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Abstract

:

The information within this study reviews the financial management literature focusing on proponents and opponents of corporate social responsibility (CSR). We review how CSR affects different areas of corporate finance. This study’s core objective is to explore the last 20 years (2000–2019) of CSR top-tier literature to develop and theoretically support CSR and environmental management. Twenty years of publications provide a considerable amount of evidence on CSR’s impacts on firm financial characteristics and some paradoxical findings. The majority of our insights support the argument that doing good is good for business. This study also highlights existing gaps in the literature. Based on our findings, we highlight three areas to further explore in the context of CSR and corporate finance: (1) Does CSR improve specific information contents in stock prices? (2) Does CSR mitigate financial distress risk? and (3) Is CSR good for firm trade credit?
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1. Introduction


In 2015, the United Nations (UN) presented the agenda of Transforming Our World: The 2030 Agenda for Sustainable Development, a plan of action for people, the planet, and prosperity. A total of 193 countries adopted this agenda for sustainable development over the next 15 years, with 17 sustainable development goals (SDGs) associated with 169 targets. Poverty eradication is one of the most significant challenges for United Nations member countries. Of the 197 parties of the UN convention in 2016, 143 ratified the Paris Agreement (member countries resolve to end poverty and hunger everywhere between now and 2030). The primary aim of the Paris Agreement is to “strengthen the global response to the threat of climate change by keeping global temperature rise this century well below 2.0 C above pre-industrial levels, and to pursue efforts to limit the temperature increase even further to 1.50 C” (The Paris Agreement 2016, p. 3 Article 2). In the European context, the main goal of the Europe 2020 strategic plan is for the EU to become a smart, sustainable, and inclusive economy.



While these global agendas provide a proving ground for CSR, we can also recall concerns from some who have said we should be leery of corporate social responsibility (CSR). Some are worried that there is a hidden agenda to CSR. Others are concerned that today’s do-good companies and CEOs will end up doing bad things in the future. Other statements against CSR include but are not limited to some saying CSR strategies will hurt companies financially because they are not devoting all their attention to corporate finance and fiduciary responsibility to shareholders to increase profits (Bhandari and Javakhadze 2017). CSR can be a positive or negative opportunity for business decision-makers depending on the source of information. In this study, we argue that these ongoing global agendas and CSR-based plans are dynamic efforts. We posit that these types of efforts, when viewed through the lens of empirical work in the field, show CSR provides innovative opportunities for financial performance, risk management, and cost of capital. To help sort this out, we draw from 20 years of prior literature to assess current trends and look for new insights.



The rest of this paper is as follows. We start with a review of the literature and define key concepts. Section three establishes the ethical arguments for the two opposing views on CSR. The fourth section explains the methods used in this study to review the literature. Section five discusses the CSR literature, three primary insights. The last section covers conclusions and opportunities for future research.




2. Literature Review


We next look at why CSR and environmental management are essential to a prosperous future and how the CSR paradigm is defined. The business literature presents several definitions of CSR. The central theme for all CSR definitions involves discretionary expenditures to improve social and environmental conditions (Groening and Kanuri 2016; Mackey et al. 2007; Margolis and Walsh 2003). CSR is defined as involving “actions that appear to further some social good, beyond the interests of the firm and that which is required by law” (McCarthy et al. 2017, p. 280; McWilliams and Siegel 2001, p. 117). For the purposes of this study, and building on the work of prior experts in CSR, we propose the following definition CSR is a firm’s volunteer effort to achieve sustainable performance, by managing the social and environmental activities responsibly.



In the last two decades, a new class of socially and environmentally inclined investors and firms’ evaluators has emerged: socially responsible investors. Such investors pay attention to both a company’s social responsibility and stock performance and consider investing in a socially responsible firm is good for society and as an investment. To attract socially responsible investors, organizations spend more for the betterment of society. Asset managers prefer socially responsible companies, and other stakeholders (e.g., customers, suppliers, governments) are considering companies’ CSR efforts. Companies organize different types of activities to support society. For example, Microsoft employees donated $1 billion in 30 years (1983–2012), and the company matched the amount through an employee giving campaign (Adhikari 2016). In 2015, Microsoft employees donated $125 million to 18,000 schools and nonprofit organizations around the world. Google directly donates 1% of its profit for charitable purposes based on its “do no evil” policy. On the same social responsibility grounds, General Electric has contributed $160 million to employee and community philanthropy programs and committed billions of dollars to develop eco-friendly products (Cheng et al. 2013). Intel has contributed $100 million to energy conservation and global education programs (Hong et al. 2012).



For-profit, as well as not-for-profit organizations, are showing interest in environmental management and social sustainability. According to a KPMG (2013) survey, 93% of Fortune Global 250 firms revealed their CSR in either a standalone report or a report integrated within the annual financial report (El Ghoul et al. 2016). Building on the CSR integration trend, Sroufe (2018) posits a theory of integrated management, saying firms managing environmental, social, and governance (ESG) performance across business functions will perform better than those not involved in CSR and ESG management. In another study, Sun and Cui (2014) explain that 90% of Fortune 500 companies are more transparent about CSR activities. For example, in the United States, one out of every nine professionally managed assets is invested in these companies with better CSR rankings valued at nearly $3 trillion. In addition, leading organizations (see, for example, Bloomberg, MSCI, SASB, GRI, CPD, among others) evaluate the corporate performance along hundreds of ESG performance metrics.



A considerable amount of literature is available regarding CSR in the corporate finance domain (see, for example, Attig et al. 2013; Herremans et al. 1993; Long et al. 2019). These studies highlight the importance of CSR strategies to enhance firm financial performance. We build on these studies while exploring and providing new insights based on a synthesis of contemporary empirical work in the field. First, we define and contextualize the notion of CSR from a proponents’ view of doing good for business versus an opponent’s view of this paradigm. Our review of seminal work in the field over the past two decades explores the CSR and finance literature while finding three distinct areas of corporate finance: information environment, firm risk, and financing sources that are valuable to practitioners and scholars. Second, we discuss the critical literature in these areas and highlight a new and vital gap for future research.



Proponents and Opponents of CSR


The literature provides several theoretical frameworks for examining firms’ ethical responsibility (like CSR). Carroll (1979), considered a pioneer in the CSR domain, outlines a three-dimensional corporate social performance (CSP) conceptual framework. The three dimensions are (1) the elements of CSR, (2) the social issues the organization must address, and (3) the organization’s philosophy or mode of social responsiveness. In another study, McWilliams and Siegel (2001) state that the CSP model has a great deal in common with the stakeholders’ perspective and is widely used in theoretical contexts.



Proponents of CSR find positive relationships between CSP and firm financial performance (Brine et al. 2007; Waddock and Graves 1997; Wu and Shen 2013). Most studies show that a firm’s responsible behavior increases firm value. If CSR expenditures are made to better society and the environment, the firm value will increase because “doing good is good for business” (Adhikari 2016; Elfenbein et al. 2012; Servaes and Tamayo 2013). Prior evidence shows that CSR performance reduces competition shocks (Brine et al. 2007) and improves firm performance (Wu and Shen 2013). In a recent study, Lins et al. (2017) stressed that ethically and socially responsible firms experienced better financial performance and accelerated growth, enhanced labor productivity, and better access to finance. Overall, these studies demonstrated that a firm’s ethical and social values are in the shareholders’ and stakeholders’ interest.



The corporate finance body of literature provides some mixed empirical results on CSR engagement. Opponents of CSR have challenged this “doing good is good for business” perspective supporting an agency perspective. Friedman’s (2007) theory (this theory was first time presented by Friedman famous 1970 article in the New York Times) states that CSR engagements cause agency problems or conflicts of interest between managers and shareholders. Wright and Ferris (1997) empirically test this theory with South African data and find that stock prices reacted negatively to asset divestment announcements. Studies also show that CSR can reinforce agency problems (Adhikari 2016; Bénabou and Tirole 2010; Bhandari and Javakhadze 2017). Hemingway and Maclagan (2004) find that top management can also promote CSR to hide misbehavior. Some have even found that charitable giving goes indirectly to the CEO due to CEO-affiliated charities (Masulis and Reza 2015). More recent studies, Di Giuli and Kostovetsky (2014) find that directors’ and employees’ political leanings significantly affect CSR, ultimately hurting firm financial performance. Collectively, these prior studies indicate that managerial strategies under non-economic pressure create agency problems while opposing CSR efforts aligned with global agendas and country-level plans for increasing sustainable development.



Following the proponent’s view, scholars have shown that if a firm constructs a CSR strategy on environmental and social grounds, the firm can take advantage of the “doing good is good for business” approach to business and financial management.



The framework provided in Figure 1 posits how these two opposing views redirect the outcomes of firm CSR policies. The basis of our framework is built on the theoretical underpinnings of prior business management work (see, for example, Flammer et al. 2019; Jones et al. 2019; Ting 2020; among others). The first theory (doing good is good for business) supports a firm’s social and environmental efforts leading to better performance (Adhikari 2016; Lins et al. 2017; among others). Socially responsible firms improve the information flow to the investor, mitigating the firm’s default risk and promoting a trusting culture among suppliers and buyers by increasing the overall trade credit. The second theory (agency theory) (Shapiro 2005) opposes this positive assertion and stresses that top management uses CSR to hide their misconduct (Shafai et al. 2018). These assertions have helped address how CSR affects default risk, the relationships between buyers and suppliers, and the information environment providing the context for this study.





3. Methods


Next, we review the burgeoning studies in the business literature that show how a firm’s standards involving CSR affect different firm financial attributes. These studies highlight the importance of investment in CSR activities and how voluntary CSR disclosures generate financial benefits for the firms. Further, we extend our discussion on three main areas (information environment, firm risk, and financing) in the corporate finance domain. Our motivation is to highlight the relationships between a firm’s environmental and social practices; and other firm financial attributes in this analysis.



In the last two decades, business management and CSR have gained visibility (Harris et al. 2009; Harjoto and Rossi 2019) because of the growing amount of scholarly publications (Calabretta et al. 2011). We build upon previous research and review seminal studies that link the firm’s CSR with firm information environment, firm risk, and financing sourcing. We mainly focus on the last 20 years (2000–2019) utilizing peer-reviewed publications in top-ranked journals of business management and corporate finance domains. These publications provide insight into current trends and empirical validation of relationships relevant to this study. We searched the literature using combinations of keywords: CSR, financial performance, information environment, firm risk, and financing.



For this study, we used Google Scholar to search these keywords and then downloaded the most relevant papers from their original databases (Sciencedirect, Willey, Springer, along with Taylor & Fances, and Sage). A significant portion of our literature comes from financial management journals, such as Journals of Banking & Finance, Journal of Corporate Finance, Management Science, and Journal of Finance. Next, we review these studies and synthesize findings while revealing new insights. After reviewing this literature, we take a step back from prior publications to also look at what leading multinational companies (MNCs) are doing regarding their CSR and environmental management efforts. Additionally, we also try to look at a country-level CSR context to see if it can provide additional layers of insight regarding the major themes from the literature and MNC practices.




4. CSR and Firm’s Financial Characteristics


Prior CSR literature review studies have used meta-analysis, and bibliometric analysis (Dreesbach-Bundy and Scheck 2017; Malik 2015; Vishwanathan et al. 2020; among others). To identify CSR potential studies as part of our literature sample, we use only those articles that we could find using several primary keywords and deemed the most relevant to this study resulting in 26 prior studies. A significant body of literature on business management has investigated CSR’s links with firm financial performance. Table 1 contains the summary information with the authors, title, hypothesis, data, methodologies, and findings of all the papers discussed in this study.



There are two widely cited meta-analyses on the relationship of CSR with firm performance. In the first, Margolis and Walsh (2003) analyze the literature from 1972 to 2002 and report that, of 127 studies, 54 show a positive relationship between CSR and firm performance. In the second analysis, Margolis et al. (2009) investigate 214 studies and conclude that, overall, CSR has a positive impact on firm performance but less so in the last decade. To increase CSR levels, organizations spend more on CSR activities, but investors are unwilling to pay a CSR premium (Pava and Krausz 1996). Overall, these meta-analyses show that investment in CSR activities improves firm financial performance.



As was found in previous studies, CSR improves a firm’s financial performance. CSR also reduces financial risk (Herremans et al. 1993). Investors want to earn maximum stock returns for a given level of firm risk. In a recent article, Kim et al. (2014) found that an organization’s strong social ethics mitigate its stock price crash risk. Socially and ethically responsible firms maintain a high level of transparency and engage less in bad news hoarding, which leads to lower crash risk. In addition, CSR has a negative association with idiosyncratic risk (Lee and Faff 2009). Mishra and Modi (2013) investigate the differential impacts of positive and negative CSR on idiosyncratic risk. Positive CSR reduces risk, but this is not guaranteed, while negative CSR increases risk. A similar study finds that high media coverage of a firm’s corporate social irresponsibility increases its financial risk (Kölbel et al. 2017). The study reviewed 539 firms domiciled in 38 countries. The authors looked at every quarter of the firms between 2008 to 2013 in an unbalanced panel of 9939 firm-quarter observations.



The corporate finance literature provides evidence about the link between CSR and other firm financial attributes but overlooks these relationships’ broader implications. Under certain circumstances (e.g., reduction in future cash flows), CSR expenditures create value for shareholders (Fatemi et al. 2015). Better CSR performance helps organizations obtain loans with easy terms and conditions and is also helpful when an organization has no collateral (Goss and Roberts 2011). Cai et al. (2016) use the MSCI ESG Intangible Value Assessment (IVA) database. Their final sample consists of 2636 firm–year observations from 2001 to 2006 from 36 countries. They find that minor variations in CSP ratings are due to firm characteristics. Interestingly they also find that a significant proportion of CSP rating changes are due to country-level factors such as institutional, cultural, and economic development.



In the business literature, the two most common ESG ratings are the MSCI ESG Ratings and Asset4, (Asset4 ESG ratings consist of ESG factors), which consist of different CSR dimensions (Cooper et al. 2010; Humphrey et al. 2012; Krüger 2015; Lys et al. 2015). The MSCI ESG ratings were formerly known as the KLD ratings. These ratings consist of seven qualitative issues: community, diversity, employee relations, the environment, humanity, product, and corporate governance. These CSR dimensions also have differential associations with firm financial characteristics. Bouslah et al. (2013) find that community strength has a negative impact, and diversity positively affects firm risk. The authors also see that employee, diversity, and corporate governance concerns positively associate with firm risk for Standard & Poor’s (S&P) 500 companies. The literature also provides evidence that some, but not all, CSR dimensions are associated with firm financial attributes (Attig et al. 2013; Cai et al. 2015; El Ghoul et al. 2011). Attig et al. (2013) find that the five dimensions of community, diversity, employee relations, the environment, and product quality/safety are associated with credit ratings, but not the human rights dimension.



Our review of this literature in this study aims to discuss the relevant findings from prior studies that link CSR with various firm financial attributes and highlight gaps for further research in the business CSR domain. To achieve this objective, we next explore the literature on CSR and corporate finance. In subsections, we discuss the prominent studies in CSR within three main areas of corporate finance. Details regarding the CSR articles can be found in Table 1.



4.1. CSR and the Firm’s Information Environment


CSR has a substantial impact on a firm’s information environment. As previously discussed, 90% of Fortune 500 companies are transparent and publicly report their CSR efforts. Martínez-Ferrero et al. (2015) demonstrate that conservative companies with lesser earnings management practices and high levels of accrual quality report high-quality CSR information and high-quality financial information. Martínez-Ferrero et al. (2016) examine the impact of CSR disclosure on information asymmetry. They find that voluntary disclosures regarding CSR reduce the information asymmetry problem. More significant information asymmetry leads to high levels of voluntary information disclosures; these disclosures reduce agency problems in a high socially responsible environment.



Organizations make their environment more informative with the help of extensive CSR disclosures. Wanderley et al. (2008) use a mix of qualitative and quantitative approaches to demonstrate this argument after analyzing 127 corporations’ websites; they conclude that both the country and the industry significantly influence CSR disclosures on electronic media. These corporations belong to the G20 countries, along with Brazil, Chile, China, India, Indonesia, Mexico, South Africa, and Thailand. Alniacik et al. (2011) show the importance of the CSR information environment. The data were collected from 250 undergraduate students studying in various departments of two Turkish universities participating in the study as part of their classroom activities. They explore the link between positive and negative CSR performance and investment, purchases, and employment intentions. Generally, positive CSR is associated with strong social and environmental performance and negative CSR with weak social and environmental performance. According to Alniacik et al. (2011), positive CSR enhances potential consumer purchase intentions, potential investor investment intentions, and potential employee’s employment intentions.



The business management literature provides growing amounts of evidence on CSR’s impact on a firm’s overall disclosure policy. Gamerschlag et al. (2011) explore the determinants of voluntary CSR disclosures in the German context. Consistent with political cost theory, their results show that German companies’ shareholder structure, visibility, and U.S. stakeholder relationships affect German companies’ CSR disclosure issues. Gelb and Strawser (2001) find a positive association between CSR and firm financial disclosures. More socially responsible companies provide information with extensive financial disclosures in comparison to less CSR-focused firms. Stakeholders recognize such information disclosure, which increases their satisfaction.



Numerous studies have investigated the relationship between CSR and financial information. Using the Domini Social Index 400 (DSI 400) as a CSR indicator, Kim et al. (2012) address this issue and find that socially responsible companies are less involved in manipulating operating activities and managing earnings through discretionary accruals. The authors also suggest that ethical concerns drive managers to produce high-quality financial reports. In the same vein, Dhaliwal et al. (2012) note that CSR standalone reports play an essential role in complementing financial disclosures. This relationship is more robust for firms and countries with high-quality financial disclosures. Furthermore, the authors show that financial and CSR disclosures act as a substitute to reduce equity costs.



The above-discussed studies help us understand that an organization’s financial information environment has dynamic relationships with its CSR practices (Lee et al. 2018). According to Haggard et al. (2008), an influential firm disclosure policy increases the level of firm-specific information in stock returns. Therefore, a more significant amount of information is impounded in the stock prices of the company. Stock prices are thus also a source of firm-specific information for investors, analysts, and stakeholders. Here we see opportunities to advance the field with a focus on growing amounts of information and transparency. The corporate finance literature is paying more attention to the relationships between CSR and reporting as trends show transparency in reporting CSR and earnings management practices increasing over time.




4.2. CSR and Firm Risk


In the corporate finance literature, firm CSR increases firm valuation and decreases firm risk. Following real options theory, Husted (2005) concludes that CSR has a negative relationship with firms’ ex-ante downside risk. The author also determines that the risk-free interest rate, the exercise price, uncertainty, and time play a vital role in the valuation of CSR investments. Some industries are controversial (e.g., alcohol, tobacco, firearms) in investors’ eyes, and socially responsible investors hesitate to invest in these types of industry stocks. Jo and Na (2012) argue that CSR engagement inversely affects firm risk in controversial industries, with a more substantial effect in more controversial industries than in noncontroversial industries. In light of their study, we can say that top management’s engagement in CSR activities for those enterprises within controversial businesses sectors improves their risk management efforts.



Most business finance researchers use well-known risk measures (e.g., stock return beta and the standard deviation of returns) as a risk proxy. Galema et al. (2008) report that socially responsible investments impact stock returns by lowering the book-to-market ratio and not generating positive alphas. The book to market is used as a proxy for firm risk. Furthermore, the authors explain that this relationship strengthens CSR’s diversity, product quality/safety, and environmental dimensions. Their research also supports our argument that not all CSR dimensions or factors affect firm characteristics in the same way. Particular measures of risk are also associated with stock prices (e.g., stock price crash risk). Kim et al. (2014) find that firm social responsibility performance is negatively related to stock price crash risk, which occurs in socially responsible firms due to high moral values and ethical standards (less bad news hoarding and a high level of transparency).



Using data from 2003 to 2012, Chollet and Sandwidi (2018) show that a better CSR reputation generates better stock returns at lower risk levels. They attribute such CSR investment performance to the psychic utility of economic gains. This work stresses that social and governance performance effectively mitigates financial risk after using international data from 67 countries. In light of the global evidence, Lee and Faff (2009) find that a firm’s CSR performance leadership significantly mitigates its idiosyncratic risk. The authors analyze idiosyncratic risk and its determinants and find that it substantially reduces the apparent difference between lagging and leading CSR portfolios.



Credit agencies can consider a firm’s socially responsible reputation as collateral (Drago et al. 2019). In a recent study, Sun and Cui (2014) use S&P credit rating (a firm’s credit rating is the firm’s ability to fulfill its financial commitment (or meet the expectations of debtholders) scores as a proxy for default risk and find an increase in CSR level reduces firm default risk. Several papers have examined the association between CSR and firm credit ratings. Attig et al. (2013) conclude that credit rating agencies give higher ratings to firms with better CSR performance. Furthermore, they find that community relations, diversity, employee well-being, the environment, and product strategies play an essential role in increasing creditworthiness. In the same vein, Jiraporn et al. (2014) inspect the association between CSR and credit rating from a geographical perspective. Their findings also support the previous literature. Improved credit ratings are associated with a lower likelihood of firm default risk. Along with the literature, we conclude that CSR increases credit ratings and reduces firm default risk.



Most of the evidence presented in this firm risk domain shows a negative association between CSR and different firm risk measures (e.g., idiosyncratic risk, stock price crash risk, default risk). Using data from 34 countries, Altman et al. (2016) state that the financial distress prediction accuracy (75%) of the Z-score model (Altman 1968) is reasonably good compared to the market-based model and can be further improved (to 90%) by using country-specific variables. However, the association between CSR and firm FDR (financial distress risk) (accounting-based measures, i.e., accounting-based measures of FDR are the Z-score, O-score, and ZM-score models) is still in question in the corporate finance literature, and this provides opportunities for future research to help provide more clarity as to the strength and direction of these relationships.




4.3. CSR and Financing Sources


Firms need better access to financing to run organizational activities smoothly. Most commonly, firms obtain financing from their shareholders and through bank loans. Publicly listed firms can obtain financing from the capital and credit markets. Acquiring investments from the credit market can be advantageous for firms because of tax benefits and the non-dilution of ownership. Firms’ positive behavior toward the community and the environment also plays an incremental role in their access to financing at cheaper rates. Cheng et al. (2014) find that firms reduce capital constraints with improved CSR performance. The authors use the Kaplan and Zingales (1997) index to measure capital constraint and show that both environmental and social dimensions drive this relationship.



CSR not only improves access to financing but also reduces the overall cost of capital (El Ghoul et al. 2011), minimizing both its components, that is, the cost of equity and the cost of debt. Feng et al. (2015) state that better CSR performance minimizes the cost of equity. They used a global sample and concluded that good CSR performance reduces the cost of equity in North America and Europe but find this association does not exist in Asian countries. This is based on 10,803 firm–year observations from 25 countries from 2002 to 2010. Dhaliwal et al. (2014) also find a negative association between CSR and the cost of equity, with a more pronounced association in stakeholder-oriented countries. On the other hand, better CSR performance also reduces bank loans’ cost (Goss and Roberts 2011).



Additionally, CSR is essential to obtain debt financing at lower rates through improved credit ratings. Jiraporn et al. (2014) state that better CSR performance enhances a firm’s credit rating potentially because of social interactions, local competition, or investor clienteles. Firms’ CSR policies are affected by the firms’ geographic peers’ (by three-digit zip codes) and industry peers’ CSR policies They conclude that funding agencies and banks greatly value firms’ ethical behavior toward society. Attig et al. (2013) similarly find that firms with good social performance enjoy high credit ratings. CSR is a combination of both CSR-supportive activities (strengths) and non-CSR-supportive activities (concerns). Attig et al. (2013) also show that CSR support positively impacts U.S. firm credit ratings and non-support activities have a negative effect. These recent studies highlight CSR’s importance in presenting a good firm image through high credit ratings to lending institutions.



During the 2007–2008 financial crisis, several organizations defaulted because of the credit crunch. CSR plays a vital role in reducing a firm’s financial default risk. Sun and Cui (2014) state that CSR performance helps firms mitigate financial default risk (a firm’s measure of financial default risk is its S&P credit rating) with a more pronounced association for firms in a highly dynamic environment. In support of this, Verwijmeren and Derwall (2010) find that firms can reduce bankruptcy probability through a leading track record in employee well-being. Hence, we conclude that a firm can mitigate default risk by opting for high moral and ethical values.



We have discussed the positive association between firm CSR performance and access to financing. Better access to funding at cheaper rates increases the financial soundness of high-CSR firms (García-Sánchez et al. 2019) and reduces their default risk (Cui et al. 2017). Firms with better CSR have lower costs of equity and debt compared to low-CSR firms. Trade credit is also a significant source of financing for organizations. Previous studies show CSR links with equity and debt financing. The association of CSR and financing sources is growing. We see CSR as growing in the future and note the importance of exploring relationships between CSR and trade credit as an area of research with the potential to uncover new relationships in a global marketplace.




4.4. CSR MNCs and Country Characteristics


In addition to our search and the synthesis of prior financial management literature, we also wanted to examine large multinational companies (MNCs) to look at their performance and country context for taking on CSR initiatives. We do this to help look for new insights and current practices. To provide scholarly and practical findings, we reviewed Fortune 500 companies’ CSR performance. We selected the top 10 Fortune 500 companies in 2018 and examined their Asset4 environment, social, and governance (ESG) data over eight years (2011–2018). We chose these years due to the growing focus on CSR, the emergence of creating shared value (Kramer and Porter 2011), and this time is the third generation of CSR by Trapp (2012). Figure 2 shows all U.S. firms’ average CSR performance compared to the top 10 Fortune 500 firms, with most Fortune 500 companies in the top quartile (75–100%). The continuous line shows the average CSR scores of all U.S. companies. Each year’s average score indicates that most U.S. companies are doing something for society, i.e., the community and the environment.



This figure shows the CSR performance of the top 10 Fortune 500 US and average U.S. companies. We use data from Asset4 ESG to measure CSR performance. Colored bars indicate the individual performance of the company, and the black line shows the average CSR performance of 1650 unique U.S. companies’ year-wise. This figure depicts the CSR performance by country using data from Asset4 ESG in 2018. We excluded countries for which the total number of firms is below ten. Figure 3 shows the CSR performance of different countries, using Asset4 ESG data from 2018. The map shows European countries’ (e.g., France, Spain, Netherland, Finland, Sweden) with high commitment to CSR. We exclude all countries with fewer than 10 firms in the Asset4 database in 2015. In 2018, Asset4 ranked large economies (e.g., the United States, China) below average on the social responsibility index.





5. Discussion


Based on an extensive literature review of CSR, our synthesis of information shows that firm CSR performance affects firm financial performance, firm risk, the cost of capital, and financial disclosures. The evidence from the literature suggests there have been and will be positive impacts from CSR and environmental management. Our approach in this study was to approach the CSR paradigm through the lens of two competing theories: (1) doing good is good for business, and (2) CSR creates agency problems. Our findings may be counterintuitive to what many in the financial sector have been saying for years, i.e., CSR is bad for business. Business finance researchers mostly show us that CSR has a positive relationship with financial performance and a negative association with firm risk, improves a firm’s information environment, and reduces the cost of capital. Based on these findings, we posit that, overall, CSR investment creates value for organizations and their stakeholders. In general, our findings, therefore, support the argument that doing good (socially and environmentally) is good for business.



In support of the above conclusion, a battery of literature finds that the firm’s responsible strategies are an actual effort and ultimately improve the firm performance and overall image (Fatemi et al. 2015; Jiraporn et al. 2014; among others). Furthermore, we find that the CSR literature in the corporate finance domain supports this notion that a firm’s social and environmental activities generate financial benefits for the organization. Our work collectively supports the positive aspects of the theoretical models suggesting “Doing Good is Good for Business” (Margolis and Walsh 2003; Margolis et al. 2009).



The second objective of our study was to identify new relations between CSR and corporate finance. First, we discuss the CSR impact on a firm’s information environment. Many business finance researchers state that firms doing more CSR promote information symmetry through financial and nonfinancial disclosures (Dhaliwal et al. 2012; Gelb and Strawser 2001; Kim et al. 2012). On the other hand, we find that CSR’s link to information impounded into stock prices is still in question. Second, we explore the literature on CSR and different measures of financial risk. We find that the link between CSR and FDR is still inconclusive. Third, we discuss the literature on CSR and firm access to financing. CSR has a positive relationship with equity financing (Feng et al. 2015) and access to bank loans (Cheng et al. 2014; Goss and Roberts 2011). The relationships between CSR and trade credit are still undefined, however. This study identifies the emerging trends and pathways for future research by shining new light on the business management and financial management frontier.



We extend knowledge by identifying the gaps in corporate finance in relation to CSR. In reference to the cited studies we review, we are able to highlight the three new CSR associations with price information, financial distress risk, and trade credit. Above mentioned gaps will open new doors in the firm’s financial and CSR domains. Further, we also propose that findings are significantly different in developed and emerging economies due to their level of priorities (Jamali and Carroll 2017; Sardana et al. 2020).



In comparison to prior CSR literature review studies, our paper is unique and constructive (Dionisio and Vargas 2020; Malik 2015; Pope and Waeraas 2016). Malik (2015) proffers an understanding between CSR and firm value studies. In another paper, Pope and Waeraas (2016) stress another side of a firm’s ethical initiatives focused on CSR-washing. This work uses data from three sources (e.g., Dissertations, Google Scholar, and the New York Times) to show the growing importance of CSR-washing in the business management domain. In a more recent study, Dionisio and Vargas (2020) selected 89 articles from top business management journals and performed a thematic analysis of the literature. Our study utilizes the relevant articles from the last 20 years to explore theoretical justification for CSR, and we engage this literature to identify potential gaps for future research.




6. Conclusions


Our review of the CSR literature is not free of limitations. In this study, we focus on refereed journals’ papers, working papers, and books and present our findings of the empirical evidence presented in the CSR literature. However, there could still be other studies unknown to us with different results or conclusions. Second, we have identified the gaps in these domains, but we do not define how researchers should find the answer to these questions. Third, this work only discusses the direct relationship (i.e., how CSR affects financial performance). Prior literature also shows the indirect relationships (for example, Galbreath (2018) argues that CSR mediates the gender diversity effects on financial performance). It is just that there are far too many to try and include, as the scope of the study was to find and summarize direct relationships. Future research may include studies with moderating and mediating effects to get more dynamic insights. Finally, the meta-analysis findings are more generalizable than individual studies’ results (relying on a single database). Thus, future research should consider different data sets with samples from multiple countries and other contexts to increase the validity of the findings.



This comprehensive study contributes to the business management literature in the following ways. First, we present evidence from the literature that generally supports the notion that “Doing Good is Good for Business” (Bocquet et al. 2017; Martinez-Conesa et al. 2017; Buchanan et al. 2018). Second, our work contributes to the literature on CSR and firm information environment (Cui et al. 2018; Martínez-Ferrero et al. 2016). We highlight the importance of finding the missing link between CSR and a firm’s stock price informativeness. Third, this research builds on the existing CSR literature showing that CSR mitigates different types of business risks (Kim et al. 2014; Braune et al. 2019). Our contribution in this domain is to bridge the gap between CSR and financial distress risk. Finally, this research also contributes to the literature on CSR and firm access to finance (like La Rosa et al. 2018; Jiraporn et al. 2014). In this review of the literature, we did not find evidence on how CSR impacts trade credit. Our contribution in this domain will open new avenues for business management and financial management researchers. It can motivate practitioners and projects looking for an increasing amount of and dynamic set of relationships between CSR practices and financial management.



Future research could investigate how CSR’s relationship with firm performance is different in the developing world than in developed nations. However, it is an essential comparison as there exist conflicting opinions amongst the two country contexts as to how they perceive CSR, based on differences in national economies, politics, and stages of implementation of the UN SDGs. In addition, further research is necessary regarding how the financial gains reaped due to a focus on CSR performance reflected on employees, supply chains, compensation, and the well-being of such firms. Lastly, future research should help determine whether becoming socially, ethically, and environmentally responsible bring about a transformative change externally in an organization’s market, customers, and financial sectors.
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Figure 1. Conceptual Framework. 
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Figure 2. CSR performance of top ten Fortune 500 and average of U.S. companies from 2011 to 2018. 
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Figure 3. Global CSR performance. 
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Table 1. Referenced Literature in CSR.
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Authors, Year and Title

	
Hypothesis

	
Data and Methodology

	
Findings






	
Panel A: CSR and Firm Information Environment




	
Alniacik et al. (2011)

How Corporate Social Responsibility Information Influences Stakeholders’ Intentions

	
1. Positive CSR information will be associated with a greater intention to consume a company’s product compared to negative CSR information.

2. Positive CSR information will be associated with a greater intention to seek employment with a company compared to negative CSR information.

3. Positive CSR information will be associated with a greater intention to invest in a company compared to negative CSR information.

	
In this study, they use the response of 250 undergraduate students from two Turkish universities. University students are potential customers and active users and future investors and employees of consumer electronics.

	
Their findings show that firm positive CSR information enhances consumer intentions to purchase products from, potential employees’ intentions to seek employment with, and potential investors’ intentions to invest in the company.




	
Gamerschlag et al. (2011)

Determinants of voluntary CSR disclosure: empirical evidence from Germany

	
1. CSR is positively associated with company visibility.

2. CSR is positively associated with company profitability.

3. CSR is positively associated with more dispersed ownership.

	
They used 520 firm-year observations from 2005 and 2008 using the Global Reporting Initiative (GRI). They focus on the German DAX, MDAX, and SDAX.

	
They find that CSR disclosures are affected by their visibility, shareholder structure, and relationship with U.S. stakeholders. More environmental disclosure leads to a firm’s higher profitability.




	
Gelb and Strawser (2001)

Corporate Social Responsibility and Financial Disclosures: An Alternative Explanation for Increased Disclosure

	
More socially responsible firms are more likely to make discretionary disclosures.

	
In this study, the sample consists of 233 firm-year using data from the Association for Investment Management and Research (AIMR) ranking for the years 1989 to 1992 of all non-banking firms.

	
Their results show that socially responsible companies are more willing to provide financial disclosures. This relation is strengthening through better investor relations practices.




	
Haggard et al. (2008)

Does Voluntary Disclosure Improve Stock Price Informativeness?

	
Voluntary disclosure improves the stock price informativeness.

	
Their final sample consists of 2084 firm-year observations covering the years 1982 to 1995. They only use those companies whose disclosure data are available on AIMR’s database.

	
They find that overall firm disclosure policy improves the information in stock prices. They make this estimation using analyst evaluation of firm disclosure policy.




	
Kim et al. (2012)

Is Earnings Quality Associated with Corporate Social Responsibility?

	
1: Socially responsible companies are less likely to engage in earnings management.

	
The sample consists of 18,160 firm-years observations from 1991 to 2009 using the DSI400 index as a CSR indicator.

	
Socially responsible companies are less likely to manage their earnings through discretionary accruals, manipulate real operating activities, and be the subject of the SEC investigation.




	
Lee et al. (2018)

The corporate social responsibility information environment: Examining the value of financial analysts’ recommendations.

	
1. CSR-related information is associated with the variation in the value of analysts’ recommendation revisions.

2. Changes in CSR-related information levels are associated with the value of analysts’ recommendation revisions.

	
They used MSCI ESG data and IBES from 1995 to 2011 for U.S. companies. The final sample consists of 11,828 firm-year observations.

	
They find an inverse relationship between the value of both upgrade and downgrade revisions and the supply of CSR-related information compiled by third-party institutions, suggesting that CSR-related data are associated with a richer information environment that makes it more challenging for analysts to issue informative recommendations, thereby mitigating their contribution to the price discovery process.




	
Martínez-Ferrero et al. (2015)

Effect of Financial Reporting Quality on Sustainability Information Disclosure

	
Sustainable information standardized disclosures have a negative (substitutive) relationship with financial reporting quality.

	
Their sample comprises 747 international listed nonfinancial companies from 25 countries from 2002 to 2010 using the Tobit method for panel data.

	
Results show that conservative companies, with a high level of accruals quality and those that carry out earnings management practices to a lesser extent, report high-quality financial information and, moreover, high-quality CSR information.




	
Martínez-Ferrero et al. (2016)

The Causal Link between Sustainable Disclosure and Information Asymmetry: The Moderating Role of the Stakeholder Protection Context

	
1. Voluntary CSR disclosures increase information availability by reducing the asymmetric information problem.

2. Voluntary CSR disclosures reduce the information available due to more stakeholder-oriented environments.

	
They produce their results using the GMM estimator for an international sample of 575 firms for the period 2003 to 2009.

	
Greater asymmetric information leads to higher voluntary information disclosure practices, reducing the agency problem in environments characterized by strong socially responsible commitment.




	
Wanderley et al. (2008)

CSR Information Disclosure on the Web: A Context-Based Approach Analyzing the Influence of Country of Origin and Industry Sector

	
On corporate website CSR disclosures influenced by country or industry.

	
They use data from 127 corporations from G20 countries along with Brazil, Chile, China, India, Indonesia, Mexico, South Africa, and Thailand with the chi-square test.

	
They report that CSR disclosures on websites are influenced by both industry and country. Thus, corporations are increasingly concerned with communicating ethically and responsibly their stakeholder diversity through the web.




	
Panel B: CSR and Firm Risk




	
Attig et al. (2013)

Corporate Social Responsibility and Credit Ratings

	
1. CSR reduces the perceived risk of financial distress, and that has a positive impact on firm credit ratings.

	
They used an unbalanced panel of 11,662 firm years’ observations representing 1585 unique U.S. firms over the period 1991–2010 using MSCI ESG and CSRSP, and order Probit model.

	
Using the U.S. sample, they conclude that socially responsible companies enjoy a relatively high credit rating. Furthermore, they explore that both strength and concerns influence the credit rating.




	
Chollet and Sandwidi (2018)

CSR engagement and financial risk: A virtuous circle? International evidence

	
1. CSR engagement lowers financial risk.

2. Social and governance commitment reduces financial risk.

	
They used Asset4 data as a CSR measure and systematic, firm-specific, and total risks for the financial risk measure. The final sample consists of 23,194 firm-year observations from 2003 to 2012 from 62 countries.

	
They show that a firm’s good social and governance performance lowers its financial risk, thereby reinforcing its commitment to good governance and environmental practices.




	
Cui et al. (2017)

Corporate Social Responsibility, Religion, and Firm Risk

	
1. CSR negative association with firm risk is more pronounced if H.Q. (headquarter) in a religious area.

	
They used KLD data as a CSR measure and CompStat for the financial risk measure. The final sample consists of 27,800 firm-year observations from 1991 to 2013 from U.S.

	
They find that CSR religiosity is negatively associated with firm risk.
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With controversial industries (such as alcohol, tobacco, gambling, and others) sample, they find that improved CSR performance is helpful to reduce the firm risk. Furthermore, they explore that CSR decreases the firm risk statistically more significantly with controversial industry firms than in noncontroversial industry firms.
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1. CSR has a significant influence on firm-level stock price crash risk.
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1. Corporate social performance has a significant association with firm idiosyncratic risk.
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2. When a capability is higher, CSR has a strong impact on reducing default risk.
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They find a positive relationship between CSR stands-alone CSR reports issuance and a higher level of analyst forecast opacity. Furthermore, they explore that this association is more pronounced with more stakeholder-oriented countries and firms with a high level of financial disclosures.
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1. High CSR firms have a lower cost of equity.
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1. Improved CSR has a significant influence on the firm’s cost of equity capital.

2. CSR’s negative relationship with the cost of equity capital is well-established in North America and Europe compared to other regions.

	
In this study, they used 10,803 firm-year observations from 2002 to 2010. They use Thomson Reuters Asset4 data from 25 countries.

	
They find that better CSR performance reduces the cost of equity capital in North America and Europe. But these results do not hold for Asian countries.
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1. CSR concerns have a negative association with loan maturity.
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They used the KLD dataset of 3996 loans extended to 1265 firms from 1991 to 2006.
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Used the KLD database for CSR measurement. Their final sample consists of 2516 firm-year observations from 1995 to 2007.

	
They find that more socially responsible companies enjoy a more favorable credit rating. One standard deviation increase in CSR measure increase the 4.5% of firm credit rating. Furthermore, they also test these results using geographic proximity with 2SLS.
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Hypothesis: Firms with high employee well-being have lower target leverage.

	
They analyze 7494 observations from 2001–2005 using KLD data.

	
The results confirm that a firm with a leading record of employee well-being significantly reduces the probability of bankruptcy through a lower debt ratio. After controlling the differences in leverage, they observe that with better employee well track records firm improves their credit rating.
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