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Linking CSR and Financial Performance:  An Empirical Study from Indian 
Perspective 

Dr. Madhu Arora* 

Abstract: 

The purpose of this paper is to examine the linkages between Corporate Social Responsibility 
and Financial Performance of selected companies. For the same, Return on Net Worth (RONW), 
Earning Retention ratio and CSR spending have been considered for the study. Secondary data 
has been used in form of annual report of different twenty companies belonging to National 
Stock Exchange (NSE) for 2014-15 financial year. CSR spending has been calculated with the 
help of Net profit before interest and tax. Then analysis was done using Regression analysis 
between RONW, Earning Retention ration and CSR spending. Findings of current study revealed 
that there is negative relationship between CSR spending and Return on Net Worth (RONW) and 
Earning Retention ratio. Hence, both hypotheses were accepted.A limited number of sample sizes 
and factors of financial performance as well CSR measurement are taken care. As the societal 
interest of company is increasing, this study is of great interest for the corporate tycoons and 
financial manager of companies to observe the effects of CSR on financial performance so that 
they can contribute towards society. This study is one of the very few studies which addressed the 
research on National Stock Exchange with respect to CSR and financial performance. 
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Introduction:  

Since over the last three decades, literature represents due focus on corporate social obligation of 

firms. Considering this view, firms spent voluntarily on various CSR activities. Companies Act 

2013 has cleared that the “company spends, in every financial year, at least two per cent. of the 

average net profits of the company made during the three immediately preceding financial years, in 

pursuance of its Corporate Social Responsibility Policy”. (Section 135, Companies Act 2013). 

The aim of the research, initially, was to measure CSR spend in financial terms. However, CSR 

reporting practices in terms of its spending in India being mostly voluntary in nature, such 

information was not available. To measure CSR, one of the basic issues is that CSR is a 

multidimensional in nature and comprises of multiple theories like agency theory, stewardship 

theory, institutional theory, the resource-based view of the firm and stakeholder theory of the 

firm(McWilliams, Van Fleet & Cory, 2001). Caroll’s work that traces the evolution of the CSR 

construct since 1950, makes a distinction between the economic and the non-economic aspects of 

CSR (Carroll, 1999). Again the concept of stakeholders have been categorized into different types 

like primary and secondary stakeholders (Freeman, 1984), societal stakeholders and internal as well 

as external stakeholders. Turker’s contribution towards developing a scale for measuring CSR and 

associated the typology adopted by Wheeler and Sillanpaa represented the same findings i.e. CSR to 

social and non-social stakeholders considering Society, natural environment, NGO and future 

generations.  

In the Indian Scenario, the Ministry of Corporate Affairs, Government of India has published the 

National Voluntary of Guidelines on Social, Environmental and Economic Responsibilities of 

Business in 2011 which are as follows: 

S.N. Principles 

1 Businesses should conduct and govern themselves with Ethics, Transparency and 
Accountability  

2 Businesses should provide goods and services that are safe and contribute to 
sustainability throughout their life cycle  

3 Businesses should promote the wellbeing of all employees  

4 Businesses should respect the interests of, and be responsive towards all stakeholders, 
especially those who are disadvantaged, vulnerable and marginalized. 

5 Businesses should respect and promote human rights 



6 Business should respect, protect, and make efforts to restore the environment  

7 Businesses, when engaged in influencing public and regulatory policy, should do so in a 
responsible manner  

8 Businesses should support inclusive growth and equitable development  

9 Businesses should engage with and provide value to their customers and consumers in a 
responsible manner  

Source: (Ministry of Corporate Affairs, Government of India, 2011) 

Literature Review 

Bhanumurthy (2007) made a study that business ethics and social responsibility are related. He 

emphasized on the difference between business philosophy and philosophy of business. He said 

that there is a paradigm shift in the philosophy of business. This would take to a framework 

wherein a new perspective on business ethics and social responsibility establishes. It included 

good governance, corporate social responsibility and environmental accountability. The study 

was concluded that the gap between business and society has been declined drastically. 

Turban, D. B., & Greening, D. W. (2007)found neutral relationships between CSR and CFP that 

was outlined by a supply and demand model of CSR. The company’s dependency level of CSR 

is characterized by its size, R&D, and level of diversification. Blomback&Wigren (2008) studied 

that companies are proposed to explain the CSR approach in terms of firm features and 

contextual characteristics. Yoon and colleagues (2008) studied that the motivation of firms using 

CSR is for reputation improvement. It is imperative that customers do not have awareness about 

CSR spending. The study was concluded that firms are putting their efforts to improve society 

where business has its existence. So using CSR with some self-interest isn’t, bad as long as 

thecustomers do not get suspicious.The study was concluded that firm size must not be a suitable 

criterion while trying to predict CSR behavior in organization.

Harpreet Singh Bedi (2012), made a study on Financial Performance and Social Responsibility: 

Indian Scenario. The result revealed that there is significant relationship between CSR and 

financial performance. Corporate stakeholder theory says that a firm’s value is dependable on 

both explicit and implicit claims and a high CSR image may reduce the costs of implicit claims 

thus taking to higher financial performance (Cornell & Shapiro, 1987). Kadyan and 

Aggarwal(2014) studied on impact of corporate social performance on its economic performance 



of top 50 companies listed on NSE.The study found that environmental rating has positive 

relations with price earnings ratio and ROA and negative with earning per share. 

Research Methodology 

Research Objectives 

(1) To assess the implication of company’s CSR on their financial performance. 

(2) To understand CSR reporting in India in terms of reporting of companies belonging to NSE. 

Research Question 

(1) Does implementation of CSR affect the company’s performance in form of accounting 

and market performance? 

Development of Hypothesis 

Hypothesis 1 

Ho: There is negative relationship between CSR spending and accounting performance of 

companies. 

H1: There is positive relationship between CSR spending and market performance of companies. 

Hypothesis 2 

Ho: There is negative relationship between CSR spending and market performance of 

companies. 

H1: There is negative relationship between CSR spending and market performance of 

companies. 

Research Framework





11 Steel Authority of India 4.81 62.13 41.85 
12 Larsent&Taubro Ltd. 13.63 67.86 101.12 
13 Hero Motorcops Ltd. 36.47 52.85 46.97 
14 Zee Entertainment Ltd 26.74 69.60 16.63 
15 Indian Petrochemicals 

Corporation 
27.89 55.89 23.27 

16 Cipla Ltd 10.65 86.41 23.62 
17 Bharat Petroleum Corporation 22.63 68.01 100.9 
18 Ambuja Cement 14.81 48.24 29.92 
19 Tata Steel Ltd. 9.65 82.92 128.78 
20 PNB 8.12 79.49 61.23 

As per table 1, Return on Net Worth, Earning Retention Ratio and CSR Spending have been 

shown for the year 2014-15 which measured the Corporate Social Responsibility and financial 

performance of selected companies in current study.  

Data Variables 

Return on net worth and earning retention ration have been used as dependent variables whereas 

CSR Spending has been shown as Independent variable. 

Statistical Tool 

Linear Regression between dependent and independent variables has been applied using SPSS 

20.  

Data Analysis and Interpretation  

Table2: Descriptive Statistics

Mean Std. Deviation N 

RONW 16.253 11.50195 20 

Earning 67.3435 25.76493 20

CSR 242.55 449.33947 20



From Table 2,It may be observed that In the selected companies, the average Return on net 

worth is 16.253, average earning retention ratio is 67.34 and average CSR spending is 242.55. 

Considering all the samples, the highest return on net worth is of Infosys company (38.64) and 

lowest is of BHEL (4.16). The highest Earning Retention Ratio is of Reliance Industries Limited 

(100) whereas lowest is of ONGCL (45.75). As far as CSR is concerned, highest CSR spending 

amount is of RIL (454.38) and lowest is of Reliance Communication (3.02).  

Table3: Regression Result – Impact of CSR on RONW 

Model Sum of Squares df 

Mean 

Square F Sig. 

R R-square Adjusted R-

square 

1 Regression 3.427 1 3.427 .025 .877a .037 .001 -0.54 

Residual 2510.174 18 139.454

Total 2513.602 19

a. Predictors: (Constant), CSR 

b. Dependent Variable: RONW 

As it is clear from table 3, the regression of CSR on RONW yielded an Adjusted R Square - 

0.54, R Square =.001, R = .037, F = .025, P value = .877and DF = 19. Keeping all the matter into 

consideration on table 3, it has been observed that significance level (P-value) is 0.877 which is 

greater than 0.05 (P>Alpha value). It means the hypothesis no 1 (There is negative relationship 

between CSR spending and accounting performance of companies.) is accepted. It means when 

these 20 selected companies increase the amount of CSR, it does not affect their return on net 

worth.   



Table 4:  Correlations between RONW, Earning Retention Ratio and CSR Spending

RONW Earning Retention Ratio CSR 

Pearson Correlation RONW 1.000 1.000 -.037 

CSR -.037 -.015 1.000

Sig. (1-tailed) RONW . . .439 

CSR .439 .475 . 

N RONW 20 20 20

CSR 20 20 20

Table 5: Regression Result – Impact of CSR on Earning Retention Ratio

Model 

Sum of 

Squares df Mean Square F Sig. 

R R-Square Adjusted R-

Square 

1 Regression 2.755 1 2.755 .004 .951a 0.15 0.000 -0.55 

Residual 12610.044 18 700.558 

Total 12612.799 19 

a. Predictors: (Constant), CSR 

b. Dependent Variable: Earning 

Retention Ratio 

Table 5 shows the relationship between CSR and Earning Retention Ratio. The regression of 

CSR on earning retention ratio has an Adjusted R Square - 0.55, R Square =.000, R = .015, F = 

.004, P value = .951and DF = 19.The above mentioned table has been taken care to show the 

result of hypothesis no. 2 (There is negative relationship between CSR spending and market 

performance of companies). According to the information provided, it can be said that P-value 

(0.951) is greater than Alpha value (0.05). Hence, H2 is accepted. It means spending on CSR 

does not lead the maximization of earning retention ratio.  

Conclusion: 



Since the implementation of Company Act 2013, corporate social responsibility has been hot 

potato. Every business tycoon wants to consider it ether deliberately or in compelled manner. 

Basically CSR helps companies to innovate in order to satisfy its consumers, grab market 

opportunity and differentiate themselves from others in an ethical way to become competent. On 

the basis of the analysis and interpretation, it has been seen that H1 (There is negative 

relationship between CSR spending and accounting performance of companies)and H2 (There is 

negative relationship between CSR spending and market performance of companies) are 

accepted. It means there is insignificant relationship between CSR and financial performance of 

selected companies. Increasing CSR Spending does not affect the financial performance of 

selected companies.  

Limitation and Suggestions 

The first limitation is the inconsistency of results obtained considering various financial 

parameters. This problem can be solved by future research paying more attention to the selection 

variables to the financial performance. Secondly, researchers have taken only 20 companies as 

samples that don’t reflect the overall financial performance of entire companies belonging to 

NSE. Lastly, this study has evaluated the financial statement of selected companies for one year 

only which can be overcome by enlarging the more years of study.  
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