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Abstract

Prior research have reported a positive, negative, or even no effect of Corporate Social Responsibility on the economic performance of firms. Because of the contradictions between these studies, this thesis examined the effect of Corporate Social Responsibility (CSR) on the economic performance of companies in Europe. With the GRI Application Level as indicator of CSR and the accounting-based measurement, return on assets, the effect of CSR is estimated, by regressing firm economic performance on CSR, and the control variables firm size, firm risk, industry and R&D intensity. The results show that there is no effect of CSR on the economic performance of companies in Europe.
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1. Introduction

Nowadays there is written a lot about Corporate Social Responsibility. In a lot of economic magazines and newspapers there are articles about this topic. For example, the article of Lin et al. (2009) in the journal ‘Technology of Science’. They researched the impact of consumer behaviour and CSR activity on a firm’s financial performance in Taiwan. And found a positive relation between CSR and financial performance.

But other studies found a negative relation or even no relation between CSR and financial performance. So, there is a contradiction between these studies. That is one of the reasons why I have chosen to write about CSR. One of the questions that raises when I read different articles about CSR is the question ‘who are right the studies that find a positive relation, or the studies that find a negative relation or even the studies that find no relation. Because of the complexity of the subject, there is not a clear answer on that question.

An example in existing literature, of the inconsistency about the effect of CSR on the financial performance, are the results of three studies that examine divestitures from South Africa during the Apartheid controversy. Wright and Ferris (1997) found a negative relationship, Posnikoff (1997) found a positive relationship and Teoh et al. (1999) found no relationship (McWilliams and Siegel 2000).

The people that arguing for a negative relationship between CSR and economic performance believe that firms that perform responsible incur a competitive disadvantage because they are incurring costs that might otherwise be avoided or that should be paid by others. According to this line of thinking which is fundamental to Friedman’s (1970) and other neoclassical economists’ arguments, there are few readily measurable economic benefits to socially responsible behaviour while there are numerous costs (Waddock and Graves (1997).

There are also proponents of the thoughts that there is simply no relationship, positive or negative, between CSR and economic performance. They argue that there are so many intervening variables between CSR and economic performance that there is no reason to expect a relationship to exist, except possibly by chance (Waddock and Graves 1997).

The people that arguing for a positive relationship between CSR and economic performance proposes that a tension exists between the explicit costs of a company and it implicit costs to other stakeholders. This theory predicts that a company that attempts to lower its implicit costs by socially irresponsible actions will, as a result, incur higher explicit costs, resulting in a competitive disadvantage. 

1.1. Relevance

In this thesis I examine the effect of CSR on the economic performance of companies. I have chosen to investigation this topic because of the contradictions between the results about this topics in existing studies. Besides the effect of CSR on the economic performance of companies, I also examine the determinants. By examining the effects of the determinants on the use of CSR, I try to give a better understanding of this relation.

The effect of CSR on the economic performance of companies has been examined in many studies. The majority of these studies are focused on the United States of America or Asia. I found few studies that examined the effect on companies in Europe. So, this thesis will focus on the effect of CSR on the economic performance of companies in Europe. Because of the differences in the corporate governance systems in the US (the Anglo-American model) and a large part of the European countries (the continental European model) I expect that this investigation is an enrichment to the existing literature.

This research is particularly interesting for management and shareholders. Managers could benefit from this research because if they know what the effect of CSR is on the economic performance of their company, they could use it in their decision making. Also shareholders could benefit from this research because if they know what the effect of CSR is on the economic performance of a company in Europe, they could better assess the value of shares.

1.2. Research questions

The following main research question will be studied in this thesis:

‘What is the effect of Corporate Social Responsibility on the economic performance of companies in Europe?’

This main research question will be answered with the help of the following sub questions.

Sub question 1: 
What is Corporate Social Responsibility?

Sub question 2: 
What is already investigated about measuring the effect on Corporate Social Responsibility on the economic performance of a company?

Sub question 3: 
Which hypotheses could be formulated based on the prior research?

Sub question 4: 
Which models could be used to answer the hypotheses?

1.3. Emperical Approach

To answer the main question ‘What is the effect of Corporate Social Responsibility on the economic performance of companies in Europe?’ I will use a market-based accounting research (MBAR) approach. This approach explores the role of accounting and other financial information in equity markets (Deegan and Unerman 2005). MBAR involves examining statistical relations between financial information, return and share prices and is used to measure equity market reactions on firms’ information. In this thesis the relation between financial information, CSR, and the economic performance is tested. Therefore, the MBAR approach is useful for this research.

An important part of the MBAR is the efficient market hypothesis (EMH). The EMH asserts that the available information is reflected in share prices. There are three forms of the EMH, the weak form, the semi strong form and the strong form. These different forms depend on the amount of information that is available. In the weak form of the EMH only the information about past share prices is available. In the semi strong form of the EMH all publicity available information is reflected in security prices. The strong form of the EMH assets that all information, insider information included, is reflected in the share prices. In this thesis the semi strong form of the EMH is used.

1.4. Structure

The remainder of this thesis is as follows. Chapter two answers the first sub question ‘What is Corporate Social Responsibility?’. It mentions different definitions of CSR, describes motives for companies to use CSR and discusses initiatives that cover CSR.

The third chapter discusses two ways of performance measurement, accounting-based and market-based. Further, it gives an answer on the second sub question ‘What is already investigated about measuring the effect of Corporate Social Responsibility on the economic performance of a company?’ and the third sub question ‘Which hypotheses could be formulated based on the prior research?’.

In the fourth chapter an answer is given on the fourth sub question ‘Which models could be used to answer the hypotheses?’. Also the sample selection, the sample selection criteria and the used variables are discussed in the fourth chapter.

The results of the research are discussed in chapter five and in chapter six the conclusions of this thesis are mentioned.

2. Corporate Social Responsibility

This chapter answers the sub question ‘What is Corporate Social Responsibility?’. The result of earlier research of Griffin (2008) is that Corporate Social Responsibility (CSR) is understood very inconsistently. In order to give a better understanding of CSR, this chapter gives more information about CSR.

The first paragraph mentions three different definitions of CSR. Thereafter, the second paragraph describes motives for companies to use CSR. In the third paragraph different initiatives that cover CSR are discussed. Finally this chapter ends with a conclusion.

2.1. Definition

In existing literature there are different definitions of CSR. And also at the international level there is no universally accepted single definition of CSR (Boeger 2008). Though there is common ground between them. Some like to capture neatly the integration of financial performance, environmental performance and social performance into the phrase ‘triple bottom line’ reporting. Others merge the concept of sustainability into CSR, stressing that sustainable businesses are those that take account of environmental and social needs as well as financial ones (Griffin 2008). This paragraph discusses three definitions of CSR, that are frequently used in existing literature.

The first definition of CSR is of the World Business Council for Sustainable Development (WBCSD), a CEO-led, global association of some 200 companies dealing exclusively with business and sustainable development.
 In the publication ‘Making Good Business Sense’ (Holme and Watts 2000) they used a definition of CSR that viewed CSR as the third pillar of sustainable development, along with economic growth and ecological balance (Boeger 2008). The definition of the WBCSD is as follows:

“Corporate social responsibility is the commitment of business to contribute to sustainable economic development, working with employees, their families, the local community and society at large to improve their quality of life.”
The second definition of CSR is of the European Commission. In their article ‘Promoting a European Framework for Corporate Social Responsibility’ they used a definition that stresses the voluntary nature of CSR and the fact that it is about integrating social and environmental matters with normal business operations (Griffin 2008). The European Commission defined CSR as:

‘Corporate Social Responsibility 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’
The third and last definition that is discussed in this paragraph is the definition that is used by Business for Social Responsibility (BSR), the world leader in CSR research and consulting.
 This definition generally refers to business decision-making linked to ethical values, compliance with legal instruments and respect for people, communities and environment. The BSR defined CSR as:

‘Operating a business in a manner that meets or exceeds the ethical, legal, commercial and public expectations that society has of business.’

In the remainder part of this thesis, the definition of CSR of the European Commission is used. This definition is chosen because it is the only definitions that clearly emerges both the social and environmental concerns and the voluntary nature of CSR.

2.2. Motives behind Corporate Social Responsibility

The definition of CSR stresses the voluntary nature of CSR. So, if CSR is a voluntary engagement, what drives business to be socially responsible? (Tzavara 2009) In order to find an answer on that question three motives behind CSR will be discussed. These motives are market capitalism, reputation risk management and good corporate citizenship.

2.2.1. Market capitalism

CSR reflects both the strengths and the shortcomings of market capitalism. On the one hand, it promotes social and environmental innovation by business, prompting many firms to adopt new policies, strategies, and products, many of which create social benefits and some of which even boost profits by reducing costs, creating new markets or promoting employee morale. Perhaps most important, it enables citizens to both express their own values and possibly influence corporate practices, by “voting” their social preferences through what they purchase, whom they are willing to work for, and where they invest. This politicization of the market can also help shape public debate and public policy (Vogel 2006).

On the other hand, precisely because CSR is voluntary and market driven, companies will engage in CSR only to the extent that it makes business sense for them to do so. Civil regulation has proven capable of forcing some companies to internalize some of the negative externalities associated with some of their economic activities. But CSR can reduce only some market failures. It often cannot effectively address the opportunistic behaviors, such as free riding, that can undermine the effectiveness of private or self-regulation (Vogel 2006).

2.2.2. Reputation risk management

Andrew Griffin (2008), who believes that CSR is very much part of reputation risk management, describes CSR as ‘a defence mechanism against the collision course of the hostile external world’. He believes that a reason why companies uses CSR is that companies are afraid that today’s social responsibility issues will turn into tomorrow’s lawsuits. And they think that by engaging with the CSR agenda they are limiting future liabilities.

These thoughts of Griffin are supported by the research of Tzavara (2009). They find that investment in CSR reduces the amount of cases brought to court and at the same time increases the probability of a case settling out of court. This research concludes that there is an incentive for firms to invest in CSR in order to avoid costly litigation.

2.2.3. Good corporate citizenship

Globalization and liberalization may explain why interest in CSR among Western governments and Non Governmental Organizations (NGOs) has grown. But the most important driver of corporate interest in CSR is the argument that good corporate citizenship is also good business (Vogel 2006). A report for the Global Corporate Citizenship Initiative undertaken by the consulting firm Arthur D. Little concludes ‘Companies that take corporate citizenship seriously can improve their reputations and operational efficiency, while reducing risk exposure and encouraging loyalty and innovation’. (Roberts et al. 2001).

2.3. Initiatives

Because CSR becomes more known in the world, also initiatives arise that covers to CSR. In this paragraph three of these initiatives are discussed. These initiatives are the UN Global Compact, the Global Reporting Initiative and the Dow Jones Sustainability Indexes.

2.3.1. UN Global Compact

The UN Global Compact is a strategic policy initiative for businesses that are committed to aligning their operations and strategies with ten universally accepted principles in the areas of human rights, labour, environment and anti-corruption. By doing so, business, as a primary agent driving globalization, can help ensure that markets, commerce, technology and finance advance in ways that benefit economies and societies everywhere. The UN Global Compact is endorsed by Chief Executive Officers and is offering a unique strategic platform for participants to advance their commitments to sustainability and corporate citizenship. The ten principles are designed to help advance sustainable business models and markets in order to contribute to the initiative's overarching mission of helping to build a more sustainable and inclusive global economy.
 So, the UN Global Compact is an initiative that encourage businesses worldwide to adopt sustainable and socially responsible policies.

2.3.2. Global Reporting Initiative

Global Reporting Initiative (GRI) is a network-based organization that has pioneered the development of the world’s most widely used sustainability reporting framework and is committed to its continuous improvement and application worldwide. The framework of GRI is called ‘GRI reporting framework’ and it sets out the principles and indicators that organizations can use to measure and report their economic, environmental, and social performance.
 To indicate that a report is GRI-based, report makers should declare the level to which they have applied the GRI Reporting Framework via the “Application Levels” system. In this research this application level is used as the indicator of CSR. To meet the needs of beginners, advanced reporters, and those somewhere in between, there are three levels in the system. They are titled C, B, and A. The reporting criteria at each level reflect a measure of the extent of application or coverage of the GRI Reporting Framework. A “plus” (+) is available at each level (ex., C+, B+, A+) if external assurance was utilized for the report.(Global Reporting Index 2000). A disadvantage of the GRI Application Level is the way of assigning the Application Level. When there is something reported about a specific topic in the report then it is checked on the checklist. It do not matter if they really do something goods in that specific topic.

2.3.3. Dow Jones Sustainability Index

The Dow Jones Sustainability Indexes (DJSI) are influential ethical fund indexes. DJSI are the first global indexes tracking the financial performance of the leading sustainability-driven companies worldwide. Based on the cooperation of Dow Jones Indexes, STOXX Limited and SAM they provide asset managers with reliable and objective benchmarks to manage sustainability portfolios.

Currently more than 70 DJSI licenses are held by asset managers in 16 countries to manage a variety of financial products including active and passive funds, certificates and segregated accounts. In total, these licensees presently manage over 8 billion USD based on the DJSI.

2.4. Conclusion

The definition of the European Commission is used in the remainder part of this thesis, because it clearly emerges both the social and environmental concerns and the voluntary nature of CSR. The definition is: ‘Corporate Social Responsibility 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’. CSR is a voluntary engagement, so companies have motives to engage in CSR. Three of these motives are market capitalism, reputation risk management and good corporate citizenship. Because CSR becomes more known, there also arise initiatives that covers CSR. Three of these initiatives are the UN Global Compact, the Global Reporting Initiative and the Dow Jones Sustainability Indexes.

3. Prior research
This chapter gives an answer on the sub question ‘What is already investigated about measuring the effect of Corporate Social Responsibility on the economic performance of a company?’. In the first paragraph the differences between market-based performance measurement and accounting-based performance measurement are discussed. Further, in the second paragraph, the results of prior research are reviewed. In the third paragraph the hypotheses are formulated based on the prior research. This chapter ends with a conclusion in the fourth paragraph.

3.1. Performance measurement, market-based versus accounting-based

There are two different methods of measuring performance, market-based performance measurement and accounting-based performance measurement. In this paragraph both methods are discussed.

3.1.1. Market-based performance measurement

Market-based measures are forward looking and focus on market performance. They are less susceptible to different accounting procedures and represent the investor’s evaluation of the ability of a firm to generate future economic earnings (McGuire, J. B., A. Sundgren, and T. Schneeweis, 1988). But the stock-market-based measures of performance also yield obstacles. For example, according to Ullmann (1985), the use of market measures suggests that an investor’s valuation of firm’s performance is a proper performance measure.

Examples of studies that use measures of return based on the stock market are the studies of Moskowitz (1972), Vance (1975) and Alexander and Buchholz (1978).

Moskowitz (1972) concludes that firms may actually benefit form socially responsible actions in terms of employee morale and productivity. Vance (1975) refutes previous research by Moskowitz (1972) by extending the time period for analysis from six months to three years, thereby producing results which contradict Moskowitz and which indicate a negative CSP/CFP relationship. Three years later Alexander and Buchholz (1978) improved Vance’s analysis by evaluating stock market performance of an identical group of stocks on a risk adjusted basis, yielding an inconclusive result. So, studies using measures of return based on the stock market indicate diverse results.

Summarizing, market-based measures are forward looking and focus on market performance. The advantage of market-based performance measurement is that it is an objective measure, but the disadvantage is that it suggest that there is a perfect market. Studies using measures of return based on the stock market indicate diverse results.

3.1.2. Accounting-based performance measurement

Accounting-based measures capture only historical aspects of firm performance (McGuire, Schneeweis, & Hill, 1986). A disadvantage is that these measures are subjective, moreover, to bias from managerial manipulation and differences in accounting procedures Examples of accounting-based measures are profit, return on assets (ROA), return on investment (ROI) and return on equity (ROE).

Just like the market-based studies, the studies that explore the relationship between social responsibility and accounting-based performance measures have produced mixed results. Examples of these mixed results are the studies of Cochran and Wood (1984), Aupperle, Carroll and Hatfield (1985) and Waddock and Graves (1997).

Cochran and Wood (1984) located a positive correlation between social responsibility and accounting performance after controlling for the age of assets. In contradistinction to Cochran and Wood (1984), Aupperle, Carroll and Hatfield (1985) detected no significant relation between CSP and a firm’s risk adjusted return on assets (ROA). On the other hand, Waddock and Graves (1997) found significant positive relationships between an index of CSP and performance measures, such as ROA in the following year.

Summarizing, accounting-based measures capture only historical aspects of firm performance. A disadvantage of accounting-based measures is that the measures are subjective. Studies using accounting-based measures indicate diverse results.

3.2. Results of prior research

In this paragraph the results of prior research will be reviewed. Every sub-paragraph discuss one article and also mentions which parts of that article could be useful in the remaining part of this thesis.
3.2.1. Becchetti, et al. (2009)

Article: Corporate social responsibility and shareholder’s value: an empirical analysis

The article of Becchetti et al. makes use of market-based performance measurement. They investigate the impact and relevance of CSR for the capital market by tracing market reactions to corporate entry into and exit from the Domini 400 Social Index (a recognized CSR benchmark) between 1990 and 2004.

There main findings suggest that the impact of social responsibility events has rise over time, and that the abnormal returns around the event date are significantly negative in case of exit from the Domini index. This result is robust to: i) the adoption of different parametric/non parametric methods; ii) stock market seasonality; changes in iii) the estimation window, iv) the event window; v) the model used for estimating abnormal returns. It finally persists when calculated net of the impact of exits presumably related to financial distress.

The findings establish that CSR leads corporations to refocus their strategic goals from the maximization of shareholder value, to the maximization of the goals of a broader set of stakeholders.

3.2.2. Tsoutsoura (2004)

Article: Corporate social responsibility and financial performance

Tsoutsoura used accounting-based performance measurement to test the sign of the relationship between corporate social responsibility and financial performance.. The sign may imply negative, neutral or positive linkages. The argument for a negative relationship follows the thinking of those such as Friedman (1970) and other neoclassical economists. On the other hand, many empirical results reveal no significant relationship between CSR and financial performance. According to this line of thinking (e.g., Ullman, 1985), there are so many variables that intervene between the two that a relationship should not be expected to exist. The third view proposes that there is a positive linkage, since the actual costs of CSR are covered by the benefits. A firm that attempts to decrease its implicit costs by socially irresponsible behaviour by, for example, neglecting to take measures against pollution, will eventually incur higher explicit costs.

Tsoutsoura used empirical techniques to identify the sign of the relationship. This study covered a five year period, 1996-2000 and most of the S&P 500 firms. Tsoutsoura did a regression with financial performance (ROA, ROE and ROS) as the dependent variable and the KLD social responsibility score as the independent variable. In the first model, the logarithm of assets is used as proxy for size, while in the second model the logarithm of sales is used. The ROA appeared to be more closely related to the KLD score then the other two measures of financial performance (ROE and ROS). The results allowed Tsoutsoura to reject the null hypothesis that the coefficient of the KLD score is zero, and show that improved CSR is related to better financial performance.

Summarizing, the findings of the study of Tsoutsoura indicate that CSR is positively related to better financial performance and this relationship is statistically significant. Therefore, it is supporting the view that socially responsible corporate performance can be associated with a series of bottom-line benefits.

3.2.3. Margolis et al. (2007)

Article: Does it pay to be Good? A meta-analysis and redirection of research on the relationship between corporate social and financial performance

Margolis et al. conduct a meta-analysis of 192 effects revealed in 167 studies. They noted whether control variables were incorporated into the estimate of the CSP-CSF effect size. They coded for the most common control variables industry, firm size and risk. Firm size is a worthwhile control variable because larger firms may have greater resources for social investments, attract greater pressure to engage in CSP or, just the opposite, succumb to a diffusion of responsibility (Wu, 2006). Firm risk is also an important factor to control because stable firms with lower risk generally appear more likely to engage in CSP (Alexander & Buchholz, 1978).

The overall effect is positive but small. Looking deeper, they analyze these effects across nine categories of CSP (charitable contributions, corporate policies, environmental performance, revealed misdeeds, transparency, self-reported social performance, observers’ perceptions, third-party audits and screened mutual funds). They find that the association is strongest for the analysis of the specific dimensions of charitable contributions, revealed misdeeds, and environmental performance and when CSP is assessed more broadly through observer perceptions and self-reported social performance. The association is weakest for the specific dimensions of corporate policies and transparency and when CSP is assessed more broadly through third-party audits and mutual fund screens.

Summarizing, this research shows the importance of the control variables industry, firm size and risk. Therefore, Margolis, et al. conclude that if future research on the link between CSP and CSF persists, it should meet a number of minimum standards.

3.2.4. Lin et al. (2009)

Article: The impact of corporate social responsibility on financial performance: Evidence from business in Taiwan

Lin et al. research the impact of consumer behaviour and CSR activity on a firm’s financial performance in Taiwan. To measure the impact of CSR on financial performance, they use a sample of the top 1000 Taiwan-based companies as evaluated by Common Wealth Magazine. After applying three criteria, 33 firms were selected. 

Lin et al. use accounting-based performance measurement. They use Return on Assets (ROA) as the short-term variable of corporate financial performance (CFP). In order to understand the short-term relationship (one year) between CFP and CSR, they tested the association of the ROA with the number obtained as the CSR. To test the long-term relationship (three years) between CFP and CSR, Lin et al. use five specialized financial indicators. Those are the Jensen measure, the amended Jensen measure, the Treynor measure, the Sharp measure and the MCV measure.

The findings suggest that even if positive CSR activities do not increase immediate profitability, they may be instrumental in reducing the risk of damage to brand evaluations in the long run. So, they find a positive relationship between CSR and financial performance. Lin et al. also conclude that analyzing the impact of CSR on financial performance is a complex issue. So, depending solely on a traditional approach does not resolve the question because it lacks a measure of firm-level investment in R&D.

3.2.5. Waddock and Graves (1997)

Artikle: The Corporate Social Performance – Financial Performance link

The article of Waddock and Graves reports the results of a rigorous study of the empirical linkages between financial and social performance. With a broad-based index of CSP, they test whether there is a positive relation between CSP and financial performance and whether both slack resource and good management theory may be operating simultaneously. That index is based on the eight CSP attributes rated consistently across the entire Standard and Poors 500 by the firm Kinder, Lydenberg and Domini (KLD).

Within the slack resources theory better financial performance results potentially in the availability of slack resources that provide the opportunity for companies to invest in social performance domains. 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 would be a predictor of better CSP.

Good management theory argues that there is a high correlation between good management practise, and CSP, simple because attention to CSP domains improve relationships with hey stakeholder groups. This results in better overall performance.

Financial performance was measured using three accounting variables: return on assets (ROA), return on equity (ROE), and return on sales (ROS), providing a range of measures used to assess corporate financial performance by investment community. Waddock and Graves use size, risk and industry as control variables. They find size is a relevant variable because there is some evidence that smaller firms may not exhibit as many overt socially responsible behaviors as do larger firms. All financial data were derived from COMPUSTAT tapes.

The results shows that CSP is found to be positively associated with prior financial performance, supporting the theory that slack resource availability and CSP are positively related. CSP is also found to be positively associated with future financial performance, supporting the theory that good management and CSP are positively related.

3.2.6. McWilliams and Siegel (2000)

Article: Corporate Social Responsibility and financial performance: correlation or misspecification?

McWilliams and Siegel discuss in their article the correlation between CSR and R&D and how to appropriately estimate the impact of CSR on financial performance. They hypothesize that R&D and CSP are positively correlated, since many aspects of CSR create a product innovation, a process innovation, or both. To test this hypothesis, they linked Compustat data to information on CSR provided by the firm of Kinder, Lydenberg and Domini (KLD). KLD provides ratings of CSR or CSP (a measure of CSR), for portfolio managers and other institutional investors who wish to incorporate social factors intro their investment decisions. Their data series contains 524 firms.

McWilliams and Siegel use the same economic model as Waddock and Graves (1997) but with the addition of the control variable R&D intensity. This results in the following econometric model:

PERFi = f(CSPi, SIZEi,, RISKi, INDi, RDINTi, INDADINTi)

PERFi =
long-run economic or financial performance of firm i (measures of accounting profits)
CSPi =
a proxy for corporate social responsibility of firm i (based on an index of social performance)
SIZEi =
a proxy for the size of firm i
RISKi =
a proxy for the ‘risk’ of firm i (debt/asset ratio) 
INDi =
industry of firm i (4 digit SIC code)
RDINTi =
R&D intensity of firm i (R&D expenditures/sales) 
INDADINTi =
advertising intensity of the industry of firm i

The results confirm the hypothesis of McWilliams and Siegel regarding the importance of including R&D and industry factors in a model that attempts to ‘explain’ corporate performance. The most striking results are that R&D, CSP and financial performance all appear to be strongly positive correlated.

The findings of McWilliams and Siegel underscore the importance of using the appropriate specification when estimating the ‘return’ on CSR investment. So, it is important to include important strategic variables, such as R&D intensity in a model that ‘explain’ firm performance.

3.2.7. Nelling and Webb (2008)

Article: Corporate social responsibility and financial performance: the “virtuous circle” revisited

Nelling and Webb examine the causal relation between CSR and financial performance. There findings suggest that CSR and performance are related when they use standard OLS regression models. However, in a time series fixed effects approach with over 2.800 firm-year observations, they find that the relation between CSR and financial performance is much weaker.

To measure CSR, Nelling and Webb use the KLD Socrates Database. This index is compiled by an independent rating service that focuses on a wide range of firms over a broad spectrum of CSR screens, whereas alternative measures of CSR focus on a small sample of firms or use a narrow CSR screen. They assess financial performance using both accounting (return on assets, or ROA) and market-based (common stock returns) measures from Compustat.

The results from the OLS regression, linking a firm’s level of CSR with its financial performance, suggest that a “virtuous circle” exists. However the results suggest a weaker relationship between CSR and financial performance, by controlling for firm fixed effects, for example corporate culture and managerial influence.

Besides an OLS regression, Nelling and Webb also use Granger causality models. With these models they address the link between financial performance and CSR in the context of Granger causality. The results suggest that firms do not “do well” by “doing good”. So, CSR activity is not causally related to contemporaneous or subsequent financial performance.

The conclusion of the investigation of Nelling and Webb is that strong stock market performance leads to greater firm investment in aspects of CSR devoted to employee relations, but that CSR activities do not affect financial performance.
3.3. Hypotheses

The study of Tsoutsoura (2004) indicates that CSR is positively related to better financial performance and this relationship is statistically significant, supporting, therefore, the view that socially responsible corporate performance can be associated with a series of bottom-line benefits. Furthermore, the findings of the article of Lin et al. (2009) suggest that ‘even if positive CSR activities do not increase immediate profitability, they may be instrumental in reducing the risk of damage to brand evaluations in the long run’. Based on these studies I expect a positive effect of CSR on the economic performance of companies in Europe. Therefore, the first hypothesis is:

H1: CSR has a positive effect on the economic performance of companies in Europe.

The study of Margolis et al. (2007) shows that one of the common control variable is firm size. Larger firms may have greater resources for social investments, attract greater pressure to engage in CSP, a measure of CSR, or, just the opposite, succumb to a diffusion of responsibility (Wu, 2006). Based on these studies I expect that larger firms engage more in CSR. Therefore, the second hypothesis is:

H2: Firm size has a positive effect on the use of CSR.

Another common control variable is firm risk (Margolis et al. 2007). As already mentioned in the second chapter a motive for firms to use CSR is risk management. Therefore, I expect that firms with a higher firm risk has a higher use of CSR. Therefore, the third hypothesis is:

H3: Firm risk has a positive effect on the use of CSR.

The results of the study of McWilliams and Siegel (2000) indicate that R&D, CSP and financial performance all appear to be strongly correlated. Lin et al. (2009) concludes that depending solely on a traditional approach does not resolve the question because it lacks a measure of firm-level investment in R&D. So, both the article of McWilliams and Siegel (2000) as the article of Lin et al. (2009) indicate the importance of R&D in a model that tries to ‘explain’ corporate performance. Based on these studies, I expect that companies with a higher R&D intensity invest more in CSR. This results in the fourth hypothesis:

H4: R&D intensity has a positive effect on the use of CSR.

The results of the study of Margolis et al. (2007) indicates that industry is one of the most common control variables in research on the relationship between CSR and financial performance. The industry of a company has an effect on the CSR and the financial performance, because some industries may be considered more ‘dirty’ than others, such as heavy manufacturing or chemicals. Through this stakeholders pay more attention to the CSR of companies in a ‘dirty’ industry. And they expect that a company in a ‘dirty’ industry use more CSR than a company in a ‘clean’ industry. So, I expect that the industry of a firm has an effect on the use of CSR. This results in the fifth hypothesis:

H5: Industry has an effect on the use of CSR.

3.4. Conclusion

Becchetti et al. (2009) uses market-based measures and found a positive relation between social responsibility events and abnormal return. Tsoutsoura (2004) uses accounting-based measures of financial performance (ROA, ROE and ROS) and the KLD social responsibility score as a measure for CSR. The findings of the study of Tsoutsoura indicate that CSR is positively related to better financial performance and this relationship is statistically significant, supporting, therefore, the view that socially responsible corporate performance can be associated with a series of bottom-line benefits. Lin et al. (2009) use the accounting-based ROA as the short-term variable of CFP and five specialized financial indicators as the long-term relationship. They find a positive relationship between CSR and financial performance. Just like Tsoutsoura (2004) and Lin et al. (2009) the accounting-based measure of financial performance, ROA will be the short-term variable in the research of this thesis.

The study of Waddock and Graves (1997) contains the control variables industry, firm size and firm risk. The meta-analysis of Margolis et al. (2007) includes also these most common control variables. Because of the importance of these control variables, they will be used in the research of this thesis.

The results of the study of McWilliams and Siegel (2000) shows that it is important to include important strategic variables, such as R&D intensity in a model that ‘explain’ firm performance. So, besides the control variables industry, firm size and firm risk also the control variable R&D intensity is used in the research of this thesis.

4. Research design

This chapter gives an answer on the sub question ‘Which models could be used to answer the hypotheses?’. The first paragraph discusses the sample selection and the sample selection criteria. In the second paragraph the research method is described. This chapter ends with a conclusion.

4.1. Sample selection

The sample period is the year 2009. I have chosen 2009 because that is the most recent year of which both the annual report information and the CSR information are available. I started with a sample of all the European firms in the GRI Reporting List of 2009 available on June 15th 2010. The CSR information is collected from the GRI Reporting List available on June 15th 2010. The financial data is collected from the database of Thomson One Banker. In the sample selection process I used the following criteria:

· Exclude firms with the application level ‘undeclared’.

· The required financial data for the variables is available in the database of Thomson One Banker.

After the sample selection process, 93 firms remained in the sample. This sample is stated in Appendix A.
4.2. Research method

4.2.1. Multiple regression model

In order to test the first hypothesis ‘CSR has a positive effect on the economic performance of companies in Europe’ regression analysis is used. With a regression analysis I attempt to explain the movements in the dependent variable ,economic performance, by reference to movements in the independent variable, CSR. Because the economic performance is not only depend of CSR but also of the control variables firm size, firm risk, industry and R&D intensity I use a multiple linear regression model. The statistical model for multiple linear regression is:
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Combining this statistical model with the economic model of Waddock & Graves (1997) and the addition of the covariate ‘R&D intensity of a firm’ of the study of McWilliams and Siegel (2000), results in the following model.
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where

PERFi =
a proxy for the long-run economic performance of firm i;

CSPi =
a proxy for corporate social responsibility of firm i;

SIZEi =
a proxy for the size of firm i, the total sales;

RISKi =
a proxy for the ‘risk’ of firm i, the debt/asset ratio;

INDi =
industry of firm i, the 4 digit SIC Code;

RDINTi =
R&D intensity of firm i, the R&D expenditures/sales ratio.

4.2.2. Simple regression model

To test the second till the fourth hypotheses also an regression analyses is used. Instead of multiple regression model a simple regression model is used. The difference between a multiple regression model and a simple regression model is the amount of predictors. As the name already suggests, a multiple regression model has several predictor variables and a simple regression model has just a single predictor variable. So, the second till the fourth hypotheses focus on the relation between the outcome variable (CSR) and one predictor variable. 

For the second hypothesis “Firm size has a positive effect on the use of CSR’ the predictor variable is the size of a firm. This results is in the following statistical model:
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The predictor variable of the third hypothesis ‘Firm risk has a positive effect on the use of CSR’ is firm risk. Therefore the used statistical model for the third hypothesis is as follows:
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The fourth hypothesis is ‘R&D intensity has a positive effect on the use of CSR’. So the predictor variable is R&D intensity and the used statistical model is:
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4.2.3. Correlation

One of the assumptions of a regression is that there is no correlation between the independent variables. To test the correlation between the variables in the regression model I use the Pearson correlation coefficient. Pearson’s correlation coefficient is a standardized measure of the strength of relationship between two variables. It can take any value form -1 (as one variable changes, the other changes in the opposite direction by the same amount), through 0 (as one variable changes the other does not change at all), to +1 (as one variable changes, the other changes in the same direction by the same amount) (Field 2005).

4.2.4. Significance

After testing the correlation between the variables, I will test the coefficients of the variables, the b-values. A b-value represents the change in the outcome resulting from a change in the independent variables. In other words the b-value tell us to what degree each predictor affects the outcome if the effects of all other predictors are held constant. If a variable significantly predicts an outcome, than it should have a b-value significantly different from zero. Therefore, I use the t-statistic to test the null hypothesis that the value of b is zero. So, bexpected is zero. If b differs significantly from zero (at a significance level of 5%), the independent variable contributes significantly to the statistical model. A problem with testing whether the b-values are different from zero is that their magnitude depends on the units of measurement. Therefore, the t-test is calculated by taking account of the standard error (SE) (Field 2005).

4.3. Variables

In this paragraph both the variables that are used in the multiple regression model and the simple regression model are described.

4.3.1. Definitions

As a proxy for the long-run economic performance of a firm, just as Tsoutsoura (2004) and Lin et al. (2009) the accounting-based measure of financial performance, return on assets (ROA) is used. 

The application level of the GRI reporting framework is used as a proxy for CSR of a firm. As already mentioned there are three application levels, C, B and A. A “plus” (+) is available at each level (ex., C+, B+, A+) if external assurance was utilized for the report. This results in six different symbols, that are from best to worst, A+, A, B+, B, C+ and C.

The control variables that are used in this study are size, risk, industry and research and development intensity. 

· As a proxy for size I use the logarithm of the total sales of a firm.

· As a proxy for risk I use the ratio (total debt / total assets).

· As a proxy for the industry I use the 4-digit SIC Code. Thereafter the 4-digit SIC Codes are subdivide in groups. These groups are in accordance with the main groups of the SIC Codes. In the sample more than 70% of the firms belongs to the main group ‘manufacturing’. Therefore, the main group ‘manufacturing’ is also divided in subgroups. This results in the subdivision as stated in appendix B.

· The intensity of research and development is measured as research and development expenses divided by the total of sales.

4.3.2. Analysis

Table 1 shows the descriptive statistics for all variables used in this study. The average CSR rating of the sample is 4,11, corresponding with the GRI Application Level B+.

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	ROA
	93
	-6,03244
	21,65216
	5,0611081
	5,42108243

	GRI Application Level
	93
	1
	6
	4,11
	1,729

	Total Sales
	93
	229,74M€
	199441,32M€
	18509,7727M€
	31815,25870M€

	Risk
	93
	,22
	149,38
	29,7174
	25,04784

	R&D Intensity
	93
	,01216
	27,30224
	3,5843728
	5,33283029

	Valid N (listwise)
	93
	 
	 
	 
	 


Table 1 Descriptive Statistics
Table 2 gives a listing of the industries and average industry CSR ratings. The average CSR ratings per industry differ from 1,00 (‘Fabricated Metal Products’, ‘Misc. Manufacturing Industries’ and ‘Wholesale Trade’) till 6,00 (‘Mining’). Striking is that ‘Mining’ has the highest CSR rating. All the six ‘Mining’ companies scores the maximum rating of 6,00. The most common industry in the sample is the ‘chemicals and allied products’ industry with an average CSR of 4,00. This average corresponds, just as the average CSR of the whole sample, with the GRI Application Level B+.

	Industry
	N
	CSR
	Minimum
	Maximum

	Chemicals and Allied Products
	16
	4,00
	1
	6

	Construction
	2
	5,00
	4
	6

	Electrical Equipment and Components
	7
	2,86
	1
	4

	Fabricated Metal Products
	1
	1,00
	1
	1

	Finance, Insurance, And Real Estate
	2
	4,50
	3
	6

	Industrial and Commercial Machinery and Computer Equip
	8
	4,63
	2
	6

	Manufacturing, Food and Kindred Products
	4
	4,25
	3
	6

	Manufacturing, Paper and Allied Products
	3
	4,67
	3
	6

	Measurement Analyzing, Control Instr. and Related Prod.
	5
	3,20
	1
	5

	Mining
	6
	6,00
	6
	6

	Misc. Manufacturing Industries
	1
	1,00
	1
	1

	Petroleum and Coal Products
	5
	4,40
	3
	6

	Primary Metal Industries
	8
	2,75
	1
	4

	Rubber/Misc. Plastic Products
	2
	5,50
	5
	6

	Services
	5
	4,20
	2
	6

	Stone, Clay, Glass and Concrete Products
	1
	5,00
	5
	5

	Transportation Equipment
	6
	4,67
	3
	6

	Transportation, Communication, Electric, Gas, And Sanitary Services
	10
	4,70
	3
	6

	Wholesale Trade
	1
	1,00
	1
	1

	Total
	93
	4,11
	1
	6


Table 2 Industries in the sample
4.4. Conclusion

After the sample selection process, the sample for the research contains 93 European firms from the GRI Reporting List. In order to test the hypothesis both a simple regression model and a multiple regression model will be used. The Pearson correlation coefficient will be used to test the correlation between the variables in the multiple regression model. After checking the correlation, the b-value of the variables will be checked with a t-test.

5. Results

This chapter shows the results of the statistical research of this study. Each of the hypothesis are tested. In the first paragraph the results of the multiple regression regarding the first hypothesis are showed and discussed. Then, in the second paragraph, the results of the simple regressions regarding to the second till the fifth hypothesis are shown and discussed. The chapter ends with a conclusion.

5.1. Multiple regression

Table 3 provides the correlation matrix for the key variables. Only one relation is significantly correlated, the GRI application level and total sales are positively and significantly correlated at a significance level of 0.01.

	 
	 
	ROA
	GRI Application Level
	Firm Size
	R&D Intensity
	Firm Risk

	ROA
	Pearson Correlation
	1
	,123
	-,068
	,137
	-,201

	 
	Sig. (2-tailed)
	 
	,239
	,518
	,192
	,053

	GRI Application Level
	Pearson Correlation
	,123
	1
	,322(**)
	,076
	,096

	 
	Sig. (2-tailed)
	,239
	 
	,002
	,470
	,359

	Firm Size
	Pearson Correlation
	-,068
	,322(**)
	1
	-,086
	,026

	 
	Sig. (2-tailed)
	,518
	,002
	 
	,415
	,805

	R&D Intensity
	Pearson Correlation
	,137
	,076
	-,086
	1
	-,059

	 
	Sig. (2-tailed)
	,192
	,470
	,415
	 
	,577

	Firm Risk
	Pearson Correlation
	-,201
	,096
	,026
	-,059
	1

	 
	Sig. (2-tailed)
	,053
	,359
	,805
	,577
	 


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

Table 3 Correlation matrix

Table 4 shows the results of the multiple regression with ROA as the dependent variable. In the first model the only independent variable is the GRI application level. The second model 
	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	B
	Std. Error

	1
	(Constant)
	3,473
	1,453
	 
	2,391
	,019

	 
	GRI Application Level
	,387
	,326
	,123
	1,185
	,239

	2
	(Constant)
	6,447
	3,393
	 
	1,900
	,061

	 
	GRI Application Level
	,538
	,360
	,172
	1,493
	,139

	 
	ln Total Sales
	-,306
	,418
	-,084
	-,730
	,467

	 
	R&D Intensity
	,107
	,105
	,105
	1,017
	,312

	 
	Risk
	-,043
	,022
	-,199
	-1,917
	,058

	3
	(Constant)
	6,934
	4,278
	 
	1,621
	,110

	 
	GRI Application Level
	,438
	,421
	,140
	1,041
	,302

	 
	ln Total Sales
	-,039
	,500
	-,011
	-,078
	,938

	 
	R&D Intensity
	-,005
	,127
	-,005
	-,039
	,969

	 
	Risk
	-,020
	,025
	-,093
	-,820
	,415

	 
	Mining
	-3,891
	2,804
	-,177
	-1,388
	,170

	 
	Construction
	-5,149
	3,969
	-,139
	-1,297
	,199

	 
	Manufacturing, Food and Kindred Products
	,860
	3,018
	,032
	,285
	,776

	 
	Manufacturing, Paper and Allied Products
	-5,694
	3,380
	-,187
	-1,685
	,096

	 
	Petroleum and Coal Products
	-2,855
	2,965
	-,119
	-,963
	,339

	 
	Rubber/Misc. Plastic Products
	4,357
	4,055
	,117
	1,074
	,286

	 
	Stone, Clay, Glass and Concrete Products
	-5,035
	5,345
	-,096
	-,942
	,349

	 
	Primary Metal Industries
	-7,307
	2,383
	-,380
	-3,066
	,003

	 
	Fabricated Metal Products
	-7,301
	5,387
	-,140
	-1,355
	,180

	 
	Industrial and Commercial Machinery and Computer Equip
	-2,757
	2,277
	-,143
	-1,211
	,230

	 
	Electrical Equipment and Components
	-2,273
	2,385
	-,111
	-,953
	,344

	 
	Transportation Equipment
	-7,669
	2,683
	-,349
	-2,859
	,006

	 
	Measurement Analyzing, Control Instr. and Related Prod.
	-1,799
	2,756
	-,075
	-,653
	,516

	 
	Misc. Manufacturing Industries
	6,779
	5,397
	,130
	1,256
	,213

	 
	Transportation, Communication, Electric, Gas, And Sanitary Services
	-2,889
	2,409
	-,166
	-1,199
	,235

	 
	Wholesale Trade
	-1,909
	5,404
	-,037
	-,353
	,725

	 
	Finance, Insurance, And Real Estate
	-4,602
	4,035
	-,124
	-1,140
	,258

	 
	Services
	-,438
	2,651
	-,018
	-,165
	,869


a  Dependent Variable: ROA

Table 4 Multiple regression results

also include the firm size, firm risk and R&D intensity as independent variables. In the third model also the industry dummies are added.

The reference category of the industry dummies is the ‘Chemicals and Allied Products’ industry. As already mentioned in the previous chapter, this industry is the most common industry in the sample and has a CSR mean of 4,00 and a ROA mean of 7,87. The beta value of the dummy industries tells the change in the outcome due to an unit change in the predictor. For example the first dummy variable ‘Mining’ shows the difference between the change in ROA related to the reference category, ‘Chemicals and Allied Products’ and ‘Mining’. The beta value of ‘Mining’ (b = -3,981) tells the relative between the ROA of ‘Chemicals and Allied Products’ and ‘Mining’. So, the ROA of ‘Mining’ is 3,981 lower than the ROA of ‘Chemicals and Allied Products’. But the t-statistics of this dummy variable is not significant, so the change in ROA is not predicted by whether the industry is ‘Chemicals and Allied Products’ compared to if the industry is ‘Mining’. The industries that significantly differ from the reference category ‘Chemicals and Allied Products’ are ‘Primary Metal’ and ‘Transportation Equipment’ (p < 0,01).

The third model shows that the GRI application level has a positive but no significant effect on the ROA (b = 0.438). So, when al other variables are constant and the GRI application level increases by one unit then the ROA changes with 0,438. Because the positive effect is not significant, the results indicate that there is no effect of the GRI application level on the ROA. This result do not support the first hypothesis ‘CSR has a positive effect on the economic performance of companies in Europe’

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

	1
	,123(a)
	,015
	,004
	5,40922369

	2
	,282(b)
	,079
	,038
	5,31826513

	3
	,582(c)
	,338
	,130
	5,05519056


a  Predictors: (Constant), GRI Application Level

b  Predictors: (Constant), GRI Application Level , R&D Intensity, Risk, Total Sales

c  Predictors: (Constant), GRI Application Level , R&D Intensity, Risk, Total Sales, Industry Dummies

Table 5 Model summary

Table 5 shows that model 3 explains 33,8% (R Square x 100%) of the variance in the change of the ROA. Table 4 also shows the fit of the model (adjusted R²) improves from 0,004 in model 1, to 0,038 in model 2, to 0,130 in model 3. This indicates that the control variables (firm size, firm risk, R&D intensity and industry) are useful to predict the effect of CSR on the economic performance. The ANOVA in table 6 shows that model 3 has a significance of 0,065 (p < 0,10). This result supports the results of table 4 that CSR has no effect on the economic performance, at a significance level of 10%.

	Model
	 
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	41,076
	1
	41,076
	1,404
	,239(a)

	 
	Residual
	2662,633
	91
	29,260
	 
	 

	 
	Total
	2703,708
	92
	 
	 
	 

	2
	Regression
	214,721
	4
	53,680
	1,898
	,118(b)

	 
	Residual
	2488,987
	88
	28,284
	 
	 

	 
	Total
	2703,708
	92
	 
	 
	 

	3
	Regression
	914,862
	22
	41,585
	1,627
	,065(c)

	 
	Residual
	1788,847
	70
	25,555
	 
	 

	 
	Total
	2703,708
	92
	 
	 
	 


a  Predictors: (Constant), GRI Application Level

b  Predictors: (Constant), GRI Application Level , R&D Intensity, Risk, Total Sales

c  Predictors: (Constant), GRI Application Level , R&D Intensity, Risk, Total Sales, Industry Dummies

d  Dependent Variable: ROA

Table 6 Anova

5.2. 
Simple regression

5.2.1. Firm size

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	B
	Std. Error

	1
	(Constant)
	-,395
	,974
	 
	-,406
	,686

	 
	ln Total Sales
	,509
	,109
	,441
	4,690
	,000


a  Dependent Variable: GRI Application Level

Table 7 Simple regression, firm size

Table 7 shows the results of the regression with the independent variable firm size and the dependent variable CSR. These results suggest that firm size has a positive and significant effect on the use of CSR and therefore support the second hypothesis ‘firm size has a positive effect on the use of CSR’.

5.2.2. Firm risk

The results of the regression with the independent variable firm risk and the dependent variable CSR are shown in table 8. These results suggest that firm risk has a small positive but no significant effect on the use of CSR. Because the results are not significant, there is no effect of firm risk on the use of CSR. These results are not consistent with the hypothesis ‘firm risk has a positive effect on the use of CSR’.

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	B
	Std. Error

	1
	(Constant)
	3,910
	,279
	 
	14,003
	,000

	 
	Risk
	,007
	,007
	,096
	,922
	,359


a  Dependent Variable: GRI Application Level

Table 8 Simple regression, firm risk
5.2.3. R&D intensity

Table 9 shows the results of the regression with the independent variable R&D intensity and the dependent variable CSR. These results suggest that R&D intensity has no significant effect on the use of CSR. Therefore there is no effect of R&D intensity on the use of CSR. This results is not consistent with the hypothesis ‘R&D intensity has a positive effect on the use of CSR’. 

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	B
	Std. Error

	1
	(Constant)
	4,019
	,217
	 
	18,530
	,000

	 
	R&D Intensity
	,025
	,034
	,076
	,726
	,470


a  Dependent Variable: GRI Application Level

Table 9 Simple regression, R&D intensity

5.2.4. Industry

As already mentioned in the previous chapter, table 3 shows that the average CSR ratings per industry differ from 1,00 till 6,00. That suggests that the kind of industry has an effect on the use of CSR. Table 10 shows the results of the regression with the independent variable, the industry dummies, and the dependent variable, CSR. The used dummy variables are the same dummy variables as used in the multiple regression to test hypothesis one. So, the reference category is the industry ‘Chemicals and Allied Products’. This industry has a CSR mean of 4,00. 

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	B
	Std. Error

	1
	(Constant)
	4,000
	,389
	 
	10,291
	,000

	 
	Mining
	2,000
	,744
	,286
	2,687
	,009

	 
	Construction
	1,000
	1,166
	,084
	,858
	,394

	 
	Manufacturing, Food and Kindred Products
	,250
	,869
	,029
	,288
	,774

	 
	Manufacturing, Paper and Allied Products
	,667
	,978
	,069
	,682
	,498

	 
	Petroleum and Coal Products
	,400
	,797
	,052
	,502
	,617

	 
	Rubber/Misc. Plastic Products
	1,500
	1,166
	,127
	1,286
	,202

	 
	Stone, Clay, Glass and Concrete Products
	1,000
	1,603
	,060
	,624
	,535

	 
	Primary Metal Industries
	-1,250
	,673
	-,204
	-1,857
	,067

	 
	Fabricated Metal Products
	-3,000
	1,603
	-,180
	-1,872
	,065

	 
	Industrial and Commercial Machinery and Computer Equip
	,625
	,673
	,102
	,928
	,356

	 
	Electrical Equipment and Components
	-1,143
	,705
	-,175
	-1,622
	,109

	 
	Transportation Equipment
	,667
	,744
	,095
	,896
	,373

	 
	Measurement Analyzing, Control Instr. and Related Prod.
	-,800
	,797
	-,105
	-1,004
	,319

	 
	Misc. Manufacturing Industries
	-3,000
	1,603
	-,180
	-1,872
	,065

	 
	Transportation, Communication, Electric, Gas, And Sanitary Services
	,700
	,627
	,126
	1,117
	,268

	 
	Wholesale Trade
	-3,000
	1,603
	-,180
	-1,872
	,065

	 
	Finance, Insurance, And Real Estate
	,500
	1,166
	,042
	,429
	,669

	 
	Services
	,200
	,797
	,026
	,251
	,802


a  Dependent Variable: GRI Application Level

Table 10 Simple regression, industry

The results of the regression (table 10) shows that the industry ‘Mining’ is the only industry that significantly differs (p < 0,05) from the reference category. It is worth noting that there are five industries (Mining, Primary Metal Industries, Fabricated Metal Products, Misc. Manufacturing Industries, and Wholesale Trade) that differs from the reference category at a significance level of 10%. (p < 0,10). This supports the hypothesis ‘industry has an effect on the use of CSR’.
5.3. Conclusion

The results of the regressions shows that CSR has no effect on the economic performance of companies in Europe. Further, the use of CSR is positively effected by the size of a firm. Both firm risk and R&D intensity has no effect on the use of CSR. Besides the size of a firm the use of CSR is also effected by the kind of industry in which the company operates.

6. Conclusions
In this last chapter, the conclusions of this thesis are mentioned. In the first paragraph the main findings of the research with regard to the research sub questions are discussed. The second paragraph mentions the research limitations and the last paragraph gives an answer on the main research question of this thesis.

6.1. Main findings

In this thesis the effect of CSR on the economic performance of companies in Europe is examined. This topic is chosen because of the contradictions between the results of existing studies about this topic. Therefore the main research question of this thesis is ‘What is the effect of Corporate Social Responsibility on the economic performance of companies in Europe?’. This main research question is answered with the help of the four sub questions.

What is Corporate Social Responsibility?

In this thesis three different definition of CSR are discussed. Of these three definitions, the definition of the European Commission is chosen to be the definition of CSR in this thesis. This definition is chosen because it clearly emerges both the social and environmental concerns and the voluntary nature of CSR. The definition is: ‘Corporate Social Responsibility 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’.

Because CSR is a voluntary engagement, so companies have motives to engage in CSR. Three of these motives are market capitalism, reputation risk management and good corporate citizenship. Market capitalism enables citizens to both express their own values and possibly influence corporate practice, by ‘voting’ their social preferences through what they purchase, whom they are willing to work for, and where they invest. On the other hand, precisely because CSR is voluntary and market driven, companies will engage in CSR only to the extent that it makes business sense for them to do so. By using CSR as reputation risk management, firms invest in CSR in order to avoid costly litigation. The third motive of using CSR is good corporate citizenship. Because good corporate citizenship is also good business.

Because CSR becomes more known, there also arise initiatives that covers CSR. Three of these initiatives are the UN Global Compact, the Global Reporting Initiative (GRI) and the Dow Jones Sustainability Indexes (DJSI). The UN Global Compact is an initiative that encourage businesses worldwide to adopt sustainable and socially responsible policies. The framework of GRI is called ‘GRI reporting framework’ and it sets out the principles and indicators that organizations can use to measure and report their economic, environmental, and social performance. The DJSI provide asset managers with reliable and objective benchmarks to manage sustainability portfolios.

What is already investigated about measuring the effect on Corporate Social Responsibility on the economic performance of a company?

There are two different methods of measuring performance, market-based performance measurement and accounting-based performance measurement. Market-based measurement is forward looking and focuses on market performance. The advantage of market-based performance measurement is that it is an objective measure, but the disadvantage is that it suggest that there is a perfect market. Accounting-based measurement captures only historical aspects of firm performance. A disadvantage of accounting-based measures is that the measures are subjective. Both studies with market-based performance measurement and studies with accounting-based performance measurement indicate diverse results.

Becchetti et al. (2009) uses market-based measures and found a positive relation between social responsibility events and abnormal return. Tsoutsoura (2004) uses accounting-based measures of financial performance (ROA, ROE and ROS) and the KLD social responsibility score as a measure for CSR. The findings of the study of Tsoutsoura indicate that CSR is positively related to better financial performance and this relationship is statistically significant, supporting, therefore, the view that socially responsible corporate performance can be associated with a series of bottom-line benefits. Lin et al. (2009) use the accounting-based ROA as the short-term variable of CFP and five specialized financial indicators as the long-term relationship. They find a positive relationship between CSR and financial performance. Just like Tsoutsoura (2004) and Lin et al. (2009) the accounting-based measure of financial performance, ROA will be the short-term variable in the research of this thesis.

The study of Waddock and Graves (1997) contains the control variables industry, firm size and firm risk. The meta-analysis of Margolis et al. (2007) includes also these most common control variables. Because of the importance of these control variables, they will be used in the research of this thesis.

The results of the study of McWilliams and Siegel (2000) shows that it is important to include important strategic variables, such as R&D intensity in a model that ‘explain’ firm performance. So, besides the control variables industry, firm size and firm risk also the control variable R&D intensity is used in the research of this thesis.

Which hypotheses could be formulated based on the prior research?

Based on the prior research, five hypotheses are formulated. These hypotheses are:

· H1: CSR has a positive effect on the economic performance of companies in Europe.

· H2: Firm size has a positive effect on the use of CSR.

· H3: Firm risk has a positive effect on the use of CSR.

· H4: R&D intensity has a positive effect on the use of CSR.

· H5: Industry has an effect on the use of CSR.

Which models could be used to answer the hypotheses?

After the sample selection process, the sample for the research contains 93 European firms from the GRI Reporting List. In order to test the first hypothesis a multiple regression model is used. To test the second till the fifth hypothesis a simple regression model is used. Because one of the assumptions of a regression model is that there is no correlation between independent variables, the Pearson correlation coefficient will be used to test the correlation between the variables in the multiple regression model. After testing the correlation, the b-value of the variables will be checked with a t-test.

6.2. Research limitations

The sample of the research has 93 European firms. Because of this small amount of firms the sample could be not representative for all the European firms. When analyzing the results of the study this possibility should be taken in account.

In other limitation of this research could be the variables of the research model. It could be that not all the factors are included in the research model that significantly affect he effect of CSR on the economic performance of companies. A second limitation is this research could be unknown underlying phenomena. In this research no other events are considered to affect the relation between CSR and the economic performance of companies. So, a possible limitation of this research is that the research model is not complete.

A last limitation of this research is the measurement of CSR with the GRI Application Level. Because the disadvantage of the GRI Application Level is the way of assigning the Application Level, it could be that the Application Level do not reflect well the level of CSR use. It could be useful for further research to look more in depth at the use of CSR instead of using the GRI Application Level as measure of CSR.

6.3. Thesis conclusion

The results of the multiple regression show that the GRI application level has no effect on the ROA. This is not consistent with the hypothesis ‘CSR has a positive effect on the economic performance of companies in Europe’. The results do not confirm the findings of the study with companies from the United States of America of McWilliams and Siegel (2000), ‘CSR has a neutral impact on financial performance’. The results are in confirmation with the conclusion of the study with companies from the KLD Socrates Database of Nelling and Webb (2008) ‘CSR activities do not affect financial performance’. This indicates that the effect of CSR on the economic performance of companies in Europe is similar to the effect of CSR on the economic performance of companies of the KLD Socrates Database but not similar to companies in the United States of America.

The results of the simple regressions show that firm size has a positive effect on the use of CSR. This suggest that the larger a firm the more they use CSR. Both firm risk and R&D intensity has no effect on the use of CSR. he industry of a firm has a significant effect on the use of CSR.

The final conclusion of this thesis is:

Corporate Social Responsibility has no effect on the economic performance of companies in Europe.
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Appendix A, sample (after sample selection process)
	Organization
	GRI Application Level
	Industry
	Country

	ABB Limited                                      
	B+      
	Services                                                                                            
	CHE     

	Abengoa SA                                       
	A+      
	Construction                                                                                        
	ESP     

	Anglo American PLC                               
	A+      
	Mining                                                                                              
	GBR     

	Asml Hol                                          
	A       
	Industrial and Commercial Machinery and Computer Equip                                              
	NLD     

	Astrazeneca PLC                                  
	B+      
	Chemicals and Allied Products                                                                       
	GBR     

	Atlas Copco AB                                    
	A+      
	Industrial and Commercial Machinery and Computer Equip                                              
	SWE     

	Aurubis                                           
	C       
	Primary Metal Industries                                                                            
	DEU     

	BASF SE                                           
	A+      
	Chemicals and Allied Products                                                                       
	DEU     

	Bayer                                             
	A+      
	Finance, Insurance, And Real Estate                                                                 
	DEU     

	BG Group PLC                                     
	A+      
	Mining                                                                                              
	GBR     

	BMW AG                                            
	A       
	Transportation Equipment                                                                            
	DEU     

	BP PLC                                           
	A+      
	Petroleum and Coal Products                                                                         
	GBR     

	BSH Grou                                          
	B       
	Electrical Equipment and Components                                                                 
	DEU     

	BT Group PLC                                     
	A+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	GBR     

	Clariant AG                                      
	C       
	Chemicals and Allied Products                                                                       
	CHE     

	Compagnie Financiere Richemont SA                
	C       
	Misc. Manufacturing Industries                                                                      
	CHE     

	Componenta OYJ                                    
	C       
	Primary Metal Industries                                                                            
	FIN     

	Croda International PLC                          
	C       
	Chemicals and Allied Products                                                                       
	GBR     

	Daetwyler Holding AG                             
	C       
	Wholesale Trade                                                                                     
	CHE     

	Organization
	GRI Application Level
	Industry
	Country

	Daimler                                           
	A+      
	Transportation Equipment                                                                            
	DEU     

	Danisco A/S                                       
	A+      
	Chemicals and Allied Products                                                                       
	DNK     

	Deutsche                                          
	A+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	DEU     

	Deutsche                                          
	A       
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	DEU     

	Diageo PLC                                       
	A+      
	Manufacturing, Food and Kindred Products                                                            
	GBR     

	Electrolux AB                                     
	B+      
	Electrical Equipment and Components                                                                 
	SWE     

	Elval-Hellenic Aluminium Industry                
	C       
	Primary Metal Industries                                                                            
	GRC     

	Enagas SA                                        
	A+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	ESP     

	Enbw Ene                                          
	B       
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	DEU     

	ENI                                              
	B+      
	Petroleum and Coal Products                                                                         
	ITA     

	Ericsson Telephone AB                             
	B+      
	Electrical Equipment and Components                                                                 
	SWE     

	EVN AG                                           
	A+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	AUT     

	Evonik                                            
	B       
	Finance, Insurance, And Real Estate                                                                 
	DEU     

	Fagerhult AB                                      
	C       
	Electrical Equipment and Components                                                                 
	SWE     

	Fiat Spa                                         
	B+      
	Transportation Equipment                                                                            
	ITA     

	Geberit AG                                       
	A       
	Rubber/Misc. Plastic Products                                                                       
	CHE     

	Heidelbe                                          
	A       
	Stone, Clay, Glass and Concrete Products                                                            
	DEU     

	Hellenic Petroleum SA                            
	B       
	Petroleum and Coal Products                                                                         
	GRC     

	Henkel A                                          
	B       
	Chemicals and Allied Products                                                                       
	DEU     

	Hochtief                                          
	B+      
	Construction                                                                                        
	DEU     

	Holmen AB                                         
	A       
	Manufacturing, Paper and Allied Products                                                            
	SWE     

	Organization
	GRI Application Level
	Industry
	Country

	Indesit Company                                  
	B       
	Electrical Equipment and Components                                                                 
	ITA     

	Johnson Matthey PLC                              
	B+      
	Primary Metal Industries                                                                            
	GBR     

	Kone OYJ                                          
	C+      
	Industrial and Commercial Machinery and Computer Equip                                              
	FIN     

	Kongsberg Gruppen ASA                             
	B       
	Measurement Analyzing, Control Instr. and Related Prod.                                             
	NOR     

	Koninkli                                          
	A+      
	Chemicals and Allied Products                                                                       
	NLD     

	Koninkli                                          
	B+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	NLD     

	Koninkli                                          
	B+      
	Electrical Equipment and Components                                                                 
	NLD     

	Logica PLC                                       
	A       
	Services                                                                                            
	GBR     

	Merck Kg                                          
	B       
	Chemicals and Allied Products                                                                       
	DEU     

	Metso OYJ                                         
	B       
	Industrial and Commercial Machinery and Computer Equip                                              
	FIN     

	Nolato AB                                         
	C       
	Electrical Equipment and Components                                                                 
	SWE     

	Norsk Hydro ASA                                   
	B+      
	Primary Metal Industries                                                                            
	NOR     

	Norske Skogindustrier ASA                         
	B       
	Manufacturing, Paper and Allied Products                                                            
	NOR     

	Novartis AG                                      
	A+      
	Chemicals and Allied Products                                                                       
	CHE     

	Novo Nordisk A/S                                  
	A+      
	Chemicals and Allied Products                                                                       
	DNK     

	Novozymes A/S                                     
	A       
	Chemicals and Allied Products                                                                       
	DNK     

	NXP Semi                                          
	A       
	Measurement Analyzing, Control Instr. and Related Prod.                                             
	NLD     

	Oce NV                                            
	B+      
	Measurement Analyzing, Control Instr. and Related Prod.                                             
	NLD     

	OMV AG                                           
	A+      
	Mining                                                                                              
	AUT     

	Orkla ASA                                         
	B       
	Manufacturing, Food and Kindred Products                                                            
	NOR     

	Outokumpu OYJ                                     
	B+      
	Primary Metal Industries                                                                            
	FIN     

	Organization
	GRI Application Level
	Industry
	Country

	Polski Koncern Naftowy Orlen SA                  
	B       
	Petroleum and Coal Products                                                                         
	POL     

	Puma Rud                                          
	A+      
	Rubber/Misc. Plastic Products                                                                       
	DEU     

	Reckitt Benckiser Group PLC                      
	A+      
	Chemicals and Allied Products                                                                       
	GBR     

	Richter Gedeon PLC                               
	C       
	Chemicals and Allied Products                                                                       
	HUN     

	Rio Tinto PLC                                    
	A+      
	Mining                                                                                              
	GBR     

	Roche Holding AG                                 
	A+      
	Chemicals and Allied Products                                                                       
	CHE     

	Royal Du                                          
	A+      
	Petroleum and Coal Products                                                                         
	NLD     

	Sabmiller PLC                                    
	B+      
	Manufacturing, Food and Kindred Products                                                            
	GBR     

	SAP AG                                            
	B+      
	Services                                                                                            
	DEU     

	SBM Offs                                          
	C+      
	Services                                                                                            
	NLD     

	SCA AB                                            
	A+      
	Manufacturing, Paper and Allied Products                                                            
	SWE     

	SKF AB                                            
	A+      
	Industrial and Commercial Machinery and Computer Equip                                              
	SWE     

	Solarwor                                          
	A+      
	Industrial and Commercial Machinery and Computer Equip                                              
	DEU     

	SSAB AB                                           
	C       
	Fabricated Metal Products                                                                           
	SWE     

	Statoil ASA                                       
	A+      
	Mining                                                                                              
	NOR     

	Straumann Holding AG                             
	B       
	Measurement Analyzing, Control Instr. and Related Prod.                                             
	CHE     

	Technip                                          
	B       
	Industrial and Commercial Machinery and Computer Equip                                              
	FRA     

	Telekom Austria AG                               
	B+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	AUT     

	Teliasonera AB                                    
	B       
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	SWE     

	Telvent Git SA                                   
	A+      
	Services                                                                                            
	ESP     

	Thyssenk                                          
	B       
	Primary Metal Industries                                                                            
	DEU     

	Organization
	GRI Application Level
	Industry
	Country

	Trelleborg AB                                     
	B+      
	Transportation Equipment                                                                            
	SWE     

	Umicore SA                                        
	B+      
	Primary Metal Industries                                                                            
	BEL     

	Unilever                                          
	B+      
	Manufacturing, Food and Kindred Products                                                            
	NLD     

	Vaisala OYJ                                       
	C       
	Measurement Analyzing, Control Instr. and Related Prod.                                             
	FIN     

	Vedanta Resources PLC                            
	A+      
	Mining                                                                                              
	GBR     

	Vodafone Group PLC                               
	B+      
	Transportation, Communication, Electric, Gas, And Sanitary Services                                 
	GBR     

	Volkswag                                          
	A+      
	Transportation Equipment                                                                            
	DEU     

	Volvo AB                                          
	B       
	Transportation Equipment                                                                            
	SWE     

	Wacker C                                          
	B       
	Chemicals and Allied Products                                                                       
	DEU     

	Wartsila OYJ                                      
	A+      
	Industrial and Commercial Machinery and Computer Equip                                              
	FIN     

	Yara International ASA                            
	C       
	Chemicals and Allied Products                                                                       
	NOR     


Appendix B, subdivision SIC groups
	2 digit SIC Code
	Industry

	01-09
	Agriculture, Forestry, And Fishing

	10-14
	Mining

	15-17
	Construction

	20
	Manufacturing, Food and Kindred Products

	21
	Manufacturing, Tobacco Manufacturing

	22
	Manufacturing, Textile Mill Products

	23
	Manufacturing, Apparel and Other Textile Products

	24
	Manufacturing, Lumber and Wood Products

	25
	Manufacturing, Furniture and Fixtures

	26
	Manufacturing, Paper and Allied Products

	27
	Manufacturing, Printing and Publishing

	28
	Manufacturing, Chemicals and Allied Products

	29
	Manufacturing, Petroleum and Coal Products

	30
	Manufacturing, Rubber/Misc. Plastic Products

	31
	Manufacturing, Leather and Leather Products

	32
	Manufacturing, Stone, Clay, Glass and Concrete Products

	33
	Manufacturing, Primary Metal Industries

	34
	Manufacturing, Fabricated Metal Products

	35
	Manufacturing, Industrial and Commercial Machinery and Computer Equip

	36
	Manufacturing, Electrical Equipment and Components

	37
	Manufacturing, Transportation Equipment

	38
	Manufacturing, Measurement Analyzing, Control Instr. and Related Prod.

	39
	Manufacturing, Misc. Manufacturing Industries

	40-49
	Transportation, Communications, Electric, Gas, And Sanitary Services

	50-51
	Wholesale Trade

	52-59
	Retail Trade

	60-67
	Finance, Insurance, And Real Estate

	70-89
	Services

	91-97
	Public Administration

	99
	Nonclassifiable Establishments
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