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ABSTRACT

The overall purpose of this study was to examine the influence of Corporate Social Responsibility Disclosure (CSRD) on financial performance of companies listed on the Nairobi Securities Exchange. Specific objectives were to investigate the effect of CSRD dimensions of employees, community, environment, education and health on financial performance. CSRD information was collected from annual reports for the period 2007–2015 using quantitative content analysis. Financial performance data (return on assets, return on equity and Tobin’s Q) was collected for the period 2008–2016, a one-year lag behind the CSRD data. Control variables were firm size, industry type and leverage. Panel data regression was used for analysis. Overall CSRD was found to have no statistically significant impact on financial performance. Similarly, the dimensions of employees’, community, education and health of CSRD were not statistically significant in explaining the variation of financial performance. The environmental dimension of the CSRD was found to be statistically significantly positively related to the firms’ ROA but not statistically significant with ROE and TBQ. Since neutrality of the relationship is empirically proven, the conclusion is that CSRD has little or no contribution to financial performance and the implication is that effective financial reporting for companies listed on the NSE does not include reporting on CSR activities. Theoretically the study proposes that unequal controlling strengths of different stakeholders be assumed under the stakeholder theory for application within different national contexts in order for managers to be able to make the necessary tradeoffs among competing stakeholders.
Keywords: Corporate social responsibility; Disclosure; Financial performance; Panel data; Kenya
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CHAPTER ONE

INTRODUCTION
1.1 Overview

This chapter introduces the concept of corporate social responsibility disclosure (CSRD), and briefly discusses the association between CSRD and financial performance (FP). The chapter also explores the unique position the companies listed on the Nairobi Securities Exchange (NSE) find themselves in with regard to corporate social responsibility (CSR) and disclosure in Kenya. Moreover, the chapter identifies the research problems, develops the research objectives and hypotheses, sets the justification for the research and finally provides limits as to the scope of the study. 
1.2 Background to the Study
The influence of companies on society has grown globally over the recent years. As a result, some issues have become the focus of increasing concern; these include the shrinking role of governments due to budget cuts, globalization, environment, waste management, product quality and safety and the rights and treatment of workers within competitive labor markets. These concerns have led to demands for protection against the anarchy of unseen market forces (Levy & Kaplan, 2007) and for companies to take responsibility for their impact on society (Moon & Vogel, 2008). 

Guidelines, principles, and legislation are being advanced for corporate operations and management. Governments and non-governmental organisations are calling for increased accountability and transparency regarding both a company’s day-to-day operations and the impact of these operations on society (Carroll & Shabana, 2010). Companies are increasingly accountable to stakeholders other than shareholder and creditor groups. This regard to the influence of companies on society has led to the emergence of Corporate Social Responsibility (CSR) as an important concept in business literature over the last three decades (Carroll & Shabana, 2010).
Corporate Social Responsibility Disclosure (CSRD) is a provision of financial and non-financial information relating to an organization’s interaction with its physical and social environment, as stated in corporate annual reports or separate social reports (Guthrie & Mathew, 1985). Put differently, it is the disclosure of “information relating to a company’s activities, aspirations and public image with regards to the environmental, community, employee and consumer issues” (Gray et al., 2001: 329). 
In relation to CSR disclosure, Deegan et al. (2000) summed up the grounds that justify social disclosure as a practice. First, it is critical to fulfill the expectations of society. Second, it is the desire to conform to legal requirements. However, this cannot be taken as a major driver in countries where the legal basis for environmental and social disclosures is not established. Third, social disclosure is effective in attracting investment funds internationally because ethical investment funds are now part and parcel of the capital market. Fourth, managing particular stakeholder groups is another motivation behind CSR disclosure. Fifth, economic rationality considerations, fulfilling borrowing requirements and conformance with particular codes of conduct are other grounds for CSR disclosure. Last, certain threats to the company's legitimacy may also be a reason for social disclosure practices.
In response to PricewaterhouseCoopers’ (PwC) survey in 2015 of institutional investors with $7.6 trillion in assets under management, 73% of the surveyed investors said that risk mitigation is the primary reason they consider CSRD, whereas 55% of them said that avoiding unethical companies is a reason for their interest. Another 52% said that financial performance made them factor CSR information into their investment decisions (PwC, 2014). Such statistics have necessitated global increase in CSR disclosure by companies. This could be due to corporate regard for CSR disclosure as part of a strategy to protect or enhance shareholder value by building trust amongst various stakeholders. CSR disclosure provides incrementally valuable information for investors and lenders to evaluate the long-term sustainability of firms (Dhaliwal et al. 2011).
There is ambiguity in the literature about the influence of CSRD on firm financial performance. The association between CSRD and FP has been of interest since Friedman (1970) stated that a company’s social responsibility is to make profit. Friedman’s argument was that business managers have a responsibility to shareholders to maximize firm value and therefore there exists a negative relationship between CSRD and financial performance (Gregory et al., 2014, Mishra & Modi, 2013). However, other researchers have arrived at a positive CSRD - CFP relationship (Choi et al., 2010; Michelon, 2011) and concluded that there are long-term benefits of CSR and CSRD by extension in terms of strategic advantage by the way of cost saving and differentiation. Moreover, studies by Kimbro and Melendy (2010) found no effect or inconclusive relationship between CSR and FP. Ullmann (1985) argued that there are so many variables that intervene between CSR and FP that a relationship does not exist. 
The results obtained so far about CSRD-FP relationship have mainly been from research studies that were carried out in developed and high-income countries such as the United States and Australia. In contrast, there is sparse research in developing countries such as Kenya where corporate social responsibility and disclosure are doubtlessly more required owing to the low industrialization levels and high rates of birth, unemployment and poverty (Dobers & Halme, 2009). It is worth understanding that each country has a distinct social structure, dominant issues, institutions and interests which are shaped by its unique history and cultural tradition. Such characteristics may variably reverberate in the disclosure of CSR across nations. For example, Baughn, Bodie and McIntosh (2007) and Gjølberg (2009) found that country political, economic and social contexts affect disclosure levels of CSR practices.
Companies in low and lower-middle income economies need to understand the link between disclosure of social responsibility practices and financial performance in order to condition their CSR disclosure accordingly. Therefore, this study provides further theoretical and empirical evidence on the influence of disclosure of corporate social responsibility on corporate financial performance from the viewpoint of a lower-middle income economy in Africa. As stated by Elsayed and Wahba (2015), presenting evidence from low income and lower-middle income economies assists in advancing existing theories of corporate finance as well as corporate social responsibility disclosure, as it may not be useful to draw general conclusions from prior studies on organizations that work in well-developed and high-income economies. 
1.3 Overview of Statutory Framework for Financial Reporting in Kenya

The Companies Act 2015, which repealed the revised 2009 version of the Companies Act Cap 486 of 1948, governs the corporate financial reporting, including accounting and auditing requirements in Kenya. The Act states that all companies are required to prepare and present financial statements and provides requirements for the preparation, publication, auditing and inspection of financial statements (Companies (General) Regulations of Kenya, 2015).
The Accountants Act of 1978 (as amended in 2008) established the Institute of Certified Public Accountants of Kenya (ICPAK) as the recognized accounting and auditing standard-setter (ICPAK, 2019). In December 1999, ICPAK adopted IFRS as issued by the IASB without modifications including the effective dates (ICPAK, 1999) and in 2010 IFRS for small- and medium-sized entities (SMEs) became effective (ICPAK, 2010). All entities that are not publicly accountable may choose between using IFRS for SMEs or full IFRS (ICPAK, 2010). ICPAK has designated that the following entities are publicly accountable and therefore must apply full IFRS: (i) entities whose debt or equity instruments are traded in a public market (a domestic or foreign stock exchange or an over-the-counter market, including local and regional markets), or are in the process of issuing such instruments for trading in a public market; (ii) entities that hold assets in a fiduciary capacity for a broad group of outsiders as one of its primary businesses; (iii) public organizations that are owned in whole or in part by the State or that are otherwise controlled directly or indirectly by the State; and (iv) private organizations in which the State has a non-controlling equity interest (ICPAK, 2010).
According to the IFRS, the main objective of general-purpose financial reports is to provide the financial information about the reporting entity that is useful to existing and potential investors, lenders and other creditors to help them make various decisions (e.g. about trading with debt or equity instruments of a reporting entity). IFRS standards do not seek to disclose the CSR activities of a company to show its interaction with several stakeholders, but specifically to provide information that helps investors, lenders and other creditors in their efforts to predict future cash flow of the company itself. Therefore, CSR disclosures per se from an IFRS point of view do not meet the objectives of financial reporting. However, as the influence of companies on society increases, CSR disclosures or reporting that is more focused on the impact of sustainability issues on the company itself has gained steam. This strand of CSR disclosure seeks to provide investors with information on how sustainability and CSR issues might impact the company’s future financial performance. The scope of this disclosure framework, therefore, comes very close to that of the International Accountants Standards Board (IASB).
IFRS financial statements provide little information about a company’s business model or the economic environment it is operating in. They also do not contain information about all the social, environmental or intangible resources and relationships that drive business success. This information is excluded from the financial statements because trying to capture the value of social, environmental and intangible resources and relationships is a subjective exercise that would pose enormous recognition and measurement challenges. This makes it very difficult for investors to see whether a company is prioritizing short-term financial targets at the expense of longer-term value creation that is not immediately recognized in the financial statements. That can lead to capital being diverted from companies pursuing long-term strategies in favour of those prioritizing short-term earnings. 
1.4 Corporate Social Responsibility Disclosure in Kenya

There is an increasing trend for companies in Kenya to produce CSR information aspects of their operations. This disclosure usually takes place through environmental and sustainability or CSR reports, the Chief Executive Officer’s message to shareholders, the firm’s mission statement or forward-looking statements in the annual reports. In 2016 the top seven companies listed in the NSE by market capitalization (61 per cent of market cap) spent a total of Ksh3 billion or an equivalent of 0.45 per cent of their total revenues on CSR. At the top, Safaricom led both in percentage terms (1.18 per cent of its total revenue) and in hard figures (Ksh2.3 billion) (Mwanyasi, 2017). These Kenyan companies have disclosed their CSR activities in financial statements, websites, media and stand-alone reports.

Kenya is confronted with unique social, economic, political and environmental challenges that influence CSR and CSR disclosure (Muthuri & Gilbert, 2015). There has been a sharp increase in disclosure of CSR by NSE listed firms and theoretical review supports a positive relationship between CSRD and FP. However, empirical review worldwide results remain unequivocal. This research identified the influence of CSRD on financial performance using listed companies on the NSE in Kenya as a representative.
1.5 About Nairobi Securities Exchange

The Nairobi Securities Exchange (NSE) is a leading African Exchange, based in Kenya. Founded in 1954, NSE has a six-decade heritage in listing equity and debt securities. NSE demutualized and self-listed in 2014. NSE plays a vital role in the growth of Kenya’s economy by encouraging savings and investment, as well as helping local and international companies access cost-effective capital. NSE operates under the jurisdiction of the Capital Markets Authority of Kenya. As at December 31, 2017, NSE had 64 listed firms. 
Nairobi Securities All Share Index (NASI), which is the measure designed to represent the performance of all listed companies, started out almost flat through 2008 due to the 2007 - 2008 post-election chaos, and the global recession. It then rose through 2010 as the global economy reacted to US stimulus and quantitative easing programmes. It then dropped through 2010 - 2011 with the then prevailing drought and famine. Impelled by the global recovery, NASI then rose from 2011 through 2014. As from 2015 to 2016, NASI began a decline engendered by high domestic rates, expected hike in global rates and depreciation of the Shilling against the USD. In spite of these setbacks, NASI had a total return of 98.60% and a compounded annual growth rate (CAGR) of 8.95% translating into a gain of 72.3% for price change as the holding strategy over the entire 2008 – 2015 period. NASI had a total return of 151.20%, translating into a gain of 110.9% for dividends reinvested in the index as the holding strategy over the entire 2008 – 2015 period. The Kenya Stock Market (NSE20), a price weight index calculated as a mean of the top 20 best performing counters, reached an all-time high of 5499.64 in March of 2015 and a record low of 2789.64 in January of 2017. 
1.6 Statement of Research Problem

IFRS standards do not seek to disclose the CSR activities of a company to show its interaction with several stakeholders, but specifically to provide information that helps investors, lenders and other creditors in their efforts to predict future cash flow of the company itself. Despite this fact and the inconclusive results on how engagement in CSR disclosure affects financial value, the number of listed NSE firms that disclosed their CSR activities on their annual reports to shareholders went up from 17% in 2008 to 95% in 2014 (Muthuri & Gilbert, 2015). This increased disclosure of CSR activities conflicts with the neoclassical goal of companies which views CSR expenditures and disclosures as inappropriate uses of corporate funds (Friedman, 1970). The neoclassical viewpoint holds that social issues are not the concern of businesses and CSR engagement and disclosure dilutes the company’s primary objective. Given this setting, it is not clear whether CSR disclosure creates or destroys firm value. Therefore, it is vital to identify the nature of the relationship between CSR disclosure and financial performance. 
Worldwide, the results about the influence of CSR disclosure on FP are still inconclusive considering that there is no established relationship between CSRD and FP (Margolis & Walsh, 2003). Some studies have argued that there is a positive relationship between FP and CSR practices and disclosure (Choi et al., 2010; Michelon, 2011). On the other hand, several studies also found a negative relationship (Mittal et al., 2008; Crisóstomo et al., 2011) while other studies’ reveal a neutral relationship (Kimbro & Melendy, 2010, Ullmann, 1985) between CSR disclosures and financial performance. These conflicting results lead to a dilemma on the actual effect of CSR disclosure on financial performance. More research needs to be conducted to resolve the observed contradictions.
As an increasing number of firms take up and disclose CSR activities, the analysis of the influence of CSR disclosure on FP is a consequential issue for Kenyan managers who are primarily interested in knowing if and when investment in CSR provides financial benefits to the firm. To the best of our knowledge, no research has been done in Kenya to identify the influence of CSRD on financial performance using all firms in all sectors of the NSE as a sample and panel data regression for data analysis. This study fills that gap.
1.7 Objectives of the Study

CSRD relates to the provision of information about CSR activities. However, CSR is a multidimensional construct. The study developed a CSR checklist (see Appendix II) with five dimensions (employees, community, environment, education and health) in line with the study done by Muthuri and Gilbert (2015) in Kenya. This was further enhanced by the reputation indices compiled by specialized rating agencies worldwide which acknowledge the multidimensional nature of CSR and appraise CSR disclosures based on the key dimensions or themes of employees, community, environment, education and health. The agencies include KLD, GRI, Fortune Magazine, Vigeo Index and Dow Jones Sustainability Index.
The overall objective of this study was to examine the influence of CSR disclosure on financial performance of companies listed on the Nairobi Securities Exchange. Specific objectives were to:

i) Determine the effect of employees’ dimension of CSR disclosure on financial performance of companies listed on the NSE in Kenya.

ii) Determine the effect of community dimension of CSR disclosure on financial performance of companies listed on the NSE in Kenya.

iii) Determine the effect of environment dimension of CSR disclosure on financial performance of companies listed on the NSE in Kenya.

iv) Determine the effect of education dimension of CSR disclosure on financial performance of companies listed on the NSE in Kenya.

v) Determine the effect of health dimension of CSR disclosure on financial performance of companies listed on the NSE in Kenya.
1.8 Research Hypotheses

H01
CSR  disclosure  has  a  positive  and  significant  effect on the financial 
performance of companies listed on the NSE in Kenya.

H02
Employees’ dimension of CSR disclosure has a positive and significant effect on the financial performance of companies listed on the NSE in Kenya. 

H03
Community dimension of CSR disclosure has a positive and significant effect on the financial performance of companies listed on the NSE in Kenya. 

H04
Environment dimension of CSR disclosure has a positive and significant effect on the financial performance of companies listed on the NSE in Kenya. 

H05
Education dimension of CSR disclosure has a positive and significant effect on the financial performance of companies listed on the NSE in Kenya.

H06
Health dimension of CSR disclosure has a positive and significant effect on the financial performance of companies listed on the NSE in Kenya. 
1.9 Justification of the Study

This study is useful for a number of reasons. First, the study results impact disclosure of CSR on financial statement within a setting that is putting more and more social and environmental pressures on firms. Second, financial managers can use the results to structure investment and CSR strategies to maximize future financial returns. For financial managers, CSR is not only an investment decision but also a strategic decision. If CSR actions are better disclosed, firm image and value might improve with it once it is taken to be a process that involves the firm and society. Third, the study is important to policy makers within government who would like to see the private sector become more engaged in solving societal problems such as poverty reduction and sustainable development. If a financial case can be made for CSR disclosure, then the government can present CSR engagement and disclosure as a win-win case for corporate contribution to sustainable development. This in turn can influence the development of not only non-financial disclosure policy in general and CSR disclosure policy in specific but also tax policy designed to maximize corporate total contributions net of government tax breaks. Lastly, the findings of the study allow researchers to broaden the analysis of the CSRD-FP relationship, as well as the stakeholder theory underlying CSR disclosure of firms in Kenyan context. 
1.10 Scope of the Study
The research investigated the effect of CSR disclosure on financial performance of companies listed on the NSE between 2007 and 2016. All data was collected from annual reports. A CSR checklist (Appendix III) with five themes, namely community, health, education, environment and employees was developed to represent CSR stakeholder dimensions to be investigated in the study to identify CSR disclosure in annual reports of NSE listed companies. CSR disclosure was measured using a CSRD index that aggregates CSR practices on the five stakeholder concerns using disclosure-scoring methodology based on content analysis. Next, financial performance metrics were computed from information contained in annual reports. Next, the effects of CSR disclosure on financial performance were analyzed using cross-sectional analysis and panel data regression models. Finally, the findings were fed back into the stakeholder theory in an attempt to explain the results and reflect on the implications on the research objectives. 
1.11 Organization of the Study

This Thesis consists of six chapters. Chapter One is the introduction and provides the background of the study, the research problem, research objectives and hypotheses, sets justification for the research and provides limits as to the scope of the study.

Chapter Two reviews the theoretical and empirical literature on the influence of CSR disclosure on financial performance. The chapter also presents the conceptual framework of the study.
Chapter Three presents explains and critically evaluates the methodology used in the study. The chapter discusses the philosophical underpinning of the methodology, the methodology, research methods and data analysis techniques employed in the study.

Chapter Four presents the descriptive statistics of the variables of the examined models and multivariate regression results of the analysis conducted based on Chapter Three of the Thesis.
Chapter Five discusses in detail the results in Chapter Four. The chapter comprises reliability measure results, diagnostic tests of homoscedasticity and multicollinearity and results of the tests of the influence of CSRD on financial performance and the effects of each dimension of CSRD on financial performance.
Finally, Chapter Six presents a summary of the empirical findings and conclusions of the study. The chapter also discusses implications of the study for stakeholder theory, and limitations of the study and directions for further research.

CHAPTER TWO

LITERATURE REVIEW

2.1 Overview

The intent of this chapter is to establish the theoretical and empirical framework through which relevant constructs are identified, operational variables are developed based on those constructs, and findings are interpreted in this study. The chapter surveys and critically analyses the existing literature in order to identify the existing gaps and locate the study within the context of existing corporate social responsibility disclosure and financial performance literature. The stakeholder theory is adopted to understand the effect of corporate social responsibility disclosures on financial performance on NSE listed firms.

A number of studies have highlighted different theories in the literature which attempt to explain the influence CSR disclosure on financial performance. Examples of these theories are legitimacy theory, stakeholder theory, institutional theory, political economy theory, stewardship theory and agency theory. All of these theories have their own significance and practicality; and, in general, the use of particular theory depends upon its scope and the factors studied by the researcher. However, the most insightful and major theories which have been used to explain CSR disclosure on financial performance in previous studies are the political economy theory, legitimacy theory and stakeholder’s theory. 

2.2 Operational Definition of Terms

For the purpose of this research, the following terms are operationally defined as follows:

Community Dimension: Refers to disclosure about business relationship with the community, e.g., ‘to consider the full scope of their impact on communities’ (Dahlsrud, 2008). 
Corporate Social Responsibility Disclosure: Communication of CSR activities in annual reports (Rodriguez & LeMaster, 2007). 

Corporate Social Responsibility: Firm(s) economic, environmental and social activities that are over and above their legal requirements towards society (Carroll & Shabana, 2010).

Education Dimension: Refers to disclosure about business relationship with the educational sector, e.g., ‘to set up scholarship for bright but needy children’ (Dahlsrud, 2008).

Employees Dimension: Refers to disclosure about business relationship with employees, e.g., ‘labour practices and salaries’ (Dahlsrud, 2008).

Environment Dimension: Refers to disclosure about business relationship with the natural environment, e.g., ‘environmental concerns in business operations’ (Dahlsrud, 2008).
Financial Performance: Measure of accomplishment or achievement of financial objectives. It can be measured using financial ratios: ROA, ROE and TBQ (Trivedi, 2010). 

Health Dimension: Refers to disclosure about business provision of healthcare related issues, e.g., ‘donating surgery equipment to government hospital’ (Dahlsrud, 2008). 

Listed Company: A company whose shares are listed on a stock exchange, specifically the Nairobi Securities Exchange in Kenya (Randall & Hopkins, 2012). 

Securities Exchange (or Stock Exchange): A market in which shares of listed companies are traded (Randall & Hopkins, 2012).
Voluntary Disclosure: Discretionary release of financial and non-financial information through annual reports over and above the requirements of International Financial Reporting Standards and the Kenyan Companies Act (Binh, 2012).
2.3 Corporate Social Responsibility

The definition of corporate social responsibility (CSR) has been debated by scholars over the last sixty years because, first, it is still a relatively modern concept hampered by lack of clarity in the theoretical frameworks and empirical methods. Second, various management disciplines have recognized that CSR fits their interests and purposes and consequently, adopted a variety of CSR definitions specific to their own interests and purposes. While progress has been made in understanding the concept and paradigm of CSR, there is still much debate as to the accepted definition of CSR (Isa, 2012). However, the current challenge is not so much how to define CSR, as it is to understand how CSR is socially constructed in a specific context and how to take this into account when business strategies are developed (Dahlsrud, 2008).
The modern era of social responsibility, as CSR was earlier often referred to as, began in the 1950s. The definitions in the 50s and 60s focused on social responsibility as philanthropic activities that contribute towards societal welfare and development. The publication by Howard R. Bowen (Bowen, 1953) of his landmark book ‘Social Responsibilities of the Businessman’ is argued to mark the beginnings of the modern period of literature on this subject. He set forth an initial definition of the social responsibilities of ‘businessmen’ as their obligations to ‘pursue those policies, to make those decisions, or to follow those lines of action which are desirable in terms of the objectives and values of our society” (p. 6). In the following decade of the 1960s, several writers alluded to social responsibility as decisions and actions taken for reasons extending beyond the firm’s economic, technical interests and legal obligations (Davis, 1960; McGuire, 1963). Social responsibilities meant that businesses should not only fulfill their economic interests but also fulfill the broad social expectations of the public (Frederick, 1960) and must consider the effects of its decisions and actions on the whole social system (Davis & Blomstrom, 1966). The concern for social responsibility arises from concern for the ethical consequences of one’s acts as they might affect the interests of others (Davis, 1967) and its essential ingredients include a degree of voluntariness, as opposed to coercion.
The 1970s saw the definitions of CSR proliferate. During this period in which there were concerns about workers’ rights, stakeholder satisfaction, relationship management and consumer protection, authors were able to define CSR in a more specific way. Authors viewed CSR as ethics-driven, economics-driven, involving stakeholder obligation and social obligation. Johnson (1971) stated that “a socially responsible firm is one whose managerial staff balances a multiplicity of interests. Accordingly, instead of striving only for larger profits for its stockholders, a responsible enterprise also takes into account employees, suppliers, dealers, local communities, and the nation” (p. 50). The Committee for Economic Development (1971) identified three concentric circles to define social responsibility and stated that concerning the second and intermediate circle, it encompasses responsibility to exercise the first inner circle of economic function with a sensitive awareness of changing social values and priorities. For example, it encompasses environmental conservation, hiring and relations with employees, and more rigorous expectations of customers for information, fair treatment, and protection from injury. Abbott and Monsen’s (1979) research study revealed more about CSR’s meaning by categorizing social involvement disclosures into six main topics: environment, equal opportunity, personnel, community involvement, products, and other. Caroll (1979) stated that social responsibility encompasses societal economic, legal, ethical and discretionary expectations on firms at a given point in time.

The early studies prior to 1980 were exploratory in nature (Mathews, 1997). The 1980s and 90s saw fewer definitions but more research, and alternative themes developed. Aupperle, Carroll and Hatfield (1985) used a definitional construct of CSR from the theoretical literature to measure CSR. The study established the four components of CSR, namely economic, legal, ethical and discretionary. The increased depth of research in the 1980s and 90s was evidenced by more studies attempting to employ theoretical frameworks to explain corporate social practices (Patten, 1992; Roberts, 1992). The widely adopted theoretical framework to explain research findings included political economy theory (Arnold, 1990), legitimacy theory (Patten, 1992) and stakeholder theory (Roberts, 1992).
In spite of decades of research and numerous publications, CSR remains a construct that lacks clarity (Clarkson, 1995). The World Business Council for Sustainable Development proposes a definition for CSR as "the continuing commitment by business to contribute to economic development while improving the quality of life of the workforce and their families as well as of the community and society at large." Kotler and Lee (2005) defined corporate social responsibility as “a commitment to improve community well-being through discretionary business practices and contributions of corporate resources” and “corporate social initiatives are major activities undertaken by a corporation to support social causes and to fulfill commitments to corporate social responsibility”. The organization Business for Social Responsibility defines CSR as “operating a business in a manner that meets or exceeds the ethical, legal, commercial and public expectations that society has of business.” This last definition is somewhat broader as it encompasses business decision making related to “ethical values, legal requirements, as well as respect for people, communities, and the environment.”
Although the specific definitions diverge somewhat as to which dimensions they use, they do not appear to do this in a systematic manner. Thus, it is not possible to separate the definitions into different schools of thought (Dahlsrud, 2008). Overall, these definitions suggest that organisations undertaking CSR will conduct their business not only for making profits for shareholders but also to improve accountability of these organizations towards internal and external stakeholders. Support from companies may take many forms, including cash contributions, grants, paid advertising, publicity, promotional sponsorships, technical expertise and in-kind contributions. The latter include donations of products such as computer equipment or services such as printing. Support may also extend to employee volunteers and access to distribution channels. Organizations can communicate their activities with particular stakeholder groups via CSR activities.  
Current studies in the post 2000 era dwell mainly on how to operationalize CSR rather than define it. Dahlsrud (2008) presented five dimensions of CSR that dominate CSR definitions through a content analysis of existing thirty-seven CSR definitions. His analysis showed that the existing definitions are to a large degree congruent. The five dimensions are environmental social, economic, stakeholder and voluntariness. His conclusion was that all of the dimensions are necessary in order to understand how CSR is defined (Dahlsrud, 2008).

Thus, although there is no universally accepted definition of CSR most definitions and conceptualizations describe it as a concept whereby companies integrate economic, social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis. As CSR activities are voluntary and CSR disclosures are also largely of a voluntary nature, it is logical to suggest, as O’Donovan (2002) argued, that such disclosures “would only be included if management deemed that were of some benefit to the organization”. Research has made considerable efforts to understand the motivations for CSR reporting. The next section discusses motivations behind CSR disclosure.
2.4 Theoretical Literature Review

This section elaborates the theoretical explanations of corporate motivations behind CSR reporting and their effect on financial performance. There has recently been an upsurge in interest concerning CSR reporting practices, as evidenced by more and more companies joining the existing cohort engaged in CSR reporting. However, there has been lack of an agreed theoretical perspective to explain CSR reporting activities (Gray et al., 1995b). Nonetheless, there are several possible explanations regarding why organisations do or do not engage in CSR reporting, including political economy theory (PET), legitimacy theory and stakeholder theory. There is significant overlap between these theories, as insights provided by legitimacy theory and stakeholder theory develop upon those coming out from political economy theory (Deegan, 2002).

2.4.1 The Political Economy Theory

The first theory under consideration is the political economy theory. Political economy is defined as “the social, political and economic framework within which human life takes place” (Gray et al., 1996, p. 47). The perspective embraced in political economy theory is that society, politics and economics are inseparable. In short economic issues cannot meaningfully be examined in the absence of deliberations about the political, social and institutional framework in which the economic activities take place. 
The political economy theory explicitly recognizes the power conflict within society and the various struggles that occur between various groups within society and which impact how an organization operates and what information it elects to disclose. The theory recognizes that the firm is subject not only to shareholders demands but to other pressures such as the economic objectives of the internal agencies, legal institutions and government regulatory entities. The theory thus proposes that the CSRD should be undertaken by the firm in order for it to maintain a favourable position within the business environment in terms of controlling scarce resources of capital or gaining competitive advantage. 
In terms of financial reporting, under the political economy theory, accounting is regarded as a means of sustaining and legitimizing a firm’s social, economic and political arrangements. Accounting reports such as annual reports are viewed as a means to create, sustain and legitimize the economic and political arrangements in the private interests of the firm (Guthrie & Parker, 1990). As a result, accounting information is used to support the groups that are currently influential in the community (Cooper & Sherer, 1984). This implies that firms proactively provide information, within their financial reports, from their angle to set and shape the agenda of the debate and to mediate, cover up or metamorphosize the conflict (Guthrie & Parker, 1990). It can, therefore, be argued that the corporate effort and objective to intermediate and take care of the interest of a pluralistic set of groups are marked by the range of CSR activities undertaken by a firm represented by the social disclosures in financial reports (environment, energy, products, community development, human resources and others).

Under the political economy theory, it is expected that socially responsible companies have less risk of negative events since they strive to accommodate the interests of various groups. Since they have less risks they should have more reliable earnings growth and less downside variability. Since companies that adopt the CSR principles carry less risk, a lower discount rate should be used when valuing those companies. In the company valuation this lower tail risk should be taken into account. Therefore CSR activities and disclosure impact financial performance positively (Guthrie & Parker, 1990).
The political economy theory has been criticized on the ground that CSRD is predicated on state-market-civil society relations, a model that might conflict with alternative models concerning the role of business in society. In this sense, CSRD must be understood as an arena for political negotiation and contestation, in which actors engage in and then debate over CSRD based on vested interests and political ideology, trying to influence the outcome of public policy. If so, CSRD is not just a business management tool, but also a political project that requires a deeper understanding of power, ideology and vested interest in national politics.
2.4.2 The Legitimacy Theory

The second theory under consideration is the legitimacy theory. Legitimacy theory states that organisations employ CSR reporting as a way to legitimizing their relationship with the society by showing that organizational activities are in accordance with social norms and expectations. “Legitimacy is a generalized perception or assumption that the actions of an entity are desirable, proper, or appropriate within some socially constructed system of norms, values, beliefs, and definitions” (Suchman, 1995, p. 574). This means that since firms subsist within a larger social and environment system and are involved in exchanges of resources with the larger social and environmental system, firm activities must be congruent with the goals of the larger system. Therefore, an organization has legitimacy when it’s “value system is congruent with the value system of the larger social system of which the entity is a part” (Lindblom, 1994, p. 2). If society perceives that a firm has violated its value system or appropriate and desirable actions, then the entity’s legitimacy is in danger.
The concept of ‘social contract’ is important to the understanding of legitimacy theory. The notion is that there is a ‘social contract’ between the organization and the society in which it operates. “Society provides organisations with their legal standing and attributes and the authority to own and use natural resources and to hire employees. Organisations draw on community resources and output both goods and services and waste products to the general environment. The organization has no inherent rights to these benefits, and in order to allow their existence, the society would expect the benefits to exceed the costs to society” (Mathews, 1993, p. 26 cited in Deegan, 2002, p. 292).
The terms of the ‘social contract’ reflect the expectations of society about how an organization should conduct its operations. These expectations could be explicit or implicit. It is argued that legal requirements form the explicit terms of the contract, while community expectations constitute the implicit terms (Deegan et al., 2000). The legitimacy of an organization could be threatened by breaching the terms of the social contract and thus failing to conform to social norms and expectations. If the society is not satisfied with the corporate performance, it can revoke the corporation’s ‘contract’ to continue its operations. The withdrawal of social support could have serious implications for the organization, for example, consumers reducing or eliminating the demand for the products of the business and factor suppliers eliminating the supply of labour and financial capital to the business.
There are two streams of literature on organizational legitimacy – strategic and institutional. The strategic approach views legitimacy as somewhat controllable. It contends that “organizations are able to make strategic choices to alter their legitimacy status and to cultivate the resources through corporate actions, by adapting their activities and changing perceptions” (Aerts & Cormier, 2009, p. 3). One of the ways to do so is through communication to a number of stakeholders who frequently hold conflicting expectations and views in order to ‘manage’ these stakeholders. The organization must continuously communicate that its actions are legitimate and that it behaved as a good corporate citizen, usually by engaging in CSR disclosures. Thus legitimacy theory indicates that organizations may try to legitimize their activities by engaging in CSR reporting in order to get approval from society in support of their continued existence and ‘license to operate’. The strategic approach is the one most relevant to social and environmental reporting research (Lindblom, 1994). The other view is the institutional perspective which views legitimacy as a “set of constitutive beliefs” (Suchman, 1995, p. 576). Under this perspective managers’ decision making is downplayed - as too is conflict between organisations and constituents. From this perspective, focus is not placed solely on organizational communication strategies but considers broader contexts and recognizes them as fundamental in the constitution of organizational life. 
Lindblom (1994) suggests that organizations can employ four legitimation strategies when faced with different legitimation threats, for example, a major accident, oil leak, workers strike over working conditions or financial scandal. Organizations can seek to: educate and inform the stakeholders about real performance; modify stakeholder views without changing actual behaviour; divert concentration away from the issue of concern; and modify external expectations about activities. Lindblom (1994) indicates that organizations can employ CSR reporting as part of any, or all, of these strategies. 
The organization must continuously communicate that its activities are legitimate 
and that it acted as a good corporate citizen, usually by engaging in CSR disclosures. Thus legitimacy theory hints that companies may attempt to legitimize their activities by engaging in CSR reporting in order to get approval from society in support of their continued existence and ‘license to operate’ to increase shareholders wealth. The more disclosures a firm makes the more it tries to be ‘legitimate’ and this positively impacts its financial performance. Furthermore, by “legitimating” a firm enhances its brand image and reputation. Consumers are often attracted to brands and firms with good reputations in CSR related issues. A company regarded as socially responsible can gain financially from its good name within its business network by having increased capacity to attract capital and trading partners.
The main criticism leveled against the legitimacy theory in analysing CSRD is that it does not adequately account for motivations for disclosure (Deegan, 2002). Under the legitimacy theory disclosure is one response to a perceived threat to or gap in legitimacy. Therefore, disclosure would be unnecessary unless a section of society is questioning the firm’s legitimacy. That is to say, if society’s perception of the firm is aligned with the way the firm wishes to be perceived, there is no legitimacy gap and ergo no motivation to disclose or to seek to legitimate a firm’s output, processes or activities. 
2.4.3 The Stakeholder Theory

The third theory under which debate is conducted is the stakeholder theory. The term ‘stakeholder’ refers to any group or individual who can affect, or be affected by, the organization’s activities or “those groups who are vital to the survival and success of the corporation” (Freeman, Wicks & Parmar 2004). Common groups of stakeholders are shareholders, financiers other than shareholders (creditors, bondholders), customers, suppliers and distributors, employees and local communities. 
This theory recognizes the fact that most firms, if not all, have duties and responsibilities to a large number of stakeholders rather than to shareholders (shareholder wealth maximization) alone (Sweeney & Coughlan, 2008). The stakeholder theory stresses on the need to balance the interest of various stakeholders in order to elevate and keep their support (Reynolds et al., 2006). CSR disclosure is viewed as a tool that can be employed by the firm to manage or manipulate different stakeholder groups in order to win their approval and support or to distract their disapproval and opposition (Gray et al., 1996).
Stakeholders can either be primary or secondary; the former constituting those who make transactions with a firm and whose cooperation is necessary for the firm’s survival, and the latter those who affect/influence or can be affected/influenced by a corporation but do not make transactions with the firm. According to this classification, creditors, employees, shareholders, community and customers are considered to be primary stakeholders, while the remaining groups (e.g. special interest groups and the media) can be considered as secondary stakeholders (Clarkson, 1995).
The stakeholder theory focuses on managerial decision-making (Jones and Wicks, 1999).  A firm’s success or failure depends upon its managers’ ability to satisfy the demands of each stakeholder group so that each group may continue to support the firm (Clarkson, 1995). However, stakeholder interests vary and often collide. It is upon the managers to resolve the conflicts that arise from its spectrum of stakeholders in order to gain a competitive advantage over those that do not. Managers should also consider and maintain the expectation of all stakeholder groups when they make corporate disclosure decisions.
In this theory, the value of a company is related to the cost of both implicit and explicit claims on a company’s resources as disclosed by the firm. Managing the implicit claims of major stakeholders such as customers, creditors and employees positively enhances a firm’s reputation and improves its financial performance. On the other hand, dissatisfaction of these groups may have a negative financial impact (Cornell & Shapiro, 1987). This theory implies a lead-lag relationship between CSRD and FP; CSR disclosure (favourable or unfavourable) develops first, then financial performance (favourable or unfavourable) follow. 
The stakeholder theory can be categorized into three aspects, which are (1) descriptive accuracy, (2) instrumental power and (3) normative validity (Donaldson and Preston (1985). The aim of descriptive theory is to explain characteristics and behaviors of a company, and how organisations manage and communicate with stakeholders to achieve the corporate goals. The instrumental theory is used to identify the connections, or lack of connections, between stakeholder management and the achievement of traditional corporate objectives such as profitability, maximization of share price, growth, etc. (Donaldson and Preston, 1995). The normative theory is used to interpret identification of morals for operation and management of companies and to answer why companies focus on stakeholders’ benefit rather than completely on shareholders’ interest.
In instrumental theory, statements are hypothetical - if X, then Y or if you want Y, then do X. In this sense, X, is an instrument for achieving Y. From the point of view of CSRD-FP relationship the logic of instrumental stakeholder theory is as follows: If you want to maximize financial performance, you should satisfy and communicate with key stakeholders; the dissatisfaction through lack of disclosure of information to any stakeholder group can compromise a company’s future and affect economic rents (Clarkson, 1995). CSR disclosure is, therefore, a precondition for achieving and protecting financial performance. The instrumental stakeholder theory posits that meeting the needs of various stakeholders and disclosure of the same will eventually lead to favourable financial performance. For example, satisfied customers will be more willing to purchase more from the company and recommend products to others and satisfied employees will be more motivated to perform effectively, both which lead to improved financial outcomes. 
On the other hand, failure to satisfy the expectations of various stakeholders will create market fears, which, will increase a firm’s risk premium and eventually result in higher costs and lost profit opportunities. From an instrumental stakeholder theory viewpoint, CSR disclosure is thus seen as part of the deliberation between the company and its stakeholders and CSR is a relatively successful platform for negotiating these relationships (Roberts, 1992).
The stakeholder theory explains and predicts the relationship between CSRD and FP under certain social and economic conditions. First, the firm is seen as a system of relationships with many individual and groups, who are collectively referred to as stakeholders. Each stakeholder is assumed to have influence or power to impact the performance of the firm and a claim in the firm’s performance (Freeman et al., 2004). 
Second, there exists a contract between the firm and its stakeholders. These contracts vary greatly in terms of degree of formality and extent of specificity. Multiple extant social contracts exist in all human societies and derive from communities or societies with similar goals and values. Such extant social contracts are particularly common, and important, in business and they provide an expected compliance on the part of stakeholders based upon consent. Consent may be derived from voluntary or implied agreements, for example exchanges or delegation of decision-making authority or through a formal legal document in which a party engages in transactions with the stakeholders and thereby derives instrumental value from the associations. 
Thirdly, given the above two conditions, the firm can then be considered as a set of relationships denoted by contracts with several stakeholders or a "nexus of contracts" (Jensen & Meckling, 1976) between itself and its stakeholders. Fourthly, senior professional corporate managers can be considered the contracting agents for the firm because they (a) contract with all other stakeholders either directly or indirectly through their agents and (b) have strategic position regarding key decisions of the firm. The firm is thus modified as a nexus of contracts between its top managers and its stakeholders.
Lastly, markets have a tendency to move toward equilibrium. This means that the pressure of power differentials and contracting mechanisms to contract efficiently, though present, will reduce over periods of time. Companies exist in markets in which competitive pressures do influence behaviour but may not necessarily penalize moderately inefficient behaviour immediately. However, the stock market such as the NSE is highly competitive and is expected to speedily penalize inefficient behaviour. However, management of the contracting process is not as easy task since stakeholder interests vary and often collide. The variance and collision of interests give rise to agency problems, transaction cost problems, and commitment problems from the entire spectrum of stakeholders. Firms that resolve commitment problems that arise from its spectrum of stakeholders will gain a competitive advantage over those that do not. It, therefore, follows that firms that contract through their managers with their stakeholders on the basis of mutual trust and cooperation will have a competitive advantage over firms that do not; and this will result in better financial performance. Therefore, managers should consider and maintain the expectation of all stakeholder groups when they make corporate disclosure decision.
Deegan et al. (2000) argued that the stakeholder theory can be divided into two branches; the ethical (moral) branch and a positive (managerial) branch. The ethical branch is based on the premise that “all stakeholders have the right to be treated fairly by an organization, and that managers should manage the organization for the benefit of all stakeholders”. This suggests that all stakeholders have the right to be provided with information about how a company’s activities influence them. For instance, stakeholders need to know all information about toxic waste, water contamination, social supports, and even information which may not be directly relevant related to them. The positive (managerial) branch of the theory on the other hand focuses on the need to manage those particular stakeholder groups, who are deemed to be powerful by controlling resources necessary to the organization’s operations (Ullmann, 1985; Deegan, 2002). According to Gray et al. (1996), from the managerial perspective of stakeholder theory, the more important the stakeholder to the organization, the more effort will be made in managing the relationship, with information being a major element that can be employed by organisations to indicate that they are conforming to the stakeholders’ expectations.

Jensen (201) argued that managers should make judgements for the interest of all stakeholders in a firm. Although it may be difficult for managers to identify the essential trade-offs between these competing interests of various stakeholders, they are expected to balance these interests in the best interests of the firm. The stakeholder theory helps in explaining these competing interests and their effect on managerial decision making. The stakeholder theory is used to evaluate the impact of the financial performance, strategic planning and the concentration of stakeholders on the amount of CSR disclosures made by firms (Roberts, 1992). 
Stakeholder theory has been criticised on different grounds: First, in the absence of managerial sole focus on shareholder wealth maximization managers would enrich themselves at the shareholders expense (the agency problem). Second, since under the stakeholder theory the business tries to balance the interest of all stakeholders, the objective basis of measuring business success is lost and, therefore, the stakeholder theory loses its value as a compass criterion for business evaluation. Lastly, while the tenet of the stakeholder theory is that all stakeholders matter and that organizations should integrate their responsibilities to the various stakeholder constituencies, this balancing exercise has proven difficult to enact in practice (Galbreath, 2006; Vos & Achterkamp, 2006). Rather than producing every kind of social value for every stakeholder, companies find themselves constrained in practice by limited resources and bounded rationality, and thus tend to prioritize their stakeholders according to normative and or instrumental considerations. In practice, companies cannot cater for all stakeholders and protect their stakeholders at the same time. 
2.4.4 Theoretical Literature Review Conclusion

The stakeholder theory and legitimacy theory are two interrelated perspectives set within a framework of assumptions about political economy (Gray et al., 1995b). While both the stakeholder theory and the legitimacy theory hold no assumption of rational wealth-maximizing individuals functioning within the context of efficient capital markets, Woodward et al., (1996) showed that both theories consider an organization to be part of the wider social system. Accordingly, the legitimacy theory views society as undivided and heterogeneous while stakeholder theory views the environment at a micro-level and appreciates that some groups within the society are more powerful than others. It has been evident that stakeholder theory views the society at a micro-level and the instrumental stakeholder theory can be used to identify the connections or lack of connections between stakeholder management and achievement of corporate objectives such as financial performance. In view of this the researcher adopted the stakeholder theory as the most relevant to study the effect of CSR disclosure on FP in the Kenyan context. The basic tenets of the stakeholder theory are summarized as, one, the firm has a relationship its stakeholders that affect and are affected by its decisions. Two, the theory is concerned with the nature of these relationships in terms of both the processes and the outcomes for the firm and its stakeholders. Three, the interests of all legitimate stakeholders have intrinsic value, and no set of interests is assumed to dominate others. Four, the theory focuses on managerial decision making.
2.5 Empirical Literature Review

The CSRD-CFP association presents some contentious arguments that, along with inconclusive empirical evidence, makes this study necessary in Kenya and spurs the continuous search for answers. Over the past 40 years, many studies have examined the nature of this relationship and identified various relationships (Griffin & Mahon 1997; Preston & O‘Bannon 1997; Waddock & Graves 1997; Ruf et al., 2001). CSRD studies are open to criticism of their conceptual base and/or on methodological grounds because there is no reliable, conventional and effective definition for CSR. Elsayed and Paton (2005) and Griffin and Mahon (1997) concluded that this situation makes it extremely difficult to generalize the results of studies on CSRD. Griffin and Mahon (1997) summarized three key issues identified in the literature on this topic. The first issue was the industry; some studies examined several industries while others looked into a single industry for their analyses. The second was the issue of several measurements of financial performance and the third issue was the CSRD measures used. Research has also revealed that the methodology is a major factor responsible for these differences ((Tsoutsoura 2004; Coombs & Gilley 2005; Brine et al., 2006). This section further discusses these three issues as they relate to the current study.
2.5.1 Empirical Literature Review Worldwide

According to the stakeholder theory, an organization might engage in CSR disclosure in order to discharge its accountability towards its stakeholders: in the ethical perspective, towards all stakeholders, and in the managerial perspective, towards economically powerful stakeholders. By engaging in the disclosing of CSR information an organization clearly accepts its stakeholders’ right-to-know about certain aspects of its operations. Roberts (1992) operationalized the stakeholder framework presented by Ullmann (1985), stakeholder power, strategic posture toward social responsibility, and economic performance to test the effect of overall firm strategy on corporate social disclosure. The empirical results supported a stakeholder theory approach to analyzing corporate social disclosure and are consistent with the framework developed by Ullmann (1985). Similar findings were found by Wood and Jones (1995) who confirmed Preston and Post’s (1975) idea that corporate public responsibility exists in the areas of the firm’s primary involvements with society.  
Ruf, et al. (2001) investigated the relationship between corporate social performance 
(CSP) disclosure and corporate financial performance using the stakeholder theory. The study examined how change in CSP disclosure is related to change in financial accounting measures. The results of this study indicate that changes in CSP disclosure have a positive impact on growth in sales for current and following year. Return on sales was found to be positively and significantly related to change in CSP disclosure in the third year. The results provide evidence of support to stakeholder theory, in that the main stakeholder group, shareholders, will gain financial benefit when organisations maintain the expectation of all shareholders. 
Elijido-Ten (2007) adopted the stakeholder’s theory to explain corporate environmental behaviour of Australian listed firms. His study applied three dimensional frameworks from Ullmann (1985), which included stakeholder’s power, strategic posture and economic performance. Elijido-Ten’s results show that the levels of environmental activities were influenced by stakeholder power, as measured by ownership dispersion, the industry sensitivity characterized by the governmental sanctions and strategic posture dimensions as measured by the management’s concern for the environment. The results were found to be supported by the stakeholder theory, in that stakeholder power and strategic posture are important factors motivating the judgment to disclose higher environmental activities in corporate strategic plans. 
Waddock and Grave’s (1997) CSR-FP study in the United States measured CSR by constructing an index of CSP based on the eight corporate social performance characteristics ranked always across the entire Standard and Poor’s 500 by the firm Kinder, Lydenberg, Domini (KLD). Firm financial performance was measured using three accounting ratios: return on equity, return on assets and return on sales. Using a 1-year lag for financial performance, they performed a set of regression analyses using the financial variables, ROA, ROE and ROS, as the dependent variables, and CSP, as the independent variable while controlling debt, size (measured by total sales, total assets and number of employees) and industry. The results supported the hypothesis that FP is significantly dependent on CSP. This study, however, used one year data (CSR for 1990 and FP for 1991). A longer time period might yield different findings.
In Australia, Jones et al. (2007) research investigated if there is a positive association between firm financial performance and levels of CSR disclosure by firms. The sample they analyzed was limited to the top 100 listed companies on the ASX. Disclosures on annual, sustainability and corporate website reports by all firms in the sample were rated against an internationally recognized sustainability disclosure framework, the Global Reporting Initiative (GRI, 2018). The financial performance variables examined included ratios and measures based on cash position, operating and free cash-flow as well as working capital. Other measures were profitability and earnings performance, turnover, financial structure, debt servicing capacity, capital expenditure, and a number of valuation multiples such as market-to-book value and the price-earnings ratio. A multiple regression model was estimated to identify the influence of CSR disclosure on financial performance. 
The results indicate that scores for the CSR disclosure index are positively associated 
with several aspects of firm financial performance. This was particularly true for operating cash-flow performance, working capital levels, retained earnings to total assets, asset backing per share, interest cover, capital expenditure and total liabilities to total equity. However, the results showed a generally negative relationship between CSR disclosure and abnormal returns over the study period as all the t-values from the regression models were negative. But since few of the t-values were statistically significant no definite conclusion about the relationship between CSRD and abnormal returns could be drawn. Therefore, no general conclusion should be drawn about the relationship between CSRD and all financial indicators.
Mahoney and Roberts (2007) examined the relationship of CSP to FP and institutional ownership. They performed empirical analyses on a large sample of publicly held firms in Canada using the Canadian Social Investment Database (CSID) as a CSP database. The study used two measures of CSP made using the information set in the CSID. First, they calculated a composite measure of CSP by summing all dimension, namely environment, community relations, product safety, diversity, employee relations, international and other positive ratings and deducting all dimension negative ratings to create a composite CSP score. Second, they performed empirical tests using the net of the strength and weakness ratings for each of the dimensions as separate autonomous factors. The control variables used in the models were debt level, firm size and industry. ROA and ROE were used separately to measure a firm’s FP. Mahoney and Roberts (2007) then investigated the relation of CSP to FP by running four separate panel data regressions - two regressions using ROA as the measure of financial performance and two regressions using ROE. For each FP measure, one regression using a composite CSP measure was run. 
Descriptive statistics and correlation analysis of the Mahoney and Roberts (2007) study showed that there exists a significant correlation between the two measures of FP, ROE and ROA. The composite measure of CSP significantly correlated with ROE but not with ROA. The CSP dimension of environment significantly correlated with ROA whilst the CSP dimension of international significantly correlated with both ROA and ROE. The panel data analysis regressions results revealed that there was no significant relationship between the composite CSP measure and either ROA or ROE. The main weakness of the study is that in its efforts to gain statistical power through large-sample testing, it failed to fully incorporate CSP differences across the different industries and sectors. 
Crisostomo et al., (2011) examined whether there exists a negative correlation between CSR disclosure and firm value and financial accounting performance. For CSR, they collected data from the Brazilian Institute of Social and Economic Analysis (IBase) and for financial performance they collected data from Economatica database. Their sample was restricted to listed companies since they needed market value and covered the period 2001-2006. The firms were distributed in nine of the most important sectors of the Brazilian economy. The study used a CSR index based on relative amounts spent on CSR. CSR Index entailed the mean of all social expenses over the company’s net sales. Tobin’s Q was used to proxy for firm value and return on equity (ROE) and return on assets (ROA) were selected as accounting metrics. Firm size, risk and industrial sector were the control variables added to the model to moderate the results. The models were then estimated using a cross-sectional regression model. The results exhibited a trend toward a negative effect of CSR on firm value in Brazil. The study also did not identify any significant material effect of CSR on financial accounting performance. The weakness of the study is its use of the cross-sectional model, which lacks time element.
In Malaysia, Saleh et al. (2011) measured CSR disclosure by adopting disclosure-scoring methodology based on content analysis that included disclosures of four key CSR indicators; (1) community involvement; (2) environment; (3) employee relation and (4) product. Each indicator had sub-item disclosures that were adjusted based on whether the items were disclosed in order to arrive at a CSR Index. The financial performance measures were return on assets; the stock market return; and Tobin’s q ratio. Regression equations used panel data that consisted of observations on cross sectional and time-series. The fixed effects model and random effects model were conducted in the study. The study found out that CSR has positive impact on financial performance in a statistically significant manner. This study can be criticized on the ground that the sample size was drawn from the top 200 companies by market capitalizations of listed companies in Malaysia, which limits the generalization of the results. Inclusion of medium-sized and small firms would have better generalized the findings. 
2.5.2 Empirical Literature Review in Africa

Corporate Social Responsibility is by and large considered a Western concept due to 
the established standards, institutions and social justice systems of the developed countries, which are either weak or non-existent in the developing countries (Chapple & Moon, 2005). Such weak or non-existent institutions and standards pose a substantive difficulty to firms practicing CSR in developing countries, such as Kenya. While the link between CSR and FP has elicited much interest among researchers in developed countries, there are few empirical research studies in Africa.

Uwuigbe and Egbide (2012) investigated the relationship between firms’ financial performance and the level of corporate social responsibility disclosures among selected firms in Nigeria using linear regression model of analysis. CSR (the independent variable) was derived corporate annual report data and measured using the content analysis method of data analysis. CSR disclosures were categorized into environment, energy, product, community, and employee health themes. Financial performance (the dependent variable) measures were return on total assets and financial leverage. The results found a significant positive association between firms’ corporate financial performance and the level of corporate social responsibility disclosures among the selected listed firms. The major weakness of the study is that the selection of sampled firms was based on judgmental sampling; which was based on the nature of production, that is a firm was considered as either financial or non-financial. This approach failed to capture all the variables at play in different industries and firms. It also did not take into consideration the quantity of disclosure in the selected firms.
Ofori and Hinson (2014) examined the impact of CSR on FP in the Ghanaian banking sector. They collected CSR using survey questionnaires, used a Likert scale to rank the responses and then subjected the scales to reliability analysis. Data on financial performance (ROA and ROE), the dependent variable were obtained from the Ghana Banking Survey and the annual reports of firms listed on the Ghana Stock Exchange. Correlations and regression analyses were then performed to examine the relationship between CSR and profitability. The study found out that though there is a direct and positive relationship between CSR and FP, CSR activities are not a dominant predictor of financial performance. The study had two major weaknesses; first it focused on a single industry (the banking sector), which means the results are biased and may not apply to other sectors. Second, the study sample was small (22 banks) and hence the extent to which the results can be generalized is questionable. 

Chetty et al. (2015) investigated the impact of CSR on FP for the period 2004 to 2013 in South Africa by using a multi-regression data analysis. They collected data from firms included in the Johannesburg Securities Exchange Socially Responsible Investment Index. The financial performance measures used were daily abnormal share returns, ROA, ROE and Earnings per Share. Their results revealed that CSR activities and reporting had no significant impact on firms’ financial performance. However, the research could be improved through long-term examination by expanding the sample size of firms under study and observing the year-to-year changes instead of analyzing listed firms on the indices for the whole ten-year period.
Using Johannesburg Stock Exchange’s top 100 listed companies on Socially Responsible Investment Index in South Africa, Nkomani (2013) investigated the relationship between CSR and FP using multi-regression analysis. Financial performance measures were Total Return Index, Market to Book Value, Price Earnings Ratio, Net Profit Margin, Return on Assets and Return on Equity. Data was collected from annual financial statements. The findings indicated mixed results; in some cases a relationship was established, while in other cases there was no significant relationship. However, the study failed to investigate the changes in the CSR-CFP relationship over set time period intervals as CSR-FP relationship may not be purely linear as the results of this study suggest, but may exhibit diminishing returns over time (Brammer & Millington, 2008).
Elouidani and Zoubir (2015) used panel data analysis to investigate the influence of CSR on FP of firms listed on the Casablanca Stock Exchange between 2007 and 2010. To measure CSR, they used measures that operationalized the Carroll (1979) model. The accounting measures used were return on assets and return on equity. The stock market measures used were the price earnings ratio and the total return to shareholders. They found out that CSR negatively impacts the firm on its stock market performance but positively impacts on its accounting performance. However, the study model failed to incorporate control variables that could influence financial performance.
2.5.3 Empirical Literature Review in Kenya

 In Kenya studies that have explored the relationship between CSR and FP are few and far between, and most of them are unpublished masters’ theses. Kipruto (2014) investigated the impact of CSR on FP of commercial banks in Kenya. Whereas CSR (independent variable) was measured by the level of expenditure on social activities, financial performance (dependent variable) was measured as net profits before taxes obtained from annual reports. The research used multiple regression method to analyze the relationship and the findings indicated that CSR negatively affects financial performance. However, since the study sample was drawn from banks only, the results cannot be generalized. Moreover, CSR was measured using monetary expenditure while CSR has both monetary and non-monetary dimensions.
Ogolla (2013) investigated the relationship between CSR and financial performance in commercial banks in Kenya. CSR (independent variable) was measured using content analysis method of audited financial reports based on select components of corporate social responsibility. Conversely, financial performance (dependent variable) was measured using ROA. A multiple regression model was used to test the relationship between the two variables. It was found that CSR significantly positively influences FP. The study had two major weaknesses, first, it focused on a single industry (the banking sector), which means the results are biased and may not apply to other sectors. Second, the study neither identified nor modelled control variables in the determination of the CSR-FP relationship. 
Oyenje (2012) investigated the relationship between CSR and FP in firms listed in the manufacturing, construction and allied sector of the Nairobi Securities Exchange using data obtained from annual reports. CSR (independent variable) was measured using content analysis method of selected components of CSR as reported in financial statements. On the other hand, financial performance (dependent variable) was measured using ROA. Regression method of analysis was used. The findings indicated insignificant relationship between CSR and FP. The major weakness of the study was it focused only on a single industry sector, the manufacturing, construction and allied sector of the NSE, which means the results are biased and may not be applicable to other sectors.
Chege (2014) investigated the effect of CSR on the profitability of commercial banks in Kenya. Primary data on CSR (independent variable) was collected using questionnaires and profitability (dependent variable) on banks was obtained from secondary sources. A Chi-Square test was then conducted to identify the relationship between the variables. The study findings revealed that CSR significantly positively affects profitability. However, since the study sample was drawn from banks only, the results cannot be generalized.
2.6 Control Variables
According to Salkind (2010), control variables refer to variables that are not of primary interest (i.e., neither the exposure nor the outcome of interest) and thus constitute an extraneous or third factor whose influence must be controlled or eliminated. The term refers to the researcher’s desire to estimate an effect (such as a measure of association) of interest that is independent of the influence of the extraneous variable and free from bias arising from differences between exposure groups in that third variable (Salkind, 2010). These extraneous variables may also be described as potential confounders. Controlling for a potential confounder, which is not an effect modifier or mediator, is intended to isolate the effect of the exposure of interest on the outcome of interest while reducing or eliminating the potential bias presented by differences in the outcomes observed between exposed and unexposed individuals that are attributable to the potential confounder. Control is achieved when the potential confounder cannot vary between the exposure groups, and thus the observed relationship between the exposure and outcome of interest is independent of the potential confounder (Salkind, 2010).
It has been suggested in several studies that the association between a firm’s financial performance and corporate social responsibility disclosure is influenced by such factors as firm size, industry type, leverage of firm and ownership structure (Ullmann, 1985; Griffin & Mahon, 1997; Waddock & Graves, 1997; McWilliams & Siegel, 2000; Clarkson et al,, 2011). In this study these factors are treated as control variables which may influence between CSRD and firm’s financial performance. The study, therefore, treated firm size, industry type, leverage and ownership structure as control variables. These variables are discussed in the subsequent section.
2.6.1 Firm Size

The stakeholder Theory contains arguments for a size-disclosure relationship (Adams et al., 1998; Cowen et al., 1987; Cullen & Christopher, 2002; Hamid, 2004; Haniffa & Cooke, 2005; Patten, 1992). These studies posited that corporate size would be related to social responsibility disclosure because larger companies have more stakeholders and are more likely to be scrutinized by both the general public and socially sensitive special interest groups. This perspective parallels Watts and Zimmerman’s (1986) political cost hypothesis which posits that larger companies are deemed to be more highly exposed to public scrutiny, have more market power, and are more newsworthy. Hence, they are more likely to be subject to public resentment, consumer hostility, militant employees, and the attention of government regulatory bodies. In addition, larger companies do have a bigger effect on the community and therefore normally have a bigger group of stakeholders that influence the corporation (Hackston and Milne, 1996; Knox et al., 2006). Consequently, they are more likely to use formal communication channels to relate results of social endeavors to interested parties (Cowen et al., 1987).  Hence, voluntary disclosures can be explained as an effort to avoid regulations and reduce political costs (Adams et al., 1998; Clarke and Gibson-Sweet, 1999; Gray et al., 1995; Ness and Mirza, 1991). Ullmann (1985) does not incorporate company size into his stakeholder framework. Nonetheless, the variables used to represent stakeholder power or strategic posture dimensions may be correlated with company size. The variables include size of public affairs staff and the amount of money contributed to corporate political action committees.
Not all CSD studies have supported a size-disclosure relationship. Some studies (Roberts, 1992; Ng, 1985) failed to support hypothesized associations between company size and CSD practices. Guthrie and Mathews (1985) suggest Davey’s and Ng’s results may have been due to the small sample used. 
2.6.2 Industry

In the previous research, industry, is the most common variable that explains the content and extent of social and environmental disclosures (Adams et al., 1998; Cowen et al., 1987; Gray et al., 1995). The results from these studies show that corporations from industries whose manufacturing process has a negative influence on the environment disclose and report considerably more information than corporations from other industries. In general, corporations from the mining, oil, and chemical industries emphasize information regarding the environment, health and safety issues (Clarke and Gibson-Sweet, 1999; Jenkins and Yakovleva, 2006; Line et al., 2002; Ness and Mirza, 1991). Conversely, finance and service industries in general seem to report more regarding social issues and philanthropical deeds (Clarke and Gibson-Sweet, 1999; Line et al., 2002). 
Consumer-oriented companies can be expected to exhibit greater concern with demonstrating their social responsibility to the community, since corporate image among mass market consumers is likely to influence the amount of sales generated (Cowen et al., 1987). A body of empirical literature associates the metals, resources, paper and pulp, power generation, water, and chemicals sectors with high environmental impacts (Bowen, 2000). In contrast, other industries, particularly newer manufacturing industries and the service sector, have significantly lower environmental impacts and are associated with fewer visible environmental issues. Therefore, companies in these industries are expected to be subject to significantly less stakeholder pressure regarding their environmental performance, and so would be expected to display a lesser degree of disclosure activism. 
2.6.3 Leverage

Creditors control access to financial resources that may be necessary for the continued operation of a corporation. Ullmann (1985) posited that if a corporation perceives stakeholders as concerned with social responsibility activities the corporation will have greater incentives to disclose its activities. Stakeholder analysis has been used in prior research to explain corporate decisions regarding financial policies (Cornell & Shapiro, 1987; Barton et al., 1989). The analyses concluded that capital structure decisions are part of an overall corporate stakeholder strategy and that creditors are important stakeholders whose influences should be managed. It follows that the greater the degree to which a corporation relies on debt financing to fund capital projects, the greater the degree to which corporate management would be expected to respond to creditor expectations concerning a corporation's role in social responsibility activities. However, Purushothaman et al. (2000) predicted a negative relationship between leverage and CSR disclosure in that companies with high leverage may have closer relationships with their creditors and use other means to disclose social responsibility information. Other studies found no relationship between leverage and CSRD (Chow & Wong-Boren, 1987; Wallace et al., 1994). Thus, we do not make any a priori assumption about the sign of the association between CSR disclosure and leverage.
2.6.4 Ownership Structure

The degree to which ownership of company shares is concentrated in the hands of a few large investors or dispersed among many has been found to influence disclosure policy (Roberts, 1992; Ullmann, 1985). Opportunistic management behavior and conflict of interests between agents and principals are more likely to occur in corporations with more dispersed ownership. In a widely held company, voluntary disclosure can act as a bonding and monitoring tool reducing agency conflicts between managers and shareholders (Jensen and Meckling, 1976). Evidence suggests that ownership dispersion across many investors contributes to increased pressure for voluntary disclosure (Cullen & Christopher, 2002; Ullmann, 1985). Hence, corporations with many owners are in general expected to disclose more information than corporations with concentrated ownership in order to reduce information asymmetries between the organization and its shareholders (Prencipe, 2004). Firms whose shares are widely held are more likely to improve their financial reporting policy by using their CSR disclosure in order to reduce these asymmetries. 
On the contrary, firms with a concentrated ownership structure are less motivated to disclose additional information on their CSR, insofar as the shareholders of these firms can obtain information directly from the firm. Reinforcing the previous arguments, Brammer and Pavelin (2008) give evidence in the context of social and environmental information, that having greater ownership concentration makes a firm less likely to disclose an environmental policy. Empirical results of the relationship between ownership concentration and corporate disclosure are mixed. Using a sample of Malaysian listed companies, Hossain et al. (1994) found a negative relationship, whereas Haniffa and Cooke (2005) noted a positive relationship. Additionally, McKinnon and Dalimunthe (1993) observed a weak relationship between ownership structure and voluntary disclosure of segment information, whilst Craswell and Taylor (1992) found no relationship between ownership structure and voluntary corporate disclosure.

2.7 The Research Gap

While theoretical review is clear that a positive relationship exists between CSRD and FP, empirical results regarding the nature of the relationship are equivocal. The commonly identified reason for the equivocal empirical results pertains to the lack of consensus of the operationalization and measurement of CSRD and financial performance concepts. Financial performance is commonly calculated with accounting-based ratios (for example return on assets and return on equity) or market-based ratios (for example stock returns, change in stock returns and Tobin’s Q) all of which can be collected from financial statements or observed or computed from stock market data. On the other hand, for several arguments the measurement of CSRD is far more difficult. The first difficulty is the absence of unanimity concerning operationalization of the CSR concept (Dahlsrud, 2008). The second difficulty concerns measurement issues of CSRD. This is because information as regards CSRD is primarily non-financial and there exists little, if any, reporting standardization. The last difficulty is disclosure as CSRD reporting in many jurisdictions is not compulsory.
For CSR disclosure, some studies used subjective indicators such as surveys or rankings prepared by third parties while others used official corporate disclosures such as CSR reports and web site reports (Rettab, Brik & Mellahi, 2009; Gallardo-Vázquez & Sanchez-Hernandez, 2014; Coombs & Gilley, 2005; Deckop, Merriman, & Gupta, 2006; McGuire, Sundgren & Schneeweis 1988). 
With  regard  to  financial  performance,  there  is  also  little  consensus  about which 
measurement instrument to apply. Some researchers (Alexander & Buchholz, 1978) use market measures, while others use accounting measures (Waddock & Graves 1997; Cochran & Wood 1984), while some others adopt both of these (McGuire et al., 1988). The use of different measures has complicated the comparison of the results of different studies. 
No CSR-FP study done in Kenya has regressed CSRD against financial performance. Therefore, this research is the first in Kenya to regress CSRD as a proxy for CSR against financial performance. Furthermore, most studies done in Kenya have been based either on cross sectional models or univariate regression models. This research used panel data regression models. The use of CSRD and panel data regression models was the motivator for new research in Kenya.
2.8 Conceptual Framework

The conceptual framework advanced for this study was drawn from the stakeholder theory of corporate social disclosure. There is significant overlap between the CSRD theories, as insights provided by legitimacy theory and stakeholder theory develop upon those coming out from political economy theory (Deegan, 2002). Legitimacy theory views society as undivided and heterogeneous. The stakeholder theory, on the other hand, views the society at a micro-level and appreciates that some groups within the society are more powerful than others. Moreover, whereas the legitimacy theory focuses on communication with society, the stakeholder theory focuses on the communication with different stakeholder groups.

According to the stakeholder theory, society consists of various stakeholder groups. Those groups have unequal power to influence the activities of an organization, but all groups are concerned with the CSR performance of the company (Roberts, 1992). The going concern of an organization requires the stakeholders’ support and therefore the corporate activities should be adjusted to the stakeholders’ demands. The more power stakeholders have, the more a company must adjust its activities to stakeholders’ demands (Gray et al., 1995), because stakeholders have the ability to control resources that are critical for the activities of an organization (Ullmann, 1985). Roberts (1992) observes that disclosure is part of the dialogue between the company and its stakeholders for negotiating social contracts.
The stakeholder theory posits that a firm influences key stakeholders through corporate social activities and benefits from disclosure in terms of positive cash flows which, in the long term, increase firm value. Simply put, CSRD can be an intangible asset which positively affects financial performance. Donaldson and Preston (1995) suggested application of the instrumental approach of the stakeholder theory when the stakeholder theory is used to identify and predict the outcomes of the connections between stakeholder management and the achievement of traditional corporate objectives such as profitability, maximization of share price and growth.
The level of CSR disclosure is the independent variable while financial performance is the dependent variable. The main CSR elements are the stakeholders (employees, communities, the environment, education and health) as disclosed in annual reports and as identified by Muthuri and Gilbert (2015). An index (CSRD Index) was developed to measure these stakeholder dimensions and computed through a dichotomous process. Firm financial performance was measured by a combination of accounting (ROA and ROE) measures and market-based measures (Tobin’s Q). 
Employees: A company that discloses its commitment to the improvement of its working conditions and labour practices offers living wages and salaries and recognizes certain employee rights in the workplace will experience increased loyalty, productivity and decreased error rates in output. These practices are costly, but the increased productivity of the employees and higher quality of the products bring about positive cash flows that cover the associated costs. Thus, firms may actually gain from socially responsible actions in terms of workers morale and productivity and, therefore, attract and retain employees. The majority of empirical studies demonstrate a positive relationship between disclosure of solid human relations commitment and financial performance (Gittell et al., 2004; Tsoutsoura, 2004; Huselid, 1995).
A range of theories and some empirical evidence suggest that the way a firm manages its employees can affect its financial performance (Delery & Doty, 1996; Huselid, 1995; Pfeffer, 1994; Youndt, Snell, Dean, & Lepak, 1996). Indeed, recent work explicitly positions human resources (HR) as an extremely valuable source of competitive advantage for firms (Huselid, 1995; Pfeffer, 1994). Broadly speaking, this advantage is achieved through increased efficiency or differential revenue growth (Becker & Gerhart, 1996). More specific claims include the potential for HR practices to lower turnover and absenteeism, improve productivity, and increase worker commitment and effort. There is also evidence suggesting that properly designed and integrated HR practices may, in combination, produce positive effects that go beyond what specific individual initiatives could accomplish. Although evidence indicates that there is a universal set of "best" HR practices that can benefit all organizations, some good theoretical reasons (Becker & Gerhart, 1996; Youndt et al., 1996) and some empirical evidence also suggest that firm strategy - HR fit is important for enhancing financial performance (Youndt et al., 1996).
Environment: Several studies point to a positive link between firm environmental implications and financial performance (Elsayed & Paton 2005; McWilliams & Seigel 2001). Research on the connection between environmental and financial performance is also important to help identify areas for potential shifts in government policy. Therefore, this study expects that there exists a positive relationship between environmental disclosure and financial performance.
Several different arguments have been advanced as to why concern for the natural environment could enhance firm financial performance. First, being proactive on environmental issues can lower the costs of complying with present and future environmental regulations (Dechant, Altman, Downing, & Keeney, 1994; Hart, 1995; Shrivastava, 1995). Second, environmental responsiveness can enhance firm efficiencies and drive down operating costs (Russo & Fouts, 1997; Shrivastava, 1995). Third, firms can create distinctive, "ecofriendly" products that appeal to customers, thereby creating a competitive advantage for the firms (Shrivastava, 1995). Fourth, being environmentally proactive not only avoids the costs of negative reactions on the part of key stakeholders, but can also improve a firm's image and enhance the loyalty of such key stakeholders as customers, employees, and government (Dechant et al., 1994; Hart, 1995; Shrivastava, 1995).
Community: This is an important stakeholder and is considered as the main reason for firms to disclose CSR practices (Luo & Bhattacharya, 2006). When the community permits firms to operate in their jurisdictions, the firms have moral and ethical obligation to share the rewards with the community. Several writers have proved that doing good leads to doing well and that effective management of social responsibilities and stakeholders increases a company’s profit (Waddock and Graves, 1997; Ullmann, 1985). Consumer and customer pressures include the expectation that companies will produce safe products, provide more consumer information, provide warranty for products sold and accept items returned for failure to meet expectations. A proactive CSR disclosure by the firm will positively influence consumer and community attitudes towards the firm and improve its financial performance. 
The effects of community relations on financial performance are less clear. Recent works by Altman (1998) and Waddock and Boyle (1995) suggest that companies are reorienting corporate community relations to fit broader strategic plans. Altman (1998) conducted interviews with both top managers and community relations officers and found that many executives accept that community concern is a business necessity, often bringing about competitive advantage. The supporting research is based on case analyses, however, with broad studies of financial impact of community involvement limited to examinations of corporate philanthropy (Wood & Jones, 1995). 
Education and Health: Many Kenyan companies implement education and health-related social activities, such as organizing health camps and providing scholarships. Companies organize these events both for their publicity and reputational value (Fernando, 2007). The disclosure of these activities enhances the reputation and image of the firm and thus contributes to survival, growth and value. 
The study introduced firm size, industry type, leverage of firm and ownership structure as control variables which may influence CSR and firm’s financial performance as suggested in other studies (Ullmann, 1985; Griffin & Mahon, 1997; Waddock & Graves, 1997; McWilliams & Siegel, 2000; Clarkson et al., 2011).
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Figure 2.1: A Conceptual Model of the Relationship between Corporate Social Responsibility Disclosure and Financial Performance.
Source: Author’s Conceptualization Based on the Stakeholder Theory of CSRD (2018).
The conceptual framework presented in Figure 2.1 above shows the connection between a CSR disclosure framework that operationalizes the CSR concept and the financial performance variables investigated in this study.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Overview

The purpose of this chapter is to present, explain and critically evaluate the methodology and methods that were used in this study. First, the philosophical underpinning of the methodology is discussed. Methodology refers to the theory of how research should be undertaken, that is, the philosophical assumptions upon which the research can be based and the implications of these for the research methods adopted. Then, the research methods are discussed. Methods refer to the techniques and procedures used to obtain and analyse data such as questionnaires, observations and interviews (Saunders, et al., 2012). Lastly, the data analysis techniques employed in this research are discussed. 
3.2 Research Philosophy
Research philosophy relates to the development of knowledge and the nature of that knowledge (Saunders, et al., 2012). Research philosophy shapes the assumptions about how we understand research questions, the research methods used and interpretation of results (Crotty, 1998). The assumptions underpin the research strategy and the research methods chosen as part of that strategy (Saunders, et al., 2012). Research philosophy can be examined as ontology and epistemology.
3.2.1 Ontology 
Ontology is concerned with nature of reality (Saunders, et al., 2012). There exist two aspects of ontology: objectivism and subjectivism. Objectivism portrays the position that social entities occupy a reality external to and independent of social actors (Crotty, 1998). Subjectivism holds that social phenomena are created through perceptions and consequent actions of the affected social actors (Saunders, et al., 2012). 

This study adopted an objectivist stance since firms were viewed as objective entities and the influence of CSRD on financial performance was assumed to be similar in all companies. Given that being objective is an essential aspect of competent inquiry the researcher examined methods and conclusions for bias. Controls were incorporated to ensure the validity of data as in an experimental design. Therefore, the standards of validity and reliability were important in this research.
3.2.2 Epistemology
Epistemology concerns what constitutes acceptable knowledge in a field of study (Saunders, et al., 2012). The four different worldviews are post-positivism, constructivism, advocacy/participatory, and pragmatism (Creswell, 2014). According to Phillips and Burbules (2000), post-positivists hold a deterministic philosophy in which causes probably determine effects or outcomes. Thus, the problems studied by post-positivists reflect the need to identify and assess the causes that influence outcomes, such as found in experiments. It is also reductionist in that the intent is to reduce the ideas into a small, discrete set of ideas to test, such as the variables that comprise hypotheses and research questions. The knowledge that develops through a post-positivist lens is based on careful observation and measurement of the objective reality that exists “out there” in the world. Thus, developing numeric measures of observations and studying the behaviour of individuals become paramount for a post-positivist. Finally, there are laws or theories that govern the world, and these need to be tested or verified and refined so that we can understand the world. Thus, in the scientific method, and in the accepted approach to research by post-positivists, an individual begins with a theory, collects data that either supports or refutes the theory, and then makes necessary revisions before additional tests are made.
Social constructivists hold assumptions that individuals seek understanding of the world in which they live and work. Individuals develop subjective meanings of their experiences, meanings that are directed toward certain objects or things. These meanings are varied and multiple, leading the researcher to look for the complexity of views rather than narrowing meanings into a few categories or ideas. The goal of the research is to rely as much as possible on the participants’ views of the situation being studied. The questions become broad and general so that the participants can construct the meaning of a situation, typically forged in discussions or interactions with other persons (Schwandt, 2007; Crotty, 1998).
Advocacy or participatory worldview holds that research inquiry needs to be intertwined with politics and a political agenda. Thus, the research contains an action agenda for reform that may change the lives of the participants, the institutions in which individuals work or live, and the researcher’s life (Neuman, 2000). Moreover, specific issues need to be addressed that speak to important social issues of the day, such as empowerment, inequality, oppression, domination, suppression, and alienation. The researcher often begins with one of these issues as the focal point of the study. 
Pragmatism as a worldview arises out of actions, situations, and consequences rather than antecedent conditions as in post-positivism. There is a concern with applications and solutions to problems (Patton, 1990). Instead of focusing on methods, researchers emphasize the research problem and use all approaches available to understand the problem (Rossman & Wilson, 1985). 
In conclusion, a post-positivist approach was taken in this study. The implications of a post-positivist approach for this research are three-fold. First, since data, evidence, and rational considerations shape knowledge, the researcher collected information on instruments based on recorded observations. Second, this research sought to develop relevant and true statements in terms of questions or hypotheses that could explain the situation of concern or that described the causal relationships between disclosure of corporate social responsibility and financial performance. Focus was on causality and law-like generalizations, reducing phenomena to simplest elements. Lastly, knowledge is conjectural (and anti-foundational) - absolute truth can never be found. Thus, evidence established in research is always imperfect and fallible. Rather than focusing on certainty and absolute truth, post-positivist social science focuses on confidence - how much can we rely on our findings? How well do they predict certain outcomes?

3.3 Research Approach

There are two approaches to reasoning adopted in research: deductive and inductive reasoning. Ruane (2016) points out that the two major processes of reasoning, ‘deductive’ (theory to observation) and ‘inductive’ (observation to theory), are important for theory construction and observation testing. Inductive reasoning starts with specific observations from which theories can be generated; a generalizable pattern may emerge from further observations and repeated testing for compliance. Deductive reasoning, on the other hand, starts with the theory and proceeds to specific predictions which follow from its application. The predictions can be verified, or otherwise, from subsequent observations. 
This study used deductive approach to reasoning. Blaikie (2010) lists five sequential steps through which a deductive research approach will progress: First, put forward a hypothesis or set of hypotheses to form a theory. Second, by using existing literature, deduce a testable proposition or number of propositions. Third, test the hypotheses by collecting appropriate data to measure the variables and analyse them. Fourth, if the results are not consistent with the hypotheses the theory is false and must either be rejected or modified. Lastly, if the results of the analysis are consistent with the premises, the theory is corroborated.
Deduction possesses several important characteristics. First, there is search to explain causal relationships between concepts and variables. Secondly, concepts need to be operationalized in a way that enables facts to be measured, often quantitatively. (Saunders, et al., 2012). 
Inductive approach was not and could not be followed in this study because the population of companies quoted on the Nairobi Securities Exchange is small. This limited random selection of a sample, gathering of data from this sample, generation of theories on the basis of the observations and then testing of the theories by gathering data from other random samples to check for compliance with the theories.
3.4 Methodological Choice

Research methods in social sciences are often divided into quantitative and qualitative methods. This study involved quantitative research methods. According to Flick (2018), qualitative research is oriented towards analyzing concrete cases in their temporal and local particularity and starting from people’s expressions and activities in their local contexts. Literature, including theory is used mainly to understand what is going on in the field and to discover theoretical perspectives, including proper concepts to look into the social phenomenon of interest. In qualitative research, data collection takes place by means of semi-structured measuring instruments that are tailored to the research subject and refined as the research progresses. In general, the research sample should accurately represent the research subject and must be studied intensively. During data analysis, the textual accounts of interviews or observations are searched for common themes and regularities. The findings consist of descriptions of the field using the various relevant, theoretical concepts necessary to interpret the participants’ view of their social world and their behaviour. 
Quantitative  research  explains  phenomena  by  collecting  numerical  data  that  are 
analyzed using mathematically based methods (Aliaga & Gunderson, 2000). Literature and selected theories are used to deduce hypotheses. These hypotheses or propositions are tested by means of research. The building blocks of hypotheses and the relationships between them are the variables. Observations are made on a sizable number of variables mainly by means of standardized measures. Results are reached by working with numbers, and statistical criteria are used to determine whether the results offer support for the hypotheses or not. Subsequently, the findings are fed back into the theory in an attempt to explain the results and reflect on the implications. The implication of using quantitative methods for this study is that the design of all variables, that is, CSR disclosures, control variables and financial performance, were aimed at converting phenomena that do not exist in quantitative form into quantitative data, which could then be analyzed statistically. 

Research strategy for this study was archival in nature. Archival research involves locating, evaluating and systematic interpreting and analyzing sources found in archives (Saunders, et al., 2012). The study used data collected from annual reports contained in company archives. 
Time horizon was both cross-sectional and longitudinal research that involved quantitative research methods. It was cross-sectional because observations were collected from a cross-section of listed firms per year and longitudinal because data was collected from corporate annual reports of listed firms over the years 2007-2016. The implication of using quantitative methods is that all concepts and variables were operationalized so that they could be measured in order for them to be analyzed statistically. 

3.5 Population of Study

The population of this study comprised all the companies listed on the Nairobi Securities Exchange (NSE). As at December 31, 2016, there were 64 publicly listed companies in the Nairobi Securities Exchange (NSE) (see Appendix I). A comprehensive list of companies was obtained from the NSE Handbooks for the years 2007-2016.
3.6 Sampling Design

Since data was collected from the entire population, the study involved a census. The census was restricted to 46 firms’ whose annual reports were available either with the CMA or on company website. Firms with missing annual reports or delisted during the sample period or had changed names or had undertaken restructuring were eliminated (Appendix II). The firms practicing CSR disclosure were thoroughly analyzed and examined. All sections of the annual reports were carefully analyzed to record the incidence of CSR disclosures.
3.7 Data Collection

Data on both corporate social responsibility disclosure and financial performance were collected from companies’ annual reports for the years 2007-2016 because they were the most recent firm results that could be easily accessed. CSR disclosure information was collected from the companies’ annual reports for the period 2007–2015. Financial data was collected for the period 2008–2016, with a one-year lag behind the CSR data (for example year 2011 data for dependent variable, whilst year 2010 data for independent variables). The use of time lag is in conformity with previous studies which explore the association between CSR disclosure and FP in the future when a firm undertakes CSR disclosure (Waddock & Graves, 1997; Mahoney & Roberts 2007). The rationale is simple: investment in disclosure of CSR in the current period impacts future rather than current financial performance (Waddock & Graves, 1997; Mahoney & Roberts 2007).
3.8 Variables and Measurements
3.8.1 Corporate Social Responsibility Disclosure Index

The measurement of CSRD is complicated for two reasons. First, a consensus is missing on the theoretical meaning of the CSR concept (Dahlsrud, 2008). Second, the concept is multidimensional with relatively heterogeneous dimensions (Carroll, 1979). An adequate measure of corporate social responsibility disclosure must be based on a method of data collection in which the researcher has unrestricted access to data on the full range of activities and disclosure of the firm. The contents of this scale must be independently defined and must measure any form of behaviour that is of research interest. Due to the lack of consensus and complexity of the concept, many different approaches have been used in the literature to measure CSRD. Different approaches could be summarized in the following groups: (1) reputation indices; (2) quantitative content analyses; (3) questionnaire-based surveys; and (4) one-dimensional measures. Every measurement to determine the above CSRD has advantages and disadvantages; none is flawless. To overcome the identified limitations, the researcher used CSRD measures consistently based on his research objectives and local conditions.
The most common way of measuring CSR is via reputation indices compiled by specialized rating agencies. Major indices include the MSC KLD 400 social index (Erhemjamts, Li, & Venkateswaran, 2013), Fortune magazine reputation index (Preston & O’Bannon, 1997), Dow Jones Sustainability Index (Škare & Golja, 2012) and Vigeo Index (Girerd-Potin, Jimenez-Garcès, & Louvet, 2014). Reputation indices typically acknowledge the multidimensional nature of CSR. The CSR dimensions appraised by the major indices identified above are shown in Table 3.1. Despite the different number of dimensions, key themes are similar across indices (e.g., natural environment, employees, society, etc.). The most commonly used index for measuring CSR is MSCI KLD due to its comprehensive and prominent data on stakeholder management (Coombs & Gilley, 2005) and public data availability (Deckop, Merriman, & Gupta, 2006).
Table 3.1: The CSR dimensions included in major reputation indices
	MSCI KLD 400 Social Index
	Fortune Magazine Most Admirable
	Vigeo Index
	Dow Jones Sustainability Index

	1. Environment

2. Community and Society

3. Employees and Supply Chain

4. Customers

5. Governance and Ethics
	1. Innovation

2. People management

3. Use of corporate assets

4. Social responsibility

5. Quality of management

6. Financial soundness

7. Long-term investment value

8. Quality of products/services

9.  Global competitiveness 
	1. Human resources

2. Environment

3. Corporate governance

4. Community involvement

5. Business behaviour

6. Human rights
	ECONOMIC DIMENSIONS

1. Corporate governance

2. Risk and crisis management

3. Codes of conduct/compliance/ anti-corruption and bribery

4. Industry-specific criteria

ENVIRONMENTAL FACTORS

5. Environmental reporting

6. Industry-specific criteria

SOCIAL DIMENSIONS

7. Human-capital development

8. Talent attraction and retention

9. Labour practice indicators

10. Corporate citizenship/ philanthropy

11. Social reporting 

12. Industry-specific criteria


Source: Galant & Cadez (2017)
The chief advantages of indices are data availability (thus minimizing data collection effort) and comparability across firms. The indices have two weaknesses. First, they are typically compiled by private firms that have their own agendas and do not necessarily use scientific methods (Graafland, Eijffinger, & SmidJohan, 2004). Related to this, rating agencies often merely provide aggregated CSR scores even though researchers may sometimes be only interested in certain CSR dimensions. The second weakness is the rating agencies’ limited coverage of firms. In terms of geographical area, many indices simply cover a particular region or country. For example, the MSCI KLD 400 social index covers the United States of America only.
The second common way of measuring CSR is content analysis of corporate communication. Content analysis generally includes determining the constructs of interest, seeking information about these constructs and codifying qualitative information to derive quantitative scales that can be used in subsequent statistical analyses. Content analysis is a widely used method to calculate CSRD scores (Cormier et al., 2005; Gray et al., 1995; Silva-Monteiro & Aibar-Guzman, 2010).
Content analyses differ with respect to the number of dimensions appraised and coding sophistication. A relatively simple way of coding is counting words or sentences (Aras, Aybars, & Kutlu, 2010) in reports and publications on the specific CSR issue under consideration (e.g., carbon dioxide reduction) and assigning binary variables (‘0’ and ‘1’) if a particular issue is mentioned. If several dimensions of CSR are appraised, a binary score can be assigned to each dimension and then an integrated score can be determined (Abbott & Monsen, 1979). A more advanced way of coding is pre-specification of CSR dimensions of interest and assigning interval scores, similar to Likert scales, to each CSR issue under consideration. 
The key advantage of this method is flexibility for the researcher. A researcher can specify CSR dimensions of interest, collect data according to those dimensions and code data numerically for further use in statistical analyses. The main weaknesses of this approach is the researcher subjectivity embedded in all stages of the research process from the selection of CSR dimensions of interest, collection of data, interpretation of data to coding of data. Another important drawback is reporting bias. CSR reporting is largely voluntary hence many organisations fail to report on their CSR activities even if they do engage in them (see Appendix VI). Such activities are obviously likely to go undetected by the researcher. Even if the companies do disclose CSR-related data, such data needs to be interpreted carefully as companies often immerse themselves in impressions management to create a more favourable image of their company through biased reporting (Cadez & Guilding, 2008; Turker, 2009). This is difficult to detect unless the researcher is knowledgeable about the firms’ socially responsible actions or if the report has been externally audited.
A questionnaire-based survey is typically used when a particular company is not rated by a rating agency and corporate reports are unavailable or insufficient for a meaningful content analysis. In such cases, researchers need to collect primary data about CSR by sending questionnaires to knowledgeable respondents or interviewing them.
The main advantage of this method is similar to that of content analysis, it provides great flexibility for the researcher in terms of specifying the dimensions of interest and collecting data about these dimensions. The likely drawback of this method, in addition to general limitations of survey research, is response bias. Bias occurs at two levels; selection bias will likely occur as more socially responsible firms are more likely to respond than firms that are less socially responsible (Cadez & Czerny, 2016). Moreover, attitude bias is to be expected as respondents may provide socially desirable answers even though their actual behaviour may differ (Epstein & Rejc-Buhovac, 2014). 
One-dimensional constructs focus only on a single dimension of CSR, for example environmental management or philanthropy. Examples of environmental activities include pollution control investment data (Peng & Yang, 2014), and deployment of a carbon-reduction strategy (Cadez & Czerny, 2016; Lee, 2012; Liu, 2012; Liu & Liu, 2016). Also included are environmental sustainability policies (Naranjo-Gil, Sánchez- Expósito, & Gómez-Ruiz, 2016). Examples of philanthropic activities include donations (Lin, Yang, & Liou, 2009), growth in charitable contributions (Lev, Petrovits, & Radhakrishnan, 2010) and public health policies (Naranjo-Gil, et al., 2016).
The primary advantages of one-dimensional indices are data availability (thus minimizing data collection effort) and comparability across firms. The use of one-dimensional constructs is theoretically problematic as the CSR concept is clearly multidimensional (Carroll, 1979). For example, a particular company may be strongly immersed in one dimension (e.g., employees) while it neglects another dimension (e.g., environmental issues). A multidimensional operationalization will detect mediocre CSR while a one-dimensional operationalization will detect either a high or low CSR where both, however, are incorrect.
3.8.1.1 Construction of CSRI Using Quantitative Content Analysis

Quantitative content analysis was used in this study to measure corporate social responsibility disclosure. Krippendorff (1980) defines content analysis as “a research technique for making replicable and valid inferences from data to their context”. The success of the process depends on the reliability and validity of the procedures employed. While there are a number of measures of reliability, Krippendorff’s (1980) alpha [12] was used to assess the replicability of the results. 
Riffe, et al (2014) defines quantitative content analysis as “the systematic and replicable examination of symbols of communication, which have been assigned numeric values according to valid measurement rules, and the analysis of relationships involving those values using statistical methods. The aim is, to describe the communication, draw inferences about its meaning or infer from the communication to its context, both of production and consumption.” See Appendix IX for explanation of definition.
Ingram and Frazier (1980) state that the categories used in content analysis should result from a systematic application of a set of rules to identify exhaustive and mutually exclusive categories. Accordingly, the method suggested by Weber (1985) to create and test a coding scheme was followed in order to draw valid and reliable inferences from the measurement process.
First, the recording units were defined. The reliability of different measures of social disclosure has received much attention in the literature. Ingram and Frazier (1980) suggest the sentence as the unit of analysis, as it is easily identified and is less subject to intercoder variation than other measures, such as words and pages. The advantages of sentences are in not needing to standardize words, in obtaining more reliable intra- and inter- rater coding, and in allowing more detailed analysis of specific issues and themes. “Sentences are to be preferred if one is seeking to infer meaning” (Gray et al., 1995b, p. 84). Whilst sentences were used in this study to measure the amount of annual disclosure it should be noted that many other studies have used measures such as words, or proportion of pages. These different measures have been found to be highly correlated (Hackston & Milne, 1996) hence the results were not greatly influenced by the choice of sentences instead of words, or proportion of pages.
Second, the categories to be classified were defined to allow an item to be allocated to a particular category. They were intended to be mutually exclusive to avoid confounding of the subsequent statistical analysis. This study primarily employed the content classifications of Hackston and Milne (1996), which are based on earlier schemes developed by Ernst & Ernst (1978), Guthrie (1982), and Gray et al. (1995b). Accordingly, the dimensions of the content analysis for annual reports broadly embraced the classifications of environment, energy, human resources, community involvement, education and health.

The third step involved constructing a CSR disclosure checklist. This CSR checklist was pre-tested using the annual reports of the largest firms (in terms of capitalization) in each NSE sector. The assumption was that firms with the biggest market capitalization disclosed more than lower capitalized firms, and therefore their disclosure items covered CSR activities of smaller firms as well. After pre-testing the CSR checklist, the essential items that constitute a comprehensive CSR disclosure checklist were determined. 
The last stage involved computation of the CSR index. The un-weighted disclosure index approach (Rouf 2011) was employed to measure CSR disclosure level as a dichotomous variable. If a company disclosed CSR items in its annual report it scored “1” while companies that did not disclose an item scored “0” (Gujarati, 2009). Total score values for CSR disclosure were aggregated from all sub-scores of CSR. The disclosure model scoring was additive, and the un-weighted indexes was calculated as follows to sum the final CSR index (CSRI) for a company.
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where, CSRI = the aggregate disclosures score; di = 1 if the item i is disclosed or 0 if it is not disclosed; and n = the maximum of items.

3.8.2 Financial Performance

Griffin and Mahon (1997) identified eighty financial measures of financial performance used in fifty-one studies. The financial performance measures most used are either accounting-based measures of profitability or market-based measures. Other previous studies have used both accounting and financial ratios to measure financial performance (Tsoutsoura, 2004; Cochran & Wood, 1984). 
Each measure has positive and negative traits. On the positive side, accounting-based measures are available for all companies and are reasonably comparable. The chief advantage of market-based measures is their contemporariness. This means that they reflect changes in CSRD faster than accounting-based measures. As for limitations, accounting-based measures are historical. Furthermore, while total categories (e.g., net profit) fail to take company size into account (Al-Tuwaijri et al., 2004), relativized accounting ratios like return on assets (ROA) may be biased if the sample includes companies from different industries (due to the varying age and structure of assets across industries). The biggest limitation of market-based measures is that they are only available for publicly listed companies. In addition, market-based measures inevitably incorporate systematic (not-firm-specific) market characteristics (e.g., recession), whereas accounting- based indicators are more sensitive to company specific (unsystematic) perceptions of CSR (McGuire et al., 1988).
In line with previous studies (Hoskisson et al, 1993), this study used both accounting measures, return on assets (ROA) and return on equity (ROE) and a market value measure (Tobin’s Q). These three aspects of financial performance were chosen because they not only represent both accounting and financial measures of financial performance but also they are the current common measures to examine the relationship between CSRD and FP in previous studies (Griffin & Mahon, 1997; Waddock & Graves 1997; Tsoutsoura, 2004).
3.8.2.1 Tobin’s Q

Tobin’s Q which proxies for firm value is the ratio between the company’s market value and its accounting value. Following Chung and Pruitt’s (1994) definition Tobin’s Q was measured as: = (market value of common stock + market value of preference shares + current liability – current asset + long-term debt) / book value of total assets (see Appendix VIII). Elsayed and Paton (2005) used Tobin’s Q ratio to examine the effect of environmental disclosure on the firm’s financial performance. 

If the value of TBQ is between ‘0’ and ‘1’, it indicates that the reproduction cost of firm’s assets is higher than the price of equity. In contrast, if the TBQ value is greater than “1” it implies that the value of stock is greater than the replacement cost of firm’s assets.
Hoskisson et al (1993) provides the reason for choosing Tobin’s Q in that the relationship between accounting and market-based performance is varied and there is an indirect association between accounting and market-based performance. However, Dybvig and Warachka (2011) argue that Tobin’s Q might increase or decrease with financial performance which is subject to level decisions and cost control. That is, a lower Tobin’s Q is related with better financial performance, but a better financial performance is not represented by a high Tobin’s Q.
3.8.2.2 Return on Assets 
Return on assets (ROA) was measured as Net Income/ Total Assets. ROA gauges the efficiency of a firm in generating returns from its assets. Aupperle et al (1985) argue that this profitability measure has been widely used and it appears to generate more effective results than other instruments. Various studies have employed ROA as a financial performance measurement in order to discover the link between ROA and CSR disclosure (Crisostomo et al, 2011). The relationship between CSRD and ROA has been found to be positive by Moneva and Ortas (2010) and Oeyono et al (2011). However Dragomir (2010) found no relationship between CSRD and ROA.
3.8.2.3 
Return on Equity 
Return on equity, ROE was measured as (Net Income/ Shareholders’ Equity). ROE can also be broken down into three separate ratios, as follows:
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The three components, or ratios, can be described (in sequence) as profitability, asset turnover and financial leverage. The ROE can therefore be improved by improving profitability, by using assets more efficiently and by increasing financial leverage. ROE measures how effectively a firm's management uses shareholders’ money. Used together, ROA and ROE provide a clearer representation of a company's financial performance than when used separately. Both ROA and ROE financial accounting performance metrics have been used previously in similar studies (Griffin & Mahon, 1997; Waddock & Graves, 1997).
3.8.3 Control Variables

Control variables are variables that a researcher keeps constant to prevent confounding with the independent variable. It has been suggested in several studies that the association between a firm’s financial performance and corporate social responsibility disclosure is influenced by some factors. The factors include firm size, industry type, leverage of firm and ownership structure of the firm (Ullmann, 1985; Griffin & Mahon, 1997; Waddock & Graves, 1997; McWilliams & Siegel, 2000; Clarkson et al,, 2011; Ammann et al., 2011; Simionescu and Gherghina, 2014; Cavaco and Crifo, 2014). This study introduced firm size, industry type, leverage of firm and ownership structure of the firm as control variables which may influence the relationship between CSR and firm’s FP as suggested in other studies (Ullmann, 1985; Griffin & Mahon, 1997; Waddock & Graves, 1997; McWilliams & Siegel, 2000; Clarkson et al., 2011).
Firm size (SIZE) was measured by the natural logarithm of market capitalization. Firm size has been found to have significant relation with CSR disclosure and financial performance (trivediputra et al., 2012). Nelling and Webb (2009) suggests that larger firms may have greater resources than smaller firms to undertake more social and environmental activities. Furthermore, Cormier and Gordon (2001) note that positive relationship between firms’ size and CSR disclosure has been found because larger firms have greater funds, power and ability to perform CSR than smaller firms. Liston-Heyes and Ceton (2009) suggest than CSR disclosure appears to be influenced by firm size, because disclosure of large firms are reviewed by public and other key stakeholders. Large firms feel themselves to be the target of social activists or regulators and thus consider it necessary to make a visible effort to establish their social responsibility credentials to keep their dominance. This approach is consistent with the theory of Watts and Zimmerman (1976), who argue that political costs to firms vary with their size. This political cost can be significantly reduced by disclosure of corporate social responsibility information. In contrast, Chen and Wang (2011) contend that the association between CSR disclosure and firm size in terms of total sales and total assets has not been found in their models. Similarly, Mishra and Suar (2010) also note that financial performance is not influenced by firm size. 
The industry variable (INDUS) distinguishes between manufacturing and non-manufacturing industries. As suggested by Deegan and Gordon (1996), some industries may have a strong effect on the relationship between CSR disclosure and financial performance. For example, high profile or environmental sensitive industries such as mining, oil and gas industries are more likely to disclose information about their CSR activities than low-profile industries. Hackston and Milne (1996) and Roberts (1992) reached a consensus that high-profile industry companies disclose significantly more CSR information than low-profile industries. Kolk (2010) concluded that CSR disclosure is much more common in industrial sector compared to financial sector. Monteiro and Aibar-Guzman (2010) state that industry membership is positively and significantly correlated with CSR disclosure in the Portuguese context. Manufacturing was regarded “more sensitive” and comprised agricultural, construction and allied and manufacturing and allied sectors of the NSE. Non-manufacturing was regarded “less sensitive” and was composed of automobiles and accessories, banking, commercial and services, energy and petroleum, insurance, investment and telecommunication and technology. If a company belonged to the manufacturing category, the variable was set to “1” while for non-manufacturing category the variable was set to “0”. 

Leverage is the use of debt to increase the potential return on investments (Zhu, Yang, An, & Huang, 2014). High leverage ratios may deter companies from actively participating in socially responsible initiatives and thereby disclose less CSR activities. Leverage is a proxy for risk and depicts management’s risk tolerance. Management’s risk tolerance influences its attitude toward activities that have the potential to elicit savings, for example, recycling or waste reduction efforts may be costly at first but potentially money saving in the long run, incurring future or present costs such as pollution control equipment could help avoid future hefty fines or building an environmentally friendly firm. Leverage (LEV) was measured as long-term debt divided by book value of equity (Cormier et al., 2005). 
According to Jensen and Meckling (1976) in a widely held company, voluntary disclosure can act as a bonding and monitoring tool reducing agency conflicts between managers and shareholders. Hossain et al. (1994) state that ownership concentration is statistically significant and negatively associated with the extent of voluntary disclosure in annual reports. A widely held company means that the shares of the company are not concentrated in the hands of a few large shareholders. Instead, this type of company may be having a large number of shareholders each holding a small portion of the company's shares. Accordingly, when a company is widely, public accountability may become more important because there is a greater chance that the company is held by the public at large. A higher level of public accountability may necessitate additional involvement in social or community activities and hence disclosure of these activities. Ownership concentration may therefore, be expected to be negatively associated with the extent of social activities. Ownership structure or concentration (CONC) was measured on the basis of the data concerning significant shareholdings from 2007-2016 annual reports. If a firm had major shareholders, implying shareholders with more than 25% or more of the voting shares, it was assigned a value of “1” and if not it was assigned a “0” value. 
3.9 Model and Hypothesis Testing

The most frequently used method to examine the relationship between CSR disclosure and financial performance is ordinary least squares (OLS) regression. However, the use of OLS to analyze repeated measures is inappropriate when the covariance structure is not known to be compound symmetric. This study focused on cross-sectional data and panel data (random and fixed effects) models to analyse the CSR-FP relationship in the Kenyan context. Some of the studies that have used panel data analysis for their CSR-FP studies are Mahoney and Roberts (2007) and Saleh et al. (2011). 
3.9.1 Model and Hypothesis Testing

The first model was adopted from McWilliams and Siegel (2000), Lioui and Sharma (2012) and Lee et al (2013) in analyzing cross-sectional data to determine the relationship between the variables at one point in time. This model was used to analyse CSRD-FP link with each yearly period. 
Equations have been expressed as multiple regressions. The purpose of the multiple regression equations is to predict financial performance variable as a linear function of the CSRD and the control variables. Other reasons for use of regression equations are to determine whether the CSRD index explains a significant variation in the FP, to determine how much of the variation in the FP variable can be explained by the CSRD index; and to control the identified control variables (Malhotra, 2002, p. 541). Financial performance was treated as the dependent variables as follows:

CSR Disclosure and Return on Assets (ROA) testing: (H1A)

Y(ROA) = β0ROA + β1ROACSRIjt + β2ROASIZEjt + β3ROAINDUSjt + β4ROALEVjt + β5ROACONCjt + εjt

CSR Disclosure and Return on Equity (ROE) testing: (H1B)

Y(ROE) = β0ROE + β1ROECSRIjt + β2ROESIZEjt + β3ROEINDUSjt + β4ROELEVjt + β5ROECONCjt + εjt

CSR Disclosure and Tobin’s Q (TBQ) testing: (H1D)

Y(TBQ) = β0TBQ + β1TBQCSRIjt + β2TBQSIZEjt + β3TBQINDUSjt + β4TBQLEVjt + β5TBQCONCjt + εjt

The second model was modified from the first equation by diving CSR disclosure into environment, energy, employee, community and products dimension. The regression estimation models were thus:

CSR Disclosure and Return on Assets (ROA) testing: (H3A)

Y(ROA) = β0ROA + β1ROAENVjt + β2ROAENERjt + β3ROAEMPLOYjt + β4ROACOMMUjt + β5ROAPRODjt + β6ROASIZEjt + β7ROAINDUSjt + β8ROALEVjt + β9ROACONCjt + εjt
CSR Disclosure and Return on Equity (ROE) testing: (H3B)

Y(ROE) = β0ROE + β1ROEENVjt + β2ROEENERjt + β3ROEEMPLOYjt + β4ROECOMMUjt + β5ROEPRODjt + β6ROESIZEjt + β7ROEINDUSjt + β8ROELEVjt + β9ROECONCjt + εjt

CSR Disclosure and Tobin’s Q (TBQ) testing: (H3D)

Y(TBQ) = β0TBQ + β1TBQENVjt + β2TBQENERjt + β3TBQEMPLOYjt + β4TBQCOMMUjt + β5TBQPRODjt + β6TBQSIZEjt + β7TBQINDUSjt + β8TBQLEVjt + β9TBQCONCjt + εjt
3.9.2 Panel Data Analysis

Panel data regression was used because it is the most appropriate analysis for this study based on its accorded advantages over conventional cross-sectional and time-series data sets for the period between 2007 and 2016. The key advantages of using panel data include the ability to study dynamic relationships and to model the differences, or heterogeneity, between subjects. Conversely, the key disadvantage is the difficulty in designing the sampling scheme to decrease the possibility of the subjects leaving the study prior to its completion (attrition) (Frees, 2004). Refer to Appendix V for advantages and disadvantages of panel data. Panel data regressions were executed using Stata software.
3.9.3 Model Specification

The overall objective of the study sough to examine the influence of CSR disclosure on financial performance of companies listed on the Nairobi Securities Exchange. The specific objectives broke down CSRD into employee, community, environment, education and health dimensions; and then examined their effect on financial performance. The study performed a panel data regression to test the effect of CSRD on financial performance. Two models of panel data models were used to estimate the data. These are the fixed effects (FE) and random effects (RE) models. Fixed effects model assumes that the individual-specific effect is a random variable that is allowed to be correlated with the explanatory variables. In FE although the intercept may differ across different companies, each company’s intercept does not vary over time; that is, it is time invariant. Random effects model assumes that the individual-specific effect is a random variable that is uncorrelated with the explanatory variables. Fixed effects model is represented in the following equation:
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is the dependent variable (financial performance measure); x represents the one-year lag of the independent variable (CSRD) and all of the control variables (SIZE, INDUS, LEV and CONC);  [image: image11.png]


is the coefficient of the independent variable and the control variables; v is the unobserved firm effect; [image: image13.png]


represents the error term; i indicates a firm number; and t represents time. This fixed effect model was estimated by least squares dummy variable (LSDV) regression. 
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for the random effects model using the fixed effects model equation can be defined as follows:
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, combines the cross-section and time series error component. The random effect model was estimated by generalized least squares (GLS). To decide between random and fixed effects models, both models were run and then the Hausman test was performed. 
The pooled ordinary least squares (Pooled OLS) simply represents an OLS technique run on panel data. The key assumption in performing a pooled OLS is that there are no unique attributes of individuals within the measurement set, and no universal effects across time ((Cameron & Trivedi, 2008). Hence all individual specific effects are completely ignored.
3.9.4 Specification Tests

The following tests were adopted to identify the best model:
3.9.4.1 Examining Group Effects (f tests: Pooled or FEM)

This test result was to show whether there are fixed group effects or not (Park 2005). The null hypothesis is shown as:
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The hypothesis test is by F- test. If the null hypothesis is rejected, the fixed group effect is better than the POLS model. A higher F-value shows a lower p-value. The fixed group effect model is then accepted (Park 2005).
3.9.4.2 Hausman Test: FEM or REM 

The Hausman specification test is to choose between fixed (FEM) and random (REM) effects models to ensure that the more applicable model similarly gives consistent results. It tests the null hypothesis that the estimated coefficients by the efficient random effects estimator do not differ substantially to the ones estimated by the consistent fixed effects estimator. It is appropriate to use random effects if they are (insignificant p-value, Prob>chi2 larger than .05). However, if p-value is significant, fixed effects can be used.
3.9.4.3 The Breusch and Pagan Lagrange Multiplier Test

The Breusch-Pagan LM test helps to decide between a random effects regression and a simple or pooled OLS regression. The null hypothesis in the LM test was that variances across entities were zero or no random effects exist in the model (H0:σ2it = 0) (Gujarati, 2009). That is, no significant difference across units (or entities) or no panel effect. A chi-square distribution value with 1 degree of freedom was determined; if the null hypothesis is rejected, then random effects is appropriate over the pooled OLS model. If the null hypothesis is accepted, the pooled OLS model is more suitable than random effects.
3.10 Validity of the Study Instrument

Validity is the extent to which any measuring instrument measures what it is intended to measure.  In a very general sense, any measuring device is valid if it does what it is intended to do. A measure is valid to the extent that it measures what it purports to measure (Kimberlin & Winterstein, 2008). The objective of attaining a perfectly valid measure, one that represents the intended, and only the intended, is unachievable. Instead, validity is a matter of degree, not an all or none property.

Issues to do with validity arise when other unmeasured variables affect the measured variables in addition to one underlying concept and random error. That is, invalidity arises because of the presence of nonrandom error, for such error prevents indicators from representing what they are intended to: the theoretical concept. Instead, the indicators represent something other than the intended theoretical concept - perhaps a different concept entirely.
This study constructed a CSR index developed through a CSR checklist using the content analysis method. Content analysis generally includes determining the constructs of interest, seeking information about these constructs and codifying qualitative information to derive quantitative scales that can be used in subsequent statistical analyses. It assumes that frequency is an indication of the importance of the subject matter (Krippendorff, 2004).
While there are a number of measures of reliability in content analysis, Krippendorff’s alpha (1980) was used to assess the replicability of the results (Mirfazli, 2008; Perrini & Tencati 2006; Thompson & Zakaria, 2004). Krippendorff’s alpha (α) is a reliability coefficient developed to measure the agreement among coders, observers, raters, judges or measuring instruments drawing distinctions among commonly unordered phenomena or assign computable values to them. The key difference between Krippendorff’s alpha and Cronbach’s alpha is that Cronbach’s alpha measures internal consistency (e.g. in a questionnaire using a Likert scale) while Krippendorff’s alpha measures inter-rater reliability. The advantage of Krippendorff’s alpha is that it supports categorical, ordinal, interval and ratio type of data and also handles missing data. 

Krippendorff’s alpha is presented by the equation:
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in which: D0 = is the observed disagreement among values assigned to units of analysis: and De = is the disagreement one would expect when the coding of units is attributable to chance rather than to properties of these units.
Krippendorff’s alpha typically ranges from 0 to 1, whereby 1 indicates perfect reliability and 0 the absence of reliability (Krippendorff, 2011). While there is no universal agreement on minimum threshold for reliability indices in general (Taylor & Watkinson, 2007), Krippendorff considered data with α ≥ 0.8 as reliable (Krippendorff, 1980). The reliability analysis with Krippendorff’s alpha was performed in SPSS.
3.11 Reliability of the Study Instrument

Reliability concerns the extent to which an experiment, test, or any measuring procedure yields the same results on repeated trials. Reliability refers to whether used data collection techniques and analytic procedures would produce consistent findings if they were repeated on another occasion or if they were replicated by a different researcher (Kimberlin & Winterstein, 2008). 
The measurement of any phenomenon always contains a certain amount of chance error. The goal of error free measurement is never attained in any area of scientific investigation. Instead the amount of chance error may be large or small, but it is universally present to some extent. This means that two sets of measurements of the same features of the same individuals will never exactly duplicate each other. Because repeated measurements never exactly equal one another, unreliability is always present to at least a limited extent. But while repeated measurements of the same phenomenon never precisely duplicate each other, they do tend to be consistent from measurement to measurement. This tendency toward consistency found in repeated measurements of the same phenomenon is referred to as reliability. The more consistent the results given by repeated measurements, the higher the reliability of the measuring procedure. Conversely, the less consistent the results, the lower the reliability. 
Threats to reliability may include participant error, in the sense of any factor which adversely alters the way in which a participant performs and participant bias, which entails any factor which induces a false response. Threats also include researcher error, implying any factor which alters the researcher’s interpretation and researcher bias, representing any factor which induces bias in the researcher’s recording of responses (Saunders, Lewis & Thornhill, 2012).
The literature review revealed that there is no CSRD framework in Kenya to guide its practise. Therefore, this study enlisted the aid of a practicing certified public accountant with one of the top audit and accounting firms in Nairobi in order to utilize his experience and knowledge of CSR practices. The coding rules developed through content analysis in the previous section were sent to him for finalization on the basis of their feedback before all relevant texts were coded. The last stage was to calculate the CSR index. 
3.12 Ethical Considerations

Creswell (2003) stated that ethical considerations are as important in academic and business research, as is the case in any other field of research. In line with Creswell’s view, the researcher took into consideration some ethical practices. First, a Research Clearance Letter was obtained from the Open University of Tanzania and forwarded to NACOSTI in Kenya for approval. NACOSTI is mandated to approve all research in Kenya. The NACOSTI permit is provided in Appendix IX. Second, this research ensured the accuracy of data via objective and systematic investigation, avoidance of misrepresentation of the statistical accuracy of the data and avoidance of conclusions that were not consistent with the research objectives or commitment to disclosing results. Lastly, this Thesis is original and was developed by the researcher. Where other people’s works have been used, references have been provided. 

CHAPTER FOUR

DATA ANALYSIS AND FINDINGS
3.1 Overview
This chapter presents the descriptive statistics of the variables of the examined models and multivariate regression results of the analyses conducted based on chapter three of the Thesis. Out of a population of sixty-four (64) companies listed on the NSE, forty-six (46) companies were selected because their annual reports were available either with the CMA or on company website. The remaining eighteen (18) companies were eliminated because they either had missing annual reports or delisted or had a name changed or had undertaken restructuring during the study period (2007 to 2016). Data was collected from companies’ annual reports for the years 2007 to 2016. CSR disclosure information was collected for the period 2007 to 2015 using content analysis while financial data was collected for the period 2008 to 2016, with a one-year lag behind the CSR data. For example, year 2011 data for dependent variable, whilst year 2010 data for independent variables. A panel regression model was then used to examine the relationship between CSRD and financial performance.
3.2 Descriptive Statistics

As part of the procedure for data analysis and interpretation, descriptive statistics are presented for both the outcome and explanatory variables required for analysis. Each variable was examined to determine the distribution, central tendency and the dispersion of the variables for all firms in the selected sample. The findings of multivariate analysis of CSR disclosure and firm financial performance are discussed here. These analyses are performed by comparing the CSR disclosure index, three financial performances measures, which include return on assets (ROA), return on equity (ROE) and Tobin’s Q (TBQ) and the control variable, size, industry, concentration and ownership structure.
The descriptive statistics are based on the 414 firm-year observations and consist of statistics measures such as minimum, maximum, mean and standard deviation for the dependent, independent and control variables. The results are summarized in Table 4.1.

Table 4.1: Descriptive Statistics
	
	Mean
	Sd
	Min
	Max

	Csri
	.4790107
	.3024354
	0
	1

	Employee
	4.069136
	3.152896
	0
	10

	Community
	3.646914
	2.58351
	0
	7

	Envir
	4.054321
	2.96548
	0
	8

	Edu
	2.639506
	2.129105
	0
	5

	Health
	1.839506
	1.731027
	0
	4

	Total
	16.24938
	10.30186
	0
	34

	Roa
	7.021318
	12.10162
	-30.91
	65.9

	Roe
	12.53096
	78.36588
	-1006.74
	625.62

	Tbq
	85.19237
	561.5627
	-.2
	4913.61

	Size
	9.68672
	.9288673
	6.134241
	11.4032

	Indus
	.4
	.4905039
	0
	1

	Lev
	149.3729
	122.7223
	0
	610.66

	Conc
	1
	0
	1
	1


As regards major variables, ROA had a mean of 7.021318, and a standard deviation of 12.10162. Both mean and standard deviation for ROA are lower than for ROE and TBQ because the longer the period over which ROA is measured the less variable it is likely to be. However, this is subject to major strategic shifts in firms’ direction and performance. The minimum value was negative 30.91, which clearly means that there are some firms which made losses, and the maximum value was positive 65.9, an indicator of positive profits made over the study period. 
Average ROE was 12.53096 and the standard deviation recorded was 78.36588. ROE standard deviation depicts higher dispersion than ROA standard deviation. ROE dispersion provides an aggregate measure of co-movement in the NSE portfolio for the period under study and carries reliable information regarding the state of the economy (economic expansions and recessions). ROE is a measure of efficiency; high ROE’s suggest firm’s ability to generate profits without much equity capital to finance their operations. 
Tobin’s Q for all firms under study recorded a mean of 85.19237 and a standard deviation of 561.5627 while the minimum value was -0.2 and the maximum value was 4913.61. The highest standard deviation for financial performance variables was the Tobin’s Q (561.5627), suggesting that the difference among the firms was highest in this financial performance indicator. Generally, firms that disclose CSR are larger, more profitable and higher in TBQ.
The mean and standard deviation for the CSRD Index were 0.4790107 and 0.3024354 respectively; minimum is 0 and maximum 1. Concerning the CSRD dimensions, employee dimension of CSRD had a mean of 4.069136, which depicts near average disclosure by firms on CSR employee theme. Standard deviation for employee dimension was 3.152896 which indicated moderate dispersion of the response in the variable. The minimum and maximum values of employee were 0 and 10 respectively. 
For the community dimension, the study registered a mean score of 3.646914, which postulates a moderate score of the response, and a mean of 2.58351, which was a lower dispersion of tendency as compared to employee which had a slightly higher standard deviation. The maximum value was 7 and the minimum value was 0. 
Environment dimension of CSRD registered a mean of 4.054321 and standard deviation of 2.96548. The mean was slightly higher than that of employee and community which means environment has a high contribution to financial performance compared with the other previous variables. 
Education dimension recorded a mean of 2.639506, which postulates an average performance of the dimension on the performance, and the standard deviation was 2.1291.5, which depicts a lower dispersion of disclosure than the employee, the community and the environment dimensions. The minimum score was 0 while the maximum score was 5. 
Health dimension registered a mean score of 1.839506, which was lower average as compared with the other variables. This means that the health dimension of CSRD as an element had the least influence on the financial performance. The standard deviation recorded was 1.731027, which depicts the least dispersion among the variables. 
The control variable SIZE as measured by the natural logarithm of market capitalization, had an average of 9.68672 (antilog: Sh. 4,860,937,084), with a standard deviation of 0.9288673. The minimum value was 6.134241 (antilog: Sh. 1,362,200) and the maximum score was 11.4032 (antilog: Sh. 253,046,304,946). From the stakeholder theory it is expected that CSR disclosure positively affects firm performance because it helps firms gain positive stakeholder responses. The study suggests that firms listed on the NSE had good market capitalization as indicated by the mean of 9.68672 (antilog: Sh. 4,860,937,084). 
Industry was measured by scores allocated, where a score of “1” was allocated to the manufacturing category and non-manufacturing category was set to “0”. The study recorded a mean of 0.4 and the standard deviation was 0.4905039 which depicts a least dispersion between the manufacturing proxy by 1 and the non-manufacturing measured using a score of 0. The mean of 0.4 means that on average most firms are in the non-manufacturing category. It is expected that industry membership is positively and significantly correlated with CSR disclosure (Monteiro & Guzman, 2010). Manufacturing is regarded as more sensitive and non-manufacturing less sensitive to CSR disclosure. The maximum value was 1 and the minimum stood at 0. 

The average leverage ratio 149.3729 highlights the likelihood of NSE listed companies to finance assets and or operations by use of liabilities. Leverage affects shareholders’ returns. The standard deviation is 122.7223 while minimum and maximum values recorded are 0 and 610.66 respectively. 
Concentration recorded a mean of 1, which indicated firms had a majority shareholder (i.e. a shareholder with more than 25% or more of the voting shares). The standard deviation was 0, which indicates no dispersion between the variables since the variable fetched a score of 1. The maximum and the minimum value was 1.
3.3 Pooled Ordinary Least Squares
The pooled ordinary least squares (Pooled OLS) simply entail an OLS technique run on panel data. It disregards the space and time dimensions of the pooled data and just estimates the usual OLS regression. The key assumption in performing a pooled OLS is that there are no unique attributes of individuals within the measurement set, and no universal effects across time (Cameron & Trivedi, 2008). Hence all individual specific effects are completely ignored.
This panel regression model was used to assess the relationship between CSRD and financial performance within each yearly period. The model was adopted from McWilliams and Siegel (2000), Lioui and Sharma (2012) and Lee et al (2013).
3.3.1 Overall CSRI for Pooled OLS

Financial performance was defined as the dependent variables as follows:
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In all three regressions, the variable CONC was dropped because it does not vary over time and therefore causes multicollinearity. Multicollinearity occurs when independent variables in a regression model are correlated. This correlation is a problem because independent variables should be independent. The parameter estimate of the CSR Index is negative for ROA and ROE but positive for TBQ. The remaining variables are statistically significant at the 1% level. Statistical significance is determined by looking at the p-value. The p-value gives the probability of observing the test results under the null hypothesis. A low p-value indicates decreased support for the null hypothesis. Statistically significant refers to p < 0.05 and statistically highly significant to p < 0.001.  Table 4.2 summarizes the results of the three regressions.
Table 4.2: Overall CSRI for Pooled OLS
	
	(1)
	(2)
	(3)

	
	ROA
	ROE
	TBQ

	Csri
	-0.965
	-10.32
	389.8***

	
	(-0.40)
	(-0.62)
	(3.36)

	Size
	4.865***
	24.97***
	80.95⇤

	
	(5.95)
	(4.42)
	(2.06)

	Indus
	7.029***
	8.022
	259.0***

	
	(6.13)
	(1.01)
	(4.72)

	Lev
	-0.0256***
	-0.0885**
	-0.807***

	
	(-5.38)
	(-2.69)
	(-3.53)

	Conc
	0
	0
	0

	
	(.)
	(.)
	(.)

	_cons
	-38.80***
	-214.5***
	-877.3*

	
	(-5.41)
	(-4.33)
	(-2.55)

	N
	414
	414
	414


t statistics in parentheses

*p<0.05, ** p<0.01, p<0.001
3.3.2 Decomposed CSRI for Pooled OLS
The second set of model was modified from the first equation by dividing CSR disclosure into environment, energy, employee, community and products dimensions. That is, CSRD was decomposed into five different dimensions instead of using one single overall index. To find the degree to which CSR dimensions that are associated to financial performance metrics measures the following regressions were estimated:
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Y(ROE)it = β0ROE + β1ROEENVit + β2ROEEMPLOYit + β3ROECOMMUit + β4ROEEDUit + β5ROEHEALT Hit+β6ROECSRIit + β7ROESIZEit + β8ROEINDUSit + β9ROELEVit + β10ROECONCit + ∈(ROE)it
Y(T BQ)it = β0T BQ + β1T BQENVit + β2T BQEMPLOYit + β3T BQCOMMUit + β4T BQEDUit + β5TBQHEALT Hit +β6T BQCSRIit + β7T BQSIZEit + β8T BQINDUSit + β9T BQLEVit + β10TBQCONCit + ∈ (T BQ)it

The estimation yields the results summarized in Table 4.3.

Table 4.3: Decomposed CSRI
	
	(1)

Roa
	(2)

Roe
	(3)

Tbq

	Envir
	0.590*
	0.683
	28.67*

	
	(2.02)
	(0.33)
	(2.24)

	Employee
	-0.146
	-2.150
	75.12***

	
	(-0.62)
	(-1.30)
	(7.32)

	Community
	-0.780
	0.114
	-51.12**

	
	(-1.82)
	(0.04)
	(-2.72)

	Edu
	0.349
	-1.785
	78.73***

	
	(0.79)
	(-0.57)
	(4.07)

	Health
	0.139
	3.160
	-129.3***

	
	(0.31)
	(1.00)
	(-6.60)

	Size
	4.718***
	24.41***
	94.22*

	
	(5.47)
	(4.01)
	(2.49)

	Indus
	7.716***
	9.589
	227.7***

	
	(6.19)
	(1.09)
	(4.17)

	Lev
	-0.0270***
	-0.0859*
	-0.952***

	
	(-5.28)
	(-2.38)
	(-4.24)

	Conc
	0

(.)
	0

(.)
	0

(.)

	_cons
	-37.86***
	-210.5***
	-981.8**

	
	(-4.99)
	(-3.93)
	(-2.95)

	N
	405
	405
	405


t statistics in parentheses
*p < 0.05, ** p < 0.01, *** p<0.001
The results indicate that only the environmental dimension of the CSRD has a statistically significant impact on the firm’s ROA. Statistically significant refers to p < 0.05 and statistically highly significant to p < 0.001. 
3.4 Fixed Effect

3.4.1 Overall CSRI for Fixed Effect Model
The specific effect is captured in the intercept. The following models are estimated:
Y(ROA)it = β(0ROA)i + β1ROAENVit + β2ROAEMPLOYit + β3ROACOMMUit + β4ROAEDUit + β5ROAHEALT Hit+β6ROACSRIit + β7ROASIZEit + β8ROAINDUSit + β9ROALEVit + β10ROACONCit +∈ (ROA)it
Y(ROE)it = β(0ROE)i+ β1ROEENVit + β2ROEEMPLOYit + β3ROECOMMUit + β4ROEEDUit + β5ROEHEALT Hit+β6ROECSRIit + β7ROESIZEit + β8ROEINDUSit + β9ROELEVit + β10ROECONCit + ∈(ROE)it
Y(T BQ)it = β(0T BQ)it+ β1T BQENVit + β2T BQEMPLOYit + β3T BQCOMMUit + β4T BQEDUit + β5T BQHEALT Hit +β6T BQCSRIit + β7T BQSIZEit + β8T BQINDUSit + β9T BQLEVit + β10TBQCONCit + ∈ (T BQ)it

The firms’ specific effects were entered into the above model as dummy variables giving rise to the least squares dummy variable (LSDV) or the FE Estimator. LSDV is unbiased, consistent and linear efficient. 
The regression of ROA on overall CSRD, firm size, industry type and leverage indicate that CSRD has a negative but not statistically significant effect on ROA. For the ROE, none of the explanatory variables is statistically significant. For TBQ, estimation results yields a negative estimate for the coefficient of CSRD. However, the effect is not statistically significant. The results of the estimation are summarized in Table 4.4.
Table 4.4: Overall CSRI for Fixed Effect Model
	
	(1)
	(2)
	(3)

	
	ROA
	ROE
	TBQ

	Csri
	-5.264
	-17.93
	-48.74

	
	(-0.66)
	(-0.25)
	(-0.57)

	Size
	1.753
	16.60
	56.13**

	
	(1.00)
	(1.07)
	(3.00)

	Indus
	0
	0
	0

	
	(.)
	(.)
	(.)

	Lev
	-0.0292***
	-0.0795
	0.00798

	
	(-4.20)
	(-1.28)
	(0.11)

	Conc
	0
	0
	0

	
	(.)
	(.)
	(.)

	_cons
	-3.138
	-127.7
	-437.9*

	
	(-0.19)
	(-0.86)
	(-2.46)

	F test that all Ʋi = 0
	8.36
	1.02
	311.43

	p − value
	0.0000
	0.4472
	0.0000


t statistics in parentheses
p < 0.05, ** p < 0.01, *** p<0.001
3.4.2 Decomposed CSRI for Fixed Effect Model
In this case, CSRD was decomposed into five dimensions and these five dimensions were taken to be the explanatory variables in the three performance regressions, taking into account the firms’ specific effects as dummy variables. The following models were estimated using the generalized least squares method considering that the difference between OLS and GLS is in the variance of the estimates. The reason for the choice of GLS over OLS is to gain asymptotic efficiency (smaller variance for n →∞, or in other words, the efficiency of an estimator within the limiting value as the size of the sample increases).

Y(ROA)it = β(0ROA)i + β1ROAENVit + β2ROAEMPLOYit + β3ROACOMMUit + β4ROAEDUit + β5ROAHEALT Hit+β6ROACSRIit + β7ROASIZEit + β8ROAINDUSit + β9ROALEVit + β10ROACONCit + ∈ (ROA)it
Y(ROE)it = β(0ROE)i + β1ROEENVit + β2ROEEMPLOYit + β3ROECOMMUit + β4ROEEDUit + β5ROEHEALT Hit+β6ROECSRIit + β7ROESIZEit + β8ROEINDUSit + β9ROELEVit + β10ROECONCit + ∈(ROE)it
Y(T BQ)it = β(0T BQ)it + β1T BQENVit + β2T BQEMPLOYit + β3T BQCOMMUit + β4T BQEDUit + β5T BQHEALT Hit +β6T BQCSRIit + β7T BQSIZEit + β8T BQINDUSit + β9T BQLEVit + β10TBQCONCit + ∈ (T BQ)it

With ROA, only the environmental dimension of CSRD is statistically significant at the 10% level, with a positive impact on ROA. The employees, community and health dimensions of CSRD have negative but not statistically significant impact on ROA while education dimension has a positive but not statistically significant impact on ROA. For ROE, the results of the regression are not statistically significant for any parameter estimates. For TBQ all explanatory variables are not statistically significant at any level. The results are summarized in Table 4.5. 
Table 4.5: Decomposed CSRI for Fixed Effect Model
	
	(1)
ROA
	(2)
ROE
	(3)
TBQ

	Envir
	2.098
	4.564
	-3.787

	
	(1.85)
	(0.44)
	(-0.30)

	Employee
	-0.215
	-0.374
	-3.875

	
	(-0.33)
	(-0.06)
	(-0.54)

	Community
	-2.523
	-6.424
	6.217

	
	(-1.62)
	(-0.45)
	(0.36)

	Edu
	0.460
	2.339
	-3.559

	
	(0.17)
	(0.09)
	(-0.12)

	Health
	-3.241
	-7.837
	-10.00

	
	(-1.19)
	(-0.32)   (-0.33)

	Size
	1.626
	16.46
	58.81**

	
	(0.92)
	(1.02)
	(3.02)

	Indus
	0
	0
	0

	
	(.)
	(.)
	(.)

	Lev
	-0.0330***
	-0.0862
	0.0126

	
	(-4.67)
	(-1.33)
	(0.16)

	Conc
	0
	0
	0

	
	(.)
	(.)
	(.)

	_cons
	2.519
	-119.3
	-450.2*

	
	(0.14)
	(-0.75)   (-2.34)

	F test that all ui = 0
	8.45
	0.95
	241.38

	p – value
	0.0000
	0.5598
	0.0000


3.5 Random Effect
3.5.1 Overall CSRI for Random Effect Model
In this case, the firms’ specific effects are captured in the model in the error component. Therefore, estimates are given by:
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Given the error component feature of these regressions the generalized least squares estimation was used instead of the ordinary least squares estimation. The results indicate that CSRD is positive but not statistically significant in explaining the variation in firms’ ROA. For ROE, CSRD is negative but not statistically significant.

The results are presented in Table 4.6.
Table 4.6: Overall CSRI for Random Effect Model
	
	ROA
	ROE
	TBQ

	csri
	0.0146
	-10.22
	-15.11

	
	(0.00)
	(-0.59)
	(-0.18)

	size
	3.672**
	24.88***
	57.88**

	
	(2.93)
	(4.28)
	(3.13)

	indus
	6.548**
	8.014
	224.9

	
	(2.71)
	(0.98)
	(1.39)

	lev
	-0.0271***
	-0.0882**
	0.00151

	
	(-4.52)
	(-2.62)
	(0.02)

	conc
	0
	0
	0

	
	(.)
	(.)
	(.)

	_cons
	-27.31*
	-213.7***
	-563.2**

	
	(-2.41)
	(-4.19)
	(-2.73)

	N
	414
	414
	414


t statistics in parentheses
*p<0.05, ** < 0.01, *** p < 0.001
3.5.2 Decomposed CRSI for Random Effect Model
In this part the three FP measures were regressed on the five CSRD dimensions as well as the other control variables. The firm’s unobserved specific effects were entered into the model as an error component. The following models are estimated
Y(ROA)it = β(0ROA)i + β1ROAENVit + β2ROAEMPLOYit + β3ROACOMMUit + β4ROAEDUit + β5ROAHEALT Hit+β6ROACSRIit + β7ROASIZEit + β8ROAINDUSit + β9ROALEVit + β10ROACONCit + ∈ (ROA)it[image: image34.png]+(E(roic + Nroa)i)
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Y(T BQ)it = β(0T BQ)it + β1T BQENVit + β2T BQEMPLOYit + β3T BQCOMMUit + β4T BQEDUit + β5T BQHEALT Hit +β6T BQCSRIit + β7T BQSIZEit + β8T BQINDUSit + β9T BQLEVit + β10TBQCONCit + ∈ (T BQ)it[image: image38.png]+ (Ersoiie+ Nirso)i)




The environmental dimension of CSRD is statistically positively related to ROA. However, the employee, community, education and health dimensions are not statistically significant in explaining variations of the firms’ ROA. For ROE, no variable is statistically significant except the firm size. For the TBQ equation, only the firm size has a positive and statistically significant effect on TBQ. The results are presented in Table 4.7. 
Table 4.7: Decomposed CSRI for Random Effect Model
	
	(1)
ROA
	(2)
ROE
	(3)
TBQ

	Envir
	0.986
	0.706
	-2.520

	
	(1.75)
	(0.33)
	(-0.21)

	employee
	-0.271
	-2.146
	-2.080

	
	(-0.68)
	(-1.25)
	(-0.30)

	community
	-1.034
	0.100
	4.608

	
	(-1.30)
	(0.03)
	(0.28)

	Edu
	0.790
	-1.752
	19.98

	
	(0.90)
	(-0.54)
	(0.78)

	Health
	-0.233
	3.129
	-30.92

	
	(-0.25)
	(0.95)
	(-1.15)

	Size
	3.322*
	24.29***
	60.50**

	
	(2.55)
	(3.84)
	(3.13)

	Indus
	6.793*
	9.556
	214.3

	
	(2.50)
	(1.04)
	(1.35)

	Lev
	-0.0292***
	-0.0856⇤
	0.00174

	
	(-4.70)
	(-2.30)
	(0.02)

	Conc
	0
	0
	0

	
	(.)
	(.)
	(.)

	_cons
	-24.29*
	-209.4***
	-580.8**

	
	(-2.07)
	(-3.77)
	(-2.73)

	N
	405
	405
	405


t statistics in parentheses

*p<0.05, ** < 0.01, *** p < 0.001
3.6 Hausman Test
This test compares the consistent fixed effects model with the efficient random effects model. The null hypothesis is that random effect is consistent (Greene, 2018). The Hausman test basically tests whether the unique errors are correlated with the regressors while the null hypothesis is that they are not. If a correlation exists, the random effects model would be inconsistently estimated and the fixed effects model would be the model of choice. If no such correlation exists, the random effects model is more powerful and parsimonious.

Fixed effects models were run and estimates saved; then random effects models were run and estimates saved; and the Hausman test was performed. The Hausman tests for the three models are summarized in Tables 4.8 and 4.9.
Interpretation of results: If the p-value is significant (p<0.05) then use fixed effects, if not (p>0.05) use random effects (Greene, 2018). The random effects model is adopted for the panel analysis since it gives a more robust estimation of the model than the fixed model.
Table 4.8: Overall CSRI
	Dependent variable
	Chi Square value
	p value
	Model to choose

	ROA
	36.53
	0.4798
	RE

	ROE
	0.40
	0.9392
	RE

	T BQ
	4.04
	0.2568
	RE


Table 4.9: Decomposed CSRI

	Dependent variable
	Chi square value
	p value
	Model to choose

	ROA
	3.17
	0.3667
	RE

	ROE
	0.78
	0.9976
	RE

	T BQ
	13.95
	0.0520
	RE


CHAPTER FIVE

DISCUSSION OF FINDINGS
5.1 Overview

This chapter discusses in detail the results of the research presented in chapter four. First, reliability measure results of Krippendorff’s alpha are presented. Next, diagnostic tests of homoscedasticity and multicollinearity are discussed. Finally, results of the tests of the influence of CSRD on financial performance and the effects of each dimension of CSRD on financial performance are presented. A panel regression model was adopted to examine the influence of CSRD on financial performance. 
5.2 The Reliability Measure Results

Before the analysis of the results, it was necessary to establish consistency in how CSRD is measured. To this end, this study used the content analysis approach and specifically the Krippendorff’s alpha (Krippendorff, 1980). Krippendorff’s alpha typically ranges from 0 to 1, with 1 indicating perfect reliability and 0 indicating the absence of reliability (Krippendorff, 2011). 
This study assessed the impact of CSRD on financial performance in two ways. In the first way, the CSRD was constructed using one-dimensional approach where an overall CSRD index was constructed. In the second way, the CSRD of each firm was decomposed into five dimensions: The employee, community, environment, education and the health dimensions. In addition, the study assessed the reliability measurement for each year of the data, leading to fifty four Krippendorff alpha estimates. The alpha estimates were produced using ratings from two judges. Table 5.1 summarizes the results of the Krippendorff’s alpha analysis.
Table 5.1: Reliability measure: Krippendorff’s Alpha results
	Employees
	0.9494
	0.8992
	0.8752
	0.9492
	1
	0.9746
	1
	1
	1

	Community
	0.9736
	0.9736
	0.8949
	0.9742
	1
	1
	1
	1
	1

	Environment
	1
	1
	1
	1
	1
	1
	1
	1
	0.9739

	Education
	1
	1
	1
	1
	1
	1
	0.9702
	1
	1

	Health
	1
	1
	1
	1
	1
	1
	1
	1
	1

	Overall
	0.9540
	0.9079
	0.8381
	0.9304
	0.9766
	0.9766
	0.9767
	1
	0.9767


According to Krippendorff (1983), the Krippendorff alpha should be above 0.8 to indicate appropriate reliability measures. An alpha below 0.68 indicates low reliability measures and the index in question should not be used in further analysis. The results of the Krippendorff alpha in this study show high reliability over all the years of the period of study as well as all dimensions of CSRD and the overall CSRD.
Having established the reliability of different CSRD measures, there followed discussions on the diagnostic tests and results of analysis of the impact of corporate social responsibility disclosure on different financial performance metrics. The results are presented in the order the hypotheses were presented in section three.
5.3 Diagnostic Tests

There are several assumptions underlying multiple regression analysis that have to be satisfied for the regression model to be valid. One of them was to test whether the assumption of homoscedasticity was valid or not. The other was to test for multicollinearity.
5.3.1 Test for Homoscedasticity

Homoscedasticity is the condition in which the dependent variable has an equal variance level of the residual of regression for each of the values of the independent variables or the variance of the error term is constant (Gujarati, 2005). Heteroscedasticity is present when the variances of residuals differ for different values of the independent variables. 
For the case of random effects models, the procedure used was the generalized least squares (GLS) method for estimation. This method takes into account the non-constancy error variance or heteroscedasticity. GLS estimator is the best linear unbiased estimator (BLUE) and is used to deal with heteroscedasticity in situations in which the OLS estimator is not BLUE although it is unbiased.
To test for heteroscedasticity, Breusch and Pagan test was conducted to test the null hypothesis that the error terms have constant variance or are homoscedastic versus the alternative that the error variances are a multiplicative function of one or more variables. A large chi-square would indicate that heteroscedasticity was present. The results of this test are summarized in Table 5.2 for all the six models used in this analysis. 
Table 5.2: Breusch and Pagan Heteroscedasticity Test

	
	Breusch-Pagan Test

	
	Test Statistic
	p-value
	Heteroscedastic

	Model 1
	5.96
	0.0146
	Yes

	Model 2
	537.79
	<0.0000
	Yes

	Model 3
	947.10
	<0.0000
	Yes

	Model 4
	9.80
	0.0017
	Yes

	Model 5
	632
	<0.0000
	Yes

	Model 6
	1482
	<0.0000
	Yes


As can be deduced from these tests, all the models are heteroscedastic and the least squares estimates are not efficient. To remedy this issue, the analysis controlled for heteroscedasticity to provide a better fit for the model by using robust standard errors in all models. Using robust standard errors, the estimates of the coefficients are exactly the same as in ordinary least squares, but the standard errors and t-tests take into account issues concerning heterogeneity and lack of normality. Thus, the robust standard errors are appropriate under homoscedasticity.
5.3.2 Test for Multicollinearity
The other routine test is to check for the presence of multicollinearity. Multicollinearity is tested to ensure that the independent variables are not highly correlated in the explanatory variables (CSRD index, firm size, industry type and leverage). To do so, the matrix of correlation between the explanatory variables is computed and the results are summarized in Table 5.3. To control this problem the variance inflation factor was analyzed.
Table 5.3: Correlation matrix for the explanatory variables
	
	
	
	
	
	
	
	
	
	

	
	Aggregate Disclosure Score
	CSRD: Environment
	CSRD: Employee
	CSRD: Community
	CSRD: Education
	CSRD: Health
	Firm Size
	Industry
	Leverage

	Aggregate Disclosure Score
	1
	
	
	
	
	
	
	
	

	CSRD: Environment
	0.860
	1
	
	
	
	
	
	
	

	CSRD: Employee
	0.774
	0.535
	1
	
	
	
	
	
	

	CSRD: Community
	0.900
	0.759
	0.610
	1
	
	
	
	
	

	CSRD Education
	0.826
	0.626
	0.465
	0.760
	1
	
	
	
	

	CSRD: Health
	0.705
	0.528
	0.401
	0.523
	0.630
	1
	
	
	

	Firm Size
	0.678
	0.583
	0.448
	0.654
	0.640
	0.474
	1
	
	

	Industry
	-0.300
	-0.177
	-0.295
	-0.173
	-0.243
	-0.414
	-0.259
	1
	

	Leverage
	0.282
	0.156
	0.333
	0.150
	0.227
	0.321
	0.369
	-0.210
	1


In terms of the control variables firm size, industry type, and leverage, there is no multicollinearity as the correlation does not exceed 0.70 in the worst cases. This result also corroborates the variance inflation factor (VIF) given in Table 5.4. Pertaining to VIF as an indicator of multicollinearity, the larger the value of VIF, the more collinear the variable. As a rule of thumb, if the VIF for an independent variable exceeds 10, that variable is said be highly collinear.
Table 5.4: Variance inflation factor
	Variables

	Variance inflation factor (VIF)

	Aggregate Disclosure Score
	793.34

	CSRD: Environment
	68.99

	CSRD: Employee
	75.83

	CSRD: Community
	53.04

	CSRD Education
	37.65

	CSRD: Health
	25.99

	Firm Size
	2.23

	Industry
	1.37

	Leverage
	1.31


However, for the corporate social responsibility variables, high correlation coefficients and high variance inflation factors were observed. This is not surprising given that the five CSRD components used in this study measures the same aspect, which is the firms’ involvement in corporate social responsibility disclosure in its different components. Extreme multicollinearity (so long as it is not perfect) does not violate ordinary least squares assumptions. OLS estimates are still unbiased and best linear unbiased estimators. According to Kutner et al. (2005) the fact that some or all predictor variables are correlated among themselves does not, in general, inhibit our ability to obtain a good fit nor does it tend to affect inferences about mean responses or predictions of new observations, provided these inferences are made within the region of observations. 

There are not many remedies to solve the multicollinearity problem except to increase the sample size, use information from prior research or drop some variables. Neither one of these remedies is practical in this research because of two main reasons. First, multicollinearity is essentially a data deficiency problem and the researcher had no control or choice over the data made available for empirical analysis. This mostly happens in cases where the data is non-experimental in nature as normally is the usual fate of researchers in social sciences. Second, dropping one or more variables measuring the firms CSRD would defeat the purpose of this study and might lead to specification bias or specification error, which is a more serious issue than multicollinearity. Specification bias arises from incorrect specification of the model used in the analysis. (Gujarati, 2005). 
Multicollinearity violates no regression assumptions. Unbiased and consistent estimates still occur, and their standard errors are correctly estimated. The only effect of multicollinearity is to make it hard to get coefficient estimates with small standard error (Gujarati, 2005).
5.4 Influence of CSRD on Financial Performance
In this case, the firms’ specific effects were included in the model as an error component. The resulting three regression equations are given by:
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’s are the unobserved firms’ specific effects. Given the error component feature of these regressions the generalized least squares estimation is used instead of the least square’s estimation. 
5.4.1 Overall CSRD and Return on Assets (ROA)

Table 5.5 below provides the results of regressing return on assets on an overall corporate social responsibility disclosure index, the firm’s size, the industry type, and the firm’s leverage. 
Table 5.5: Results of the overall CSR disclosure for ROA


	
	Return on Assets

	
	Estimate
	Std.error
	t-value
	p-value

	Aggregate Disclosure Score
	0.0146
	4.1902
	0.0035
	0.9972

	Firm Size
	3.6719**
	1.2544
	2.9272
	0.0034

	Industry
	6.5481**
	2.4119
	2.7149
	0.0066

	Leverage
	-0.0271***
	0.0060
	-4.5195
	0.0000

	Constant
	-27.3052*
	11.3509
	-2.4055
	0.0161

	Observations
	414
	
	
	

	R2 within
	0.0430
	
	
	

	R2 between
	0.3058
	
	
	

	R2 overall
	0.1851
	
	
	

	Breusch and Pagan Lagrange Multiplier Test


Breusch and Pagan Lagrange Multiplier Test


Hausman Test of Consistency of Random Effects               

Hausman Test of Consistency of Random Effects                 
	
	x2(1) = 248.97

p — value < 0.0000

x(3) = 3.17

p — value = 0.3664


The results indicate that the corporate social responsibility disclosure is positive but not statistically significant in explaining the variation in firms’ return on assets. The firm size and the industry type variables are positive and have statistically significant effect on return on assets; while the leverage has a negative and statistically significant effect on firms’ return on assets. On the other hand, the variance due to the difference between firms contributes more than 42% of the overall variance. 
The Breusch and Pagan Lagrange Multiplier (BP LM) test for random effects rejects the null hypothesis that the variance of the specific effect is zero at the 1% significance level. This means that the random effects are statistically more efficient than the pooled model. Furthermore, the Hausman test fails to reject the null hypothesis that the random effects model is as consistent as the fixed effects model, leading to the conclusion that the random effects model is superior to fixed effects model.
5.4.2 Overall CSRD and Return on Equity (ROE)

Table 5.6 gives the results of the random effects estimation of the second regression, where the dependent variable is return on equity. 
Table 5.6: Results of the overall CSR disclosure for ROE


	
	Estimate
	St. Error
	t — value
	p — value

	Aggregate Disclosure Score
	-10.2153
	17.2627
	-0.5918
	0.5540

	Firm Size
	24.8802***
	5.8170
	4.2772
	0.0000

	Industry
	8.0144
	8.1961
	0.9778
	0.3282

	Leverage
	-0.0882**
	0.0337
	-2.6177
	0.0089

	Constant
	-213.7411***
	51.0609
	-4.1860
	0.0000

	Observations
	414
	
	
	

	R2 within
	0.0070
	
	
	

	R2 between
	0.3699
	
	
	

	R2 overall
	0.0646
	
	
	

	Breusch and Pagan Lagrange Multiplier Test


Breusch and Pagan Lagrange Multiplier Test


Hausman Test of Consistency of Random Effects               

Hausman Test of Consistency of Random Effects                 
	
	x(1) = 0.0033

p — value = 0.4903

x(3) = 0.40 

p — value = 0.9399


As with other models, the return on equity regression gives the worst results compared with the return to assets and ROE. Hence, the corporate social responsibility disclosure index is negative but not statistically significant. Similarly, the industry type dummy variable has a positive but not statistically significant effect; while the firms’ size affects positively and statistically significantly the firms’ return on equity. For the leverage variable, the coefficient estimate indicates a negative and statistically significant relationship between firms’ leverage and their return on equity. 
The Breusch and Pagan Lagrange Multiplier test for random effects selects the pooled effect over the random effects; while the Hausman test results favours the random effects model over the fixed effects model.
5.4.3 Overall CSRD and Tobin’s Q (TBQ)

Table 5.7 gives the results of the random effects estimation of the third regression, where the dependent variable is Tobin’s Q. 

Table 5.7: Results of the overall CSR disclosure for TBQ


	
	Estimate
	Std.error
	t — value
	p — value

	Aggregate Disclosure Score
	-15.1102
	82.0138
	-0.1842
	0.8538

	Firm Size
	57.8806**
	18.4973
	3.1291
	0.0018

	Industry
	224.9358
	162.1698
	1.3870
	0.1654

	Leverage
	0.0015
	0.0742
	0.0203
	0.9838

	Constant
	-563.1609**
	206.4440
	-2.7279
	0.0064

	Observations
	414
	
	
	

	R2 within
	0.0237
	
	
	

	R2 between
	0.0608
	
	
	

	R2 overall
	0.0599
	
	
	

	Breusch and Pagan Lagrange Multiplier Test


Breusch and Pagan Lagrange Multiplier Test


Hausman Test of Consistency of Random Effects               

Hausman Test of Consistency of Random Effects                 
	
	x(1) = 1557.17
p — value = 0.0000
x(3) = 5.08
p — value = 0.1657


The results indicate a negative but not statistically significant relationship between the corporate social responsibility disclosure and Tobin’s Q. Furthermore, only the firm’s size variable is statistically significant. 
The Breusch and Pagan Lagrange multiplier test highly rejects the pooled model in favour of the random effects model. In addition, Hausman test fails to reject the null hypothesis that the random effects model parameter estimates are consistent.
5.4.4 Overall CSRD and Financial Performance
In conclusion, the overall corporate social responsibility disclosure does not statistically impact any of the three performance measures. The Breusch Pagan Lagrange Multiplier tests favour the random effects model over the pooled model for the return on assets, return on equity and the Tobin’s Q. The Hausman test for consistency of the random effects fails to reject the consistency of the random effects. For completeness, the side by side comparison of the three regressions is provided in Table 5.8.
Table 5.8: Results for the overall CSR disclosure
	
	Return on Assets Estimate t – value
	Return on Equity

Estimate t – value
	Tobin Q Estimate
	t - value

	Aggregate Disclosure Score
	0.0146
	0.00
	-10.22
	-0.59
	-15.11
	-0.18

	Firm Size
	3.672**
	2.93
	24.88***
	4.28
	57.88**
	3.13

	Industry
	6.548**
	2.71
	8.014
	0.98
	224.9
	1.39

	Leverage
	-0.0271***
	-4.52
	-0.0882**
	-2.62
	0.00151
	0.02

	Ownership Structure
	
	
	
	
	0
	

	Constant
	-27.31*
	-2.41
	-213.7***
	-4.19
	-563.2**
	-2.73

	Observations
	414
	
	414
	
	414
	

	R2 within
	0.0430
	
	0.0070
	
	0.0237
	

	R2 between
	0.3058
	
	0.3699
	
	0.0608
	

	R2 overall
	0.1851
	
	0.0646
	
	0.0599
	

	BP Lagrange Multiplier Test
	X2(1) = 248.97
	
	X2(1) = 0.0033
	
	X2(1) = 1557.17
	

	BP Lagrange Multiplier Test
	p — value < 0.0000
	
	p — value = 0.4903
	
	p — value < 0.0000
	

	Hausman Test
	*23) = 3.17
	
	X23) = °.40
	
	x23) =5.08
	

	Hausman Test
	p — value = 0.3664
	
	p-value = 0.9399
	
	p — value = 0.1657
	


t statistics in second column

∗p <0.05, ∗∗p <0.01, ∗∗∗p <0.001

A comparison between the above results and findings from other studies presents some commentary. Firstly, if firm performance is measured by ROA, then the results concurs with those of McWilliams and Siegel (2001), as well as those of Gil et al. (2009), and García-Castro et al. (2010). Inclusion of variables that cover research and development and advertising intensity (McWilliams & Siegel, 2000) into the CSRD index has been shown to have an effect on firm financial performance and would therefore affect the results of the model. García-Castro et al. (2010) supports the importance of including some measure of management quality in this type of model as management quality is a factor that is likely associated with the disclosure of CSR practices. When using ROE and TBQ as measures of performance, the studies of Aupperle et al. (1985), Bajo and Durán (2009), Gil et al. (2009) corroborate the results found here.
5.5 Effect of CSRD Dimensions on Financial Performance
In this part, the three financial performance measures were regressed on the five corporate social responsibility disclosure dimensions as well as other control variables. The firms’ unobserved specific effects entered the model as an error component as shown in the following expressions
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5.5.1 CSRD Dimensions and Return on Assets (ROA)

The results of the first regression shown in Table 5.9 indicate that the environmental dimension of the corporate social responsibility disclosure is statistically positively related to the firms’ return on assets. The findings support the results of Saleh et al. (2011) who found out that environmental disclosures of CSR positively impact ROA. However, the employees, community, education, and health dimensions are not statistically significant in explaining the variation of the firms’ return on assets. These findings contradict the results of Saleh et al. (2011) conducted in Malaysia. On the other hand, the firm’s size and the type of industry have a positive and statistically significant impact on firm’s return on assets. In term of variance, the variance due to the difference between firms contributes more than 44% in the total variance of the model. 
The Breusch and Pagan Lagrange multiplier test results rejects the pooled model in favour of the random effects model; while the Hausman test confirms once again the consistency of the random effects.
Table 5.9: Results of CSR disclosure dimensions for ROA
	
	Estimate
	Std.error
	t — value
	p — value

	CSRD: Environment
	0.9860
	0.5636
	1.7493
	0.0802

	CSRD: Employee
	-0.2709
	0.4011
	-0.6752
	0.4995

	CSRD: Community
	-1.0344
	0.7956
	-1.3001
	0.1936

	CSRD Education
	0.7900
	0.8807
	0.8970
	0.3697

	CSRD: Health
	-0.2328
	0.9195
	-0.2532
	0.8001

	Firm Size
	3.3219*
	1.3012
	2.5530
	0.0107

	Industry
	6.7935*
	2.7168
	2.5006
	0.0124

	Leverage
	-0.0292***
	0.0062
	-4.7043
	0.0000

	Constant
	-24.2930*
	11.7539
	-2.0668
	0.0388

	Observations
	405
	
	
	

	R2 within
	0.0605
	
	
	

	R2 between
	0.3246
	
	
	

	R2 overall
	0.2055
	
	
	

	Breusch and Pagan Lagrange Multiplier Test
	X2(1) = 239.18
	
	
	

	Breusch and Pagan Lagrange Multiplier Test
	p — value < 0.0000
	
	
	

	Hausman Test of Consistency of Random Effects
	x2(3) = 6-51
	
	
	

	Hausman Test of Consistency of Random Effects
	p — value = 0.4812
	
	
	


5.5.2 CSRD Dimensions and Return on Equity (ROE)

When the return on equity is used as the dependent variable, once again no variable is statistically significant except the firm size. Moreover, the pooled model is rejected in favour of its counterpart, the random effects model, according to the Breusch Pagan Lagrange multiplier test. The Hausman test shows that the random model is still consistent. The variance due to firms’ specific effect does not represent more than 2% of the total variance. Table 5.10 depicts the results of random effects model with CSRD against ROE.
Table 5.10: Results of CSR disclosure dimensions for ROE
	
	Estimate
	Std.error
	t — value
	p — value

	CSRD: Environment
	0.7058
	2.1578
	0.3271
	0.7436

	CSRD: Employee
	-2.1465
	1.7217
	-1.2467
	0.2125

	CSRD: Community
	0.1001
	3.1597
	0.0317
	0.9747

	CSRD Education
	-1.7524
	3.2574
	-0.5380
	0.5906

	CSRD: Health
	3.1292
	3.2984
	0.9487
	0.3428

	Firm Size
	24.2908***
	6.3233
	3.8415
	0.0001

	Industry
	9.5556
	9.2170
	1.0367
	0.2999

	Leverage
	-0.0856*
	0.0372
	-2.3016
	0.0214

	Constant
	-209.4243***
	55.5900
	-3.7673
	0.0002

	Observations
	405
	
	
	

	R2 within
	0.0071
	
	
	

	R2 between
	0.4125
	
	
	

	R2 overall
	0.0717
	
	
	

	Breusch and Pagan Lagrange Multiplier Test
	X2(1) =0.18
	
	
	

	Breusch and Pagan Lagrange Multiplier Test
	p — value = 0.3352
	
	
	

	Hausman Test of Consistency of Random Effects
	x(1) =0.77
	
	
	

	Hausman Test of Consistency of Random Effects
	p — value = 0.9978
	
	
	


The findings support those of Aras et al. (2010) who argued that CSRD disclosures in developing countries is a relatively new practice and does not affect ROE. However, results contradict Korathotage (2012) and Lee et al. (2013).
5.5.3 CSRD Dimensions and Tobin’s Q (TBQ)

Finally, the regression where the Tobin’s Q is used as a measure of financial performance is estimated and the results are presented in Table 5.11. The variance of the firms’ specific effects represents more than 96% of the total variance. Nonetheless, the results of this model do not yield any statistically significant relationship between any dimension of the corporate social responsibility disclosure and the firms’ financial performance, measured by Tobin Q. Once again, only the firm’s size has a positive and statistically significant effect on Tobin’s Q. This is despite the fact that the random effects model is statistically more efficient than the pooled model as evidenced by the Breusch and Pagan Lagrange multiplier test.  
Table 5.11: Results of CSR disclosure dimensions for TBQ
	
	
	Tobin Q
	
	

	
	Estimate
	Std.error
	t — value
	p — value

	CSRD: Environment
	-2.5196
	11.9682
	-0.2105
	0.8333

	CSRD: Employee
	-2.0797
	6.9407
	-0.2996
	0.7645

	CSRD: Community
	4.6082
	16.3660
	0.2816
	0.7783

	CSRD Education
	19.9801
	25.6773
	0.7781
	0.4365

	CSRD: Health
	-30.9219
	26.8961
	-1.1497
	0.2503

	Firm Size
	60.4982**
	19.3040
	3.1340
	0.0017

	Industry
	214.3185
	158.6850
	1.3506
	0.1768

	Leverage
	0.0017
	0.0780
	0.0223
	0.9822

	Constant
	-580.8096**
	212.7937
	-2.7294
	0.0063

	Observations
	405
	
	
	

	R2 within
	0.0254
	
	
	

	R2 between
	0.0236
	
	
	

	R2 overall
	0.0232
	
	
	

	BP Lagrange Multiplier Test
	X2(1) = 1381.30
	
	
	

	BP Lagrange Multiplier Test
	p — value < 0.0000
	
	
	

	Hausman Test
	X2(3) = 19.38
	
	
	

	Hausman Test
	p — value = 0.017
	
	
	


The findings contradict similar studies by Lin et al. (2009) and Mahoney and Roberts (2009) who argued that the relationship between the study variables is significant and positive.
5.5.4 CRSD Dimensions and Financial Performance

In conclusion, the random effects model does not provide statistical evidence for any positive statistically significant relationship between the different dimensions of the corporate social responsibility disclosure and financial performance.
Table 5.12: Results of the random effects model with CSR disclosure dimensions
	
	Return on Assets
	Return on Equity
	Tobin Q

	CSRD: Environment
	0.986
	1.75
	0.706
	0.33
	-2.520
	-0.21

	CSRD: Employee
	-0.271
	-0.68
	-2.146
	-1.25
	-2.080
	-0.30

	CSRD: Community
	-1.034
	-1.30
	0.100
	0.03
	4.608
	0.28

	CSRD Education
	0.790
	0.90
	-1.752
	-0.54
	19.98
	0.78

	CSRD: Health
	-0.233
	-0.25
	3.129
	0.95
	-30.92
	-1.15

	Firm Size
	3.322*
	2.55
	24.29
	3.84
	60.50
	3.13

	Industry
	6.793*
	2.50
	9.556
	1.04
	214.3
	1.35

	Leverage
	-0.0292***
	-4.70
	-0.0856
	-2.30
	0.00174
	0.02

	Constant
	-24.29*
	-2.07
	-209.4
	-3.77
	-580.8
	-2.73

	Observations
	405
	
	405
	
	405
	

	R2 within
	0.0605
	
	0.0071
	
	0.0254
	

	R2 between
	0.3246
	
	0.4225
	
	0.0236
	

	R2 overall
	0.2055
	
	0.0717
	
	0.0232
	

	Breusch and Pagan Lagrange Multiplier Test
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	   Breusch and Pagan Lagrange Multiplier Test
	p-value < 0.0000
	
	p-value < 0.3352
	
	p-value < 0.0000
	

	Hausman Test of Consistency of Random Effects
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	Hausman Test of Consistency of Random Effects
	p-value= 0.4812
	
	p-value=0.9978
	
	p-value=0.017
	


t statistics in second column
* p< 0.05, ** p = 0.01, *** p< 0.001

Results reveal that employee dimension was not statistically significant in explaining the variation of the firms’ financial performance. This is in agreement with Schreck (2011) but contradicts Saleh et al. (2011). Saleh et al. (2011) found out that CSR disclosure of employee has a positive impact on financial performance measures in a statistically significant manner. 

Community dimension disclosures of CSR was not statistically significant in explaining the variation of the firms’ financial performance. This finding is not consistent with previous findings conducted by Richardson and Welker (2001) and Dkhili and Ansi (2012) who found a positive relationship between community disclosure and ROA and ROE. However, Dkhili and Ansi (2012) argue that the relationship between community disclosure and financial performance is difficult to identify or the relationship between the two variables may be random. This fact indicates the difficulty of detecting the existence of the relationship between community disclosure and financial performance.
The results agree with those of Schreck (2011) who also found a positive relationship between ROA and the environment disclosure theme. The findings are also consistent with other research which showed no relationship between environmental disclosure and ROE and TBQ (Korathotage, 2012). However the findings do not corroborate the results of Hossain et al. (2014) who suggests that there is a positive and significant relationship between environmental disclosure and ROE. The possible explanation for this could be that the definition of environmental disclosure by country was different (Griffin and Mahon, 1997). For example, while carbon dioxide emission levels disclosures could be a concern in developed countries, it is not as important as afforestation disclosures in Kenya.
Lastly, results revealed that education and health dimensions were not statistically significant in explaining the variation of the firms’ ROA, ROE or TBQ. This is in agreement with Schreck (2011) but contradicts Simionescu and Gherghina (2011).
In conclusion, the estimation of the random effects model, whether the corporate social responsibility disclosure is modeled as a single overall index or decomposed into five dimensions does not yield appropriate results. This leads to the rejection of most null hypotheses under different firms’ financial measures. Table 5.13 recapitulates the results of the six hypotheses tests using the random effects models.
Table 5.13: Results of the hypotheses testing
	
	
	Return on Assets
	Return on Equity
	Tobin Q

	H01
	Overall CSRD has a positive effect on FP
	No
	No
	No

	H02
	Employees CSRD has a positive effect on  FP
	No
	No
	No

	Ho3
	Community CSRD has a positive effect on FP
	No
	No
	No

	H04
	Environment CSRD has a positive effect on FP
	Yes
	No
	No

	Ho5
	Education CSRD has a positive effect on FP
	No
	No
	No

	Ho6
	Health CSRD has a positive effect on FP
	No
	No
	No


When the CSRD is modeled as a single overall index, the hypothesis that the disclosure has a positive impact on financial performance is rejected under the three financial measures. Furthermore, when the CSRD is decomposed into employees, environment, community, education, and health dimensions, only the environmental dimension of corporate social responsibility disclosure has a positive and statistically significant impact on the return on assets variable. 

CHAPTER SIX
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
6.1 Overview
The purpose of this chapter is to summarize the empirical findings and provide conclusions on the empirical results presented in chapter 4 and discussed in chapter 5 by highlighting the main points and establishing the research implications of the study. The chapter also details the limitations of the research conducted as well as providing suggestions for future research. 
6.2 Summary of the Research 
The existing studies on the influence or impact of CSRD on financial performance provide mixed results. This study was motivated by the lack of consistent evidence on the one hand and the relative paucity of research in the Kenyan context on the other.
The overall objective of the study was to examine the influence of CSR disclosure (CSRD) on financial performance of companies listed on the NSE. In terms of the CSRD, the effect of the disclosure was approached first by constructing an overall measure or index of CSRD and then decomposing the disclosure into its environmental, employee, community, education, and health components. Following the literature, three measures of financial performance were proposed: firms’ return on assets, firms’ return on equity, and firms’ Tobin Q. Three panel data techniques - pooled model, fixed effects model and random effects model – were then used. The Lagrange Multiplier test (Breusch-Pagan) carried out on the estimates of the random model showed that the random model was statistically more efficient than the pooled model. Furthermore, the Hausman test failed to reject the null hypotheses that the random effects model is as consistent as the fixed effects model, leading to the conclusion that the random effects model is superior to fixed effects model. 
When the CSRD is modeled as a single overall index, the hypothesis that the disclosure has a positive and significant effect on financial performance is rejected under the three financial measures, ROA, ROE and TBQ. Furthermore, when the CSRD is decomposed into employees, environment, community, education, and health dimensions, only the environmental dimension of corporate social responsibility disclosure has a positive and statistically significant impact on the return on assets variable. 
6.2.1 Influence of Overall CSRD on Financial Performance
The major research finding concerns the overall influence of CSR disclosure on financial performance of companies listed on the NSE. In line with previous research (Choi et al., 2010; Michelon, 2011), the researcher hypothesized a positive relationship between FP and CSR disclosure. 

With regard to the influence of CSRD on FP measured using ROA, the overall CSRD index is positive but not statistically significant in explaining the variation in firms ROA. The firm size and the industry type variables are positive and have statistically significant effect on ROA; while the leverage has a negative and statistically significant effect on firms’ ROA. On the other hand, the variance due to the difference between firms contributes more than 42% to the overall variance. With ROE, the CSRD index is negative but not statistically significant. Similarly, the industry type dummy variable has a positive but not statistically significant effect; while the firms’ size affects positively and statistically significantly the firms’ return on equity. 
For the leverage variable, the coefficient estimate indicates a negative and statistically significant relationship between firms’ leverage and their return on equity. For TBQ results indicate a negative but not statistically significant relationship between the CSRD index and Tobin’s Q. Furthermore, only the firm’s size variable is statistically significant to TBQ. Since the overall CSRD does not statistically impact any of the three financial performance measures, it is concluded that when the CSRD is modeled as a single overall index, the hypothesis that the disclosure has a positive impact on financial performance is rejected. Thus the neutrality of the influence of CSRD on financial performance or the bottom line is verified. In other words, these findings point to a neutral effect of CSRD on the financial performance for NSE listed firms in Kenya.
It can be argued that disclosures of CSR may be tools for managing societal expectations and demands. Voluntary CSR disclosures may be linked to firm’s strategy such as accessing additional funds in the NSE. It may also be argued that CSR disclosures are in part endogenously determined by the firm’s environment which differs across firms in observable and unobservable ways. Firm-specific factors which were not considered in the model for this study such as research and development and management talent and firm culture could drive specific CSR activities and disclosures or policies. In econometric terms, failing to account for firm-specific characteristics could bias the correlation between CSRD and financial performance if these characteristics are significantly correlated with the proxies for CSRD.
6.2.2 Effect of Employees’ Dimension of CSRD on Financial Performance
Null hypothesis H01is not supported and therefore rejected because results revealed that the employees’ dimension was not statistically significant in explaining the variation of the firms’ ROA, ROE or TBQ. Schreck (2011) provided evidence that there is no relationship between employee disclosure and TBQ and ROE. This may be explained by the fact that employee practices between developed countries and Kenya are not similar. This may lead to differences in human resource policies and practices, which may influence the extent of CSRD.
The results do not contract the range of theory and some empirical evidence that suggest that the way a firm manages its employees can affect its financial performance (Delery & Doty, 1996; Huselid, 1995; Pfeffer, 1994; Youndt, Snell, Dean, & Lepak, 1996). However, the findings refer to the fact that disclosure of how a firm treats its employees is not statistically significant in explaining employee output. Employees being insiders are influenced neither by disclosure nor symbolic efforts but by substantive human resource practices which improve their lives and careers.
6.2.3 Effect of Community Dimension of CSRD on Financial Performance
Null hypothesis H02 is not supported and therefore rejected because results revealed that the community dimension was not statistically significant in explaining the variation of the firms’ financial performance. There could be two reasons why firms disclose CSR activities; one is to obtain competitive advantage through differentiation in satisfying stakeholder expectations or two to avert risks or defend reputation within their market. The finding that the community dimension was not statistically significant in explaining financial performance could be a pointer to the fact NSE listed firms disclose CSR activities to conform to behaviour or defend their reputation within the market, hence, their disclosure is a result of herd mentality or institutional isomorphism. This herd mentality or desire to conform to conform to stakeholders’ expectations does not influence financial performance.
6.2.4 Effect of Environment Dimension of CSRD on Financial Performance
The results of test of the third null hypothesis H03 indicates that the environmental dimension of the corporate social responsibility disclosure is statistically positively related to the firms’ ROA but yields no statistically significant relationship with ROE and TBQ. 
The overall results suggest that disclosing CSR activities on the environment theme neither improves profitability nor deteriorates it. This could possibly be due to the presence of a complex relationship between environmental disclosure and financial performance. The outcome may also suggest that firms may be failing to effectively communicate the positive effects of their environmental initiatives to their investors.

6.2.5 Effect of Education and Health Dimensions of CSRD on Financial Performance
Null hypotheses H04 and H05 are not supported and therefore rejected because results revealed that education and health dimensions were not statistically significant in explaining the variation of the firms’ ROA, ROE or TBQ. This lack of a significant relationship may be attributable to the fact that although firms are disclosing their CSR efforts in their annual reports, the authenticity of these efforts may be questionable. In addition, most firms may engage in CSR disclosures because other firms are reporting CSR activities. This suggests that although not genuinely committed to improving stakeholder engagement, firms may be disclosing stakeholder engagement in reports to avoid bad publicity. Therefore, the view of many firms would appear to be one of neutralizing this issue of stakeholder engagement and disclosure instead of being proactive about it. Furthermore, it is possible that there is lack of awareness and/or concern of the stakeholders in NSE and wider Kenyan market about issues related to corporate social responsibility. Specific to the findings of this study, the key takeaway for firms in the NSE is that those who engage in CSR disclosures are unlikely to experience either a positive or negative effect on their firm performance than those who do not. 
6.3 Implications and Recommendations of the Study

The overall objective of this study was to examine the influence of CSR disclosure on financial performance of companies listed on the Nairobi Securities Exchange. In terms of the CSRD, the effect of the disclosure was approached first by constructing an overall measure or index of CSRD and then by decomposing the disclosure into its environmental, employee, community, education, and health components. 
6.3.1 Theoretical Implication

The stakeholder theory rationalizes that corporate value increases or is positively impacted when management positively discloses corporate social responsibility engagements to multiple stakeholders. In this theory, the value of a company is related to the cost of both implicit and explicit claims on a company’s resources as disclosed by the firm. Managing the implicit claims of major stakeholders such as customers, creditors and employees positively enhances a firm’s reputation and improves its financial performance. On the other hand, dissatisfaction of these groups may have a negative financial impact. (Cornell & Shapiro, 1987). 
Empirical findings from this study is that the observable relationship does not support the argument that CSR disclosure positively impacts financial performance in line with the stakeholder theory. The study found a neutral relationship on the influence of overall CSRD on financial performance, providing evidence that disclosure of CSR activities on the annual reports has no financial rewards. Therefore, the conclusion is that the relationship between corporate social responsibility disclosure and financial performance as a natural phenomenon cannot be explained solely by the prediction that exists under the stakeholder theory. The stakeholder theoretical perspective thus stands challenged by the results of this study whose approach to reasoning was deductive while involving a quantitative research method.  

According to Whetten, et al. (2014) a theory can be challenged on the basis of its assumptions being proved to be unrealistic. Under the stakeholder theory, stakeholders other than shareholders are assumed to have the power to affect the firm’s performance. It is also assumed that there exists a “contract” for the relationships between the firm and its stakeholders. In reality, both assumptions are oversimplifications. First, shareholders effectively and to the exclusion of other stakeholders control firms traded in the NSE and their primary goal is maximization of the value of their shares. It seems therefore that CSR disclosures made in the annual reports are intended to create a more favourable image of the companies involved through biased reporting and as a result of herd mentality or institutional isomorphism. Unlike in the developed countries, few stakeholders in the NSE are powerful or vocal enough to attempt to exert their control on firms. Second and concerning the assumed “contract” between the firm and its stakeholders, it is a fact that there exists no contract between the two parties. Instead of fulfilling their duties as “contracting agents”, managers basically act in their own interests and those of the shareholders. For these two reasons, the stakeholder theory fails to specify how managers can make the necessary tradeoffs among the competing interest of the different stakeholders within the practical setting of the NSE, thereby making the theory externally inconsistent.
In terms of theoretical contribution therefore, this study proposes that unequal controlling strengths of different stakeholders should be assumed and captured under the stakeholder theory in order for managers to be able to make the necessary tradeoffs among competing stakeholders. The modification of the theory in this manner would make it possible for financial managers to make purposeful disclosure decisions within the national context of developing countries such as Kenya. These stakeholders should be able to affect financial performance and also have a “real contract” of some sort with the firms, such as debtholders.
6.3.2 Empirical Implications
Empirically, the neutral overall CSRD-FP relationship results imply that firms are free to disclose CSR activities without the worry whether they will be able to accrue financial benefits in the short or long run. The neutral CSRD-FP relationship results does not suggest that firms’ involvement in CSR activities is a waste of financial resources. 
When the CSRD is decomposed into employees, environment, community, education, and health dimensions, only the environmental dimension of corporate social responsibility disclosure has a positive and statistically significant impact on the return on assets variable. This implies that investment in environmentally friendly projects positively impacts ROA.
In conclusion, empirical contributions are as follows: For academics, the work broadens the analysis of the CSRD-FP relationship within developing countries. For managers, CSR disclosure in financial statements though informative is shown as lacking credibility in influencing financial performance. Therefore, commitment to higher financial quality by inclusion of CSRD does not bring positive financial results. Policy makers within the government who would like to see more private sector involvement in societal issues will take note that such engagement has no positive impact on corporate financial outcomes.
From the empirical results of the study the following two recommendations are suggested: First, CSR disclosure should continue to be voluntary in Kenya; calls from some stakeholders for mandatory disclosures should not be heeded. Secondly, financial managers should ignore pressure from stakeholders to pursuit and disclose more CSR activities because CSR does not add value to the firm.
6.4 Contribution of the Study

Disclosure of CSR has become a universal practice in annual reports to shareholders. The influence of firms’ disclosure of CSR activities remains an unresolved issue for which previous research has yielded mixed results (Gras-Gil et al., 2016), and this study has been able to provide empirical evidence on the neutral influence of CSR disclosure on the financial performance of listed firms in the NSE.
First, this Thesis adds to the sparse research on CSR disclosure – financial performance relationship in developing countries by focusing on firms listed in Kenya’s NSE which contribute immensely to the development of the Kenyan economy. Consequent to the findings of this Thesis, the conclusion reached is simply that CSR disclosure has no influence on financial performance and therefore there is no advantage in disclosure. The study also makes an important contribution to the literature on CSR disclosure, especially in relation to stakeholder theory. There is a limited number of studies that examine the relationship between CSR disclosure and financial performance. Previous studies have revealed mixed results on the relationship between CSR disclosure and company financial performance.
Second, this study has made a significant contribution to methodology by constructing a CSR index, which is used to determine the level of CSR disclosure for Kenyan companies. The CSR index was developed by using quantitative content analysis to collect primary data for this study. The CSR framework covers five categories of companies’ stakeholders. CSR disclosure practices can be measured by this CSR index. The results of this study can be beneficial in helping to understand the extent of CSR disclosure in Kenya. This study contributes to the limited studies on measuring CSR disclosure practices so far made in developing economies such as Kenya and other developing countries. 
Thirdly, this study provides a valuable contribution to the model of the relationship between CSR disclosure and financial performance. The study is a comprehensive examination of the relationship between CSR disclosure and financial performance of firms listed on Nairobi Securities Exchange (NSE). Previous studies have been carried out by using small sample sizes, focusing on single industries and using a short time period. Therefore, this study used a larger sample size covering all industries. 
Besides the use of pooled OLS and panel data, the results of this study provide evidence that CSR has a neutral effect on firm financial performance both using accounting definitions and market definition. The results from all companies show that the hypothesized variables in relation to companies’ financial performance, return on assets (ROA), return on equity (ROE) and Tobin’s Q (TBQ) are found not to be significantly related to CSR disclosure.
6.5 Limitations of the Study

A number of important limitations need to be considered. Firstly, this study examined company annual reports based on over a ten-year period, 2007-2016 only. There were 46 companies included in the sample for each year. A longer period of study, for example, thirty years might produce different results.
Secondly, this study only focused on company annual reports, which may show an incomplete picture of CSR disclosure practice of companies in Kenya. Companies may report CSR activities in other media like CSR reports, sustainability reports, environmental reports, interim reports, newspapers, advertising, promotional leaflets, websites, or company brochures. This study is limited to the data from annual reports of NSE listed firms.
Thirdly, this study is limited to the measurement of CSR disclosure. Quantitative content analysis may introduce some subjectivity in the coding process. This study develops a CSR checklist based on five categories with thirty-four CSR reporting to capture CSR disclosures from company annual reports. There is also a limit to the weights used in the calculation of CSR index. A separate weighting system for each dimension was not used. The CSR checklist may not fully capture CSR disclosures of NSE listed firms. Some companies do not have any words or sentences that match with CSR checklist items. In cases where in this study or there is no specific information about CSR activities, it could not be summarized that firms which did not report CSR practices were not involved in somewhat CSR activities. This is not absolute considering the amount of CSR disclosure.
Lastly, this study is limited to three financial performance indicators such as ROA, ROE and TBQ to measure firm financial performance and the effects of some control variables such as company size and leverage. 
6.6 Directions for Future Research

The following are some examples of issues for future consideration albeit not an exhaustive list.
Firstly, this study examined the relationship between CSR disclosures and financial performance of 46 companies listed on the NSE between 2007 and 2016. Future research could apply a longitudinal method by using more years’ data and a larger sample size. This would increase the reliability of the results.
Secondly, this study focuses on NSE listed companies in Kenya. Future research could incorporate national context of CSR among the CSRD variables and attempt a comparative analysis of different countries’ disclosure levels against financial performance across Kenya and the other East African Community countries or African nations. The commonality of East African countries in specific and African countries in general is that they are developing countries and are often characterized by high unemployment levels and inequalities in income distribution. Also featuring are low technological uptake, underutilized factors of production and poor water and food supply to the general population (Tilt 2016). The contextual factors that influence CSR should, therefore, be captured among the variables that influence CSR disclosure on financial performance in future research. 
Thirdly, this study used quantitative content analysis for data collection from annual reports. The disclosure metrics were limited by the lack of firm-specific information such as research and development intensity and management quality. Richer disclosure measures may reveal patterns this research was not able to capture. Extensions of our analysis along any of these lines, therefore, would appear to be warranted. In addition, future research could include other reports to investigate the extent of CSR disclosure and its relationship with financial performance. This is because companies may report CSR activities in other media such as CSR reports, sustainability reports, environmental, interim reports, newspaper reports, advertising, promotional leaflets, websites, or company brochures. The information from those reports may show a more complete picture of CSR disclosure in the NSE context.
Fourthly, this study used CSR checklist to measure the level of CSR disclosure. The CSR checklist covers five dimensions with thirty-four CSR activities which include employee, community, environment, education and health dimensions. Future studies should employ other techniques in relation to measuring CSR disclosure such as KLD index scores or GRI index scores.
Lastly, this study is limited to three financial performance indicators, which are ROA, ROE and TBQ. Use of more financial performance indicators, both accounting-based and market-based performance might yield different results. Such indicators may include stock return, price earnings ratio and market to book value. Similarly, recommendations extend to inclusion of variables that cover research and development and advertising intensity (McWilliams & Siegel, 2000) and management quality (García-Castro et al., 2010).  
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APPENDICES

APPENDIX I: Listed Firms at Nairobi Securities Exchange as at 31 December 2016

	S/NO.
	COMPANY
	 ISIN  CODE
	TRADING 

	
	
	
	SYMBOL

	
	AGRICULTURAL
	
	

	1
	 Eaagads Ltd 
	KE0000000208
	EGAD

	2
	 Kakuzi Ltd 
	KE0000000281
	KUKZ

	3
	 Kapchorua Tea Co. Ltd 
	KE4000001760
	KAPC

	4
	 The Limuru Tea Co. Ltd 
	KE0000000356
	LIMT

	5
	 Sasini Ltd 
	KE0000000430
	SASN

	6
	 Williamson Tea Kenya Ltd  
	KE0000000505
	WTK

	
	
	
	

	
	AUTOMOBILES & ACCESSORIES
	
	

	7
	 Car & General (K) Ltd 
	KE0000000109
	C&G

	8
	 Marshalls (E.A.) Ltd 
	KE0000000364
	MASH

	9
	 Sameer Africa Ltd 
	KE0000000232
	FIRE

	
	
	
	

	
	BANKING
	
	

	10
	 Barclays Bank of Kenya Ltd 
	KE0000000067
	BBK

	11
	 CFC Stanbic of Kenya Holdings Ltd 
	KE0000000091
	CFC

	12
	 Diamond Trust Bank Kenya Ltd 
	KE0000000158
	DTK

	13
	 Equity Group Holdings Ltd 
	KE0000000554
	EQTY

	14
	 Housing Finance Group Ltd 
	KE0000000240
	HFCK

	15
	 I&M Holdings Ltd  
	KE0000000125
	I&M

	16
	 KCB Group Ltd Ord 
	KE0000000315
	KCB

	17
	 National Bank of Kenya Ltd 
	KE0000000398
	NBK

	18
	 NIC Bank Ltd 
	KE0000000406
	NIC

	19
	 Standard Chartered Bank Kenya Ltd 
	KE0000000448
	SCBK

	20
	 The Co-operative Bank of Kenya Ltd 
	KE1000001568
	COOP

	
	
	
	

	
	COMMERCIAL AND SERVICES
	
	

	21
	 Atlas African Industries Ltd
	KE4000004095
	ADSS

	22
	 Express Kenya Ltd  
	KE0000000224
	XPRS

	23
	 Hutchings Biemer Ltd 
	KE0000000257
	HBER

	24
	 Kenya Airways Ltd 
	KE0000000307
	KQ

	25
	 Longhorn Publishers Ltd 
	KE2000002275
	LKL

	26
	 Nairobi Business Ventures Ltd
	KE5000000090
	NBV

	27
	 Nation Media Group Ltd 
	KE0000000380
	NMG

	28
	 Standard Group  Ltd 
	KE0000000455
	SGL

	29
	 TPS Eastern Africa  Ltd   
	KE0000000539
	TPSE

	30
	 Uchumi Supermarket Ltd 
	KE0000000489
	UCHM

	31
	WPP Scangroup  Ltd 
	KE0000000562
	SCAN

	
	
	
	

	
	CONSTRUCTION & ALLIED
	
	

	32
	 ARM Cement Ltd 
	KE0000000034
	ARM

	33
	 Bamburi Cement Ltd 
	KE0000000059
	BAMB

	34
	 Crown Paints Kenya Ltd 
	KE0000000141
	BERG

	35
	 E.A.Cables Ltd 
	KE0000000174
	CABL

	36
	 E.A.Portland Cement Co. Ltd 
	KE0000000190
	PORT

	
	
	
	

	
	ENERGY & PETROLEUM
	
	

	37
	 KenGen Co. Ltd  
	KE0000000547
	KEGN

	38
	 KenolKobil Ltd                    
	KE0000000323
	KENO

	39
	 Kenya Power & Lighting  Co Ltd 
	KE0000000349
	KPLC

	40
	 Total Kenya Ltd 
	KE0000000463
	TOTL

	41
	 Umeme Ltd 
	KE2000005815
	UMME

	
	
	
	

	
	INSURANCE
	
	

	42
	 Britam Holdings Ltd
	KE2000002192
	BRIT

	43
	 CIC Insurance Group Ltd 
	KE2000002317
	CIC

	44
	 Jubilee Holdings Ltd 
	KE0000000273
	JUB

	45
	 Kenya Re Insurance Corporation Ltd 
	KE0000000604
	KNRE

	46
	 Liberty Kenya Holdings Ltd 
	KE2000002168
	CFCI

	47
	 Pan Africa Insurance Holdings Ltd 
	KE0000000414
	PAFR

	
	
	
	

	
	INVESTMENT
	
	

	48
	 Centum Investment Co Ltd  
	KE0000000265
	ICDC

	49
	 Home Afrika Ltd
	KE2000007258
	HAFR

	50
	 Kurwitu Ventures Ltd
	KE4000001216
	KURV

	51
	 Olympia Capital Holdings Ltd 
	KE0000000166
	OCH

	52
	Trans-Century Ltd  
	KE2000002184
	TCL

	
	
	
	

	
	INVESTMENT SERVICES
	
	

	53
	 Nairobi Securities Exchange Ltd
	KE3000009674
	NSE

	
	
	
	

	
	MANUFACTURING & ALLIED
	
	

	54
	 A.Baumann & Co Ltd  
	KE0000000018
	BAUM

	55
	 B.O.C Kenya Ltd 
	KE0000000042
	BOC

	56
	 British American Tobacco Kenya Ltd  
	KE0000000075
	BAT

	57
	 Carbacid Investments Ltd 
	KE0000000117
	CARB

	58
	 East African Breweries Ltd 
	KE0000000216
	EABL

	59
	 Eveready East Africa Ltd 
	KE0000000588
	EVRD

	60
	 Flame Tree Group Holdings Ltd
	KE4000001323
	FTGH

	61
	 Kenya Orchards Ltd  
	KE0000000331
	ORCH

	62
	 Mumias Sugar Co. Ltd 
	KE0000000372
	MSC

	63
	 Unga Group Ltd 
	KE0000000497
	UNGA

	
	
	
	

	
	TELECOMMUNICATION & TECHNOLOGY
	

	64
	 Safaricom Ltd 
	KE1000001402
	SCOM


APPENDIX II: Firms Deleted from Appendix I for Study
	S/NO.
	COMPANY
	Reason for Deletion

	
	
	

	
	BANKING
	

	
	
	

	1
	 The Co-operative Bank of Kenya Ltd 
	Listed 2008

	
	
	

	
	COMMERCIAL AND SERVICES
	

	2
	 Atlas African Industries Ltd
	Listed 2014

	3
	 Hutchings Biemer Ltd 
	Suspended from trading 2008

	4
	 Longhorn Publishers Ltd 
	Listed 2012

	5
	 Nairobi Business Ventures Ltd
	Listed 2012

	6
	 Uchumi Supermarket Ltd 
	Suspended 2006, resumed trading 2011

	
	
	

	
	ENERGY & PETROLEUM
	

	7
	 Umeme Ltd 
	Listed 2012

	
	
	

	
	INSURANCE
	

	8
	 Britam Holdings Ltd
	Listed 2011

	9
	 CIC Insurance Group Ltd 
	Name change and reorganization in 2010

	10
	 Kenya Re Insurance Corporation Ltd 
	Listed 2008

	11
	 Liberty Kenya Holdings Ltd 
	Listed 2013

	
	
	

	
	INVESTMENT
	

	12
	 Home Afrika Ltd
	Listed 2012

	13
	 Kurwitu Ventures Ltd
	Listed 2014

	14
	Trans-Century Ltd  
	Listed 2013

	
	
	

	
	INVESTMENT SERVICES
	

	15
	 Nairobi Securities Exchange Ltd
	Listed 2014

	
	
	

	
	MANUFACTURING & ALLIED
	

	16
	 A.Baumann & Co Ltd  
	Suspended in 2008

	17
	 Flame Tree Group Holdings Ltd
	Listed 2015

	
	
	

	
	TELECOMMUNICATION & TECHNOLOGY

	18
	 Safaricom Ltd 
	Listed 2008


Source: Nairobi Securities Exchange:
https://www.nse.co.ke/handbook2016-2017/companies-listings-per-date.html
APPENDIX III: CSR-Checklist
This checklist has been adapted (with modifications) from the United Nations Development Programme’s and European Union’s CSR Self-Assessment Handbook for Companies. The overall aim of the handbook is to be of assistance to companies, as they plan to review their CSR policy and reporting. 
The checklist is designed to obtain a full picture of CSR disclosure dimensions of community, health, education, environment and employees as identified by Muthuri & Gilbert (2015). The CSR checklist will be pre-tested using the annual reports of the largest firms (in terms of capitalization) in each NSE sector. The assumption here is that firms with the biggest market capitalization will disclose more than lower capitalized firms, and therefore their disclosure items will cover CSR activities of smaller firms as well. After pre-testing the CSR checklist, the essential items that constitute a comprehensive CSR disclosure checklist will be determined. Then the CSR index will be computed.
The un-weighted disclosure index approach (Rouf, 2011) will be employed to measure CSR disclosure level as a dichotomous variable. If a company discloses CSR items in its annual report it will score “1” while companies that do not disclose an item will be scored “0” (Gujarati, 2009). Total score values for CSR disclosure will be aggregated from all sub-scores of CSR. The disclosure model scoring will be additive, and the un-weighted indexes will be calculated as follows to sum the final CSR index (CSRI) for a company.

[image: image53.png]CSRI = Zd,

=





where, 

CSRI = the aggregate disclosures score; di = 1 if the item i is disclosed or 0 if it is not disclosed; and n = the maximum of items
EMPLOYEES

	NO.
	ITEMS

	1
	Report on action plan regarding labour/human resources and its evaluation

	2
	Employees have official representation in the company. This means that employees are heard at the senior level by any of the following means: trade unions, employee council, input into their terms and conditions of work, regular documented feedback sessions, or some other formalised process of feedback

	3
	Compliance with health and safety standards and regulations and/or processes to prevent recurring problems regarding health and safety issues e.g., education and training

	4
	Plans in place to mitigate the adverse impacts of job reductions i.e., steps to alleviate the burden on ex-employees when job losses occur.

	5
	Information on existence of an effective grievance procedure e.g., a suggestion box, a formal process run by human resources, or a ‘whistleblowing’ hotline provided by a third-party organization.

	6
	Staff welfare: Provision of low-cost healthcare to employees, employees training or sponsorships in educational institutions or continuing education courses, provision of recreational activities/facilities, home ownership plans, etc.

	7
	Disclosing policy for company’s remuneration package/scheme 

	8
	Providing information on qualifications and experience of employees recruited

	9
	Providing information on the stability of the worker’s job and company’s future

	10
	Information on recruitment/employment of women/special interest groups


COMMUNITY

	NO.
	ITEMS

	11
	Report of existence of a community engagement action plan. Action plan means: Goals/targets for improvement, actions necessary to meet targets, priorities of actions, time lines, monitoring and evaluation, and communication of progress

	12
	Report of company engagement with its stakeholders e.g. dialogue with its stakeholders when the company takes a decision that impacts the surrounding community

	13
	Donations of cash, products (e.g. sanitary pads to disadvantaged girls and women) or employee services/ volunteering time or investment in support of community activities, initiatives, events, arts, sports, etc.

	14
	Active participation in CSR associations and forums and/or engagement with any local NGOs i.e. working with local NGOs to ensure a mutually-beneficial development agenda in the community.

	15
	Offering apprenticeship schemes or scholarship programs to facilitate skills development or education within the local community.

	16
	Sponsoring public health projects and distributing health-related information to public

	17
	Aiding disaster victims (e.g. donation of cash or foods to famine victims) 


ENVIRONMENT

	NO.
	ITEMS

	18
	Report of action plans, policies and programmes to lower environmental impacts or that express or state company concern for the environment e.g. statements indicating that the company’s operations are non-polluting or that they are in compliance with pollution laws and regulations

	19
	Maintenance of a monitoring system, measuring the main environmental impacts, especially of resource usage (e.g., energy, water or paper etc.) and air/water/solid waste emissions.

	20
	Training programme in place to help employees implement environmental policy and action plan.

	21
	Existence of a recycling programme or conservation of natural resources

	22
	Pollution control in the conduct of business operation OR statements indicating that pollution from operations has been or will be reduced

	23
	Prevention or repair of damage to the environment resulting from processing e.g., land reclamation, reforestation etc.

	24
	Support for public/private action designed to protect the environment

	25
	Designing facilities that are harmonious with the environment


EDUCATION

	NO.
	ITEMS

	26
	Sponsoring education conference, seminar, workshop or art exhibits 

	27
	Vacation or part-time employment of students 

	28
	Donations e.g., books and funds to set up educational infrastructure

	29
	Sponsorship of needy students to continue with education

	30
	Organizing skill development programme for students and school leavers 


HEALTH

	NO.
	ITEMS

	31
	Promoting disease awareness and prevention e.g., hypertension, diabetes, HIV/AIDS

	32
	Organizing health care camps for children and vulnerable groups such as youth, women and elders

	33
	Donating healthcare equipment and services to government hospitals

	34
	Carrying out health campaign e.g., removal of jiggers, repair of women fistula etc.


APPENDIX IV: Stakeholders and their Expectations

	Stakeholders
	Primary Expectations
	Secondary Expectations

	Owners
	Financial
	Added value

	Employees
	Pay
	Work satisfaction, training

	Customers
	Supply of goods and services
	Quality

	Creditors
	Credit worthiness
	Security

	Suppliers
	Payment
	Long-term relationships

	Community
	Safety and security
	Contribution to community

	Government
	Compliance
	Improved competitiveness


Source: Adapted from Cannon (2014)

APPENDIX V: Advantages and Disadvantages of Panel Data
	
	Advantages
	Disadvantages
	Overcoming Disadvantage in this Research

	1
	Controlling for individual heterogeneity 
	Design and data collection problems. These include problems of coverage (incomplete account of the population interest), nonresponse (due to lack of cooperation of the respondent or because of interviewer error), recall (respondent not remembering correctly), frequency of interviewing, interview spacing, reference period, the use of bounding and time-in-sample bias. 
	Census that involved the entire population of NSE firms. Population was restricted to those firms whose annual reports were available either with the CMA or on company website. Firms that had name change or undertook restructuring during period were also eliminated. Therefore fully accounted for the population interest.

	2
	Panel data give more informative data, more variability, less collinearity among the variables, more degrees of freedom and more efficiency.
	Observations are not independent across space. 
	Observations were independent across space.

	3
	Panel data are better able to study the dynamics of adjustment. 
	Distortions of measurement errors. May arise because of faulty responses due to unclear questions, memory errors, deliberate distortion of responses (e.g. prestige bias), inappropriate informants, misrecording of responses and interviewer effects.
	Archival research strategy used therefore no distortion of measurement errors.

	4
	Panel data are better able to identify and measure effects that are simply not detectable in pure cross-section or pure time-series data. 
	Analyzing pooling data is much more difficult than running a cross-sectional analysis. 
	Panel data regressions executed using Stata software.

	5
	Panel data models allow us to construct and test more complicated behavioural models than purely cross-section or time-series data.
	Selectivity problems. Self-selectivity. Non response. Attrition. 
	All available data was used. Complete response for designed sample or census. No attrition.

	6
	Micro panel data gathered on individuals, firms and households may be more accurately measured than similar variables measured at the macro level. 
	Short time-series dimension. Typical micro panels involve annual data covering a short time span for each individual. This means that asymptotic arguments rely crucially on the number of individuals tending to infinity.
	Time span of panel is ten (10) years 

	7
	Macro panel data on the other hand have a longer time series and unlike the problem of nonstandard distributions typical of unit roots tests in time-series analysis. 
	Cross-section dependence. Macro panels on countries or regions with long series that do not account for cross-country dependence may lead to misleading inference.
	No cross-sectional dependence.


Source: Adapted from Baltagi (2008) 4th Edition 

APPENDIX VI: Measurement of CSRD Index from Literature Review Sources

	
	Approach
	Studies
	Criticism

	1
	Reputation index e.g. Council of Economic Priorities (CEP), Milton Moskowitz and Fortune
	Cochran & Wood (1984), Pava & Krausz (1996), Griffin & Mahon (1997), Preston & O’Bannon (1997), Waddock & Graves (1997) and Stanwick & Stanwick (1998)
	Griffin & Mahon argued that the evaluators of the Fortune rating may be biased because CSR dimensions were not clearly defined.

	2
	Company rating e.g., Kinder, Lydenberg and Domini Index (KLD), Dow Jones Sustainability Indexes (DJSI), Global Reporting Initiative Index (GRI) and Domini Social Index (DSI) 400. 
	Orlitzky & Benjamin (2001), Orlitzky et al (2003), Moneva & Ortas (2008), Scoltens (2008), Nelling & Webb (2009), Peters & Mullen (2009), Byus et al (2010), Garcia-Castro et al (2010), Karagiorgos (2010), Oeyono et al (2011) and Inoue & Lee (2011).
	-Cochran & Wood (1984) suggests that rankings are very subjective and the results may be varied depending on the observers. This might lead to inconsistency of results.

-Covers only a moderately small number of data. Hence index may not be reliable because only a small number of firms were used to create each index.

	3
	Survey methodology using a questionnaire and other survey techniques to gather CSR index
	Aupperle et al (1985), Ngwakwe (2009), Mishra & Suar (2010) and Tilakasiri (2012).
	Costly and time consuming.

	4 
	Content analysis of secondary data
	Moore (2001), van de Velve et al (2005), Murray et al (2006), Fiori et al (2007), Jones et al (2007), Mittal et al (2008), Abdul Rahman et al (2009), Kimbro & Melendy (2010), Bnouni (2011), Crisostomo et al (2011) and Ehsan & Kaleem (2012).
	Guthrie & Abeysekera (2006), Guthrie et al (2004) and Cochran & Wood (1984) suggests it focuses on the amount of CSR disclosures rather than qualitative attributes of CSR 


APPENDIX VII: Fixed versus Random Effects

Panel data models examine fixed and/or random effects of individual or time. The core difference between fixed and random effect models lies in the role of dummy variables. A parameter estimate of a dummy variable is a part of the intercept in a fixed effect model and an error component in a random effect model. Slopes remain the same across group or time period in either fixed or random effect model.

The functional forms of one-way fixed and random effect models are:

Fixed effect model: 
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Random effect model:
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is a fixed or random effect specific to individual (group) or time period that is not included in the regression, and errors are independent identically distributed, [image: image60.png]v, ~IID(0,07)




A fixed group effect model examines individual differences in intercepts, assuming the same slopes and constant variance across individual (group and entity). Since an individual specific effect is time invariant and considered a part of the intercept, [image: image62.png]


 is allowed to be correlated with other regressors. This fixed effect model is estimated by least squares dummy variable (LSDV) regression (OLS with a set of dummies) and within effect estimation methods.

A random effect model assumes that individual effect (heterogeneity) is not correlated with any regressor and then estimates error variance specific to groups (or times). Hence, [image: image64.png]


 is an individual specific random heterogeneity or a component of the composite error term. This is why a random effect model is also called an error component model. The intercept and slopes of regressors are the same across individual. The difference among individuals (or time periods) lies in their individual specific errors, not in their intercepts. A random effect model is estimated by generalized least squares (GLS) when a covariance structure of an individual [image: image66.png]


 (sigma), is known.

Copied from: Park, H. M. (2011). Practical Guides to Panel Data Modeling: A Step by Step Analysis Using Stata. International University of Japan, 8-9.
APPENDIX VIII: Use and Simple Approximation of Tobin’s Q

Tobin’s Q plays an important role in many financial interactions. Defined as the ratio of the market value of a firm to the replacement cost of its assets, q has been employed to explain a number of diverse corporate phenomena, such as cross-sectional differences in investment and diversification decisions (Jose, Nichols, and Stevens (1986) and Malkiel, von Furstenberg, and Watson (1979)), the relationship between managerial equity ownership and firm value (McConnell and Servaes (1990) and Morck, Shleifer, and Vishny (1988)), the relationship between managerial performance and tender offer gains (Lang, Stulz, and Walking (1989)), investment opportunities and tender offer responses (Lang, Stulz, and Walking (1989)), and financing, dividend, and compensation policies (Smith and Watts (1992)).

The availability of timely and accurate q data is severely limited when compared with known sources of other important financial variables, such as beta. The Lindenberg and Ross (L-R) algorithm typically employed in the calculation of Tobin’s q is costly both in terms of its data requirements and computational effort. Specifically, L-R calculate q via the following formula:
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Where PREFST is defined as the liquidating value of a firm’s preferred stock, VCOMS is the price of the firm’s common stock multiplied by the number of shares outstanding at the close of the year, LTDEBT is the value of the firm’s long-term debt adjusted for its age structure, STDEBT is the book value of the firm’s current liabilities, ADJ is the value of the firm’s net short assets, TOTASST is the book value of the firm’s total assets, BKCAP is the book value of the firm’s net capital stock and NETCAP is the firm’s inflation-adjusted net capital stock.
Our approximation of q, on the other hand is extremely conservative, with respect to both data requirements and computational effort. In place of the pages of complex calculations involved in the derivation of L-R’s Tobin’s q, approximate q is simply defined as follows:
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Where MVE is the product of a firm’s share price and the number of common stock shares outstanding, PS is the liquidating value of the firm’s outstanding preferred stock, DEBT is the value of the firm’s short-term liabilities net of its short-term assets, plus the book value of the firm’s long-term debt, and TA is the book value of the total assets of the firm. All of these required inputs are readily available from a firm’s basic financial and accounting information.
Copied from: Chung, K.H., & Pruitt, S.W. (1994). A Simple Approximation of Tobin's q. Financial Management, 23(3): 70-74.
APPENDIX IX: Content Analysis Defined
The text below is excerpted from the textbook: Analyzing Media Messages Using Quantitative Content Analysis in Research.
Riffe, D., Lacy, S., Fico, F. (2014). Analyzing media messages: Using quantitative content analysis in research (3rd Ed.). New York, NY: Routledge.

CONTENT ANALYSIS DEFINED
Quantitative content analysis is the systematic and replicable examination of symbols of communication, which have been assigned numeric values according to valid measurement rules, and the analysis of relationships involving those values using statistical methods, to describe the communication, draw inferences about its meaning, or infer from the communication to its context, both of production and consumption.

What do the key terms of this definition mean?

Systematic

Whether testing theory- driven hypotheses or solving practical problems, one may speak of the researcher being systematic in terms of the study’s research design: the planning of operational procedures to be employed. The researcher who determines in advance such research design issues as the time frame for a study, what kind of communication constitutes the focus of the study, what the concepts are to be, or how precise the measurement must be - who, in effect, lays the ground rules in advance for what qualifies as evidence of sufficient quality that the research question can be answered – is systematic.

Replicable

To tie systematic and replicable together in this definition suggests issues of reliability, objectivity, and clarity in description of research procedures.

Two defining traits of science are objectivity and reproducibility or replicability. To paraphrase Wimmer and Dominick (2011), a particular scientist’s “personal idiosyncrasies and biases” (p. 157), views, and beliefs should not influence either the method or findings of an inquiry. Findings should be objective and not subject to what the researcher believes or hopes the outcome will be. Research definitions and operations that were used must be reported exactly and fully so that readers can understand exactly what was done. That exactness means that other researchers can evaluate the procedure and the findings and, if desired, repeat the operations. This process of defining concepts in terms of the actual, measured variables is operationalization.
Symbols of Communication

This definition recognizes that the communication content suitable for content analysis is as variable as the many purposes and media of communication. All communication uses symbols, whether verbal, textual, or images.

What represents appropriate and meaningful communication for content analysis must be based on the research task and specified clearly and without ambiguity.

Numeric Values or Categories According to Valid Measurement Rules and Statistical Analysis of Relationships

The definition specifies further that measurement is used: Quantitative content analysis involves numeric values assigned to represent measured differences.

A crucial element in assigning these numbers involves the validity of the assignment rules and the reliability or consistency of their application. The rules must assign numbers that accurately represent the content’s meaning.

Describing and Inferring

Applied content analysis research is often descriptive.

Some descriptive data are involved in the second goal of content analysis specified in the definition: to draw inferences about meaning or infer from the communication to its context, both of production and consumption.

Social scientists using quantitative content analysis techniques generally seek to do more than describe. Content analysts - whether conducting applied or basic research - typically do not collect descriptive data and then ask questions. Instead, they conduct research to answer questions. In the case of basic research, that inquiry is framed within a particular theoretical context. Guided by that context, they select content analysis from a variety of methods or tools that may provide answers to those questions. From their data, they seek to answer theoretically significant questions by inferring the meaning or consequences of exposure to content or inferring what might have contributed to the content’s form and meaning.
To draw from content inferences about the consequences of consumption of content or about production of content, the researcher must be guided by theory.
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