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Abstract

Using panel data set from companies listed on the Nairobi Securities Exchange in Kenya, a
developing country, this paper examines the potential influence of corporate social
responsibility disclosure (CSRD) on corporate financial performance. Using data from annual
reports, CSRD information was collected for the period 2007-2015 using quantitative content
analysis while financial performance data was collected for the period 2008-2016, a one-year
lag behind CSRD data. Control variables were firm size, industry type and leverage. There
was found to be no statistically significant impact of CSRD on financial performance. 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, Developing
country, Kenya, Panel data

1. Introduction
1.1 Research Problem

Under instrumental stakeholder theory corporate social responsibility disclosure (CSRD) is
an intangible asset in a firm which positively influences key stakeholders and results in
positive cash flows which in the long term increase firm value (Tilt, 2018; Roberts, 1992).
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Empirical evidence of the stakeholder theory however is inconclusive. Friedman (1970)
argued that business managers have a responsibility to shareholders to maximize firm value
and therefore implied that there exists a negative relationship between CSRD and financial
performance (Gregory et al., 2014, Mishra & Modi, 2013, Salama et al., 2011). Other
researchers have arrived at a positive CSRD - CFP relationship (Ruf et al. 2001; Simpson &
Kohers, 2002; Tsoutsoura 2004; Waddock & Graves, 1997) and concluded that there are
long-term strategic advantages to be gained by way of differentiation and cost savings that
contribute to financial benefits. Findings from other research studies have arrived at a neutral
relationship between CSR disclosure and FP (McWilliams & Siegel, 2000; Griffin & Mahon,
1997) with the conclusion being that that there exists so many intervening observable and
unobservable variables at play between CSR disclosure and FP that a predictable relationship
does not exist. These conflicting results lead to a dilemma on the actual effect of CSR
disclosure on financial performance. They signify inadequacy of studies conducted into the
CSRD-FP relationship. Until a general relationship is established more research need to be
conducted to resolve the observed contradictions.

Using archival research, this study seeks to understand the influence of CSRD on financial
performance of firms in Kenya. Previous findings have mainly been from research studies
that were carried out in developed and high-income countries such as the United States and
Australia contrasted to sparse research undertaken in developing countries such as Kenya
where corporate social responsibility and disclosure is doubtless more required seeing the low
industrialization levels and high rates of birth, unemployment and poverty that exist (Dobers
& Halme, 2009). Each country has a distinct social structure, dominant issues, institutions
and interests, shaped by its unique history and cultural tradition. Specific characteristics of
each country may have a role on the disclosure of CSR as can be seen from the international
evidence found by Baughn et al., (2007) and Gjdberg (2009).

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 (Smith, Adhikari & Tondkar, 2005). Therefore this paper
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. (Elsayed & Wahba, 2015).

1.2 Importance of the Research Problem

According to the International Financial Reporting Standards (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). However, as the influence of companies on society has grown globally over the recent
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years, CSR disclosures or reporting in annual reports that is more focused on the impact of
sustainability issues on the company itself has gained steam. Companies are increasingly
being held accountable to other stakeholders than shareholder and creditor groups the key
users of financial information IFSR. These CSR disclosures seek to provide investors with
information on how sustainability and CSR issues might impact the company’s future
financial performance.
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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). It is disclosure of “information relating to a company’s activities, aspirations
and public image with regards to environmental community, employee and consumer issues”
(Gray et al., 2001: 329). The benefit or value of CSRD in annual reports in general and
influence on corporate financial performance has long been subject of debate since Friedman
(1970) stated that a company’s social responsibility is to make profit.

Despite the IFRS non-mandatory obligation of CSR disclosure 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 are in line with the stakeholder theory of positive relationship but 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, physical and environmental issues should not be the interest 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. 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.

The objective of the study was to examine the influence of CSR disclosure on financial
performance of companies listed on the Nairobi Securities Exchange (NSE) in Kenya.
Primary hypothesis was that CSR disclosure has a positive and significant effect on the
financial performance of companies listed on the NSE. A deductive approach to reasoning
involving quantitative research was adopted for the study. The implication of using
quantitative methods is that the design of all variables, that is, CSR disclosures, control
variables and financial performance, that did not exist in quantitative form were converted
into quantitative data which could then be analyzed statistically.

Study results are important because they could influence accountants’ judgements on
inclusion of CSR information in annual reports within a setting that is putting more and more
premium on social and environmental engagement by firms. Financial managers can also 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.
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1.3 Literature Review

There are several possible theoretical explanations regarding why organisations do (or do not)
engage in corporate social responsibility reporting, including political economy theory,
legitimacy theory and stakeholder theory; in general, the use of particular theory depends
upon its scope and the factors studied by the researcher. This study used the stakeholder
theory to test the relationship between disclosure of corporate social responsibility and
financial performance.

The stakeholder 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). Corporate social responsibility
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).

Stakeholder theory can beviewed from three perspectives, which are, descriptive,
instrumental and normative (Donaldson and Preston (1985). Descriptive theory aims to
characterize a company, its management and disclosure of CSR to stakeholders while the firm
is trying to achieve its corporate goals. Instrumental theory aims to identify the connections
between stakeholder management and the achievement of traditional corporate objectives
(e.g., profitability, maximization of share price, growth, etc.) (Donaldson & Preston, 1995).
The normative theory views management choices and decisions from a moralistic viewpoint
to explain why stakeholders’ benefit and concerns rather than the classical goal of shareholder
interest should be the overriding firm objective.

In instrumental theory, hypothetical statements of causal effect such as, if X, then Y or if you
want Y, then perform X are expressed and determined. Since X, exerts a causal effect on Y, it
is an instrument for achieving Y. From the point of view of disclosure of corporate social
responsibility and financial performance 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). Disclosure of corporate social responsibility therefore is a
precondition for achieving and protecting financial performance.

Using the stakeholder theory, Ruf et al. (2001), examined the association between social
performance disclosure and corporate financial performance and found out that changes in
disclosure of corporate social performance positively impacted sales growth for current and
subsequent year. Similar attempt to test the stakeholder theory was undertaken by Elijido-Ten
(2007) in examination of corporate environmental behaviour of Australian listed firms. Her
results corroborated stakeholder theory postulation that stakeholder power and strategic
posture influence levels of environmental activities. The results suggest a positive
relationship between disclosure of social responsibility and financial performance (Uwuigbe
& Egbide, 2012; Ofori & Hinson, 2014).
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In Australia, Jones et al., (2007) research investigated if there is a positive association
between firm financial performance and levels of disclosure of corporate social responsibility
by firms. Findings indicated that scores for the corporate social responsibility disclosure
index were positively associated with several aspects of firm financial accounting
performance measures such as operating cash-flow performance, working capital levels,
retained earnings to total assets, interest cover, capital expenditure and total liabilities to total
equity while generally negative relationship between disclosure of corporate social
responsibility and market measures such as abnormal returns over the study period. Therefore
no general conclusion should be drawn about the relationship between disclosure of corporate
social responsibility activities and all financial indicators. Similarly, Mahoney and Roberts
(2007) study that examined the relationship of corporate social performance to financial
performance and institutional ownership found out that there was no significant relationship
between the composite corporate social performance measure and either return on assets
(ROA) or return on equity (ROE). In Africa, Chetty et al. (2015) results revealed that
disclosure of CSR had no significant effect on firms’ financial performance while Nkomani’s
(2013) findings indicated a mixture of results; in some cases a relationship was established,
while in other cases there was no significant relationship.

Crisostomo et al., (2011) examined whether there exists a negative correlation between
corporate social responsibility disclosure and firm value and accounting performance. While
results leaned toward a negative association between CSR disclosures and financial
performance in Brazil, overall finding proved no significant effect of CSR disclosure on
financial performance. In Tunisia, Elouidani and Zoubir (2015) found out that corporate
social responsibility negatively impacts the firm on its stock market performance but
positively impacts on its accounting performance. Contrarily, Saleh et al., (2011) found out
that corporate social responsibility has positively impacts on financial performance in a
statistically significant manner.

In conclusion, the CSRD-CFP association presents some contentious arguments that, along
with inconclusive empirical evidence, makes this proposed study on the subject necessary in
Kenya and spurs the continuous search for answers.

1.4 Hypothesis

From the empirical research, it is clear that the relationship between disclosure of corporate
social responsibility and financial performance is either positive, negative or neutral. The
positive correlation between disclosure and financial performance reported in the literature
may be interpreted to mean that a firm's disclosure of its corporate social responsibility
activities would somewhat lead to improved financial performance benefits resultant from the
following positive outcomes: Lower operating costs, enhanced brand image and reputation,
increased sales and customer loyalty, greater productivity and quality, more ability to attract
and retain employees, reduced regulatory oversight, access to capital and product safety and
decreased liability.

On the other hand, the negative correlation between disclosure and financial performance
reported in the literature may be interpreted to agree with neoclassical objective for
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companies which views corporate social responsibility expenditures and disclosures as
inappropriate uses of corporate funds (Friedman, 1970). Critics have also argued that may not
be genuinely committed to improving stakeholder engagement but rather disclose stakeholder
engagement in reports to in order to avoid bad publicity (Harpreet, 2009, Testa and D’ Amato,
2017).

The above conflicting results from conducted research studies points to a dilemma on the
actual effect of disclosure of corporate social responsibility activities on financial
performance and signify the need for more research to be conducted to resolve the observed
contradictions. Thus, this paper seeks to provide empirical evidence from a developing
country's perspective to illustrate whether disclosure of corporate social responsibility
activities influences positively (or negatively) a firm's financial performance. Thus, the
hypothesis of the paper, which is stated as per the positive expectation of the stakeholder
theory is:

Ho1 Corporate social responsibility disclosure has a positive and significant effect on the
financial performance of companies listed on the Nairobi Securities Exchange in Kenya.

2. Method

A post-positivist, deductive approach involving guantitative research methods was adopted
for this study. The census consisted of 64 companies (Appendix A), which was obtained from
the website of the Nairobi Securities Exchange (NSE). Firms whose annual reports were
missing or had delisted during the study period or had a change of name due to restructuring
of shareholders’ equity were eliminated. After due screening, 18 companies were eliminated
(Appendix B), which reduced the sample to 46 companies with 414 firm-year observations.

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 2010
CSRD against 2011 financial performance data). Use of time lag conforms to
previous research studies (Waddock & Graves, 1997; Mahoney & Roberts 2007) which
examined the association between CSR disclosure and FP. The rationale is simple: investment
in and disclosure of CSR in the current period impacts future rather than current financial
performance (Waddock & Graves, 1997; Mahoney & Roberts 2007).

2.1 Variables and Measurements
2.1.1 Corporate Social Responsibility Disclosure Index

CSRD measurement 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). 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
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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. 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. This research settled on the quantitative content analysis to measure CSRD.

Riffe, et al (2014) defined 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, to describe the communication, draw inferences about its meaning,
or infer from the communication to its context, both of production and consumption.”

The key advantage of quantitative content analysis 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 and
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. 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.

Ingram and Frazier (1980) state that categories used in content analysis should result from a
systematic application of a set of rules to identify exhaustive and mutually exclusive
categories. Accordingly, in order to draw valid and reliable inferences from the measurement
process, the method suggested by Weber (1985) to create and test a coding scheme was
followed. First, the recording units were defined. 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. 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 and other.

The third step involved constructing a CSR disclosure checklist. This CSR checklist was then
pretested 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
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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 applied to quantify CSR disclosure level as a dichotomous
variable. This means that a disclosure of a CSR item in the annual report as per the CSR
checklist scored for a firm “1” while non-disclosure scored it a “0”. (Gujarati, 2009).
Aggregate score values for CSR disclosure were then computed from all themes or
dimensions of CSR disclosures. The CSR disclosure model scoring was additive, and the
un-weighted indices were calculated as below to find the sum of the final CSR index (CSRI)
for a company.

n
CSRI = Z d,
t=1

where, CSRI = the aggregate disclosures score; d; = 1 if the item i is disclosed or O if it is not
disclosed; and n = the maximum of items

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; Vuontisjarvi, 2006). Krippendorff’s alpha (a) 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.

2.1.2 Financial Performance

Different researchers have used different financial performance measures in CSRD-FP
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).

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 ratios used in examination of CSRD and FP relationship (Griffin & Mahon, 1997,
Waddock & Graves 1997; Tsoutsoura, 2004).

Tobin’s Q proxies for firm value and is defined as 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. Elsayed and Paton
(2005) used Tobin’s Q ratio to examine the effect of environmental disclosure on the firm’s
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financial performance.

Return on assets, ROA was measured as (Net Income/ Total Assets). ROA gauges the
efficiency of a firm in generating returns from its assets. The relationship between CSRD and
ROA has been found to be positive by Moneva and Ortas (2010) and Oeyono et al (2011).
Other studies have found no relationship between CSRD and ROA (Dragomir, 2010).

Return on equity, ROE was measured as (Net Income/ Sharcholders’ Equity). ROE can also
be broken down into three separate ratios, as follows:

Earnings  Sales  Assets
ROE =

Sales  Assets Equity

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 alone.
Both ROA and ROE financial accounting performance metrics have been used previously in
similar studies (Griffin & Mahon, 1997; Waddock & Graves, 1997).

2.1.3 Control Variables

The study introduced firm size, industry type, leverage of firm and ownership structure of the
firm as control variables which may have an influence on the relationship between CSR and
firm’s FP as has been suggested in other studies (Ullmann, 1985; Griffin & Mahon, 1997;
Waddock & Graves, 1997; McWilliams & Siegel, 2000; Clarkson et al., 2011).

The study identified size of firm, type of industry, leverage of firm and ownership structure of
the firm as control variables which may confound with CSRD in analysis of influence of
CSRD on financial performance (Clarkson et al., 2011). Size of firm (SIZE) was calculated as
the natural logarithm of market capitalization. Generally the bigger the firm the more
profitable.

The industry variable (INDUS) was defined as manufacturing and non-manufacturing
industries. Manufacturing was regarded “more sensitive” and comprised agricultural,
construction and allied and manufacturing and allied sectors of the NSE, all associated with
lower financial performance (Kolk, 2010; Roberts, 1992). Non-manufacturing was regarded
“less sensitive” and was composed of the following sectors: automobiles and accessories,
banking, commercial and services, energy and petroleum, insurance, investment, and
telecommunication and technology, all associated with better financial performance (Kolk,
2010; Roberts, 1992). The variable was set to “1” if a company was classified as
“manufacturing”; otherwise it is non-manufacturing and 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, depicts management’s risk tolerance and higher profits. Leverage (LEV) was
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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) states that ownership concentration is statistically
significant and negatively associated with the extent of voluntary disclosure in annual reports
and associated with relatively better financial performance. Ownership structure or
concentration (CONC) was measured from data concerning significant shareholdings from
2007-2016 annual reports. If a firm had a majority shareholder (i.e. a shareholder 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.

2.2 Model and Hypothesis Testing

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. Key advantages of using panel data are the ability to study
dynamic relationships and to model the differences, or heterogeneity, between subjects; key
disadvantage is the difficulty in designing the sampling scheme to decrease the issue of
subjects leaving the study prior to its completion (attrition) (Frees, 2004). Accordingly, panel
data analysis was conducted to estimate the following models:

CSR disclosure and Return on Assets (ROA) testing: (H:")

Y®oA) = Poroa + S1roaCSRIjt + SoroaSIZEjt + S3roalNDUS;t + faroal EVijt + fsroaCONC: + &jt
CSR disclosure and Return on Equity (ROE) testing: (H:®)

Y®RoE) = Poroe + P1roeCSRIjt + SoroeSIZEjt + Saroel NDUS;t + faroeLEVijt + fsroe CONC: + &jt
CSR disclosure and Tobin’s Q (TBQ) testing: (H:°)

Y18q) = foteq + S118QCSRIjt + o180SIZEj: + S31eoINDUS): + SategLEV)t + f5183gCONC): + it
2.3 Specification Tests

The following tests were adopted to identify the best model:

2.3.1 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:

Ho:piy = pin—1 3)

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).

2.3.2 Hausman test: FEM or REM

The Hausman specification test is to choose between fixed (FEM) and random (REM) effects
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models to ensure that the more applicable model similarly gives consistent results. It is alright
to use random effects if they are (insignificant p-value, Prob>chi2 larger than .05). However,
if p-value is significant, use fixed effects.

2.3.3 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 was zero or no random effects exist in the model (Ho:c%; = 0) (Gujarati, 2009).
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 Results
3.1 Descriptive Analysis

As part of the procedure for data analysis and interpretation, descriptive statistics are
presented in Table 1 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.

When it comes to the major variables, ROA had a mean of 7.021318, 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
(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 time 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 needing as 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 a maximum value of 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 more are larger, more profitable and higher in
TBQ.

The mean and standard deviation for the CSR Index is 0.4790107 and 0.3024354 respectively;
minimum is 0 and maximum 1. The control variable SIZE 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
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theory it is expected that CSR disclosure positively affects firm performance because it helps
firms gain positive stakeholder responses. The study depicts firms listed on the NSE had
good market capitalization as indicated by a mean of 9.68672 (antilog: Sh. 4,860,937,084).
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Industry was measured by scores allocated, where a score of “1” was allocated for
manufacturing the variable and non-manufacturing and the variable 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 proxied by 1 and the non-manufacturing measured
using a score of 0. A 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 stands 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 instrument. Leverage affects shareholders’ returns. The standard deviation is
122.7223 while minimum and maximum values recorded are 0 and 610.66 respectively.

Table 1. Descriptive Statistics

Mean Sd Min Max
Csri | .4790107 | .3024354 | 0 1

Roa | 7.021318 | 12.10162 | -30.91 65.9
Roe | 12.53096 | 78.36588 | -1006.74 | 625.62

Thg | 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

3.2 Reliability Measure

Before analysis the results of the impact of different Corporate Social Responsibility
Disclosure (CSRD) on the financial performance of the firms listed in the Nairobi Securities
Exchange, it was necessary to establish the consistency of how CSRD is measured. To this
end, the study computed the Krippendorff’s alpha (Krippendorff, 1980). 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.

Table 2. Reliability Measure: Krippendorff’s Alpha Results

| Overall | 0.9540 | 0.9767 | 1] 0.9767 |
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3.3 Multicollinearity

Table 3. Correlation Matrix for the Explanatory Variables

Aggregate Disclosure Score | Firm Size | Industry | Leverage
Aggregate Disclosure Score | 1

Firm Size 0.678 1
Industry -0.300 -0.259 1
Leverage 0.282 0.369 -0.210 1

This test was done in order to check for the presence of multicollinearity. The matrix of
correlation between the explanatory variables is computed and the results are summarized in
Table 3. In terms of the control variables firm size, industry type, and leverage, there is no
issue of multicollinearity, as the correlation does not exceed 0.70 in the worst cases.

3.4 Hausman Test

Table 4. Hausman Results

Dependent variable | Chi Square value | p value | Model to choose
ROA 36.53 0.4798 | RE
ROE 0.40 0.9392 | RE
TBQ 4.04 0.2568 | RE

The Hausman tests for the three models are summarized in tables 4. Interpretation of the
results is that if the p-value is significant (p<0.05) then use fixed effects, if not (p>0.05) use
random effects (Greene, 2018). Based on the interpretation of results, the random effects
model was adopted for the panel analysis.

3.5 Analysis

The influence of CSRD on financial performance was estimated using the following models
that captured the firms’ specific effects in the error component.

Yroa)it = Boroa T B1roaCSRIit + BaroaSIZEir + B3roal NDUS;i + ParoaLlEVie
+ BsroaCONCit + (Eronitt N(roa)i)

Yror)it = Boroe + BiroeCSRIlit + BaroeSIZEi: + BsropINDUS; + BarosLEVi:
+ BsroeCONCit + (Eromyitt N(roE)i)

Yiregyit = Borsg + BireoCSRIit + BarpoSIZEi + BsrpoINDUS;: + BarpoLEV:
+ BsteoCONCi + (€E(rpo)ict N(TBQ)i)

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 the
following table 5.
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Table 5. 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 8g**
(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 | O 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

Table 6 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. 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 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%
to the overall variance.

Table 6. Results of 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 x*)) = 248.97
Breusch and Pagan Lagrange Multiplier Test p — value < 0.0000
Hausman Test of Consistency of Random Effects | x(3) = 3.17
Hausman Test of Consistency of Random Effects | p — value = 0.3664

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 is rejected at the 1% significance
level. This means that the random effects are statistically more efficient than the pooled
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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 conclude that the random
effects model is superior to fixed effects model. Table 7 gives the results of the random
effects estimation of the second regression, where the dependent variable is return on equity.

Table 7. Results of the Overall CSR Disclosure for ROE

Estimate Std.error | t—value | p— value
Aggregate Disclosure Score | -10.2153 17.2627 -0.5918 0.5540
Firm Size 248802 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
R within 0.0070
R’ between 0.3699
Breusch and Pagan Lagrange Multiplier Test X(1) = 0.0033
Breusch and Pagan Lagrange Multiplier Test p — value = 0.4903
Hausman Test of Consistency of Random Effects | x(s) = 0.40
Hausman Test of Consistency of Random Effects | 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 is has a
positive but not statistically significant effect; while the firms’ size affect 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 favors the random effects model over
the fixed effects model. Table 8 gives the results of the random effects estimation of the third
regression, where the dependent variable is Tobin’s Q.

Table 8. Results of 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
R* within 0.0237
R* between 0.0608
R? overall 0.0599
Breusch and Pagan Lagrange Multiplier Test X(1) = 1557.17
Breusch and Pagan Lagrange Multiplier Test p — value = 0.0000
Hausman Test of Consistency of Random Effects | x(3) =5.08
Hausman Test of Consistency of Random Effects | p — value = 0.1657
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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 favor of the random effects model. In addition, Hausman test fails
to reject the null hypothesis that the random effects model parameter estimates are consistent.
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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 9.

Table 9. Results for the Overall CSR Disclosure

Return on Assets | Return on Equity Tobin Q|t -
Estimate t — value Estimate t — value Estimate value
Aggregate 0.0146 0.00 -10.22 -0.59 | -15.11 -0.18
Disclosure Score
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 X2(1) = 248.97 X2(1) =0.0033 X2(1) =
Multiplier Test 1557.17
BP Lagrange p — value < p — value = p — value <
Multiplier Test 0.0000 0.4903 0.0000
Hausman Test *23) = 3.17 X23) = 40 x23) =5.08
Hausman Test p — value = p-value = p — value =
0.3664 0.9399 0.1657

t-statistics in second column
4 <0.05, ##p <0.01, »»#p <0.001

4. Discussion

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
Garc B-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. Garc B-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

105 http://ber.macrothink.org



ISSN 2162-4860

\ MacrOthi“k Business and Economic Research
A Institute ™ 2020, Vol. 10, No. 3

associated with the disclosure of CSR practices. When using ROE and TBQ as measures of
performance, the studies of Aupperle et al. (1985), Gil et al. (2009) corroborate the results
found here.

It can 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.

5. Conclusion

With regard to the influence of CSRD on FP measured using ROA, the CSRD index is
positive but not statistically significant in explaining the variation in firms ROA. With ROE,
the CSRD index is negative but not statistically significant. For TBQ results indicate a
negative but not statistically significant relationship between the CSRD index and Tobin’s Q.
Since CSRD does not statistically impact any of the three financial performance measures it
is concluded that 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. The conclusion
therefore 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.

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 to create a more favourable image of 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. Managers instead of fulfilling their duties as “contracting agents”
basically act in their own interests and those of the shareholders. For these two reasons, the
stakeholder theory failed to specify how managers can make the necessary tradeoffs among
the competing interest of the different stakeholders within the practical setting of the NSE
making the theory externally inconsistent.

In terms of theoretical contribution therefore, this study proposes that unequal controlling
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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 secondly have a “real contract” of some sort with the firms, such as
debtholders.

\\ Mac rOth i “k Business and Economic Research

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.

The paper recommends that calls from some stakeholders that 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.

This paper can be improved upon by using more years’ data and a larger sample size. This
would increase the reliability of the results. Secondly, the study focused on NSE listed
companies in Kenya. Future research could involve more developing countries in East Africa
or Africa. Thirdly, CSRD 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. Lastly, paper
was limited to three finance performance indicators, which are ROA, ROE and TBQ. Use of
more financial performance indicators, both accounting-based and market-based performance
may yield different results.
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Appendix
Appendix 1. Listed Firms at Nairobi Securities Exchange as at 31 December 2016
SINO. | 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 KEO0000000554 | EQTY
14 Housing Finance Group Ltd KE0000000240 | HFCK
15 1&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 KEO0000000059 | 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
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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 | KE0O000000604 | 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.0.C Kenya Ltd KE0000000042 | BOC
56 British American Tobacco Kenya Ltd | KEO000000075 | 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 KEO0000000372 | MSC
63 Unga Group Ltd KE0000000497 | UNGA
TELECOMMUNICATION & TECHNOLOGY
64 Safaricom Ltd | KE1000001402 | SCOM
Appendix 2. Firms Deleted from Appendix A for Study
S/INO. | 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
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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
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