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Overall abstract
Background
Based on the recent regulatory change in the European Union, my research project will focus on the newly introduced Corporate Sustainability Reporting Directive (CSRD) with its mandatory sustainability risk disclosure requirements and their impact on listed companies’ performance. It became effective as of 5 January 2023, as EU Directive 2022/2464 (Keegan, 2023).  The implementation occurs in several steps as detailed below.  Annual reports for 2024, prepared after the accounts are finalized in 2025, must include disclosures on corporate social responsibility (CSR), incl. sustainability risks, for companies covered by the Financial Reporting Directive (NFRD). This requirement applies to listed companies with over 500 employees, public interest entities (PIEs), as well as banks and insurance companies. The year after, annual reports prepared in 2026 for the account closing in 2025 must include the same disclosures for medium sized companies and micro-listed companies. Therefore, information for any kind of listed companies must be publicly available latest by 2026 due to the European Sustainability Reporting Standards (ESRS) (Baddache, 2023). This allows me to focus my research on large European listed companies from the second year of my DBA on.
As already defined during my previous homework, I aim to investigate “the relationship between CSRD risk disclosures and their effects on traditional key performance indicators (KPIs), including:
· Market performance (share price),
· Profitability,
· Risk management, and
· Financing costs”  (Wohlrab, 2024 (1) p.4)
The goals of my research are to address the following questions:
· “Do companies with low sustainability risk/high ESG scores outperform their competitors?
· Do these mandatory risk disclosures influence earnings (e.g., revenue growth) or have a negative effect on costs (e.g., financing expenses)?
· How reliable and detailed is the information presented in financial statements (e.g., standardization of language)?
· Is a company that is sustainable also ethical (e.g., in business practices or fraud prevention)?” (Wohlrab, 2024 (2) p.7)
Approach and methods
My approach is to leverage an existing penal regression model from a previous study as basis for my research, which then can be further developed and adapted to the new regulatory change. After the implementation of the Sarbanes-Oxley (SOX) Act in 2002 several models had been developed to assess the new data available regarding internal control weaknesses and how they relate to a company’s performance.
For example, Daniel Beneish et al., 2007 assessed the capital market implications of disclosures regarding internal control weaknesses “under Sections 302 and 404 of the Sarbanes-Oxley Act (SOX)” (Daniel Beinish p. 46). The authors analyse how the stock market and investors' risk assessments respond to these disclosures. The authors sampled 330 firms disclosing material weaknesses “under Section 302 and 383 firms disclosing material weaknesses in audited Section 404” (Daniel Beinish p.2). They compute abnormal returns around the disclosure dates and changes in forecasted earnings and implied costs of capital. They also conduct cross-sectional analyses to examine the effect of various factors on the market response. The authors show a significant negative effect for disclosures under Section 302, but no effect for Section 404 disclosures. Section 302 disclosers demonstrate a negative impact on revenue development and cost of capital, but these results are not found for Section 404 disclosers. This model can be adapted and further developed for the disclosures of sustainable risk disclosures and their impact on the companies’ performance.
Significance of the study
Research in this area will not only enhance understanding of its effects on the European market but also provide valuable insights for global businesses. International companies with European subsidiaries will be affected by this new legislation and must include similar disclosures in their annual reports. As a result, an increase in research on this topic is expected once new data becomes available, similar to the surge in studies following the implementation of the SOX Act in 2002. Being among the first to analyse this data and develop methods to better understand the impact of CSR could significantly influence the overall perception of CSR and build the foundation for further research. Moreover, these studies will contribute to the extensive body of work on sustainability and CSR, potentially addressing several gaps in the literature that have remained unexplored due to the unavailability of data before the disclosure of sustainability risk had been made mandatory.

Limitations
One potential challenge for this research is that the implementation of these new regulations may proceed very slowly, with possible delays in the process. In some cases, deadlines for implementation could be extended if authorities find that market participants are unable to meet the original timeline. Additionally, since these are entirely new disclosure requirements, the initial quality of the data may be low, as companies will need time to adapt to the proper methods of reporting. This is likely since firms will have to develop expertise related to the new regulations. The primary difficulty in the proposed research is that the data will be entirely new, with no prior studies conducted on these datasets. As a result, working with this newly available quantitative data could be challenging, since it represents information that has not previously been accessible in the market. Moreover, models used during the implementation of the SOX Act may not be suitable for analysing sustainability risk, meaning that adaption of the models will have a high complexity. This process could be time-consuming and may prove difficult to complete within the timeframe of the DBA program.

Literature Review
The concept and definition of CSR have evolved gradually over time. Carroll (1999) traces the development of CSR from its origins in the 1950s to a more contemporary understanding in the 1990s. During the 1960s, definitions of CSR began to broaden, and this expansion continued into the 1970s. 
The 1980s saw fewer new definitions but a rise in empirical research, along with the growth of related themes such as “corporate social performance (CSP), stakeholder theory, and business ethics theory” (Carroll 1999, p. 268). By the 1990s, CSR remained central but began to shift towards alternative theoretical frameworks.
In 2010, Carroll and Shabana expanded on previous reviews by focusing on the "business case" for CSR. The business case elaborates the reasons why companies should focus on CSR and asks two key questions:
1. “What do business community and organizations get out of CSR?
2. How do they benefit tangibly from CSR policies, activities, and practices?” (Carroll and Shabana, p.85)
The business case shows financial and practical incentives for companies to adopt CSR strategies. To build this argument, the paper first revisits the historical background and perspectives discussed in Carroll’s 1999 work. Next, it briefly explores the evolving interpretations of CSR and examines the traditional arguments, both for and against, regarding whether businesses should have responsibilities beyond profit maximization. Finally, the paper outlines the specifics of the business case, aiming to clarify its meaning and assess its economic impact. In recent years, researchers contributed a variety of different perspectives to the field of CSR by analysing the impact of CSR on different parts of businesses. 
For example, Freeman and Hasnaoui (2011) examined the definitions of CSR provided by the governments and organizations of four countries: the United Kingdom, France, the United States, and Canada. The authors aim to explore whether there is a consensus on the understanding and application of CSR across these nations. The study has two main objectives:
1. To determine “if the definition of CSR developed by governments and official bodies is consistent across national boundaries.” (Freeman and Hasnaoui 2011, p. 420)
2. To test the “hypothesis that the definitions will vary according to the nation and by originating source due to cultural differences.” (Freeman and Hasnaoui 2011, p. 420)
[bookmark: OLE_LINK5][bookmark: OLE_LINK6]The researchers analysed the definitions of CSR found on government websites and from non-governmental organizations in the four selected countries. They also examined the definitions provided by international agencies that influence “the understanding and compliance with CSR” (Freeman and Hasnaoui 2011, p. 428). The definitions were then categorized using the triple bottom line (people, planet, and profit) and the three components (economic, legal, ethical, and philanthropic) from Carroll's CSR model. However, the study found that at this point of time there was no clear and consistent definition of CSR, either within or across the four countries. The definitions differ depending on the countries and the originating sources, confirming the authors' hypothesis. The differences in the definitions of CSR can be attributed to factors such as cultural, political, economic, social, and institutional frameworks that vary across countries. The authors propose that the semiotic interpretation of the language used, which changes based on these factors, contributes significantly to the understanding of the divergence of CSR.
[bookmark: OLE_LINK7][bookmark: OLE_LINK8]Another perspective was provided by Kim et al. (2012), who examined whether socially responsible firms, also known as CSR firms, have different financial reporting behaviours compared to other firms. The researchers aimed to find out whether CSR firms are less likely to manage their earnings through accounting tricks or manipulation. The main objective is to investigate the relationship between CSR and management of earnings. 
The researchers use three different measures to detect EM:
1. Analysis of discretionary accruals
2. Assessment of operational activities manipulation
3. Review of SEC Enforcement Releases
They also construct a CSR score, which evaluates firms' social performance. The researchers control for various factors that could affect both CSR and EM, such as firm size, growth opportunities, financial performance, and corporate governance. The researchers find that CSR firms are less likely to show a negative behaviour in regard to any of the three measures.
[bookmark: OLE_LINK9][bookmark: OLE_LINK10]The results suggest that ethical considerations are positively influencing managers of CSR firms to provide financial reporting of higher quality and transparency. CSR firms appear to be more conservative and prudent in their accounting and operational decisions to benefit all stakeholders.
[bookmark: OLE_LINK11][bookmark: OLE_LINK12]This was further elaborated by Kim et al. (2014), they analysed the relationship between CSR and stock price crash risk. Stock price crash risk refers to the likelihood of large negative returns on a stock. The researchers want to understand whether CSR can affect such crash risk. The researchers have two opposing hypotheses:
1. [bookmark: OLE_LINK13][bookmark: OLE_LINK14]If socially responsible firms are more transparent and less inclined to conceal negative information, then CSR should correlate with a lower risk of future stock price crash.
2. However, if managers leverage CSR to cover up the negative information and distract shareholder, CSR could then be associated with higher crash risk.
[bookmark: OLE_LINK1][bookmark: OLE_LINK2][bookmark: OLE_LINK15][bookmark: OLE_LINK16][bookmark: OLE_LINK17][bookmark: OLE_LINK18]The researchers measure CSR using the data sample of US public firms from 1995 to 2009 in the MSCI ESG database. They measure stock price crash risk using two metrics: (1) negative conditional skewness of firm-specific weekly returns (NCSKEW), and (2) the down-to-up volatility of returns (DUVOL). They regress this crash risk measures on the firm's CSR score, controlling for other factors known to affect crash risk, such as divergence of investor opinion, past returns, firm size, and accounting opacity. The researchers also conduct additional analyses to address endogeneity concerns, such as using instrumental variables and dynamic panel GMM. The results indicate a significantly negative correlation between CSR score of a firm and its risk of future stock price crashes, as measured by both metrics. This suggests that there is less future crash risk in socially responsible firms. The negative correlation between CSR and crash risk is more distinct for companies with weaker corporate governance and lower institutional ownership. This indicates the mitigating effect of CSR on crash risk is especially crucial when other governance mechanisms are weak. These findings aligned with those from Kim et al. 2012 and shows that managers in firms with strong CSR cultures are more likely to provide transparent and high-quality financial reporting and thus leads to lower future stock price crash risk. 
[bookmark: OLE_LINK19][bookmark: OLE_LINK20]In addition, Hoi et al. (2013) examined the relationship between CSR and tax avoidance with a similar objective. The authors aim to explore whether irresponsible CSR activities are associated with aggressive tax avoidance practices. The researchers use several methods to capture aggressive tax avoidance (tax sheltering, discretionary and permanent book tax difference). They use negative social ratings to measure irresponsible CSR activities, focusing on companies with four or more of these activities per year. They run regression analyses to test the hypotheses, controlling for various firm characteristics. The results demonstrate that firms with more irresponsible CSR activities are more likely to engage in tax sheltering, exhibit greater discretionary and permanent book-tax differences, and have lower cash effective tax rates. This implies a positive relationship between irresponsible CSR and aggressive tax avoidance, supporting the first hypothesis. The findings indicate that corporate culture, as manifested in irresponsible CSR behaviours, could impact aggressive tax avoidance practices. Firms that exhibit a culture of disregarding stakeholder interests are more prone to pursue strategies with aggressive tax avoidance.
[bookmark: OLE_LINK21][bookmark: OLE_LINK22][bookmark: OLE_LINK23][bookmark: OLE_LINK24]Friede, et al. (2015) on the other hand worked out the performance aspect of sustainable behaviour by assessing the relationship between ESG criteria and corporate financial performance (CFP) based on a comprehensive overview of the existing academic research. The main objective of the study was to analyse and aggregate the findings from over 2,000 empirical studies on the ESG-CFP relationship in a two-step approach, based on the hypothesis that ESG criteria are positively correlated with CFP. First, they analysed findings from "vote-count studies" that categorize studies as having positive, negative, or neutral results. Second, they conducted a "second-order meta-analysis" that aggregates the results from 25 meta-analysis studies. The study revealed that around 90% of the examined studies report a non-negative relationship between ESG and CFP. Moreover, most studies (ca. 48% in vote-count and ca. 63% in meta-analyses) report positive results. The findings also demonstrate that the positive relationship between ESG and CFP is stable over time, challenging the "learning hypothesis", which suggests that growing ESG awareness reduces the effect. The researchers also find a more positive effect for certain regions and asset classes, such as emerging markets and corporate bonds.
Garcia et al. (2017) investigates this aspect further by focusing on the BRICS nations (Brazil, Russia, India, China, and South Africa). The researchers were interested in understanding this relationship, as previous studies on the topic have produced inconclusive results, especially for emerging markets. The study had two main objectives:
1. To examine whether the profitability of a company's investments is associated with its overall ESG performance.
2. To investigate whether being a company in a sensitive industry is associated with its overall ESG performance.
For a sample of corporations from these countries, they collected data from the Thomson Reuters Eikon database to determine ESG indicators and the DataStream database for company profiles (e.g., financial leverage, free cash flow, systematic risk, and firm size). The researchers applied linear regressions with a data panel using different estimation methods, including pooled regression, random effects, and fixed effects. In contrary to Friede, et al. (2015), the results suggest that:
1. “There is no significant association between the profitability of the investments of a company and its ESG performance.” (Garcia et al. 2017, p. 138)
2. Companies in sensitive industries present a better performance.
Therefore, the findings suggest that firms from sensitive industries are the actual the driver of performance improvement, because they are characterized by social, moral, and political pressure. Therefore, they can achieve better environmental performance, as compared to those companies from non-sensitive industries. 
This has been further elaborated by an industry specific (banking) analysis by García-Sánchez and García-Meca (2017). The authors examined if banks which follow CSR practices have better earnings quality. It further analyses whether the relationship between CSR and earnings quality is affected by the levels of investor protection and bank regulation in different countries. The authors measure CSR performance using a multidimensional index covering social, environmental, and ethical dimensions while earnings quality is measured using two proxies: “earnings persistence” and “the ability of earnings to predict future cash flows”. The Arellano-Bond GMM estimator is used to address the potential endogeneity among the CSR and earnings quality. Results show that commitment to CSR increases both earnings persistence and cash flow predictability, especially in countries with higher standards of investor protection and bank regulation.
The results also suggest CSR engagement can improve the quality of bank earnings by enhancing earnings persistence, cash flow predictability and the enhancement of investor protection and bank regulation.
In the same year and contrary to the positive effects found in the study above, Bhandari and Javakhadze (2017) examined how CSR affects US firm's investment decisions and thereby its overall performance. The researchers were interested in understanding whether CSR changes capital allocation efficiency of a firm, and if so, how this distortion impacts the future financial performance of the firm. Their findings confirm that CSR can distort a firm's capital allocation efficiency by reducing investment sensitivity to growth opportunities and increasing investment dependence on internal cash flow. This distortion has been identified as more pronounced when managerial incentives are not well-aligned with shareholders' interests and when firms face strong pressure from stakeholders to engage in CSR activities. 
Further, Fatemi et al. (2018) contributed an additional perspective on the valuation of companies. They show how a firm's disclosed strengths and weaknesses in ESG factors relate to its valuation. The study demonstrates that the impact of a firm's ESG activities on its valuation is influenced by the extent of its ESG-related disclosure. The goal is to analyse how the firm value could be jointly affected by both ESG activities and the level of ESG-related disclosure with support of a two-stage least squares (2SLS) model to address potential endogeneity in ESG disclosure. 
[bookmark: OLE_LINK25][bookmark: OLE_LINK26]The findings indicate that ESG strengths enhance firm value, whereas ESG concerns diminish it. Thus, ESG disclosure tends to reduce firm value. However, disclosure has an important moderating effect: for firms with ESG concerns, increased disclosure can boost firm value by mitigating the negative impact of those concerns. Conversely, for firms with ESG strengths, more disclosure can lower firm value by diluting the positive effect of these strengths. The authors suggest that high disclosure for firms with ESG strengths may signal overinvestment or be perceived as insincere by investors. On the other hand, for firms with ESG concerns, disclosure can help legitimize their actions and reassure investors of their commitment to addressing weaknesses. Similarly, Buallay (2019) indicates that "Purpose Sustainability Reporting" has become widely embraced by companies globally due to stakeholders' increasing demand for greater transparency on ESG matters. Consequently, Buallay explores the connection between ESG factors and banks' operational performance (Return on Assets), financial performance (Return on Equity), and market performance (Tobin’s Q). The empirical analysis reveals that ESG implies significant positive effect on these metrics.

Based on several papers mentioned before and extrapolating the study done by Carroll in 1999. Latapí et al. (2019) provides a comprehensive review of the history and evolution of the concept of CSR. Again, they traced the development of CSR from its roots in the 1930s to the latest impression of CSR in the 2010s. The main objective of the paper is to provide a historical perspective on CSR as a conceptual paradigm with a systematic literature review based on publications, reports from international and/or non-governmental organisations, etc. They focused on publications that directly contributed to the evolution of the CSR concept. The review shows again that the understanding of corporate responsibility enhanced from being purely profit oriented to a broader variety of responsibilities. It has been observed that the evolution of CSR can be linked to academic contributions as well as society's expectations of corporate behaviour. 

In the early 2020, there was a strong research focus on the relationship of CSR and EM. For example, Buertey et al. (2020) investigated the relationship between CSR and EM and assessed whether corporate governance mechanisms can moderate the CSR–EM relation by using a fixed‐effect regression model to estimate the coefficients of the variables. They find a significant positive relation between CSR and EM. Additionally, they find a significant moderating effect of board size and block ownership for the CSR–EM relationship. Further, Ehsan, et al. (2022) examines the relationship between CSR and earnings EM in manufacturing corporations of Pakistan as an example of a developing economy. It aims to address the mixed and inconclusive findings from previous studies on this topic. Their research shows a negative correlation between CSR and both types of EM, supporting the idea that corporations committed to CSR are driven by a long-term oriented outlook. However, the study also finds a positive relationship between CSR and accrual-based EM, supporting the managerial opportunism hypothesis. The negative relationship between CSR and EM suggests that firms committed in higher CSR are more transparent and avoid earnings manipulation to maintain long-term stakeholder relationships. The positive relationship between CSR and accrual-based EM indicates that some firms tactically leverage CSR to conceal their opportunistic earnings management practices. 
Similarly, Chouaibi and Zouari (2022) examined the relationship between CSR practices and real earnings management (REM) among companies in the European ESG index. Their study aims to investigate the link between companies' commitment to business ethics, CSR, and executive compensation linked to sustainability goals, and the level of REM. The researchers investigated 557 European companies which were listed in the ESG index from 2010 to 2019.  They measured REM as an index combining abnormal cash flows, production costs, and discretionary expenses. The independent variables include CSR score, ethics score, and a dummy for CSR-linked executive compensation. Control variables include leverage, liquidity, firm size, country ethics, profitability, and industry. The data was analysed using panel data regressions with fixed effects. In contrary to Cao et al. (2023), the study suggest that CSR practices have a significant negative correlation with the REM level. Companies’ ethical behaviour, as measured by the ethics score, also has a significant negative impact on EM. However, the link between CSR-linked executive compensation and REM is not statistically significant. The results suggest that companies with stronger commitments to CSR and business ethics are engage less in REM practices and thus indicates that the ethical behaviour of companies involves in enhancing the quality of financial information and enhancing transparency.
[bookmark: OLE_LINK27][bookmark: OLE_LINK28][bookmark: OLE_LINK29][bookmark: OLE_LINK30]Moreover, Dorstewitz, and Lal (2022) adds a new perspective by examining the agency-theoretic approach to CSR-related questions. They compared various existing frameworks to understand how CSR agency arises within complex multi-agent and multi-sector stakeholder networks. The paper aims to develop a suitable agency-theoretic model for addressing CSR problems from an organizational standpoint. It integrates insights from systems thinking, Actor Network Theory (ANT), and pragmatist philosophy. The paper conducts a theoretical analysis and comparison of existing frameworks, including systems thinking, ANT, and pragmatist notions of transactive agency formation and moral imagination. The paper identifies that while systems thinking can provide fresh perspectives for collaborations aimed at addressing CSR challenges, it often treats components as given. ANT can uncover hidden dynamics and possibilities but lacks a genuinely evaluative stance. The pragmatist concept of imagination can mediate between these approaches by enabling deliberative, evaluative, and transformative processes. The paper proposes a new CSR practice model that integrates systems thinking, ANT, and pragmatist ideas. This model captures the indeterminate, transactive formation of transformative agency, and the role of imagination in assembling complex multi-actor and multi-sector coalitions.

[bookmark: OLE_LINK31][bookmark: OLE_LINK32][bookmark: OLE_LINK33][bookmark: OLE_LINK34]Furthermore, Drempetic et al. (2020) added another perspective by examining how firm size impacts the assessment of corporate sustainability performance, as measured by ESG scores from sustainability rating agencies. The researchers argue that larger firms may have a benefit in this assessment process owing to their greater resources for providing ESG data. The main research objectives are to investigate the relationship between firm size, data availability, resources for providing ESG data, as well as the ESG score. 
The researchers leveraged the ESG information of over 6000 companies from the ASSET database provided by Thomson Reuters. They employ two main analytical approaches:
1. Linear mixed-effects models to test the hypotheses about the influence of firm size, data availability, and resources on the ESG score and environmental performance (GHG intensity).
2. Structural equation modelling to further examine the direct and indirect effects of firm size on the ESG score.
[bookmark: OLE_LINK35][bookmark: OLE_LINK36]The results support the hypotheses: Larger firms have more resources for providing ESG data and better data availability, which positively influences their ESG scores. However, larger firms might not have lower GHG intensity, suggesting that the ESG score may not accurately reflect their environmental performance. The findings reveal a firm size bias in the ESG scores, indicating that larger firms with more resources for reporting have an advantage in evaluating their sustainability performance. This raises concerns about whether the ESG score truly measures a company's sustainability or only its ability to disclose information.

[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Another paper, which also used the same data base from Thomson Reuters is Giannopoulos et al. (2022). They examined the relationship between ESG initiatives, and the financial performance of companies listed in Norway over the past decade. The main objective of the study is to examine the relationship between ESG initiatives and those companies’ financial performance. The researchers tested the hypothesis that there is a significant relationship between ESG factors and financial performance using panel data regression analysis. However, the outcomes were mixed. A regression model with ROA as the dependent variable showed a significant negative relationship between ESG and financial performance. In contrast, an analysis using Tobin's Q as the dependent variable demonstrated a positive correlation between ESG and financial performance. The researchers suggest that the different results between ROA and Tobin's Q can be explained by the different time horizons of these measures. ROA is a short-term profitability measure, while Tobin's Q is a proxy for long-term growth and performance. The negative relationship with ROA could be due to the reallocation of resources between stakeholders when investing in ESG initiatives. The positive relationship with Tobin's Q suggests that investors value sustainability and see it as a long-term growth opportunity. 
A recent panel regression analysis which is going into the same direction as my research, and which provides a longer time horizon for analysis is Cao et al. (2023). They explore the connection between CSR and EM similarly to previous studies mentioned between 2020 and 2022 but including evolving regulatory conditions and the financial crises as an external shock event. They analyse data from 18,472 observations of U.S. firms, covering over 2,500 companies from 1993 to 2018, using various panel-data regression techniques. Their results confirm that companies with robust CSR practices and weak incentive alignment might lead to higher discretionary accruals and encounter more scrutiny under SOX. In contrast, high-CSR firms are engaging less in costly REM both before and after SOX. The study also uses the 2008-2009 financial crisis as an external shock, employing a difference-in-difference (DiD) methodology, and finds that firms with high CSR involvement practice less EM during the crisis, suggesting that high CSR firms prefer less expensive methods of earnings management when necessary. This research sheds light on how CSR affects financial reporting practices under different conditions and emphasizes the role of recent regulatory changes in enhancing financial reporting quality. Quite recently, Lajnef and Ellouz (2024) contributed further to the EM analysis by examining whether EM techniques influence the effect of CSR on both current and future performance with the focuses of the interplay between CSR, performance, and EM within countries that have a civil law system.
Based on a sample of 9,772 firm-year observations from 698 companies listed in civil law countries between 2004 and 2017, they apply various regression models to test their hypotheses. The study includes accrual earnings management (AEM), REM, and the balance between REM and AEM as mediating variables. The findings confirm that CSR practices improve both current and future firm performance and re-confirm that firms involved in CSR engage less in EM. Further, the study reveals that firms with CSR focus tend to prefer AEM over REM, suggesting they favour the less detrimental earnings management method. The researchers explain that CSR-oriented firms may engage in some EM practices to meet short-term financial targets or investor expectations, but they tend to favour AEM over REM due to ethical considerations and a long-term perspective.
The research of my DBA thesis will further contribute to this literature regarding performance and earnings management by using the newly available sustainable risk disclosure data available from 2025 onwards.
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