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Do Markets Value Corporate Social Responsibility  

in the United Kingdom? 

 

Abstract 

 

In this paper, using corporate social responsibility (CSR) measures constructed from EIRIS 

data and mapped onto Environment, Employee and Community dimensions, as well as a 

Composite indicator, we show that all two out of the three dimensions of CSR, together with 

the Composite measure, are positively valued by markets.  We show that these effects are 

robust to alternative deflation measures, and that CSR effects are manifested at least in part 

by an increased persistence in abnormal earnings.  Finally we show that the long-run growth 

in residual income implied by prices is higher in the case of high CSR engagement firms 

compared to zero engagement firms for our Composite indicator.  Overall, our results are 

consistent with CSR engagement enhancing shareholder value. 
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Do Markets Value Corporate Social Responsibility 

in the United Kingdom? 

 

Introduction 

 

The aim of this research is to investigate the value relevance of corporate social responsibility 

(CSR) strategies in the United Kingdom.  The key research question we address is this. If a 

company conducts business in a manner that is socially responsible, does this have an impact 

on its stock value?  This empirical question has been investigated often following Friedman’s 

argument that ‘The social responsibility of business is to increase its profits’   (Friedman, 

1970), but rarely with UK company data.  Some work has been conducted on the 

performance of Socially Responsible Investment funds composed of UK firm stocks (see 

Gregory and Whittaker (2007), and Renneboog, Horst and Zhang (2008) for a review) but 

there is a paucity of research looking at the financial effects of CSR strategies at the firm 

level.  Yet this is required in order to separate fund manager skill from company strategy, and 

to respond to a growing interest in responsible investment from institutional investors.  

 

In contrast to Friedman’s concerns about agency loss resulting from CSR diminishing 

company value, stakeholder theory proposes that CSR strategies can result in improved 

financial performance (Freeman, 1984). By developing relationships with a broad range of 

stakeholders, it is purported that companies can benefit from enhanced productivity, reduced 

transaction costs, and the development of various intangible resources, including reputation, 

which can enhance their competitive position (Hillman and Keim, 2001).  Furthermore, if 

companies engage in practices considered detrimental to society, they may experience a 

financial penalty (Godfrey, Merrill, and Hansen, 2009).  Clearly since engaging with 

stakeholders is not costless, there is a question whether a company has the capabilities to 

manage CSR strategies in a financially remunerative manner.  Barnett (2007) has theorised 

that it takes time for firms to acquire the capacity to influence stakeholders and therefore 

there might be a lag between investment in CSR strategies and a financial return. This is 

tested by Barnett and Salomon (forthcoming) with results suggesting a U-shaped relationship 

between corporate social performance (CSP) and financial performance.  They find that firms 

with low CSP have a higher financial performance (as measured by return on assets and net 
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income) than firms with moderate CSP, but firms with high CSP are the most financially 

successful.  The authors consequently suggest that their results, and underlying theory, may 

explain the different conclusions reached by the numerous studies which have investigated 

the link between socially responsible actions and financial performance (see Orlitzky, 

Schmidt, and Rynes (2003), Margolis and Walsh (2003), Margolis, Elfenbeim and Walsh 

(2007) for a summary of these). However, a wide range of methodologies and data sets are 

employed by previous studies, which also might explain some diversity in results.  

 

The first study to use UK data to investigate the link between CSR strategies and financial 

performance concluded that the financial rewards from good social performance were 

negative.  Brammer, Brooks and Pavelin (2006) found that the firms with higher social 

performance scores tended to achieve lower returns; furthermore firms with the lowest CSP 

scores outperformed the market.  However, their study was constrained by having only one 

year of data on social performance scores.  Furthermore, the lower returns appear to be 

attributable to Fama-French type factor loading differences.1  More recently, Humphrey, Lee 

and Shen (forthcoming), using 6 years of data, found no significant difference in the returns 

to UK firms with either high or low scores in environmental, social and governance rankings.  

Both these studies, like many of those employing non-UK data,  use stock returns as measure 

of financial performance, but as Lee, Faff and Langfield-Smith (2009) and Gregory, 

Whittaker and Yan (2011) have argued, this may be an unreliable indicator of the financial 

effects of CSR strategies.  For example, if as in the case of Brammer et al. (2006), companies 

with higher levels of CSR earn lower returns, this may be because they are perceived as being 

less risky and have a lower cost of capital.    Therefore, if CSR lowers a company’s cost of 

capital, focusing solely on returns to indicate CSR performance can be inadequate, and 

consequently, the appropriate measure for considering the financial effects of CSR is 

company value.2 An additional problem is that realised returns may be a noisy proxy  for 

expected returns, a well-known problem in asset pricing tests (Elton, 1999). 

 

                                                 
1 Although Michou, Mouselli and Stark (2009) illustrate the problems present in attempting to apply the three 
factor model to UK data. 
2 This is not to deny that if markets are efficient, at the point a firm adopted a more positive CSR strategy, then 
if the cost of capital was reduced the present value of the cash flows would rise, leading to an increase in value.  
But this would occur as a “one off” event and if the event occurred before the start of any returns measurement 
period, it would be unobserved in any study of returns.  The more general point is that returns studies will only 
capture the effects of changes in CSR policy, whereas valuation will capture the effects of the level of CSR 
policy. 
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Earlier writings on CSR had assumed that the risk mitigation effects of CSR were solely 

firm-specific, that CSR policies were unlikely to reduce a company’s vulnerability to 

systematic risk (McGuire, Sundgren, and Schneeweis, 1988). However, two recent studies by 

Sharfman and Fernando (2008) and El Ghoul, Guedhami, Kwok, and Mishra (2010) have 

both shown, using different but consistent methodologies, that firms with a high level of CSR 

enjoy a lower cost of capital which implies that they are perceived as having lower systematic 

risk.  In addition, it is possible that CSR engagement could lower a firm’s borrowing costs.  

For example, if a firm’s CSR policies reduce the probability of a catastrophic event (the BP 

Deepwater Horizon incident being an extreme example of this type of risk), banks may 

perceive there to be lower risks in lending to such firms.  Additionally, banks may be 

concerned with the reputational risks of lending to firms with poor records on CSR 

performance.3  

 

However, as Gregory et al. (2011) argue, there is reason to suppose that there could be 

important cash flow effects associated with CSR.  Exposure to potential catastrophic risk will 

affect future expected cash flow estimates, and gains from CSR (such as an ability to charge 

higher prices, gain greater market share, or attract and retain better employees) may be 

reflected in higher expected cash flows, greater persistence in abnormal earnings, or higher 

long run growth prospects.  As these cash flow and cost of capital effects can be difficult to 

disentangle, they employ a value-relevance framework to test whether CSR (as proxied by 

KLD data for US firms) is valued by markets, concluding that most dimensions of CSR are 

positively valued by markets.  Despite the large literature on returns to CSR and financial 

performance associated with CSR, relatively few other studies have looked at valuation 

effects. Guenster, Derwall, Bauer and Koedijk (2011) find that “eco efficient” US firms have 

a higher Tobin’s q ratio than “eco-inefficient” firms, whilst Galema, Plantiga and Scholtens 

(2008) find CSR has a positive impact on book to market ratios.  However, Fernando, 

Sharfman and Uysal (2010) show that both “Green” and “Toxic” firms have lower Tobin’s q 

ratios than do environmentally neutral firms.  Besides Gregory et al. (2011), the only other 

studies that we are aware of which uses a value relevance framework is a study of Swedish 

firms by Hassel, Nilsson, and Nyquist (2005), who find that environmental performance has a 

negative impact on market value, and a paper by Semenova, Hassel and Nilsson (2009) who 

also find a negative relationship for Swedish companies between CSR and value. 

                                                 
3 We are grateful to banking industry participants at the 2011 PRI Conference in Sweden for these observations. 
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The paper now proceeds as follows.  We start with a review of the research method used, 

then progress to a description of the data.  We then present the results, first from our basic 

value relevance models and show these results are robust to both changes in the model and 

changes in deflation.  We then show that these results are consistent with high CSR firms 

having greater persistence in their abnormal earnings, and also show that our results on value 

relevance hold when the basic Ohlson (1995) model, as applied in Agrawal and Taffler 

(2011), is employed.  Finally, consistent with these Ohlson model results, we use two year 

analysts’ forecasts’ to show that for our aggregate measure of CSR, market prices imply high 

CSR firms have higher long run growth prospects than low CSR firms.    

 

Research Method 

Our starting point is the class of empirical accounting models that have been employed in the 

value-relevance literature. We employ these models in order to test whether various 

dimensions of CSR, as captured by EIRIS (Ethical Investment Research Service), are priced 

by markets.  A useful review of these value relevance models, including the application of 

such models in UK research, can be found in Shen and Stark (2011), so we do not replicate 

that review here.  As they note, such models have a basis in theory, but are not derived 

directly from theory.  The empirical variants can be traced back to the work of Edwards and 

Bell (1960), Peasnell (1982) and Ohlson (1995).  For convenience we refer to this as the 

EBPO model.  The two base models we employ are variants of the Rees (1997) and Hand and 

Landsman (2005) models, although we cross-check our results in unreported regressions 

using the Collins, Pincus and Xie (1999) framework.  In addition, we also implement a 

version of the Ohlson (1995) model in our analysis of CSR valuation, specifically by 

employing the empirical version of DeChow, Hutton and Sloan (1999).   

 

Formally, suppressing firm sub-scripts for clarity, the Ohlson (1995) model can be stated as: 

t
a
ttt vxbP 21 αα ++=         (1) 

Where: 

 1. −−= tt
a
t brxx  

tx  is the net income in year t, bt is the closing book value, 1−tb  is the opening book value, r is 

the cost of equity, so that atx  is abnormal earnings (or residual income) and tv  is an “other 

information” parameter. Both abnormal earnings and “other information” are assumed to 
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follow an autoregressive process such that 
)1(1 ω

ωα
−+

=
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where ω and γ are the autoregressive parameters on abnormal earnings and “other 

information” respectively.  In the model, ω and γ are assumed to have a value in the range 0 

to 1 and some empirical support for these parameter constraints can be found in DeChow et 

al. (1999) for the US, and Gregory, Saleh and Tucker (2005) together with Dissanaike and 

Lim (2010) for the UK.  Collins et al. (1999) show that the Ohlson (1995) model can be re-

arranged in a cum dividend form stated in terms of earnings and book values thus: 

( ) ttttt vxrbdP 2111 1)1( ααα +++−=+ −      (2) 

Where dt = dividends in year t.   

 

A similar model is estimated by Strong et al (1996).  The valuation is the current market 

capitalisation plus dividends, in other words a cum div valuation. This is in contrast to the 

basic EBPO model where dividends are assumed to be paid at the year end, so that market 

value there is ex div. The EBPO assumption is not strictly valid in a UK context, given that 

any interim dividends declared are paid during the year, whilst the final dividends are paid 

some time after the year end, usually after the AGM. However, Rees (1997, fn. 2) notes that 

market value per shares adjusted for dividends outstanding is only 2.2% less than the raw 

price, and that the correlation between the two variables in a sample of 7,151 cases where the 

necessary data is available is 0.9998.   

 

Whilst the dividend timing issue seems to be of relatively minor importance, within the value 

relevance literature there is presently no consensus on the precise form of the empirical 

model.  Variations include the specification of the model, the use and form of a scaling 

variable, the length of lag allowed for information to be incorporated as well as the use (if 

any) of control variables.  To some extent this is both a strength and weakness, in so far as 

the format is flexible and can fit the research question and empirical constraints easily, but 

such flexibility also risks losing theoretical validity.  

 
Strong et al. (1995) investigated some of these concerns and found that the omission of book 

value (i.e. only including earnings) left the model seriously misspecified, the use of an 

intercept helped to compensate for omitted variables whilst deflation by book value 

unfortunately depressed the explanatory power of the model by increasing the standard error 

of the book value coefficient but reducing the earnings coefficient standard error. The data 
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covered the period 1968 to 1992.  O’Hanlon (1995) also looked at the validity of these 

models and concluded that simple operational models outperform other more complicated 

versions which more closely follow Ohlson’s theoretical specifications.      

 

One particular issue that needs to be addressed in any UK value relevance study is the so-

called dividend anomaly.  In theory, dividend irrelevance should of course apply, with 

dividends being paid out reducing value by an equal amount. If dividend irrelevance holds, 

then the correct valuation model to apply is the cum dividend model from Collins et al (1999) 

and Strong et al (1996).  

 

However, Rees (1997) finds that in the UK dividends are positively associated with company 

value.  These results are supported by Akbar and Stark (2003), Dedman et al (2009) and 

Dedman, Kungwal and Stark (2010), whilst Hand and Landsman (2005) finds similar results 

in the US.  The important point for any UK empirical research is the dramatic increase in 

explanatory power that occurs when dividends are allowed to enter the model as a right hand 

side variable.  Three main explanations have been posited.  In support of the signalling 

hypothesis, Rees (1997) finds the dividend effect stronger in smaller firms, taken here as a 

proxy for information asymmetry. Secondly, dividends may provide a signal of the level of 

permanent earnings to investors, in contrast current earnings could have transitory 

components, explaining the low coefficient for earnings (Dedman et al., 2010). Thirdly the 

effect may be a result of pooling profit and loss making firms, with Jiang and Stark (2009) 

finding that when these two groups are separated the coefficient for earnings becomes much 

higher for profitable firms but is not significantly different from zero in loss making firms. 

The separation causes the coefficient for dividends to become much smaller although it 

remains significant. Presumably for profitable firms earnings carry information about future 

earnings whilst earnings are not informative for loss makers.   

 

Using prior empirical work as a guide Rees (1997) tests a model including the most likely 

indicators of value:  

 

��� �  �� �  �	
�� � ����� �  ������ � ����� �  ������ �  ������ � ���  (3) 
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where REit  is retained earnings for the year per share, TDit is total book value of debt, 

including non ordinary equity such as preference share capital, per share and IVit is capital 

expenditure per share.  Since RE is simply xit-dit  the model equivalently be estimated as: 

 

��� �  �� �  �	
�� � ����� �  ����� �  ������ �  ������ �  ���   (4) 

 

The results show ‘support for the hypotheses that dividends and capital expenditure indicate 

value in a model including earnings and book value’, Rees (1997, p.1133), although debt was 

not found to be consistently associated with value. 

 

Hand and Landsman (2005) estimate a model excluding debt and capital expenditure but 

including capital contributions, ∆Cit.  The Hand and Landsman model, at a per share level, 

can be written as: 

 

��� �  �� �  �	��� �  ����� �  ��
�� �  ��Δ��� �  ���    (5) 

 

Empirically, we initially estimate our models at a per share level, following Rees (1997), 

Barth et al (1998) and Barth and Clinch (2009).  However, we acknowledge that Shen and 

Stark (2011) find that per share deflation may not be the optimal deflation method in the UK.  

Deflating by market value implies regressing the RHS variables on a vector of ones, which 

renders any analysis controlling for industry effects via the use of dummy variables simply 

impossible, whilst deflating by opening market values implies that the LHS variables are one 

plus returns.  As Barth and Clinch (2009, p.282) note: ‘Returns specifications, in contrast, 

likely perform better when the research question relates to whether accounting information 

represents new information to the market during the return interval.’  Given that the focus of 

this investigation is the value relevance of CSR, and that one would not expect radical 

changes in firm policy from year to year, our view is that deflating by opening market value 

is not the best research design.  However, deflation is clearly an issue that needs to be 

addressed, and to this end we note two aspects of the Shen and Stark (2011) study that are 

important.  First, their results in Table 1 show that in the absence of an “other information 

parameter”, deflating by number of shares gives rise to reasonable valuation errors in both 
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basic and extended models.  When other information is included,4 their Table 5 results show 

that book values make reasonable deflators never occupying less than second rank for any of 

their measures of error.  Accordingly, we also present alternative results after deflating by 

book value.   

 

Empirically, we implement the above models using industry controls.  Our industry 

groupings are the 39 ICB industry code levels from Datastream.  Thus the models we 

estimate are pooled regressions of the form: 

 

     ��� �  ∑ �� �!� ��
 "�#
 "	 �  �	��� �  ����� �  ��
�� �  ���$�� �  ������ � �%�&��� �  ���(6) 

 

for the Rees (1997) model, where CSRit is the CSR measure for firm i in year t and INDjit is 

the ICB industry group to which firm i belongs.  Note that we define TL, or total liabilities, in 

the above rather than the TD in Rees.  This is because the Datastream definition of total debt 

is bounded as zero, whereas Rees (1997) allows negative net debt.5  For the Hand and 

Landsman (2005) model we estimate: 

��� �  ∑ �� �!� ��
 "�#
 "	 �  �	��� �  ����� �  ��
�� �  ��Δ��� �  ���&��� �  ���   (7) 

Separating dividends and capital contributions (as opposed to running the regression on net 

shareholder cash flows) in this framework is supported by the empirical results of Akbar and 

Stark (2003) and Dedman et al (2010).  We also estimate an alternative model, based on (1) 

above and employed in Agarwal, Taffler and Brown (forthcoming) in their evaluation of 

management rankings.  This allows us to investigate whether CSR influences the persistence 

of abnormal earnings.  Specifically, our version of the model they run is: 

ititit
a
itit

itititit
a
itit

j

j
JitJit

CSRxCSR

bCSRCSRxbINDP

ευλλ

λλυλλλλ

+++

+++++= ∑
=

=

**

*

76

54321

39

1
0    (8) 

Where a
itx  is the abnormal earnings for firm i in year t, and itυ is a DeChow et al (1999) type 

estimate of “other information”.  To estimate this model requires both analysts’ consensus 

forecast estimates (necessary to calculate the DeChow et al (1999) other information 

                                                 
4 Note that the authors use the measure of other information in Akbar and Stark (2003), which is essentially the 
previous period’s valuation error.  In this paper, we use the DeChow et al (1999) measure, the use of which 
could potentially change the Shen and Stark (2011) results. 
5 Rees (1997) uses Extel definitions.  Around 10% of our sample have zero total debt recorded in Datastream.  
We run all our regressions with the alternative Datastream definition of total debt, and with the exception of 
some of the book deflated regressions, inferences are unchanged. 
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parameter), and an estimate of the implied cost of capital.  For this we map the ICB industries 

on to the 35 industries in Gregory and Michou (2009) and employ their estimates of industry 

beta.  We then apply the CAPM assuming a market risk premium of 4% and taking the 

medium term gilt yield as the risk free rate.  However, given uncertainty over the market risk 

premium (e.g. Dimson, Marsh and Staunton, 2011) and over firm and industry cost of capital 

in general (Michou, Mouselli and Stark, 2009; Gregory and Michou, 2009) we also re-ran the 

models assuming a market risk premium of 3% and 5%, and a beta of unity for all firms.  Our 

reported results are robust to such alternative formulations.  Finally, to check whether or not 

our assumption that all firms have an implied cost of capital that is similar despite variations 

in CSR activity, we ran the Easton et al (2002) model on our data, splitting stocks into 

portfolios sorted annually by CSR rankings.6  We form the groupings of CSR portfolios as 

follows.  For each indicator, we annually assigned firms to one of four portfolios: those that 

had zero CSR; and then tercile groupings of firms that had some engagement, defining these 

groups as low, medium and high engagement.  We then calculated the ICC and implied 

growth for each group.  To do this, we require that analysts’ forecasts are available for each 

firm for two years ahead, which reduces the sample to 2,170 firm-year observations.  We 

found no significant differences in implied cost of capital (ICC) between groups.  The 

implied cost of equity across all firms in our sample from the Easton et al (2002) model is 

8.85%.  The average cost of equity from our estimates based on the Gregory and Michou 

(2009) parameters is 7.97%.  This difference of about 0.9% is consistent with the observation 

in Easton and Somers (2007) that the Easton et al (2002) estimate is an upward biased 

estimate of ICC because of the bias in analysts’ forecasts.  

 

Our final piece of analysis employs the residual income framework from the Lee, Myers and 

Swaminathan (1999) version of the EBPO model,7 which can be written as: 
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 (9) 

                                                 
6 Note that Easton et al (2002) use four year aggregate earnings in their analysis.  Because of data availability 
problems in the UK, we were only able to obtain estimates for two years ahead, and so we estimate two year 
aggregate earnings in our model. 
7 Strictly, although Lee et al. (1999) claim that their model is based on Ohlson (1995), it is actually a version of 
the Peasnell (1982) model, as there is neither an “other information” parameter, nor a “linear information 
dynamic” in the model estimated. 
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where  git is the long run growth rate estimated for firm i at time t, itFROE+ is the forecasted 

return on equity for period t + i, computed as I/B/E/S forecast EPS for period t + i / book 

value of equity for period t + i -1, and rei,t is the expected cost of equity for firm i at time t, 

estimated as described above using industry level betas.   Several studies, including El Ghoul 

et al (2010) have used this model to derive the implied cost of capital, but here we use two 

year ahead earnings forecasts and an industry cost of capital and derive the implied long run 

growth rate that equates the book value plus present value of the residual income stream to 

current prices.  We can then test to see whether implied long run growth differs between high 

and low CSR firms.  Specifically, we derive git from (9) and then regress this estimate (after 

Winsorising at the 2.5% level8)  on  

'�� �  ∑ (� �!� ��
 "�#
 "	 �   (	���� � (������(� &�)�� �  (��&��� � ���  (10) 

Where SIZE in the number of employees in thousands.  We run this regression both at firm 

level and by grouping firms into portfolios based on their level of CSR activity.    

 

Implementation of the above regression tests requires a choice to be made on how the 

modeling of the panel data set is to be carried out, given there can be both time series and 

cross-sectional dependence in the data.  As Petersen (2009) points out, choosing the correct 

approach depends upon the likely form of dependence in the data.  As Gregory et al (2011) 

note, if CSR scores are likely to be “sticky” for a firm across time, then the research design 

needs to be robust to both time and firm effects.  Accordingly, all the regression tests in this 

paper are conducted using the two-way cluster robust standard error (or CL-2) approach of 

Petersen (2009), which Gow et al (2010) show to yield well-specified standard errors in 

accounting panel data simulations.   

 

Data 

Our basic data on CSR indicators comes from the Ethical Investment Research Information 

Service (EIRIS). This not-for-profit organisation, founded in 1983, is the largest organisation 

in the UK specialising in the assessment of corporate social responsibility.    

    

Their research process starts with data already on public record, for example published 

accounts, trade journals, newspapers, and the internet.  Specific questionnaires are then sent 

                                                 
8 Though note that our results are robust to Winsorising at the 2% and  5% levels. 
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to companies to elaborate on particular areas and obtain more information.  EIRIS also use 

this information to foster a dialogue enabling them to highlight areas of concern and improve 

company reporting. They look at all aspects of social responsibility, covering over 80 

different topics ranging from hardwood deforestation to the sale of tobacco, although many of 

the issues only affect certain firms or industries.  The data is updated on a continuous basis 

with significant pieces of news being incorporated straight away; in addition each company is 

examined at least twice annually. This information is made available through a number of 

channels but the premier outlet is the EIRIS Portfolio Manager, a database that enables users 

to interrogate the data in a variety of different ways.  The database follows a consistent 

format. A question is posed, then EIRIS evaluate a firm’s performance through a range of 

responses. For example one question is ‘how clear is the company's commitment to 

community or charitable work?’ EIRIS gives one of four possible responses; ‘little / no 

evidence’, ‘moderate’, ‘clear’ and ‘very clear’.  Our data are year-end snapshots from this 

EIRIS data for years ending 2003 to 2007. 

 

In this study, responses to eleven questions that were common to all firms were used.  These 

logically fitted into three dimensions: Environment, Employee and Community. CSR is 

multi-faceted and it is important to distinguish between these dimensions because of their 

likely differential impact on financial performance. For example, environmental policies 

might reduce energy costs, a high score on Employee can indicate good industrial relations 

and superior productivity, whilst community actions might improve public image, customer 

loyalty and goodwill. These may manifest themselves as lower operating costs, additional 

revenues higher long run growth achieved and lower risk, therefore influencing financial 

performance in different ways.         

 

The questions related to the Environment dimension assessed management commitment to 

the environment, company policies and the reporting of environmental achievements and 

procedures.  Those relevant to Employee covered health and safety, job creation and job 

security, employee relations, training, equal opportunities and diversity. Community related 

questions looked at charity work, policy towards all stakeholders and the existence of a code 

of ethics. The responses to these questions were translated into an integer scale, starting at 0 

for a ‘no or little evidence’ through to 3 for a ‘very clear or excellent’ answer. The three 

environment questions had five responses; these were compressed into a range from 0 to 3.  

A mean score for each dimension was then produced; in addition a composite or overall CSR 
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result was produced for each firm by summing the dimensions and normalising the score on a 

range of 0-3.9   

 

This EIRIS data was then matched for each year, t, with accounting data for the FYE in that 

calendar year t, for firms with an April to December year end, or year t+1 for firms with a 

January to March year end, and in our tests we then match these data with end-June prices for 

year t+1, so that we allow at least three months for the accounting data and six months for the 

EIRIS data to be in the price.10  Accounting and price data were obtained from Datastream, 

supplemented by Thomson One Banker and hand-collected data where data was missing from 

Datastream.  Firms with  negative net book values were dropped, giving a usable sample of 

2,660 firm-year observations. 

 

At the individual firm level, the data is characterised by many firms having zero scores 

(33.53% for Environment, 22.80% for Employee, 18.22% for Community and 11.03% for the 

composite score).  The basic distributional properties for the 2,632 firm-year observations of 

CSR activity are shown in Table 1, which gives means, standard deviations and medians for 

ten main industry groupings.  This shows that there are clear differences in terms of CSR 

engagement across industry groups, with Utilities having the highest scores and Technology 

the lowest.  Table 2 presents the summary data for the whole sample, and Table 3 reports the 

correlations.  Note that the three dimensions of CSR are highly correlated with one another, 

suggesting that firms do not tend to engage with CSR across just one dimension.  

Environment and Employee have a correlation of 0.67, Environment and Community have a 

correlation of 0.69, and Employee and Community have a correlation of 0.78.  A further 

notable feature is that size (as measured by number of employees) is positively correlated 

with all measures of CSR, suggesting that care may be needed to control for this in any 

assessment of  the impact of CSR.   This leads us to run the following extended version of (6) 

and (7): 

 

                                                 
9 We adopt the 0-3 scale for consistency with the method employed in Brammer et al (2006).  Of course, any 
consistent linear scaling will do, but normalising each indicator on the same range allows for comparability of 
value effects across CSR dimensions. 
10 Given our data are from 2003 on, allowing 3 months for the accounting data seems reasonable given London 
Stock Exchange Reporting requirements, especially as Agarwal and Taffler (2008) highlight the fact that there 
are a significant number of UK firms with January to March financial year ends. 
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where SIZEit is number of employees in thousands. 

 

Results 

We start with the basic results from the Rees (1997) model on a per share basis, shown in 

Table 4.11  These results are broadly consistent with Rees’s (1997) results, although we note 

the decline in the explanatory power of earnings and capital expenditure, and the apparent 

increase in the coefficient on book value in the regressions.  Our coefficient on earnings may 

appear to be surprisingly low, but is consistent with those coefficients reported in Dedman et 

al (2009). Turning to the CSR variables of interest, we see that the Environment measure of 

CSR adds significant value to the firm.  The Employee measure is positive, but is not 

significant at conventional levels.  Community has a highly significant impact on value.  

Finally, we see that our composite measure of CSR also has a highly significant impact on 

value.  Of course, these relationships assume that CSR has a linear effect on value.  Given the 

evidence in Barnett and Salomon (2011), we also test for non-linearities in this and other 

regression relationships by including a quadratic term for CSR.  The quadratic term is never value 

relevant.12   

 

The alternative Hand and Landsman (2005) model results are reported in Table 5.  Whilst we note 

that consistent with Hand and Landsman (2005, Table 4) capital contributions have a significant 

positive effect on value, our conclusions with regard to other variables remain largely unchanged.  

We still find that the earnings coefficient is insignificant, and that (in unreported regressions) 

absent other effects, value is explained by book values and dividends, but not earnings.13  One 

way of reading these results is to conclude that in the presence of industry controls dividends 

overwhelm current earnings as an indicator of long term expected persistent earnings.  Notably 

                                                 
11 We obtain consistent results for our variables of interest from the Collins et al (1999) model, but do not report 
these for space reasons.  Further, we note that in constraining the coefficient on dividends to be -1, the Collins et 
al (1999) model seem unsatisfactory as a base model, given the evidence in both Rees (19997) and Hand and 
Landsman (2005), especially if CSR is correlated with dividends, as Table 2 shows to be the case.  The Collins 
et al (1999) shows coefficients for the CSR variables more than twice as large as those reported for the Rees 
(1997) model, and they are always statistically significant. 
12 This is not necessarily inconsistent with the Barnett (2007) theory if markets anticipate that firms in the “start-
up” phase of CSR will eventually gain value from their initial (low level) investment in CSR. 
13 Neither is this explained by annual regressions, which show that whilst EPS has a significant positive 
coefficient in the Rees (1997) model in some years (and a negative coefficient in 2003), it is always subsumed 
by including industry controls.  Earnings is never significant in the Hand and Landsman model once industry 
dummies are included. 
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our CSR indicators Environment, Community and our Composite indicator retain their 

explanatory power, with coefficients somewhat higher than those found using the Rees (1997) 

model.  However, the Employee indicator again fails to be significant.  

 

In Table 6 we run the “combined” model, which incorporates both Rees (1997) and Hand and 

Landsman (2005) variables, with the addition of a size control.  These results generally show that 

book value, dividends, capital contributions and total liabilities explain value.  In terms of our 

CSR variables, Environment remains significant, as does Community and the overall Composite 

indicator.  Again the Employee is not significant at conventional levels.  The coefficients reported 

on the CSR variables are similar to those reported for the Rees (1997) model.  These results are 

important given the correlations in Table 3, as they show that CSR valuation effects are 

independent of firm size.  Furthermore, and consistent with the Barth and Clinch (2009) analysis, 

the results demonstrate that size does not have any significant explanatory power in share-

deflated regressions. 

 

The impact of deflation 

On a per share basis, dimensions of CSR (Employee excepted) appear to have a robust positive 

effect on value.  Whilst Barth and Clinch (2009) put forward the argument for deflation on a per 

share basis, and further show that deflating per share yields robust results using simulated US 

data, as we note above, more recently Shen and Stark (2011) have questioned whether per share 

deflation is optimal when adopting the value-relevance framework in the UK.  Accordingly, in 

Table 7 we present results for the combined model deflated on a book value basis.  Shen and 

Stark (2011) discuss the arguments for including intercept terms in regressions, noting that 

whether intercepts are appropriate depends on the base valuation model specified.  Whilst 

theoretically one can argue against an intercept in the basic model, econometrically there is a case 

for including an intercept term and testing whether that intercept is zero.  In this respect we note 

that none of the intercept terms in the three per share models tested so far are significantly 

different from zero.  However, if the base model chosen has an intercept term, then on deflating 

by book value we need to include a term that is the reciprocal of the book value.  Whether we 

should then run this deflated regression including or excluding an intercept term is moot.  In the 

Table 7 results we include a constant term, but we note that if we run the regression tests 

excluding a constant, the explanatory power of our CSR variables is increased rather than 

reduced. 
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In the deflated results we observe that the reciprocal of book value, deflated dividends, and 

capital contributions are all positively related to value.  Total liabilities loses its explanatory 

power on a deflated basis, whereas Capex gains some explanatory power, albeit only at the 10% 

level.  Environment, Community and Composite measures all retain their explanatory power, 

showing that our results are robust to deflation.  Intriguingly, on a deflated basis Employee 

becomes significantly positive at the 5% level. 

 

Profitable vs loss-making firms 

Our finding that earnings are not significantly priced leads us to investigate whether our results 

hold in loss making and profit making firms.  Additionally, Franzen and Radhakrishnan (2009) 

show that if linear information dynamics apply, then any information in disaggregated 

intangibles expenditure will not be value relevant.14  The intuition is that in such steady state 

firms, current earnings will be a sufficient statistic to fully capture all information about 

future earnings.  By contrast, in some firms (e.g. loss making start-ups) linear information 

dynamics will not apply and intangible asset expenditures may convey information about 

future earnings not present in current earnings.  Broadly similar arguments might apply to 

CSR, in that if firms are in a steady state and linear information dynamics apply, then current 

earnings will reflect benefits from past CSR activity and so current CSR will not show up as 

value-enhancing.  In Franzen and Radhakrishnan (2009) the important distinction is between 

steady state and non-steady state firms, but their proxy is profitable firms versus loss making 

firms.  We repeat their experiment by segregating the data into profitable and loss making 

firm-year observations and then run the regression from (11) above, with results presented in 

Tables 8 and 9.  Profitable firms, reported in Table 9, retain the relationships seen in Table 6.  

However, we note that the value relevance of Environment is weakened, with the variable 

only having a significant impact at the 10% level.  Employee remains insignificant, whilst 

Community and Composite measures remain significant.   

 

According to Franzen and Radhakrishnan (2009), we might expect CSR to have a greater 

impact on value in loss making firms, to the extent that loss-making is a proxy for firms being 

young growth firms.  First, we note that the earnings coefficient is now significant, although 

it has a small negative value, suggesting that losses are associated with a marginal increase in 

value.  Second, the coefficient on dividends is smaller and less significant than it is for loss 

                                                 
14 Specifically, they investigate R&D expenditure but the basic argument applies to any expenditure on 
intangible assets. 



18 
 

making firms.  Total liabilities reduce value, but intriguingly Capex now carries a significant 

negative coefficient, which does not seem consistent with the Franzen and Radhakrishnan 

(2009) view of loss-making firms being growth firms.  However, our CSR variables 

Environment, Community and Composite remain positively priced, albeit at only the 10% 

level for Environment.  Once again, Employee is not priced.   

 

Ohlson model based tests 

We next re-examine the valuation effect by employing the model found in Agarwal et al 

(2011, forthcoming).  The objective here is to disaggregate the value effect by examining 

whether CSR influences the persistence of abnormal earnings or the persistence of other 

information (as defined by DeChow et al, 1999).  A similar approach is found in Gregory et 

al (2011).  Agarwal et al (2011) derive an implied cost of capital (ICC) in their paper.  As we 

note above, we find no significant differences in ICC between groupings, and so employ an 

industry cost of capital in our analysis, rather than the ICC that Agarwal et al (2011) use.  In 

all other respects, we follow their approach.  This requires us to have earnings forecasts for 

one year ahead and also an observation of lagged residual income (RI).  This reduces the 

sample size to 1,879 firm-year observations.  We start by running a regression test of residual 

income (RI) on lagged RI, which gives us our basic estimate of omega which is 0.267.  As 

this seems low compared to some estimates of persistence (DeChow, Hutton and Sloan, 

1999; Gregory et al., 2005), we test the robustness of our results using the parameters  found 

in DeChow et al (1999), Dissanaike and Lim (2010), and Gregory et al (2005).  The general 

effect of using these higher parameter estimates is always to increase the significance of the 

CSR variables in the results that follow.  In other words, using the derived (low) omega 

estimate results in a conservative test. 

 

We then run regression tests, based upon (1) above, to establish the persistence of abnormal 

earnings, the results of which are reported in Table 10.   We report two versions of the test.  

The first, Model 1, shows the effect of considering the impact of CSR on the persistence of 

abnormal earnings absent other information effects.  The second, Model 2, considers the 

impact of CSR on the persistence of abnormal earnings once “other information”, defined as 

in DeChow et al (1999) is allowed for.  In all cases, we model both the impact of CSR and 

the inter-action between CSR and RI together with other information.  This necessarily means 

that the effects are generally complex, so we test for value impact by reporting the results of 
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an F-test based on median values of the modeled variables.15  Taking the results for Model 1 

first, we observe that all our CSR variables appear to have an impact by raising the 

persistence of abnormal earnings, although the effect for Environment and Employee is only 

weakly significant.  Once other information is included, Environment, Community and the 

Composite measure all appear to raise persistence levels, although the former is only 

significant at the 10% level.  Further investigation suggests that the relative weakness of 

some of these effects is primarily driven by the low value of omega.  If either the Dissanaike 

and Lim (2010) or the DeChow et al (1999) estimates of persistence are substituted for the 

derived value of omega, all of our CSR variables (including Employee) become significant in 

explaining RI persistence. 

 

Table 11 then shows the result of running an Agarwal et al (2011) Ohlson-style valuation 

regression, using interactions of CSR with all the valuation variables.  Once again, because 

the interaction effects are complex, we run an F-test on the combined valuation impact of 

each CSR variable.  The F-tests from these regressions show that all CSR variables are 

positive and highly significant in terms of their impact upon value.  In some respects, the 

scale of the coefficients is surprising.  However, we note that whilst they are far higher than 

those from either the Rees (1997) or Hand and Landsman (2005) models in Tables 4 and 5, 

they are slightly below those from the Collins et al (1999) model.  The closeness of these 

results to those from the (unreported) Collins et al (1999) model is perhaps not surprising, as 

both models effectively constrain the dividend coefficient to be -1.  From our evidence, and 

from that in Rees (1997) and Hand and Landsman (2005), we clearly know that despite the 

theoretical appeal of the dividend coefficient being -1, empirically that is far from the case, 

given it seems dividends have an important role in signaling. 

 

Implied Growth Rates 

Our final tests, reported in Tables 12 and 13, report the growth rates implied by solving for 

growth in expression (9).  Note that to conduct this exercise, we need first to drop firm-year 

observations where implied year two RI is negative (as “growth” makes little sense in such a 

situation) and secondly to drop firms where a value of git cannot be derived.  To a large 

degree, such observations overlap so in the end we are left with 1,686 usable observations.  

As would be expected if the basic Ohlson (1995) proposition holds, long run implied growth 

                                                 
15 Note that using means rather than medians in such tests does not affect the results. 
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in RI is negative at -3.05% across the whole sample.16  We first compare growth rates of the 

highest tercile group by CSR engagement with those of the zero engagement group.  These 

results are presented in Table 12 and show that for all dimensions of CSR, the implied growth 

rates for the zero engagement group are lower than those for the high engagement group, with 

differences ranging from 1.3% in the case of Environment to 0.5% in the case of Community, 

with the Composite difference being 0.7%.  However, a two-tailed t-test for differences show 

that none of these is significant, with Environment only just failing to be so (p=0.104), 

although it is significant when the growth estimates are Winsorised at the 5% level.   

 

We next run equation (10), which regresses these growth rates on industry dummies, Capex, 

TL and size.  As is evident from the R-squared values and the general lack of significance of 

the reported coefficients, most of the explanatory power in these regressions comes from the 

industry dummy variables.  Part of the difficulty is that these derived growth rates tend to be 

somewhat noisy estimates (whilst the mean is -3.05% the standard deviation is 11.39%; the 

estimates are also negatively skewed, with skewness -2.64).  Nonetheless, we see that there is 

some evidence that Community and our overall Composite measure have a weakly significant 

relationship with long term growth.   

 

Conclusions    

As we argued in the introduction to this paper, there are sound theoretical reasons why CSR 

might be expected to have an impact on value.  CSR engagement can either lower cost of capital, 

or increase expected future cash flows, or both.  If these effects are known and understood by 

market participants, they will not show up in the form of excess returns, or “alpha”, as CSR 

engagement will be “in the price”.  Indeed, one reading of the evidence in Brammer et al (2006) 

is that on a factor model basis, alphas of long-short CSR portfolios are zero in the UK.   

 

As these cash flow and cost of capital effects are difficult to separate from one another, we 

argued that the most promising way of investigating the question of whether CSR engagement in 

the UK is priced is to employ a value relevance framework.  When we do so, we find that 

Community, Environment and our Composite measure are all consistently positively priced.  This 

result holds across all of the Rees (1997), the Hand and Landsman (2005), a combined Hand-

Landsman-Rees model, and an Ohlson (1995) model.  We also show that our results are robust to 

                                                 
16 Of course, this implies a very different value of omega (0.9695) than that observed from pooled regression 
estimates of (1).  These estimates are, of course, based on forecasts, not realisations, and are those implied by 
prices on a firm by firm basis as opposed to being obtained from pooled regression estimates. 
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deflation on a book value basis.  In general, Employee is not significantly positively priced, 

except when book value deflated regressions are employed.  We also show that these results hold 

when firms are segregated into profitable and loss-making firms, although the results are 

somewhat weaker on that basis.   

 

Following Agarwal et al (forthcoming) we directly investigate the impact of CSR on the 

persistence of abnormal earnings.  Our results show that CSR engagement is associated with 

greater persistence in abnormal earnings, with Community, Environment and our Composite 

measure all being associated with increased persistence, although the effect for our Employee 

measure is limited.  That said, these results are sensitive to the omega estimate used to derive the 

“other information” parameter, and if we employ alternative estimates based on larger-scale 

experiments in the literature, we always observe significant impacts on abnormal earnings 

persistence across all dimensions of CSR.  However, applying our estimates in an Ohlson (1995) 

framework with any of our “other information” parameter estimates consistently shows that CSR 

engagement is positively associated with value.  Finally, we showed that growth rates implied by 

prices and analysts’ forecasts provide some evidence that CSR engagement is positively 

associated with higher long run expected growth in abnormal earnings. 

 

Taken as a whole, our results provide a very different view of the shareholder value of CSR 

engagement in the UK to that of Brammer et al (2006).  Far from agreeing with their view 

that CSR is “largely destructive” of shareholder value, we provide robust evidence that CSR 

engagement is value-enhancing.  The fact that we can show evidence of greater persistence in 

abnormal earnings, and some evidence of higher implied growth prospects, is important in 

suggesting that these effects are not attributable to “a one-off share price increase by an over-

exuberant equity market in the short term”, as conjectured by Brammer et al (2006, p.114) 

but rather are attributable to the rational market evaluation of the expected cash flow 

prospects of firms that engage in CSR. 

 

The important implications for fund managers would appear to be that investors neither gain 

nor lose by investing in firms with high levels of CSR engagement, as CSR activity is in the 

price.  As such, investing with a conscience would appear to be costless.  The implications 

for corporate managers are interesting.  If CSR engagement is positively priced, a well-

planned strategic programme of CSR engagement is likely to be value-enhancing. 
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Table 1: Summary CSR scores for each industry, minimum 0 maximum 3 

 Environment Employee Community Composite 
 Mean Std 

Dev 
Median Mean Std 

Dev 
Median Mean Std 

Dev 
Median Mean Std 

Dev 
Median 

Utilities 2.10 0.74 2.25 1.46 0.60 1.80 2.30 0.81 2.67 1.95 0.63 2.20 
Basic Materials 1.57 0.99 1.75 0.95 0.57 1.00 1.67 1.02 2.00 1.39 0.80 1.68 
Consumer Goods 1.31 0.87 1.50 0.86 0.64 1.00 1.58 1.00 2.00 1.25 0.77 1.45 
Oil & Gas  1.18 1.09 0.83 0.74 0.57 0.60 1.43 0.97 1.67 1.12 0.83 0.97 
Telecoms 1.01 1.05 0.58 0.84 0.77 0.60 1.49 1.15 1.33 1.11 0.95 0.84 
Financials 0.84 0.89 0.50 0.72 0.66 0.60 1.47 1.00 1.33 1.01 0.77 0.82 
Consumer Services 0.76 0.83 0.50 0.66 0.61 0.40 1.42 0.98 1.50 0.94 0.73 0.84 
Industrials 0.92 0.76 1.00 0.60 0.56 0.40 1.23 0.88 1.33 0.92 0.64 0.92 
Healthcare 0.58 0.77 0.25 0.72 0.66 0.50 1.30 0.94 1.33 0.87 0.71 0.75 
Technology 0.40 0.61 0.00 0.48 0.51 0.20 1.11 0.87 1.08 0.66 0.55 0.60 

All industries 0.90 0.89 0.75 0.70 0.62 0.60 1.38 0.97 1.33 0.99 0.74 0.90 
 
 
The EIRIS CSR performance scores have three dimensions; Environment, Employee and Community. A composite score of all three scores 
summed and divided by three is shown as Composite. Data covers the five years 2003-2007 
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TABLE 2.  Summary statistics 

 Mean Median Min Max Std Dev 
Price (���� 419.89 268.00 0.43 9066.6 581.22 
EPS (���� 24.66 14.30 -810.00 2302.00 87.63 
DPS (
��� 11.71 6.50 0.00 332.00 18.28 
NBV close (���� 209.66 107.90 0.20 9579.80 473.63 
CAPCON (Δ���� 7.19 0.46 -159.13 2708.06 59.65 
CAPEX (����� 28.85 8.68 0.00 2489.58 92.93 
TL (�$��� 698.81 166.62 0.16 102501.20 3304.06 
SIZE 12.96 2.22 0.00 507.48 37.27 
Envir  0.90 0.75 0.00 3.00 0.89 
Employee 0.70 0.60 0.00 2.60 0.62 
Comm  1.38 1.33 0.00 3.00 0.97 
Comp 0.99 0.90 0.00 2.87 0.74 
 
Financial variables are expressed as pence per share; Price (����, the share price, EPS (����, earnings per 
share, DPS (
���, dividend per share, NBV close (����, year end net book value per share, CAPCON 
(Δ����, net capital contributions received per share, CAPEX (�����, capital expenditure per share, TL 
(�$���, total liabilities per share, SIZE, employees in thousands. The EIRIS CSR performance scores 
have three dimensions; Envir, environment, Employee and Comm, community. A composite score of all 
three scores summed and divided by three is shown as Comp. Data covers the five years 2003-2007. 
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TABLE 3  Correlation Coefficients 
 

 Price EPS DPS 
NBV  
close 

CAP 
CON 

CAP 
EX SIZE TL Envir 

Employ
ee Comm Comp 

Price (���� 1.000            
EPS (���� 0.342 1.000           
DPS (
��� 0.579 0.358 1.000          
NBV close (���� 0.689 0.394 0.465 1.000         
CAPCON (Δ���� 0.146 -0.020 0.109 0.105 1.000        
CAPEX (����� 0.320 0.157 0.297 0.361 0.136 1.000       
SIZE 0.154 0.097 0.186 0.097 -0.012 0.038 1.000      
TL (�$��� 0.164 0.277 0.337 0.393 0.043 0.099 0.088 1.000     
Environment 0.229 0.136 0.294 0.117 -0.005 0.114 0.320 0.081 1.000    
Employee 0.151 0.093 0.224 0.077 -0.012 0.080 0.308 0.154 0.672 1.000   
Comm 0.178 0.102 0.235 0.063 -0.030 0.053 0.324 0.121 0.687 0.781 1.000  
Comp 0.211 0.124 0.281 0.095 -0.018 0.091 0.354 0.128 0.883 0.886 0.925 1.000 
 
Financial variables are expressed as pence per share; Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, 
NBV close (����, year end net book value per share, CAPCON (Δ����, net capital contributions received per share, CAPEX (�����, capital 
expenditure per share, TL (�$���, total liabilities per share, SIZE, employees in thousands.   The EIRIS CSR performance scores have three 
dimensions; Envir, environment, Employee and Comm, community. A composite score of all three scores summed and divided by three is 
shown as Comp. Data covers the five years 2003-2007. 
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TABLE 4.  Regression of share price on individual CSR scores and financial variables from Rees (1997) model  
��� �  ∑ �� �!� ��

 "�#
 "	 �  �	��� �  ����� �  ��
�� �  ���$�� �  ������ � �%�&��� �  ���  

 Envir  Employee  Community  Composite  
NBV close (���� 0.728 *** 0.731 *** 0.734 *** 0.732 *** 
 (0.086)  (0.086)  (0.086)  (0.086)  
EPS (���� 0.195  0.204  0.193  0.195  
 (0.244)  (0.247)  (0.244)  (0.244)  
DPS (
��� 9.954 *** 10.166 *** 9.909 *** 9.912 *** 
 (2.440)  (2.470)  (2.455)  (2.461)  
TL (�$��� -0.036 *** -0.037 *** -0.036 *** -0.036 *** 
 (0.007)  (0.007)  (0.007)  (0.007)  
CAPEX (����� 0.195  0.198  0.204  0.197  
 (0.328)  (0.328)  (0.327)  (0.327)  
Environment 36.668 **       
 (15.135)        
Employee   30.897      
   (18.879)      
Community     41.555 ***   
     (13.059)    
Composite       49.494 *** 
       (18.141)  
IND various  various  various  various  
Intercept 142.110  163.352  127.810  131.539  
 (147.334)  (145.757)  (144.545)  (145.006)  
R- squared 0.64  0.64  0.64  0.64  
 
Variables are expressed as pence per share; Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, NBV 
close (����, year end net book value per share, CAPEX (�����, capital expenditure per share, TL (�$���, total liabilities per share, SIZE, 
employees in thousands., IND are dummies for the 39 sectors delineated by ICB. CSR variables are the scores for environment, 
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Employee, community and the composite CSR score. 2 way clustered standard errors are shown in parentheses, *** indicates a p value 
less than 1%, ** indicates a p value less than 5% and * indicates a p value less than 10% for a two tailed test, data is for the five years 
2003 to 2007, totalling 2,632 observations.   
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TABLE 5.  Regression of share price on individual CSR scores and financial variables from Hand and Landsman (2005) model  
��� �  ∑ �� �!� ��

 "�#
 "	 �  �	��� �  ����� �  ��
�� � ��Δ��� � ���&��� �  ���  

 Envir  Employee  Community  Composite  
NBV close (���� 0.668 *** 0.669 *** 0.673 *** 0.670 *** 
 (0.093)  (0.092)  (0.093)  (0.093)  
EPS (���� 0.083  0.091  0.082  0.083  
 (0.242)  (0.246)  (0.243)  (0.243)  
DPS (
��� 8.940 *** 9.255 *** 8.946 *** 8.936 *** 
 (2.291)  (2.297)  (2.288)  (2.297)  
CAPCON (Δ���� 0.501 *** 0.492 *** 0.517 *** 0.510 *** 
 (0.127)  (0.128)  (0.124)  (0.126)  
Environment 45.805 **       
 (19.264)        
Employee   25.708      
   (19.563)      
Community     44.251 ***   
     (12.873)    
Composite       54.053 *** 
       (19.423)  
IND various  various  various  various  
Intercept 156.056  192.208  149.372  151.603  
 (137.950)  (138.187)  (136.026)  (136.618)  
R- squared 0.61  0.61  0.61  0.61  
 
The variables are: Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, NBV close (����, year end net 
book value per share, CAPCON (Δ����, net capital contributions received per share, SIZE, employees in thousands, IND are dummies for 
the 38 sectors delineated by ICB. CSR variables are the scores for environment, Employee, community and the composite CSR score. 2 
way clustered standard errors are shown in parentheses, *** indicates a p value less than 1%, ** indicates a p value less than 5% and * 
indicates a p value less than 10% for a two tailed test, data is for the five years 2003 to 2007, totalling 2,632 observations.   
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TABLE 6.  Regression of share price on individual CSR scores and financial variables from both Rees (1997) and Hand and 
Landsman (2005) models, with size control  

��� �  , �� �!� ��

 "�#

 "	
�  �	��� � ����� �  ��
�� �  ��Δ��� � ���$�� � �%���� � �*&�)�� �  �+�&��� � ��� 

 Environment  Employee  Community  Composite  
NBV close (���� 0.725 *** 0.727 *** 0.731 *** 0.729 *** 
 (0.086)  (0.086)  (0.086)  (0.086)  
EPS (���� 0.216  0.223  0.216  0.217  
 (0.233)  (0.235)  (0.233)  (0.232)  
DPS (
��� 9.751 *** 9.942 *** 9.705 *** 9.713 *** 
 (2.432)  (2.453)  (2.441)  (2.450)  
CAPCON (Δ���� 0.502 *** 0.499 *** 0.517 *** 0.511 *** 
 (0.161)  (0.160)  (0.160)  (0.162)  
TL (�$��� -0.036 *** -0.037 *** -0.036 *** -0.036 *** 
 (0.007)  (0.006)  (0.006)  (0.007)  
CAPEX (����� 0.164  0.169  0.170  0.163  
 (0.323)  (0.324)  (0.324)  (0.323)  
SIZE 0.240  0.324  0.160  0.174  
 (0.265)  (0.283)      
Environment 35.036 **       
 (15.460)        
Employee   27.459      
   (18.886)      
Community     41.659 ***   
     (12.458)    
Composite       48.807 *** 
       (18.089)  
IND various  various  various  various  
Intercept 141.122  161.712  125.871  130.296  
 (147.209)  (145.536)  (144.511)  (145.244)  
R- squared 0.64  0.64  0.64  0.64  
Variables are; Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, NBV close (����, year end net 
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book value per share, CAPCON (Δ����, net capital contributions received per share, CAPEX (�����, capital expenditure per share, TL 
(�$���, total liabilities per share, SIZE, employees in thousands., IND are dummies for the 38 sectors delineated by ICB. CSR variables 
are the scores for environment, Employee, community and the composite CSR score. 2 way clustered standard errors are shown in 
parentheses, *** indicates a p value less than 1%, ** indicates a p value less than 5% and * indicates a p value less than 10% for a two 
tailed test, data is for the five years 2003 to 2007, totalling 2,632 observations.   
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TABLE 7.  Regression of share price on individual CSR scores and financial variables from both Rees (1997) and Hand and 
Landsman (2005) models, with size control and deflated by book value 

���/��� �  , �� �!� ��

 "�#

 "	
�  �	1/��� �  �����/��� �  ��
��/��� �  ��Δ���/��� � ������/��� �  �%����/��� � �*&�)�� � �+�&��� � ��� 

 Envir  Employee  Community  Composite  
1/NBV closing 16.784 ** 16.807 ** 16.845 ** 16.882 ** 
 (7.383)  (7.344)  (7.374)  (7.371)  
EPS/NBV -0.283  -0.286  -0.284  -0.283  
 (0.927)  (0.926)  (0.928)  (0.926)  
DPS/NBV 10.494 ** 10.505 ** 10.496 ** 10.480 ** 
 (5.056)  (5.032)  (5.040)  (5.037)  
CAPCON/NBV 2.667 *** 2.669 *** 2.690 *** 2.686 *** 
 (0.851)  (0.850)  (0.845)  (0.848)  
TL/NBV 0.202  0.202  0.202  0.201  
 (0.171)  (0.171)  (0.172)  (0.171)  
CAPEX/NBV 0.267 * 0.266 * 0.265 * 0.266 * 
 (0.139)  (0.138)  (0.139)  (0.138)  
Environment 0.475 **       
 (0.226)        
Employee   0.868 **     
   (0.365)      
Community     0.464 ***   
     (0.154)    
Composite       0.719 *** 
       (0.272)  
SIZE -0.003  -0.003  -0.003  -0.004 * 
 (0.002)  (0.002)  (0.002)  (0.002)  
IND various  various  various  various  
Intercept 1.996 *** 1.973 *** 1.934 ** 1.787 ** 
 (0.770)  (0.729)  (0.778)  (0.795)  
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R- squared 0.61  0.61  0.61  0.61  
The variables are; Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, year end net book value per 
share, CAPCON (Δ����, net capital contributions received per share, CAPEX (�����, capital expenditure per share, TL (�$���, total 
liabilities per share, SIZE, employees in thousands, and are all deflated by NBV close (����, plus IND are dummies for the 38 sectors 
delineated by ICB. CSR variables are the scores for environment, Employee, community and the composite CSR score. 2 way clustered 
standard errors are shown in parentheses, *** indicates a p value less than 1%, ** indicates a p value less than 5% and * indicates a p 
value less than 10% for a two tailed test, data is for the five years 2003 to 2007, totalling 2,632 observations.   
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TABLE 8.  Regression of share price on individual CSR scores and financial variables from both Rees (1997) and Hand and 
Landsman (2005) models, with size control, for firms with EPS>0 
��� �  ∑ �� �!� ��

 "�#
 "	 �  �	��� �  ����� �  ��
�� � ��Δ��� � ���&��� � �%���� � �*���� � �+&�)�� � ���  

 Environment  Employee  Community  Composite  
NBV close (���� 0.751 *** 0.753 *** 0.757 *** 0.754 *** 
 (0.070)  (0.070)  (0.071)  (0.071)  
EPS (���� 0.265  0.267  0.262  0.266  
 (0.335)  (0.338)  (0.331)  (0.332)  
DPS (
��� 9.660 *** 9.829 *** 9.613 *** 9.623 *** 
 (2.226)  (2.230)  (2.221)  (2.235)  
CAPCON (Δ���� 0.331 ** 0.329 ** 0.345 *** 0.338 ** 
 (0.137)  (0.139)  (0.133)  (0.134)  
TL (�$��� -0.038 *** -0.038 *** -0.038 *** -0.038 *** 
 (0.008)  (0.007)  (0.008)  (0.008)  
CAPEX (����� 0.207  0.211  0.211  0.206  
 (0.266)  (0.268)  (0.269)  (0.267)  
SIZE 0.194  0.264  0.122  0.134  
 (0.274)  (0.292)      
Environment 30.621 *       
 (18.168)        
Employee   25.137      
   (22.148)      
Community     38.345 ***   
     (13.497)    
Composite       44.157 ** 
       (21.326)  
INDUST various  various  various  various  
Intercept 125.493  143.348  108.610  113.695  
 (154.265)  (153.850)  (153.757)  (153.273)  
R- squared 0.65  0.64  0.65  0.65  
The variables are: Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, NBV close (����, year end net 
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book value per share, CAPEX (�����, capital expenditure per share, TL (�$���, total liabilities per share, SIZE, employees in thousands., 
IND are dummies for the 39 sectors delineated by ICB. CSR variables are the scores for environment, Employee, community and the 
composite CSR score. 2 way clustered standard errors are shown in parentheses, *** indicates a p value less than 1%, ** indicates a p 
value less than 5% and * indicates a p value less than 10% for a two tailed test, data is for the five years 2003 to 2007, totalling 2,186 
observations.   
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TABLE 9.  Regression of share price on individual CSR scores and financial variables from both Rees (1997) and Hand and 
Landsman (2005) models, with size control, for firms with EPS<0 
��� �  ∑ �� �!� ��

 "�#
 "	 �  �	��� �  ����� �  ��
�� � ��Δ��� � ���&��� � �%���� � �*���� � �+&�)�� � ���  

 Environment  Employee  Community  Composite  
NBV close (���� 0.427 *** 0.425 *** 0.425 *** 0.427 *** 
 (0.099)  (0.099)  (0.098)  (0.098)  
EPS (���� -1.369 ** -1.381 ** -1.363 ** -1.371 ** 
 (0.554)  (0.569)  (0.567)  (0.563)  
DPS (
��� 6.171 * 6.296 * 6.375 * 6.257 * 
 (3.743)  (3.732)  (3.613)  (3.716)  
CAPCON (Δ���� 1.275  1.254  1.260  1.272  
 (0.822)  (0.820)  (0.819)  (0.821)  
TL (�$��� -0.012 ** -0.010 ** -0.010 ** -0.011 ** 
 (0.005)  (0.004)  (0.004)  (0.005)  
CAPEX (����� -0.458 * -0.469 * -0.459 * -0.464 * 
 (0.275)  (0.274)  (0.266)  (0.273)  
SIZE 0.436  0.458  0.249  0.279  
 (0.318)  (0.447)      
Environment 37.418 *       
 (20.066)        
Employee   35.960      
   (30.001)      
Community     33.562 **   
     (14.552)    
Composite       47.074 * 
       (24.205)  
IND various  various  various  various  
Intercept 334.713 ** 350.648 ** 336.248 ** 333.159 ** 
 (145.174)  (140.038)  (140.906)  (144.350)  
R- squared 0.73  0.73  0.73  0.73  
The variables are: Price (����, the share price, EPS (����, earnings per share, DPS (
���, dividend per share, NBV close (����, year end net 
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book value per share, CAPEX (�����, capital expenditure per share, TL (�$���, total liabilities per share, SIZE, employees in thousands., 
IND are dummies for the 39 sectors delineated by ICB. CSR variables are the scores for environment, Employee, community and the 
composite CSR score. CSR variables are the scores for environment, Employee, community and the composite CSR score. 2 way 
clustered standard errors are shown in parentheses, *** indicates a p value less than 1%, ** indicates a p value less than 5% and * 
indicates a p value less than 10% for a two tailed test, data is for the five years 2003 to 2007, totalling 436 observations.   
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Table 10: Agarwal et al (2011) style regressions for persistence of abnormal earnings. 
Model Lag RI CSR Lag RI x CSR υ υ x CSR Combined 

effect F-
test 

R2 

Model 1: Environment 0.398 12.187 -0.149   11.234 0.027 
                p-value (0.002) (0.073) (0.072)   (0.096)  
Model 2 :Environment 0.321 7.965 -0.102 -0.764 0.442 10.488 0.193 
                p-value (0.005) (0.199) (0.178) (0.000) (0.000) (0.088)  
        
Model 1: Employee 0.121 15.017 0.126   15.826 0.026 
                p-value (0.345) (0.109) (0.380)   (0.088)  
Model 2 : Employee -0.034 -17.843 0.452 -2.101 3.467 9.961 0.475 
                p-value (0.705) (0.008) (0.000) (0.000) (0.000) (0.130)  
        
Model 1: Community 0.197 15.475 0.011   15.544 0.028 
                p-value (0.219) (0.009) (0.905)   (0.009)  
Model 2 : Community 0.199 6.594 0.016 -0.709 0.802 12.460 0.179 
                p-value (0.177) (0.230) (0.843) (0.000) (0.000) (0.022)  
        
Model 1: Composite 0.281 18.764 -0.059   18.390 0.027 
                p-value (0.061) (0.019) (0.597)   (0.021)  
Model 2 : Composite 0.224 8.664 -0.014 -1.042 0.982 15.628 0.256 
                p-value (0.087) (0.217) (0.882) (0.000) (0.000) (0.025)  
 
 
The table shows the regression of abnormal earnings on lagged abnormal earnings and the CSR score variable (Model 1), and lagged abnormal 
earnings, CSR and interacted CSR score variables (Model 2).  The Model 2 regression estimated is: 
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Figures in parentheses are p-values using two-way clustered (firm and year) standard errors using the Petersen (2009) approach.  Dummy 
variables are included for the 39 Datastream industry codes.  The regressions are based upon 1,879 firm-year observations. 
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TABLE 11.  Regression of share price on Ohlson model variables with CSR  

ititit
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 Environment  Employee  Community  Composite  
NBV close 0.975 ***  0.914 ***  0.906 ***  0.963 ***  
 0.176  0.149  0.186  0.182  
Residual income (a

itx ) -0.429 ***  -0.468 **  -0.290 **  -0.272 **  
 0.166  0.216  0.128  0.130  
Other info ( itυ ) 0.614 ***  -0.808  0.065  0.454 ***  
 0.145  0.671  0.343  0.150  
CSR score 88.108 ***  63.979 **  71.437 **  112.682 ***  
 27.926  27.393  35.227  38.390  
CSR x NBV -0.127  -0.114  -0.029  -0.127  
 0.131  0.158  0.153  0.172  
CSR x a

itx  1.042 ***  1.149 **  0.479 *  0.744 **  
 0.370  0.553  0.248  0.344  
CSR x itυ  -0.260 ***  1.669  0.150  -0.257  
 0.079  1.104  0.448  0.160  
IND various  various  various  various  
Intercept 125.868  237.202 *  154.812  129.307  
 133.149  123.923  121.988  124.898  
Test of combined effect 
of CSR on median obs 

79.575 ***  71.571 ***  72.590 ***  102.348 ***  
18.409  21.476  21.418  25.706  

R- squared 0.564  0.544  0.546  0.552  
The variables are: Price, the stock price, NBV closing net book value per share, abnormal earnings (or residual income) per share,a

itx  

other information per sahre (itυ ), IND are dummies for the 39 sectors delineated by ICB. CSR variables are the scores for environment, 

Employee, community and the composite CSR score. 2 way clustered standard errors are shown in parentheses, *** indicates a p value 
less than 1%, ** indicates a p value less than 5% and * indicates a p value less than 10% for a two tailed test, data is for the five years 
2003 to 2007, totalling 2,632 observations.   
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Table 12. Summary of growth rates implied by Residual Income Model 

CSR 
Category 

Environment Employee Community Composite Overall 
N Growth N Growth N Growth N Growth Growth 

Zero 499 -3.8% 333 -3.8% 261 -3.4% 137 -3.7% n.a. 
High 367 -2.5% 383 -3.2% 467 -2.8% 548 -2.9% n.a. 
Overall 1686 n.a. n.a. n.a. n.a. n.a. n.a. n.a. -3.0% 
Diff   1.3%   0.6%   0.5%   0.7%   
p   0.104  0.500  0.521  0.242   
 

The table shows the growth in terminal (year 2) residual income implied by solving equation (9) in the text: 
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for git.  Growth rates are then Winsorised at the 2.5% level.  Firms are grouped into categories of CSR activity, with “Zero” being those with no 
commitment to CSR, and the remainder grouped into terciles according to their degree of commitment, “High” being the highest category of 
CSR engagement.  Only firms with a positive implied residual income in Year t+2 are included. 
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TABLE 13.  Regression of implied growth on individual CSR scores and control variables  

'�� �  , (� �!� ��

 "�#

 "	
�   (	���� �  (������(� &�)�� �  (��&��� � ��� 

 Environment  Employee  Community  Composite  
CAPEX (����� 0.001%  0.001%  0.001%  0.001%  
 (0.005%)  (0.005%)  (0.005%)  (0.005%)  
TL (�$��� 0.000%  0.000%  0.000%  0.000%  
 (0.000%)  (0.000%)  (0.000%)  (0.000%)  
SIZE 0.006%  0.007% ** 0.004%  0.005%  
 (0.005%)  (0.003%)  (0.004%)  (0.004%)  
Environment 0.426%        
 (0.570%)        
Employee   0.277%      
   (0.299%)      
Community     0.790% *   
     (0.456%)    
Composite       0.764% * 
       (0.462%)  
IND various  various  various  various  
Intercept 0.020%  0.262%  -0.536%  -0.289%  
 (1.252%)  (1.123%)  (1.309%)  (1.224%)  
R- squared 0.19  0.18  0.19  0.19  
 
The dependent variable is implied growth in terminal (year 2) residual income implied by solving equation (9) in the text: 
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for git.  Growth rates are then Winsorised at the 2.5% level.  Firms are grouped into categories of CSR activity, with “Zero” being those with no 
commitment to CSR, and the remainder grouped into terciles according to their degree of commitment, “High” being the highest category of CSR 
engagement.  Only firms with a positive implied residual income in Year t+2 are included.  The independent variables are: CAPEX capital 
expenditure per share, TL total liabilities per share, IND are dummies for the 38 sectors delineated by ICB. CSR variables are the scores 
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for environment, Employee, community and the composite CSR score. 2 way clustered standard errors are shown in parentheses, *** 
indicates a p value less than 1%, ** indicates a p value less than 5% and * indicates a p value less than 10% for a two tailed test, data is 
for the five years 2003 to 2007, totalling 1,686 observations.   
 
 


