commented before, leverage measures focus on the long-term and indicate to which extent the company is using long-term debt. The following ratios measure the company’s financial leverage (Brealey et al, 2011, p. 478):
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2.4 Improving financial performance through CSR

Now that the previous sections have defined the terms CSR and financial performance, and additionally have commented the theories that explain a company’s involvement in CSR, this paragraph will illustrate the channels through which CSR can enhance a company’s financial performance. 

The motivations for companies to engage in CSR are various and depend greatly on the industry, size, and circumstances of the company. As the theories reveal there are not only economic, but also social and political drivers and the decision to engage in CSR may arise from a combination of those drivers. The European Commission presents several factors in its European Competitiveness Report (2008) which can lead to positive economic effects when adopting CSR: human resources, learning and innovation, reputation management, risk management and access to capital. These factors, which are commented below, contribute directly or indirectly to an improvement of the company’s financial performance by influencing its sales, profits, costs, or stock performance.

Human resources

Several researchers (Moskowitz, 1992; Waddock and Graves, 1997) have pointed out that CSR can be used as a tool to attract, motivate, and retain quality personnel. Since employees are seen as one of the most important assets of a company, firms can attain competitive advantage by offering good working conditions that will improve their ability to recruit and retain talented staff. These conditions increase motivation among employees that eventually can lead to better performance in terms of quality and efficiency. Consequently, the company can directly benefit from this higher level of productivity.

In attracting quality workforce, the aspect of identification should not be underestimated. In their choice of a future employer, many highly educated young professionals are nowadays led by personal values and beliefs that do not incorporate environmental pollution, child labour or any other form of exploitation.

Learning and Innovation

The society and technology are changing continuously over the years and companies, in order to survive on a long term, should understand and react to these changes. With the significant social and environmental problems (e.g. diminishing natural resources and global warming) the planet is facing, companies are forced to use innovation to find creative and value-added solutions. Companies can turn these environmental and societal risks into new business opportunities by using CSR as a medium. According to Grayson and Hodges (2004), innovation through CSR can help a company to create new revenue streams by developing a renewed way of processing and operating which consequently can lead to new products and an improved access to new markets (EC, 2008, p. 111). Through innovation, a company can establish more efficient business processes, which can lead to increasing operational efficiency. Cost savings through energy consumption and material inputs reduction are often mentioned as an aspect of CSR. An example of a company that uses CSR to innovate is Nike. In relation to its renewed production process Nike states the following: ‘Considered product has provided us with so much learning that it has evolved into a design ethos used by Nike to create products that are made with: less toxics, less waste and more environmentally-friendly materials’
. Nike has reduced its production costs by collecting and recycling 100% of its waste.

Reputation management 

The company’s reputation is valued as an important intangible asset. A positive image, which is a key determinant of the company’s success, does not only strengthen but also enhance the relationship between the company and its stakeholders, especially its customers. Several scholars (Waddock and Graves, 1997; Orlitzky et al, 2003) have stressed that CSR can be used to improve the company’s reputation and branding which eventually will lead to improved financial outcomes. 

The appreciation of consumers for companies that are more socially responsible is rising. A survey across European consumers showed that customers not only prefer to buy their products from companies that show commitment to social responsibility, but that they are also willing to pay more for products that are socially and environmentally responsible
. This outcome can best be illustrated by the rapid development in the market for fair trade products. Fairtrade Labelling Organizations International state the following: ‘In 2008 Fairtrade sales amounted to approximately € 3.4 billion worldwide. The sales of Fairtrade certified products grew 15% in 2008-2009’
. Fairtrade is an excellent example of the ways in which a company can use CSR branding as a way to differentiate its products from that of their competitors, thereby drawing away consumers from competitors and simultaneously improving its profitability.

Risk management 

The huge impact of social media, like the internet, causes companies to be more exposed to public criticism than in the past. Consequently, there is a greater pressure on companies to evaluate their values and operations. Additionally to the business risks, a company should also consider social and environmental risks. Peters (2009, p. 7) states that: ‘ignoring risks in a company’s value chain, or engaging only in passive risk avoidance or risk minimization, is irresponsible as well as bad for business’. Consequently, companies should identify and manage these risks actively by mapping the potential sources for disasters, accidents, or fines. By adopting CSR and good corporate governance, companies will be able to reduce their litigation risk, which will consequently lead to a reduction in costs. Peters concludes that: ‘Successful companies are able to transform social and ecological risks into opportunities, integrating them into their corporate strategies. This allows them to gain a strategic advantage over their competitors, and at the same time they contribute to society and help to avert future crises’ (Peters, 2009 p. 7).

Access to capital 

In the past, investors have shown little interest in the non-financial aspects of a business. Nowadays, investors are increasingly interested in not only the financial performance of a company, but also the social and environmental performance. Socially Responsible Investment (SRI) is a new market that has been growing rapidly in the past years. These funds incorporate social and environmental measures as well as economic measures in their investment decision. The European Investment Forum (EUROSIF) states that: ‘the total SRI assets under management (AuM) have increased from € 2.7 trillion to € 5 trillion, as of December 31, 2009. This represents a spectacular growth of about 87% since the data was previously collected two years before’
. Many financial specialists consider the potential of the SRI market very optimistically. They expect this market to continue its growth, which results in an improvement of the access to capital for socially responsible companies.
2.5 Summary 

This chapter aimed to provide a better understanding of CSR and financial performance, and the link between these two concepts. It concludes that independent of whether companies engage in CSR out of self-interest with the aim to increase its wealth or with moral intentions that are driven by a sense of a duty, there seems to be growing evidence that CSR and maximization of profits are compatible. In support of this view, a number of recent studies have revealed several channels through which CSR can enhance directly or indirectly the financial performance of a company: human resources, learning and innovation, reputation management, risk management and access to capital. This having said, it is now time to have a closer look at prior research. 

Chapter 3 Literature review

In the previous years, many companies have been encouraged by a range of stakeholders to increase their investments in CSR. However, not every company has responded positively to the idea of an allocation of its resources towards CSR. Some firms have stated that increased investments in CSR prevent them from maximizing their profits. This widespread concern regarding a trade-off between CSR investment and profitability motivated numerous researchers to explore the relationship between corporate social performance (CSP), the measurement of CSR, and financial performance (McWilliams and Siegel, 2000, p. 603). 

Before reviewing a selection of prior studies, this chapter starts by dealing with two essential components concerning the relationship between CSP and FP: the type of relationship and the direction of causality.

3.1 The type of relationship 

The examination of previous studies shows that four possible relationships between CSP and financial performance have been proposed by researchers: positive, negative, no relationship and mixed relationship.

Positive relationship

Most literature studies reveal a clear empirical evidence for a positive relationship between CSP and financial performance (Waddock and Graves, 1997; Orlitzky et al., 2003; Van Beurden and Gössling, 2008). This relationship is mainly based on the stakeholder theory of Freeman (1984), which argues that incorporating stakeholders’ (consumers, employees and even communities or societies) interests into the company’s operations will result in an increase of the firm’s financial and economic performance in the end. Investment in CSR will lead to positive financial performance over the medium to long term due to the impact of social performance on reputation and brand and the attractiveness of such companies to high quality managers and employees.

Negative relationship

Other studies found a negative relationship between CSP and financial performance (McGuire et al., 1988; Aupperle et al., 1985; Freedman and Jaggi, 1986). The existence of a negative relationship is explained by the arguments of Friedman (1970) and other neoclassical economists who state that social responsibility involves costs and consequently worsens a firm’s competitive position. Friedman (1970) stated: ‘The Social Responsibility of Business is to Increase its Profits’
. According to this view, managers are only responsible for increasing the shareholders’ wealth. Supporters of this theory expect some measurable economic benefits from socially responsible behaviour; however, these benefits do not outweigh the numerous costs.

No relationship

A number of studies have concluded that there is an absence of association or relation between the two variables. According to this outcome, no correlation is found between CSP and financial performance, meaning that CSR has no impact on the profitability of a corporation. According to Ullman (1985), no relationship between CSP and financial performance exists. He argues that too many variables exist that influence the relationship; consequently, a relationship between CSP and financial performance is only found by chance (Ullman, 1985). 

Mixed relationship

Some studies (e.g. Bowman and Haire, 1975) have found a mixed relationship between CSP and financial performance, indicating that the relationship between these variables is not constant over time but shows the form of a ‘U’ or an ‘inverted U’. The U-shaped relationship is explained by the fact that the company’s implementation of a CSR program will increase the costs and lower its profits in the short run. This decrease in profits and consequently in financial performance of the company will however be reversed in the end (Soana, 2009). The inverse U-shape relationship on the other hand, beliefs in the ‘existence of an optimum level of corporate social responsibility, beyond which to be socially responsible in the long-term will no longer be economically advantageous’ (Soana, 2009, p. 4).

Although the reviewed studies are not consistent on their findings, the major part of the studies provides empirical evidence for a positive relationship between CSP and financial performance. As Van Beurden and Gössling stated:


‘Voices that state the opposite refer to outdated material. Since the beginnings of the 
CSR debate, societies have changed. We can therefore clearly state that, for the 
present Western society, Good Ethics is Good Business’ (Van Beurden and Gössling, 
2008, p. 407).
3.2 The direction of causality
Now that the previous part has commented the sign of the relationship, this section will deal with another essential aspect, the direction of causality: does CSP affect the financial performance or does the financial performance influence CSP. Several scholars do still not agree whether financially successful companies simply have more resources to spend on CSR and consequently attain a higher standard (slack resource theory) or whether better performance along various dimensions of CSR itself results in better financial outcomes (good management theory). If slack resources are available, then better social performance would result from the allocation of these resources into the social domains, and thus better financial performance will lead to better CSP. Other theorists on the contrary claim that there is a high correlation between good management practice and CSR activities, simply because attention to CSR domains improves relationships with key stakeholder groups resulting in better overall performance (Waddock and Graves, 1997, p. 306). Some theorists argue that the causality may run in both directions, implicating that a better financial performance may lead to an improved CSP and vice versa, keeping all other things constant. The existence of a ‘virtuous circle’ claims that ‘CSP is both a predictor and consequence of firm financial performance’ (Waddock and Graves, 1997, p. 307).

3.3 Prior studies

After having commented the relationship and the causality between CSP and FP, this paragraph provides an overview of the most influential studies that have examined the link between CSP and FP. As numerous studies have been published on this topic in the last four decades, it is impossible to cover all the studies that have contributed to the research and the current understanding of the relationship between CSP and FP. In making the selection of the studies, two criteria have been crucial. First, the number of times the study is cited in the reviewed literature
. Second, the actuality of the work. No doubt exists that the research from the 70s and 80s has been of great importance for present-day research, but the field is continuously in motion. Consequently, this paragraph will make an emphasis on more recent studies.  

3.3.1 Griffin and Mahon (1997)

This study starts by providing a summary of the existing research on the relationship between CSP and FP. In this review Griffin and Mahon cover 25 years of research and present 62 research results, which are the outcome of 51 studies published between 1972 and 1997. A major part of the research results (33) confirms the existence of a positive relationship. On the other hand, twenty research results claim that CSP and FP are negatively related, while the remaining nine research results are inconclusive or argue that there is no relationship between the two variables (Griffin and Mahon, 1997, p. 8-9). A noteworthy element is the great number of measures that have been used by prior researchers in order to proxy financial performance of a company. The 51 reviewed studies have used 80 different types of financial measures. From these 80 measures, 57 have been used only once. 

One of the shortcomings of prior research according to Griffin and Mahon is the lack of focus on one industry at a time. Consequently, in the second part of the study the authors analyze the relationship between CSP and financial performance by focusing on one single industry: the chemical industry. The observations cover a period of one year (1992) and consist of a small sample (7 companies). In order to overcome the limitations of assessing CSP by one single measure, Griffin and Mahon (1997, p. 5) measure CSP by using four data sources: (1) Kinder, Lydenberg, Domini (KLD) Index and (2) Fortune reputation survey (perceptual based measures); (3) corporate philanthropy and (4) Toxics Release Inventory (TRI) database (performance based measures). The financial performance of a company is measured by the following accounting measures: ROA, ROE, total assets, 5-year ROS, and asset age (Griffin and Mahon, 1997, p. 17). Although the authors do not conduct a statistical analysis, the presented matrix which illustrates CSP by financial performance (categorized as high, medium or low), confirms the existence of a positive relationship. Despite the fact that TRI and corporate philanthropy, in contrast to the other two measures, do not correlate to the company’s financial performance, this analysis reveals that ‘there are no firms in the high corporate social performance and low corporate financial performance block’ (Griffin and Mahon, 1997, p. 26). Griffin and Mahon highlight the necessity of further investigation into the applicability of CSP measures, by stating that the outcome of the examined relationship is predetermined by the choice and the use of the measures.

3.3.2 Waddock and Graves (1997)

The approach of Waddock and Graves shows some resemblance with the before commented study. After reviewing existing research the authors conclude that the problem of measuring CSP is a fundamental issue that plagues researchers in examining the relationship between CSP and financial performance (1997, p. 304). According to Waddock and Graves, the ambiguous outcomes of prior research can mainly be explained by the fact that former studies have tried to measure CSP, which is a multi-dimensional construct, with one-dimensional measures. This study consequently uses a multi-dimensional index that consists of eight CSP attributes as a measure for CSP. The attributes are derived from Kinder, Lydenberg, Domini (KLD)
, an independent investment research firm that rates companies across various dimensions that reflects the amount of attention given to various stakeholder groups. In order to assess CSP of a company, KLD uses both, corporate data sources (e.g. quarterly and annual reports, environmental reports) and external data sources (Waddock and Graves, 1997, p. 308).

The following eight attributes are used by Waddock and Graves: employee relations, performance with respect to the environment, product characteristics, community relations, treatment of women and minorities, participation in nuclear power, military contracting and involvement in South Africa (1997, p. 307-308). Although the last three attributes are less directly related to stakeholder groups, they are included into the index, because they represent issues that are relevant during the examined period and form a source of external pressure for various companies. After the attributes are selected, each individual attribute is rated on a scale of -2 (major concern) to +2 (major strength) in order to obtain the final CSP index.

In comparison to the study of Griffin and Mahon (1997), the timeframe of this research is limited as well and covers only a period of two years, 1989-1991. However, in contrast to Griffin and Mahon, this study deals with a bigger sample covering different industries and consisting of 469 firms from the S&P 500
 (Waddock and Graves, 1997, p. 310). The company’s financial performance is measured by three accounting-based measures: return on assets (ROA), return on equity (ROE), and return on sales (ROS). Following prior research, Waddock and Graves use size, risk, and industry as a control variable. The risk variable is measured by the debt level of a company (debt/total assets). In order to control for size the authors use three different measures: total sales, total assets, and the number of employees (1997, p. 308-309). To test the relationship between CSP and financial performance, Waddock and Graves use a lagged regression with a lag-time of one year. Consequently, financial data from 1989 and CSP data from 1990 are used in the model that treats CSP as a dependent variable. To test whether there is a link between CSP and financial performance (dependent variable), CSP data from 1990 and financial performance data from 1991 are used. 

The outcome of this paper supports the existence of a positive relationship between CSP and financial performance and confirms that causality runs in both directions indicating the existence of a ‘virtuous circle’. In support to the slack resource theory, Waddock and Graves find that CSP is positively related to prior financial performance. Additionally, they prove that CSP is positively correlated to future financial performance, which can be explained by the good management theory. Waddock and Graves conclude by stating the importance of further research into the definition and measurement of CSP. Additionally, they call upon researchers to examine the consistency of the relationship over time by using lags other than one year (Waddock and Graves, 1997, p. 315). 

3.3.3 McWilliams and Siegel (2000)

According to McWilliams and Siegel, prior research’s inconclusiveness is due to the use of models that omit variables that are essential in determining the corporate profitability. One of such variables is research and development (R&D). Various studies have previously revealed that R&D is an essential determinant of a company’s performance. In 1979, Griliches already argued that R&D investments improve long-term economic performance. Other researches (Lichtenberg and Siegel, 1991; Hall, 1999 et al.) support this view and report a strong positive correlation between R&D and both long-term economic (e.g. growth in factor productivity) and financial performance (shareholders return, accounting profits). In this study the authors provide additional evidence that ‘R&D, CSP, and financial performance all appear to be strongly positively correlated’ (2000, p. 607). Consequently, while examining the relationship between CSP and financial performance, one should control for the intensity of R&D investments. Since CSP is positively correlated with R&D (both are strongly associated with product and process innovation), the omission of the R&D intensity control variable can lead to an overestimation of the impact of CSP on financial performance. This study clearly illustrates this fact. The exclusion of the R&D intensity control variable from the model results in the finding of a strong positive impact of CSP on financial performance. However, once the model is corrected and R&D intensity is added as a control variable, the authors find that CSP has a neutral impact on the financial performance of a company (McWilliams and Siegel, 2000, p. 603-605). Besides size, risk, industry and R&D intensity, another control variable should be added to the model in order to overcome misspecification: industry advertising intensity. McWilliams and Siegel argue that industry advertising intensity is a specific type of industry effect which is closely related to CSR and should be controlled separately (2000, p. 604). 

In order to measure CSP the authors use the Domini 400 Social Index (DSI 400) which is compiled by KLD. The DSI 400 is an equivalent of the S&P 500, with the distinction that it solely focuses on socially responsible companies. In order to be included in the DSI 400, a company should meet several requirements: 
(1) ‘less than 2% of the company’s gross revenue must be derived from the production of military weapons 
(2) the company should have no involvement in nuclear power, alcohol, tobacco and gambling 
(3) the company should have a positive record in the categories ‘community relations’, ‘employee relations’, ‘environment’, ‘diversity’, ‘product quality’ and ‘non-U.S. operations’ (McWilliams and Siegel, 2000, p. 607). 
In this study, CSP is not a rate or an index but a dummy variable: ‘1’ in case the company is included in the DSI 400 and ‘0’ otherwise. In this way the companies are divided into two groups: the ones that are socially responsible (in the DSI 400) and the ones that are not (not in the DSI 400). The sample consists of 524 firms and covers the period 1991-1996.  

3.3.4 Orlitzky et al. (2003)

This study provides a meta-analysis of 52 studies, covering 30 years of research and consisting of 33.878 observations. The aim of the study is to provide an overview of the scientific achievements in revealing the relationship between CSP and financial performance and to see whether any general conclusions can be drawn to date. Although prior research has frequently been accused of being inconsistent, Orlitzky et al. (2003) claim that it has contributed to an improved understanding of the relationship between the two variables and has enabled the conversion of obtained outcomes into a broader set of more general conclusions. 

The findings of this meta-analysis strongly support the view that CSR pays off, as they reveal a positive relationship between CSP and financial performance. Additionally, Orlitzky et al. state that the outcomes are interdependent with the applied CSP/FP measures. In relation to FP measures, the authors demonstrate that accounting-based measures tend to be more highly correlated to CSP in contrast to market-based measures. In the case of CSP measures, a similar distinction can be made. The authors find clear evidence that reputation indices (e.g. Fortune) are more highly correlated to the company’s financial performance than other measures of CSP (2000, p. 403). Finally, this study agrees with the conclusions of Waddock and Graves by stating that CSP and financial performance affect each other mutually and simultaneously through the so-called ‘virtuous circle’: ‘financially successful companies spend more because they can afford it, but CSP also helps them become a bit more successful’ (Orlitzky et al., 2003, p. 424).  

3.3.5 Margolis et al. (2007)

Four years after the publication of the study of Orlitzky et al. (2003), Margolis et al. (2007) brought the term meta-analysis to an even higher level. In this study, the authors provide an even more comprehensive review of the relationship between CSP and financial performance covering 167 studies over the period 1972-2007. The following graph demonstrates the development and the steep growth in the number of articles that have examined the relationship during the observed period.

CSP-Financial performance studies 1972-2007
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Source: Margolis et al. (2007, p. 34)

From the studies, reviewed two important comments should be made, concerning: (1) the definition of CSP and (2) the theoretical connection of CSP to financial performance. According to Margolis et al. (2007), prior studies have defined CSP theoretically in two basic ways. The first approach treats CSP as a multidimensional construct, while the second focuses on a single specific dimension and defines CSP as a function of how a company treats its stakeholders (2007, p. 7). This explains the wide variety of CSP measures that have been used across studies. 

Another important aspect one should bear in mind while reviewing prior research, relates to the underlying theory that links CSP to financial performance. Two different approaches can be distinguished. The first approach treats CSP ‘as a distinctive resource—a way of treating others, for example, or a way of running the company’s operations—that substantively generates benefits or reduces costs, both of which improve financial performance’ (Margolis et al., 2007, p. 7-8). A company can enjoy various benefits through an improved CSP, i.e. motivated employees, better access to (new) markets, product innovation etc. Simultaneously it can achieve cost reduction through avoidance of penalties and fees. According to this approach ‘the mechanism that turns CSP into CFP is the value-creating impact of the efforts to do good’ (Margolis et al., 2007, p. 8). In contrast to this, the second approach supports the view that the reduction in costs or the increase in benefits is based on the perception of the key stakeholder and not on the real actions undertaken by the company. Consequently, the second approach argues that ‘the value-creating mechanism is the appearance of CSP’ (Margolis et al., 2007, p. 8). In evaluating and comparing studies, one should be aware of this difference and should incorporate it into the assessment of the outcomes. 

Because of the mutual differences between the studies, caused by multiple dimensions and various stakeholders, it is inappropriate to treat all the studies as being equal and to compare their outcomes at first glance. To resolve this problem the authors have sorted the studies into nine categories of CSP before analyzing the relationship between CSP and financial performance (Margolis et al., 2007, p. 11-12):

(1) Charitable contributions (e.g. cash donations)

(2) Corporate policies (e.g. code of ethics)

(3) Environmental performance (e.g. toxic release inventory; fines paid)

(4) Revealed misdeeds (e.g. public announcements of arrests, fines, lawsuits)

(5) Transparency (disclosures as indicator of CSP)

(6) Self-reported social performance (e.g. inquiries and surveys)

(7) Observers’ perceptions (e.g. Fortune ratings of most admired companies)

(8) Third-party audits (e.g. KLD Index)

(9) Screened mutual funds (e.g. Domini 400 Social Index versus S&P 500)

In contrast to category 1-5 which represent a specific dimension of CSP, the last four categories use the approach of CSP as a multi-dimensional construct. After comparing and analyzing the nine categories, the authors identify a strong relation between charitable contributions, revealed misdeeds, self-reported social performance, observer perceptions, and financial performance. The remaining categories show a weaker link between CSP and financial performance. 

Margolis et al. conclude that the findings of 35-years of research overthrow the arguments of Friedman. The acquired results indicate that CSP positively affects financial performance, consequently bringing down the argument that CSP destroys shareholder value. Although, there is no doubt that CSR is an important consideration and may be beneficial for companies, the observed negative financial impact of being wrong (poor CSP can lead to e.g. damage of reputation and drops in sales) is much larger than the financial reward gained from acting socially responsible. Consequently, the authors conclude that ‘companies can do good and do well, even if companies do not always do well by doing good’ (Margolis et al., 2007, p. 22-23). Based on this conclusion the authors argue that financial performance is unlikely to be the driving motive behind CSP.

3.3.6 Peters and Mullen (2009)
While examining the relationship between CSP and financial performance, many researchers have pointed out that CSR, and consequently CSP, is a process. They have stressed that investments in CSR do not immediately affect the financial performance of a company. Just as with any other investments, it takes a particular amount of time before one can reap the fruits of one’s labour. Besides, results of cross-sectional data analysis, which focus on immediate or short-term effects of CSP, can be biased based on the year selection. Due to these conclusions, many studies have emphasized the necessity to investigate the relationship over time. Despite these requests, a review of prior studies shows that only a few researchers have undertaken this challenge. The major part of existing research, however, has been focusing on investigating the immediate or short-term effects of CSP on financial performance, thereby ‘ignoring issues of sustainability and long-term organizational investment’ (Peters and Mullen, 2009, p. 2). To fill up this gap and test whether improvement in CSP leads to an increase in financial performance over time, this paper explores the longitudinal effects of CSP by examining its cumulative effects on financial performance (2009, p.1). To ratify the methodological focus on cumulative effects the authors state that in order to study the dynamic process of CSP, it is important to consider both, current as well as past investments and practices. According to Peters and Mullen (2009, p. 2), this will not only deepen the understanding of the relationship over time, but will additionally enable research to distinguish between short and long run benefits of CSP. Herewith, they advocate the view of their predecessors, Murray and Vogel (1997), who stated that ‘only when data samples are collected over time with respect to attitude and behavior, for example, one can fully determine the predicative value of prior effects in terms of latter ones’ (Peters and Mullen, 2009, p. 2).

In order to test the existence of a positive cumulative effect of CSP on the financial performance of a company, the authors include two control variables into their model: industry and size. They use total assets as a measure for size and limit themselves solely to two industries, manufacturing and services. The sample consists of 81 companies, which are selected from the Fortune 500 list in 1996. For the selected companies data over a period of six years, 1991-1996, were collected. To measure financial performance the authors use ROA, the return on assets ratio (2009, p. 6-8). This study measures the firms’ CSPs by means of five dimensions of KLD: (1) employee relations, (2) product/safety quality, (3) diversity, (4) natural environment, and (5) local communities (2009, p. 7). The individual dimensions are subsequently rated conform the scaling method applied by Waddock and Graves (1997). Finally, a cumulative CSP index is derived, where the CSP index of a subsequent year includes the CSP of all preceding years. Following this approach the CSP index of 1996 is the average of the KLD ratings of 1991 through 1996, while the CSP index of 1992 only incorporates KLD ratings of 1991 and 1992 (Peters and Mullen, 2009, p. 8). 

The outcomes of this paper confirm that cumulative effects of CSP, which create sustainable competitive advantages, are positively related to the company’s financial performance. Besides, this relationship strengthens over time: ‘creation of competitive advantage, obviously takes time and therefore benefits of competitive advantage may be more long term’ (Peters and Mullen, 2009, p. 6).
3.4 Biases and problems in existing research

The former paragraph has commented the different outcomes provided by studies that have investigated the relationship between CSP and financial performance. Overall, the outcomes are inconsistent, even though many studies support the existence of a positive relationship. McWilliams and Siegel state that ‘the inconsistency of the results from these studies of the relationship between CSR and performance is not surprising, given the nature of the models that form the basis for the empirical estimation’ (2000, p. 604). 

Additionally, Ruf et al. (2001) argue that this inconsistency can be explained by the ‘lack of theoretical foundation, a lack of systematic measurement of CSP, a lack of proper methodology, limitations on sample size and composition, and a mismatch between social and financial variables’ (Van Beurden and Gössling, 2008, p. 410). In reviewing existing literature on the relationship between CSP and financial performance, Griffin and Mahon (1997) identified three key issues related to previous research. The studies were all characterized by a clear focus on multi-industry samples, multiple dimensions of financial performance and a shared need for multiple measures to assess corporate social performance. Other problems revealed by the literature regarding the link between social and financial performance are related to: limited data, model misspecification, and endogeneity (McWilliams and Siegel, 2000). The following sections will highlight these biases and problems.

Focus on multi-industry samples

From the studies that have been reviewed more than 78% (40 studies) used a population that contained multiple industries. However, the use of multi-industry samples can have a big biased effect on the results as this approach does not distinguish between industries, assuming that all industries are equal and comparable (Griffin and Mahon, 1997). Yet every industry is unique in its own way, which creates a ‘specialization’ of social interests (Holmes, 1977). Consequently, it is important to account for the specific context of each industry. 

Financial performance measures

During the 25 years of research, 80 different financial performance measures have been used. Over 70% of the measures were used only once. The absence in overlap makes it very difficult to draw any solid conclusions on the validity and reliability of these measures. Considering the variety of measures used in prior literature, it is not surprising that obtained outcomes are inconsistent. 

Financial performance measures can be divided into three categories: ‘market-based measures (investor returns), accounting-based measures (accounting returns) and perceptual measures (surveys)’ (Orlitzky et al., 2003, p. 407). Examples of market-based measures are stock performance, market return, market value to book value, price per share and share price appreciation. The most common accounting-based measures are: asset age, return on assets, return on equity, and 5-year return on sales (Griffin and Mahon, 1997, p. 11-14). 

Corporate social performance measures

Several studies have used different types of corporate social performance measures. However, it remains a challenge for many researchers to find a good proxy for CSP. The usefulness of some measures that were used in the past is questionable because they do not deal with hard data or are just a mere assessment of the corporation’s social performance by an outsider. However, such assessments are not always a good reflection of the real performance. In order to obtain a representative CSP measure Griffin and Mahon (1997) proposed to base empirical research on multiple corporate social performance measures instead of a single one. This approach will help in mitigating both constraints and impact that come with the use of a single measure. 

Van Beurden and Gössling (2008) divide the different measurements of CSP in three categories: 
‘1. the extent of social disclosure about matters of social concern (Wu, 2006); 
2.  corporate action (such as philanthropy, social programs, and pollution control) referring to concrete observable CSR processes and outcomes and 
3. corporate reputation ratings such as KLD and Fortune’ (Van Beurden and Gössling, 2008, p. 411). 
Each of these measurements, while offering some benefits, has limitations. The Fortune rating for example, is actually more of a measure of overall management performance rather than a specific assessment of CSP. Additionally, Waddock and Graves state that many previously used measures of CSP may not properly reflect the overall level of a company’s CSP because they either are one-dimensional or cannot be consistently applied across the variety of companies and industries that need to be studied (1997, p. 304-305).

Limited data

This problem refers to the nature of the data used in some existing literature. Several studies have used small samples. The use of a small sample, however, decreases the validity and generalisability of the results. Additionally, the relevance of studies undertaken in the 1970s and 1980s may be limited because the object of study was still in its infancy back then. Due to the fast developments, some prior studies may seem out-dated and not relevant in the present day. Finally, many empirical studies have been focusing on the short-term relationship by measuring CSP and financial performance in the same single year or by using a lag-time of one year, and consequently leaving the long-term relationship unexplored (Garcia-Castro et al., 2009).

Model misspecification and endogeneity

According to McWilliams and Siegel ‘several studies use models that are misspecified in the sense that they omit variables that have been shown to be important determinants of profitability’ (2000, p. 603). In order to isolate the effect of CSP on financial performance, one should pay sufficient attention to the inclusion of necessary control variables in the model specification. The exclusion of key control variables that affect the company’s financial or social performance raises the problem of endogeneity and consequently leads to biased outcomes. 

3.5 Formulating hypotheses

The literature review in the previous sections clearly shows that prior research on the relationship between CSP and financial performance has been focussing on two main elements: the sign of the relationship and the direction of causality. This research will also adopt that focus. Simultaneously, it will expand the scope of existing research by incorporating and examining the long-term effect of CSP on financial performance of a firm, the so-called longitudinal effect. 

The initial purpose of this research is to investigate the sign of the relationship. Although the outcomes of prior research are inconclusive, the major part of the studies performed claims that there is a positive relationship between CSP and corporate financial performance (CFP), which is supported by the legitimacy theory and stakeholder theory in section 2.2 (Waddock and Graves, 1997; Orlitzky et al., 2003). Based on these findings, this research hypothesizes that there is a positive relationship between the two variables. Consequently, the first hypothesis is formulated as:

H1 

A significant positive relationship exists between CSP and CFP. 
Many researchers have tried to tackle the question of causality. They have tried to determine in which direction causality moves in the relationship between CSP and financial performance. Does CSP boost the financial performance? Or do firms with a higher financial performance just have more resources available to invest in CSR, leading to an improved CSP? Some studies (e.g. Waddock and Graves, 1997) even affirm both questions and support the existence of a virtuous circle.

This research will concentrate itself on examining the causal relationship from CSP to financial performance, which is supported by the good management theory, and consequently will test causality merely in one direction. Whether there is also a ‘kickback’ effect is interesting for further research, and could lead to the conclusion that there is a cumulative effect from investing in CSP, and thus indeed a virtuous circle. This is, however, outside the scope of this research, since it tries to lay bare the initial interaction between the two. In this relation, a higher social performance is not a necessary consequence of financial performance, since it is mediated by the management’s decision to invest any surplus budgets in CSR. Moreover, in many if not all cases, a positive financial performance is a conditio sine qua non for further investment in CSR. This would automatically lead to a correlation in these two data, but this correlation does not imply a necessary causal relation, amongst others for the reason just stated that it also requires managerial decision-making. Accordingly, it can be concluded that the causal relation from CSP to financial performance is the most relevant to investigate, since the impact of CSP on financial performance is external to the company’s decision-making process and surplus budget allocation. This research assumes, based on prior research, that a higher CSP will have a positive effect on the company’s financial performance. Consequently, the second hypothesis is formulated as:

H2 

A higher level of CSP leads to a significantly higher corporate financial performance.
In contrast to a great number of studies, that have limited their examination of the relationship to the short-term period, this research will add by additionally exploring the longitudinal effect, the long-run effect of CSP on financial performance. It has been claimed by several scholars that CSR is a process and that consequently investments in CSR do not directly lead to an increase of financial performance. Most of them have argued that it takes some time before socially responsible behaviour is being rewarded in financial terms. This research follows the outcomes of the study by Peters and Mullen (2009), consequently assuming the presence of a stronger positive effect between CSP and corporate financial performance over time in contrast to the short-term period. Consequently, the third hypothesis is formulated as:

H3 

The positive relationship between CSP and CFP is significantly stronger in the end than in the short run.

3.6 Summary

This chapter has commented two essential components of the relationship between CSP and financial performance: the type of relationship and the direction of causality. Additionally it has reviewed the methodology and outcomes of six prior studies that have investigated the CSP-CFP relationship. A graphical summary of this literature review is included in appendix A. The chapter concluded by formulating hypotheses, which will be empirically tested in this research. 

Chapter 4 Research design

In the previous chapters, the theoretical foundation for this research has been provided and additional attention has been paid to prior studies that have investigated the relationship between CSP and financial performance. Consequently, hypotheses have been formulated. In this chapter, the empirical design of this research is provided which is used to test the hypotheses and eventually answer the research question. The research design will cover the following parts: research approach, measuring CSP, measuring financial performance, determining control variables, and research methodology and sample data collection. 

4.1 Research approach

Two empirical research approaches are generally recognised. The first is the quantitative research and involves data in the form of numbers. Quantitative research usually uses statistical analysis with the aim to assess data and measure the strength of the relationship between several variables. The second type is the qualitative research, which is empirical research that uses narrative data. These data do not refer to numbers, but to definitions, concepts, and characteristics of the examined elements. In contrast to quantitative research, qualitative research does not apply statistical analysis and is most suitable for small samples as it is very time consuming (Punch, 2005, p. 4-6). The aim of this research is to examine the association between CSP and corporate financial performance by means of statistical analysis, consequently the quantitative research approach is applied. 

Verschuren and Doorewaard (2007) stated that several types of quantitative research can be distinguished. The two main types are the survey and the experiment. The survey collects its data by means of interviews and questionnaires, and uses the input of the participants (the sample) to tell something about the population as a whole. This research does not use interviews and questionnaires, and is consequently not a survey. According to Verschuren and Doorewaard, the experiment is used to determine the cause and the effect of a relationship and can be divided into three variants: laboratory experiment, quasi-experiment, and simulation. Since this research makes use of existing data and observes rather than manipulates the variables, the quasi-experiment variant fits this research best. 

4.2 Measuring CSP

As already commented in section 3.4, prior research has used different measures of CSP. Some studies used disclosures as a measure of CSP. Others applied corporate reputation ratings, like KLD and Fortune, or corporate actions, like involvement in social programs and charity, as a base for measuring the firm’s CSP. Several researches have frequently argued about the benefits and limitations of the available measures. The pros and cons of the various CSP measures have been outlined in the previous chapter and consequently are not repeated here again. However, apart from the fact that the search for the ‘perfect’ CSP measure still goes on, current research has to make do with what is available. Based on the inaccessibility of the KLD Index, the perceptual and one-dimensional approach, which characterizes Fortune ratings and other measures that are based on charity or involvement in social programs, this research will use disclosures as a surrogate for CSP. The use of disclosures as a measure for CSP increases the added value of this research as there has been a tremendous development across corporate social disclosures during the last decade, but a relatively low effort has been put into examining the current relation between disclosures and financial performance. The following section will comment the term disclosure and will provide a brief overview of the current developments in CSR disclosures. Finally, the Transparency Benchmark is introduced, whose ratings are used in this research as a measure of CSP.  

4.2.1 CSR disclosures

Before investigating the measures of CSR disclosures, it is necessary to understand what disclosures are and how they are used. Companies generally use disclosures to communicate their financial and non-financial information to outside investors and other related parties (stakeholders). Disclosures play an essential role as they assist in diminishing information asymmetry between the corporation and its stakeholders, and contribute to an effective allocation of resources in society (Popa and Peres, 2008, p. 1407).

When looking at disclosures one can distinguish between compulsory and voluntary disclosures. Compulsory disclosures are defined as disclosures that are determined by national or international professional organizations or government authorities. The annual financial statements that are issued according to generally accepted accounting principles (GAAP) or the International Financial Reporting Standards (IFRS) are an example of compulsory disclosures. Other examples are internal control reports by public companies that are required by the Section 404 of the Sarbanes-Oxley Act (2002). Voluntary disclosures form an addition to compulsory disclosures, which in most of the cases seem to be insufficient in meeting user’s information needs. Meek, Roberts, and Gray (1995) define voluntary disclosure as follows: 


‘[…]disclosure in excess of requirements, which represents free choices on the part 
of a company’s management to provide accounting and other information 
deemed relevant to the users of their annual reports’ (Meek et al, 1995, p. 555).

Management mostly uses voluntary disclosures as an instrument for differentiation of their company from other companies. Currently, many corporations disclose information regarding their CSR performance on a voluntary basis. The rise of reporting related to social and environmental aspects of a corporation goes back to the 1970s. During this period, several Western European and US corporations adopted social reporting and accounting. Epstein defined social reporting and accounting as: 

‘[...] the identification, measurement, monitoring and reporting of the social and economic effects of an institution on society, intended for both internal managerial and external accountability purposes’ (Epstein et al., 1976, p. 24). 

The number of companies involved in social reporting grew rapidly during the 1970s, resulting in 90% of the Fortune 500 companies reporting on social performance in their annual reports by 1978 (Kolk, 2005, p.35). However, because of recession and unemployment during the 1980s, social reporting lost its prevalence and moved to the background. By the end of the 1980s, the topic of social reporting made its comeback, this time with a particular focus on environmental issues (Kolk, 2005, p. 35).

 

Since then, social and environmental reporting (later known as sustainability reporting or corporate social responsibility reporting) has grown substantially. The 2008 survey of KPMG on corporate responsibility reporting shows that the rate of reporting amongst the largest 100 companies in 22 countries is 45% on average (KPMG, 2008, p. 13). Japan leads with 88%, followed by the UK (84%). The Netherlands share fourth place with Canada (both 60%). An increasing number of companies prefer to issue separate reports, instead of including information on corporate responsibility in their annual financial reports: from 52% in 2005 to 79% in 2008 (KPMG, 2008, p. 14). Almost 70% of the companies surveyed by KPMG applied the Global Reporting Initiative’s (GRI) Guidelines as the basis for their reporting (KPMG, 2008, p.21). GRI’s Guidelines assist companies in measuring and reporting their economic, environmental, and social performance. Currently, G3 Guidelines (2006) is the latest version available and replaces former issues: G1 (2000) and G2 (2002).
 In order to enforce the message and the reliability of the reports an increasing amount of companies has decided to include a formal assurance statement in their CSR reports. Formal assurance is described as:


‘[…] a formal statement issued by an independent professional assurance 
provider, including accounting, certification and technical firms. These statements 
are the result of a systematic evidence-based process that allows the provider to draw 
conclusions on the quality of the report and its data and, in some cases the 
underlying systems and processes used to gather and present the information’ 
(KPMG, 2008, p. 57). 

The current developments show that the number of G250 companies that make use of formal assurance in their reports increased to 40% in 2008, opposed to 30% in 2002 and 2005 (KPMG, 2008, p. 56).

4.2.2 Transparency Benchmark

The Transparency Benchmark (TB) was launched in 2004 by the Dutch Ministry of Economic Affairs. The aim of the Transparency Benchmark is to assess the transparency across the corporate social disclosures of the largest Dutch companies, both listed and non-listed on the stock exchange. In doing so, the TB uses information from separately issued corporate social reports as well as information on CSR that is included in the company’s annual financial reports. The companies are rated on a yearly basis and the scores are subsequently published on the website of the Dutch Ministry of Economic Affairs. This enables the companies to evaluate their transparency and compare it to previous years or other companies in the same industry. It is important to emphasize that the Transparency Benchmark does not measure the actual performance, but mainly focuses on the way the companies express and communicate the achieved performance to their stakeholders and those that are interested in how companies incorporate social and environmental issues in their corporate activities. This however, does not make the ratings of the Transparency Benchmark less suitable as a proxy than other mentioned measures of CSP. Corporate social responsibility is not only about ‘the act’, but also about the openness with relation to that certain act. This openness enables an interaction between the company and its stakeholders, which is a key element of corporate social responsibility. The following quote, which has been expressed by the Dutch State Secretary during the Global Reporting Initiative Conference in 2006, clearly stresses how transparency, CSR and CSP are interlinked:


‘Corporate Social Responsibility is closely linked to transparency. Transparency 
encourages companies to examine and improve their performance on a regular basis. 
Transparency also enables the public to examine companies’ efforts and 
results, and 
if necessary, to engage them in dialogue. We want companies to show what they 
practice and practice what they preach. That is why promoting transparency is an 
important element of my CSR policy’ (Transparantiebenchmark 2007, p. 12)

Throughout the years, as the Transparency Benchmark has been improved in its connection with the GRI guidelines, the number of criteria and categories to assess the company’s transparency has been changed. Yearly recalculations by the Ministry of Economic Affairs have ensured the comparability of the 2004-2009 ratings. Due to fundamental changes in methodology and rating system, however, the ratings of 2010 are not comparable to the ratings of former years. Consequently, the TB 2010 has been excluded from this research. The assessment model of the Transparency Benchmark is commented in the chapter on the research methodology. 

4.3 Measuring financial performance
Researchers have used a wide range of financial performance (FP) measures to test the relationship between CSP and FP. According to Orlitzky et al. (2003, p. 407) all financial performance measures can be divided into three categories: ‘market-based measures (investor returns), accounting-based measures (accounting returns) and perceptual (survey) measures’. 

Because acquiring measures through surveys is a very time-consuming process, this research will not use perceptual measures. This research will follow the conclusion of Wu (2006), which states that:


‘studies using market measurements report a smaller relationship between CSP and 
CFP than studies using other measurements, such as profitability measurements, asset 
utilization, and growth.’ (Van Beurden and Gössling, 2008 p. 411)
In line with this statement, Wu concludes that accounting-based measures are a better predictor of CSP than market-based measures. In accordance with Wu’s reasoning, this research will use two types of accounting-based measures, return on assets (ROA), and return on equity (ROE) as a proxy for financial performance. These measures are selected based on the frequent application in prior studies. Further on in the chapter on research methodology both measures are shortly described, after which it is defined how the measures are calculated in this research. 

4.4 Control variables

In order to measure properly the impact of CSP on financial performance one should control for variables that influence both CSP and financial performance. This research has selected its control variables by looking at existing research. Prior studies have indicated that important control variables are: size, risk, industry, and R&D investments. 

Size

To clarify why it is crucial to control for size, researchers have put forward several explanations. First, larger companies have more resources available to spend on CSR. Besides, there is evidence available that larger companies indeed allocate more resources to CSR than smaller companies, which is mostly caused by the fact that larger companies attract the attention of their stakeholders’ more easily. In order to survive, these companies need to respond more openly to stakeholders’ demands (Burke et al, 1986). The enlarged stakeholders’ attention can consequently create an increased pressure on a company to improve its CSP. Finally, the meta-analysis of Wu (2006) has recently revealed that firm size is positively related to CSP and some measures of financial performance, which supports the idea that size should be included in the empirical model as a control variable. 

Risk

Based on the strong relationship between the firm’s risk and its financial performance, Alexander and Buchholz (1978) have proved the existence of a direct link between CSP and the firm’s risk tolerance, which makes firm risk an important factor to control. Their study provides clear evidence that less risky firms are generally more likely to engage in CSR. This consequently leads to the fact that low-risk firms’ CSP usually outperforms the CSP of their more risky associates. Additional proof on this matter has been provided by Spicer (1978) who states that investors label companies with limited CSR activities as riskier, because they expect these companies to face increased additional costs due to lawsuits in the nearby future. This relates to the ‘stakeholder perspective’ that has been referred to by many researchers in explaining the relationship between CSR and risk. Low CSR activity has a negative impact on the firm’s risk; increased CSR awareness on the other hand can ‘promote goodwill and psychological contracting among stakeholder groups and organizations, thereby reducing costs and risks’ (Peters and Mullen, 2009, p. 7). Finally, Orlitzky and Benjamin (2001) present empirical evidence that reveals a strong negative correlation between CSR and financial risk. The authors explain this fact by the so-called ‘reputation effect’ of CSR, which indicates that image and reputation play a crucial role in the assessment of the company by its stakeholders (Peters and Mullen, 2009). 

Based on the before provided evidence this research will include risk as a control variable into its empirical model. This corresponds to the approach of Waddock and Graves (1997) by using the debt ratio to proxy the management’s risk acceptance level. The debt ratio reflects the level of debt held by the company and indicates the proportion (in percents) of the company’s assets that has been financed through debt.

Industry
Already in 1985, Ullman has provided important evidence that industry is an essential component that not only has an effect on the company’s financial performance but also on the ability and likelihood to engage in CSR. A decade later, by stating that firm performances differ across industries and consequently, cannot be treated as equivalents, Waddock and Graves (1997) emphasized the necessity of including industry as a control variable in the model. Additionally, Margolis et al. have noticed that:


‘Industries can vary in their social responsibility practices. Some industries may be considered more “dirty” than others, such as heavy manufacturing or chemicals; some industries may be growing versus declining; and stakeholders may vary in the degree of regulation and scrutiny to which they subject different industries’ (2007, p. 14). 
As a result, industry is an important control variable that should be included in any model of CSP and financial performance. 

R&D investments

McWilliams and Siegel (2000) have proposed R&D intensity of a firm as an additional control variable. These authors claim that ‘the intensity of R&D investment is an important determinant of a firm’s performance’ (2000, p. 603) and that ‘R&D and CSP are positively correlated, since many aspects of CSP create either a product innovation, a process innovation, or both’ (2000, p. 605). 

Due to the unavailability of data on R&D expenditures for the major part of the selected companies and the fact that this research focuses on a single industry, this research will use the following two control variables: 

· Size ( as a proxy for size the logarithm of total assets is used

· Risk ( is measured by the [image: image33.png]debt ratio





4.5 Research methodology

The assessment model of the most recent benchmark, TB 2009, is built upon ten categories. In each category, a company can be awarded up to a maximum of ten points. The ratings of the companies consequently lie between 0 and 100 (the maximum achievable transparency). A zero rating means that the company does not publish a corporate social report or that the report is not freely available. The overview of the categories is given below. A more comprehensive overview is presented in the Transparency Benchmark publication of 2009
. 

The Transparency Benchmark 2009 distinguishes the following ten categories
:

· Profile

Covered topics: key products and/or services; core processes of the company and their impact on people, environment, and society; staffing levels; ownership structure; position in the supply chain

· Strategy and vision

Covered topics: CSR policy; internal and external guidelines; display of social commitment

· Corporate governance and management systems

Covered topics: organizational structure; names of directors and their executive duties; management and control of CSR

· Supply chain responsibility

Covered topics: implementation, management, and control of the supply chain responsibility

· Stakeholders

Covered topics: identification of stakeholders; dialogue with stakeholders

· Economic aspects of operations

Covered topics: company’s policy on financial and economic aspects; achieved improvements and targets set

· Environmental aspects of operations

Covered topics: company’s policy on environmental aspects; achieved improvements and targets set

· Social aspects of operations

Covered topics: company’s policy on social aspects; achieved improvements and targets set

· Verification

Covered topics: verification by an independent expert; explanation why the company has chosen for independent verification

· Details

Covered topics: insight into concerns regarding CSR; applied process to deal with these concerns; additional references to other external reports and information

Return on assets (ROA)

The ROA ratio reflects the asset utilization of the company and shows how profitable company’s assets are in generating revenue. This specific proxy has been used by many researchers, for example by Waddock and Graves (1997, p. 311). These authors have used several accounting-based measures and concluded that ROA has the most significant relationship with corporate social performance. ROA is measured as follows:
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Return on equity (ROE)

In order to overcome the bias which is caused by the use of a single measure, this research will use ROE as a second proxy for the company’s financial performance. In prior research, this ratio has been frequently used and reveals the ability of a company to generate profits with the money invested by the shareholders. ROE is measured as follows:
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In order to test for the hypotheses that have been formulated in section 3.5 this research will use correlation and multiple regression analyses. In both cases, lagged variables are applied. Before this paragraph proceeds with describing the methodology of the tests that will be performed in the following chapter, it will first pay some attention to the use of lagged variables.

Lagged variables 

While investigating the relationship between the two variables some studies have compared measures of CSP and financial performance of the same year, while others have stated that investments in CSR do not immediately influence financial performance, making the use of lagged variables necessary. An example of the latter is the study by Waddock and Graves (1997) which found a significant positive relationship between CSP and financial performance measures of the subsequent year. Following this reasoning, this research will also apply lagged variables with a lag-time of 1 year.

H1 

A significant positive relationship exists between CSP and CFP. 
In order to examine the sign of the relationship between CSP and corporate financial performance measures, ROE and ROA this research will use the Pearson correlation analysis. 

H2 

A higher level of CSP leads to a significantly higher CFP.
To test whether a higher CSP results in a higher corporate financial performance this research will perform a multiple bivariate regression analysis with CSP as an independent variable and financial performance measures as a dependent variable:

FP (t) = a + b1 (CSP t-1) + b2 (Size t-1) + b3 (Risk t-1) + ε

where:

FP = ROE or ROA

CSP = score Transparency Benchmark (TB)

Size = logarithm of total assets

Risk = debt ratio = total liabilities/total assets

ε = error term

t = year

This research uses the following regression equations to test the second hypothesis:

· ROA 2007 = a + b1(CSP 2006) + b2(Size 2006) + b3( Risk 2006) + ε

· ROE 2007 = a + b1(CSP 2006) + b2(Size 2006) + b3( Risk 2006) + ε

· ROA 2008 = a + b1(CSP 2007) + b2(Size 2007) + b3( Risk 2007) + ε

· ROE 2008 = a + b1(CSP 2007) + b2(Size 2007) + b3( Risk 2007) + ε

· ROA 2009 = a + b1(CSP 2008) + b2(Size 2008) + b3( Risk 2008) + ε

· ROE 2009 = a + b1(CSP 2008) + b2(Size 2008) + b3( Risk 2008) + ε

· ROA 2010 = a + b1(CSP 2009) + b2(Size 2009) + b3( Risk 2009) + ε

· ROE 2010 = a + b1(CSP 2009) + b2(Size 2009) + b3( Risk 2009) + ε

H3 

The positive relationship between CSP and CFP is significantly stronger in the end than in the short run.
Since this research supports the idea that CSR is a dynamic process that has to be examined over time, it will use the longitudinal approach, as proposed by Peters and Mullen (2009). Following their idea that the relationship between the variables in question strengthens over time, this research will examine the longitudinal effect of CSP by examining its cumulative effect on financial performance. The cumulative CSP index is composed so that each CSP index of a subsequent year concurrently contains all the CSP proxy’s of the preceding years. 

This research uses the following regression equations to test the third hypothesis:

· ROA 2008 = a + b1(CSPCUM 2007) + b2(Size 2007) + b3( Risk 2007) + ε

· ROE 2008 = a + b1(CSPCUM 2007) + b2(Size 2007) + b3( Risk 2007) + ε

· ROA 2009 = a + b1(CSPCUM 2008) + b2(Size 2008) + b3( Risk 2008) + ε

· ROE 2009 = a + b1(CSPCUM 2008) + b2(Size 2008) + b3( Risk 2008) + ε

· ROA 2010 = a + b1(CSPCUM 2009) + b2(Size 2009) + b3( Risk 2009) + ε

· ROE 2010 = a + b1(CSPCUM 2009) + b2(Size 2009) + b3( Risk 2009) + ε

where:

CSPCUM 2007 = scores of TB 2006 and TB 2007
CSPCUM 2008 = scores of TB 2006, TB 2007 and TB 2008

CSPCUM 2009 = scores of TB 2006, TB 2007, TB 2008 and TB 2009

4.6 Sample and data selection

The sample firms of this research have been selected based on a number of criteria. The first criterion is the inclusion of the company in the Transparency Benchmark over the examined years (2006-2009). Firms with incomplete TB scores were excluded from the sample. This research merely focuses on a single industry. To distinguish between the industries Standard Industry Classification (SIC) codes have been applied. Only the companies that operate in the manufacturing sector (SIC Division D: 2000-3999) have been selected. From the remaining companies only public companies were included in the sample. The last criterion is the adoption of the International Financial Reporting Standards (IFRS). Only companies that apply IFRS as their reporting standard were included in the sample. The following figure presents the 21 Dutch manufacturing companies that form the sample of this research.

	COMPANY
	SIC CODE
	SIC DEVISION

	Aalberts Industries
	3490
	D

	AkzoNobel
	2851
	D

	Crown van Gelder
	2621
	D

	Draka Holding
	3357
	D

	Gamma Holding
	2390
	D

	Kendrion
	3600
	D

	Koninklijke DSM
	2800
	D

	Nedap
	3670
	D

	Koninklijke Ten Cate
	2200
	D

	BE Semiconductors Industries
	3559
	D

	Crucell
	2836
	D

	Neways Electronics
	3670
	D

	Oce
	3861
	D

	TKH Group
	3357
	D

	Wavin
	3080
	D

	Accell Group
	3751
	D

	Hunter Douglas
	2590
	D

	TomTom 
	3812
	D

	CSM 
	2000
	D

	Nutreco
	2040
	D

	Unilever
	2000
	D


To derive the variables total assets, total liabilities, total common equity, net income and Standard Industry Classification codes, this research use the CompuStat Global database (part of the Wharton Research Data Service). In cases where this database does not provide complete data, necessary data are derived from Company.info and Factiva databases or directly from the financial statements that are available through the company’s website. The Transparency Benchmark scores, used as a proxy for CSP, are derived from the corresponding Transparency Benchmark website of the Ministry of Economic Affairs
. 

4.7 Summary

This chapter has introduced the Transparency Benchmark, which is used as a measure of CSP in this research, and has provided the empirical part of this research. As part of the empirical design, the research approach and the research methodology were covered. This chapter has commented on the applied variables and explained how the hypotheses are tested in the following chapter. Additionally, it reviewed the sample selection and the data sources.

Chapter 5 Empirical Research

This chapter focuses on the empirical research. Section 5.1 will first present and comment the CSP data. Additionally, section 5.2 and 5.3 will deal with the financial performance and control variable data respectively. Finally, sections 5.4 to 5.6 will cover the testing of hypotheses, formulated in the previous chapter, and present the corresponding empirical results.

5.1 CSP data

The CSP data for this empirical research are derived from the Transparency Benchmark 2006-2009 of the Dutch Ministry of Economic Affairs. The methodology of the Transparency Benchmark is extensively discussed in the previous chapter and is not repeated here. This section will present and examine the movements in the yearly data and will conclude by commenting on the visible trend over the years.

CSP 2006
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Figure 1 CSP 2006
Figure 1 provides an overview of the sample firms' CSP in 2006. The leaders in 2006 are: AkzoNobel (72 points), Nutreco (67 points), DSM (65 points), and Unilever (65 points). The firms with the lowest CSP are: TomTom (14 points), Hunter Douglas (14), and Nedap (15). The average rate in 2006 was 31.5 points. 
CSP 2007
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Figure 2 CSP 2007

Figure 2 illustrates the CSP of the sample firms in 2007. The leader group in 2007 consists of Unilever (88 points), Nutreco (80 points), AkzoNobel (71 points), and Crown (71 points). The firms with the lowest CSP are: Nedap (15 points) and TomTom (16 points). The average rate in 2007 was 37.4 points. This is an increase of 5.9 points in comparison to 2006.

CSP 2008
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Figure 3 CSP 2008

Figure 3 shows the CSP of the sample firms in 2008. In comparison to prior years, there is hardly any change in the leader group. The top 3 firms in 2008 are Unilever (83 points), Crown (82 points), and Nutreco (76 points). A noticeable change is the great improvement in CSP of TomTom. The company that was rated number 21 and 20 in the two preceding years is now listed as number 8, with respectively 31 points. Nedap (14 points) and Hunter Douglas (16 points) are the firms with the lowest CSP. The average CSP of the sample firms in 2008 is 39.2 points, an increase of 1.8 points in comparison to last year. 

CSP 2009
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Figure 4 CSP 2009

Figure 4 illustrates the CSP of the sample companies in 2009. Again, there are only some minor changes in the top performing companies. Unilever (79 points), DSM (78 points), and AkzoNobel (77 points) once again outperform the rest of the companies and form the top 3 in 2009. The firms with the lowest performance are: Nedap (13 points) and BE Semiconductors (16 points). Although a slight decrease in CSP can be observed across the top leaders in 2009, the middle group shows an overall improved CSP in comparison to prior years. This results in an average CSP of 40.2, which is 1 point higher compared to 2008.

Descriptive statistics CSP data

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	CSP2006
	21
	14.00
	72.00
	31.5238
	19.81570

	CSP2007
	21
	15.00
	88.00
	37.3810
	24.44070

	CSP2008
	21
	14.00
	83.00
	39.2381
	25.46548

	CSP2009
	21
	13.00
	79.00
	40.1905
	24.32821

	Valid N (listwise)
	21
	
	
	
	


Figure 5 Descriptive statistics CSP data

Figure 5 provides a CSP overview for the 21 Dutch manufacturing firms during the years 2006-2009. This figure once again points out that the yearly average score shows a clear tendency upwards, starting with a CSP mean of 31.5238 in 2006 and reaching an average CSP rate of 40.1905. This improvement is mostly due to higher achieved scores in 2007 and 2008. In 2009, a decline exists in the maximum rate, which consequently leads to a lower increase in the average CSP rate compared to the years before.

5.2 Financial performance data

This research uses two measures of corporate financial performance: return on equity (ROE) and return on assets (ROA). The methodology of calculating these ratios and the data sources used to derive the CFP data were already commented in chapter 4 and are not repeated here. 

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	ROE2006
	21
	-.1760
	.6980
	.204048
	.1778256

	ROE2007
	21
	-.1050
	.8460
	.188667
	.1840398

	ROE2008
	21
	-1.7160
	.5050
	-.015619
	.4267151

	ROE2009
	21
	-1.0070
	.2790
	-.000510
	.2474916

	ROE2010
	21
	-.3820
	.4660
	.095143
	.1663167

	Valid N (listwise)
	21
	
	
	
	


Figure 6 Descriptive statistics ROE data

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	ROA2006
	21
	-.1340
	.2890
	.079238
	.0861196

	ROA2007
	21
	-.0740
	.4850
	.081524
	.1063309

	ROA2008
	21
	-.3150
	.1390
	.005610
	.1018016

	ROA2009
	21
	-.1300
	.0970
	.016100
	.0479774

	ROA2010
	21
	-.1230
	.1430
	.042857
	.0634147

	Valid N (listwise)
	21
	
	
	
	


Figure 7 Descriptive statistics ROA data

Figures 6 and 7 give a statistical description of the ROE and ROA data over the years 2006-2010. An analysis of these data shows a large drop in both ROE and ROA values in 2008. This decline can be explained by the downturn, which was caused by the financial crisis that hit the global markets in 2008. Although the average ROE value in 2009 is still negative, the years 2009 and 2010 show a stepwise recovery and increase of the ROE and ROA values. The complete financial performance dataset per company is included in appendix B.

5.3 Control variables data

This research uses two control variables: the logarithm of total assets and debt ratio. Figure 8 gives a statistical illustration of the two control variables over the years 2006-2010. Both variables are relatively stable over the years. A minor exception is the decrease in the minimum and the maximum debt ratio values in 2010, which results in a lower average in comparison to previous years. The complete overview of the control variables data per company is included in appendix B.

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	TOTASSETS2006
	21
	2.0089
	4.5690
	3.010503
	.6762940

	DEBTRATIO2006
	21
	.24
	.80
	.5614
	.16344

	TOTASSETS2007
	21
	2.0106
	4.5717
	3.055128
	.6866785

	DEBTRATIO2007
	21
	.24
	.76
	.5424
	.15598

	TOTASSETS2008
	21
	2.0091
	4.5580
	3.059525
	.6941225

	DEBTRATIO2008
	21
	.27
	.81
	.5914
	.15011

	TOTASSETS2009
	21
	1.9619
	4.5684
	3.034738
	.7078345

	DEBTRATIO2009
	21
	.26
	.86
	.5400
	.14293

	TOTASSETS2010
	21
	2.0209
	4.6145
	3.070422
	.7063487

	DEBTRATIO2010
	21
	.19
	.77
	.5290
	.13353

	Valid N (listwise)
	21
	
	
	
	


Figure 8 Descriptive statistics control variables

5.4 Empirical analysis of the CSP-FP relationship

The first hypothesis of this research refers to the type of relationship between CSP and corporate financial performance (CFP) and is formulated as:

H1 

A significant positive relationship exists between CSP and CFP. 
In order to test for this hypothesis the Pearson correlation analysis is applied. The Pearson correlation coefficient (R) is a measure of the linear dependence between two variables. This coefficient can have a value between -1 (perfect negative correlation) and 1 (perfect positive correlation). The null hypothesis, R is zero, indicates that there is no relationship between the two variables. The alternative hypothesis on the other hand, R is not equal to zero, implies the existence of a relationship between two variables. The Pearson correlation analysis is performed in SPSS. For CSP the Transparency rates of the years 2006-2009 are used. For CFP the ratio's ROE and ROA over the years 2006-2010 are applied. The results of this test are illustrated in the two following matrixes. Figure 9 shows the results for CSP and ROE, and figure 10 focuses on CSP and ROA.   

	
	CSP

2006
	CSP

2007
	CSP

2008
	CSP

2009
	ROE

2006
	ROE

2007
	ROE

2008
	ROE

2009
	ROE

2010

	CSP

2006
	Pearson Correlation
	1
	.949**
	.911**
	.901**
	.329
	.378
	.224
	.166
	-.117

	
	Sig. (2-tailed)
	
	.000
	.000
	.000
	.145
	.091
	.330
	.472
	.613

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP

2007
	Pearson Correlation
	.949**
	1
	.972**
	.946**
	.313
	.283
	.242
	.223
	-.226

	
	Sig. (2-tailed)
	.000
	
	.000
	.000
	.167
	.213
	.290
	.332
	.324

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP

2008
	Pearson Correlation
	.911**
	.972**
	1
	.977**
	.225
	.235
	.107
	.241
	-.351

	
	Sig. (2-tailed)
	.000
	.000
	
	.000
	.327
	.305
	.646
	.293
	.119

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP

2009
	Pearson Correlation
	.901**
	.946**
	.977**
	1
	.099
	.233
	.105
	.190
	-.395

	
	Sig. (2-tailed)
	.000
	.000
	.000
	
	.670
	.310
	.650
	.409
	.077

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROE

2006
	Pearson Correlation
	.329
	.313
	.225
	.099
	1
	.450*
	-.069
	.198
	.343

	
	Sig. (2-tailed)
	.145
	.167
	.327
	.670
	
	.040
	.766
	.390
	.127

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROE

2007
	Pearson Correlation
	.378
	.283
	.235
	.233
	.450*
	1
	-.030
	.044
	.155

	
	Sig. (2-tailed)
	.091
	.213
	.305
	.310
	.040
	
	.896
	.850
	.503

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROE

2008
	Pearson Correlation
	.224
	.242
	.107
	.105
	-.069
	-.030
	1
	.157
	.052

	
	Sig. (2-tailed)
	.330
	.290
	.646
	.650
	.766
	.896
	
	.498
	.823

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROE

2009
	Pearson Correlation
	.166
	.223
	.241
	.190
	.198
	.044
	.157
	1
	-.302

	
	Sig. (2-tailed)
	.472
	.332
	.293
	.409
	.390
	.850
	.498
	
	.184

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROE

2010
	Pearson Correlation
	-.117
	-.226
	-.351
	-.395
	.343
	.155
	.052
	-.302
	1

	
	Sig. (2-tailed)
	.613
	.324
	.119
	.077
	.127
	.503
	.823
	.184
	

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	** Correlation is significant at the 0.01 level (2-tailed).

	* Correlation is significant at the 0.05 level (2-tailed).


Figure 9  Pearson correlation matrix: CSP & ROE
Figure 9 shows two significant results at a significance level of 10 percent. The first one refers to the relationship between the variables CSP 2006 and ROE 2007, with a correlation coefficient of 0.378 and a p-value 0.091. This result indicates a positive association between CSP and CFP. The second relates to the variables CSP 2009 and ROE 2010, with a correlation coefficient of -0.395 and a p-value of 0.077. This implies a negative relationship between CSP and CFP.

	
	CSP

2006
	CSP

2007
	CSP

2008
	CSP

2009
	ROA

2006
	ROA

2007
	ROA

2008
	ROA

2009
	ROA

2010

	CSP2006
	Pearson Correlation
	1
	.949**
	.911**
	.901**
	.223
	.364
	.142
	.220
	-.176

	
	Sig. (2-tailed)
	
	.000
	.000
	.000
	.330
	.105
	.539
	.338
	.446

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP2007
	Pearson Correlation
	.949**
	1
	.972**
	.946**
	.202
	.250
	.139
	.293
	-.305

	
	Sig. (2-tailed)
	.000
	
	.000
	.000
	.379
	.275
	.547
	.198
	.179

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP2008
	Pearson Correlation
	.911**
	.972**
	1
	.977**
	.160
	.233
	.016
	.287
	-.424

	
	Sig. (2-tailed)
	.000
	.000
	
	.000
	.489
	.310
	.944
	.208
	.056

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	CSP2009
	Pearson Correlation
	.901**
	.946**
	.977**
	1
	.013
	.229
	.015
	.230
	-.471*

	
	Sig. (2-tailed)
	.000
	.000
	.000
	
	.954
	.318
	.948
	.315
	.031

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROA2006
	Pearson Correlation
	.223
	.202
	.160
	.013
	1
	.373
	-.129
	.203
	.315

	
	Sig. (2-tailed)
	.330
	.379
	.489
	.954
	
	.096
	.578
	.378
	.164

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROA2007
	Pearson Correlation
	.364
	.250
	.233
	.229
	.373
	1
	-.129
	.015
	.114

	
	Sig. (2-tailed)
	.105
	.275
	.310
	.318
	.096
	
	.577
	.948
	.623

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROA2008
	Pearson Correlation
	.142
	.139
	.016
	.015
	-.129
	-.129
	1
	.193
	.167

	
	Sig. (2-tailed)
	.539
	.547
	.944
	.948
	.578
	.577
	
	.403
	.470

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROA2009
	Pearson Correlation
	.220
	.293
	.287
	.230
	.203
	.015
	.193
	1
	-.044

	
	Sig. (2-tailed)
	.338
	.198
	.208
	.315
	.378
	.948
	.403
	
	.848

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	ROA2010
	Pearson Correlation
	-.176
	-.305
	-.424
	-.471*
	.315
	.114
	.167
	-.044
	1

	
	Sig. (2-tailed)
	.446
	.179
	.056
	.031
	.164
	.623
	.470
	.848
	

	
	N
	21
	21
	21
	21
	21
	21
	21
	21
	21

	** Correlation is significant at the 0.01 level (2-tailed).

	* Correlation is significant at the 0.05 level (2-tailed).


Figure 10 Pearson correlation matrix: CSP & ROA
Figure 10 shows that there are two significant results at a significance level of 10 percent (the positive association between CSP 2006 and ROA 2007 with a p-value of 0.105 lies slightly above the 10 percent and is consequently not significant). The first significant result refers to the association between CSP 2009 and ROA 2010, with a correlation coefficient of -0.471 and a p-value of 0.031. The second significant result is found between CSP 2008 and ROA 2010, and has a correlation coefficient of -0.424 and a p-value of 0.056. Both results indicate a negative association between CSP and CFP. 

Based on the Pearson correlation analysis of the sample firms there is some evidence available that a relationship between CSP and CFP exists. Although the evidence is not very strong (significance level of 10 percent is used), it is sufficient to reject the null hypothesis that indicates that there is no association between CSP and CFP. 

Based on the comparison of the outcomes above, the results, which indicate a positive relationship between CSP and CFP, are significantly weaker than the acquired evidence for the existence of a negative association between the two variables, even when the firms are examined individually. The outcomes of the examination per firm are presented in appendix C. Consequently, these results confirm that relatively more outcomes exist that support a negative correlation than a positive correlation. Based on this evidence, the first hypothesis is rejected.

5.5 Empirical analysis of the causality

The second hypothesis of this research refers to the causality of the relationship between CSP and corporate financial performance (CFP). This research focuses on CSP as the starting point of the relationship between the two variables. The motives for this choice are explained in section 3.5. Consequently, the second hypothesis is formulated as:

H2 

A higher level of CSP leads to a significantly higher corporate financial performance.

In order to test for this hypothesis a multiple regression analysis is performed in SPSS. The CSP (TB scores) of 2006-2009, the FP (ROE and ROA) of 2007-2010 and the control variables (logarithm of total assets and debt ratio) of 2006-2009 are the data that are used in this multiple regression analysis. CSP is an independent variable and FP a dependent variable in this regression model. The second hypothesis is tested by means of eight regression equations: 

(1)
ROA 2007 = a + b1(CSP 2006) + b2(Size 2006) + b3( Risk 2006) + ε

(2)
ROE 2007 = a + b1(CSP 2006) + b2(Size 2006) + b3( Risk 2006) + ε

(3)
ROA 2008 = a + b1(CSP 2007) + b2(Size 2007) + b3( Risk 2007) + ε
(4)
ROE 2008 = a + b1(CSP 2007) + b2(Size 2007) + b3( Risk 2007) + ε

(5)
ROA 2009 = a + b1(CSP 2008) + b2(Size 2008) + b3( Risk 2008) + ε
(6)
ROE 2009 = a + b1(CSP 2008) + b2(Size 2008) + b3( Risk 2008) + ε

(7)
ROA 2010 = a + b1(CSP 2009) + b2(Size 2009) + b3( Risk 2009) + ε

(8)
ROE 2010 = a + b1(CSP 2009) + b2(Size 2009) + b3( Risk 2009) + ε

The tests in SPSS provide the following outcomes. Equations 2, 3, 4, and 7 show significant results and are commented below. The output of the remaining equations is included in appendix D. 
	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.237
	3
	.079
	3.047
	.057a

	
	Residual
	.441
	17
	.026
	
	

	
	Total
	.677
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2006, CSP2006, TOTASSETS2006

	b. Dependent Variable: ROE2007


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.255
	.190
	
	-1.345
	.196

	
	CSP2006
	.003
	.002
	.287
	1.101
	.286

	
	TOTASSETS2006
	.032
	.074
	.116
	.430
	.673

	
	DEBTRATIO2006
	.472
	.233
	.419
	2.028
	.059

	a. Dependent Variable: ROE2007


Figure 11 Regression equation 2

The ANOVA table shows that the p-value of the regression equation 2 is 0.057 (at a 10 percent significance level). This significantly supports the dependence of ROE2007 on the CSP, the total assets and the debt ratio of 2006 as a whole. Based on the coefficients table, regression equation 2 is derived:

ROE 2007 = - 0.255 + 0.003 * CSP 2006 + 0.032 * Size 2006 + 0.472 * Risk 2006 + ε

An examination of the p-values of the individual variables, however, shows that only the variable debt ratio 2006 with a p-value of 0.059 is significant (at a significance level of 10 percent) and consequently has a significant positive effect on ROE2007. The remaining independent variables (CSP2006 and total assets 2006) have p-values higher than 0.10 and have consequently no significant effect on ROE2007. The final regression equation 2 turns out as:

ROE 2007 = 0.472 * Risk 2006 + ε

Based on these results no evidence exists for the indication that a higher level of CSP creates a significantly higher corporate financial performance.

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.064
	3
	.021
	2.510
	.093a

	
	Residual
	.144
	17
	.008
	
	

	
	Total
	.207
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2007, CSP2007, TOTASSETS2007

	b. Dependent Variable: ROA2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.167
	.114
	
	-1.465
	.161

	
	CSP2007
	.001
	.001
	.195
	.770
	.452

	
	TOTASSETS2007
	-.016
	.038
	-.111
	-.434
	.670

	
	DEBTRATIO2007
	.354
	.133
	.543
	2.656
	.017

	a. Dependent Variable: ROA2008


Figure 12 Regression equation 3

The p-value of the regression equation 3 is 0.093 and is shown in the ANOVA table. This supports the indication that the variables CSP, total assets, and debt ratio 2007 together have a significant effect (at a 10 percent significance level) on ROA2008. The regression equation 2 is derived from the before stated coefficients table:

ROA 2008 = - 0.167 + 0.001 * CSP 2007 - 0.016 * Size 2007 + 0.354 * Risk 2007 + ε

The last column of the coefficient table, however, shows that CSP2007 and total assets 2007 have p-values higher than 0.10. These variables have consequently no significant effect on ROA2008. Only the variable debt ratio 2007 with a p-value of 0.017 has a significant (at a significance level of 10 percent) positive effect on ROA2008. Consequently, the final regression equation 3 is equal to:

ROA 2008 = 0.354 * Risk 2007 + ε

These outcomes do not support the hypothesis that a higher level of CSP leads to a significantly higher corporate financial performance.

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	1.153
	3
	.384
	2.625
	.084a

	
	Residual
	2.489
	17
	.146
	
	

	
	Total
	3.642
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2007, CSP2007, TOTASSETS2007

	b. Dependent Variable: ROE2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.502
	.474
	
	-1.059
	

.304

	
	CSP2007
	.007
	.004
	.393
	1.559
	.137

	
	TOTASSETS2007
	-.165
	.158
	-.266
	-1.046
	.310

	
	DEBTRATIO2007
	1.355
	.555
	.495
	2.440
	.026

	a. Dependent Variable: ROE2008


Figure 13 Regression equation 4

The p-value of the regression equation 4 is 0.084 and is shown in the ANOVA table. This implies that ROE2008 is dependent on the variables CSP, total assets, and debt ratio 2007 together at a significance level of 10 percent. From the coefficients table regression equation 4 is derived:

ROE 2008 = - 0.502 + 0.007 * CSP 2007 - 0.165 * Size 2007 + 1.355 * Risk 2007 + ε

The presented p-values in the coefficient table show, however, that the debt ratio 2007 is the only variable that has a significant p-value (at a 10 percent significance level). The other variables have p-values that are greater than 0.10. Consequently, debt ratio 2007 is the only variable that has a significant positive effect on ROE2008. Based on the individual p-values the final regression equation 4 is equal to:

ROE 2008 = 1.355 * Risk 2007 + ε

The final regression equation does not support the assumption that a higher level of CSP results a significantly higher corporate financial performance.

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.032
	3
	.011
	3.733
	.031a

	
	Residual
	.048
	17
	.003
	
	

	
	Total
	.080
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2009, CSP2009, TOTASSETS2009

	b. Dependent Variable: ROA2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.034
	.061
	
	-.560
	.583

	
	CSP2009
	-.002
	.001
	-.689
	-2.889
	.010

	
	TOTASSETS2009
	.031
	.022
	.349
	1.393
	.182

	
	DEBTRATIO2009
	.101
	.089
	.228
	1.135
	.272

	a. Dependent Variable: ROA2010


Figure 14 Regression equation 7

The ANOVA table in figure 14 shows that the p-value of the regression equation 7 is 0.031. This indicates that ROA2010 is dependent on the variables CSP, total assets, and debt ratio 2009 together at a significance level of 10 percent. Regression equation 4 is derived from the coefficients table:

ROA 2010 = - 0.034 - 0.002 * CSP 2009 + 0.031 * Size 2009 + 0.101 * Risk 2009 + ε

The p-values of the individual variables are presented in the last column of the coefficients table. This column shows that CSP 2009 is the only variable that has a significant p-value (at a 10 percent significance level). The other variables have p-values that are greater than 0.10. Consequently, CSP 2009 is the only variable that has a significant negative effect on ROA2010. Based on the individual p-values the final regression equation 7 is equal to:

ROA 2010 = - 0.002 * CSP 2009 + ε

This final regression equation provides additional evidence for the negative correlation between CSP2009 and ROA2010 that was found in the previous paragraph.

The results of the multiple regression analysis prove the existence of a significant negative effect of CSP on CFP. This contradicts the assumption that a higher CSP results in a higher CFP. However, this does not imply that a higher CSP worsens the CFP. This is also confirmed by the observation per firm (see matrixes in appendix C). The matrixes show that there are relatively more firms in the upper right quadrant (low CSP & high FP) than in the lower left quadrant (high CSP & low FP).  Consequently, the second hypothesis must be rejected.

5.6 Empirical analysis of the longitudinal effect
The last hypothesis of this research concerns the longitudinal effect of the relationship between CSP and corporate financial performance (CFP). Consequently, the third hypothesis is formulated as:

H3 

The positive relationship between CSP and CFP is significantly stronger in the end than in the short run.

To test for this hypothesis Pearson correlation and multiple regression analyses are performed in SPSS. The Pearson correlation analysis is commented first. In this analysis, the cumulative TB scores of the years 2007-2009 are used as a measure of CSP (CSPCUM). Corporate financial performance is measured through the ratios ROE and ROA over the years 2007-2010. The results of the Pearson correlation tests are illustrated in the following two matrixes. Figure 15 shows the results of CSPCUM and ROE, while figure 16 presents the results of CSPCUM and ROA.   

	
	CSPCUM2007
	CSPCUM2008
	CSPCUM2009
	ROE

2007
	ROE

2008
	ROE

2009
	ROE

2010

	CSPCUM

2007
	Pearson Correlation
	1
	.994**
	.987**
	.330
	.237
	.200
	-.180

	
	Sig. (2-tailed)
	
	.000
	.000
	.144
	.301
	.385
	.436

	
	N
	21
	21
	21
	21
	21
	21
	21

	CSPCUM

2008
	Pearson Correlation
	.994**
	1
	.997**
	.298
	.191
	.217
	-.245

	
	Sig. (2-tailed)
	.000
	
	.000
	.190
	.407
	.344
	.284

	
	N
	21
	21
	21
	21
	21
	21
	21

	CSPCUM

2009
	Pearson Correlation
	.987**
	.997**
	1
	.283
	.170
	.212
	-.287

	
	Sig. (2-tailed)
	.000
	.000
	
	.214
	.462
	.357
	.208

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROE

2007
	Pearson Correlation
	.330
	.298
	.283
	1
	-.030
	.044
	.155

	
	Sig. (2-tailed)
	.144
	.190
	.214
	
	.896
	.850
	.503

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROE

2008
	Pearson Correlation
	.237
	.191
	.170
	-.030
	1
	.157
	.052

	
	Sig. (2-tailed)
	.301
	.407
	.462
	.896
	
	.498
	.823

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROE

2009
	Pearson Correlation
	.200
	.217
	.212
	.044
	.157
	1
	-.302

	
	Sig. (2-tailed)
	.385
	.344
	.357
	.850
	.498
	
	.184

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROE

2010
	Pearson Correlation
	-.180
	-.245
	-.287
	.155
	.052
	-.302
	1

	
	Sig. (2-tailed)
	.436
	.284
	.208
	.503
	.823
	.184
	

	
	N
	21
	21
	21
	21
	21
	21
	21

	** Correlation is significant at the 0.01 level (2-tailed).


Figure 15 Pearson correlation matrix: CSPCUM & ROE

	
	CSPCUM2007
	CSPCUM2008
	CSPCUM2009
	ROA

2007
	ROA2008
	ROA2009
	ROA2010

	CSPCUM2007
	Pearson Correlation
	1
	.994**
	.987**
	.305
	.142
	.264
	-.250

	
	Sig. (2-tailed)
	
	.000
	.000
	.179
	.538
	.248
	.274

	
	N
	21
	21
	21
	21
	21
	21
	21

	CSPCUM2008
	Pearson Correlation
	.994**
	1
	.997**
	.281
	.097
	.275
	-.317

	
	Sig. (2-tailed)
	.000
	
	.000
	.217
	.676
	.228
	.161

	
	N
	21
	21
	21
	21
	21
	21
	21

	CSPCUM2009
	Pearson Correlation
	.987**
	.997**
	1
	.269
	.076
	.265
	-.360

	
	Sig. (2-tailed)
	.000
	.000
	
	.238
	.743
	.245
	.109

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROA2007
	Pearson Correlation
	.305
	.281
	.269
	1
	-.129
	.015
	.114

	
	Sig. (2-tailed)
	.179
	.217
	.238
	
	.577
	.948
	.623

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROA2008
	Pearson Correlation
	.142
	.097
	.076
	-.129
	1
	.193
	.167

	
	Sig. (2-tailed)
	.538
	.676
	.743
	.577
	
	.403
	.470

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROA2009
	Pearson Correlation
	.264
	.275
	.265
	.015
	.193
	1
	-.044

	
	Sig. (2-tailed)
	.248
	.228
	.245
	.948
	.403
	
	.848

	
	N
	21
	21
	21
	21
	21
	21
	21

	ROA2010
	Pearson Correlation
	-.250
	-.317
	-.360
	.114
	.167
	-.044
	1

	
	Sig. (2-tailed)
	.274
	.161
	.109
	.623
	.470
	.848
	

	
	N
	21
	21
	21
	21
	21
	21
	21

	** Correlation is significant at the 0.01 level (2-tailed).


Figure 16 Pearson correlation matrix: CSPCUM & ROA

Both figures show that no significant results exist at a significance level of 10 percent. The negative association between CSPCUM 2009 and ROA 2010, which has the lowest p-value of all (0.109), is still slightly higher than the 10 percent level. Based on these results, there is not enough evidence to determine that a relationship exists between CSPCUM and CFP. Consequently, the null hypothesis cannot be rejected.

The multiple regression analysis is performed in SPSS. The CSPCUM of 2007-2009, the financial performance (ROE and ROA) of 2008-2010 and the control variables (logarithm of total assets and debt ratio) of 2007-2009 are used as data-input for this analysis. CSPCUM is an independent variable and FP a dependent variable in this regression model. Six regression equations are used to test the third hypothesis:

(9)
ROA 2008 = a + b1(CSPCUM 2007) + b2(Size 2007) + b3( Risk 2007) + ε

(10)
ROE 2008 = a + b1(CSPCUM 2007) + b2(Size 2007) + b3( Risk 2007) + ε


(11)
ROA 2009 = a + b1(CSPCUM 2008) + b2(Size 2008) + b3( Risk 2008) + ε

(12)
ROE 2009 = a + b1(CSPCUM 2008) + b2(Size 2008) + b3( Risk 2008) + ε

(13)
ROA 2010 = a + b1(CSPCUM 2009) + b2(Size 2009) + b3( Risk 2009) + ε

(14)
ROE 2010 = a + b1(CSPCUM 2009) + b2(Size 2009) + b3( Risk 2009) + ε

The multiple regression analysis in SPSS provides the following outcomes. Equations 9 and 10 show significant results that are presented in figure 17 and 18. The output of the remaining equations is included in appendix D.

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.065
	3
	.022
	2.578
	.088a

	
	Residual
	.142
	17
	.008
	
	

	
	Total
	.207
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2007, CSPCUM2007, TOTASSETS2007

	b. Dependent Variable: ROA2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.164
	.113
	
	-1.450
	.165

	
	CSPCUM2007
	.001
	.001
	.222
	.859
	.402

	
	TOTASSETS2007
	-.020
	.039
	-.132
	-.507
	.619

	
	DEBTRATIO2007
	.358
	.133
	.549
	2.689
	.016

	a. Dependent Variable: ROA2008


Figure 17 Regression equation 9

The p-value of the regression equation 9 is 0.088 and is shown in the ANOVA table. This means that ROA2008 is dependent on the variables CSPCUM, total assets, and debt ratio of 2007 together (at a significance level of 10 percent). The regression equation 4 is derived from the coefficients table:

ROA 2008 = - 0.164 + 0.001 * CSPCUM 2007 - 0.020 * Size 2007 + 0.358 * Risk 2007 + ε

The presented p-values in the coefficient table show, however, that the debt ratio 2007 is the only variable with a significant p-value (at a 10 percent significance level). The other variables have p-values that are greater than 0.10. This means that the debt ratio 2007 is the only variable that has a significant positive effect on ROA2008. Based on the individual p-values the final regression equation 9 equals to:

ROA 2008 = 0.358 * Risk 2007 + ε

This final regression equation does not support the assumption that CSPCUM has an effect on corporate financial performance.
	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	1.175
	3
	.392
	2.699
	.078a

	
	Residual
	2.467
	17
	.145
	
	

	
	Total
	3.642
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2007, CSPCUM2007, TOTASSETS2007

	b. Dependent Variable: ROE2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.495
	.472
	
	-1.050
	.308

	
	CSPCUM2007
	.004
	.003
	.413
	1.614
	.125

	
	TOTASSETS2007
	-.179
	.161
	-.288
	-1.113
	.281

	
	DEBTRATIO2007
	1.379
	.554
	.504
	2.489
	.023

	a. Dependent Variable: ROE2008


Figure 18 Regression equation 10

The ANOVA table in figure 18 shows that the p-value of regression equation 10 is 0.078. This implies that ROE2008 is dependent on the variables CSPCUM, total assets, and debt ratio of 2007 together (at a significance level of 10 percent). The regression equation 10 is derived from the coefficients table:

ROE 2008 = - 0.495 + 0.004 * CSPCUM 2007 - 0.179 * Size 2007 + 1.379 * Risk 2007 + ε

The p-values of the individual variables show, however, that the debt ratio 2007 (p-value = 0.023) is the only variable with a significant p-value at a 10 percent significance level. The other variables have p-values that are greater than 0.10. This means that only the debt ratio 2007 has a significant positive effect on ROE2008. After considering the individual p-values, the final regression equation 10 equals to:

ROE 2008 = 1.379 * Risk 2007 + ε

This final regression equation does not support the assumption that CSPCUM has an effect on corporate financial performance.

After performing the Pearson correlation and the multiple regression analysis this research has not found any support for the existence of a relationship between CSPCUM and CFP. Based on this outcome this research is not able to reject the null hypothesis and consequently concludes that there is no evidence to assume that the relationship between CSP and CFP strengthens over time. Consequently, the third hypothesis is rejected.
5.7 Summary

This chapter has commented the empirical analysis and the results of this research. To test for the hypotheses Pearson correlation and multiple regression analysis were performed. Based on the outcomes of these tests all the three hypotheses are rejected. Instead of the hypothesized positive relationship between CSP and CFP, evidence is found for the existence of a negative association between CSP and CFP. The results of the multiple regression analysis support the assumption of a negative association implying that a higher CSP does not result in a higher CFP. However, based on the size of the beta, which is almost neglected, and the outcomes of the observations per firm, not enough evidence exists to assume that a higher CSP worsens the CFP. Finally, no evidence is found for the existence of a longitudinal effect in the relationship between CSP and CFP. The next chapter contains the conclusion.
Chapter 6 Conclusion

During the last decades, an increasing number of companies involve themselves in CSR and report on environmental and social aspects of their firm’s operations. These developments have been closely followed by researchers and this has resulted in a lively scientific debate on the topic of CSR. During the last thirty years, many questions regarding CSR have been asked and some of them have even been answered. Many scholars have tried to tackle questions like: What are the drivers behind CSR? Are companies involved in CSR because they have realized that they form an integral part of society as a whole and are no longer only responsible to the stockholders but to a much broader group of stakeholders? Do they consider it their duty to give something ‘in return’ to society or is their support mainly driven by self-interest?

One of the most frequently examined subjects with regard to the drivers behind CSR is the link between CSP (the measure of CSR) and corporate financial performance. This research attempts to contribute to this topic by examining the Dutch manufacturing sector for the period 2006-2010 to determine whether CSR enhances corporate financial performance. In contrast to for example the US and Europe as a whole, The Netherlands form a less examined territory and consequently provide a challenge.

In order to determine where additional value could be added on this topic, several studies were reviewed. Six of them are examined in chapter 3, and serve as a set-up for this research. Previous research shows that additional value can be obtained by focusing on a single industry and using accounting-based FP measures that have proved their use in the past. In examining the sign of the relationship and the direction of causality, attention should be evenly spread between the relationship on the short and the long term. Many researchers neglect the long-term effect of CSP on financial performance. In order to investigate the long-term effect this research uses the longitudinal approach applied by Peters and Mullen (2009).

This research tests three hypotheses. The first hypothesis concerns the type of the relationship. The second deals with the causality. The direction of causality is not tested in both ways, but is limited to the direction from CSP to financial performance, because this is the most relevant one to investigate. The last hypothesis emphasizes the long-term effect on the relationship between the two variables and consequently tries to reveal whether the strength of the association increases over time. To test the hypotheses Pearson correlation and multiple regression analysis are used.

Two accounting-based measures serve as a proxy for financial performance (dependent variable): return on assets (ROA) and return on equity (ROE). As a measure for CSP (independent variable), the scores of the Transparency Benchmark (TB), as provided by the Dutch Ministry of Economic Affairs, are used. It is relevant to note that the TB scores do not measure the actual performance, but mainly focus on the way the companies express and communicate the achieved performance to their stockholders and those that are interested in how companies incorporate social and environmental activities in their corporate activities. Two control variables are used: size and risk. Twenty-one public Dutch manufacturing companies met all the required criteria, and consequently form the sample in this research.

Although the Pearson correlation matrixes show several positive coefficients, almost none of them are significant. In contrast to the less significant positive coefficients, the Pearson correlation matrix presents evidence for a significant negative association between CSP and CFP (CSP 2009 & ROE 2010; CSP 2009 & ROA 2010). The existence of a negative relationship between the two variables is also supported by an observation per firm. The matrixes in appendix C show relatively more firms in the upper right (CSP low & FP high) and the lower left (CSP high & FP low) quadrant than in the other two quadrants together. 

With the introduction of the control variables, the evidence for the found negative association almost vanishes. The outcomes of the multiple regression analysis show that one negative coefficient exists that is significant at a significance level of 10 percent. Its β, however, is very small (β = -0.002) and can be neglected. The examination per company shows that more firms exist with a low CSP and high FP, than companies with a high CSP and low FP. These outcomes do not provide evidence for the assumption that a higher CSP results in a higher CFP, rejecting the second hypotheses. At the same time, not enough evidence exists to conclude that a high CSP worsens the CFP. Finally, the lack of significant results does not support the conclusion that a longitudinal effect exists, which strengthens the relationship between CSP and CFP over time. Consequently,  the third hypothesis is rejected. 

This research concludes that no evidence in the Dutch manufacturing sector exists that supports the assumption that corporate social responsibility enhances corporate financial performance. On the other hand, there is neither clear evidence that CSR worsens CFP. The weak results (use of a significance level of 10 percent in combination with a relatively small sample) tend to affirm that rather an absence of association exists between CSR and CFP, than a clear-cut negative relationship, supporting the motto ‘there is no harm in trying’ when it comes to CSR investments.
Limitations and suggestions for further research

Due to the limited number of firms that are rated within the Transparency Benchmark (TB), the use of TB as a proxy measure of CSP greatly reduces the sample of this research. A relatively small sample not only weakens the acquired results, but can also make them less reliable. This research attempted to tackle this problem by examining the companies not only as a group but also individually. It is important for future research to keep focusing on one industry while simultaneously increasing the sample. This can be achieved by including smaller firms or expanding the research to peer companies in the surrounding countries or the European Union. 
This research has primarily focused on large public companies. Future researchers could expand research to the relationship between CSP and financial performance for small and medium size (SME) companies. The times are changing and CSR is no longer fixed to the size of a firm. Researchers should respond proactively to this development and consequently balance their studies between the different types of companies.
This research has not only examined the short-term but also the long-term effect within the relationship between CSP and CFP. However, it can be argued whether a time span of five years is large enough to acquire evidence about the existence of a longitudinal effect between these two variables. Due to the novelty of the TB and the changes in its methodology, this research was not able to enlarge the examined period. In order to further investigate whether CSP strengthens CFP over time, an expansion in the number of sample companies and the examining period is required. 
The attempt of this research was to reply to the call of many scholars to focus on a single industry. Many prior studies have used large samples that contain multiple industries, assuming that all industries are comparable. The use of multi-industry samples can, however, generate biased results. With this research, the idea is propagated that every industry is unique in its own way and that examination of the relationship between CSP and financial performance should be carried out per industry. By performing this research, the idea of Holmes (1977) is supported that the uniqueness of each industry creates a ‘specialization of social interest’. However, up to this day just a few studies are available that have dug deeper into this field. Future research needs to focus much more on individual industries and thoroughly re-examine the way in which the fundamental characteristics of an industry impact the relationship between CSP and financial performance in the short as well as in the long run.

The period of the recent financial crisis is included in this research. Although this increases the actuality of this research, it has also its limitations. So far, little is known about the impact of the financial crisis on the relationship between CSP and financial performance. Some studies have attempted to shed some light on the association of the two variables during the period of the financial crisis. Most of these studies, however, are literature studies and do not subject the examined relationship to empirical analysis. Other researchers have tried to avoid the blurring of their results, by excluding the period of the crisis from their research. This is in some way understandable, but does not shed new light on the subject itself. The current crisis was not the first and definitely will not be the last one. Consequently, it is essential for future research to examine whether CSP is of any help in times of crisis and whether firms that have invested heavily in CSR before the crisis see their financial performance shrink less than their peers that have neglected their CSP.
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	Author(s)
	Year
	Object of study
	Appendix A

Table 1 Summary

Sample
	Methodology
	Outcomes

	Griffin and Mahon
	1997
	- Sign of relationship:    CSP and FP


	7 firms from chemical industry over the period 1992
	No statistical analysis, use of matrix in which CSP and FP are compared.

CSP ( KLD, Fortune reputation survey, corporate philanthropy and TRI  

FP ( ROA, ROE, 5 year ROS, asset age and total assets 

Control variable(s):  industry
	- Positive relationship



	Margolis et al.
	2007
	- Meta analysis
	167 studies over the period 1972-2007
	Meta analysis
	- Overall effect is positive but small

- Low evidence that FP is the key driver behind CSP

	McWilliams and Siegel
	2000
	- Correlation between CSR and R&D

- Impact of CSP on FP
	524 firms consisting of firms in Domini 400 and firms that are not over the period 1991-96
	Correlation and regression

CSP ( dummy variable: in or out of Domini 400 Social Index

FP ( unspecified

Control variable(s): size, risk (debt/asset ratio), industry, R&D intensity (R&D expenditures/sales), advertising intensity
	- No relationship after correction for R&D and advertising intensity

	Orlitzky et al.
	2003
	- Meta analysis
	33.878 observations, 52 studies over the period 1970-2000
	Meta analysis
	- Positive relationship

- Accounting-based measures more highly correlated with CSP than market-based measures

- Reputation indices more highly correlated to FP than other CSP measures

	Peters and Mullen
	2009
	- Longitudinal (cumulative) effect of CSP on FP
	81 firms from the Fortune 500 list in 1996, 486 observations over the period 1991-1996 
	Regression (longitudinal analysis)

CSP (KLD, cumulative CSP index

FP ( ROA

Control variables: industry and size (TA)
	- Cumulative CSP is positively related to FP

- Relation strengthens over time

	Waddock and Graves
	1997
	- Sign of relationship:    CSP and FP

- Direction of causality
	469 firms from the S&P 500 over the period 1989-91
	Lagged regression

CSP ( KLD

FP ( ROA, ROE, ROS

Control variable(s): size (total sales, total assets, employees), risk (debt/total assets), industry
	- Positive relationship

- Causality runs in  both directions


Appendix B

CSP Data (Source: www.transparantiebenchmark.nl)
	COMPANY
	CSP2006
	CSP2007
	CSP2008
	CSP2009

	Aalberts
	17
	20
	20
	18

	AkzoNobel
	72
	71
	72
	77

	Crown
	46
	71
	82
	76

	Draka
	21
	26
	27
	30

	Gamma
	26
	26
	22
	27

	Kendrion
	20
	23
	24
	25

	DSM
	65
	67
	73
	78

	Nedap
	15
	15
	14
	13

	Ten Cate
	33
	31
	29
	26

	BE Semiconductors
	19
	17
	17
	16

	Crucell
	19
	17
	21
	38

	Neways Electronics
	19
	19
	20
	22

	Oce
	45
	63
	73
	75

	TKH Group
	22
	20
	26
	23

	Wavin
	17
	26
	23
	31

	Accell Group
	19
	24
	22
	22

	Hunter Douglas
	14
	23
	16
	18

	TomTom 
	14
	16
	31
	30

	CSM 
	27
	42
	53
	53

	Nutreco
	67
	80
	76
	67

	Unilever
	65
	88
	83
	79


Financial performance data: ROE

	COMPANY
	ROE2006
	ROE2007
	ROE2008
	ROE2009
	ROE2010

	Aalberts
	0.28
	0.224
	0.161
	0.067
	0.143

	AkzoNobel
	0.278
	0.846
	-0.146
	0.037
	0.084

	Crown
	0.019
	0.02
	-0.17
	0.051
	-0.179

	Draka
	0.048
	0.211
	0.145
	-0.043
	-0.001

	Gamma
	0.147
	0.164
	-0.246
	-1.007
	0.466

	Kendrion
	0.171
	0.041
	0.137
	0.041
	0.144

	DSM
	0.094
	0.079
	0.122
	0.066
	0.079

	Nedap
	0.23
	0.25
	0.239
	0.023
	0.164

	Ten Cate
	0.318
	0.15
	0.139
	0.063
	0.107

	BE Semiconductors
	0.055
	-0.031
	-0.23
	0.034
	0.215

	Crucell
	-0.176
	-0.105
	0.032
	0.032
	-0.035

	Neways Electronics
	0.297
	0.296
	-0.01
	-0.142
	0.111

	Oce
	0.079
	0.112
	-0.013
	-0.096
	-0.382

	TKH Group
	0.159
	0.17
	0.171
	0.009
	0.127

	Wavin
	0.243
	0.251
	0.098
	0.0003
	0.01

	Accell Group
	0.2
	0.185
	0.216
	0.216
	0.202

	Hunter Douglas
	0.195
	0.157
	-0.028
	0.066
	0.132

	TomTom 
	0.403
	0.235
	-1.716
	0.086
	0.095

	CSM 
	0.124
	0.209
	0.091
	0.083
	0.085

	Nutreco
	0.698
	0.184
	0.175
	0.124
	0.138

	Unilever
	0.423
	0.314
	0.505
	0.279
	0.293


Financial performance data: ROA

	COMPANY
	ROA2006
	ROA2007
	ROA2008
	ROA2009
	ROA2010

	Aalberts
	0.084
	0.083
	0.054
	0.026
	0.059

	AkzoNobel
	0.09
	0.485
	-0.058
	0.015
	0.038

	Crown
	0.014
	0.015
	-0.125
	0.038
	-0.123

	Draka
	0.012
	0.05
	0.039
	-0.015
	-0.001

	Gamma
	0.041
	0.051
	-0.05
	-0.13
	0.143

	Kendrion
	0.049
	0.012
	0.046
	0.026
	0.093

	DSM
	0.053
	0.043
	0.059
	0.034
	0.041

	Nedap
	0.121
	0.139
	0.134
	0.01
	0.077

	Ten Cate
	0.155
	0.064
	0.057
	0.032
	0.052

	BE Semiconductors
	0.034
	-0.02
	-0.138
	0.019
	0.134

	Crucell
	-0.134
	-0.074
	0.023
	0.024
	-0.029

	Neways Electronics
	0.106
	0.121
	-0.004
	-0.063
	0.047

	Oce
	0.02
	0.03
	-0.0002
	-0.023
	-0.079

	TKH Group
	0.074
	0.068
	0.069
	0.004
	0.059

	Wavin
	0.049
	0.061
	0.023
	0.0001
	0.004

	Accell Group
	0.076
	0.071
	0.085
	0.097
	0.095

	Hunter Douglas
	0.11
	0.09
	-0.013
	0.038
	0.063

	TomTom 
	0.246
	0.161
	-0.315
	0.032
	0.041

	CSM 
	0.047
	0.098
	0.041
	0.041
	0.036

	Nutreco
	0.289
	0.06
	0.052
	0.042
	0.047

	Unilever
	0.128
	0.104
	0.139
	0.091
	0.103


Total assets data (Source: CompuStat Global; Scaling factor: Millions)
	COMPANY


	Total assets 2006
	Total assets 2007
	Total assets 2008
	Total assets 2009
	Total assets 2010

	Aalberts
	12.789.300
	1434.4950
	1703.4470
	1577.9070
	1777.5050

	AkzoNobel
	12785.0000
	19243.0000
	18734.0000
	18880.0000
	20094.0000

	Crown
	154.6190
	142.7540
	119.5400
	118.3290
	104.9300

	Draka
	1745.0000
	1752.5000
	1657.2000
	1589.3000
	1826.7000

	Gamma
	672.9000
	632.6000
	675.4000
	537.5000
	513.2000

	Kendrion
	291.5000
	303.1000
	280.5000
	152.8000
	177.1000

	DSM
	10091.0000
	9828.0000
	9653.0000
	9614.0000
	10480.0000

	Nedap
	102.0610
	102.4610
	103.1600
	102.3370
	112.9720

	Ten Cate
	489.1000
	721.9000
	889.2000
	748.5000
	890.9000

	BE Semiconductors
	314.0080
	285.0050
	242.8790
	269.5400
	350.4840

	Crucell
	653.2150
	624.9200
	636.2970
	1011.1310
	967.1000

	Neways Electronics
	105.7520
	119.3250
	102.1100
	91.5920
	109.5600

	Oce
	2605.6700
	2491.1690
	2548.8890
	2207.1800
	2141.6880

	TKH Group
	476.7670
	658.6180
	721.5590
	642.1300
	676.7860

	Wavin
	1464.1810
	1491.5090
	1375.7610
	1314.8650
	1360.8940

	Accell Group
	242.5990
	277.6310
	335.4200
	337.3020
	383.9340

	Hunter Douglas
	2972.0000
	3450.0000
	2717.0000
	2383.0000
	2433.7000

	TomTom 
	902.9680
	1969.5910
	2766.6900
	2685.7600
	2622.7580

	CSM 
	2225.1000
	2048.3000
	2106.5000
	2003.7000
	2627.3000

	Nutreco
	1799.1000
	1992.5000
	2187.8000
	2125.3000
	2363.7000

	Unilever
	37072.0000
	37302.0000
	36142.0000
	37016.0000
	41167.0000


Total equity data (Source: CompuStat Global; Scaling factor: Millions)
	COMPANY


	Total C/O Equity 2006
	Total C/O Equity 2007
	Total C/O Equity 2008
	Total C/O Equity 2009
	Total C/O Equity 2010

	Aalberts
	383.6490
	530.4480
	577.0100
	615.6570
	732.5530

	AkzoNobel
	4144.0000
	11032.0000
	7462.9810
	7774.9810
	8984.0000

	Crown
	115.7890
	108.3270
	87.7640
	87.9650
	72.0170

	Draka
	426.9000
	414.8000
	440.4000
	546.6000
	586.9000

	Gamma
	185.2000
	197.4000
	138.3000
	69.2000
	157.2000

	Kendrion
	83.6000
	88.2000
	93.3000
	95.9000
	114.3000

	DSM
	5718.0000
	5310.0000
	4633.0000
	4949.0000
	5481.0000

	Nedap
	53.7330
	56.9030
	57.7290
	46.2950
	53.3130

	Ten Cate
	238.7000
	310.1000
	366.9000
	380.8000
	431.9000

	BE Semiconductors
	194.2380
	178.3790
	145.8800
	155.7830
	218.2440

	Crucell
	497.3000
	437.2420
	453.4920
	738.2650
	786.3880

	Neways Electronics
	37.6120
	48.9380
	46.2690
	40.4690
	46.2460

	Oce
	674.5140
	667.1350
	635.5350
	534.2440
	444.7800

	TKH Group
	219.9320
	264.6480
	292.4040
	280.5360
	317.4700

	Wavin
	295.4640
	363.1960
	329.0150
	551.6530
	570.7580

	Accell Group
	91.9180
	107.0810
	132.1230
	151.7560
	180.3920

	Hunter Douglas
	1680.0000
	1964.0000
	1272.0000
	1372.0000
	1159.3000

	TomTom 
	550.7900
	1352.3500
	508.4090
	1012.4760
	1136.1130

	CSM 
	844.9000
	957.7000
	941.6000
	997.8000
	1117.2000

	Nutreco
	744.1000
	643.4000
	655.0000
	730.2000
	809.4000

	Unilever
	11230.0000
	12387.0000
	9948.0000
	12065.0000
	14485.0000


Total liabilities data (Source: CompuStat Global; Scaling factor: Millions)
	COMPANY


	Total Liabilities 2006
	Total Liabilities 2007
	Total Liabilities 2008
	Total Liabilities 2009
	Total Liabilities 2010

	Aalberts
	891.3680
	886.0620
	1116.4940
	951.3900
	1031.7900

	AkzoNobel
	8522.0000
	8114.0000
	10821.0000
	10635.0000
	10585.0000

	Crown
	38.7120
	34.3690
	31.7300
	30.3120
	32.8300

	Draka
	1305.9000
	1324.9000
	1191.4000
	1018.8000
	1211.9000

	Gamma
	483.4000
	431.4000
	533.4000
	463.6000
	353.6000

	Kendrion
	207.7000
	214.3000
	187.0000
	56.7000
	62.6000

	DSM
	4236.0000
	4445.0000
	4958.0000
	4603.0000
	4903.0000

	Nedap
	48.1050
	45.3410
	45.1830
	55.8360
	59.4830

	Ten Cate
	250.2000
	411.5000
	517.2000
	363.6000
	455.2000

	BE Semiconductors
	119.4770
	106.2870
	96.5950
	113.2640
	131.4720

	Crucell
	155.9150
	187.6780
	182.8050
	272.8660
	180.7120

	Neways Electronics
	68.1740
	70.4110
	55.8780
	51.1690
	63.3800

	Oce
	1884.2250
	1778.5700
	1868.3780
	1627.9600
	1653.5500

	TKH Group
	255.5410
	392.7650
	428.0660
	360.2700
	357.7560

	Wavin
	1164.2400
	1121.7350
	1041.5950
	756.2480
	781.9480

	Accell Group
	150.6810
	170.5500
	203.2970
	185.5460
	203.5420

	Hunter Douglas
	1289.0000
	1481.0000
	1441.0000
	1007.0000
	1270.2000

	TomTom 
	352.1780
	617.2410
	2253.3170
	1668.1900
	1481.2290

	CSM 
	1310.2000
	1090.6000
	1164.9000
	1005.9000
	1510.1000

	Nutreco
	981.4000
	1273.2000
	1467.8000
	1384.6000
	1544.1000

	Unilever
	25400.0000
	24483.0000
	25770.0000
	24480.0000
	26089.0000


Net income data (Source: CompuStat Global; Scaling factor: Millions)
	COMPANY


	Net Income 2006
	Net Income 2007
	Net Income 2008
	Net Income 2009
	Net Income 2010

	Aalberts
	107.4670
	118.6900
	92.7530
	41.5000
	104.4000

	AkzoNobel
	1153.0000
	9330.0000
	-1086.0000
	285.0000
	754.0000

	Crown
	2.2410
	2.1900
	-14.9210
	4.5200
	-12.9090

	Draka
	20.4000
	87.6000
	63.9000
	-23.6000
	-0.8000

	Gamma
	27.3000
	32.3000
	-34.0000
	-69.7000
	73.2000

	Kendrion
	14.3000
	3.6000
	12.8000
	3.9000
	16.5000

	DSM
	537.0000
	419.0000
	567.0000
	327.0000
	434.0000

	Nedap
	12.3400
	14.2210
	13.7740
	1.0570
	8.7180

	Ten Cate
	76.0000
	46.4000
	51.1000
	23.9000
	46.0000

	BE Semiconductors
	10.6670
	-5.6000
	-33.5760
	5.2510
	46.9900

	Crucell
	-87.3130
	-45.9470
	14.5860
	23.9380
	-27.5770

	Neways Electronics
	11.1610
	14.4810
	-0.4410
	-5.7310
	5.1420

	Oce
	53.2440
	74.5440
	-0.5850
	-51.4820
	-169.7370

	TKH Group
	35.0430
	44.9180
	49.9340
	2.6520
	40.2050

	Wavin
	71.7350
	91.2080
	32.0990
	1870
	5.8250

	Accell Group
	18.3870
	19.8140
	28.5670
	32.7400
	36.3800

	Hunter Douglas
	327.0000
	309.0000
	-35.0000
	90.0000
	152.8000

	TomTom 
	222.1810
	317.2420
	-872.5850
	86.7670
	107.7680

	CSM 
	104.7000
	200.0000
	85.7000
	82.5000
	95.0000

	Nutreco
	519.5000
	118.6000
	114.8000
	90.3000
	111.4000

	Unilever
	4745.0000
	3888.0000
	5027.0000
	3370.0000
	4244.0000


Control variable data: Logarithm of total assets

	COMPANY
	TOTASSETS 2006
	TOTASSETS 2007
	TOTASSETS 2008
	TOTASSETS 2009

	Aalberts
	3.1068
	3.1567
	3.2313
	3.1981

	AkzoNobel
	4.1067
	4.2843
	4.2726
	4.276

	Crown
	2.1893
	2.1546
	2.0775
	2.0731

	Draka
	3.2418
	3.2437
	3.2194
	3.2012

	Gamma
	2.828
	2.8011
	2.8296
	2.7304

	Kendrion
	2.4646
	2.4816
	2.4479
	2.1841

	DSM
	4.0039
	3.9925
	3.9847
	3.9829

	Nedap
	2.0089
	2.0106
	2.0135
	2.01

	Ten Cate
	2.6894
	2.8585
	2.949
	2.8742

	BE Semiconductors
	2.4969
	2.4549
	2.3854
	2.4306

	Crucell
	2.8151
	2.7958
	2.8037
	3.0048

	Neways Electronics
	2.0243
	2.0767
	2.0091
	1.9619

	Oce
	3.4159
	3.3964
	3.4064
	3.3438

	TKH Group
	2.6783
	2.8186
	2.8583
	2.8076

	Wavin
	3.1656
	3.1736
	3.1385
	3.1189

	Accell Group
	2.3849
	2.4435
	2.5256
	2.528

	Hunter Douglas
	3.473
	3.5378
	3.4341
	3.3771

	TomTom 
	2.9557
	3.2944
	3.442
	3.4291

	CSM 
	3.3473
	3.3114
	3.3236
	3.3018

	Nutreco
	3.2551
	3.2994
	3.34
	3.3274

	Unilever
	4.569
	4.5717
	4.558
	4.5684


Control variable data: Debt ratio

	COMPANY
	DEBTRATIO 2006
	DEBTRATIO 2007
	DEBTRATIO 2008
	DEBTRATIO 2009

	Aalberts
	0.7
	0.62
	0.66
	0.6

	AkzoNobel
	0.67
	0.42
	0.58
	0.56

	Crown
	0.25
	0.24
	0.27
	0.26

	Draka
	0.75
	0.76
	0.72
	0.64

	Gamma
	0.72
	0.68
	0.79
	0.86

	Kendrion
	0.71
	0.71
	0.67
	0.37

	DSM
	0.42
	0.45
	0.51
	0.48

	Nedap
	0.47
	0.44
	0.44
	0.55

	Ten Cate
	0.51
	0.57
	0.58
	0.49

	BE Semiconductors
	0.38
	0.37
	0.4
	0.42

	Crucell
	0.24
	0.3
	0.29
	0.27

	Neways Electronics
	0.64
	0.59
	0.55
	0.56

	Oce
	0.72
	0.71
	0.73
	0.74

	TKH Group
	0.54
	0.6
	0.59
	0.56

	Wavin
	0.8
	0.75
	0.76
	0.58

	Accell Group
	0.62
	0.61
	0.61
	0.55

	Hunter Douglas
	0.43
	0.43
	0.53
	0.42

	TomTom 
	0.39
	0.31
	0.81
	0.62

	CSM 
	0.59
	0.53
	0.55
	0.5

	Nutreco
	0.55
	0.64
	0.67
	0.65

	Unilever
	0.69
	0.66
	0.71
	0.66


Appendix C

Dark grey represents values below average; light grey values above average.

	NAME
	CSP2006
	ROE2007
	CORRELATION

	AALBERTS
	17,00
	0,2240
	NEG

	AKZO
	72,00
	0,8460
	POS(+)

	CROWN
	46,00
	0,0200
	NEG

	DRAKA NV
	21,00
	0,2110
	NEG

	GAMMA HOLDING NV
	26,00
	0,1640
	POS(-)

	KENDRION NV
	20,00
	0,0410
	POS(-)

	KONINKLIJKE DSM
	65,00
	0,0790
	NEG

	NEDAP NV
	15,00
	0,2500
	NEG

	TEN CATE
	33,00
	0,1500
	NEG

	BE SEMICONDUCTOR
	19,00
	-0,0310
	POS(-)

	CRUCELL NV
	19,00
	-0,1050
	POS(-)

	NEWAYS ELECTRON
	19,00
	0,2960
	NEG

	OCE NV
	45,00
	0,1120
	NEG

	TKH GROUP NV
	22,00
	0,1700
	POS(-)

	WAVIN NV
	17,00
	0,2510
	NEG

	ACCELL GROUP
	19,00
	0,1850
	POS(-)

	HUNTER DOUGLAS N
	14,00
	0,1570
	POS(-)

	TOMTOM NV
	14,00
	0,2350
	NEG

	CSM NV
	27,00
	0,2090
	NEG

	NUTRECO NV
	67,00
	0,1840
	NEG

	UNILEVER NV
	65,00
	0,3140
	POS(+)

	AVERAGE
	31,52
	0,1887
	


[image: image40.emf]FP

high

FP

low

CSP

high

CSP

low

Aalberts Industries

Draka Holding

Nedap

Neways Electronics

Wavin

TomTom

CSM

AkzoNobel

Unilever

Crown Van Gelder

DSM

Ten Cate

Oce

Nutreco

Gamma Holding

Kendrion

BE Semiconductors

Crucell

TKH Group

Accell Group

Hunter Douglas

Fig. CSP 2006 & ROE 2007


	NAME
	CSP2006
	ROA2007
	CORRELATION

	AALBERTS
	17,00
	0,0830
	NEG

	AKZO
	72,00
	0,4850
	POS(+)

	CROWN
	46,00
	0,0150
	NEG

	DRAKA NV
	21,00
	0,0500
	POS(-)

	GAMMA HOLDING NV
	26,00
	0,0510
	POS(-)

	KENDRION NV
	20,00
	0,0120
	POS(-)

	KONINKLIJKE DSM
	65,00
	0,0430
	NEG

	NEDAP NV
	15,00
	0,1390
	NEG

	TEN CATE
	33,00
	0,0640
	NEG

	BE SEMICONDUCTOR
	19,00
	-0,0200
	POS(-)

	CRUCELL NV
	19,00
	-0,0740
	POS(-)

	NEWAYS ELECTRON
	19,00
	0,1210
	NEG

	OCE NV
	45,00
	0,0300
	NEG

	TKH GROUP NV
	22,00
	0,0680
	POS(-)

	WAVIN NV
	17,00
	0,0610
	POS(-)

	ACCELL GROUP
	19,00
	0,0710
	POS(-)

	HUNTER DOUGLAS N
	14,00
	0,0900
	NEG

	TOMTOM NV
	14,00
	0,1610
	NEG

	CSM NV
	27,00
	0,0980
	NEG

	NUTRECO NV
	67,00
	0,0600
	NEG

	UNILEVER NV
	65,00
	0,1040
	POS(+)

	AVERAGE
	31,52
	0,0815
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	NAME
	CSP2007
	ROE2008
	CORRELATION

	AALBERTS
	20,00
	0,1610
	NEG

	AKZO
	71,00
	-0,1460
	NEG

	CROWN
	71,00
	-0,1700
	NEG

	DRAKA NV
	26,00
	0,1450
	NEG

	GAMMA HOLDING NV
	26,00
	-0,2460
	POS(-)

	KENDRION NV
	23,00
	0,1370
	NEG

	KONINKLIJKE DSM
	67,00
	0,1220
	POS(+)

	NEDAP NV
	15,00
	0,2390
	NEG

	TEN CATE
	31,00
	0,1390
	NEG

	BE SEMICONDUCTOR
	17,00
	-0,2300
	POS(-)

	CRUCELL NV
	17,00
	0,0320
	NEG

	NEWAYS ELECTRON
	19,00
	-0,0100
	NEG

	OCE NV
	63,00
	-0,0130
	POS(+)

	TKH GROUP NV
	20,00
	0,1710
	NEG

	WAVIN NV
	26,00
	0,0980
	NEG

	ACCELL GROUP
	24,00
	0,2160
	NEG

	HUNTER DOUGLAS N
	23,00
	-0,0280
	POS(-)

	TOMTOM NV
	16,00
	-1,7160
	POS(-)

	CSM NV
	42,00
	0,0910
	POS(+)

	NUTRECO NV
	80,00
	0,1750
	POS(+)

	UNILEVER NV
	88,00
	0,5050
	POS(+)

	AVERAGE
	37,38
	-0,0156
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	NAME
	CSP2007
	ROA2008
	CORRELATION

	AALBERTS
	20,00
	0,0540
	NEG

	AKZO
	71,00
	-0,0580
	NEG

	CROWN
	71,00
	-0,1250
	NEG

	DRAKA NV
	26,00
	0,0390
	NEG

	GAMMA HOLDING NV
	26,00
	-0,0500
	POS(-)

	KENDRION NV
	23,00
	0,0460
	NEG

	KONINKLIJKE DSM
	67,00
	0,0590
	POS(+)

	NEDAP NV
	15,00
	0,1340
	NEG

	TEN CATE
	31,00
	0,0570
	NEG

	BE SEMICONDUCTOR
	17,00
	-0,1380
	POS(-)

	CRUCELL NV
	17,00
	0,0230
	NEG

	NEWAYS ELECTRON
	19,00
	-0,0040
	POS(-)

	OCE NV
	63,00
	-0,0002
	NEG

	TKH GROUP NV
	20,00
	0,0690
	NEG

	WAVIN NV
	26,00
	0,0230
	NEG

	ACCELL GROUP
	24,00
	0,0850
	NEG

	HUNTER DOUGLAS N
	23,00
	-0,0130
	POS(-)

	TOMTOM NV
	16,00
	-0,3150
	POS(-)

	CSM NV
	42,00
	0,0410
	POS(+)

	NUTRECO NV
	80,00
	0,0520
	POS(+)

	UNILEVER NV
	88,00
	0,1390
	POS(+)

	AVERAGE
	37,38
	0,0056
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	NAME
	CSP2008
	ROE2009
	CORRELATION

	AALBERTS
	20,00
	0,0670
	NEG

	AKZO
	72,00
	0,0370
	POS(+)

	CROWN
	82,00
	0,0510
	POS(+)

	DRAKA NV
	27,00
	-0,0430
	POS(-)

	GAMMA HOLDING NV
	22,00
	-1,0070
	POS(-)

	KENDRION NV
	24,00
	0,0410
	NEG

	KONINKLIJKE DSM
	73,00
	0,0660
	POS(+)

	NEDAP NV
	14,00
	0,0230
	NEG

	TEN CATE
	29,00
	0,0630
	NEG

	BE SEMICONDUCTOR
	17,00
	0,0340
	NEG

	CRUCELL NV
	21,00
	0,0320
	NEG

	NEWAYS ELECTRON
	20,00
	-0,1420
	POS(-)

	OCE NV
	73,00
	-0,0960
	NEG

	TKH GROUP NV
	26,00
	0,0090
	NEG

	WAVIN NV
	23,00
	0,0003
	NEG

	ACCELL GROUP
	22,00
	0,2160
	NEG

	HUNTER DOUGLAS N
	16,00
	0,0660
	NEG

	TOMTOM NV
	31,00
	0,0860
	NEG

	CSM NV
	53,00
	0,0830
	POS(+)

	NUTRECO NV
	76,00
	0,1240
	POS(+)

	UNILEVER NV
	83,00
	0,2790
	POS(+)

	AVERAGE
	39,24
	-0,0005
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Fig. CSP 2008 & ROE 2009


	NAME
	CSP2008
	ROA2009
	CORRELATION

	AALBERTS
	20,00
	0,0260
	NEG

	AKZO
	72,00
	0,0150
	NEG

	CROWN
	82,00
	0,0380
	POS(+)

	DRAKA NV
	27,00
	-0,0150
	POS(-)

	GAMMA HOLDING NV
	22,00
	-0,1300
	POS(-)

	KENDRION NV
	24,00
	0,0260
	NEG

	KONINKLIJKE DSM
	73,00
	0,0340
	POS(+)

	NEDAP NV
	14,00
	0,0100
	POS(-)

	TEN CATE
	29,00
	0,0320
	NEG

	BE SEMICONDUCTOR
	17,00
	0,0190
	NEG

	CRUCELL NV
	21,00
	0,0240
	NEG

	NEWAYS ELECTRON
	20,00
	-0,0630
	POS(-)

	OCE NV
	73,00
	-0,0230
	NEG

	TKH GROUP NV
	26,00
	0,0040
	POS(-)

	WAVIN NV
	23,00
	0,0001
	POS(-)

	ACCELL GROUP
	22,00
	0,0970
	NEG

	HUNTER DOUGLAS N
	16,00
	0,0380
	NEG

	TOMTOM NV
	31,00
	0,0320
	NEG

	CSM NV
	53,00
	0,0410
	POS(+)

	NUTRECO NV
	76,00
	0,0420
	POS(+)

	UNILEVER NV
	83,00
	0,0910
	POS(+)

	AVERAGE
	39,24
	0,0161
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Fig. CSP 2008 & ROA 2009


	NAME
	CSP2009
	ROE2010
	CORRELATION

	AALBERTS
	18,00
	0,1430
	NEG

	AKZO
	77,00
	0,0840
	NEG

	CROWN
	76,00
	-0,1790
	NEG

	DRAKA NV
	30,00
	-0,0010
	POS(-)

	GAMMA HOLDING NV
	27,00
	0,4660
	NEG

	KENDRION NV
	25,00
	0,1440
	NEG

	KONINKLIJKE DSM
	78,00
	0,0790
	NEG

	NEDAP NV
	13,00
	0,1640
	NEG

	TEN CATE
	26,00
	0,1070
	NEG

	BE SEMICONDUCTOR
	16,00
	0,2150
	NEG

	CRUCELL NV
	38,00
	-0,0350
	POS(-)

	NEWAYS ELECTRON
	22,00
	0,1110
	NEG

	OCE NV
	75,00
	-0,3820
	NEG

	TKH GROUP NV
	23,00
	0,1270
	NEG

	WAVIN NV
	31,00
	0,0100
	POS(-)

	ACCELL GROUP
	22,00
	0,2020
	NEG

	HUNTER DOUGLAS N
	18,00
	0,1320
	NEG

	TOMTOM NV
	30,00
	0,0950
	POS(-)

	CSM NV
	53,00
	0,0850
	NEG

	NUTRECO NV
	67,00
	0,1380
	POS(+)

	UNILEVER NV
	79,00
	0,2930
	POS(+)

	AVERAGE
	40,19
	0,0951
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Fig. CSP 2009 & ROE 2010


	NAME
	CSP2009
	ROA2010
	CORRELATION

	AALBERTS
	18,00
	0,0590
	NEG

	AKZO
	77,00
	0,0380
	NEG

	CROWN
	76,00
	-0,1230
	NEG

	DRAKA NV
	30,00
	-0,0010
	POS(-)

	GAMMA HOLDING NV
	27,00
	0,1430
	NEG

	KENDRION NV
	25,00
	0,0930
	NEG

	KONINKLIJKE DSM
	78,00
	0,0410
	NEG

	NEDAP NV
	13,00
	0,0770
	NEG

	TEN CATE
	26,00
	0,0520
	NEG

	BE SEMICONDUCTOR
	16,00
	0,1340
	NEG

	CRUCELL NV
	38,00
	-0,0290
	POS(-)

	NEWAYS ELECTRON
	22,00
	0,0470
	NEG

	OCE NV
	75,00
	-0,0790
	NEG

	TKH GROUP NV
	23,00
	0,0590
	NEG

	WAVIN NV
	31,00
	0,0040
	POS(-)

	ACCELL GROUP
	22,00
	0,0950
	NEG

	HUNTER DOUGLAS N
	18,00
	0,0630
	NEG

	TOMTOM NV
	30,00
	0,0410
	POS(-)

	CSM NV
	53,00
	0,0360
	NEG

	NUTRECO NV
	67,00
	0,0470
	POS(+)

	UNILEVER NV
	79,00
	0,1030
	POS(+)

	AVERAGE
	40,19
	0,0429
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Fig. CSP 2009 & ROA 2010


Appendix D Regression analysis: CSP & FP

Regression equation 1

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.046
	3
	.015
	1.428
	.269a

	
	Residual
	.181
	17
	.011
	
	

	
	Total
	.226
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2006, CSP2006, TOTASSETS2006

	b. Dependent Variable: ROA2007


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.100
	.121
	
	-.824
	.421

	
	CSP2006
	.002
	.002
	.284
	.986
	.338

	
	TOTASSETS2006
	.017
	.047
	.110
	.368
	.718 

	
	DEBTRATIO2006
	.145
	.149
	.223
	.974
	.344

	a. Dependent Variable: ROA2007


Regression equation 5

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.011
	3
	.004
	1.682
	.209a

	
	Residual
	.036
	17
	.002
	
	

	
	Total
	.046
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2008, CSP2008, TOTASSETS2008

	b. Dependent Variable: ROA2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	8.395E-5
	.052
	
	.002
	.999

	
	CSP2008
	8.504E-5
	.001
	.045
	.167
	.869

	
	TOTASSETS2008
	.030
	.021
	.428
	1.442
	.167

	
	DEBTRATIO2008
	-.132
	.079
	-.412
	-1.661
	.115

	a. Dependent Variable: ROA2009


Regression equation 6

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.234
	3
	.078
	1.338
	.295a

	
	Residual
	.991
	17
	.058
	
	

	
	Total
	1.225
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2008, CSP2008, TOTASSETS2008

	b. Dependent Variable: ROE2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.016
	.274
	
	-.057
	.955

	
	CSP2008
	.000
	.003
	.032
	.116
	.909

	
	TOTASSETS2008
	.131
	.108
	.369
	1.212
	.242

	
	DEBTRATIO2008
	-.675
	.419
	-.409
	-1.611
	.126

	a. Dependent Variable: ROE2009


Regression equation 8

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.159
	3
	.053
	2.285
	.116a

	
	Residual
	.394
	17
	.023
	
	

	
	Total
	.553
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2009, CSP2009, TOTASSETS2009

	b. Dependent Variable: ROE2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.084
	.175
	
	-.482
	.636

	
	CSP2009
	-.004
	.002
	-.576
	-2.223
	.040

	
	TOTASSETS2009
	.068
	.064
	.290
	1.065
	.302

	
	DEBTRATIO2009
	.243
	.254
	.209
	.956
	.353

	a. Dependent Variable: ROE2010


Appendix E Regression analysis: CSPCUM & FP

Regression equation 11

	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.010
	3
	.003
	1.670
	.211a

	
	Residual
	.036
	17
	.002
	
	

	
	Total
	.046
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2008, CSPCUM2008, TOTASSETS2008

	b. Dependent Variable: ROA2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	.000
	.052
	
	-.006
	.995

	
	CSPCUM2008
	5.754E-6
	.000
	.008
	.029
	.977

	
	TOTASSETS2008
	.031
	.021
	.453
	1.465
	.161

	
	DEBTRATIO2008
	-.135
	.080
	-.423
	-1.697
	.108

	a. Dependent Variable: ROA2009


Regression equation 12

	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.234
	3
	.078
	1.335
	.296a

	
	Residual
	.991
	17
	.058
	
	

	
	Total
	1.225
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2008, CSPCUM2008, TOTASSETS2008

	b. Dependent Variable: ROE2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.020
	.275
	
	-.072
	.943

	
	CSPCUM2008
	-7.778E-5
	.001
	-.022
	-.075
	.941

	
	TOTASSETS2008
	.145
	.113
	.406
	1.281
	.217

	
	DEBTRATIO2008
	-.701
	.421
	-.425
	-1.667
	.114

	a. Dependent Variable: ROE2009


Regression equation 13

	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.022
	3
	.007
	2.183
	.128a

	
	Residual
	.058
	17
	.003
	
	

	
	Total
	.080
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2009, CSPCUM2009, TOTASSETS2009

	b. Dependent Variable: ROA2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.035
	.068
	
	-.517
	.612

	
	CSPCUM2009
	.000
	.000
	-.527
	-2.041
	.057

	
	TOTASSETS2009
	.021
	.024
	.235
	.870
	.397

	
	DEBTRATIO2009
	.126
	.097
	.283
	1.299
	.211

	a. Dependent Variable: ROA2010


Regression equation 14

	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.106
	3
	.035
	1.344
	.293a

	
	Residual
	.447
	17
	.026
	
	

	
	Total
	.553
	20
	
	
	

	a. Predictors: (Constant), DEBTRATIO2009, CSPCUM2009, TOTASSETS2009

	b. Dependent Variable: ROE2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-.083
	.188
	
	-.442
	.664

	
	CSPCUM2009
	-.001
	.000
	-.418
	-1.531
	.144

	
	TOTASSETS2009
	.042
	.067
	.181
	.632
	.536

	
	DEBTRATIO2009
	.299
	.268
	.257
	1.115
	.281

	a. Dependent Variable: ROE2010
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