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Abstract

Over the past few decades, corporations, investors, and policymakers have become
increasingly aware of corporate social responsibility (CSR). Firms spend substantial amount to
undertake activities that fall under the umbrella of CSR. However, the literature that examines
whether spending on CSR benefits a firm in form of risk reduction documents mixed evidence.
This thesis examines the impact of CSR spending on firm risk, specifically, idiosyncratic risk
(IVOL), financial distress risk (FDRISK), and systemic risk (MES). It uses a sample of Indian
publicly listed firms for the period from 2000 to 2022. Firms” CSR performance is measured
in terms of the actual amount spent by firms on CSR activities, which includes social-and-

community, environmental, and employee welfare.

The first research objective examines the how CSR affects /VOL. The empirical
analysis shows that firms’ spending on CSR activities significantly reduces IVOL. This
relationship is driven by firms’ stronger commitment to social-and-community and employee
welfare-related CSR activities. Furthermore, it is noted that the reduction in cash flow volatility
and financial constraints are the channels through which CSR spending affects /VOL. Firms
that spend more on employee welfare have lower /VOL and higher firm valuation. The quality

of corporate governance mechanisms affects the relationship between CSR and /VOL.

The second objective of my study is to investigate whether firms displaying their
commitment towards CSR lowers financial distress risk. I use alternative market and
accounting-based measures of financial distress risk. The results show that financial distress
risk decreases as the firms’ commitment to CSR increases. These results hold for both during
the global financial crisis and COVID-19 as well as during non-crisis periods. The relationship
becomes stronger after the implementation of Insolvency and Bankruptcy Code 2016. It is also
observed to be stronger for younger firms. Furthermore, reduction in the cost of debt and

improvement in credit rating are the channels through which social-and-community and



employee welfare-related CSR spending reduces the FDRISK. In contrast, environment-related
CSR spending does not have any significant effect on FDRISK. The negative effect of the
spending on social-and-community welfare on distress risk weakens (strengthens) with

increases in the ownership by domestic promoters (foreign promoters).

The third research objective aims to delve into the impact of CSR spending on the
systemic risk of the non-financial firms. The analysis reveals a negative effect of CSR spending
on firms’ systemic risk exposure. Consistent results are obtained for different accounting and
market-based measures of systemic risk. The negative effect of CSR on systemic risk becomes
weaker during the global financial crisis but stronger during the COVID-19. Further analysis
shows that CSR spending reduces the exposure to systemic risk through its positive effect on
the information quality and firm valuation, and negative effect on the probability of default. It
is the spending on the employee welfare that reduces the systemic risk. There is no significant
influence of the social-and-community and environment-related CSR activities on the systemic

risk.

Overall, this study finds that spending funds on CSR activities is an important measure
to reduce the firm risk and maintain the financial stability of firms. The findings of this study
will be useful to the policymakers, regulators, and government agencies that are involved in
developing policies to promote CSR spending among corporates. They will be relevant for the
corporate managers who are tasked with the design of CSR policies and risk management.
Employees can learn to work for such firms which spend towards the employee safety, training,
and welfare to ensure their job security because of overall reduction in firm risk. Investors may
find this study helpful as they can include firms spending more on CSR activities in their

portfolios to reduce the overall riskiness.
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