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Abstract

The motive for this research was an ongoing debate over whether firms’ mis-
sion is solely to make profits or should contribute to the social and environ-
mental concerns that accompany the practice of Corporate Social Responsi-
bility (CSR). More and more firms are reporting CSR activities either because
due to the legislative framework or cause of the benefits derived from the en-
gagement with sustainability goals. Corporate Social Responsibility consti-
tutes an activity in the modern business environment and attracts the interest
of the stakeholders. It is related to the firms’ activities for the protection of
the environment and contributes to the society since firms offer resources in
the society, take care of employees’ improvement, become respectful to their
customers and co-operate with suppliers who are also oriented to the respon-
sibility. Through this research, we investigate the relationship between CSR
activities and Corporate Financial Performance (CFP) during 2016-2017 in
Greece. Our sample consisted of companies, listed on the Athens Stock Ex-
change, during the years of capital controls implementation and before the
end of the bailout memorandum with EU (in August 2018). We examine the
effect of CSR disclosure on firms’ financial performance and also if the better
financial performing firms tend to issue significantly more CSR reports. The
results reveal that there is no significant correlation between CSR and Cor-
porate financial performance though a high percentage of the sample disclos-
es CSR activities.
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1. Introduction

Corporate Social Responsibility has been related to modern business environ-
ment as it is noticed by Verma (2015), who specified the demand for CSR dis-
closure for the stakeholders and the need for more reliable indicators for the
CSR activities and strategies. In a prior study Davis (1967) recognized the rela-
tion between social responsibility and modern business development focusing
on the managerial responsibilities. The purpose of this study is to investigate the
effect of Corporate Social Responsibility on the firm’s financial performance
in 2016 when Greek firms adopted the relevant legal framework. More specifi-
cally, according to the amendments of the directives 2013/34/EU/2014 and
2014/95/EU/2014, firms are required to disclose non-financial and diversity in-
formation. The directives represent part of a broader effort by the European
Council to increase business transparency on social and environmental matters.
Thus, non-financial reporting became mandatory for large public-interest com-
panies with more than 500 employees which cover approximately 6.000 large
companies and groups across the EU, including listed companies, banks, insur-
ance companies, and other companies designated by national authorities as pub-
lic interest entities. We focus on the years 2016 and 2017 because those are the
first two years of the implementation of the above adoption and it was crucial to
estimate the behavior of firms that have the obligation to follow this legal
framework in conjunction with the relevant CSR practices.

The most relevant approach for CSR is related to the stakeholders. Nikolova
and Arsic (2017)—following this approach—classified the relevant theories into
four groups: 1) Instrumental theories, in which the corporation is an instrument
for wealth generation and its social activities consist only a method to achieve
economic results; 2) Political theories, which cover the power of corporations in
society and the good use of this power in the political field; 3) Integrative theo-
ries, in which the organization is focused on the fulfillment of social demands;
and 4) Ethical theories, based on the ethical responsibilities of corporations to
society. No matter the reason for which companies implement CSR activities, we
investigate the relationship between CSR and the performance of firms and fur-
thermore to clarify whether the frequency of disclosing non-financial reports in-
fluences profitability.

In June 2015, a liquidity crisis was triggered by an economic shock. As a re-
sult, the government decided on the adoption of capital controls in Greece. Of
course, the Greek economy has been stated under financial probation by IMF
EU since 2010. In that year, according to Baldwin & Giavazzi (2015); Hardouve-

DOI: 10.4236/me.2021.122022

430 Modern Economy


https://doi.org/10.4236/me.2021.122022

A. Papagrigoriou et al.

lis & Gkionis (2016) and Nelson et al. (2015), the size of the budget deficit in
Greece became 15.2% of GDP. Due to the fact of the continuous political
changes and the socioeconomic effect of the global financial crisis in Greece, the
Greek economy has remained under financial probation, almost, ten years. The
period after 2015 was critical for the viability of Greek economy. During that pe-
riod and specifically in 2016 Greek listed firms should mandatorily disclose CSR
reports. In our study, we explore specifically that period (after the adoption of
mandatory CSR reporting) contributing in this way in the research literature.

The main scope of this research paper is to examine the effect of CSR on CFP
(Corporate Financial Performance) for the years 2016 and 2017. The examined
period could be considered more interesting because in 2016, and 2017—despite
the fact of the mandatory CSR reporting—firms should manage also the negative
consequences of the capital controls. Specifically, the Greek’s economy deep
recession implied a poor financial performance of firms. In addition to the exis-
tent literature, we detect for any significant differences—in the financial perfor-
mance—related to the CSR activity, in a period that the indicators of firms value
and profitability were expected to be remarkably low. We believe that the study
of that specific period could differentiate our findings from those of relevant
studies.

This study is structured as follows:

At first, we focus on the research relevant literature, mentioning the different
findings for the relationship between CSR and CFP. In the next section that we
present the proposed research methodology and state our research hypothesis
and the variables of CSR and CFP. Then we discuss the results of our analysis
and our findings. Last but not least we demonstrate our concluding remarks, the

limitations, and further research proposal.

2. Literature Approaches & Reviews

2.1. Companies’ Awareness and Disclosing

Companies’ awareness of the need to disclose the appropriate report regarding
their sustainability and the positive correlation between all CSR and CFP va-
riables was supported by Waworuntu et al. (2014). Their aim was to establish the
extent and pattern of corporate disclosure in a total population of 40 companies
listed in the ASEAN region. Among them, 15 companies provided a separate
sustainability report and 19 companies disclosed their CSR policies and activities
in a specific section. It was also found that as the number of economic disclosure
increase, there was also an increase in the profitability of the firm.

In addition, Li et al. (2013) as well as Platanova et al. (2018) argued that firms
that perform well it’s more likely to disclose their CSR activities and moreover
their quality is better. Li et al. (2013) examined the effect of firm performance on
CSR disclosure in terms of disclosure frequency and quality among 1.574 Chi-
nese listed firms in 2008 in China Stock Market. Their results agreed with those

Platanova’s et al. (2018) who conducted an empirical analysis by using a sample
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consisted of 25 fully-fledged Islamic Banks from GCC countries, namely Ba-
hrain, Saudi Arabia, Qatar, Kuwait, and the United Arab Emirates. This paper
examined over the period of 2000-2014 whether the higher level of CSR disclo-
sure indicates the better financial performance of GCC Islamic banks as for now
and also in the future. Along with that, they explored whether all the composite
dimensions of CSR disclosure have an individual positive impact on the financial
performance of GCC Islamic Banks either now or in the future. The findings of
this study indicated a positive relationship between the CSR disclosure index and
financial performance as well as future performance. Furthermore, no statisti-
cally significant relationship between all the individual dimensions of corporate
social performance and the financial performance measure has been detected. In
other words, any individual composite dimension of CSR disclosure has not a
positive impact on the financial performance of GCC Islamic Banks.

Attempting to investigate the impact of corporate social responsibility activi-
ties on corporate performance, Kang and Liu (2013), employed a sample of 685
non-financial companies listed on the Taiwan Stock Exchange over the period
2008-2010. An important finding was that the sensitivity of a company’s per-
formance to its engagement in CSR activities does not vary with the quantile lo-
cation of the firm’s performance level. That paper also argued a uniformly sig-
nificant positive relationship between engagement in CSR activities and firm
performance. The same result was carried out by Kakakhel et al. (2015) with 15
listed companies from Karachi Stock Exchange in Pakistan, during the time pe-
riod of 2008-2014, originated from the cement sector. The motivating factor of
that study was the utmost importance of the cement industry in Pakistan’s
economy due to infrastructure development in Pakistan, reconstruction after
floods, and destructive earthquakes since is one of the most seismically active
countries in the world. In the meantime, the study of Rhou et al. (2016) observed
that even with positive CSR activities, if the companies fail to communicate with
stakeholders, financial benefits do not occur. The sample was composed of 53
restaurant firms for the years 1992-2012 listed on the US stock market. The
study revealed that positive CSR activities add financial value to restaurant
companies only if the companies effectively publicize their CSR involvement.
Negative CSR activities significantly and adversely affect firm performance as
the media expose restaurant companies’ socially-irresponsible activities to the

public.

2.2. The Impact of Firms’ Ownership and Core Operations on the
Relationship between CFP and CSR

State ownership exerts a moderating effect on the relationship between firm
performance and CSR disclosure. China has a special institutional back-
ground—the majority of listed companies are SOEs (state-owned enterpris-
es)—and the state as owner often has different goals than private shareholders.
The objectives of SOEs include not only profit but also social aims, such as

greater employment. Therefore, Li et al. (2013) found weaker the link (between
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firm performance and CSR disclosure) among SOEs enterprises compared with
NOE:s (non-state-owned) ones.

Another point of view based on whether CSR activities are related to the firms
core operations or not and the role played simultaneously by economic condi-
tions on the link between CFP and CSR, was investigated by Lee et al. (2013).
U.S restaurant industry for the years 1991-2009 was the sample data for this re-
search. In that study CSR activities were dichotomized based on whether they
were related to the firm’s core operations or not, providing a more nuanced ex-
planation of how some CSR activities may be more beneficial than others to firm
value in hard economic times. Though, according to the findings of that re-
search, NON-OR (non-operation related) and OR (operation related) CSR activ-
ities have no significant impact on a firm’s performance, the moderating role of
economic conditions provides significant results. Thus, during favorable eco-
nomic conditions NON-OR and OR CSR activities don’t add value to their
firm’s performance while on the contrary during recessionary periods NON-OR
CSR activities lead to a decline in firm value and, OR CSR activities appear to

help a firm’s value.

2.3. Economic Fluctuations on the Link between CSR and CFP

Economic and social change was the moderating variable for another research
analyzed by Ahamed et al. (2014) for Malaysian firms. Malaysia was chosen due
to the fact that it’s one of the world’s developing countries. The main source of
data was taken from three large companies from 2007 to 2011. The time span
was critical due to the fact that it was the recovery period from the financial cri-
sis that hit Asian Countries. The results indicated that firms exhibit greater con-
cern to improve financial performance and corporate reputation via increasing
their CSR or sustainability report in their annual report. The impact of economic
fluctuations on the link between CSR and CFP was also the main objective of the
research of Wang et al. (2015). They were seeking to investigate the direction of
causality between CSR and CFP and examine whether the relationship between
CSR & CFP is stronger for firms of developed economies than from developing
economies. The authors upon completion of the literature retrieval procedure
that met specific specifications (such as statistic outcomes, correlation coeffi-
cients from different samples, etc.), obtained a total of 119 effect sizes reported
in 42 studies. The survey supported that the relationship between CSR & CFP,
based on different measurement strategies of CSR are significantly different.
Moreover, the relationship between CSR and CFP is significantly positive and is
stronger for firms from developed economies than from developing ones. Be-
sides, their study indicated that subsequent financial performance is positively

associated with prior social responsibility.

2.4. The Contribution of Predicted Benefits and Adoption of CSR
Practices on Financial Performance

Nevertheless, the relationship between CSR and CFP is more complex than pre-
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vious studies have revealed. Saeidi et al. (2014) argue that sustainable competi-
tive advantage, which has been omitted as the final outcome of customer’s satis-
faction and reputation (Awang & Jusoff, 2009), is assumed to be another effec-
tive mediator in this relationship. The sample consisted of 205 firms from in-
dustrial manufacturing firms (57.7%) and consumer product manufacturing
sector (42.3%) tests and develops a more complex relationship between CSR and
firm performance by including three mediators (customer satisfaction, reputa-
tion, and sustainable competitive advantage) as three predicted benefits of CSR.
The outcome based on the above three mediators revealed that CSR is positively
associated with firm performance and according to the findings, a better reputa-
tion and competitive advantage are consequences of increased customer satisfac-
tion after engaging in CSR.

Likewise, a few years later Hategan et al. (2018) investigated if there is a strong
correlation between CSR and profit and mostly how companies behave in the
periods they have losses, whether they continue to do CSR activities, they reduce
activities, or they give them up. Thus CSR is attributed to the concept of “doing
good” and profit to the expression of “doing well”. The sample consisted of 53
Romanian companies listed at BSE validating two points of view. The first was
the impact of “doing well” (profit) over the “doing good” (CSR) and vice versa.
The results for the first perspective showed that the odds of doing CSR for the
listed companies with profit are 8.31 times greater than the odds of the compa-
nies which registered losses. The second perspective analyzes the odds of re-
cording profit for the companies that had CSR resulting they are 14.48 times
greater than the odds of companies that did not have CSR activities. Further-
more, it was validated that 33% of the time, firms that are “doing poorly” con-
tinued to have CSR activities, to “do good”.

Bhattacharyya & Rahman (2019) documented that CSR expenditures affect
positively the ROA. Nevertheless, Astara et al. (2017) investigated the association
between CSR and CFP using a sample of 124 listed companies in the Athens
Stock Exchange during the period 2006-2012. Similar to previous studies, in that
study was investigated whether the financial performance of firms that reported
CSR practices differs significantly from those who didn’t report. In other words,
they explored if CSR affected firms’ financial performance. Generally, the em-
pirical results indicated that CSR is a factor that contributes positively to the fi-
nancial performance in terms of ROA & ROE. At the same time, not all the va-
riables of CSR contribute positively to firms’ performance. For this purpose, Cho
et al. (2019) selected 191 companies listed on the Korean exchange so as to ex-
amine as well whether CSR will exert a statistically significant influence on firm
profitability, growth, and corporate value. According to the results, a significant
positive relationship was observed in the correlation between CSR performance
and profitability; while on the contrary, consumer’s protection exerted a statisti-
cally significant negative influence on corporate value.

An important practice of CSR is of environmental sustainability. Indeed, due

to the environmental degradation, there is a constantly increasing pressure for
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firms to adopt environmental sustainability into their strategies (Ntanos et al.,
2018; Ntanos et al., 2019; Skordoulis et al., 2020a). This adoption can be
achieved through the framework of corporate environmental responsibility (Ba-
biak & Trendafilova, 2011). Based on the relevant literature, there is evidence
that firms’ environmental protection strategies that can be included into a CSR
framework can increase resource efficiency (Porter & van der Linde, 1995; Rex-
hauser & Rammer, 2014), improve market reputation (Dangelico & Pontrandol-
fo, 2015), create new markets (Halila & Rundquist, 2011) and differentiate firms
from their competitors (Skordoulis et al., 2020b). Thus, such strategies are not
only positively correlated with financial performance (Albertini, 2013; Koo et al.,
2014) but also with the establishment of a sustainable competitive advantage
(Aragon-Correa & Sharma, 2003; Skordoulis et al., 2020c).

Many empirical studies have tested the nature of the relationship between
CSR and CFP. However, results have been mixed. In recent studies, scholars
have argued that socially responsible corporate behavior varied across countries
and appealed for more attention to a cross-national comparison. In total, studies
showed that CSR spending did not necessarily guarantee better performance and
many mediating variables may exist which affect this relationship. Therefore,
CSR is a long-term investment or commitment which all organization should
take into consideration and decide wisely the benefits to undertake in line with

their corporate mission and vision.

3. Methodology
3.1. Aims and Scope

The main scope of this paper is to examine the effect of Corporate Social Re-
sponsibility on Corporate Social Performance in terms of four main pillars. The
term sustainability is actually referring to four distinct areas that influence not
only the profitability and growth of firms but also their social and environmental
impact.

Our sample consisted of 98 companies listed on the Athens Stock Exchange
during the period 2016-2017. More specifically, among the 98 companies, 56%
are from the industrial sector, 24% consists of companies in the services sector,
and the remaining 20% are commercial firms. Furthermore, financial institu-
tions, banks, and investment, and insurance firms were excluded, cause of the
fact that their financial reports are not comparable cause of different structure.

In this paper according to prior studies (Agrawal & Knoeber, 1996; Florackis
et al., 2009; Li et al., 2009), we developed a regression model in which CFP va-
riables appeared as dependent and CSR were stated as independent. After ap-
plying the proper statistic analysis, discussing and proposing further research, is

stated, underlying also the limitations of the present survey in the last section.

3.2. Sub-Areas of Corporate Social Responsibility (Four Main
Pillars)

The issue of this paper is to examine the effect of Corporate Social Responsibility
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on Corporate Financial Performance in terms of four main pillars. The term
sustainability is actually referring to four distinct areas that influence not only
the profitability and growth of firms but also their social and environmental im-
pact.

In 2008, CR Institute in Greece introduced the CR index, the most important
international measure of firm’s performance in the field of corporate social re-
sponsibility. More specifically CR index composes an important evaluation tool
for assessing CSR performance in four sub-areas (pillars): Society, Environment,
Workplace, and Marketplace. This segmentation of social responsibility was the
theoretical framework on which this survey was based.

Moreover, one of the primary goals of corporate social responsibility is the
environment. Businesses, regardless of size have large carbon footprints. Any
steps they can take to reduce those footprints are considered good for both the
company and society. Companies of our data seek on reducing any damaging
effects on the environment from their business’ processes through activities that
may focus on energy use, water use, waste management, recycling, and more
specifically on pollution prevention programs and rational using of natural re-
sources.

Another pillar of CSR and one of the last bastions of resistance within corpo-
rate social responsibility seems to be the workplace and more specifically the HR
department. So the first question comes down to how employees are dealt with
and whether they feel a sense of motivation and pride in working for the com-
pany. This mostly depends on remuneration, employee development, work-life
balance, health and safety, diversity, and consistency across different working
environments.

Another important position on CSR practices holds activities for social re-
sponsibility (community) by donating money, products, or services to social
causes and nonprofits. Community engagement is one of the key pillars of cor-
porate social responsibility, alongside the concern with the workplace, the mar-
ketplace, and the environment. Some businesses choose to support a local chari-
ty with financial contributions, sponsor a local event, organize clean-up events,
volunteer in local schools or community projects and generally get involved in
community based CSR related to their product or service. This lets them use
their expertise and show the human face of their business at the same time.

The Marketplace pillar is related to the management of the relationship with
its customers, suppliers, and business partners. Buying and selling products or
services is a core part of a business and thus it should be ensuring that is done in
an ethical and sustainable manner implementing rules of quality assurance.
These rules should be followed through the supply chain and the idea of CSR

must follow certain procedures of evaluation and recording complaints.

3.3. Measurement of CSR (Bibliography Approach)

Prior studies in different environmental management domains have predicted

that customer satisfaction, reputation, and competitive advantage are three out-
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comes of CSR. Therefore, it is suggested that these elements should be taken into
account in studies on the relationship between CSR and firm performance and
identify the role of these variables e.g. (Alafi & Alsufy, 2012; Galbreath & Shym,
2012). According to Keh and Xie (2009), CSR is an essential element in devel-
oping and maintaining a favorable corporate reputation, which is regarded as an
important strategic resource factoring into a company’s competitive advantage.
Therefore, many studies have experimentally confirmed this relationship (Brickley
et al., 2002; Lai et al., 2010; Hsu, 2012). Thus consumers may hold different as-
sociations with brands because of CSR records according to Wu et al. (2014). In
other words, initiatives for CSR assist a company in differentiating its products
or service by creating a positive brand image, which safeguards the company’s
reputation.

Nevertheless, the most common use of a proxy for the independent variable of
CSR is salaries and wages spending of employees, donation in the form of health
and education, etc. Proxy was used by Kiran et al. (2015). It is common that re-
searchers use different dimensions of CSR disclosure to examine the impact of
CSR on CFP. For example, Ngwakwe (2009) used CSRD on Employee Health
and Safety (EHS), Waste Management (WM) and Community Development
(CD) meanwhile Mishra & Suar (2010) used CSRD on employee, customer, sup-

plier, community and environment dimension.

3.4. Measurement of Financial Performance (Bibliography
Approach)

Though there is no real consensus on how to properly measure CFP, however,
most measures of CFP divided into two broad categories; accounting-based
measure according to Bayoud et al. (2012) and market-based measure according
to Lioui & Sharma (2012). There are also some researchers, such as Ehsan & Ka-
leem (2012) that adopt both of these categories. On the other hand, following the
precedent of the previous studies, the use of accounting-based measures has
been received vast attention and mostly used by researcher. Among the ac-
counting-based measures, Aupperle et al. (1985), Freedman & Jaggi (1988),
Waddock & Graves (1997), Simpson & Kohers (2002), the most widely used is
the return on assets (ROA), the return on equity (ROE) and the return on sales
(ROS), and among the market-based measures the most known are the market
return, the price-to-earnings ratio and the market value to book value.

Accounting-based indexes of CFP indicate the past or short-term financial
performance instead of market-based that captures future or long-term financial
performance (Gentry & Source, 2010). The proponents of accounting-based
measures argue that market-based measures can be affected by several factors
that are not related to the firm’s activity (Platanova et al., 2018). However, the
proponents of market-based measures dispute the objectivity of accounting fig-
ures and underline the measures related to shareholders and investors (Brammer
& Millington, 2008).
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3.5. Hypothesis Development

The main purpose of this paper is to detect for a significant relationship between
CSR and CFP. Consequently, we analyze financial data from the corporate an-
nual reports of listed firms as well as their stock prices.

It is common accepted that CSR practices are reflected in the annual reports
as donations. Nevertheless, we noticed that donations for CSR are not reported
individually in specific accounts due to the fact that firms are not obliged to re-
port them. Dkhili & Ansi (2012) and Ahamed et al. (2014) have mentioned the
following different approaches to measuring CSR:

1) Content analysis by a measure of speech, which was based on content anal-
ysis of annual reports and specifically on remarks made by companies to assess
their CSR activities. Examples of content analysis by counting the number of
lines or words used for activities of CSR in the annual report of companies were
Aras et al. (2010); Mwangi & Oyenje (2013); Ngwakwe, 2009; Karagiorgos (2010).

2) Indicator of pollution, provided by some agencies to assess the pollution of
businesses as for example measurements of diffusion of CO, by businesses
(Uwuigbe & Egbide, 2012).

3) Measures of attitudes and values aimed at assessing the sensitivity of mem-
bers of the organization. In those studies, CSR was measured using question-
naires (Bayoud et al., 2012; Mishra & Suar, 2010).

4) The estimate of reputation, such as the indicator of reputation developed by
Markowitz in the 1970s which includes criteria related to CSR.

5) The behavioral/audit approach assessed by the agencies that focus on the
registration of behavior and environmental responsibility (Boesso et al., 2013;
Lioui & Sharma, 2012; Nelling & Webb, 2008; Tench et al., 2012).

6) Donation or charity contribution by the companies estimated by the amount
spent on the community, the environment, the employees, and the marketplace in
aggregate due to multiple obligations derived from CSR (Karagiorgos, 2010).
Prior studies (Ngwakwe, 2009) used CSRD on employee Health and Safety (EHS),
Waste Management (WM) and Community Development (CD), while Mishra &
Suar (2010) adopted the CSRD on employee, customer, supplier, community, and
environment dimension.

Hence, our approach doesn’t use either indicators of reputation, pollution, or
amounts of donations or other measures of environmental responsibility or oth-
er attributes and values using questionnaires. It is based on content analysis from
the indication of activities written on sustainability reports and non-financial re-
ports, divided into four pillars of CSR (environment, workplace, community,
and marketplace). This approach provides more accurate and sufficient infor-
mation for the CSR because it is not based on the financial reports in which the
CSR relevant information is not clearly reported.

A critical point for this research was the choice of variables that attribute bet-
ter in measuring financial performance. Among most researchers who typically

used market or stock-based measure as CFP measurement (as already men-
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tioned in the bibliography CSR approach section 3.2) our point of view sup-
ported the stakeholder approach in CSR (Nikolova & Arsic, 2017). More specifi-
cally, the analysis of variables in the used model is assessing not only accounting
information but it is also based on the “the essence of CSR” which reflects the
participation of the stakeholders.

The commonly identified stakeholder groups include shareholders (or own-
ers) employees, customers, suppliers, local community, competitors, govern-
ment, media, and society. Given the fact that the stakeholders are a key factor for
the success of the CSR practices, the Q ratio of Tobin (Tobin’s Q) was chosen as
one of the dependent variables of our research.

Tobin’s Q compares the stock value of a listed firm—which captures stake-
holder behavior—with the value of their total assets. Therefore, Tobin’s Q could
be an important measure of intellectual capital as it can reflect the value markets
place on assets, which are not normally reported in the conventional Balance Sheet.

As far as accounting based measurements, a short look at the related biblio-
graphy reveals the different approaches of indicators for the company’s profita-
bility. Matari et al. (2014), introduced two—mostly used—indicators and gauge
the operating and financial performance of a firm. Although the rate of profit is
measured by the accountant and is limited by standards established by the profes-
sion, ROA—which reflects the company’s effective use of assets—and ROE—that
calculates financial performance by dividing net income by shareholders’ equi-
ty—are the most used account-based indices. Hence, according to Hutchinson &
Gull (2004), accounting-based performance indicators are preferred over the
market-based ones because they reflect the management actions outcome.

Thus, in our research, we use ROA, ROE, and Q ratio to examine the relation
between the effectively and efficiently management, the use of corporate asset
and the inventory turnover and sales with firms CSR activities. This relation may
have “double meaning” since it may reflect that firms that are activated in CSR
have better financial performance or that firm exhibit superior financial perfor-
mance will devote more resources for social responsibility. The CSR pillars have
been selected as independent, categorical, variables.

Categorical regression quantifies categorical data by assigning numerical val-
ues to the categories, resulting in an optimal linear regression equation for the
transformed variables. Thus, we converted the categorical variable CSR into a
form that can be explained in regression analysis coding 1 for firms that disclose
CSR activities and 0 for firms that don’t disclose. The analysis was moderated
and validated by including additional, moderator variables in calculations that
have been found to influence or strengthen the relationship examined (Sharma,
1981). In this research, the moderator variables firm size and sales growth, and
leverage are included in accordance with suggestions from several previous re-
searchers of the CSR and Financial performance relationship (Ulmann, 1985;
Waddock & Graves, 1997; McWilliams & Siegel, 2000; Hagberg et al., 2015).

In this research, we seek to answer in the question whether the CSR oriented

firms become more valuable and profitable than of the firms with low CSR activ-
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ities. We also mentioned that the examined period of this research are the years
2016-2017 in which Greek economy has been stated under financial probation
and also under the capital controls. Due to the fact that previous studies have not
focused on relevant economies we contribute to the literature exploring the im-
pact of CSR activity. In order to answer the research question we formulated the
following hypotheses.

Hypothesis 1: There is a significant difference between CFP indicators of firms
that report CSR activities and those which do not report.

Hypothesis 2: CSR activity and CSR pillars individually affect CFP indices.

Hypothesis 3: Better performing firms are more likely to adopt CSR practices.

3.6. Model

We applied the non-parametric test of Kruskal-Wallis to detect any significant
difference in the medians of CFP variables between firms that reported CSR in-
formation and those who didn’t. In recent studies, Christopoulos et al. (2019);
Kalantonis et al. (2020), panel regression analysis has been used for mul-
ti-dimensional data of an observation that is measured repeatedly over time',
applied in financial accounting research. Nevertheless, we developed two regres-
sion equations using a categorical variable (CSR) and the financial corporate
performance as explanatory variables, due to the fact that we focus on two years
individually.

In the first one, we explored the effect of CSR on CFP. The effect of every in-
dividual CSR pillar on CFP was explained with the second equation. Categorical
regression follows in order to estimate whether there is a correlation between fi-
nancial performance and socially active firms. The proposed model to validate
our objective is according to Kang and Liu (2013) as well as earlier studies on the
subject (Agrawal & Knoeber, 1996; Florackis et al., 2009; Li et al., 2009).

First model

Performance, = £, + f,CSR _dummy, + f,size, + f;leverage,

+ pB,salesgrowth,; + year, +e¢,

Dependent Variable Performance of firm 7as measured by:

ROA (%) Return on assets = net income/total assets
ROE (%) Return on equity = net income/total equity
TOBIN’S Q Market value of a company divided by its assets’ replacement cost

Independent variables

Dummy variable equals to 1 for companies which report CSR

CSR_d
—ummy activities and 0 otherwise
Size The natural logarithm of total assets
Leverage Total debt/total assets

Sales annual growth (%) sales,g,,/sales,g 6
Year The examined year

& error

'https://towardsdatascience.com/panel-data-regression-a-powerful-time-series-modeling-technique-
7509ce043fa8.

DOI: 10.4236/me.2021.122022

440 Modern Economy


https://doi.org/10.4236/me.2021.122022
https://towardsdatascience.com/panel-data-regression-a-powerful-time-series-modeling-technique-7509ce043fa8
https://towardsdatascience.com/panel-data-regression-a-powerful-time-series-modeling-technique-7509ce043fa8

A. Papagrigoriou et al.

In the following equation every individual CSR pillar has been added as inde-
pendent variable.
Second model
Performance; = §, + B, ,CSR _ pillar, + g,size, + B,leverage,
+ f,salesgrowth, + year, +e¢,

Independent variables

CSR_pillar Equal to 1 for the pillar that companies disclose and 0 otherwise

4. Descriptive Statistics

The collected data are briefly examined using descriptive statistics.

In Table 1, we present statistical measures of central tendency and variability
for all the dependent variables. We observe that the mean value of ROA and
ROE is positive even in the period of crisis. On the other hand, we indicate that
the variability is high and that there is a gap between the mean and the median
value for the year 2016. Moreover, the Q ratio is low for both of the two ex-

amined years. This is expected because of the low firms’ share prices.

5. Results & Discussion

In this paper, we selected the above 4 pillars that represent more accurately the
frame of CSR. These are environment, workplace, community, and marketplace
dimensions based on measurements of CSR references in their annual reports
from 98 listed firms in Athens Exchange Market for the period 2016-2017. Un-
der this context, we created the following Table 2.

We observe in Table 2, in the first year of the EU directives—for CSR report-
ing—adoption, that firms which reported their CSR activities were more than
the firms which they didn’t report them. Nevertheless, we observed that the re-
porting of CSR activities have been increased in the next year. That could be an

indicator of the compliance improvement in the next year.

Table 1. Descriptive Statistics.

Descriptive Statistics

2016
Dependent Variables Mean St. Deviation Median
ROA (net income/total assets) 0.0157 0.0547 0.1375
ROE (net income/equity) 0.0033 0.1837 0.0341
TOBIN’S Q 0.3140 0.3653 0.1586
2017
Dependent Variables Mean St. Deviation Median
ROA (net income/total assets) 0.0180 0.0639 0.0117
ROE (net income/equity) 0.0095 0.1645 0.0306
TOBIN’S Q 0.3838 0.4514 0.2261
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Table 2. Tally for Discrete variables.

Tally for Discrete variables

2016
CSR CSR CSR CSR
Value CSR Community Workplace Environment  Marketplace
0 (not disclosed) 41 55 (56.1%) 43 (43.9%) 43 (43.9%) 63(64.3%)
1 (disclosed) 57 43 (43.9%) 55 (56.1%) 55 (56.1%) 35 (35.7%)
N 98
2017
R R R R
Value CSR Confrfxunity Woflfplace Envifosnment MarE:tplace
0 (not disclosed) 19 48 (49.0%) 22 (22.4%) 22 (22.4%) 57 (58.2%)
1 (disclosed) 79 50 (51.0%) 76 (77.6%) 76 (77.6%) 41 (41.8%)
N 98

More specifically, looking into Table 2, firms didn’t implement uniformly the
regulatory CSR framework for every individual pillar of CSR. In the year 2016,
the CSR activities for the community were reported for less than the half of the
firms in the sample. Subsequently, the relevant activities for the employees and
the environment were disclosed from 56.1% of the examined firms. We believe
that this is not an adequate proportion for the mandatory adoption of an EU di-
rective. Even more, we notice the low percentage (35.7%) of the market respon-
sibility reporting. In other words, firms avoided presenting their CSR policy for
their customers, suppliers the impact of products and services on the consumers,
and the responsibility for the supply chain standards they apply.

Regarding 2017, the investigated firms emphasized more on the improvement
of their responsibility for the environment and the employees’ development,
work-life balance, diversity, and health and safety. The disclosure of the CSR en-
vironment and CSR workplace increased approximately by 20%. Unfortunately,
the increase of the activities reporting for the society and the market was ap-
proximately measured in 7% and 6% respectively. However we must mention
that the proportion of the firms which didn’t report their CSR activities for the
market components, remains lower than the 50% of the included firms in the
total sample. In addition, we point that the relevant proportion of the CSR for
the society wasn’t increased as much as the total CSR, although it is marginally
over 50%.

As we have already stated, the first hypothesis of the current research tests for
significant differences between the CFP indicators of firms that report their CSR
activities and those of firms that didn’t comply with the regulatory framework.

For that purpose, we test for the significant differences using the non-parametric
means test of Kruskal-Wallis. This test is appropriate for not normally distri-
buted variables and we didn’t find any evidence for that using the Ander-

son-Darling test for normality.
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Summarizing the results in Table 3, we found significant evidence that the in-
dices ROA, ROE, and Tobin’s Q are higher for the firms which disclosed CSR
reports in the year 2016 and that ROA and ROE are higher in the year 2017. Re-
garding the individual pillars, the Q ratio appeared significantly higher only for
the year 2016. Specifically, at the level of significance less than 10%, but more
than 5%, the median of the CSR activated firms is higher than the group of the
non-activated. Nevertheless, the CSR activated firms are significant more prof-
itable-in terms of ROA and ROE-than the non-activated for both of the years
2016 and 2017. The above findings don’t necessarily mean that CSR reporting
affects firms’ profitability. Another approach on the meaning of the results pre-
sented in Table 3, could be that the more profitable firms report their CSR ac-
tivities. In any case, CSR reporting seems to be related with profitability and in

these terms, we couldn’t reject the Hypothesis 3.

Table 3. Indices.

Tobin’s Q ROA ROE

Median  p-value  Median  p-value @ Median  p-value

CSR
D 0.2207 0.0190 0.0518
2016 0.080* 0.006 0.001%**
ND 0.1388 0.0003 0.0004
D 0.2346 0.0183 0.0461
2017 0.805 0.015%** 0.011%*
ND 0.2176 -0.0128 —-0.0298
CSR Community
D 0.1871 0.0190 0.0518
2016 0.313 0.051** 0.014%**
ND 0.1494 0.0063 0.0244
D 0.3230 0.0218 0.0520
2017 0.339 0.052** 0.013%**
ND 0.2051 0.0058 0.0082
CSR Workplace
D 0.2207 0.0190 0.0519
2016 0.084* 0.007** 0.001%**
ND 0.1388 0.0039 0.0049
D 0.2422 0.0185 0.0494
2017 0.993 0.008*** 0.003%**
ND 0.2118 -0.0105 -0.0299

CSR Environment

D 0.2207 0.0195 0.0518
2016 0.129 0.002*** 0.000***
ND 0.1394 0.0003 0.0004
D 0.2506 0.0180 0.0460
2017 0.946 0.026** 0.030**
ND 0.2126 -0.0090 -0.0196
CSR Marketplace
D 0.1779 0.0195 0.0580
2016 0.419 0.036** 0.005%**
ND 0.1523 0.0063 0.0244
D 0.2521 0.0218 0.0542
2017 0.703 0.024** 0.003***
ND 0.2133 0.0034 -0.0095

*at a level of significance less than 10%, **at a level of significance 5%, ***at a level of significance 1%.
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In order to test the second hypothesis of the entire study, we introduced six
categorical regression equations, in which Q ratio, ROA and ROE are the de-
pendent variables for the years 2016, 2017 individually. The four CSR pillars are
the independent variables in all the developed regression models. The findings of
the equations are reported in Table 4.

As shown in Table 4, the CSR pillars have not any significant effect on finan-
cial performance as is reflected on Q ratio. There is only some evidence for sig-
nificant impact that the CSR activities of the listed firms in 2017 affected on Q
ratio. However, the proportion of variance in the Q ratio which was explained by
all the CSR pillars is too low. Consequently, we couldn’t argue that CSR activities

have any impact on a market performance indicator. On the other side, CSR

Table 4. Categorical regression analysis.

Categorical regression analysis

Year Dependent Independent Coefficient value Sig. R-square
variable Variables beta P ANOVA  adjusted

CSR community 0.044 0.729
CSR workplace 0.229 0.159

2016 TOBIN’S Q 0.309 0.009
CSR environment 0.012 0.916
CSR marketplace 0.025 0.808
CSR community 0.221 0.087
CSR workplace 0.135 0.231

2017 TOBIN’S Q 0.642 -0.015
CSR environment 0.020 0.809
CSR marketplace 0.055 0.558
CSR community 0.244 0.095
CSR workplace 0.048 0.770

2016 ROA 0.028 0.072
CSR environment 0.443 0.069
CSR marketplace 0.131 0.323
CSR community 0.055 0.724
CSR workplace 0.163 0.234

2017 ROA 0.041 0.102
CSR environment 0.003 0.981
CSR marketplace 0.251 0.094
CSR community 0.244 0.333
CSR workplace 0.016 0.970

2016 ROE 0.072 0.050
CSR environment 0.349 0.475
CSR marketplace 0.179 0.454
CSR community 0.036 0.797
CSR workplace 0.336 0.093

2017 ROE 0.052 0.057
CSR environment 0.202 0.251
CSR marketplace 0.142 0.383
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activities for the society and for the environment affect significantly on ROA in
the year 2016 and CSR activities for the market environment respectively in the
year 2017 but the fitness of the regression model is extremely low. In addition,
no significant effect of CSR pillars on ROE has been detected, except CSR activi-
ties for the human resources. However, also in those regression models the
goodness of fit measured almost 5%. According to these results, we cannot reject
the second hypothesis of this research. Our results don’t allow us to claim that
CSR in total or in terms of individual pillars have any impact on firms’ profita-

bility, despite the fact that we detected some evidence in the opposite direction.

6. Concluding Remarks

The scope of this study was to explore the effect of modern business activities on
firms’ performance using accounting information. It is common accepted that
sustainability and social responsibility are included in the priorities of the de-
veloped economies even, sometimes, there are conflicts with the environmental
policies. Besides, sustainability is an increasingly important aspect of any coun-
try that has accepted the 17 life-changing goals, outlined by the UN in 2015.
These Global Goals, also known as the Sustainable Development Goals (SDGs),
include ending extreme poverty, giving people better healthcare and achieving
equality for women. We analyzed the financial information of the listed firms in
the Athens Stock Exchange for two years period. Moreover, we used the stock
prices of the listed firms.

As we stated in our empirical findings, the CSR activities were related to the
profitability of firms. Obviously, we didn’t find significant evidence for a specific
effect of the CSR pillars on firms’ profitability. Our findings are not relevant to
those of previous studies (Bird et al., 2007; Bragdon & Marlin, 1972; Waddock
and Graves, 1997), which argued that there is a positive significant impact of
CSR activities on firms’ corporate profitability. Since, we observed that the re-
porting of CSR activities is related to the profitability of firms, we don’t disagree
with the findings of Li et al. (2013). The limited compliance with the law could
mean that there is not adequate CSR awareness and possibly all the CSR pillars
do not constitute a priority for business firms. We believe that only the law is not
enough for firms to develop social responsibility culture. Previous studies indi-
cated that the interest of firms in the stakeholders will finally generate profit for
the firms. However, that profit would be difficult to be reported in the first years
of CSR activities reporting.

7. Limitations and Future Research Proposal

The examined period was 2016-2017 in which the stock prices and the firms’
profitability were low, as well as the Greek economy was stated under probation.
Also, since the second half of 2015 firms faced liquidity problems because of the
capital controls. All these facts could be limitations in our research which ex-

plain the limited interest for CSR activities reporting and especially the respon-
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sibility for the market environment and social responsibility activities. Further-
more, we believe that the CSR activities reports should be included in the finan-
cial reports. In this way, the reported information could be more accurate and
reliable and consequently more interesting for the shareholders and stakehold-
ers. After all, the CSR activities are reported in the integrated financial reports
which are not still mandatory in Greece. We propose a further research on the
investigation of the effect of CSR reporting on the improvement of financial re-
ports. Last but not least, we consider that the level of the CSR pillars adoption

should be studied in order to evaluate the CSR awareness and culture.
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