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1. Introduction 
 

In 2008, the KPMG International Survey recognized a significant increase of sustainability 

reporting in the world economies. The data indicates that nearly 95% of the largest 250 

companies from 22 countries were issuing stand-alone sustainability reports (KPMG, 2011). 

Especially in the last decade, corporate sustainability reporting is on the rise and thousands of 

medium and large-size companies worldwide are now producing sustainability reports. Investors 

at Wall Street are beginning to see a correlation between sustainability and financial 

performance. According to a new research on S&P 500 companies from the Governance & 

Accountability institute (G&A Institute), a majority of companies is now publishing 

sustainability reports. Where in 2011 19% of the S&P 500 companies were reporting on 

sustainability, in 2012 this more than doubled to 57% (Clark et al., 2012). This trend is a 

consequence of the increasing information gap in the past 20 years between organizations on the 

one hand and shareholders, investors, and other stakeholders on the other hand. Although 

organizations are mostly not required to disclose corporate sustainability information, 

organizations nowadays are supposed to be more open in their reporting. And supposed to 

disclose more information on economic forecasts, the consequences of their business activities 

and social/environment issues and activities.  

 

Though issuing a sustainability report in accordance with the GRI framework or another 

standard, organizations obtain financial and social advantages that make it more than worth its 

costs (Ernst & Young LLP, 2013). In this thesis I am examining the relationship between 

corporate social responsibility (CSR) reporting and the financial performance of companies in 

different countries. Are there indeed certain performance effects and how can these effects be 

explained. Due to the wide interest of CSR reporting among companies world wide, CSR 

reporting is becoming gradually a core business practice for companies. The recovering of a 

major financial crisis and today’s challenging business environment requires organizations to 

focus more on stakeholders, especially the shareholders the cornerstones of the organization. 

Therefore companies have to be more transparently, accountable and responsible in their 

corporate behaviour to obtain a sustainable business and development.  

 

By examining the relationship between the financial effectiveness of corporations and CSR 

reporting by current literature and empirical studies I tend to provide an explanatory study on the 

explaining factors of this relationship. For this research I have used several empirical studies, 
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providing mainly evidence for a positive relationship between voluntary CSR reporting and the 

financial performance.  

 

In order to conduct this research I have stated the following main research question:  

 

How can the Corporate Social Responsibility reporting – Financial performance 

relationship be explained?  

 

In order to answer the main question I will be answering the following sub-questions in this 

thesis:  

 

1. What is Corporate Social Responsibility (CSR)? 

2. What is CSR reporting? 

3. Which Theories can explain CSR? 

4. Which reporting motives do managers have for voluntary disclosure? 

5. What is the Global Reporting Initiative (GRI) reporting framework? 

6. How can CSR reporting quality and financial performance be measured? 

7. What are the results of prior research on CSR reporting and the financial performance of 

corporations? 

 

The thesis is structured as follows. In the next chapter I provide a literature review on CSR in 

general and I discuss the aspect of voluntary disclosure. In Chapter three I analyse the GRI 

reporting framework, the most widely accepted global approach for sustainability reporting. 

Chapter four discusses several empirical studies and provides empirical evidence of prior 

research on CSR reporting and the financial performance. Furthermore I will give an 

interpretation of the results and discuss some limitations and critical notes. In chapter five I will 

present my conclusion by answering the main research question, discussing the limitations of 

this study and suggestions for future research.   
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2. Theoretical framework 
 

2.1 Introduction. 
 

In this chapter I will provide a literature review on the main topic Corporate Social 

Responsibility (CSR). By discussing Corporate Social Responsibility in the context of corporate 

financial performance effects, I provide a theoretical framework for the analysis of several 

papers in chapter 4. 

 

2.2 What is Corporate Social Responsibility? 
 

The term Corporate Social Responsibility (CSR) is a derived term from another well known 

traditional term in the accounting literature: corporate sustainability. We will formulate CSR 

later on this chapter, first we will take a broader look on the concept corporate sustainability. 

The concept of sustainability dates back to 1970 when The Club of Rome reports the Limits of 

Growth. This report was probably the cornerstone that put sustainable development in the 

spotlight (Yang, 2002). It examined five factors that limit global growth: population, agriculture 

production, national resources, industrial production and pollution (Meadows et al., 1972). 

Officially, the term sustainability was founded in 1987 by activists John Elkington and Julia 

Hailes, the same year the World commission on Environment and Development came with the 

core idea of sustainability development in the publish Our common future. This report is also 

know as the Brundtland report and included the “classical definition” of sustainability 

development: 

 “Development which meets the needs of the present without compromising the ability of 

 future generations to meet their own needs” (WCED, 1987). 

Due to wide acceptance of the report by the United Nations General Assembly, the term gains 

political attention. And in 1992 the United Nations Conference on Environment and 

Development in Rio de Janeiro sets out the principles of sustainable development (Drexhage and 

Murphy, 2010). Since this general definition of the term sustainability development, the term has 

been subject to various interpretations. From value changing (Clark 1989) and social 

reorganization (Gore 1992) to a transformation process toward a desired future or better world 

(Viederman 1994) (Yang, 2002). 

During the lately 90’s and middle 21st century, sustainability development has gained serious 

interest from the corporate sector. Risk managers became aware of the fact that creating 
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sustainable value for the company and the integration of environmental, social and governance 

issues were two main pillars of economic development and maybe more important, sustaining 

economic development. This changing mind set was followed by different revised definitions of 

corporate social responsibility: 

• From “meeting the needs of a firm’s direct and indirect stakeholders, such as 

shareholders, employees, clients, pressure groups, communities, without compromising 

its ability to meet the needs of future stakeholders as well”. (Dyllick and Hockerts, 2002) 

• To “The continuing commitment by business to behave ethically and contribute to 

economic development while improving the quality of the workforce and their families, as 

well as of the local community and society at large” (Holm and Watts, 2000) – defined by 

The World Business Council for sustainable development. 

 

However, given the focus on listed companies in our paper, we will adopt another definition of 

CSR, given by the Dow Jones Sustainability Index (DJSI). The definition is focused more on the 

stakeholders and so on, more applicable for our analysis. The definition of CSu we will adopt in 

this thesis: 

 “Corporate Social responsibility is a business approach that creates long- term  

 shareholder value by embracing opportunities and managing risks  deriving from economic, 

 environmental and social developments.” (Zink,  2008)  

 

2.3 Corporate Sustainability Versus Corporate Social Responsibility. 
 

Corporate sustainability (CSu) and Corporate social responsibility (CSR) are interrelated 

concepts and are both applicable in organizations that consider the social and environmental 

consequences of their business activities. As we have seen before CSR is an evolution from the 

more traditional concept corporate sustainability, but there are some important differences 

between these two concepts. Starting with a widely accepted definition of corporate 

sustainability I tried to map out these differences. Michael Hopkins (2003) defined CSU once as 

“meeting society’s expectations that companies add social, environmental and economic value 

from their operations, products and services.” 

 

Comment that has to be made with the definition of CSu in previous stages, it was not aimed at 

promoting economic development but rather to actions that appear to further some social good, 

beyond the interest of the firm (McWilliams and Siegel, 2001). Long time, organizations were 
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truly convinced of the idea that how more CSR disclosure in their financial reporting the better. 

During the last years they became aware of the fact that only stand alone sustainability 

disclosures isn’t working out and the CSu 

strategies have to be implemented in the 

business strategies of the company to 

obtain sustainable value. This changing 

mind set was followed by a new concept 

of corporate sustainability in focussing 

more on the social and environmental 

responsibilities of an organization, which 

if good implemented, will lead to the 

organization being sustained.  

Figure 1. Social, environmental, economic performance and disclosure (Gray, 2006). 

 

According to Gray (2006), CSu has become one of the most sophisticated definitions and 

consists almost entirely of the company doing nothing particular about the planet or society 

beyond what might be thought of as best business practice. In his study ‘ Does sustainability 

reporting improve corporate behaviour?: Wrong question? Right time?’ he seeks to investigate 

in detail what is meant by ‘sustainability’ and to what extent social and if environmental 

disclosures can said to be related to the social and/or financial performance of organisations.  

Figure 1 represents, according to Grey (2006), an overview of the relationships between financial 

performance, social and environmental performance and social and environmental disclosures 

interrelated with CSR. By focussing more on both economic and social concerns and actual 

implication of sustainability strategies, CSR moved away from the purely environmental issues 

(Hopkins, 2003). Secondly, if we compare the definitions of CSR and CSu we see that CSu has 

not been applied in companies and is entirely unattractive to shareholders because it might be a 

cessation of dividends (Gray, 2006). CSR is focused more on the ethically behaviour, economic 

consequences and responsibilities of the organization with respect to their shareholders.  

 

2.4 Corporate Social Responsibility Reporting 
 

In accordance of our definition of CSR earlier this paper and the focus on stakeholders I will 

adopt a similar definition for CSR reporting: ‘Sustainability reporting is the practice of 

measuring, disclosing and being accountable to internal and external stakeholders for 
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organizational performance towards the goal of sustainable development’. 1 CSR reporting is a 

broad term and considered to be made up of three elements: economic, environmental and social. 

These three elements are linked to one another and have a long-term view. For example, 

although an organization can take certain actions that have positive economic pay off in the short 

run but negative affects on the social environment of the organization the action should not be 

undertaken.  

Corporate Social Responsibility reporting covers the 

information of situations in the example above. It involves 

the provision of information by a company to its 

stakeholders so that they can evaluate the performance of 

the company to determine whether or not the company’s 

operations are sustainable (Chiong, 2010). More on this 

topic in chapter 3: Corporate Social Responsibility 

Reporting and the Global Reporting Initiative. 

Figure 2. The three pillars of sustainability by the United Nations General Assembly (2005). 

 

2.5 Corporate Social Responsibility Disclosure. 
 

Corporate Social Responsibility Reporting distinguishes two types of disclosure: mandatory 

disclosure and voluntary disclosure. To give a good explanation of both types I will first briefly 

provide a definition of disclosure and the two types of disclosure. Secondly I will provide 

different perspectives for CSR disclosure. 

 

Corporate Disclosure according to Madhani (2008) was defined as “to communicate information 

about firm’s performance and value to public, outside investors and other stakeholders”. During 

the years many have argued that the lack of transparency and accountability of financial 

reporting statements of organizations increased the financial weakness and the financial crisis. 

Nowadays organizations are asked to be more open in their reporting, not only on financial 

numbers, they have to disclose information on social, ethical and environment issues as well.  

The reason, in the eyes of Mr. Madhani, for this new issue is that full disclosure and 

transparency in financial information improves the efficiency of capital allocation and helps to 

perform a business sustainable and maximizes the shareholder value.  
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  https://www.globalreporting.org/resourcelibrary/G3-Sustainability-Reporting-Guidelines.pdf 
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Mandatory disclosure is ruled at the national or regional level through professional organizations 

or government authorities and is being practiced by all the firms within that particular level. It 

refers to aspects and information firms must publish due to statutory laws and regulations.  We 

see this in the definition by Adina and Ion (2008), “mandatory disclosure refers to those aspects 

and information which must be published as a consequence of the existence of some legal or 

statutory stipulations, capital markets, stock-exchanges commissions or accounting authorities 

regulations”.  

 

Voluntary disclosure on the other hand is not ruled/regulated and refers to additional information 

disclosed beyond the mandatory information. It’s the organization’s free choice whether to or not 

to disclose additional financial information like management forecasts, earnings forecasts and 

other corporate reports on long-term strategies and performance. Various comparable definitions 

of voluntary disclosure has come along in the literature: 

- Yuen and Liu (2009): define voluntary disclosure as: “the free choices on the part of 

managers to provide information to users of the annual reports to satisfy their needs”.  

- Financial Accounting Standard Board (FASB, 2000): defined voluntary disclosures as: 

“information primarily outside the financial statements, that are not explicitly required 

by GAAP or an SEC rule”. 

 

Although the different definitions, they both imply a certain freedom of what to disclose. 

Overall, we can say that voluntary disclosure fills the gap in the need of information by 

stakeholders that isn’t fulfilled by the mandatory disclosure. In other words, voluntary disclosure 

comes to complete the mandatory reporting process that often seems to be inadequate for 

satisfying user’s needs (Adina and Ion, 2008). 

 

2.6 Which theories can explain Corporate Social Responsibility? 
 

In this paragraph I will seek to find different theories explaining Corporate Social Responsibility 

reporting in relation with voluntary disclosure. Prior to this research I make a distinction between 

positive accounting theory and normative accounting theory. According to Deegan and Unerman 

(2011), normative accounting theory is a theory to prescribe how an accounting particular 

practice should be undertaken. For example it can explain what measurement bases should be 

used or what kind of additional disclosures should be made in an annual report. It is based on 

logical argument and what the researchers believes should occur in particular circumstances. 
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Because normative theories are not based on observations, it has been criticized for the lack of 

empirical background.  

In contrast to normative accounting theory, positive accounting theory is based on logical 

deduction (empirical observations). Starting with assumption, and through logical deduction 

(using real data) make a prediction. It is a theory that seeks to explain and predict particular 

phenomena. For example, why do managers want to report earnings, higher than investors’ 

expectations? It focuses on the relationships between various individuals involved in providing 

resources to an organization and how accounting is used to assist in the functioning of these 

relationships (Deegan and Unerman, 2011).  

 

Many theoretical perspectives and theories are derived from the political economy theory and 

grounded within the positive accounting theory which we discussed earlier this paragraph. The 

political economy theory is defined as ‘the social, political and economic framework within 

which human life takes place’ (Gray et al., 1996). Theories derived from this broader political 

economy theory are the legitimacy theory and the stakeholder theory. These theories we will 

discuss later this paragraph, first of all the perspective embraced is that society, politics and 

economics are inseparable. And economic issues cannot meaningfully be investigated in the 

absence of considerations about the political, social and institutional framework in which the 

economic activity takes place (Deegan and Unerman, 2011). Political economic theory has been 

divided into branches and labeled according to Gray (1996) as ‘classical’ and ‘bourgeois’ 

political economy. The classical stream is related to the work of philosophers such as Karl Marx. 

The bourgeois political economy theory ignores these philosophical aspects and, as a result, is 

content to perceive the world as essentially pluralistic.  

 

Signaling theory 

The signaling theory asserts that the most profitable companies signal their competitive strength 

by communicating more and better information to the market than their competitors who are less 

profitable (Bini et al., 2011). This theory was founded at the beginning of the 1970 and original 

founded for the labor market. But according to Morris (1987), signaling is a general phenomenon 

and therefore applicable in any market with information asymmetry. It is used for describing 

behavior when two parties (individuals or organizations) have access to different information 

(Connelly et al., 2011).  
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Legitimacy theory 

The legitimacy theory states that organizations continually seek to ensure that they are operating 

within the bounds and norms of their respective societies. That is, in other words, they attempt to 

ensure that their activities are perceived by outside parties as being ‘legitimate’ (Deegan and 

Unerman, 2011). According to Deegan (2002), entities assumed to be influenced by, and in turn 

to have influence upon, the society in which it operates. Society, politics and economics are 

inseparable and economic issues cannot meaningfully be investigated in the absence of 

considerations about the political, social and institutional framework in which the economic 

activity takes place (Deegan, 2002). However, during the years the bounds and norms of this 

framework can change and thereby organizations need to be responsive to the ethical 

environment in which they operate. It is a relative concept within a socially system of norms, 

values, beliefs and definition within a specific time and place (Deegan and Unerman, 2011). In 

the last decades, legitimacy theory has been subject to numerous empirical studies. One of the 

more recent studies is that by Haji and Ghazali (2011). They examined whether the 2007/08 

financial crisis had impact on corporate voluntary disclosure of 85 Malaysian companies listed 

on Bursa Malaysia. The study showed, in line with legitimacy theory, that the sample companies 

significantly increased their corporate voluntary disclosure in the annual reports following the 

global financial crisis. And increased their involvement in corporate sustainability programs to 

reduce the possibility of a ‘legitimacy’ gap. 

 

Stakeholder theory 

Where legitimacy theory discusses the expectations of society in general. Stakeholder theory 

provides a more refined resolution by referring to particular stakeholder groups, focusing on how 

an organization interacts with these particular stakeholders (Deegan and Unerman, 2011). 

Stakeholder theory has both an ethical aspect and a positive (managerial) aspect. The ethical or 

moral branch states that all stakeholders have the right to be treated fairly by an organization and 

that issues of stakeholder power are not directly relevant. All the stakeholders have the same 

intrinsic rights and these rights should not be violated. This in contrast to the managerial branch 

of the stakeholder theory, where the attention of corporate management is more aimed at 

particular (typically powerful) stakeholders. The stakeholders are identified by the organization 

of concern, by reference to the extent to which the organization believes interplay with each 

group needs to be managed in order to further the interest of the organization (Gray et al., 1996). 

Empirical research on trade organizations, operating within a developing country, showed that 

disclosure policies of senior executives were indeed influenced by the demands and expectations 
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of their most powerful stakeholders (Islam and Deegan, 2008). Due to bad employee conditions 

and use of child labor, factories of multinational companies like Nike and H&M were subject of 

negative media attention for a timely period. Only when the western consumers started to 

boycott the products of the multinationals, they came in action and started to fit with global 

requirements on working condition and the use of child labor.  

 

Institutional theory 

The institutional theory provides a powerful complementary perspective within organizational 

analysis to both stakeholder theory and legitimacy theory. It considers the forms that 

organizations take, and provides explanations for why organizations within a particular 

‘organization field’ tend to take on similar characteristics and form (Deegan and Unerman, 

2011). Drawing on Scott’s institutional approach (1995) by Bebbington et al. (2009), three 

pillars of institutional structure can be differentiated in terms of how institutions influence 

organizations. The cognitive pillar of institutions emphasizes activities enacted in relatively 

taken-for-granted ways. It reflects systems that have been shared among individuals and are seen 

as “normal” in various circumstances. The normative pillar values what is socially acceptable/ 

desirable to pursue and norms ways of acting and being (Bebbington et al., 2009). It relies on 

values, beliefs, social norms and assumptions that are socially shared and carried out by 

individuals to influence organizational and individual actions by normative processes (Trevino et 

al., 2008). The regulative pillar of institutions influences behaviour because of the potential for 

reward or threat of punishment. According to Scott’s institutional approach it can be characterize 

as “existing laws and rules in a particular environment that promote certain types of behaviors 

and restrict others” (Trevino et al., 2008).  

Where the legitimacy theory discusses how particular disclosure strategies might be undertaken 

to maintain legitimacy. Institutional theory seeks to explain how organizations understand and 

respond to changing social and institutional pressures and expectations. Among other factors, it 

links organizational practices (such as accounting and corporate reporting) to the values of the 

society in which an organization operates. And to a need to maintain organizational legitimacy 

(Deegan and Unerman, 2011).  
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Approach for this paper 

For this paper I will use the positive accounting theory and rely on the stakeholder theory. 

Although the signaling theory provides a clear statement on good performing firm’s making 

relatively high-quality disclosures and less good performing firm’s making low-quality 

disclosures, regarding their future risk exposure for example. The stakeholder theory is for this 

research more applicable given the focus on disclosing, being accountable to internal and 

external stakeholders including transparent communication about firm’s financial performance to 

investors and other stakeholders within the definition of CSR (reporting). The figure below 

supports my approach. The table shows the results of a survey on different reporting motivations 

for organizations by The Boston College Center for Corporate Citizenship and Ernst & Young. 

They found that transparency with stakeholders was a key motivation for organizations to 

voluntary disclose on CSR (Ernst & Young LLP et al., 2013). 

Figure 3. What motivates organizations to report (Ernst & Young LLP et al., 2013). 

 

2.7 Motives and limitations of voluntary disclosure? 
 

As we have seen in paragraph 2.4 we have two different types of disclosure. On the one hand we 

have mandatory disclosure, ruled by professional organizations and governmental institutions, 

and on the other hand we have voluntary disclosure. In this paragraph we will take a look upon 

different corporate motives for voluntary disclosure and their benefits. 

Healy and Palepu (2001) discussed managerial motives for disclosing additional information on 

the basis of different economic hypotheses: 
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- Capital markets transactions hypothesis: in situations of capital market transactions 

where corporate managers are held accountable for the cost of capital and dealing with a 

certain information asymmetry. Managers have an incentive to provide voluntary 

disclosure to reduce the information asymmetry problem and thereby reducing the firm’s 

cost of capital (Healy and Palepu, 2001). 

- Corporate control contest hypothesis: since managers of listed company’s mostly held 

accountable for current stock performance and CEO salary is associated with this stock 

path. Corporate managers have to keep a close watch on it. The corporate control contest 

hypothesis states that the risk of job loss, accompanying poor stock and earnings 

performance stimulates the use of corporate disclosures to reduce the likelihood of 

undervaluation (Healy and Palepu, 2001). 

- Stock compensation hypothesis: using compensation packages like stock based 

performance pay, managers are directly rewarded on the basis of the stock price level. 

These types of compensation schemes provide incentives for managers to engage in 

voluntary disclosure due to insider trading rules. And reducing the contracting costs 

associated with stock compensation for new employees (Healy and Palepu, 2001). 

 

Appendix I mentions a list of different drivers of corporate voluntary disclosure from different 

perspectives (Boesso and Kumar, 2006). For each group I picked out the most interesting 

perspectives: 

  

1. Investors: stock performance, shareholder and investors return (dividends, trends, EPS, stock 

and debt ratings). 

2. Employees: wages, contracts and benefits other then stock options (and pensions for US) 

(average amount by category). 

3. Customers: main customers, customer satisfaction, retention and loyalty (indices, surveys, 

complains, defects, warranty claims, repeat sales). 

4. Suppliers: main suppliers, supplier satisfaction, operational data, firm specific investments 

(value, percentage) and cost accounting for suppliers (cost savings and indices). 

5. Social and Environmental: description of social, ethic and environmental activities and 

projects, donations and other social expenses, environmental performance and social impact 

(awards, consumption rate, toxic emission). 

6. Internal processes: product capacity, synergies, manufacturing cycle time, productivity 

(hours, days, delivery and waiting time). 
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7. Innovation and Learning: new products, patents, R&D projects and expenditure, segments 

strategy and time to market of new products and strategy (days, months, costs). 

 

Now we know several motives and benefits to disclose additional positive information we take a 

look on corporate disclosure benefits and the limits of voluntary disclosure. According to Chang 

(2002), voluntary disclosure of good news generally increases the net value of firms. And as we 

have seen earlier this paragraph, it reduces; the cost of capital, the likelihood of undervaluation 

and the contracting costs associated with stock for new employees. On the other hand according 

to Chang (2002), bad news forecast have negative average excess return. So why would 

companies choose to voluntary disclose negative information as well?  

Prior research by Skinner (1994) showed that managers have incentives to preempt the 

announcement of large negative earning surprises to prevent large stock price declines on 

earnings announcement dates. If investors will surely become informed about the bad news, 

managers could be better off voluntarily disclosing the bad news early, than waiting till the 

earnings announcement date (Chang, 2002). It goes without saying that when a company comes 

with positive earnings forecasts, it will have a positive effect on the stock price. If it comes with 

negative (or less positively) earnings forecast it is the other way around and it will have a 

negative effect on the stock price. At the end, the company and its managers have to find a 

certain balance in the benefits and cost of whether to disclose or not to disclose negative 

information. This means that managers are often forced to choose between maximizing the 

competitive advantage of the firm’s market by not publishing information, which would affect 

the competitive position. Or to publish that information in order to help the capital market to 

achieve an efficient evaluation of the company’s shares (Adina and Ion, 2008). 

 

2.8 Conclusion.  
 

In this chapter I discussed the main topic of this paper, CSR and CSR reporting. CSR reporting is 

a broad term and considered to be made up of three elements: economic, environmental and 

social. I described different theories explaining voluntary CSu reporting: signalling theory, 

legitimacy theory, stakeholder theory and the institutional theory. At the end of this last 

paragraph I motivated why the positive accounting theory and the stakeholder theory is 

applicable for this research In the last paragraph I discussed three managerial motives for CSR 

reporting: capital market transactions, corporate control contest and stock compensation.   
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3. Corporate Social Responsibility Reporting and the Global Reporting Initiative. 
 

3.1 Introduction. 
	
  
In this chapter I will discuss sustainability reporting in a broader perspective of the Global 

Reporting Initiative (GRI). Although the wide integration of the GRI framework in sustainability 

reporting among corporations worldwide, another sustainability reporting framework AA1000 is 

worth mentioning given the focus on the Stakeholder theory. The AA1000 Stakeholder 

Engagement Standard (AA1000SES) is a principle-based, opens-source framework for quality 

stakeholder engagement. According to AccountAbility, engaging with the individuals, groups of 

individuals or organisations that are affected by or can affect an organisation’s activities and 

responding to their concerns makes organisations perform better.2 This framework can be used 

as a standalone standard, or as mechanism to achieve stakeholder requirements of other standards 

including the GRI G4. Given the wide integration of the GRI framework worldwide, I will 

primarily focus on the GRI framework and their different principles for defining the report 

content and quality. I will also discuss the different features and key enhancements of the fourth 

generation Sustainability Reporting Guidelines G4. 

 

3.2 What is the Global Reporting Initiative? 
 

The Global Reporting Initiative (GRI) is a non-profit organization that works towards a 

sustainable global economy providing sustainability reporting guidance. GRI was founded in 

1997 by the Coalition for Environmentally Responsible Economies (CERES). With their first 

mission of ‘developing globally applicable guidelines for reporting on economic, environmental 

and social performance’ they provide a long term, multi-stakeholder, non-mandatory and 

internationally reporting framework.3  

The GRI provides according to Gordon (2004): 

• A comprehensive introduction and approach to sustainability reporting 

• Sector specific guidelines for both private and public entities 

• Protocols for specific performance indicators 

• A basis for credibility of reporting that is needed by exporters and companies with 

overseas shareholders 

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
2 http://www.accountability.org/images/content/5/4/542/AA1000SES%202010%20PRINT.pdf 
3 https://www.globalreporting.org/information/about-gri/what-is-GRI/Pages/default.aspx 
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• An opportunity to report corporate performance in the context of important national and 

regional issues. 

The foundation of the GRI framework is the sustainability reporting standards. These standards 

can be used to demonstrate organizational commitment to sustainable development, to compare 

organizational performance over time, and to measure organizational performance with respect 

to laws, norms, standards and voluntary initiatives. By reporting transparently and with 

accountability, organizations can increase the trust that stakeholders have in them and the global 

economy and reduce the information gap.  

 

Vision 

A sustainable global economy where organizations manage their economic, environmental, 

social and governance performance and impacts responsibly and report transparently. 

 

Mission 

To make sustainable reporting standard practice by providing guidance and support to 

organizations. 4 

 

The vision of GRI distinguishes three dimensions used in the evaluation of sustainability reports: 

the economic, governance, social, ethical and environmental dimension (officially there are five 

dimensions: economic, governance, social and ethical known as the EGSEE). The different 

subgroups of the three dimensions mentioned in the vision of GRI are presented in appendix IV 

(Quick, 2008). Among these three dimensions, GRI have developed the G4 guidelines for 

defining report content and ensuring the quality of reported information. These guidelines, 

consisting of a wide range of reporting principles for report content and report quality, will be 

discussed further in the next paragraph.  

 

3.3 The GRI Guidelines 
 

Wednesday, 22 may 2013, GRI has launched is fourth generation of Sustainability Reporting 

Guidelines G4. This next generation of the GRI reporting guidelines should address requirements 

for sustainability data, and enable reporters to provide relevant information to various 

stakeholder groups. It should also improve on content in the current guidelines G3 and G3.1. 

(Later on this chapter I will discuss the improvements that GRI has made from G3.1 to G4.)  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
4 https://www.globalreporting.org/information/about-gri/Pages/default.aspx 
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The GRI guidelines consist of principles for defining report content, which should be applied 

when preparing a sustainability report, and ensuring the quality of reported information. It 

includes standard disclosures made up of performance indicators and other disclosure items, as 

well as guidance on specific technical topics in reporting. These principles are fundamental 

manual to achieve transparency and accountability and therefore should be applied by all 

organizations when preparing a sustainability report. 5 The table in appendix II (CGAAC, 2005) 

shows seven approaches for improving the credibility of sustainability reports. In the next two 

paragraphs I will discuss the 7th and last approach of this table: the principles of the GRI 

guidelines that are used for defining report content and quality of GRI sustainability reports. 

 

3.3. Reporting principles for defining report content 
 

Stakeholder inclusiveness 

The reasonable expectation that stakeholders belong to the main interest group of the 

sustainability report makes them the key reference point for many decisions in the preparation of 

the report. Therefore it is important that organizations identify its stakeholders and tries to 

explain how it has responded to their reasonable expectations and interest. 

 

Materiality 

The sustainability report should cover the most relevant topics reflecting the organizations 

significant economic, environmental and social impacts. Due to the wide range of topics 

organizations have to make a weighted selection. Relevant topics   

Due to the wide range of topics on which organizations can report, a selection of the most 

relevant topics is very important. Relevant topics are topics that substantively influence the 

decision of stakeholders and therefore important enough to report.  

 

Completeness 

The report should give a clear, appropriate and fair view about the relevant topics. It has to be 

sufficient to reflect significant economic, environmental and social impacts. And enabling 

stakeholders to evaluate the organization’s performance in the reporting period.  

  

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
5	
  https://www.globalreporting.org/resourcelibrary/GRIG4-Part1-Reporting-Principles-and-Standard-
Disclosures.pdf	
  



	
   20	
  

Sustainability Context. 

The report should not only reflect organization’s performance on sustainability at firm level but 

on a wider concept of sustainable development. This involves discussing the performance of the 

organization in the context of the limits and demands placed on environmental or social 

resources at the sector, local, regional, or global level. 6 

 

3.4. Reporting principles for defining report quality  
 

Balance 

The report’s content should provide a fair presentation and unbiased picture of the organization’s 

overall performance. Therefore it should reflect positive and negative aspects to avoid 

undesirable decisions by the report reader. 

 

Clarity 

The report should provide a clear view of the reported information in a way that is usable and 

accessible by the organization’s range of stakeholders. For example, avoiding unnecessary 

details and publishing the report in different languages. 

Reliability 

As well as the report should provide a fair view about organization’s overall performance. The 

information and process used in the establishment of the report therefore should be fair and 

reliable as well. The organization should collect, analyze and disclose information in a way that 

they can be subject to examination to obtain the desired quality and reliability of the information.  

 

Accuracy 

The information in the report needs to be accurate and detailed in such a way that stakeholders 

can easily evaluate the organization’s performance. For example, describing the data 

measurement techniques used for calculations, disclosure of underlying assumptions and the 

validation of qualitative statements. 

  

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
6	
  https://www.globalreporting.org/resourcelibrary/GRIG4-Part1-Reporting-Principles-and-Standard-
Disclosures.pdf 
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Comparability 

The topics and information selected for the report should enable stakeholders to compare and 

analyze changes in the organization performance over time and to other organizations. 

Consistent reporting allows parties from inside and outside the organization to benchmark 

performance as part of other activities like investment decisions.  

 

Timeliness 

The sustainability reports should be published in time on a regular basis. The usefulness of the 

information in decision-making situations for stakeholders depends closely on the timing of 

publishing. Consistency in the frequency of reporting and the length of reporting periods is also 

necessary to ensure comparability of information over time and accessibility. For example, the 

disclosure of recent news relating to the relative reporting period and the aligning of new 

reporting information with the reporting schedule. 7 

 

3.5 Features and key enhancements of the G4 reporting guidelines 
 

With the launch of the fourth generation of Sustainability Reporting Guidelines G4, GRI moves 

from the experimental and development phase to a more mainstream set of guidelines. The GRI 

improved the new guidelines in terms of focus, simplicity, clarity and better support to small 

business and beginner reporters.8  Primary objectives for the G4 were more user friendly 

guidance, improved technical quality of the content, alignment with relevant international 

frameworks, improved guidance for identifying material content and guidance on how to link the 

sustainability reporting process to integrated reporting 

Big similarity with the prior guidelines is the principle-based approach as we discussed in the 

paragraphs 3.3 and 3.4. Big change is the replacement of the application levels by a two tier ‘In 

accordance’ system with different levels of required elements: 

- ‘In accordance – Core’. The essential elements for a report, the baseline. 

- ‘In accordance – Comprehensive. Additional standard disclosures on strategy, 

governance and ethics. 

 

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
7 https://www.globalreporting.org/resourcelibrary/GRIG4-Part2-Implementation-Manual.pdf 
 
8 https://www.globalreporting.org/reporting/g4/Pages/default.aspx 
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Focussing on clarity and materiality, the new G4 guidelines considers not only reporting on the 

core activities but also on their impacts throughout the entire value chain. It helps companies to 

understand the better picture of sustainability performance across all their activities. By 

conducting a value-chain management approach to understand where the biggest impacts of their 

business occur. Organizations will understand the biggest impacts of their value chain for 

possibly implementing this into their corporate strategy.9 Therewith, the GRI makes a stepping 

stone to offer guidance on integrated reporting, linking the sustainability reporting process to the 

financial reporting process.  

 

3.6 Conclusion 
 

In this chapter I discussed the GRI guidelines and the different principles for defining report 

content and quality. The guidelines address requirements for sustainability reporting and include 

standard disclosures made up of performance indicators and other disclosure items. Furthermore 

I have seen that the GRI is moving to a more mainstream set of guidelines, providing guidance 

on how to link the sustainability reporting to integrated reporting. This is according to Eccles et 

al. (2010), the combination of a company’s key financial and non-financial information into one 

single document. It means reporting on financial and non-financial information in a way that 

reveals their impact on each other.   

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
9 https://www.globalreporting.org/resourcelibrary/G4-Exposure-Draft.pdf 
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4. Empirical Results on CSR reporting - Financial Performance 
 

4.1 Introduction 
 

In this chapter I present different empirical studies examining to what extent corporate social 

responsibility reporting is affecting the financial performance. I present different measurements 

for CSR reporting quality and financial performance. In the fourth and fifth paragraph I will 

discuss and interpret the result of different studies on the relationship between CSR reporting 

and the financial performance.  

 

4.2 Measuring CSR reporting quality.  
 

In the last decades, CSR reporting and measuring CSR reporting quality has been subject to 

various empirical studies and therefore different methods have been developed for measuring 

CSR reporting quality. Because the different mediums such as company websites, conferences 

and stand-alone reports, each organization has found his own way of publishing their 

sustainability reports. In general, according to (Bachoo et al., 2013) we can identify two different 

types of measuring CSR reporting quality: measures that quantify the level of disclosure in the 

annual report (e.g. number of pages or words) and measures that assign a particular score to 

qualitative factors such as the existence of environmental policy, achievement of environmental 

goals and others. For example (Bachoo et al., 2013): 

• Details of the firm’s main impacts/issues in all key areas such as energy, emissions and 

waste 

• Quantitative data (including year-to-year data) such as graphs or tables in all key areas 

• Measures of performance against targets in all key areas 

More detailed measures, quantifying the level of disclosure, are presented in appendix III 

(Morhardt et al., 2002). Differentiated in 4 indices known as the community, diversity, ethical 

and environmental index. Another sustainability index is the KLD index launched by the FTSE 

group. This index allows investors to identify and invest in companies that are committed to 

long-term environmental, social and governance (ESG) sustainability. 10  The ESG-ranked 

companies are identified by continental sectors to create a range of regional sustainability 

indices, useful to control for regional differences.  

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
10	
  http://www.ftse.com/japanese/Indices/FTSE_KLD_Index_Series/index.jsp 
	
  



	
   24	
  

A more well known index for measuring CSR reporting quality, based on the widely accepted 

guidelines by the Global Reporting Initiative (GRI) discussed in Chapter 3 of this paper, is the 

multi-level disclosure index by Clarkson et al. (2008). With the aim on measuring the extent of a 

firm’s disclosure in their sustainability reporting, he developed a scoring model containing 95 

line items that reflect the main principles of the GRI guidelines  

Critical note that should be taken into account when analysing papers examining the influence of 

CSR reporting on financial performance is the difference between CSR reporting quality defined 

in chapter two. And the CSR reporting quality measured by rating agencies like the KLD and the 

multi-level disclosure index by Clarkson et al. Although sustainability indices are all aimed at 

measuring CSR quality. They rely somehow on different sustainability principles measuring 

CSR quality in different ways that can cause a biased view of the actual effect. Otherwise there 

would not have been different sustainability indices.  

 

4.3 Measurement of financial performance 
 

In this paper I provide a literature research on the relation between CSR reporting and the 

financial performance of listed corporations. When measuring financial performance I can think 

of many different ways: profit, return on assets, cash flows, cost of capital, balance sheet strength 

and debt-to-capital ratio. In this paragraph I will primarily focus on the cost of capital, the return 

on assets and profit. 

 

The cost of capital is a term often used in the world of financial investments and represents the 

firm’s cost of both equity and debt. From an investors/shareholders point of view, the cost of 

capital represents the required return on a portfolio of company’s issued shares. According to 

Modigliani and Miller the cost of capital is the weighted average of the firm’s equity and debt 

cost of capital, better know as the firm’s weighted average cost of capital (WACC) (Berk & 

DeMarzo, 2011). It represents the discount rate used by investors when converting the expected 

future cash flows from an investment in a firm’s stock. Factors that affect the rate at which 

investors discount each dollar of future profits are the risk-free rate of interest, the perceived risk 

attaching to the firm’s expected profits and the investors risk tolerance (Bachoo, 2013). Where 

the cost of capital is primarily focused on the cost side, the return on assets (ROA) percentage is 

focused on the revenue side. It shows the profitability of a company’s assets in terms of 

generating revenue relative to its total assets (Berk & DeMarzo, 2011). 



	
   25	
  

For this research I expect a negative relation between the cost of capital and the quality of CSR 

reporting. According to Clarkson et al. (2010) qualitative voluntary sustainability disclosures 

will reduce the information gap between the stakeholders and financial market and the firm.  

A higher availability of firm specific information allows shareholders and other investors for 

better assessing their investment. This will reduce the credit risk, and therefore will lower the 

cost of equity capital because shareholders will require a lower return on investment. Same story 

for the cost of debt capital, by reducing the information gap between the financial market and 

firm, financial institutions will estimate a lower credit risk and therefore asking a lower risk 

premium on the interest rate. This will lower the cost of debt capital.  

 

In this paper I am examining the relationship between CSR reporting and the financial 

performance. When a company is disclosing more information about their financial forecasts, 

strategies and participation in social and environmental activities. The information gap between 

firm and stakeholders will become smaller, the uncertainty of future cash flows will become 

lower and thereby reducing the firm’s cost of external financing. Therefore I assume a negative 

relationship between CSR reporting and the cost of capital.  

 

4.4 Empirical evidence from prior studies.  
 

For this research I have used several empirical studies. The first study by Bachoo et al. (2013) 

contains a sample of 450 listed firms on the ASX 200 in Australia between 2003 and 2005. The 

potential sample of 600 firms was reduced because not all firms were having analyst forecasts 

for earnings and dividend one and two years ahead, in order to estimate firms’ cost of capital. 

Further, firms have been removed from the sample because there was insufficient stock return 

data to estimate equity betas. Bachoo et al. (2013) used an ordinary least squares (OLS) 

regression model where ke stands for the cost of capital and REPTQUAL for the sustainability 

report quality. This variable is a measure of one ordinal variable named CLARKIND, the multi-

level disclosure index based on Clarkson et al. (2008) we discussed earlier. And two other 

dichotomous variables: SUSTAIN and CLARKBIN. SUSTAIN takes value 1 if the firm is 

classified by CAER (Centre for Australian Ethical Research) as exhibiting acceptable 

sustainability disclosures and 0 if not. CLARKBIN takes value if CLARKIND ≥ 3 and otherwise 

0.  With control variables SIZE, BETA and BtoM Bachoo et al. (2013) controlled for larger 

firms having lower cost of equity capital (SIZE). The impact of systematic risk on the cost of 

capital (BETA) and the market having less confidence in the economic value of high book-to-
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market firms resulting in a more severe discount of future earnings (BtoM). To protect against 

selection bias, Bachoo et al. (2013) used a Heckman-type correction by estimating a probit 

regression of the probability of a firm producing high quality sustainability reports as a function 

of proxies for expected financial performance, poor and strong environmental regulations and 

political exposure.  

Appendix V mentions the regression of this study by regressing the cost of equity against the 

sustainability reporting quality. Column 1 of panel A reports a negative and significant beta for 

SUSTAIN (B = -0.0116; p = 0.031) for all firms, supporting my expectation that there is a 

negative relation between the cost of capital and the CSR reporting quality. Panel B, using the 

sustainability index based on Clarkson et al. (2008), reports a negative and significant coefficient 

as well (B = -0.0044; p = 0.002). Working with the Clarkson sustainability index seems to result 

in a less strong, but more significant relationship. Furthermore, panel B reports negative 

association for the cost of equity in the regression for both large (B = -0.0024; p = 0.001) and 

small firms (B = -0.0042; p = 0.030).  

 

The second study I will discuss is by Taib et al. (2002) and contains a cross-sectional sample of 

100 companies in the UK and US over a five-year period 2005 – 2009 (Appendix VI). By using 

the score procedure by Morhardt et al. (2002), discussed at paragraph 4.2. Taib et al. (2002) 

evaluates the quality of CSR reporting at six sectors (materials, industrial, financial, energy, 

consumer staples and consumer) among four different indices (see Appendix III). Interesting is 

the difference in CSR reporting quality between the US and UK among the six sectors. The 

independent sample t-Test shows that the industrial, financial and material sectors in the UK 

have significantly higher values for the four indices in comparison to their counterparts in the 

US. The relationship between the reporting quality among the four indices and the ROA is 

examined by a multiple regression analysis (appendix VI). Column 1 shows significant negative 

coefficients for the sectors CONS, UTL, FIN, IND and MATR. However for the four indices, 

only DI has a positive significant coefficient (B = 0.1158; p = 0.0478). Resulting from the UK 

and US companies’ efforts in promoting workforce diversity and active participation in diversity 

related issues affecting bottom line (Taib et al., 2002). By using a Fama-macbeth cross-section 

linear regression approach in column 2, the positive relation between CSR reporting on diversity 

and the ROA becomes a bit stronger (B = -0.1282; p = 0.0231). Column 3 represents the Fama-

macbeth cross-section linear regression of the ROE against the CSR reporting quality. Again, 

only DI has a significant positive coefficient (B = 0.1121; p = 0.1055).  
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Where the first two studies are primarily focussed on cost of capital and ROA, the third study by 

Stewart Jones et al. (2007) takes financial performance to a broader range of financial 

perspectives such as working capital, leverage, earnings, operating and free cash flow, asset 

backing, capital expenditure and turnover. It contains CSR reports till 2004 from the top 100 

listed firms on the ASX Australia. Again a sustainability index score, according to the GRI 

guidelines, have been used for measuring CSR reporting quality. Appendix VII mentions the 

multiple regression analysis table of this study, showing a positive relation between CSR 

reporting quality and several financial performance perspectives, particularly: operating cash 

flow, working capital, capital expenditure and interest coverage ratio. However, the cash position 

to total assets and price to book value is negative associated with the CSR reporting quality. This 

can be explained by higher levels of capital expenditure at CSR reporting firms and better firm 

valuation due to better sustainability disclosures (Jones et al., 2007). 

Where the study by Bachoo et al. (2013) controls for firm size, this study indicates a strong firm 

size effect and industry backgrounds as we have seen in the second study as well. Large firms 

tend to reveal a statistically higher level of voluntary sustainability disclosure because they are 

bigger and the accounting information would have greater economic consequences given the 

dependence on a wider range of internal and external users (Jones et al., 2007). 

 

To not discuss only studies examining a positive relation between CSR activities and the 

financial performance, I will elaborate a few significant studies reporting negative financial 

performance effects on CSR rankings and strategies.  

Vance (1975) compared 14 firms that were identified as socially responsive by Moskowitz 

(1972) with firms listed in the NYSE Composite Index, The Dow Jones Industrials and Standard 

and Poor’s Industrial in terms of the percentage change in common stock prices between 1972 

and 1975. Using a ranking of 45 leading firms on their degree of corporate social responsibility 

as independent variable and percentage change in the per share stock prices of the firms. He 

found a negative correlation between the CSR rankings and the stock market performance. 

Weakness of this study by Vance is that the rates of return are not adjusted for risk. Alexander 

and Bucholz (1978) did and found a not significantly relationship between the CSR ranking and 

stock market performance (Arlow and Gannon, 1982).  

A more recent study is by Wagner (2005), examining the relationship between environmental 

and economic performance and the influence of corporate strategies with regard to sustainability 

and environment. Using two environmental performance indices representing different corporate 

environmental strategy orientations of firms from four European countries (Germany, Italy, the 
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Netherlands and United Kingdom). Wagner conducted a regression model and found for the 

inputs-based index (reflecting integrated pollution prevention) no significant relationship. For the 

emission-based index (reflecting end-op-pipe strategies) he found a significant negative relation 

between environmental performance and economic performance (Wagner, 2005).  

Critical note that should be taken into account when discussing the two studies above is the 

difference in CSR reporting quality (disclosures) and the CSR reporting quality measured by 

rating agencies, discussed in paragraph two of this chapter. In contrary to the studies examining a 

positive relationship, these studies do not rely on typical CSR disclosures. Vance (1975) relies 

on a CSR degree ranking, Wagner (2005) relies on environmental performance and corporate 

environmental strategy orientation indices affecting the economic performance and not the 

financial performance (WACC and ROA). In the current literature, I could not find studies 

examining negative performance effects on typical CSR disclosures.  

However, there are many more empirical studies examining this relationship. To give a good 

insight in the results of these studies, I included a summary table in Appendix VIII. This table 

provides a clear overview of selected studies and their results of the relation between CSR 

reporting and financial performance (Iqbal et al., 2012). Some of them I discussed above.  

 

4.5 Interpretation of studied empirical results. 
 

In this paragraph I will take a closer look on the empirical results from different empirical 

studies discussed in the previous paragraph including some other studies. The results imply 

consistency with the stakeholder theory, discussed earlier this thesis.  

Today’s more than ever challenging business environments requires corporations to make high 

quality sustainability disclosures and being accountable to internal and external stakeholders. By 

doing so, the corporate financial reporting becomes more transparent within the definition of 

CSR resulting. And as we have seen in paragraph 4.3, resulting in a lower credit risk rate asked 

by the stakeholders.  

If we only take into account the studies that propose a positive relationship between CSR 

reporting and the financial performance we can state that there is indeed a significant positive 

relation, but not very strong. The betas are generally very low and only a few of them are 

significant. The used regression models are according to the empiricist generally well fitted with 

values for R-squared between 0.1205 and 0.26. If we take a closer look on this relation in the 

study by Bachoo et al. (2013) we find that this relation is largely concentrated in industry sectors 

for which environmental performance is of particular relevance. In the study by Taib et al. 



	
   29	
  

(2002) we find different financial performance effects for different sustainability disclosure 

dimensions (mentioned in appendix III). Disclosures for diversity-enhancing activities affect 

financial performance more positively than public disclosures related on community, 

environment and ethics.  

However, the current empirical studies are not without limitations. Previous discussed and other 

current samples are containing only corporations from well-developed countries. According to 

Taib et al. (2002) are financially successful companies more likely to have funds to invest into 

CSR reporting activities. This implies a possible indirectly time series relationship with the 

corporations financial performance and reduction of the degree of generalizability for other 

(poorer) countries, sectors and corporations. A second limitation is that the empirical studies 

discussed earlier ignore the firm’s long run and short-run earnings performance in analysing the 

financial performance effects (for example cost of equity).  

 

As we have seen in the previous paragraph, the explanatory power of the relationship between 

Sustainability disclosures and financial performance depends on many different factors. When 

assessing this relation by evaluating prior empirical studies, two critical notes/limitations should 

be taken into account.  

 

The first point of discussion is based on the different measurements of CSR reporting quality. 

We discussed three different studies and all were using a different measurement method for CSR 

reporting quality. Through the years many sustainability score indices have been used in 

empirical studies. For example the Clarkson sustainability index used in the study of Bachoo et 

al. (2013), or the score procedure by Morhardt et al. (2002) differentiating 4 disclosure indices: 

community, diversity, ethical and environmental. If we take a look on appendix VIII we find 

many more CSR reporting quality measurement methods. Although they are often based on the 

GRI guidelines discussed in chapter three of this thesis, this might constrain the robustness of the 

relation I am examining in this thesis. Using different standards for CSR reporting quality in 

different empirical studies can cause a biased view of the actual effect of CSR reporting on 

financial performance. For example, appendix V contains two regression models: panel A and 

panel B. Panel A relies on a sustainability index provided by CAER reporting and reports and 

SUSTAIN beta of -0.0116. Panel B relies on a sustainability index based on Clarkson et al. 

(2008) and reports a weaker relationship (CLARKIND Beta = -0.0044). 
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The second point of criticism is the wide range in aspects of evaluating the financial 

performance. Every empiricist examining the influence of CSR reporting on financial 

performance has his own vision on how to define financial performance. In paragraph two of this 

chapter I mentioned various elements of financial performance we have seen come along in 

paragraph four of this chapter. Although there are many studies reporting a positive influence of 

CSR reporting on financial performance, this may be a biased view due to different 

measurements on what is financial performance. For example, appendix VII shows the 

regression analysis of the study by Stewart Jones et al. (2007). This study relies on several 

financial performance measures reporting different positive significant betas all with different 

values. Therefore, counting on one financial performance measure can imply an over or under 

rated positive effect.   
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5. Conclusion 
 

In this literature study I have investigated the relation between CSR reporting and financial 

performance. I did this by studying several empirical studies that have analysed this relationship 

in different periods. Almost all studies are reporting a positive effect on the financial 

performance by CSR reporting. Supporting the different managerial motives for voluntary 

disclosure discussed at paragraph 2.5 and my expectation for a negative relationship between the 

cost of capital and voluntary sustainability disclosures. Disclosing more firm specific qualitative 

sustainability information does indeed decrease organizations information asymmetry between 

firm, stakeholders and financial institutions providing capital. Implying a reduction in credit risk 

rate and a lower return on investment required by investors.  

Throughout the years CSR reporting has become an important and value creating activity of 

corporations worldwide. Despite corporations are not fully obliged to disclose certain 

information in their annual reporting. Corporations encounter increasing pressure from 

accounting regulatory bodies like the International Accounting Standards Board and from society 

itself.  You could say that CSR reporting, according to the stakeholder theory, is becoming a 

competitive factor among companies in the same industries. Not only investors demand high 

quality sustainability disclosures, clients, customers and other stakeholders will also prefer to 

elaborate with corporations who are managing their environmental and social impacts. This 

makes CSR reporting an important influencing factor of financial performance and therefore 

asks for a sustainable implementation in today’s business strategies.  

 

As I mentioned before, this relation have been subject to a lot of empirical studies. And this is 

not because it is just interesting to study, it can be interpreted and analysed in many different 

ways. In paragraph 4.5 I discussed two critical notes on the explaining factors of the relationship 

be analysed, in the writing process I experienced some more limitations. First of all, the wide 

range of different sustainability indices used in evaluating CSR reporting quality possibly 

indicates a low comparability among CSR reports. Despite the GRI provides wide accepted well 

guidelines on different reporting sectors, they are apparently not able to provide an overall 

comparability among CSR reports. This can be caused by the fact that CSR reports do not 

require an auditing by an external auditor who ensures that the report is in accordance with for 

example the GRI guidelines.  
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A second limitation is the number of empirical studies, examining the CSR reporting quality – 

Financial performance relationship, discussed in this paper. Unfortunately I could only discuss a 

view studies, making my findings on the explaining factors not completely generalizable to a 

broader universe. However, this does not imply that this study is of no value. This study can be 

seen as a guide for further research on analysing the CSR reporting quality – Financial 

performance relationship. Current studies are not very clear what kind of sustainability 

disclosures in particular do really add value to the financial performance. Furthermore, CSR 

reporting is still not mature enough compared to financial reporting and it will need further 

improvements in for example mandatory CSR disclosures. For future standard setting, this is a 

point to take into account. By setting more clearly CSR guidelines among different smaller and 

bigger industries, the comparability among CSR reports will become clearer. Hereby, the quality 

of future studies on the relationship between CSR disclosures and financial performance will 

improve. Another important finding of this thesis is that the studies that have been discussed in 

this paper do not report strong relations and high betas on CSR disclosures affecting financial 

performance. This said, we could question the decision-usefulness for investors of CSR 

disclosures. For further research it is important to get clear if financial markets and investors do 

really care about CSR disclosures or if they are only interested in maximizing their returns.  
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