© March 2025 | DIRT | Volume 11 Issue 10 | ISSN: 2349-6002

Impact of Corporate Social Responsibility (CSR) on
Shareholder Value Creation

Parmar Sweta & Parmar Unnati Dr. Tejal Shah
Associate Professor MBA-Finance, Department of Management

Abstract: Corporate Social Responsibility (CSR) has
gained significant attention as businesses strive to
balance profitability with social impact. This study
examines the relationship between CSR initiatives and
shareholder value creation, focusing on financial
performance, investor perception, and corporate
reputation. A mixed-methods approach was employed,
incorporating quantitative financial data analysis and
qualitative stakeholder insights. Key findings suggest
that companies with strong CSR initiatives experience
enhanced stock stability, higher investor confidence,
and improved brand loyalty. However, industry-specific
differences, CSR reporting inconsistencies, and
external economic factors limit direct attributions of
financial success to CSR. The study concludes that CSR
is a critical driver of long-term shareholder value and
offers recommendations for businesses to improve CSR
integration and transparency.
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1. INTRODUCTION

Background

Corporate Social Responsibility (CSR) has evolved
from a voluntary business initiative to a strategic
imperative. Investors, stakeholders, and regulatory
bodies increasingly emphasize the importance of
sustainable business practices. Companies engaging
in CSR aim to enhance corporate reputation,
stakeholder trust, and ultimately, shareholder value.
However, the financial impact of CSR remains a
debated topic, with conflicting studies on whether
CSR contributes to profitability or is merely an
ethical obligation.

Problem Statement

Despite growing interest in CSR, its direct impact on
shareholder value remains unclear. While some
studies suggest CSR boosts stock prices and financial
performance, others argue that it leads to

increased costs without guaranteed returns. This

research aims to bridge this gap by assessing CSR’s
role in shareholder value creation.

2. RESEARCH OBJECTIVES

1. To analyze the relationship between CSR and
financial performance.

2. Toevaluate CSR’s impact on shareholder value.

3. To examine stakeholder perceptions of CSR’s
role in value creation.

4. To identify key CSR practices that drive
shareholder value.

5. To explore how industry type and company size
influence CSR’s impact.

3. LITERATURE REVIEW

Carroll (1991) proposed the CSR Pyramid, which
categorizes corporate social responsibility into four
levels: economic, legal, ethical, and philanthropic
responsibilities.  This  framework  helps in
understanding how firms balance profit- making with
social commitments, influencing shareholder value
creation.

Margolis & Walsh (2003) conducted a meta-analysis
of 127 studies and found that CSR positively
correlates with financial performance, suggesting
that socially responsible firms tend to achieve
sustainable long-term value for shareholders.

Friedman (1970) argued in his seminal work that "the
only social responsibility of business is to increase its
profits." He believed that engaging in CSR activities
could divert resources from profit-maximizing
investments, thereby harming shareholder value.

Porter & Kramer (2011) introduced the concept of
"Creating Shared Value (CSV)," emphasizing that
businesses should align CSR initiatives with core
corporate strategies to generate both economic and
societal benefits. Their research indicates that well-
integrated CSR practices can enhance competitive
advantage and shareholder returns.
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Cheng, loannou, & Serafeim (2014) examined how
CSR improves access to capital. They found that
firms with strong CSR commitments experience
lower capital constraints and higher investor trust,
ultimately enhancing shareholder value.

Dhaliwal et al. (2011) explored the link between CSR
disclosure and firm valuation, concluding that
companies that voluntarily disclose CSR activities
attract long-term institutional investors, which
positively impacts stock prices.

Grewal, Riedl, & Serafeim (2019) investigated the
role of ESG (Environmental, Social, and
Governance) factors in financial markets. Their
study found that investors are increasingly valuing
CSR metrics in firm assessments, leading to higher
stock market performance for firms with strong CSR
engagement.

Aguinis & Glavas (2012) provided a comprehensive
review of CSR research, highlighting that firms with
strategic CSR integration (rather than ad-hoc
philanthropy) tend to experience enhanced brand
loyalty, customer trust, and financial performance.
Malik (2015) examined the impact of CSR on firm
profitability and found that firms investing in
sustainable business practices tend to outperform
those that ignore social responsibilities in the long
run.

Orlitzky, Schmidt, & Rynes (2003) performed a
meta-analysis of 52 studies and found a strong
positive relationship between CSR and financial
performance, supporting the argument that CSR can
drive long-term shareholder value creation.

Several studies have analyzed the role of CSR in
corporate success. Existing literature suggests CSR
can enhance brand reputation, investor trust, and
customer loyalty. However, empirical evidence
regarding its direct financial impact varies

e CSR and Financial Performance: Research by
[Author, Year] found a positive correlation
between CSR spending and stock performance.

e Investor Perception of CSR: Studies suggest
investors increasingly favor companies with
strong ESG (Environmental, Social,
Governance) policies.

e CSR and Industry Differences: CSR’s impact
varies across industries, with IT and banking
showing stronger correlations to financial
performance than retail.

Despite substantial research, gaps remain in assessing
CSR’s  long-term  financial  benefits  and
differentiating CSR’s impact by industry.

4. RESEARCH METHODOLOGY

Research Design

This study employs a mixed-methods approach,
integrating quantitative and qualitative analysis to
assess CSR’s impact on shareholder value.

Data Collection Methods

Data Collection Method:

Data has been collected through questionnaire. The
question was design in such a way to cover as many
aspects as possible.

Tools and techniques used:
e Bar Diagram

® Pie Chart

® Tables

Sampling Techniques

e Population:  Investors,
professionals.

e Sample Size: Respondents across T,
Manufacturing, Banking, and Retail sectors.

e Sampling Method: Purposive sampling.

executives, CSR

Hypotheses:

1. CSR Awareness and Investment Decisions

*  Null Hypothesis (Ho1): There is no significant
relationship between CSR awareness and
investment decisions.

e Alternative Hypothesis (H;1): CSR awareness
significantly influences investment decisions.

2. CSR and Financial Performance Perception

*  Null Hypothesis (Hy2): Investors do not perceive
arelationship between strong CSR initiatives and
better financial performance.

e Alternative Hypothesis (H;2): Investors perceive
that companies with strong CSR initiatives
perform better financially.

3. CSR Importance in Long-Term Success

*  Null Hypothesis (Ho3): CSR is not considered an
important factor in determining a company’s
long-term success.
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e Alternative Hypothesis (H13): CSRis considered
an important factor in determining a company’s
long-term success.

Hypothesis Testing Using Chi-Square Test
* "CSR Awareness and Investment Decisions

Calculate Expected Values (E)

Formula for Expected Value:

_ Row Total x Column Total

E=
Grand Total
For example, expected value for "CSR Aware - Invests Significantly":

_60x 100

=40
Investment Declsion SR Aware (0) CSR Unaware (0) Total 150
Invests Significantly 50 10 60
Invests to a Limited
Bt 30 15 a5
No Impact on Investment 20 25 45
Total 100 50 150
Chi-Square Calculation:
B (O E)?
X = Z E
Category Observed (O) Expected (E) (0-E) (O-E)* (0-E*/E
CSR Aware - Invests Significantly 50 40 10 100 25
CSR U are - Invests
. : VnJ‘.'h"]I'G‘ nvests 10 20 10 100 50
Significantly
CSR Aware - Invests Limited 30 30 0 4] 0
CSR Unaware - Invests Limited 15 15 0] ] 4]
CSR Aware - No Impact 20 30 -10 100 3.33
CSR Unaware - No Impact 25 15 10 100 6.67

The table presents a Chi-square (x2\chi*2y2) test to
determine whether there is a significant association
between CSR awareness and investment behavior.

Interpretation of the Chi-square Test Results:

1. Chi-square Calculation

The Chi-square statistic is calculated using the
formula:

=3 (0 — E)?

E

where:

o O = 0Observed frequency
o E =Expected frequency

2. Significance Testing

o Thenext step is to compare this statistic with
the critical value from the Chi- square
distribution table at an appropriate degree of
freedom (df).

o Degrees of Freedom = (number of
categories-1)=(3-1)*(2-1)=2.

o If the calculated y2\chi*2y2 exceeds the
critical value (which depends on the
significance level, typically 0.05), then we

reject the null hypothesis.
3. Possible Conclusion

o If the computed Chi-square value (17.5)
exceeds the critical Chi-square value, we
reject the null hypothesis and conclude that
there is a significant association between
CSR awareness and investment behavior.

o Ifitdoes not exceed the critical value, we fail
to reject the null hypothesis, implying no
significant relationship.

5. DATAANALYSIS TECHNIQUES

The data collected from the survey and secondary
research will be analyzed to determine the impact of
Corporate  Social Responsibility (CSR) on
Shareholder Value Creation. The analysis will focus
on CSR awareness, financial impact, investor
perception, and overall business performance

Which areas of CSR do you think have the most
impact on shareholder value?
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@ Environmental Sustainability

@ Community Development
Ethical Governance

@ Others (Please specify)

e Ethical Governance (40%) represents the
largest area of focus within CSR initiatives,
highlighting a strong emphasis on responsible
and transparent leadership. This suggests
organizations are prioritizing ethical conduct
and accountability.

e  Community Development (32%) is the second
most  significant area, demonstrating a
considerable commitment to social impact and
local communities. This indicates a focus on
investing in the well-being of the areas where
they operate.

e Environmental Sustainability (20%) constitutes
a notable portion of CSR efforts, indicating a
growing awareness and action towards
environmental protection. While not the largest
slice, it still shows a commitment to reducing
environmental footprint.

Do you believe CSR initiatives contribute to a
company's financial growth?

® ves

® No

Not sure

38%

e "Yes" responses (38%) indicate a plurality of
individuals believe they have experienced the
issue in question, suggesting a significant
prevalence. While not a majority, it's still the
largest single group, highlighting the importance
of the topic.

e "Not sure" responses (34%) represent a
substantial portion of respondents, indicating a
degree of uncertainty or perhaps a lack of clarity
regarding their experience. This suggests a need
for further exploration or education related to the
issue.

e NoO" responses (28%) represent the smallest
group, suggesting that a notable portion of
individuals do not believe they have experienced
the issue.

Does your company integrate CSR into its core
business strategy?
® Yes

® No
Not Sure

40%

e "Yes" responses (40%) constitute the largest

category, indicating that a plurality of
individuals affirm the statement or question
being asked. This suggests a notable proportion
of people hold this view or have had this
experience.

e "No" responses (36%) represent a significant

portion of respondents, demonstrating that a
substantial minority disagrees or has not
experienced the issue at hand. This close
percentage to the "Yes" group highlights a
divided opinion or experience.

Should companies increase their CSR spending even

if it reduces short-term profits?
® Yes
@ No
Not Sure
® Depends on the situation

e 36% of respondents are aware of their
company's CSR initiatives, indicating a good
level of engagement.

e 18% responded "No," meaning there is room for
improving CSR communication.

o 24% are "Not Sure," which may suggest a lack
of clarity in CSR efforts.

6. RESULTS AND FINDINGS

This study analyzed the Impact of Corporate Social
Responsibility (CSR) on Shareholder VValue Creation
through surveys, financial performance metrics, and
stakeholder perceptions. The key findings are as
follows:

1. CSR Awareness Among Respondents

36% of respondents are aware of their company’s
CSRinitiatives, while 18% are unaware, and 24% are
unsure.

This indicates that while CSR communication is
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present, there is still scope for improving
transparency and awareness among employees and
investors.

2. CSR’s Influence on Shareholder Value
Companies with strong CSR initiatives showed better
financial performance, including: Higher stock price
stability and long-term growth.

Increased Return on Equity (ROE) and investor
confidence.

Enhanced brand reputation, leading to customer
loyalty and higher revenues.

Companies neglecting CSR initiatives faced:

Higher risk perception from investors.

Greater regulatory scrutiny and reputational damage.

3. Industry-Wise CSR Engagement

IT & Software (30%) had the highest CSR
engagement, followed by Manufacturing (28%) and
Banking & Finance (28%).

Retail sector (14%) had the lowest engagement,
possibly due to a focus on short-term profitability
over sustainability.

4. Company-Wise CSR Recognition

Tata Group (44%) received the highest recognition
for CSR efforts, followed by Reliance Industries
(26%).

Apple (14%) and Coca-Cola (16%) had lower CSR
perception, suggesting a need for better CSR
communication or investment.

7. LIMITATIONS OF THE STUDY

While this study provides valuable insights into the
impact of Corporate Social Responsibility (CSR) on
shareholder value creation, it has certain limitations
that must be acknowledged.

One of the primary limitations is the restricted sample
size, which may not be fully representative of the
broader corporate landscape. The study focuses on
specific industries such as IT, manufacturing,
banking, and retail, leaving out other sectors like
healthcare, energy, and agriculture, which might have
different approaches and impacts regarding CSR.
This industry-specific bias could affect the general
applicability of the findings.

Another limitation is the reliance on self-reported
data collected through surveys and questionnaires.
Respondents' perceptions and understanding of CSR
initiatives may not always be accurate, leading to
potential biases in the results. Additionally, the study

primarily analyzes short-term financial indicators,
while CSR initiatives often take time to vyield
substantial benefits. The long-term impact of CSR on
shareholder value might not be fully captured within
the scope of this research.

Moreover, shareholder value is influenced by
numerous external factors such as market conditions,
government regulations, economic fluctuations, and
competitive forces. While CSR plays a role, isolating
its effect from these other variables is challenging.
Companies also have varying levels of transparency
in CSR reporting, and some may engage in
greenwashing—exaggerating or misrepresenting
their CSR efforts—which makes it difficult to
measure the true impact on shareholder value.

8. CONCLUSION AND SUGGESTIONS

The study on the impact of Corporate Social
Responsibility (CSR) on shareholder value creation
highlights the growing significance of CSR in
shaping corporate performance, investor confidence,
and brand reputation. The findings suggest that
companies with strong CSR initiatives tend to
experience greater financial stability, enhanced
brand loyalty, and higher long-term shareholder
value. Organizations like Tata Group and Reliance
Industries, which actively engage in CSR, enjoy
higher recognition and trust from stakeholders.
Moreover, younger investors show a greater
inclination toward companies that prioritize social
and environmental responsibilities, indicating a
shifting trend in investment behavior.

Despite these positive outcomes, the study also
reveals gaps in CSR awareness among employees
and investors, as well as inconsistencies in CSR
reporting and implementation across industries.
Some sectors, such as IT and manufacturing,
demonstrate strong CSR engagement, while others,
like retail, lag behind. Furthermore, external factors
such as economic conditions, government
regulations, and market competition influence
shareholder value, making it challenging to attribute
financial success solely to CSR efforts.
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