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Abstract

The purpose of the paper is to examine the relglipnbetween Corporate Social Responsibility
(CSR) and firm performance, taking into accounmfivalue and financial performance, in an
emerging market - Brazil. Content analysis was cotetl to extract data from two different
sources, one relative to CSR data (IBase) and anttht provided financial data (Economatica).
CSR indexes and financial performance measures eaoelated to allow the estimation of
regression analysis conducted to examine the oekttip between CSR and performance. The
results indicate that CSR is value destroying iazdrsince a negative correlation between CSR
and firm value was found. Additionally, a neutralationship characterizes the mutual effect
between CSR and financial performance. The studyeamined the relationship between CSR
and firm performance in a country where, as in matster non-developed markets, such
relationship has not been object of research. Besie also see the use of a three dimensional
measure of CSR, mainly considering a research taldar in an emerging market, as a valuable
contribution.
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1 Introduction

Research on corporate strategy proposes that, gemotimes, corporations are subject to
enormous pressures exercised from other agentsgiditian to the traditional stakeholders

directly involved with firm management and capjabviding. Such new pressures are related to
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social aspects and not to the main firm strategicisibns, since corporations may have to be
assessed not only via the traditional performandeators but also by means of the way which
they interact with a broad set of social demandgu(ra et al., 2007, Prahalad and Hamel, 1994,
Cochran, 2007, McWilliams et al., 2006, McWilliarusd Siegel, 2001).

The issue of Corporate Social Responsibility (C$Rpassociated to an ample spectrum of
relations among the corporation and its varioukettalders, as well as to the environment. Firm
relations with several stakeholders, clients anth whe society in general, and even with
shareholders, are part of the CSR scope. Some tampaaspects of CSR have been object of
research, such as its conceptualization, disclosand the possible link between CSR,

performance and firm value.

CSR is considered as a response of social presswlasive to stakeholders’ demands and
expectations, environmental concerns, and socialadds which characterize the dimensions of
CSR (Wood, 1991, Prahalad and Hamel, 1994, Cocl2@®y7, Dahlsrud, 2008, Crowther and
Aras, 2008). These are the most common CSR dimeh&rplicitly cited in CSR definitions.

The stakeholder dimension relates to how the fimteracts with its employees, suppliers and
customers, for example. The environmental dimensifers to how business operations worries
about natural environment. And the social dimensib@SR that is related to how the enterprise
contributes to a better society by integrating bitssiness with social concerns. According to
Dahlsrud (2008), the most used definition of CSRthe one proposed in 2001 by the
Commission of the European Communities which staed CSR is “A concept whereby

companies integrate social and environmental coscir their business operations and in their

interaction with their stakeholders on a voluntaagis”.

Disclosure of CSR has also been the topic of amastber of works, in different markets. Such
studies have evaluated the reasons for socialodisd, the lack of uniformity, the need for audit
and even the use of social disclosure as a me&sWSR (Lerner and Fryxell, 1988; Ullman,
1985; Archel et al., 2009; Said et al., 2009; Siapuatra, 2009).

Another line of investigation has been devoted hHe telation between CSR and Corporate
Financial Performance (CFP), using both accourdingy market measures (Griffin and Mahon,
1997; Margolis and Walsh, 2001; Margolis and WaR®03). Nevertheless, results obtained so

far are mainly concentrated in well-developed ecoles contrasted to scarce research
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undertaken in not developed countries where CSprabably more required considering the
lower social provision in such contexts (Dobers &ladine, 2009, Baughn et al., 2007). Specific
characteristics of each country may have a roléherintensity of CSR as can be seen from the
international evidence found by Baughn et al. (3027d Gjglberg (2009). Besides that, results
about the possible CSR-CFP link are still inconekisconsidering that there is no definite
relation among CSR and CFP (Waddock and Graves/, Margolis and Walsh, 2003). These
two aspects motivate additional work such as tlesgmnt one accomplished in Brazil about which

— as in many other developing markets — there ang few, if any, available results on the theme.

Using a three-dimensional measure of CSR, this vgesks for the relationship between CSR
and CFP, taking into account value creation andw@ating measures, trying to answer two
questions in Brazil. First, whether CSR is ablafiect firm value creation. Second, may CSR

influence CFP, or vice-versa, using accounting mnesssof CFP?

The remainder of the paper is organized as foll&vextion 2 presents a review of the literature
and proposes the hypotheses of the present stadypl8& and research strategy are described in
Section 3, which is followed, in Section 4, by colidated results. In the final part of the paper,
section 5, we offer the conclusions and the petspecfor the continuity of the research work on

the subject.

2 CSR, CFP and hypotheses

2.1 CSR and CFP

The relation between CSR and CFP presents someogergial arguments that, along with
inconclusive empirical evidence, leads to the presduation of the study on the subject and

motivates the continuous search for answers.

Donaldson and Preston (1995) consider that thdtibadl “managers serving shareowners”
theory is untenable and consider the Stakeholdeoiyhas a prominent alternative to that. Under
the perspective of the Stakeholder Theory, firm ag@ment must take into account a set of
stakeholders that exceeds only the group shareisehdanaging-creditors operated in depth by

the Agency Theory (Jensen and Meckling, 1976).



In the Stakeholder Theory framework, argument iggithat attention to the interests of the
various stakeholders of the corporation may impriave image and reputation, and that firm’s
concerns about such interests are able to affesitiygly firm's productivity, financial
performance and value creation (Hillman and Keifi022 Donaldson and Preston, 1995,
Bowman and Haire, 1975, Wood, 1991). On the othandh Friedman (1970), despite
recognizing the importance of clients and employeekegitimate and important stakeholders of
corporations, argues that CSR is not able to iserdmm value. With the same argumentation
other authors also argue that investments, or ekpgas, in activities not associated to the main
objective of the corporation represent diversiohsesources from shareholders and from the
main purpose of the firm. Besides, it requiresftim to maintain some structure to manage such
activities that are strange to its purpose. Thushsadditional expenditure may contribute to
economic disadvantages of the firm (Vance, 1975nah, 1985). Under the Agency Theory
framework a negative effect of CSR on value creatian also be expected considering that the
effort to fulfill the demands of an expanded grafpstakeholders may bring additional agency

conflicts.

Griffin and Mahon (1997) and Margolis and Walsh Q20and 2003) show the controversial
results about CSR-CFP relation which testifies ther need of further research. Margolis and
Walsh (2001) have examined a group of studies, lwhtdized 27 distinct data sources. While
considering CSR as an independent variable, assefi@orks try to verify whether CSR has the
capacity to positively affect financial performancenother group of studies tries to verify
whether financial performance precedes CSR, wiichkuch instances, is taken as the dependent
variable. A point highlighted by Margolis and Wal&001) is the variation in the forms of
measuring CSR as well as CFP, making use of batbuating and market measures. Among the
works revised by Margolis and Walsh (2001), 53%hafse searching a positive effect of the
CSR on CFP had confirmed that relationship. Furt6&% of the studies trying to verify if CFP
has an effect on the CSR had confirmed that relship. However, before generalizing the such
findings stating that CSR influences positively CIBP vice-versa, these authors, point out the
above mentioned variety in methodologies, in timefe and in variables utilized in the samples
examined in several works. This same necessary aareell as the recommendation for new
work to be produced about the subject is quiterssensus (Ullman, 1985, Orlitzky et al., 2003,
Griffin and Mahon, 1997, Scholtens, 2008, Waddoo#t &raves, 1997, Baron et al., 2009). By



analyzing 131 papers, Margolis and Walsh (2003) &imilar non conclusive results. Although
approximately 53% are in the direction of a positirelationship between CSR and CFP, the
remaining works show negative, mixed or non sigatiiit relations. Most papers (83%) treat CSR
as able to influence CFP, meanwhile the other 1é¥sider CSR as the dependent variable.
What is worth mentioning is the diversity of CSRaseres used, being external evaluations the
most common ones, like Fortune and KLD. In anotheta-analysis, Orlitzky et al. (2003) find
that the measures of CSR and CFP are capable daératody the CSR-CFP relationship. Such
problem of CSR measurement is constant in theatitee (Bowman and Haire, 1975, Waddock
and Graves, 1997, Orlitzky et al., 2003).

By examining the literature, there is argument amnapirical evidence in three directions in
relation to the connection between CSR and corpopsdrformance. Recent investigation
undertaken by Baron et al. (2009) demonstratestlieste questions remain unanswered. These
authors examine the connection between CSR andcGmBining the variable “Social Pressure”
as a moderating factor of this relation. The inidnsof this factor to the study leads to a neutral
relation between CSR and CFP. However, when exafuthe activity of the variable “Social
Pressure” from the model the authors find thatréiation is associated to sector, producing a
negative relation to industrial corporations, whpl®ducing an opposite result for the commerce
and service sectors. Additional to this recent enc®, ample surveys like (Margolis and Walsh,
2001), (Margolis and Walsh, 2003), (Orlitzky et, &003) and (Griffin and Mahon, 1997)
demonstrate opposite results, a situation thafiesstor the need to further research.

As commented by Dowell et al. (2000) the majorityempirical works about the theme has been
completed using samples of corporations from U.&r&l Europe. We consider the concentration
of the research in well-developed markets as aitiaddl factor in the determination of caution
against generalizations of the findings and alsa asotivator to new research in other markets.
Besides economic development, the institutionah&aork may also interfere in CSR (Dobers
and Halme, 2009).

By examining studies about CSR undertaken in ndtaeveloped markets we can see that the
disclosure of CSR has been treated in a numberapkers in different countries, e.g. in
Bangladesh (Khan et al., 2009), in Indonesia (Gam\2007, Mirfazli, 2008), in Egypt (Rizk et
al., 2008), in Turkey (Altintas et al., 2007) ardoain Brazil (Murcia et al., 2008, Milani Filho,



2008). Other aspects of CSR, like its conceptutiinaits importance, CSR practices, and how
the specific economic system deals with CSR, hdse laeen the focus of works in different
countries (Sobhani et al., 2009, Janggu et al.7280ladkiewicz, 2009, Naeem and Welford,
2009). Scarce are studies that examine the CSR+€RHonship in not well-developed or
emerging markets. Two examples of such works azente one in Dubai (Rettab et al., 2009),
and another in Taiwan (Lin et al., 2009). In Duliaettab et al. (2009) find that CSR affect
positively organizational performance meanwhile tégults in Taiwan are in the direction of a
positive effect in reducing risk of damage to brawdluations in the long run and in long-term

fiscal advantage instead of influence short-temaricial performance.

2.2 Hypotheses rationale

The literature has presented arguments and evidericeee directions, a positive, a negative or a
neutral relation between CSR and CFP. A firm’s riicial performance also suggests the
possibility of specific factors related to markdtacacteristics. The analysis of the works
examining this relation reveals that the reseaschoncentrated in well-developed markets. In
these markets, the stakeholders’ activism is moatura than in developing and emerging
markets such as Brazil. In any market contexthenane hand there are shareholders, managers,
and creditors that are very interested in a firfiriencial performance and, on the other hand,
several other stakeholders exist that are inteteste possible social action on the part of the
corporation. The situation in well-developed masKkess shown that, in fact, CSR has turned out
to be a reality. In those markets it is alreadyeobsd a certain activism on the part of all groups
of stakeholders (Donaldson and Preston, 1995). Ewarket investors start to take CSR into
account as can be observed by the growing existahicerestment funds that direct investments
to social responsible firms[1Nevertheless, this pressure is not yet the sanmimdeveloped
markets. The developments of the Brazilian capttarket, in the 1990s, as commented by
Studart (2000), have faced the growth of investooth in number and diversity, as well as in the
volume of investments. In Brazil, there is a strangtion to strengthen capital markets and
companies, e.g. by means of the motivation foratieption of corporate governance practices
(Silveira and Barros, 2008). In this context, itvi@rth mentioning the favoring of ample
disclosure of corporate information, social actieamduded. The new Corporate Sustainability

Index (ISE), designed byBovespa (S&o Paulo Stock Exchangeincorporates corporate



governance and social action variables which idgaa$ that the market is starting to pay

attention to that (Murcia et al., 2008). Howevee go back to the fact that corporate social
action, in financial terms, ultimately, is the ugfecash flow that would otherwise be allocated to
profitable activities. It is worth observing thabet Brazilian corporation endures financial

constraints for investment, as detected by Ter@3® and Criséstomo (2009), as well as
problems related to under investment (LOopez Itgaiaand Criséstomo, 2010). These two
financial problems incisively signal the increaseed for the use of internal resources to finance
investments. That may be an additional difficuloy the allocation of firm’s funds to social

actions. In face of such arguments, it is expetiedl a possible positive effect on firm value

corporation arising from CSR-related expenses @il occur as long as the market become
sensitive enough to take them into consideratioernwit comes to its investment decisions or
even customers’ decisions, for example. That doeseém to be the case in a market
characterized by high ownership concentration &atlthas been receiving an increasing number
of new investors, foreign and domestic, who areesmély focused in the good perspectives of
capital gains. This set of financial factors alanith the Brazilian economic reality prompt us to

formulate for this market some hypotheses aboutdlaionship between CSR, corporate value
and financial performance in Brazil. First, we dat expect that CSR is able to increase firm

value in the Brazilian market (hypothesis 1).

Hypothesis 1. CSR is not taken into account byctqatal market what makes CSR not
able to increase firm value. This leads to the etgimn of a negative or absence of

significant correlation between CSR and firm value.

The study follows the financial line of thought tlt@nsiders that the expenditure with CSR are,
all in all, a misapplication of resources considgrfirm’s main activities and that the group of

Brazilian social stakeholders is not yet capableafsidering firm’s CSR as a decision criterion

with regards to their alternatives for investmend @onsumption (Vance, 1975, Ullman, 1985,

Friedman, 1970).

In Brazil, there isn’'t yet a full-fledged researcm external stakeholders’ behavior, like
consumers, so as to understand their sensitivitptporate CSR. Maignan (2001) is an example

of an international social study, which found evide of a higher sensitivity to CSR of German



and French consumers as compared to the Amerias Wve consider that in the present reality
of the Brazilian market customers are more in Virith the behavior of the American consumers
and then CSR is not yet apt to positively contebidr corporate financial performance, and it
may even be the case that the contrary occurs.l@ads us to formulate another hypothesis that

Brazilian firm has its financial performance negaly affected by CSR.

Hypothesis 2. CSR is fund consuming and customersod still take into account CSR
in their decisions. This way, CSR negatively aledirm’s financial accounting

performance.

The possible effect of the financial performanceleCSR is also the focus of the present study,
since there is not yet conclusive answer aboutdtrextion of the causality in the relationship

between CSR and CFP. Is it the CSR that drive<#i or is the CSR a consequence of better
CFP? As regards the possible effect of the CFP $R,@ve consider that CSR can be motivated
by a non-compromised cash flow as a result of expedfitability, since only in this situation it

would be possible for a corporation to justify C&&penses to its shareholders and creditors. As
previously commented we can observe again thetyealistrong pressure of these stakeholders
for results. Shareholders are mainly focused intabpains as well as dividend payout while

creditors worry about the return of their fundshniitterests. It is expected that management will
only decide for the expenditure in social actiohoag) as there is a strong demand for this type of
activity and perspective of returns to the firm. fglover, it is reasonable to expect that pressure
for social action will only be successful if corptions can foresee some benefits arising from

that allocation of resources which would facilitateareholders accordance for CSR activities.

Considering such social pressure as still not vetgvant in Brazil and bearing in mind the
powerful demand for results from shareholders ameditors, we believe that, in principle, the
social action of the Brazilian corporation wouldlyomccur in case of excess cash flows in
accordance with the slack resources theory (Mc&uat al.,, 1988, McGuirre et al., 1990,
Waddock and Graves, 1997). This reasoning makescpisct a positive or neutral relationship

between a company’s CFP and CSR in Brazil whatslesdo propose another hypothesis.



Hypothesis 3. CSR may result from excess cash fewoy.there is a positive effect of

firm’s financial performance on CSR.

3 Sample and method

3.1 Sample

The difficulties in measuring CSR, as frequentlpated in the international literature, are yet
more severe in markets in which the question Isistipient, as it is the case with emerging
markets. Brazilian firms are not compelled to disel information about their social action. So,
firms that decide to do it will act freely with mbandard of format or data disclosed. Voluntarily
some firms have started doing it. Neverthelesd) sbbsence of uniformity on format and specific
data to be disclosed adds difficulty to this kifdesearch. To have this study feasible we needed
to collect data from two different sources. The Mran Institute of Social and Economic
Analysis (IBase) has, among a group of social pgeppencourage firms to undertake social
action. In this context they have proposed a mtwteCorporate Social Responsibility disclosure
and also served voluntarily as a data repositofyrof social information for the firms interested.
As previously mentioned, the adoption of IBase maaewell as the sending and storage of firm
information at IBase, were voluntary. This way,rthbas been a slow adherence of firms since
the first year, 1996, with only 9 firms, until a ri@um of 234 firms in 2003 that was followed
by a decline since then, with 200 in 2005, and dri#g in 2006. Recently IBase has published
that had reached its purpose of promoting CSR usthlisclosure model and will not file firm
data anymore. This has probably been a reasorhéoreduction in number of firms. However,
during this period, IBase, although the limitatiphgas created the only available database on
CSR in Brazil. This way, we have collected soarbimation for the period with highest number
of firms at IBase, making a merge with financiatadeollected from Economatica database. The
sample is restricted to listed companies since weded market value. So, the sample is
composed of data disclosed by corporations ancegadhby IBase and relates to the period from
2001 to 2006, resulting in 296 firm year observadiof 78 corporations, with 1 to 6 observations
during the period. The sample represents around &788 the nonfinancial companies listed in
the Brazilian stock market in the period of stuBesides, firm size (in terms of total assets) is

quite heterogeneous and highly dispersed arounch#an value, so the results are not biased by



size issues. See Table 1 for some descriptivesstati Finally, the distribution of firms in nine

most important sectors of the economy is also egleto the study.

3.2 Variables and models

As highlighted by (Waddock and Graves, 1997) amotiger authors, CSR measurement is a
constant problem in CSR research. This has proldad¥y the reason for the lack of uniformity
and great variety of measures used in the litegaMargolis and Walsh, 2003). Such difficulty
in measuring CSR may be due to the deficiency tainlmg data as is the case in Brazil. This
study uses a CSR index based on relative amouetd ep social action. The CSR index adopted
in this study is based on IBase’s information, wh@ontains information regarding the three
corporate social action segments: relationship véthployees, external social action and
environmental action. The data, which has the gidtibeing quantitative in nature, indicates the
ratio between the amount of funds spent by the emyin each social action segment and its net
sales. The CSR index (Corporate Social Resporgilbiidex — CSR_1) used in this study takes
into account the aforesaid three segments. In auk the CSR_| refers to the mean of all social
expenses over the company’s net sales. Likewisesdoh social action segment of the company
(relationship with employees, external social att@md environmental action) a specific index
was created in order to check the possible reldbieveen each social action factor and the
company’s performance. Each index is the calculdtgdhe mean of the amounts of each
expense related to each corporative social actiea: andex of social action related to internal
stakeholders, named employees (ER_I), index ofreakesocial action (ESA_I), and index of
environmental action (ENV_I). These three dimensioh CSR have been used as proxies for
CSR in a number of distinct previous works, in @iféint manners, as has been depicted by
Orlitzky et al. (2003) and Margolis and Walsh (203

As is common in the financial literature, Tobin’'siQused to proxy for firm value, which is
defined as the ratio between the company’s mar&ktevand its accounting value. As usually
adopted in the finance literature, company’s maviaite corresponds to the sum of market value
and debt (Dowell et al., 2000, Maury and Pajudd®52 Villalonga and Amit, 2006).

In face of the lack of a consensus and following ¢lrrent tendency on the CSR literature, this

work adopts return on assets (ROA) and the returrequity (ROE) as financial accounting
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performance measures which has been vastly usedopsé/ (Griffin and Mahon, 1997,
Waddock and Graves, 1997, Baron et al., 2009).

Control variables are added to the model so theatdkults can be moderate for a vaster number
of factors. Literature frequently controls also fom size, risk and sector (Husted and Allen,
2007, Ullman, 1985, Griffin and Mahon, 1997, Wadda@nd Graves, 1997). Firm size is an
important control variable since size may influericen capacity to undertake CSR actions.
Smaller companies may face lower capacity of soistgia more active behavior regarding social
action comparatively to bigger ones which usuabyér more infra structure as well as higher
cash flow levels. At the same time, as a firm gravieecomes more visible and more responsible
with different stakeholders’ demands. This studypd the log of the total assets as an
approximation of the company’s size (SIZE). The pany’s risk is another factor that may
influence company’s social activities. As sociati@ts are not strictly connected to the main
business of the company firm direction’s risk talere might affect its attitude toward CSR once
they use funds that would otherwise be used imth& activities of the company. Company’s
leverage (LEV), measured by the ratio of total ilisbs over total assets, is used as an
approximation for risk. Other studies take the stdyfactor into account, considering that some
sectors usually may have more intense social &gctifio control for sector effect on social
performance, sector dummies (SD) have been incaigdinto the models. Table 2 shows that,
indeed, there are some differences among the aveedges of the CSR indexes of the sectors of
this study’'s sample. Many studies have already leade regarding CSR in specific sectors in
USA like (Griffin and Mahon, 1997) which consistsa complex study of the chemical industry.
In this paper, we use dummy control variables fectars, whose classification follows the
terminology adopted by Bovesp&do Paulo Stock Exchang&ome sectors were grouped based
on their similarities so as to keep a minimum o$eations in each. This set of variables was
used in the econometric models in order to testthility of the social indicators to explain the
creation of value within a company and its finahperformance. Due to lack of enough data for

the production of a panel data, models were estichiait cross-section.

The model that deals with the effect of CSR on fuaue is expressed by the following equation
1):
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Q= CSR_{+CSR {1+ LEV;+ SIZE+SD +& (1).

In the model, Q is the above mentioned Tobin’s Qoréhat proxies for firm size. CSR_I
represents the Corporate Social Responsibility Xritiat captures the three segments of CSR,
relationship with employees, external social actémd environmental action. Considering the
possible lagged effects of CSR on firm value, CaRrdpresents CSR_| of the previous year and
was incorporated in the model in order to captussjble delayed effects. This is plausible since
the social action of today may be not be noticedtakeholders immediately and, in fact, there is
a possibility that the positive effect of such ans on firm value will happen with a lag. LEV is
the firm’s indebtedness and SIZE represents fira.dndustry dummy variables (SD) were also
included as explanatory variables to control atsoskctor effecte is the random error term that

accounts for model specification errors.

Another model has been proposed to assess thet effe€SR on financial accounting

performance. Such model is expressed by the fatigweguation (2):

ROA=CSR_|+ CSR_{1 + LEV: + SIZE+ SD +& (2).

ROA (return on assets) is the measure of a firmmanicial performance. As in model (1), CSR_I
is the Corporate Social Responsibility Index thaptares the three segments of CSR. The
possibility of delayed influence of CSR on finangarformance is taken into account with the
inclusion of the lagged variable CSRy.IThis chance is due to the rationale that CSR caage
better financial return as society sees more fdlgrine firm taking such actions into account in
its decisions. Positive effects of it in financiatms may happen with some delay. LEV stands
for the firm’s leverage and SIZE proxies for firnzes SD represents sector dummy variables,

and,s is the random error term that accounts for mogetsication errors.

Then, the model associated with equation (3) assgssssible effects of CFP on CSR and has

the following format:
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CSR_| = ROA + ROA.1 + LEVi + SIZE +&  (3).

Similarly to previous models, CSR_| stands for fisacial action that captures the three
segments of CSR. ROA is the measure for firm’srigia performance. In a similar fashion, to
take into account the possibility that the decistonundertake social actions in function of
financial results may be associated to current @amst results, a lagged financial performance
variable (ROA1) has been introduced in the model. EquivalentB)yIstands for firm’s debt and

SIZE proxies for firm size. Sector dummy variab[@D) measure industry effects on CSR.

Finally, €, the random error term, accounts for model spetifin errors.

The three models (equations 1, 2 and 3) were amated for each of the three specific CSR
indexes, each one associated with each of the thifeeent dimensions of CSR, namely, ER_|I
(relationship with employees), ESA _| (external abeiction) and ENV_I (environmental action)
so as to search for possible effects that are fipésieach CSR dimension on the performance
and value of the firm (equations 1 and 2), as aglpossible effects of performance on corporate
social action (equation 3). As mentioned when erpth each model's variables, current and
previous performance indicators were used in thdelsoso as to capture possible delayed effects

of the performance on CSR and vice-versa.

Additionally, for sensitivity analysis reasons, thedels of equations (2) and (3) were also

estimated using ROE as a proxy for CFP.

4 Results

The descriptive values of CSR in Table 1 repreientelation between the expenses in each one
of the social action segments and the net saleseXamination of these numbers reveals that the
segments that receive the most attention from thezilBan companies are relationship with
employees (ER_I) and environmental actions (ENVW)e consider that the values of all
variables are within acceptable limits for each oh#hem since there is no standard value related

to such CSR indicators and the other variablespiieghat, so as to have more reliability in the
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estimation process, all models were estimated witlustness to heteroscedasticity (Tables 4 to
6).

Table 1 goes about here

The data in Table 2 suggests that there appedre 8ectors that, in fact, are more inclined to
social action, as it is the case of the financedtsr. As earlier commented, the scope of this
study doesn’t comprise the industry research of O8R see this as a natural and profitable line

of study.

Table 2 goes about here

Information provided in Table 3 shows that, in ityalthere is a significant negative correlation
between corporate value and CSR_| as well as with dpecific indexes of CSR, employee
relation (ER_I) and external social action (ESA This correlation is also negative but not
significant for environmental action (ENV_I). Nogsificant correlation was detected between
the variables indicating financial performance (R@Ad ROE) and any of the social action
indicators. However, regression analysis of the ehasl necessary so as to acquire a better

understanding of such possible relationships.

Table 3 goes about here

Tables 4 to 6 show the results of all models incltordinary least squares were used. For each
model proposed in section 3.2, more detailed one® wstimated. Column (iii) of each panel
table presents estimations that correspond exsxtliige model proposed while columns (i) and
(i) of each contains estimations of models thabiporate the present independent variable (i)
and the previous one (ii), respectively, in orderaccount for possible lagged effects. The

coefficients of the industry dummy variables wengtted in virtue of space priority.

The results of table 4 allow us to verify the esimte of a negative effect of CSR_I on firm value,
which confirms hypothesis 1. Current CSR (CSRplesents this negative influence in two
models of Panel A (columns i and iii) showing theosg negative effect of current social

expenses on firm value. Assessing the models tleaé wstimated separately for each social
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action segment, it is shown that this effect iduefced by the relationship with employees
(ER_I) (Panel B) and the environmental action (EN\(Panel D). Both of these social actions
dimensions have also revealed a significant negampact on firm value. Note that these two
are the strongest Brazilian corporations’ socigéibacndicators (Table 1). Hence, their individual

negative effects corroborate the negative effe@®R on firm value in Brazil.

Table 4 goes about here

The results exhibited in table 5 demonstrate tlexigtence of the explanatory capacity of the
social action variable (CSR_I) over the corporatericial performance measured by ROA
(Panel A), which does not confirm hypothesis 2 thradicted a negative effect of CSR_I over
CFP. Looking each dimension of CSR separately, care see that the internal social action
relative to employees (ER_I) (Panel B) has a negathpact on financial performance which is
in the direction of the hypothesis proposed. Nénadeiss, the neutrality in the CSR-CFP relation
is verified in relation to the external social aati(ESA_I) and environmental action (ENV_I)

dimensions (Panels C and D). These findings empédlse neutral effect of CSR on CFP in the
Brazilian firm. Additionally, leverage (LEV), useds proxy for firm risk, as predicted, has
confirmed its negative impact on CSR. That may algmal external control from creditors in

monitoring managers.

Table 5 goes about here

The results exhibited in table 6 stand for the mssffect of CFP on CSR. Such results do not
allow us to confirm hypothesis 3, which formulatipredicted a positive effect of CFP on CSR
considering that excess cash flow could be diretiedSR. The results are also in the direction
of a neutral impact of CFP on CSR. Except for thternal social action (ER_I) (column i of

panel B), no significant explanatory capacity ofFCéver CSR has been observed. In the only
exception aforesaid a negative effect was deteictdie opposite direction of the hypothesis

proposed. That could be an indication of a really ktoncern of companies to expend cash in

social action.

Table 6 goes about here
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The models exhibited in tables 5 and 6 were alimated using ROE as the proxy for financial
performance so as to achieve enhanced robustndbe iresults, which were qualitatively the

same|2].

5 Conclusions

Growing research about Corporate Social Respoitgibilas found in the study of the
relationship between CSR and business performam@@@ortant field since, in modern times, a
broader set of stakeholders seems to be able lteende firm strategic management. However,
no conclusive answers have yet been found so esiify if CSR affects business performance
or vice-versa, and, research on the topic has beecentrated in developed economies.

This work has analyzed the CSR-CFP relationshiBrawil using financial and CSR data of 78
non financial listed companies in the period 2000& Three aspects of CSR have been
considered separately and were used to createea thimensional measure of CSR which,
together with the use of different business pertoroe measures, allowed the finding of

important results about the CSR-CFP relationshiprail.

The estimation of a set of econometric models masiged results that exhibit a trend toward a
negative effect of CSR on firm value in Brazil. $megative influence, in turn, appears to be
strongly influenced by social action relative te trelation with employees and environmental
concerns. Indeed, these two social actions havevrsto the ones Brazilian firms are more
focused in. Furthermore, considering specificdtly tinancial accounting performance, the study
did not identify any significant material effect GSR on financial performance, except for the
relationship with employees on which a negativeeaffwas observed. Besides, no effect of
financial performance on CSR was observed, conti@mye predictions of the slack resources
theory. Additionally, there also seems to be sactbat are more inclined to undertake social

action, as is the case of the financial sector.

We consider this work as a contribution to CSRditiere since it presents an investigation of the
CSR-CFP relationship in Brazil, an emerging mank&h increasing international visibility,
where such kind of research is still absent.

Finally, we consider that this paper may have iogtlons for academics, managers and other

stakeholders. For academics, the work broadenarthlysis of the CSR-CFP relationship once it
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investigates it in an emerging market making us€8R indexes relative to three social action
segments. Results indicate that in Brazil CSR lsevaecreasing for firms and has no relation
with financial accounting performance being one en@sult to the literature. At the same time,
more research is needed to confirm such the resulthis market. For managers, CSR is
ultimately an investment decision that should beated in the firm’s budgeting process.
Presumably it is a strategic decision to undertiéikd>erhaps such actions should be better
publicized so that firm image might gain with it mmedium and long term once this seems to a
process. At the present moment, maybe externatistdders in general are not completely aware
of firms’ CSR in Brazil so as to have their deasioof consumption or investment positively
influenced for it. Indeed, the ideal positive etfeof CSR to the firm, found in some other works
in different developed economies, are consequeh@elong process of firms’ social actions.
Perhaps in developing economies this process malprigger once firms are more prone to

financing difficulties.

Notes

1. Data from the Social Investment Forum (2007 msktwat the number of funds that invest in
socially responsible firms has grown from US$638dpi 55 in 1995 to US$2.71 trillion in 2007,
a 324% growth.

2. The results of estimates using ROE to proxyfif@ncial performance are not shown in virtue

of space priority. Such estimations are availalplerurequest.
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Table 1. Descriptive Statistics of the model varidles

N Mean Standard  Median Minimum  Maximum
Deviation

Q 296 0,95 0,97 0,76 0,03 9,38
ROA 296 5,85% 9,56% 4,60% -39,18%  38,40%
ROE 296 13,67% 17,51% 14,08% -37,11% 50,81%
CSR_| 296 0,67% 0,99% 0,46% 0,00% 11,94%
ER_I 295 0,71% 0,56% 0,52% 0,06% 2,33%
ESA | 263 0,25% 0,59% 0,06% 0,00% 4,61%
ENV_I 266 0,76% 1,10% 0,28% 0,00% 6,69%
LEV 257 25,54% 17,56% 24,96% 0,00% 94,98%
SIZE 296 14,47 1,63 14,26 10,01 18,77
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Table 2. Average of social performance (CSR_1I) byestor

Sector N Mean CSR_|I StdErr Minimum Maximum
Siderurgy and Metallurgy 19 0,61% 0,37% 0,00% 1,51%
Vehicles and components 21 0,60% 0,21% 0,30% 0,97%
Paper and cellulose 11 0,46% 0,12% 0,31% 0,72%
Oil and other combustibles 12 0,38%  0,20% 0,12% 0,80%
Food and beverage 11 0,62% 0,26% 0,25% 0,96%
Electrical Energy 109 0,61% 0,85% 0,05% 8,22%
Telecommunication and Transport 38 0,30% 0,11% 0,14% 0,58%
Finance and Insurance 39 1,23% 1,24% 0,13% 6,80%
Other 36 0,92% 1,91% 0,32% 11,94%

Table 3. Correlation matrix between CSR and perfornance indices

The table shows the correlation coefficients andipes. T if p < 0.10, * if
p <0.05; **if p < 0.01; ***if p < 0.001.

Q ROA ROE CSR_ ER_| ESA_|
ROA 0,548
p-value 0,00(
ROE 0,313 0,65
p-values 0,00( 0,00(
CSR_I 0,10zt -0,02¢ 0,011
p-values 0,081 0,66 0,85
ER_I 0,120+ -0,04¢ 0,03¢ 0,622+
p-values 0,03¢ 0,44¢ 0,51¢ 0,00(
ESA | 0,111t -0,057 0,05¢ 0,318 0,01¢
p-values 0,07: 0,39¢ 0,37( 0,00( 0,79¢
ENV_I -0,08: 0,031 -0,01¢ 0,19¢* -0,04¢ 0,117

p-values 0,17¢ 0,61« 0,76: 0,001 0,46¢ 0,08¢




Table 4. Analysis of the explanatory power of the BR over company value (Q)

The table presents estimated coefficients concgmiadels derived from the equation (1). Standardrer
(not reported) are robust to heteroskedasticitis tfe dependent variable in all models, CSR irtdisaare
the independent ones. T if p < 0.10, *if p < 0.85f p < 0.01; **if p < 0.001.
Panel A - Dependent variable: Q
i ii iii

CSR_I 8,82¢ -9,497+*
CSR_I4 -13,59: -9,27:
LEV -0,56¢ -0,88€t -0,944t
SIZE -0,141° -0,174t -0,18¢f
N 257 18¢ 18¢

F 5,020 3,760 4,140
R? 0,18¢ 0,201 0,20¢

Panel B - Dependent variable: Q
[ i iii

ER_I 28,112 25,844t
ER k1 -13,98: -2,93:
LEV -0,57¢ -0,87¢t -0,91¢t
SIZE -0144 -0,175t -0,182t
N 25€ 18¢ 18¢

F 5,620 3,700 3,680™
R? 0,19: 0,201 0,20¢

Panel C - Dependent variable: Q
[ i iii

ESA_| 4,71¢ -5,24¢
ESA_ |, -2,23¢ -10,81"
LEV -0471 -0,84z -0,72¢
SIZE -0,18cCt -0,16¢ -0,17¢
N 224 164 15¢€
F 4,06C™ 3,890 5,460
R? 0,20: 0,201 0,21¢

Panel D - Dependent variable: Q
[ i iii

ENV_I -8,21F -8,57%t
ENV_lq -7,62%t -2,01¢
LEV -0,49¢ -0,862t -0,78%t
SIZE -008¢ -0,17€t -0,11¢
N 23¢ 18¢ 174

F 5,490 4,180 4,330

R? 0,20¢ 0,20¢ 0,231




Table 5. Analysis of the explanatory power of the R over financial performance (ROA)

The table presents estimated coefficients concgmiadels derived from the equation (2). Standardrer
(not reported) are robust to heteroskedasticityAROthe dependent variable in all models, CSRaattirs

are the independent ones. 1 if p < 0.10, * if p@50** if p < 0.01; *** if p < 0.001.

Panel A - Dependent variable: ROA

CSR_| 0,68( -0,67:
CSR_|4 0,78t 1,091
LEV -0,212* -0,234* -0,23&™
SIZE -0,00C 0,002 0,001
N 257 18¢ 18¢
F 7,690 6,430 5,880
R? 0,261 0,30¢ 0,31(
Panel B - Dependent variable: ROA
i ii ii
ER_I 4,592 -5,637t
ER k. -0,391] 1,92¢
LEV -0,21¢** -0,23€* -0,245
SIZE -0,001 0,001 ooal
N 25€ 18¢ 18¢
F 7,97¢C* 6,750 6,550
R? 0,287 0,30¢ 0,34:
Panel C - Dependent variable: ROA
i ii iii
ESA_I 0,09¢ -0,88¢
ESA_k. 1,36: 1,33¢
LEV -0,19€** -0,244* -0,23&™
SIZE -0,001 0,0 0,0
N 224 164 15€
F 6,84 5,020 4,230
R? 0,22¢ 0,30¢ 0,28¢
Panel D - Dependent variable: ROA
i ii iii
ENV_| -0,261 -0,51¢
ENV_ Iy -0,08¢ 0,167
LEV -0,214* -0,23¢* -0,24&5
SIZE 0,00z 0,00z 0,006
N 23t 18¢ 174
F 7,530+ 7,000 5,72(
R® 0,26: 0,30¢ 0,311

23



Tabela 6. Analysis of the explanatory power of finacial performance (ROA) over CSR

The table presents estimated coefficients concgmiadels derived from the equation (3). Standardrer
(not reported) are robust to heteroskedasticityRGB8dexes (CSR_I, ER_I, ESA | and ENV_I) as
dependent variables in each panel, and the perfae@OA) the explanatory variable. T if p < 0.1G,p

< 0.05; **if p < 0.01; ***if p < 0.001.

Panel A - Dependent variable: CSR_|I
[ ii iii

ROA -0,007 -0,00¢
ROAw. -0,011 -0,00¢
LEV -0,007 -0,00¢t -0,01ct
SIZE -0,001t -0,001 -0,00L

N 257 18¢ 18¢

F 5,660+ 3,300 3,250+
R? 0,077 0,08¢ 0,091

Panel B - Dependent variable: ER_|
[ ii iii

ROA -0,00¢ -0,00¢
ROA:; -0,00¢ -0,00¢
LEV -0,004* -0,00% -0,06*
SIZE -0,00C* -0,00C -0,00C
N 25¢€ 18¢ 18¢
F 12,910 11,850** 10,070
R? 0,22 0,201 0,22¢

Panel C - Dependent variable: ESA_|
[ ii iii

ROA 0,00(¢ 0,00(
ROA:; 0,00z 0,002
LEV -0,00¢ -0,00¢ -0,00¢
SIZE 0,00C -0,00C -0,00C
N 224 167 167
F 3,830 2,940~ 2,66(*
R? 0,14 0,17¢ 0,17¢

Panel D — Dependent variable: ENV_I
[ ii i

ROA -0,00¢ -0,00i
ROA:1 0,002 0,00¢
LEV -0,04 -0,04 0,004
SIZE -0,001 -0,001 -0,00¢
N 23t 174 174
F 12,110 6,970 6,52(**

R? 0,19:¢ 0,18 0,19(




