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Abstract

Corporate social responsibility (CSR) has emerged as a major area of study in academic
research. There has been a significant increase in studies on CSR investigating its different
facets, including drivers, implementation, and outcomes. The goal of the researchers is to better
comprehend the impact of CSR on organizations and society. Particularly, there is a growing
body of literature that explores the impact of CSR on financial performance. The world is also
witnessing a rising number of regulations which mandate CSR disclosures. Driven by the
dynamic CSR environment, which is encouraging movement from self-regulation to co-
regulation, it has become imperative to investigate the manner in which these regulations

influence the financial implications of CSR.

The present study intends to investigate the financial implications of CSR in India. First, the
study examines the impact of CSR on the efficiency of corporate investments and their speed
of adjustment. Second, it identifies how lenders and equity investors perceive CSR by
examining its impact on the cost of debt and equity. Third, the study examines how the firm’s
dividend payouts and their speed of adjustment get affected by CSR. Finally, the study explores

how the regulation mandating CSR in India influences these financial implications of CSR.

The empirical analysis is conducted for a sample of firms listed on the National Stock Exchange
(NSE 500) for the period 2008 to 2019. The secondary data is retrieved from Thomson Reuters
Datastream® and Bloomberg®. The system generalized method of moments (GMM) is

deployed for estimating the dynamic panel data models.

The findings suggest that there is an inverse U-shaped relationship between CSR and
investment efficiency. This relationship is strengthened when CSR is made mandatory. Only
environmental and social factors are reported to have a significant impact on investment
efficiency. Also, the relationship is more pronounced in the case of large firms, firms that have

iv



high financial constraints and firms exhibiting higher financial reporting quality (FRQ).
Further, we observe that firms follow a target investment level which is positively influenced
by growth opportunities and leverage of the firms, while it is negatively influenced by cash
position and returns. Furthermore, the speed of adjustment of high-CSR firms is faster than that

of the low-CSR firms.

The estimation of the impact of CSR on the cost of debt and equity reveals that CSR has a U-
shaped relationship with the former while it has an inverse U-shaped relationship with the
latter, implying that lenders and investors perceive CSR differently. The cost of debt is
significantly affected only by environmental and social components. However, all three
components of ESG are found to significantly affect the cost of equity. The regulatory
intervention weakens the relationship of CSR with the cost of debt, while it is observed to
strengthen the relationship between CSR and the cost of equity. The U-shaped relationship
between CSR and the cost of debt is more noticeable for large firms and firms that have high
FRQ. The inverse U-shaped relationship between CSR and cost of equity is pronounced for

small firms, firms that have high financial constraints and firms with high FRQ.

Lastly, we observe a positive association between CSR and dividend payouts. However, the
implementation of CSR regulations has been observed to weaken the association. All the
components of ESG are found to significantly affect dividends. The positive relationship
between CSR and dividends is found to be more noticeable for small firms, firms with high
financial constraints and firms that have high FRQ. Further, we note that the dividend speed of

adjustment is higher for high-CSR firms as compared to low-CSR firms.

Based on the above findings, some significant recommendations are made for managers,
investors, and regulators. Managers should embrace CSR but not overemphasize it at the

expense of other corporate operations. They should learn to strike a balance between CSR and



other priorities of the business. As CSR has been mandated in India and it has become more
challenging for businesses to differentiate on the basis of CSR, managers must now find
creative ways to use CSR to achieve a competitive advantage. Also, managers should not
compromise on the quality of financial reporting as CSR works in tandem with it and cannot

be a substitute.

Investors should consider CSR while making their investment decisions, as it has the potential
to affect the financial performance of a firm. However, they should keep in mind that firms
reap benefits from their CSR efforts when the quality of their financial reporting is also high.
Thus, they should give priority to firms with high FRQ. Investors should also acknowledge that
all the components, namely environmental, social and governance, are crucial, and they should

reward a firm’s commitment to each of these factors.

Regulators should make efforts to educate the stakeholders on the potential benefits of CSR.

They should attempt to convince the shareholders of the possible value of CSR investments.
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PHIUNC TS STRETID (ATTHHR) Q&0 ST H 30 & Th U9 &7 & =
T IR g1 TAHI, HAraa- R aRomHl 9t 39 fafid ugqsit & S &
HTHAR W 31eg o Ieora-19 g g8 ¢ Mebarat BT a6 To-! R T W)
TSR & YU DI S8R &1 1 THSHT 5 | [IRY FU ¥, e 1 T dadT §31 g §
S foxita veRf R HugeR & guE & USdrd &Rdl g1 g STk & Gar &
AT B3 arel e 1 Fgclt HeA 1 4 GE @1 7 | Tiie TSR ardrarur 4 Uk,
ol -fafgw & wg-faf g & forg siicied &l Uidnfed R 815, I8 iid 1 SifHard
g1 77T 8 fob 3 fafom WeHaiR & fa<iig yHTal &1 B8 THIfad &d &

JAAM 3T BT I HRA § TTHIAIR F AT UHTG! Bt ofig H1 81 I8 U,
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