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ABSTRACT

Corporate Social Responsibility (CSR) is becoming increasingly important in today’s business
landscape. CSR focuses on a business model where companies integrate social, environmental,
and ethical concerns into their operations and interactions with stakeholders. As environmental
and social concerns continue to raise public awareness and stakeholders’ expectations, many
businesses have begun to incorporate strategic CSR practices. At the same time, governments
and regulators require businesses to operate in an environmentally sustainable and socially

responsible manner while maintaining high governance standards.

From the perspective of investors, the expansion of CSR has led to the development of
sustainable investment practices, resulting in the emergence of Socially Responsible Investing
(SRI). SRI emphasizes the integration of environmental, social, and governance (ESG) issues
into investment decisions. As investors become increasingly aware of the impacts their
investments have on society and the environment, they seek to align their portfolios with
broader ethical and sustainability criteria. Essentially, both CSR and SRI approach ESG issues

from the perspective of companies, investors, and their stakeholders.

In contrast to developed markets like the USA, UK, and Australia, where CSR and, to some
extent, SRI have gained considerable attention, these concepts are still evolving in developing
economies such as India. Given their growing importance and relevance, this study aims to
explore the financial performance of CSR and SRI within the Indian corporate and investment
landscape. India presents a compelling case for exploring CSR and SRI due to the increasing
regulations mandating CSR and standardizing ESG reporting, as well as the growing awareness

among companies and investors.

The extant literature on the financial performance of CSR and SRI presents mixed findings and

lacks conclusiveness. While some studies suggest positive financial outcomes of CSR and SRI,



others provide empirical evidence for negative or neutral relationships. Additionally, most
research focuses on American and European firms, with limited studies on developing
economies. Moreover, the literature lacks a thorough exploration of the complex CSR-CFP
relationship, such as the role of moderators and mediators, and does not provide comprehensive
insights into SRI strategies. Given the institutional and regulatory differences, the findings

from the existing studies cannot be effectively generalized to the Indian context.

This study seeks to address these research gaps by examining the financial performance of CSR
and SRI in a developing country context, specifically India. Four research objectives are
formulated based on the identified research gaps. The first three objectives focus on Indian
firms, covering the financial years 2014-15 to 2021-22. For the fourth objective, the study
adopts a cross-country perspective on SRI, examining major capital markets of India, China,
the US, and the UK over the period 2015 to 2022. Secondary data for analysis is sourced from

Bloomberg®, CMIE Prowess® databases, and company annual reports.

In its first objective, the study explores the CSR-CFP link for Indian firms from the financial
year 2014-15 to 2021-22, employing panel data regression. Focusing primarily on the post-
mandatory CSR period, the study incorporates both accounting and market-based financial
performance metrics in its analysis. Drawing on key theories like stakeholder theory, good
management theory, and slack resources theory, it provides empirical evidence on the CSR-
CFP dynamics under ‘prospective’ and ‘retrospective’ approaches. Additionally, the study
explores these relationships through disaggregate analyses based on firm size and age for a

comprehensive evaluation.

In its second objective, the study extends the exploration of the CSR-CFP relationship by
examining the moderators and mediators that influence this relationship for Indian firms.

Specifically, it investigates ownership structure as a moderator and intellectual capital as a

Vi



mediator governing the CSR-CFP relationship. Four distinct ownership types, family,
government, institutional, and foreign, are examined as moderators. The ownership impact is
further disaggregated by studying business group firms and stand-alone firms separately.
Additionally, the sub-components of intellectual capital, including human, structural, capital
employed, and relational capital, are examined as mediators using random effects panel

regression.

Within the framework of SRI, the third objective of the study explores and compares the
financial performance of socially responsible stocks and irresponsible stocks relative to the
market benchmark using factor models, including the Capital Asset Pricing Model (CAPM),
the Fama-French three-factor model, and the Carhart four-factor model in the Indian stock
market. Disaggregate analyses, such as sub-period analysis and crisis-period analysis are

conducted to comprehensively examine the performance of both categories of stocks.

As part of the last objective, the study presents a cross-country perspective on SRI. To that end,
the study evaluates the financial performance of socially responsible indices of India, China,
the US, and the UK using various risk-adjusted measures such as Sharpe ratio, Jensen alpha,
Treynor ratio, Information ratio, Modified Sharpe ratio, Sortino ratio, and Omega ratio. Under
disaggregate analyses, various sub-period analyses, including a crisis period analysis, to assess
the impact of the COVID-19 market downturn on the performance of sample indices are also

performed.

For each objective, the study conducts necessary statistical diagnostics and robustness checks
to strengthen the reliability of its findings. The research hypotheses are framed based on
dominant positions in the literature after a thorough review, and the selection of variables and

methodology is guided by well-informed theoretical frameworks.

vii



The findings of the study demonstrate a positive impact of current CSR on subsequent financial
performance, aligning with stakeholder theory and good management theory for Indian firms.
However, the results do not support slack resources theory or the influence of prior financial
performance on subsequent CSR. This comprehensive analysis provides explanations for the
heterogeneous findings reported in the literature. The empirical results also indicate positive
moderation by family and government ownership in the CSR-CFP relationship. Additionally,
the results confirm the partial positive mediation of intellectual capital in the CSR-CFP
relationship, with further partial mediation by human capital efficiency and capital employed

efficiency in select cases.

Within the SRI framework, the study provides evidence that responsible stocks outperform the
market benchmark, while irresponsible stocks underperform. During the crisis period analysis,
responsible stocks outperformed, whereas irresponsible stocks underperformed the market
benchmark. When exploring a cross-country perspective on SRI, the findings suggest that there
is no homogeneous or universal outcome; results vary by geographic region, study period,
market conditions, and the extent of SRI adoption. SRI can also serve as a hedge against market

volatility, as observed during the COVID-19 crisis.

The study has important implications for academia, corporations, investors, and policymakers.
It contributes to the growing discourse on corporate sustainability and sustainable finance,
advocating for CSR and SRI practices among corporations and investors. For policymakers, it
highlights the increasing importance of CSR and SRI in fostering sustainable business practices

among companies and enhancing investor confidence.
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