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Abstract

Since the early seventies of the twentieth century, academic research have examined the impact of CSR adoption by companies. Numerous studies focused their research on the interaction between Corporate Social Responsibility (CSR) performance and financial performance. The outcome of these studies show mixed results as positive, negative and neutral relationships are found. In addition to these studies a debate continues to take place between a traditional view and the stakeholders view. The traditional view argues that management should make decisions that maximize the present value of a companies shareholders (Friedman, 1962). The stakeholders view argues that companies have responsibilities that goes well beyond the maximizing of shareholders value (Swanson, 1999; Whetten, Rands & Godfrey, 2001). One way to resolve this debate is to find a business case for Corporate Social Responsibility. Therefore, I have examined the interaction between the disclosure of CSR activities and financial performance of Dutch listed companies. The transparency benchmark is used in this paper as a proxy to measure voluntary CSR disclosure. For financial performance the proxies sales, market share, cost of capital and debt asset ratio of the company are used. Consistent with prior empirical research that finds a neutral relationship, this paper finds not a significant relationship between CSR disclosure and financial performance.

In addition to this research I have conducted further analysis in which I used EIRIS (Ethical Investment Research Service) data to measure CSR performance. This analysis finds that CSR performance has in general a positive impact on the financial performance, of the firms in the sample population, and therefore support the business case for CSR.  
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1 Introduction 

During the last decade attention for corporate social responsibility (CSR) has increased significantly. The business community started reporting about their ethical, social and environmental activities. Also in marketing, being green and social is positioned as a relevant product and firm characteristic as it can attract customers, investors and increase reputation. Further the current financial crisis has made governments aware of the need for sustainable growth. For example Barack Obama (President of the U.S) outlined the challenges in sustainability in his victory speech:”…Around us, the financial sector is being re-shaped after a dramatic collapse in some parts of it, trust in the market has been eroded, and governments have been making a comeback as regulators and overseers. In the past few weeks I have often been asked whether companies can still afford to invest in sustainable development. My answer is simple: yes. Now is not the time to waver. In my view, the need for responsible business engagement in the big issues of our time is urgent.’

In academic research, CSR has become a topic of interest since the last half of the twentieth century. Numerous studies investigate the connection between social and financial performance (see for example Ruf et al. 2001 in paragraph 3.2). Also theoretical views on the link between financial and social performance are discussed (for example see Scholtens 2008). Furthermore, some studies review prior empirical findings regarding the relationship between social and financial performance (see Orlitzky, Schmidt and Rynes, 2003).
Mackey et al. (2004 p.1) mentions that in relation to these studies debates continue to rage about whether or not firms should engage in socially responsible behaviour. On the one hand, traditional economic arguments suggest that managers should make decisions that maximize the wealth of a firm’s equity holders (Friedman, 1962). Managers do this by making decisions that maximize the present value of a firm’s future cash flows (Copeland, Murrin, & Koller, 1994). To the extent that socially responsible activities are inconsistent with these economic objectives, traditional financial logic suggests that they should be avoided. Indeed, firms that engage in such activities—especially when they are very costly—may be subject to various forms of market discipline, including limited access to low cost capital, the replacement of senior managers, and takeovers (Jensen & Meckling, 1976). On the other hand, some business and society scholars have argued that firms have a duty to society that goes well beyond simply maximizing the wealth of equity holders (Swanson, 1999; Whetten, Rands, & Godfrey, 2001). These scholars argue that such a narrow focus can lead management to ignore other important stakeholders—including employees, suppliers, customers, and society at large—and that sometimes the interests of these other stakeholders should supersede the interests of a firm’s equity holders in managerial decision making, even if this reduces the present value of a firm’s cash (Mackey et al. 2004). One way to resolve this debate is to observe a positive relationship between CSR performance and financial performance. 
This paper will therefore examine if there is a business case for corporate social responsibility and corporate sustainable development. To narrow it down this paper focuses on the question if the embed ness of CSR in the annual report has a positive influence on the performance of organisations.  

1.1 Research question 

The research question in this paper to be investigated is:

What is the impact of the embed ness of corporate social responsibility in the annual report on the performance of Dutch listed companies?

I have divided this main research question into the following sub questions, to enhance the comprehensibility of the paper.

· What is CSR / Corporate sustainability?

· What are corporate disclosures?
· Are there current standards for CSR reporting / auditing?
· What are the motives for CSR / Corporate sustainability?

· Is there a theoretical business case for CSR / Corporate sustainability?
· Which performance variables have been recommended in previous studies to measure the effect of CSR / Corporate sustainability?
· What are the empirical findings of previous research related to the relation of performance and CSR / Corporate sustainability? 

These sub questions will be examined in the theoretical and empirical background. 

The research question will be tested via the following hypotheses:

Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher revenue
Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparency benchmark, will generate a higher revenue
To gain more insight about the effect of the embed ness of CSR reporting, within specific industries, I will perform an in depth research on the development of market shares of companies within the different industries of the sample population. This will be tested with the following hypotheses. 

Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher market share 
Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparency benchmark, will have an increased market share
Finally, to gain more insight in the different financial opportunities, caused by CSR, the research question will be tested via the following hypotheses:

Dutch listed firms that report more transparent about CSR, according to the Dutch Transparency benchmark, will have a lower cost of capital

Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a lower debt asset ratio

1.2 Research Method
This paper, as mentioned earlier, focuses on the relation between the embed ness of corporate social responsibility in the annual report (in this paper also indicated as CSR disclosure) and performance. I choose the Dutch transparency benchmark as a proxy for the embed ness of corporate social responsibility. The Dutch transparency benchmark is a widely accepted benchmark for assessing sustainability embed ness in the annual report in the Netherlands. The Dutch transparency benchmark consists in 2009 of approximately 90 Dutch listed firms and 70 non listed firms. In 2010 the population of the benchmark will be expanded to 500 companies on advice by the SER. In this way the SER can use the expanded Transparency benchmark for improved monitoring purposes. The variable revenue (in this paper also indicated as annual sales) is used as a proxy for performance. This proxy has been chosen for the following reasons. First many studies have used profit and stock price as a proxy for performance. To extend these studies I will focus on revenue. Second many companies argue that adopting CSR will have a positive influence on their revenue level. This has however to my knowledge not been tested empirically.
To gain more insight on the effect of sustainability reporting this paper will provide an in depth research on the market share development within industries of the population sample. In this way specific industry effects will be taken into account and therefore the results will represent a more honest view. Finally, other financial opportunities, caused by CSR, will be investigated via the variables debt asset ratio and the cost of capital.
This research will be conducted on the companies listed on the Dutch stock exchange market adopted by the transparency benchmark. Non listed firms are excluded due to the fact that the financial data of these companies are not publicly available. The final sample that I will use for the research depends on the availability of the required data to apply the research. 
The sample period contains the years 2004 until 2008. This period corresponds to the period that the transparency benchmark has been made available. 
The method of research will contain two phases. In the first phase I will explore preceding literature studies concerning CSR and financial performance. This is done with the aim of gaining more knowledge and to answer the research sub questions. To test the hypothesis I will perform empirical quantitative research. The following data sources are used within this research:

Transparency benchmark
The Ministry of Economic Affairs organises every year the transparency benchmark. The aim of this benchmark is to give insight in the transparency of the sustainability reports of large Dutch companies. All companies in the benchmark are rated on their transparency via a methodology developed under the authority of the Ministry of Economic Affairs in cooperation with PriceWaterhouseCoopers and the advisory commission (panel of experts chaired by Dr. N. Kamp-Roelands).  The transparency benchmark is publicly available on the website of the Ministry of Economic Affairs.
Thomson one banker
The variables annual sales (revenue), market share, debt asset ratio and cost of capital are downloaded via the source Thomson one banker. Thomson one banker is a data platform that contains financial data of listed companies all over the world.

1.3 Relevance

The research for this paper is relevant for the following reasons:

As mentioned the attention for CSR has increased in the last decade and is an important issue in the light of the current financial crisis. Many researchers have investigated the impact of CSR on the financial performance of the firm. There are for example findings proving that there is a positive relation between CSR and financial performance. On the other hand there are also findings of a negative relation between these variables. (See chapter 3). However there exists to my opinion no literature on the relation between the embed ness of CSR in the annual report and sales, although Ruf et al. (2001) also uses sales as an indicator for financial performance.  So, this paper extends the existing literature, by focusing on specific variables within the field of corporate social responsibility and performance. Finally if this study concludes that there is a positive relationship between the embed ness of social reporting and financial performance, then this is relevant for firms and stakeholders, to gain more insight in the business case for sustainability reporting. For companies this can be a reason to take their CSR policy and reporting more serious. Also this can be an argument for stakeholders and regulators to convince firms of the benefits of a good CSR policy
1.4 Outline of the paper

The structure of this paper is organized as follows. In chapter 2, the theoretical background regarding corporate social responsibility is described. Prior research and empirical findings regarding the relation between CSR and performance is discussed in chapter 3. In chapter 4 the hypotheses development is described. Chapter 5 presents the research methodology and in chapter 6 the empirical findings of this paper are discussed. Finally the conclusions are presented in chapter 7 and further analysis is discussed in chapter 8.   

2 Theoretical background Corporate Social Responsibility
This chapter presents a theoretical background on Corporate Social Responsibility. It will describe definitions of CSR and gives a brief overview of the history. Also voluntary CSR disclosures and theoretical motives to adopt CSR are discussed. Finally, the CSR report and its common guidelines are described.
2.1 Defining Corporate Social Responsibility and Sustainability

To gain more insight in the concept of CSR this paragraph will discuss several definitions and give a brief history on the development of CSR.
There have been a number of attempts to define exactly the field of CSR the proliferation of which has led to increased confusion (Margolis, 2003). Expressions like “corporate social responsibility” (CSR), “sustainability”, “corporate responsibility”, “corporate governance” (CG), “environmental social governance” (ESG) and “corporate citizenship” (CC) normally express the responsibility of a company towards stakeholders. The ISO Strategic Advisory Group on Social Responsibility confirms that “there is no single authoritative definition of the term “corporate/organizational social responsibility”. (Bassen et al. 2006)
Some definitions mentioned in the literature are:

Corporate Responsibility refers to the treatment of stakeholders in an ethical or responsible manner (Hopkins, 2001), the making of a business commitment to contribute to sustainable economic development, and working with employees, their families, the local community, and society at large to improve the quality of life (World Business Council for Sustainable Development, 2006). The European Union defines CSR as a program in which companies decide voluntarily to contribute to a better society and a cleaner environment. A simple definition is offered by Elhauge (2005): sacrificing profits in the social interest.
After studying the literature on CSR one can conclude that the nature and scope of corporate social responsibility has changed during the years. However it is probably accurate to say that all societies at all points in time have had some degree of expectation that organizations would act responsibly, by some definition. Carroll (1999) mentions that the concept of CSR has a wide and varied history and that it is possible to find evidence that companies have their concern for society for centuries. However formal writing about the concept of CSR is more a product of the last half of the twentieth century.
In the eighteenth century the great economist and philosopher Adam Smith (1723 – 1790) expressed the traditional or classical economic model of business in his book the wealth of nations. This model suggests that if market participants pursue their own personal interests then the needs and desires of society could best be met. Individuals would produce and deliver the goods and services that would earn them a profit, but also meet the needs of others by acting in a self-interested manner, which result in the fact that resources get allocated to their highest valued uses. However, even Smith recognized that the free market did not always perform perfectly and he stated that marketplace participants must act honestly and justly toward each other if the ideals of the free market are to be achieved. In his theory of moral sentiments, published 17 years before the wealth of nations, he also stretched out the importance of society. Adam Smith discusses, in Moral Sentiments, the moral forces that restrain selfishness and bind people together in a workable society (Brue 2000)
Moratis and Van der Veen (2006) mention that in the late nineteenth century the Industrial Revolution lead to radical change, especially in Europe and the United States. Many of the principles, as mentioned above by Adam Smith, were borne out as the introduction of new technologies allowed for more efficient production of goods and services. Large organizations developed and acquired great power, and their founders and owners became some of the richest and most powerful men in the world, who believed in that time in the philosophy that came to be called "Social Darwinism”. This philosophy, in simple form, is the idea that the principles of natural selection and survival of the fittest are applicable to business and social policy. This type of philosophy justified cutthroat, even brutal, competitive strategies and did not allow for much concern about the impact of the successful corporation on employees, the community, or the larger society. 

Around the beginning of the twentieth century a backlash against the large corporations began to gain momentum as it was criticized as being too powerful and for practicing antisocial and anticompetitive practices. Laws and regulations, such as the Sherman Antitrust Act, were enacted to rein in the large corporations and to protect employees, consumers, and society at large. Around this period also the business community no longer only concerned about their financial performance. 
In the 1960s and 1970s the civil rights movement, consumerism, and environmentalism affected society's expectations of business. Based on the general idea that those with great power have great responsibility, many called for the business world to be more proactive in ceasing to cause societal problems and starting to participate in solving societal problems. Elkington (1997) describes, in his book cannibals with forks, the development of CSR via three pressure waves, in which the first take place around the end of the sixties and the seventies of the twentieth century. Elkington (1997) explains the first pressure wave via some social events, like the foundation in 1969 of the friends of the earth, in 1970 of Greenpeace and in 1970 the first earth day is being organized. 
CSR fiercest critic around this period is Milton Friedman who wrote ‘the one and only social responsibility, is to increase profits for shareholders.

CSR transforms at the end of the eighties in more ethical oriented (Carroll 1999). Elkington (1997) describes this period as the second wave which peaked between 1988 and 1990. This period is characterized by many scandals, like the explosion in the chemical factory in Bhopal (India), the disaster in 1986 in Tsjernobyl (Russia) and in 1989 the disaster with the Exxon Valdez in Alaska (United States) and the first Gulf War. Also a key contributory factor was the discovery of the Antarctic ozone hole in 1985. Other events in the field of CSR are the foundation of the Green Consumer Movement. In 1987 the World Commission on Environment and Development published a report in which sustainability is the central theme. This report our common future is better known as the ‘Brundtland-report’. In 1992 the UN published the earth summit. The Earth summit is better known as the RIO declaration in which 27 principles should lead to future sustainable development. 

Elkington (1997) believes that the third wave has already begun and is characterized by globalizing. Business developing a competitive edge in the area of sustainability will be much better placed to identify and win a share of the new markets. Social events in this period are the Brent spar, the nuclear test of France on Mururoa, 1997 was the year of the Kyoto agreement.
Deegan (2000 p. 289) states that during the last one to two years a number of corporations throughout the world has also commenced discussing various issues associated with what has become commonly termed triple bottom line reporting. This has been defined by Elkington (1997) as reporting that provides information about the economic, environmental and social performance of an entity. It represents a departure from previous ‘bottom line’ perspectives, which have traditionally focused solely on an entity’s financial or economic performance. The notion of reporting against three components of economic, environmental and social performance is directly tied to the concept and goal of sustainable development. Sustainable development has been defined as development that meets the needs of the present world without compromising the ability of future generations to meet their own needs (Brundtland Report, 1987). 

Deegan (2000) further mention that triple bottom line reporting if properly implemented will provide information to enable others to assess how sustainable an organisation’s or a community’s operations are.

The perspective taken is that for an organisation (or a community) to be sustainable (a long run perspective) it must be financially secure (as evidenced by such measures as profitability); it must minimise (or ideally eliminate) its negative environmental impacts; and it must act in conformity with social expectations. These three factors are obviously highly interrelated (Deegan 2000).

In this report CSR is defined and measured by the standards set by the Ministry of Economic Affairs in their Transparency benchmark. In chapter 5 the measurement criteria of the Transparency benchmark are explained.

2.2 Motives for voluntary CSR disclosures
In this paragraph the concept of voluntary disclosure is explained. Also the motives for adopting and reporting about CSR are discussed. 
2.2.1 Voluntary Disclosures

In this paragraph the concept and demand for voluntary disclosures are explained
Healy and Palepu (2001 p. 405) state: “financial reporting and disclosure are potentially important means for management to communicate firm performance and governance to outside investors. (Healy and Palepu (2001). Some examples of different focus areas of voluntary disclosures are:

- Management earnings forecast, pre-announcements by management about financial earnings before the release of actual earnings;
-Social and environmental reports, disclosing how a company acts on their responsibility for the impact of their activities on the environment and stakeholders like, consumers, employees, suppliers etc;

-Management achievements, information on achieved projects and company targets;

-Risks management, improvements on effectiveness and efficiency of operational, market, credit risk etc;

-Internal control disclosures, complying with standards and regulations like the SOX act, SAS 70, Basel II etc. 

Some authors (see Meek, Roberts and Gray, 1995 p. 555) define voluntary disclosure as: disclosures in excess of requirements which represent free choices on the part of company managements to provide accounting and other information deemed relevant to the decision needs of users of their annual reports. Requirements are considered for example international standards as US GAAP (the Generally Accepted Accounting practices of the United States of America), or IFRS (International Financial Reporting standards).
Within the area of social and environmental reporting one can understand from studying financial accounting that there is a relative of absence of requirements relating to the public disclosure of information about the social and environmental performance of an entity. Nevertheless for a number of years many organisations throughout the world have been voluntarily providing public disclosures about their environmental and to a lesser extent their social performance (Deegan 2000). 
So why do organisations decide to voluntary disclose information on their management achievements, risk improvements or social performance?
Management can differentiate their company from other companies, by using voluntary disclosures, when other companies do not perform financially or socially as well as their own company does. In these cases management will provide, via a voluntary disclosure, more information than mandatory.

Also voluntary disclosures can mitigate the information gap that exists between companies and stakeholders. According to Healy and Palupe (2001), firms will in general have better information than investors about the value of companies and investment opportunities and therefore have incentives to overstate their value, creating an information problem. Voluntary disclosure can mitigate the information gap (see for example Petersen, Plenborg, 2006). Information asymmetry can, therefore, be seen as the main reason for the demand for financial reporting and corporate disclosure.  (Healy and Palupe 2001)
Several research studies (see Petersen, Plenborg, 2006) provide empirical evidence for the negative association between voluntary disclosure of information and information asymmetry. This means that when the level of voluntary disclosure increases, the information asymmetry decreases. Additional research in this field of CSR shows that this reduction in information asymmetry results in a reduction in the cost of capital for a company (Hail, 2002).
2.2.2 Theoretical CSR motives and value enhancing explanations

The recent moves by many companies throughout the world to implement reporting mechanisms that provide information about the social and environmental performance of their entities imply that the management of these organisations considers that they have an accountability not only for their economic performance, but also for their social and environmental performance. While this is a view held by many individuals it is not necessarily a view that is accepted universally. Many people still consider that the major goal of business entities is to generate profits for the benefits of shareholders. 
In this paragraph theories are discussed that explain why an organisation adopts and reports about CSR. Some theories explain CSR reporting form a positive financial perspective. Other theorize the necessity of CSR reporting and can explain a neutral or mixed link with financial performance.
Deegan (p. 292) considers several theories that can be applied to explain why organisations might elect to voluntary provide information about their organisational strategies and their social and environmental performance. For example:
Legitimacy theory

Adopting this perspective we could argue that an entity would undertake certain social activities (and provide an account thereof) if management perceived that the particular activities were expected the communities in which it operates. Failure to undertake the expected activities may result in the entity no longer being considered legitimate and this in turn will impact on the support it receives from the community, and hence, it survival.
Stakeholder Theory
Management is likely to focus on the expectations of powerful stakeholders. Powerful stakeholders are those who control resources that are both scarce and essential to the organisation. Under this perspective management would be expected to take on those activities expected by the powerful stakeholders, and to provide an account on those activities to these stakeholders
Accountability model (Gray, Owen and Adams (1996)

Under this perspective organisations have many responsibilities and with every organisational responsibility comes a set of rights for stakeholders, including rights to information from the organisation to demonstrate its accountability in relation to the stakeholders expectations. Obviously, determing responsibilities is not a straightforward exercise different people will have different perspectives of the responsibilities of business.
Positive Accounting Theory

This theory predicts that all people are driven by self-interest. As such, particular social and environmental activities, and their related disclosure, would only occur if it had positive wealth implications for the management involved.
This report is performed within the field of the Positive Accounting Theory. It relates CSR disclosures to firm performance. 
In the CSR literature many researchers give explanations how CSR can be value enhancing for organisations. According to SustainAbility (2001) financial drivers for CSR at the company level can be: customer attraction, brand value & reputation, human & intellectual capital, risk profile, innovation and licence to operate. In the next part of this paragraph some of these financial drivers are explained
Better employee moral

Becchetti (2007 p. 5) argues that we must take into account that the adoption of CSR may have positive effects on the market value of the firm by improving workers productivity. This is especially the case when it involves wage and non-wage benefits for firm employees. The improvement of productivity is widely analyzed by the efficiency wage literature (Yellen, 1984) in shirking (Stiglitz-Shapiro, 1984) and gift exchange models (Akerlof, 1982). In addition, Bechetti (2007 p.6) mentions the importance of intrinsic motivations in productivity and the availability of employees to accept lower wages (and even voluntary work). When intrinsic motivations are strong they can operate as a channel through which corporate social responsibility may reduce costs and increase productivity by stimulating alignment between corporate goals and employee motivations.

Better stakeholders relations
Freeman (1984) agues that CSR may be an optimal choice to minimize transaction costs and potential conflicts with stakeholders. In this perspective, CSR may be seen as an effective tool for improving firm reputation, and reducing the risk of remaining victims of consumer activism and legal actions. This can lead to an increase of firm profit and is another strong argument for adopting CSR in the firm strategy
Risk mitigation
According to Bassen et al. (2006 p. 6) it is apparent that irresponsible corporate behaviour may cause risks. Brand image and reputation are increasingly considered to be a company’s most important asset. One of the major risks of irresponsible corporate behaviour is the threat of losing a good reputation. Incidents caused by irresponsible behaviour can damage the trust and the loyalty of stakeholders towards a company. One possible reaction of consumers is a boycott. If a company operates in a responsible manner, investors face a lower risk of consumer boycotts and are more likely to invest, especially in the long run. Therefore CR is not just a method of risk mitigation, but also an opportunity for value creation. Engaging in CR activities from the corporate governance point of view, e.g. transparent reporting, lowers the material risk (Bassen et al. 2006). 
To conclude CSR can lead to risk mitigation which can bring opportunities for value creation of for example financial indicators, like annual sales level, improved debt asset ratio and a lower cost of capital.
Also a report by Goldman Sachs (2004) mentions that mainly, shareholders want to be sure that companies have applied a good management practice to manage these risks. 

Social responsible investment

Another value enhancing explanation is mentioned by Bassen et al (2006 p. 7) who argue that socially responsible investment (SRI) is still a niche market. SRI refers to investment in ecological and or socially acting companies, and is increasingly demanded by stakeholders and investors. Bassen et al (2006) also discusses a study on SRI, conducted by CSR Europe, that found that for 79% of fund managers and analysts surveyed in 2003, good management of social and environmental risks had a positive impact on a company’s market value in the long-term, but no impact in the short-term. Another main outcome of the study was that interest in SRI has risen over the past two years, according to 61% of fund managers and analysts (CSR Europe, 2003).

To conclude, investors are becoming increasingly sensitive to CSR issues on a risk level. This implies that companies that do not engage in the CSR development might incur a higher cost of capital as is assumed that company risk is a major influencing factor on the cost of capital (Bassen et al. 2006). 
Decision usefulness

As mentioned above investors are becoming increasingly sensitive to CSR issues. Attention for CSR is increasing and therefore CSR policy and reporting is taking into account at decision moments. For example CSR policy and reporting are nowadays discussed at shareholders meetings. To review the CSR policy of companies there are research firms, like: EIRIS, Sustainable Asset Management (SAM) and Dutch Sustainable research.
Marketing tool
As mentioned in the introduction being green and social is a relevant product and firm characteristic. In this way CSR can be used as a marketing tool. McWilliams & Siegel (2001); Waddock & Graves (1997) mention that socially responsible behaviour can enable a firm to differentiate its products in its product market. In that way it can influence customers and stakeholders to generate a better performance.
Also there are CSR activities, such as donation of funds for good causes, which bring a purely reputational benefit to a company (Bird et al, 2007)

Litigation costs
Adopting CSR and good corporate governance can reduce litigation risk. This will lead to less fines and in that way be more cost efficient. In the literature (Belkaoui, 1976; Bragdon & Marlin, 1972; Freedman & Stagliano, 1991; Shane & Spicer, 1983; Spicer, 1978) mention that CSR can enable a firm to avoid costly government imposed fines, which can improve the profit of the firm. 
Cost savings

Bird et al. (2007) claim that certain types of CSR activities translate into an increased value for a company, hence increasing the value for its shareholders. For instance the decision to become more energy efficient has a cost-saving effect, whereas the initiative to reduce one’s emission of green house gases can prevent the government or other regulatory bodies from undertaking future actions constituting further costs. 
2.3 CSR Reporting standards and guidelines 
This paragraph describes the various standards and guidelines concerning the CSR report and the numerous benefits it could offer a company.
Corporate leaders face a dynamic and challenging task in attempting to apply societal ethical standards to responsible business practice. Increasing pressure for social responsibility was ranked second, in a Financial Times / PriceWaterhouseCoopers survey, of the views of 750 Chief Executive Officers on the most important business challenges for companies in 2000. Companies, especially those operating in global markets, are increasingly required to balance the social, economic and environmental components of their business, while building shareholder value (Morimoto et al. 2005 p 1). These important business challenges will have to be explained and shown to the stakeholders. One way of explaining and showing the companies CSR activities to the stakeholders is trough a CSR report.
Currently, there is not a standard (mandatory) CSR report, because the nature of each report depends upon: the range of stakeholders for whom it is intended; what the organisation has achieved and is trying to achieve; and the variety of issues and topics covered.

Primarily CSR is still on a voluntary basis. Although better regulation on reporting and the promotion of entrepreneurial CSR culture are now high on the European agenda, as confirmed by the Commission’s 2006 Annual Progress Report on Growth and Jobs. 

Although the CSR report is not mandatory there are several definitions, standards, guidelines and opinions, created by regulators and independent institutions, on CSR reporting. These will be discussed in the following sections:

2.3.1 CSR reporting guidelines
One of the best known standards comes from the Global Reporting Initiative and the Institute for Social and Ethical Accountability (ISEA, also known as AccountAbility), the AA1000 APS. Their concept of social and ethical accounting, auditing and reporting (SEAAR) is increasingly influential. 

Further standards include the Guide to Sustainability Reporting (Handreiking voor Maatschappelijke verslaggeving) of the Dutch Accounting Standards Board (DASB), the Sustainability Reporting Guidelines of the Global Reporting Initiative (GRI), the standards of the World Business Council for Sustainable Development (WBCSD), and the standards of the Institute for Social and Ethical Accountability (AccountAbility). In preparing its Guide to Sustainability Reporting, the DASB drew on the GRI Guidelines (2002 edition). The GRI’s Sustainability Reporting Guidelines were created by an authoritative and recognised body of experts, using a transparent multi stakeholder process, and are accessible to everyone (NVCOS 3410N p. 10). 

Furthermore the DASB (Raad voor de Jaarverslaggeving) has redesigned guideline 400, which is developed as a guideline that focus on guidance for reporting on a companies CSR activities. The DASB has chosen for new “recommendation” and not rules that have to be obliged. The criteria for the Transparency benchmark are largely consistent with guideline 400 and the Guide to Sustainability Reporting of the Dutch Accounting Standards Board (DASB).
The SER (Social and Economic Council of the Netherlands), a Dutch institute that advices the Dutch government on the social economic policy, mentions that primary corporate social responsibility is a responsibility of the business community. In addition, the government has also an important role to play as it sets frameworks and stimulates developments and investments that contribute to sustainability development.
Finally, the ISO (the International Organization for Standardization) has decided to develop an International Standard providing guidelines for social responsibility (SR). The guidance standard, which is known as ISO 2600, will be published in 2010 and can be used voluntary. The standard will not include requirements and therefore is not a certification standard.

As mentioned CSR reporting is not applicable by law. However to enhance the credibility of the report a company may choose to ask for assurance by a CPA firm. There are several guidelines for engaging an Assurance assignment. For example:

As mentioned before, the Institute for Social and Ethical Accountability (ISEA, also known as AccountAbility) created the AA1000 Assurance Standard. Their concept of social and ethical accounting, auditing and reporting (SEAAR) is increasingly influential. 

The NVCOS 3410N Assurance engagements relating to sustainability reports. This Standard provides guidance to the auditor when performing an assurance engagement relating to an organisation’s sustainability report.

Finally, the IFAC (International federation of accountants) has created the International Framework for assurance Engagement and is also working on a standard for GHG assurance.  It consolidates all of the important aspects of sustainability for organizations wishing to deliver long-term sustainable value to their stakeholders

2.3.2 Benefits of adopting guidelines and the CSR report
As mentioned the aim of this research is to find a business case for CSR. Therefore this section explains which benefits a company can have disclosing their CSR activities and adopting a standard, like the GRI guidelines or the ISO 2600 standard. According to Dr Kernaghan Webb, facilitator of the CSR and Standards Forum, there are a number of ways in which a company, although not intended for certification, could benefit from an ISO social responsibility standard. They include:

•
Making the company more attractive to investors;

•
Attracting more customers;

•
Lowering insurance premiums;

•
Improving relations with business partners such as suppliers;

•
Improving relations with workers and with the local community;

•
Improving relations with governments and non-government organizations;

•
Reducing the likelihood of costly accidents.

Also Hess (1999) mentions that in general the CSR report can be a driver for enhancing corporate image as it can be perceived by market participants as responsible decision making, creative thinking of management and being transparent to stakeholders. The enhanced corporate image can attract customers which can lead to an improved financial performance.

The benefits mentioned are only applicable for the business community. Applying to a standard brings also benefits to the different stakeholders. To conclude the benefits for society as a whole are explained in the next sections:
Comparison and measurement, stakeholders have different perceptions of CSR which complicates the topic. A widespread and accepted standard on corporate social responsibility would enable stakeholders to compare between businesses on their CSR performance and perhaps establish a widespread definition of it. 

The advantage of a single widespread accepted standard on CR would be the “…comparability across businesses and industries (Hall in Superti 2005). Further A single CR standard would “avoid confusion, increase awareness, and avoid duplication between quality, health and safety, and environmental management systems” (Lawrence in Superti 2005).

Allen (in Superti 2005) states that this advantage could lead to Global recognition and Reduce audit fatigue - where some suppliers receive multiple assessments against different standards required by different customers 

Transparency, furthermore, third party audits can deliver greater credibility and transparency (ACCA 2004; Bennett & James 1999; Zadek 1998). The content and nature of such a standard has to be considered and how it should be presented to be an efficient benchmark and management tool. When implemented this will create consistency of interpretation, implementation, assessment/verification, reporting (Allen in Superti 2005)

Progress, towards sustainable development requires business to assess their performance against the ethical concerns of stakeholders regarding economic, environmental and social issues. Stakeholder-inclusive social auditing could establish the substantive meaning of the social dimension of sustainable development of integrated auditing tools across the different dimensions of sustainable development (Sillanpaa 1998)

Independence and expertise of the Public auditor will create more confidence in society about the actual progress of CSR. CPA’s are encouraged to conduct themselves at a high level. 

3 Empirical research in the field of CSR and performance

There is many published research about the relation between financial and social performance of companies. The first studies date from the seventies, like for example Moskowitz (1972) and Vance (1975). This chapter will give a brief introduction on the different opinions about the interaction between financial and social performance. Further, it will discuss prior research regarding financial performance and CSR and give a brief conclusion of their empirical evidence. Finally an overview of the literature findings in a table format will be presented.

3.1 Different views on the social and financial interaction
Research about the interaction between financial performance and CSR are based on different theories. Scholtens (2008) discusses four of those theories: 
The first view suggests that there is a negative relationship. A negative relationship is theorized since investment in social or ecological policies incur upfront costs, the recovery of which is uncertain and which is likely to impair corporate profitability. Friedman (1970) mention that social responsibility involves costs and therefore worsens a firm's competitive position. Related is the view that social constraints on firms and socially responsible behaviour may conflict with value maximization (Brummer, 1991; Jensen, 2001). There may also be a negative link between social and financial performance when managers pursue their own objectives, which may conflict with shareholder and stakeholder objectives (Williamson, 1964; Jensen and Meckling, 1976). Sethi (1979) argues that firms will put social responsibility over financial performance in a quest for legitimacy and when they are under pressure from stakeholders. Preston and O'Bannon (1997) argue that an accrual of funds to invest in social performance can lead to poorer financial performance due to negative synergy. 
The second view suggests a positive effect of CSR on financial performance. The stakeholder view holds that satisfying stakeholders' interests will result in an improvement of the firm's financial and economic performance (Freeman, 1984; Porter and Van der Linde, 1995). However, McGuire, Sundgren and Schneeweiss (1988) find that a firm's prior financial performance conditions corporate social responsibility more than its subsequent financial performance. 
There is also a view that the interaction of CSR and financial performance is neutral. McWilliams and Siegel (2001) argue that firms invest in social activities because they want to satisfy the demands of their stakeholders. In market equilibrium, the costs and the profits of socially responsible conduct will compensate each other. 
Lastly, there is the view that the links are quite complex (Bowman and Haire, 1975; Moore, 2001; Barnett and Salomon, 2002). For example, there can be an (inverted) U-shaped relationship between the two (Barnett and Salomon, 2002).

3.2 Prior empirical findings 
As mentioned this paper investigates the relation between voluntary CSR disclosure (embed ness of CSR in the annual report) and financial performance. Most prior published research studies the relation between CSR performance and financial performance. To give a thorough understanding of the empirical findings within the subject of CSR I will discuss study’s investigating CSR performance and CSR disclosures affecting financial performance.
In the first section the results of prior empirical studies are presented. Also an overview of the results is presented in table format. In the second part methodological problems regarding prior CSR studies are discussed.
Previous research indicates that company’s effort to undertake social responsibility are appreciated by both employees (Brammer, Millington and Rayton, 2007) and consumers (Du, Bhattacharya and Sen, 2007).  It also may decreases risks (see paragraph 2.2.2) and increases stakeholders relations Freeman(1984).
The response of investors are however more diffuse. Investors of a company are considered by many to be the most important stakeholder group since they provide the capital, being the owners of the company. To date, the research community has not yet come to a consensus concerning the appreciation of companies CSR activities by investors.

Empirical findings also shows a diffuse image. The findings can be divided in the different theoretical views discussed in the preceding paragraph.
Negative relationship

A possible explanation for the negative reaction of companies to engage in CSR is the belief that an improved social performance is created at the expense of the company’s financial performance. A study by Lopez, Garcia and Rodriguez (2007) shows that the re-allocation of assets to investments in CSR activities has a negative impact on companies performance in the short run. However if the considered time frame would be extended, the costs of CSR would be incorporated in the companies budgets and the negative impact on performance measures would diminish over time.

A negative relation can be explained by Becchetti, Ciciretti and Hasan (2007) who argue that, assuming rational and fully informed investors, the stock market reacts to news regarding company’s CSR activities based on its impact on the fundamental value of the stock. Bechetti et al. (2007) further argue that since the majority of all CSR activities are cost increasing and that socially responsible behaviour of companies involves ‘a shift of focus from the maximization of shareholder’s value to the satisfaction of a broader group of stakeholders’(Bechetti et al. 2007 P.5) . The disclosure of information regarding a companies’ improved corporate social behaviour will generate therefore a negative reaction on the stock market.

Also the works of Hilman and Keim (2001), Ingram and Frazier (1983) shows empirical findings that support the negative view. Hillman and Keim (2001) find a negative interaction between social issue participation and shareholders value. A negative interaction between CSR disclosures and CSR performance is supported by the study by Ingram and Frazier (1983). 

Positive

On the other hand, there are studies that find empirical evidence that support the positive link between CSR and financial performance. The findings suggest that although investments in CSR incur increased costs for companies, they have a positive effect on the value of a firm. Bird, Hall, Momente and Reggianni (2007) claim that certain types of CSR activities translate into an increased value for a company, hence increasing the value for a company, hence increasing the value for its shareholders. For instance the decision to become more energy efficient has a costs-saving effect, whereas the initiative to reduce one’s emission of green house gases can prevent the government or other regulatory bodies from undertaking future actions constituting further costs. Additionally, there are CSR activities, such as donation of funds for good causes, which bring a purely reputational benefit to a company (Bird et al, 2007).
Also the following studies found a positive link between CSR and financial performance:  Pava and Krausz (1996) conclude that firms that have been perceived as social responsible have a better financial performance then other firms. Waddock and Graves (1997) explain the positive financial performance caused by CSR via improved stakeholders relations. Stanwick and Stanwick (1998) and Verschoor (1998) explain the positive link by focusing on the synergies and improved relationships with shareholders. Ruf et al. (2001) finds that a change in CSR is positively associated with the growth in sales and returns on sales.  
These findings also imply that the announcement of improved corporate social performance, via for instance a voluntary disclosure, naturally would give rise to a positive reaction on the stock market.

Neutral
Finally there are empirical findings that support the view of a neutral relationship. Freedman and Jaggi (1980) found a neutral relationship between pollution disclosures and economic performance. Aupperle, Caroll and Hatfield (1985) obtain neutral findings for the relationship between CSR and Return On Assets. Also the study of Core et al. (2006) shows no relationship between weak corporate governance and stock performance and Bauer et al. (2006) find no difference between returns for ethical and conventional stocks. Becchetti et al. (2006) test the effects of entry, exit and permanence in the Domini index on corporate performance. The findings show that Domini affiliation significantly reduces return on equity, while having positive and significant effects on net sales per worker. One can conclude that CSR shifts the focus from the maximization of shareholder’s value to that of the interest of a wider set of stakeholders. This can change the value for the shareholder. However it does not change the total value itself, since employee productivity may be higher as a result of higher workers’ intrinsic motivation (Ryan et al., 1991; Frey and Oberholzer-Gee, 1997; Kreps, 1997) and minimization of transaction costs with stakeholders (Freeman, 1984). Also a neutral relationship was found by McWilliams and Siegel (2000) who argue that a relationship between social and financial measures exists by chance since there are too many variables which influence the relationship. The neutral relationship is found when the regression model is properly specified and controlled for R&D expenditure.
Meta-analyses

Recently, three meta-analyses were published aiming to combine studies on the linkage between financial and CR performance. 
Margolis and Walsh (2001) offer an excellent review of the many empirical studies about the relationship between CSR and financial performance. They present a detailed overview of the literature and apply a simple “vote counting” technique to pool results. The outcome of there study shows that approximately 50% of the empirical studies found a positive relationship between CSR and financial performance, 25%found no relationship, 20% had mixed results and 5% had a negative relationship.
Also they found that the independent variable in most studies is CSR performance, as this variable is used to predict financial performance. Margolis and Walsh (2001) were very cautious about deriving conclusions from their overview. This is because the relationship between social and financial performance is complex which results in methodological problems. 
Orlitzky et al. (2003) criticized the vote-counting technique used by Margolis and Walsh as this technique has been shown to be statistical invalid. They argued for a more rigorous analysis; the psychometric meta-analysis. There results support the positive relationship between CSR and financial performance. They conducted a meta-analysis of 52 studies and found in general a positive interaction between CSR performance and financial performance, in which CSR performance measures were more highly correlated with accounting-based measures than with marked-based indicators. 
The explanation of the different results between the studies of Margolis and Walsh (2001) and Orlitzky et al. (2003) can be found in the different methodical approaches. 
The third meta analysis discussed in this section is the report ‘Demystifying responsible investment performance’ by the United Nations Environment Programme Finance Initiative (UNEP FI). The UNEP FI performed a study in which it analyzed the most important studies regarding the relation between ESG factors and financial performance. The findings are grouped by academic research and analyst studies. The report shows that the academic group contains 10 studies that found a positive link between ESG and social performance, 3 that found a negative relationship and 7 studied find a neutral relationship.
The analyst studies show a positive relationship for 3 studies and the other found a neutral relationship.

In table 1 a brief overview is presented of the empirical findings discussed in the preceding paragraph.

Table 1
	
	Name
	study
	Population
	period
	Conclusion

	1
	Brammer, Millington and Rayton (2007)
	CSR and organizational commitment
	4712 employees
	2002
	Positive

	2
	Du, Bhattacharya and Sen (2007)
	CSR and consumers reaction
	3465 web panellists
	2007
	positive

	3
	Bauer et al. (2006)
	Difference in stock return between ethical and conventional funds
	Ethical and conventional funds in Australia
	1992 - 2003
	Neutral

	4
	Core et al. (2006)
	Weak CG and stock performance
	G-index (US)
	1990 - 1999
	Neutral

	5
	Lopez, Garcia and Rodriguez (2007)
	Financial performance DJSI companies
	Europe (Dow Jones)
	1998-2001
	Negative

	6
	Ingram and Frazier (1983)
	Relation between CSR disclosure and CSR performance
	CEP indices
	1970 - 1974
	Negative

	7
	Becchetti, Ciciretti and Hasan (2006)
	Entry exit Domino 400
	Domini 400 index
	1990 - 2004
	Positive

	8
	Hillman and Keim (2001)
	Social investment and shareholders value
	USA (S&P 500)
	1994 - 1996
	Negative

	9
	Waddock and Graves (1997)
	Relationship CSR and financial performance
	USA (S&P500)
	1989-1991
	Positive

	10
	Bird, Hall, Momente and Reggianni (2007)
	Relation CSR activities and market value 
	USA (S&P500)
	1991 – 2003
	Positive

	11
	Pava and Krausz (1996)
	Difference in companies CEP rated and a control group
	US
	1985 – 1987

1989 – 1991
	Positive

	12
	Stanwick and Stanwick (1998)
	Relationship between CSR and financial performance
	Fortune reputation index
	1987 - 1992
	Positive

	13
	Verschoor (1998)
	Relationship between ethics and financial performance
	US 500 largest companies
	1997
	Positive

	14
	Ruf et al. (2001)
	Effect of CSP on accounting variables
	Domino social equity trust investors
	1991 -1995 
	Positive

	15
	Freedman and Jaggi (1982)
	Pollution disclosures and economic performance
	Highly polluting industries
	1973 - 1974
	Neutral

	16
	Aupperle, Caroll and Hatfield (1985)
	Relation between CSR and ROA
	Forbes annual directory
	1985
	Neutral

	17
	Becchetti et al. (2006)
	Inclusion in Domini index and financial performance
	Domini index
	13 year interval
	Neutral

	18
	McWilliams and Siegel (2000)
	Relationship CSR and financial performance
	USA (S&P 500)
	1991-1996
	Neutral

	19
	Margolish and walsh (2003)
	Review existing literature
	N.A.
	<2003
	53 % positive

24% neutral

4% negative

19% mixed

	20
	Orlitzky et al. (2003)
	Review existing literature
	N.A.
	<2003
	Positive

	21
	UNEP FI (2007)
	Review existing literature
	N.A.
	<2007
	46% positive

43% neutral

11% negative


Based on the discussed findings presented in the above table one can conclude that the outcome of these studies are diverse.
There are different opinions why various empirical studies have different outcomes regarding the relationship between CSR and financial performance. Most explanations point out the complex relationship between social and financial performance. This complex relationship is among other caused by (Griffen and Mahon, 1997):
· Industry: in the various studies different industries are used in the population. However the nature of CSR differs per industry. Griffen and Mahon suggest that empirical research should be performed per industry. In this way the industry specific financial and social indicators and context are taken into account.
· Measure financial performance: in empirical research there is usually only one indicator used for financial performance. This measure is mostly a proxy from the market. Griffen and Mahon suggest that research should be performed with more variables explaining performance.
Also McGuire et al. (1988) addresses the difficulty to choose a measure for financial performance. In the study of McGuire et al. (1988) accounting-based and stock market-based measures are compared. The different results of empirical research can be explained by the fact that both measures focus on different aspects of financial performance and are subject to particular biases. The accounting based approach can be biased due to the differences in accounting procedures and managerial manipulation. This approach focuses on the firm's historical assessment of accounting profitability and uses indicators such as ROA, assets growth, operating revenue, etc. 

Market-based measures can be biased by the fact that if there is asymmetric information, market-based measures may not reflect fair evaluation from investors. However, they are less susceptible to accounting rules and managerial manipulation because they refer to investors' evaluations and expectations of firm performance. The use of stock prices as a measure of financial performance has also been criticised by McWilliams, Siegel and Wright (2006) who mention that the stock price only relates to financial stakeholders whereas non-financial stakeholders are also affected by CSR activities. 

· Measure CSR: The difficulty to indicate a variable that measures objectively CSR performance. Griffen and Mahon (1997) suggest for a variable that is composed out of different sources. Also Margolis and Walsh (2001) mention that many studies face a problem with selecting appropriate measures of corporate social performance. In recent years many investment firms and studies use ratings from independent research firms, like KLD and EIRIS, who assess companies on their CSR policy performance. KLD is an investment research firm providing management tools to professionals integrating environmental, social and governance factors (ESG) into their investment decisions. EIRIS is a leading global provider of independent research into the environmental, social, governance (ESG) and ethical performance of companies.
Also there is a theoretical problem, since there is no theoretical assumption that there is a theoretical explanation for a positive relationship between CSR and financial performance (Ullman 1985). The theoretical explanation, as seen in paragraph 3.1, is rather diverse.
3.3 Conclusion prior empirical findings

In this chapter prior empirical findings are discussed regarding studies investigating the relation between CSR and financial performance. Three meta-analyses are discussed in which a review is performed on prior empirical findings. Also individual studies are presented and these can be grouped by the direction of the relationship found. 

Based on the discussed studies one can conclude that the relation between CSR and financial performance is an important topic in the CSR literature and the relation between CSR and financial performance has been researched for the last couple of decades. Also the studies discussed show diverse results. For 3 of the individual studies presented a negative relationship between CSR and financial performance is found. 9 studies found a positive relationship and a neutral relationship is found by 6 studies. The discussed meta-analysis are also consistent with the findings of the individual studies and therefore show mixed results. Further it is noticeable that the these studies use different variables for financial and CSR performance, like for instance market value, stock price and accounting based measures are used as a proxy for financial performance

The mixed findings can be explained by the methodological problems discussed at the end of paragraph 3.2.  These results are further consistent with the different views discussed in paragraph 3.1.

The methodological problems should be taken into account when analyzing the results of this research as it only focuses on particular relationships, within the field of CSR and financial performance, and certain assumptions are made on how to reflect actual performance. Therefore there is always a risk that these assumptions may influence the research outcomes.
Furthermore this study deals with the methodological problems as follows:

The industry effect will be taken into account by using the market share as a proxy for financial performance. In this way the industry effects will be ruled out in the results for hypothesis 3 and 4 concerning financial performance. 

Further financial performance will be measured by more variables as suggested by Griffen and Mohan (1997). Finally I will use an independent source, the Transparency benchmark, to measure CSR performance that can indicate the transparency of the CSR disclosure objectively.
4 Hypotheses development 

In this chapter the hypotheses development will be described. The formulated hypotheses will be explained via the theoretical background discussed in chapter 2 and the empirical findings presented in chapter 3. 
The aim of this research is to find a business case for CSR. After the review of the relevant empirical literature one can theorize a positive relationship between CSR disclosures and financial performance of companies. The following research question can be raised: 

What is the impact of the embed ness of corporate social responsibility in the annual report on the performance of Dutch listed companies? 
The focus of the hypotheses is to test whether a CSR disclosure has a positive effect on the financial performance of Dutch listed companies.
CSR and sales 

Previous research, as stated in the relevant literature in chapter 3, has found among others a positive relation between CSR and financial performance. For example Bird, Hall, Momente and Reggianni (2007) find that CSR activities are translated in an increased company value. Other studies use specific variables to measure a positive effect for the company. In this way the relation between CSR and performance is more specified. For example Du, Bhattacharya and Sen (2007) find that CSR has a positive impact on consumers. This can lead to an increased brand value and reputation which can lead to a higher sales (revenue) level. Also Ruf et al. (2001) highlight a positive link among CSR, growth in sales and return in sales. Therefore I have formulated the following hypothesis: 
 H1: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher revenue
To see what the impact is of a better CSR disclosure, measured by the transparency benchmark, the following hypothesis is formulated.
H2: Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparent benchmark, will generate a higher revenue

The formulated hypothesis can also be underpinned by various theories discussed in the preceding chapters. For example the stakeholder theory theorizes that satisfying stakeholders will generate a better economic performance. An explanation for a higher sales level can be found in the fact that a company uses CSR policy or the CSR report as a marketing tool (see paragraph 2.2.2.). CSR used as a marketing tool can attract customers and position the company as being green and a responsible partner for customers and investors.
CSR and market share
An important methodological problem in previous research is the industry specific CSR activities and standards. To avoid the industry affects this research will compare companies CSR disclosure with their industry peers. This will give a more honest view regarding transparency then comparing companies out of different industries. It is however difficult to gather information about companies market share. Also a clear market share definition is not easy to find. In this research I have chosen to use the GICS methodology (see paragraph 5.2.1. for an explanation) as a definition for market share. Via the GICS methodology the sample population (see paragraph 5.1) is divided in industries and for each company a market share is calculated within the specific industry. Therefore I have formulated the following hypothesis:

H3: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher market share
To see what the impact is of a better CSR disclosure, measured by the transparency benchmark, the following hypothesis is formulated.

H4: Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparency benchmark, will have an increased market share
As mentioned in the explanation of hypothesis 1 and 2 previous research has found among other a positive link between CSR and financial performance. CSR can as mentioned increase customer attraction and bring a reputational benefit (Bird et al). Also a positive link with employee moral and sales (Ruf et al 2001) is found. Taken these previous research findings into account one can assume that CSR can generate a higher sales level and additionally an improved market share.
The formulated hypothesis can also be explained via theories described in chapter two. The motivation for these theories is similar as the ones mentioned for hypothesis 1 and 2.
CSR and risk

As mentioned in paragraph 2.2.2. irresponsible corporate behaviour may causes risks. One of the mayor risks is the threat of losing a good reputation. A good CSR policy and reporting mechanism can decrease the risk level of a company. This can for example be achieved via a good Corporate Governance policy. As stated in paragraph 2.2.2. shareholders want to be sure that companies have applied a good management practice to manage these risks (Goldman Sachs, 2004).
A decreased risk level can effect investors and the cost of capital that they are expecting.  Previous research also indicates that a reduction in information asymmetry via CSR reporting results in a reduction in the cost of capital for a company (Hail, 2002).Therefore I formulated the following hypothesis:

H5: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a lower cost of capital

Another indicator of risk on a company level can be the debt asset ratio. Therefore I formulated the following hypothesis
H6: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a lower debt asset ratio

5 Research methodology
To test the formulated hypotheses I have chosen to use the research method of quantitative research, which in this research exists out of analyzing the sample population via descriptive statistics, correlation analyse and regression analyse. The aim of quantitative research is to test the hypotheses via data. Therefore data is needed to measure CSR disclosure and financial performance.
This chapter is divided into two subsections. First the sample selection of this research is described. Second, the measurement of the relation between CSR disclosures and financial performance is described. This subsection also describes the dependent and independent variables.
5.1 Sample selection
In this research, I focussed on the relation between CSR disclosure and financial performance of firms that are included in the Transparency benchmark. The population in the Transparency benchmark consists of approximately 185 companies. These companies are divided in a listed and non listed part. In this research I focussed on the listed companies, because the financial data for these companies are publicly available.

My sample period is between 2004 and 2010 as this is the period that the transparency benchmark is available. This period is, concerning prior research, an acceptable period to conduct an analysis.

I have chosen to use the listed companies that are included in the benchmark of 2008 and mapped this population to the other years that the Transparency benchmark is available. The reason for choosing the benchmark of 2008 is that when the research started this was the most recent transparency benchmark available. The transparency benchmark of 2008 consists out of 88 listed companies. The final sample of companies depends on the availability of required data for this research and possible mergers and acquisitions. The following companies are excluded:

Table 2
	Company
	Reason

	Corporate express
	Acquisition by Staples (US)

	Econosto
	Acquisition by Eriks (NL)

	Vedior
	Acquisition by Randstad (NL)

	Jetix
	Acquisition by Disney xs (US)

	Samas
	Acquisition by ASPA (NL)


This reduces the population to 83 firms.  In appendix I the final sample can be found. 
The following changes have been taken place in the population during the years 2004 – 2010
Table 3
	Company
	Comment

	Spyker Cars NV
	Not included in 2007 until 2004

	Binckbank NV
	Not included in 2005 and 2004

	Pharming Group NV
	Not included in 2005 and 2004

	SNS Reaal
	Non listed in 2005 and 2004

	Tele Atlas NV
	Not included in 2005 and 2004


Based on the above mentioned changes in the transparency benchmark I conclude that the population is stable and therefore appropriate to perform proper research. 
5.2 Measures of data

As mentioned earlier, the measurement of CSR disclosures will be done using the transparency benchmark. The financial performance will be measured using the indicators annual sales, market share, debt asset ratio and the cost of capital. In the following subsections, I have made a distinction between the dependent and the independent variable.
5.2.1. Dependent variable

In this research the dependent variables are financial performance and the risk appetite of a company. The indicators for financial performance are annual sales and market share. Sales is defined as: net sales or revenues represent gross sales and other operating revenue less discounts, returns and allowances. The sales data is retrieved from the Thomson one banker database. 

The market share is not directly retrieved from Thomson one banker, but is composed out of the sales data. I have chosen to use the GICS methodology to divide the population in different sectors. The market share is defined as: sum of the sales per GICS sector divided by the sales per company within the specific GICS sector. 

I have chosen to use the GICS methodology as it is a highly accepted standard worldwide. Standard & Poor’s and MSCI/Barra jointly developed the Global Industry Classification Standard (GICS®) to establish a global standard for categorizing companies into sectors and industries. GICS was developed in response to the global financial community’s need for one complete, consistent set of global sector and industry definitions, thereby enabling asset owners, asset managers and investment research specialists to make seamless company, sector and industry comparisons across countries, regions, and globally. GICS has become an industry model widely recognized by market participants worldwide. It sets a foundation for the creation of replicable, custom-tailored portfolios and enables meaningful comparisons of sectors and industries globally. 
The GICS methodology has been commonly accepted as an industry analysis framework for investment research, portfolio management and asset allocation. The GICS classification system currently consists of 10 sectors, 24 industry groups, 67 industries and 147 sub-industries. Within this research the population is divided within the 10 sectors, which are: 

• Consumer Discretionary 
• Consumer Staples

• Energy

• Financials

• Health Care

• Industrials

• Information Technology

• Materials

• Telecommunication Services

• Utilities

In the following graph (see next page) the market share per GICS sector for the population is shown.
Graph 1: Market share per GICS sector 
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The variables for risk appetite are the debt asset ratio and the cost of capital. The debt asset ratio is defined as: total debt percentage of total assets = (Short Term Debt & Current Portion of Long Term Debt + Long Term Debt) / Total Assets * 100. Cost of capital is defined as: the opportunity cost of an investment =  (TotalDebt+PreferredStock+TotalCommonEquity)*WtdAvgCostofCapital)/100
The data for both variables are retrieved from the Thomson One Banker database. Thomson one banker is a data platform that contains financial data of listed companies all over the world.
5.2.2. Independent variable

As mentioned earlier, I hypothesize that CSR disclosures will affect the financial performance and financial risk of a company. Good disclosures, as measured by the transparency benchmark, will have a positive impact on the dependent variables and a bad disclosure a negative effect. Therefore the CSR disclosures (embed ness of CSR in the annual report) of the sample population will be the independent variable. To measure the CSR disclosure and define it as good or bad I will use the Dutch Transparency Benchmark. 
The aim of the transparency benchmark is to give an impression on the transparency of CSR disclosures from the largest firms in the Netherlands. The transparency benchmark is organised every year, since 2004, by the Ministry Of Economic Affairs. In this way it is possible to make comparisons between companies and to see if firms are doing better then the preceding year. The population of the benchmark is approximately 185 and is divided in 88 listed companies and 97 non listed companies. The benchmarks also consist since 2010 out of 14 universities. 
To gain good understanding of the benchmark it is important to know that the transparency is measured on CSR disclosures and not the actual CSR activities.
The methodology of the benchmark is aiming to reward the firms that give insight in the social relevant aspects of their firm and business via external reporting.  The base for the scores are the public available reports in which the company explain there responsibilities regarding the preceding period. Also information on websites is taken into account if the external report makes notice of it. In conclusion the transparency is only measured via periodic external reporting.
The report is being examined via the following themes: the economic aspects of the business, the environmental aspects of the business, the social aspects and chain responsibilities, profile of the company, vision and strategy, corporate governance and management systems, stakeholders, verification and explanation. For the measurement of transparency every theme is as important as the other themes. This is being reflected in the examination model in which a firm can receive for every theme 10 points.  
5.3 Research method
To test the formulated hypotheses I will make use of regression analyses.

Regression analyse is a statistical technique to analyse data and to measure if there is a relationship between variables, also known as regression.  A regression analyse exists out of independent variables and one or more dependent variables. The independent variables are called the predictors (X-variable) of the dependent variable (y-variable).

A partial regression is performed when there is only 1 independent variable and 1 dependent variable. If there are more variables a multiple regression must be performed. Through the regression analyse the dependent variable can be predicted via the independent variable. 

In this research I use the statistical program SPSS to perform the regression analyse. SPSS calculates the percentage change in the Y variable that is explained by the X variable. Also the significance of the variables is shown.   

6 Empirical results

In this chapter, I will present the empirical results of my research. First I will present a summary of the descriptive statistics of this research. Further, I will present the results of the correlation test. Finally, I will present the results based on the regression model discussed in chapter 5. 

6.1 Descriptive statistics

In SPSS it is possible to create different kind of statistical analyses and graphs. One of those graphs is a box plot. In graph 2 the box plot for Transparency score versus sales is presented. In this graph the companies are presented as a dot. In which the value of the dot is based on the transparency score and sales figure of the company.
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Graph 2: Transparency score versus sales, both from 2009

Based on this graph I can conclude that it seems that the transparency score of a company does not have a linear effect on the sales level of the company. To have a linear effect the dots in the graph should be on a sloping line starting round the zero point on the intercept of the X and Y axis and ending in the right upper section. In the graph it is obvious that there is a large outlier concerning sales of approximately 200.000 million. This outlier (Royal Dutch Shell) could distort the statistical results for the entire sample as the other dots are now centred round a sales volume of 0. This does not present a natural graphical view of the sales figures of the Dutch listed firms and can effect the conclusions based on this graph. When deleting outliers like Royal Dutch Shell, ING, Unilever and Aegon from the sample the box plot is transformed to a more natural view (see Appendix II, box plot 1). However the relationship between Transparency score and sales still does not seem to be linear. 

In appendix II the other box plots concerning the other variables are presented. Based on these box plots the following conclusion can be made:

There seem to be no linear relationship between the independent and dependent variables.

However, to test the hypotheses formulated in Chapter 4 there are more thorough statistical analyses of the sample necessary. This analyse is based on the descriptive statistics, the correlation analyse and finally the regression analyse.    

The descriptive statistics of the sample data is presented in table 3. This table includes the descriptive statistics for the dependent and independent variables. The explanation for the statistical measures in this table is the following:

-N; the number of valid and missing observations for the sample population

-Mean; the arithmetical mean

-Median; the value of the middle observation

-St. Deviation; the standard deviation

-Variance; the variance

-Range; the difference between the maximum and minimum observation

-Minimum; the lowest observation

-Maximum; the highest observation

In table 4 a summary is presented of the descriptive statistics. 

	Statistics

	
	sales 2009
	Sales 2008
	Sales 2007
	sales 2006
	sales 2005

	N
	Valid
	72
	77
	82
	82
	82

	
	Missing
	10
	5
	0
	0
	0

	Mean
	7923,8740 
	9539,6460
	10025,7910
	9756,2305
	9729,7165

	Median
	1394,4650
	1602,8000
	1538,6600
	1275,1900
	1027,3800

	Std. Deviation
	24892,01663
	36505,03145
	32645,47965
	31404,42303
	31841,53039

	Variance
	6,196E8
	1,333E9
	1,066E9
	9,862E8
	1,014E9

	Range
	199441,32
	311914,66
	257885,03
	251807,84
	247761,97

	Minimum
	,00
	,00
	,00
	,00
	,00

	Maximum
	199441,32
	311914,66
	257885,03
	251807,84
	247761,97

	
	marketshare 2009 GICS
	marketshare 2008 GICS
	marketshare 2007 GICS
	marketshare 2006 GICS
	marketshare 2005 GICS

	N
	Valid
	82
	82
	82
	82
	82

	
	Missing
	0
	0
	0
	0
	0

	Mean
	,1095
	,1100
	,1100
	,1098
	,1091

	Median
	,0300
	,0300
	,0300
	,0300
	,0250

	Std. Deviation
	,20528
	,20433
	,20092
	,20455
	,20845

	Variance
	,042
	,042
	,040
	,042
	,043

	Range
	1,00
	1,00
	,99
	,99
	,99

	Minimum
	,00
	,00
	,00
	,00
	,00

	Maximum
	1,00
	1,00
	,99
	,99
	,99

	
	cost of capital 2009
	cost of capital 2008
	cost of capital 2007
	cost of capital 2006
	cost of capital 2005

	N
	Valid
	42
	43
	68
	66
	65

	
	Missing
	40
	39
	14
	16
	17

	Mean
	442,9964
	653,9579
	842,7546
	1016,4836
	984,4405

	Median
	88,2900
	61,1900
	91,6950
	96,3200
	50,6600

	Std. Deviation
	1228,65330
	2745,05350
	2737,97350
	2843,96954
	2947,41797

	Variance
	1509588,928
	7535318,732
	7496498,880
	8088162,750
	8687272,719

	Range
	7617,26
	18280,26
	20319,44
	18641,91
	16388,53

	Minimum
	-9,33
	-478,03
	-78,40
	-1096,19
	-37,62

	Maximum
	7607,93
	17802,23
	20241,04
	17545,72
	16350,91

	
	Transparency score 2009
	Transparency score 2008
	Transparency score 2007
	Transparency score 2006
	Transparency score 2005

	N
	Valid
	78
	81
	80
	78
	76

	
	Missing
	4
	1
	2
	4
	6

	Mean
	37,8590
	38,1852
	36,8750
	50,7949
	49,8421

	Median
	30,5000
	29,0000
	28,5000
	48,0000
	49,0000

	Std. Deviation
	21,05634
	22,03243
	21,65400
	16,31059
	15,54611

	Variance
	443,369
	485,428
	468,896
	266,035
	241,681

	Range
	81,00
	79,00
	77,00
	64,00
	72,00

	Minimum
	,00
	11,00
	11,00
	25,00
	19,00

	Maximum
	81,00
	90,00
	88,00
	89,00
	91,00

	
	Totaldebtpct assets 2009
	Totaldebtpct assets 2008
	Totaldebtpct assets 2007
	Totaldebtpct assets 2006
	Totaldebtpct assets 2005

	N
	Valid
	72
	77
	82
	82
	82

	
	Missing
	10
	5
	0
	0
	0

	Mean
	24,0696
	26,6500
	23,0645
	23,6383
	23,7511

	Median
	23,3200
	26,2000
	22,4250
	23,6500
	24,7300

	Std. Deviation
	15,65380
	13,89247
	12,38467
	14,54849
	16,03836

	Variance
	245,041
	193,001
	153,380
	211,659
	257,229

	Range
	85,36
	63,24
	52,88
	76,40
	74,12

	Minimum
	,00
	,00
	,00
	,00
	,00

	Maximum
	85,36
	63,24
	52,88
	76,40
	74,12


Based on the descriptive statistics the following is observed:

Sales: There is a decline in the mean and maximum of the sales volume. This seems to indicate the effect of the credit crisis. Also there is a decline in the number of valid observations. This can also be an effect of the credit crisis as the population has been subject to mergers, acquisitions and bankruptcies (see table 2, paragraph 5.1).

Market share: The results show stable statistics which indicates that the markets share for Dutch listed companies is not subject to large swings. 

Cost of capital: There are a lot of missing observations for the years 2008, 2009. This can not easily be explained by a market event, like the credit crisis. The reason for this is simple in the fact that Thomson One Banker just did not collect these observations. However this should be taken into account when examining the statistical analyses. The sharp decline in the mean for cost of capital is for this reason also hard to interpret.

Debt asset ratio: The results show stable statistics. The variance in 2009 is increasing this is mainly caused by an increase in maximum.

Transparency score: The mean, median and minimum show a sharp decline in 2007. This can be explained by the new criteria, to assess the reporting quality, that have been implemented by the Ministry of Economic affairs in 2007. The new criteria have especially a negative impact on the score for companies that do not have incorporated CSR activities and CSR reporting in their primary process. 

The variance and standard deviation are increasing because of the decline in minimum and the fact that the maximum is stable.

As mentioned in paragraph 3.2 industry factors have their effect on companies CSR policy and reporting activities. To take these effects into account the descriptive statistics are further analysed per industry. To scope these statistics only the variables per industry are discussed that have observations that are relevant for this research. Therefore only the industry tables for sales and transparency score are included in appendix III. 

The table transparency score per industry shows that the mean score for most industries declines in the year 2007 and stay on this level for the following years. This can be explained by the new assessment criteria. However the sectors financials, health care and information technology are stable during the years and the telecom sector has even increased. This score is however based on two observations which make it hard to draw general conclusions for the industry.
The table sales per industry show that the credit crisis has had the largest impact on the sectors energy and financials. Also information technology has a drop in mean sales. It is interesting to see that although the sectors financials and information technology have a decline in sales their CSR reporting activities according to the transparency benchmark show stable statistics. This indicates that for these sectors CSR reporting is a strategic decision and not depended on financial performance.

6.2 Correlation analyse

The correlation analysis gives insight in the degree of connection between different variables. The relationship can be negative, positive or there can be no relationship. 

Not every relationship is measured via the correlation coefficient, but only the linear relationship. A high correlation coefficient means that there is a strong relationship between the two variables and that the dots, on for example a box plot, are located on a straight sloping line. Therefore an increase in one variable will cause an increase of the other variable in the case of a positive relationship. Also it is important to indicate if the relationship is significant. To measure the significance SPSS tests a null hypothesis in which the correlation coefficient does not differ from zero. The alternative hypothesis is verified if the correlation coefficient differs from zero. 

The Pearson correlation coefficient is chosen to measure the correlation between the variables. The test is one – tailed as it tests the relationship between the independent and dependent variable in one direction at a significance level of 0.05. This means that when there is a significance level of 0.05 or smaller then the null hypothesis can be rejected at a confidence level of 95%

In appendix IV the results of the correlation test can be found. In table 5 the significant relations per variable are presented

Table 5 significant relationships  

	
	Sales 2009
	Cost of capital 2009
	Total debt pct assets 2009
	Market share 2009
	Transparency score 2009

	Sales 2009
	
	X
	
	X
	

	Market share 2009
	X
	X
	
	
	

	Cost of capital 2009
	X
	
	
	X
	

	Total debt pct assets 2009
	
	
	
	
	

	Transparency score 2009
	
	
	
	
	


Based on table 5 one can conclude that there is not a linear relationship between the independent variable transparency and the dependent variables. Therefore the results conclude that the hypotheses formulated in chapter 4 should be rejected. These findings are inconsistent with prior empirical studies discussed in paragraph 3.2, like Orlitzky et al. (2003) or Ruf et al. (2001) which finds a linear positive relationship. Also the negative relationship found by Lopez, Garcia and Rodriguez (2007) is not supported. 

The results are however in line with the empirical findings discussed in paragraph 3.2 that find a neutral relationship between CSR and financial performance. These studies are for example Freedman and Jaggi (1982) and Aupperle, Caroll and Hatfield (1985). Also the neutral and mixed view described in paragraph 3.1 by Scholtens (2008) supports the above correlation matrix.

The linear relations found between the other variables, like the linear relationship between sales and cost of capital is interesting, but not relevant for this research.

Although the correlation matrix shows the relationship between the variables it does not give a decisive answer about the causal connection and direction between the variables. To give more insight in the relationship between CSR and financial performance a regression analyse will be performed. These results will be discussed in paragraph 6.3.

6.3 Regression model

In this research a linear and multiple regression analysis are performed to test the hypotheses developed in chapter 4. In the multiple regression analysis all depended and independent variables are taken into account to analyse the relationship between them. In the linear regression only one dependent and independent variable is used. 

The results of the regression analyses are presented in the tables ‘Model Summary’, ‘Anova’ and ‘Coefficients’. The table Model Summary presents information about the regression analyse. The R in this table is the bivariate correlation coefficient from the dependent and the independent variables. R2 is the determination coefficient and measures the variance of the independent variable that is explained by the independent variable. The table ‘Anova’ presents the results of the variance analysis. F measures the significance of the regression model. The components of the regression analyses can be found in the table ‘Coefficients’. 

Linear Regression results hypothesis 1

In the underlying tables the linear regression result for hypothesis 1 is presented. 
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The result of the regression shows a significance of 86.6%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence level Therefore the relation between transparency score and sales is not significant. Also the relation shows a negative direction of -24,664 which indicates that a higher transparency score will have a decreasing effect on the sales level. This effect is however as mentioned not significant. 

The above regression result is based on the data of 2009. The results for the other years show a similar patron. The significance moves between 71,4% and 88,8%. The tables are not included in this paper as they do not show different results as the regression result for 2009. 

As seen in paragraph 6.1 the sales volume of Royal Dutch shell is causing a distortion in the sample population. Therefore I have also run a regression without large outliers, like Royal Dutch Shell, Aegon, ING and Unilever. The results for this regression can be found in appendix V, regression 1. Also this result shows a not significant relationship between the variables transparency score and sales. 

Multiple regression result hypothesis 1

In appendix V, regression 2 the multiple regression result for hypothesis 1 can be found. The result of the regression is the following:

No significant relationship between sales and the independent variables transparency score and debt asset ratio. A significant positive relationship between sales and the independent variables cost of capital and market share. These significant positive relationships are however not relevant for this research.  

Hypothesis 1 is therefore rejected

The regression results are inconsistent with empirical research like Orlitzky et al. (2003) or Ruf et al. (2001) in which a positive link between CSR and financial performance is found (see paragraph 3.2). Also theories within the positive view like the stakeholders theory or the positive accounting theory (see paragraph 2.2.2) are not in line with these findings. The results are however consistent with prior neutral empirical findings, like Freedman and Jaggi  (1982) and Aupperle, Caroll and Hatfield (1985). Further the Meta analyses performed by Margolis and Walsh (2001) and the UNEP FI also find a significant proportion of the studies reviewed that have a neutral relationship (see paragraph 3.2).

The adoption of CSR without having an effect on financial performance can be explained via theories, like the Legitimacy theory and accountability theory discussed in paragraph (2.2.2). The Legitimacy theory argues that a company can not survive if it does not undertake social activities that the community expects. In this way CSR is necessary for a company existence instead of a profit generating mechanism. The Accountability theory argues that organisations have many responsibilities and with every responsibility comes a set of rights for stakeholders, including rights of information from the organisation to demonstrate its accountability in relation to the stakeholder’s expectations. In this way CSR reporting can be seen as mandatory and not a voluntary marketing tool to gain more profit.

The regression tables for the following regressions can be found in Appendix V

Linear Regression results hypothesis 2

The result of the regression shows a significance of 75.6%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence level. Therefore a positive difference in transparency score in relation to the preceding year has not a significant relationship with a positive difference in sales level. Also the relation shows a negative direction of -52,175 which indicates that a higher transparency score will have a decreasing effect on the sales level. This effect is however as mentioned not significant. 

The results for the other years show a similar patron. However the minimum is 6.3% which is close to the limit. The other years are around 70%
Hypothesis 2 is therefore rejected

The results can be explained by the empirical findings and theories discussed for hypothesis 1

Linear Regression results hypothesis 3

The result of the regression shows a significance of 30.6%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence level. Therefore the relation between transparency score and market share is not significant. Also the relation shows a neutral direction of 0,001 which indicates that a higher transparency score will have a neutral effect. This effect is however as mentioned not significant. 

The above regression result is based on the data of 2009. The results for the other years show a similar patron. The significance moves between 19.2% and 31.1%
Multiple regression result hypothesis 3

The multiple regression results shows only a significant relationship between sales and market share as seen in the outcome of the multiple regression of hypothesis 1. All other relations are not significant. 

Hypothesis 3 is therefore rejected

This outcome is inconsistent with empirical studies that find a significant positive or negative relationship between CSR and financial performance, discussed in paragraph 3.2. It is however consistent with the empirical studies that find a neutral relationship (see paragraph 3.2 and the explanation of the regression results for hypothesis 1). Also these findings can be explained by theories like Legitimacy theory and accountability theory as mentioned in the explanation of the findings for hypothesis 1.

It is important to notice that the industry specific methodological problem (see griffen and Mahon 1997), that has been avoided by converting the sales level to the variable market share, has not shown significant different results than hypothesis 1 in which industry specific activities are not taken into account. 
Linear Regression results hypothesis 4

The result of the regression shows a significance of 8.3%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence level. Therefore a positive difference in transparency score in relation to the preceding year has not a significant relationship with a positive difference in market share. Also the relation shows a neutral direction of 0,000 which indicates that a higher transparency score will have a neutral effect on the market share. This effect is however as mentioned not significant. 

The results for the other years show a similar patron. The significance moves between 9% and 70%
Hypothesis 4 is therefore rejected

The results can be explained by the empirical findings and theories discussed for hypothesis 3

Linear Regression results hypothesis 5

The result of the regression shows a significance of 87.9%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence. Therefore the relation between the transparency score and the cost of capital is not significant. The results for the other years show a similar patron. 
Hypothesis 5 is therefore rejected

This is inconsistent with the empirical findings of Hail 2002 who finds a reduction in cost of capital. Also the risk mitigation effect mentioned in paragraph 2.2.2 is not proven by these findings.

Linear Regression results hypothesis 6

The result of the regression shows a significance of 44.9%, which exceeds the significance level of 5%, on these grounds the null hypothesis should be accepted and the alternative hypothesis rejected at a 95% confidence level. Therefore the relation between the transparency score and the debt asset ratio is not significant. The results for the other years show a similar patron. 
Hypothesis 6 is therefore rejected

The results can be explained by the empirical findings and theories discussed for hypothesis 5.
7 Summary and Conclusions
Previous studies have examined the impact of CSR adoption by companies. These studies focused for example on companies CSR activities affecting financial performance. In relation to these studies debates continue to rage about whether or not firms should engage in socially responsible behaviour.  

The relation between voluntary CSR and financial performance is an important topic that has been researched by academics. This association is a key concept in the CSR literature. Therefore this paper examines if there is a financial performance reaction caused by a voluntary CSR disclosure.

I chose the score of the transparency benchmark as a proxy to measure voluntary CSR disclosure for two reasons. The transparency benchmark is independently composed by the ministry of economic affairs. Also the benchmark is highly accepted in the Dutch reporting community and has a stable population. The proxies for financial performance and risk are annual sales, market share, cost of capital and debt/assets ratio of the company.

The research question in this paper to be investigated is:

What is the impact of the embed ness of corporate social responsibility in the annual report on the performance of Dutch listed companies?

This research is been conducted on the Dutch listed companies included in the Transparency benchmark. To my knowledge, there are no published papers investigating the effect of transparency benchmark scores on the financial performance of companies. My sample consists of 83 firms listed on the Dutch stock exchanges. My sample period is between 2004 and 2009.

Previous research (see Margolis and Walsh 2001) found mixed results concerning the relation between CSR and financial performance. These findings are also supported by different theoretical views (see Scholtens 2008) in which a positive, negative and neutral relationship is supported. The hypotheses developed are in line with the positive empirical findings (see Bird, Hall, Momente and Reggianni (2007) and theoretical explanations developed, like the stakeholders theory in which is theorized that satisfying stakeholders’ interests will result in an improvement of the firm’s financial and economic performance (Freeman, 1984; Porter and Van der Linde, 1995). Based on the arguments within the positive view, I made the following hypothesis:

H1: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher revenue

H2: Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparency benchmark, will generate a higher revenue

H3: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a higher market share
H4: Dutch listed firms that have a higher level of transparency with respect to the preceding year, according to the Dutch transparency benchmark, will have an increased market share

H5: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a lower cost of capital

H6: Dutch listed firms that report more transparent about CSR, according to the Dutch transparency benchmark, will have a lower debts assets ratio

To test these hypotheses I have used statistical analyses. These analyses are based on the descriptive statistics of the sample population, the correlation analyses and finally the regression analyse. The independent variable in this research is the Transparency score and the dependent variables are the annual sales level, the market share, the cost of capital and the debt asset ratio of the company.

In general the results of this research do not support the formulated hypothesis and do not find a linear relationship between the dependent and independent variables. 

For the variable sales the regression result finds a significance level of 86,6% in 2009 which is not significant at a 5% limit. Also a positive difference in transparency score in relation to the preceding year has not a significant relationship with a positive difference in sales level. These findings are not consistent with empirical research like Ruf et al. (2001) in which a positive link among CSR, growth in sales and returns on sales is found or theoretical views like the stakeholders’ theory or the positive accounting theory. This theory explains that adopting CSR only occurs if social and environmental activities, and their related disclosure, would had positive wealth implications.

As industry effects can distort the outcome of CSR studies (see Griffen and Mahon, 1997) focusing on financial performance the variable sales is further analysed by transferring the sales level to a market share within the concerning industry (see paragraph 5.2.1). The regression result for the variable market share shows a significance of 30.6% which exceed the limit of 5% and therefore no significance exists between the transparency score and the market share of a company. These results are not consistent with the positive empirical findings and stakeholders’ theory discussed in chapter 3 (see also variable sales in the preceding paragraph).  

The regression results for the financial risks variables, cost of capital and the debt asset ratio, also finds no significant relationship at a 5% level with the independent variable transparency score. This is inconsistent with the empirical findings of Hail (2002) who finds a reduction in cost of capital. Also the risk mitigation mentioned in paragraph 2.2.2 is not proven by these findings.

The results for this research are therefore largely consistent with prior empirical findings presented in paragraph 3.2 like, Freedman and Jaggi (1982) and Aupperle, Caroll and Hatfield (1985) that found a neutral relationship between CSR and financial performance.  McWilliams and Siegel (2000) argue that a relationship between social and financial measures exists by chance since there are too many variables which influence the relationship. Also in the Meta analyses performed by Margolis and Walsh (2001) 25% of their studies investigated have a neutral relationship. The Meta analyse performed by the UNEP FI finds also for a significant proportion of the investigated studies a neutral relationship.

The results are further in line with the neutral and mixed findings view explained by Scholtens (2008) (see paragraph 3.1)

The adoption and disclosure of CSR in this research does not have positive wealth implications for the companies and therefore is not in line with the positive accounting theory. What arguments or theories can explain the adoption of CSR by Dutch listed companies if this does not bring profitable returns? 

Existing theories like Legitimacy theory and Accountability model (Gray, Owen and Adams (1996) explained by Deegan (p. 292) can explain the adoption of CSR in relation to a neutral financial view (see paragraph 2.2.2). The Legitimacy theory argues that a company can not survive if it does not undertake social activities that the community expects. In this way CSR is necessary for a company existence instead of a profit generating mechanism. The Accountability theory argues that organisations have many responsibilities and with every responsibility comes a set of rights for stakeholders, including rights of information from the organisation to demonstrate its accountability in relation to the stakeholder’s expectations. In this way CSR reporting can be seen as mandatory and not a voluntary marketing tool to gain more profit.

The results of this research do not totally exclude the value explanations discussed in paragraph 2.2.2. Certain explanations like, marketing tool, litigation costs and Social responsible investment can be still a driver to disclose CSR activities. For example Social Responsible Investment has risen over the past two years (CSR Europe 2003) and this can be argument for especially listed companies to be more attractive for investors.

Finally although studies regarding CSR and financial performance have been performed since the early seventies the adoption of CSR by companies is gaining more attention in the last decade by society and investors (see social responsible investment 2.2.2.) The effects of these adoptions are hard to measure in the short run (see Lopez, Garcia and Rodriguez 2007) and financial performance is hard to define (see Griffen and Mahon, 1997). Therefore the empirical findings of this research can not totally exclude a general value increasing effect in the long run for organisations generated by CSR disclosure.   

8 Further analysis

Based on the findings regarding the relationship between CSR disclosure and financial performance discussed in chapter 6 and 7 I have chosen to further analyse the sample population and the proxies chosen for financial performance. This analysis focuses on the relation between CSR performance and financial performance. Also the relation between CSR performance and CSR disclosure, as measured by the transparency benchmark, is tested.

The further analysis is performed with the aim to test if CSR performance, instead of CSR disclosure, has a positive linear effect on financial performance. As mentioned also the relation between CSR performance and CSR disclosure is tested.

The sample population consists of the companies that are listed at the Dutch stock exchanges and are included in the Transparency benchmark and the EIRIS database. Based on these criteria the population exists out of 25 companies. The small population must be taken into account when analyzing the regression results. The analysis is performed for the year 2009.

The dependent variables used are the sales level and the market share as explained in paragraph 5.2.1. These variables are the proxies for financial performance. The transparency score will be used as the dependent variable to test the relationship between CSR performance and financial performance. This variable is explained in paragraph 5.2

The independent variable will be measured via data from the independent research company  EIRIS (Ethical Investment Research Service). EIRIS assesses both the CSR policy and CSR activities of a company and is therefore an excellent source to measure the CSR performance. The assessment is performed via criteria on the field of social, environmental and governance policy and activities. Also other ethical issues are taken into account. 

Clients can translate the EIRIS assessment to an own numeric score. The translation of the EIRIS assessment to a numeric client score is done via the EIRIS application based on the criteria formulated by the client. 

The EIRIS scores used in this research are from one of the largest asset managers in the Netherlands. Therefore the scores used are based on the translation criteria defined by this asset manager.  

The EIRIS scores used to test the relation are the EIRIS raw score, the EIRIS score measured relatively to the industry peers and the EIRIS scores measured relatively to other Dutch companies.

The following relations have been tested:
1. The linear relation between the EIRIS raw score, EIRIS sector score, EIRIS country score and the sales level of the companies in the sample population

2. The linear relation between the EIRIS raw score, EIRIS sector score, EIRIS country score and the market share of the companies in the sample population 

3. The linear relation between EIRIS raw score, EIRIS sector score, EIRIS country score and the transparency score of the companies in the sample population 

The results of the regressions can be found in appendix VI.
The regression results for relation 1 show a significance linear relation between the EIRIS raw score, industry score, country score and the sales level of a company. Also the direction of these relations are positive. The results are consistent with empirical research like Orlitzky et al. (2003) or Ruf et al. (2001) in which a positive link between CSR and financial performance is found (see paragraph 3.2). Also theories within the positive view, like the stakeholders theory or the positive accounting theory (see paragraph 2.2.2) are in line with these findings.

The stakeholder theory argues that satisfying stakeholders' interests will result in an improvement of the firm's financial and economic performance (Freeman, 1984; Porter and Van der Linde, 1995).

Further the value enhancing explanations discussed in paragraph 2.2.2., like better employee moral, social responsible investment, cost savings can be a driver for increased financial performance.

The regression results for relation 2 show a significance linear relation between the EIRIS raw score and the market share of the company. This finding can be explained via prior empirical findings and theories discussed in the results for relation 1. For the sector score and country score a neutral relation is found.

Based on the results found for relation 1 and 2 I conclude that based on the EIRIS scores CSR performance has on general a positive effect on financial performance. However as mentioned the small sample population can distort the outcome. 

The regression results for relation 3 shows a non significance linear neutral relation between the EIRIS raw score, industry score, country score and the transparency score. This is an interesting finding as the level of CSR disclosure has not an effect on the CSR performance.  
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Appendix I: population
	Fugro NV
	Energy

	SBM Offshore NV
	Energy

	Royal Dutch Shell
	Energy

	Akzo Nobel NV
	Materials

	Crown Van Gelder NV
	Materials

	Koninklijke DSM
	Materials

	Aalberts Industries NV
	Industrials

	Arcadis NV
	Industrials

	Ballast Nedam NV
	Industrials

	Koninklijke BAM Groep NV
	Industrials

	Batenburg Beheer NV
	Industrials

	Brunel International NV
	Industrials

	Draka Holding NV
	Industrials

	Grontmij NV
	Industrials

	Heijmans NV
	Industrials

	Imtech NV
	Industrials

	Kendrion NV
	Industrials

	Air France-KLM
	Industrials

	Koninklijke Philips Electronics Na
	Industrials

	Randstad Holding NV
	Industrials

	Roto Smeets Group NV
	Industrials

	Smit International
	Industrials

	TNT NV
	Industrials

	USG People NV
	Industrials

	Eriks NV
	Industrials

	Hagemeyer NV
	Industrials

	Stork B.V.
	Industrials

	Accell Group NV
	Consumer Discretionary

	Amsterdam Commodities NV
	Consumer Discretionary

	Beter Bed Holding NV
	Consumer Discretionary

	Gamma Holding NV
	Consumer Discretionary

	Hunter Douglas NV
	Consumer Discretionary

	Macintosh Retail Group NV
	Consumer Discretionary

	Reed Elsevier NV
	Consumer Discretionary

	Spyker Cars NV
	Consumer Discretionary

	Stern Groep NV
	Consumer Discretionary

	Telegraaf Media Groep
	Consumer Discretionary

	Koninklijke Ten Cate NV
	Consumer Discretionary

	Tom Tom
	Consumer Discretionary

	Koninklijke Wegener NV
	Consumer Discretionary

	Wolters Kluwer NV
	Consumer Discretionary

	Koninklijke Ahold NV
	Consumer Staples

	CSM NV
	Consumer Staples

	Heineken NV
	Consumer Staples

	Nutreco NV
	Consumer Staples

	Sligro Food Group NV
	Consumer Staples

	Super De Boer
	Consumer Staples

	Unilever NV
	Consumer Staples

	Koninklijke Wessanen NV
	Consumer Staples

	KONINKLIJKE GROLSCH N.V.
	Consumer Staples

	Schuitema NV
	Consumer Staples

	Crucell NV
	Health Care

	Pharming Group NV
	Health Care

	Mediq NV
	Health Care

	Aegon NV
	Financials

	Binckbank NV
	Financials

	Corio NV
	Financials

	HAL Trust NV
	Financials

	ING Groep NV
	Financials

	SNS Reaal
	Financials

	Van Der Moolen NV
	Financials

	Van Lanschot NV
	Financials

	Wereldhave NV
	Financials

	ABN Amro Holding NV
	Financials

	Vastned Offices Industrial
	Financials

	Vastned Retail NV
	Financials

	Ageas (Ex-Fortis) NV
	Financials

	ASM International NV
	Information Technology

	Asml Holding NV
	Information Technology

	BE Semiconductor Industries
	Information Technology

	Exact Holding NV
	Information Technology

	Logica PLC
	Information Technology

	Nederlands Apparanfabriek NV
	Information Technology

	Neways Electric International
	Information Technology

	Oce NV
	Information Technology

	Ordina NV
	Information Technology

	Simac Techniek NV
	Information Technology

	TKH Group NV
	Information Technology

	Unit 4 NV
	Information Technology

	Tele Atlas, N.V.
	Information Technology

	Koninklijke KPN NV
	Telecommunication Services

	Tele2 Netherlands Holding
	Telecommunication Services
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Appendix III: descriptive statistics
Table 1 sales per GICS sector
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Appendix V: regression results
Hypothesis 1
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Appendix VI: regression results EIRIS data
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