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[bookmark: _Toc27213899]Literature Review

The literature of this chapter discusses the inter-relationship of corporate social responsibility and the theoretical base of stakeholder theory. It also discusses the relationship of corporate social responsibility disclosure and role of signaling theory. Furthermore, we debate on corporate social responsibility and business risk. We have presented the definitions of key concepts and the past literature where critical discussion of the conclusion of their findings are also presented.
[bookmark: _Toc27213900]CSR and Stakeholder Theory

Many Scholars have studied the concept of CSR in the past and they have presented number of definitions based on the relationship of Corporate Social Responsibility (CSR) with different theories. Corporate Social Responsibility (CSR) and Stakeholder theory are two completely different fields to study but since 90’s scholars and researchers have worked the integration of the former and latter. CSR discusses organisations commitment by taking the responsibility of the environmental, social and economical well-being of the society in which organisations tend to operate, through their business practices and Stakeholder theory relates to the relationship of stakeholders and the organisation. In an effort to deduce an unbiased definition of CSR Dahlsrud (2008) have assessed 37 definitions and we chose the following definition for our literature.

“In general, corporate sustainability and CSR refer to company activities voluntary by definition demonstrating the inclusion of social and environmental concerns in business operations and in interaction with stakeholders”

Freeman (1984) contribution of the stakeholder theory helped to re-contemplate the raw description of being a firm and suggested that the firm’s only responsibility is not only focusing on the firm’s profitability and the needs of shareholders but also giving attention beyond profit maximisation, towards the society with identifying and satisfying its stakeholders. Freeman (1984) recognises value generation to be the central driver of any business but also identifies that the value generated by the enterprises is to be shared among the stakeholders which include all the actors in society that have an interest in firm’s operations. Freeman (1984) defines stakeholders as 

“any group or individual who can affect or is affected by the achievement of the organization objectives”

Boatright (2003) asserts that organisations are expected to operate for the benefit of all the parties involved such as shareholders invest their money, employees invest their time, customers and communities invest their trust. A study conducted by Mc Williams et al (2006) pointing out the legitimate stakeholders such as employees, customers, suppliers, investors and most importantly society and community, also highlights that the stakeholder theory binds the management of an organization to look after the legitimate stakeholders. Perrini and Vurro (2011) discusses that only stakeholder theory demands all stakeholders to be given equal weight of intrinsic value in order to have an entity truly responsible. Following Adeneye and Ahmed (2015), Society has been helped by the linkage with the stakeholder theory as it stresses the positive relationship and outlook for the stakeholders ultimately helps to lower the risks(operational) which means corporate performance rises. According to Mustafa et al (2012), Social impact of stakeholder theory implies that the external reputation of the company develops first and that follows with the financial results either favourable or unfavourable. 

Stakeholder theory can be divided and explained using managerial and ethical branches (Omran and Ramdhony, 2015). Stakeholder theory conflicts with the economic view of value maximisation to an extent and emphasis on the social side of the firm’s objectives. Having such ontological debate is beyond the capacity of this assignment. Having said that, Stakeholder theory has found a way to be recognised in the corporate, practical and academic world. Since early 1990s, there have been efforts from the scholars to consider stakeholder’s theory to address the issues relating to the relationship between social responsibility and firm’s financial performance and Social responsibility and firm’s value. 

Several Studies (Foote et al., 2010; Arshad et al., 2012; Saeidi et al., 2015; Fernandez, 2016) indicate support in the literature that engaging in corporate social responsibility strategies has a significant impact on the performance. However, Findings of (Aras et al., 2010; Freire et al., 2011; Lee and Chen, 2016; Sun and Price, 2017) reported an opposite conclusion such as corporate social responsibility has no significant relationship with firm’s profitability. The author Freire’s study in Brazil, in fact, establishes CSR as a value destroying tool and findings show negative correlation between firm’s value and CSR. Using the CSRI threshold, Lee and Chen (2016) study in Taiwan investigated the relationship between CSR and Firm value and found no positive influence of CSR investment on firm’s value generation. Sun and Price (2017) found the firm’s which invest little in social responsibilities tend to perform better as compare to the firms doing more in CSR and CSI.

Internal social responsibilities such as employee diversity and product quality studied by Herjoto and Jo (2011) in their research and found that paying attention on internal social responsibilities by the firms have a positive impact on the value enhancement of the firm. Mustafa et al (2012) suggests that the strategic effects of CSR need to be taken seriously for extraction of the firm performance.

Society unfriendly industries tend to get picked more in the case of issues related to environment, social and ethical. Pen et al (2012) assessed these industries including oil, weapon and cement in the US and concluded a positive relationship between firm value and CSR activities. Similarly, study conducted by Lu et al., (2013) on semiconductor industry of US found a positive impact of social responsibility investment on the overall performance of the firm. Fernandez (2016) study of Spanish listed companies draw a conclusion in favour of social policies having increased financial performance which ultimately lead to greater social benefits. Furthermore, Zameer and Maqbool (2018) investigated the relationship between CSR and Financial performance of Indian Banks and their findings indicate positive impact on Indian banks due to integration of CSR strategic intent.



[bookmark: _Toc27148154]Figure 1: The relationship between Stakeholder theory and CSR overlap (Freeman and Dmytriyev, 2017)
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[bookmark: _Toc27213901]CSR Disclosure and Signalling Theory

In an attempt to increase the transparency regarding corporate actions concerning social and environmental issues, the emergence and awareness of non-financial disclosure can be seen in recent times (Nielsen and Thomsen, 2007). Financial statements merely provide financial metrics and portrays a limited picture of any company. Therefore, in the current corporate environment, the call for non-financial information disclosure has grown as it is the understanding that the financial statements omit the salient information about the firm (Adams et al., 2011; Omran and Ramdhony, 2015). Information disclosure and voluntary disclosure is commonly expounded by Information problem theory, Agency theory or Signalling theory. We choose to employ signalling theory for our research work to address information asymmetries and concepts related to voluntary or involuntary corporate disclosures. 

Connelly et al., (2011) describes the theory with the behaviour between two parties in the instance of having access to different information. Connelly asserts that one party as a sender must know whether and how to signal the information and the other party must know the interpretation of that signal. Signalling theory has had a prominent position in different management literatures. The authors have directed the lead for the future research, encouraging to employ this theory in new ways.

The theory is important as it is often used by the organisations management to send signals in order to tackle information asymmetry (AbuBakar and Ameer, 2011). There is an understanding that between high capability and low capability firms the level of effort is dictated. Low capability firms struggle to adopt and address the CSR practices due to CSR implementation being costly. On the other hand, high capability firms find it easier as compare to the low capability firms to adopt to CSR practices and ultimately tend to gain more benefits and rewards in terms of compensation due to CSR implementation. However, keeping monetary and implicit management costs developing from the CSR practices aside, companies get the rewards of their practices having stakeholders influence on board.

Zhao et al (2016) classify information asymmetry from the point of view of low quality firms and high quality firms and their intent of addressing the incorporation of corporate social responsibility with in the companies. Similar views have been discussed by these (Connelly et al. 2011: Su et al. 2014) authors. We aim to analyse in this proposal on the basis of signaling theory that, CSR practices undertaken by the companies act as a signal to the stakeholders of the company for whom the signals are a way of gaining information. Organisations selectively reveal the CSR signals to the relevant stakeholders to dress themselves in competition with other companies to have a better image in the society and CSR ratings, in return the organisations aim to attract investment and increase in reputation.

Hetze (2016) refers to the work done by Connelly et al (2011), signaling process involves three sections. First, sender of the signal, Second, receiver and interpreter of the signal and thirdly the signal itself. The sender of the signal has the advantage of having the quality information due to the senders privileged position which is not availed by the receiver. Signal is defined by Hetze (2016) as, “the deliberate communication of positive information in an effort to convey positive organizational attributes’’. Hetze asserts that the quality plays a very important role for the signaling. The thirs element, the receiver of the signal which naturally holds a weak position due to lack of quality received in the signal. As described by Hetze (2016), citing connelly et al (2011) work. The receiver “who lack[s] information about the organization in question but would like to receive this information”. 

Emphasis also has been put on the environmental performance of the company in the past literature. According to Staden and Villiers (2011), environmental performance holds much importance for the stakeholders specially the investors because the information disclosed on environmental performance has an influence on the capital markets. In the case of any crisis, companies try to publish the information on their websites and also in their annual reports if required, that, after analyses of the positionality of the crisis and its negative potential effects. Therefore, the investors like any other stakeholders would be hesitant to invest in any company who portrays a bad environmental information or for whom the investors do not have substantial real information. A practice of revealing some private information proves to be beneficial in order to maintain their reputation in the competitive environment of the organisations to ultimately get hold of the investments which in the future be helpful towards the firm value and the public confidence. A study conducted by Thorne et al (2014) indicated the importance of a company’s quality CSR disclosure as the author points out the effectiveness of the quality signal which helps in reputation than the quantity. According to Thorne et al (2014), companies have to follow the rules and regulations set by the government for the disclosure practices. However, companies take more responsibility and reveal some extra valuable information which helps them standout among the other companies. Hence, incentives exists in terms of acquiring more investment.

While extending the research on the determinants influencing the extent of CSR disclosure on US companies, Giannarakis (2014) found significant difference between different industries and the extent of CSR disclosure. According to Omran and Ramdhony (2015), Signalling through voluntary information disclosure is necessary for the firms to compete and be successful. Findings Jitaree (2015) made of Thai companies regarding community and employee information are consistent, in particular, Jitaree found strong positive relationship between the performance measures and CSR information disclosure.

CSR disclosure have direct effect on investor reaction (Tan et al., 2016). Mohammad et al., (2018) carried out a research on Islamic Banks in the Gulf Cooperation Council (GCC) region assessing the relationship between CSR disclosure and the banks financial performance, the authors state significant positive relationship.  However, contrary to above mentioned authors and scholars’ findings, some researchers (Griffin and Sun., 2013; Michelon et al., 2015; Chen et al., 2015; Qiu et al., 2016) have attested an opposite conclusion and shown CSR disclosure negatively. Due to growing concerns over CSR (Griffin and Sun., 2013; Chen et al., 2015) investigated 75 sample companies in order to establish a relationship between CSR disclosure and financial performance and found positive correlation of CSR as a rising cost. Michelon et al (2015) points out certain loop holes and an increasing trend of lack of credibility and completeness in the practice and the information reporting. Similarly, Qui et al., (2016) examination of the same relationship states no relation between CSR disclosure and profitability.

Signalling theory approach whether is effective or not entirely depends on the company’s approach of disclosing the information and the intent of addressing the stakeholders which include the valuable investors of the company. Dividend policy of the company dictates the consequences in relation with the investors receiving the dividend signals for their decision making for the investment. Similar to the dividends scenario, when determining the operational risk, CSR reports hold immense importance and at the same time role of clarity and the acknowledgment of the CSR signal whether the performance is good or bad needs to be considered.

[bookmark: _Toc27213902]CSR and Business Risk

A considerable researchers and body of academic scholars have focused on addressing the issues related to CSR. Adequate literature and one of the dominant field has been the study on relationship between CSR and company financial performance related to firm’s value and its profitability. Surprisingly, research on CSR and the corporate business risk has not been extensive and it has been treated spo-radically. However, Husted (2005) states that previous scholars such as (Spicer, 1978) did look at the CSR and its relationship with the risk and found negative correlation between the two variables as CSR increased: Risk decreased. Additionally, Husted mentions the spurred research work of (Bowman, 1980) in strategic management field, who also mentioned CSR as a tool to decrease business risk. According to the Bowman’s claim, companies with positive CSR engagement attitude are proactive in managerial practices such as environmental assessment and stakeholder management and ultimately helps to identify the source and reduce the possibility of the business risk (Husted, B. 2005). Husted (2005) defines business risk in his work as:

“It reflects the variation in a stock’s return ascribable to firm-specific forces”



Kytle and Ruggie (2005) define it as: 

“Risk arises when a vulnerability exists within an organization’s operating system in the absence of effective controls and countermeasures”
In our work, we aim to include as much past literature as possible regarding business risks such as cost of equity capital, analyst forecast errors, dispersion in relation with the disclosures of CSR by the firms. Reverte (2012) investigated Spanish listed firms with the aim to verify whether the firms CSR disclosure rating observe lower cost of equity capital. Reverte found significantly negative relationship between CSR disclosure ratings and cost of equity capital. Research carried out by Wang et al (2013) across 35 countries observed different outcomes in North America, Europe and Africa in contrast with Asia. Wang concluded better CSR scores of the firms are significantly associated with a reduced cost of equity capital but these results are not consistent in Asian countries.
A research study by Harjoto and Jo (2014) examine the differential impact of overall, legal, and normative CSR on the analysts’ earnings forecast dispersion, stock return volatility, cost of equity capital, and firm value on US public listed firms. The findings established the CSR intensities reduce analysts’ earnings forecast dispersion, stock return volatility, cost of equity capital, and firm value. The concept of “window dressing” has been found in association with the business risk. Companies tend to use this technique of window dressing to cover up for the sake of shareholders/investors. Generally, this concept can be linked with the firm’s classified as high risk. Since even a small negative news can have drastic effects and can cause panic among the investors and creditors. The panic can lead to the possibility of the investors selling their stake and creditors to ask for debt repayment.
Many scholars (Xu et al., 2014; Dhaliwaal et al., 2014; Anthony 2015; Matheisen and Salzman. 2017) have examined the relationship of CSR and cost of equity in international and various other aspects. These scholars have employed different research approaches and research designs such as time spans, geographical areas and have focused on different features as well as variables as a reflection of operational risk. However, research work addressing United Kingdom targeting listed companies, identifying relationship between fulfillment, information disclosure and operational business risk could not be found. Therefore, with the help of past empirical findings and literature, we attempt to have consistent findings with the known authors who have worked in this field. 
[bookmark: _Toc27148155]Figure 2: Risk (Kytle and John, 2005) 
[image: ]
















”. 
[bookmark: _Toc27213903]Research Philosophy

Research philosophy can be attributed to the development of the assumptions. In a research process, at every stage, a researcher makes number of types of assumptions. According to Hitchkock and Hughes (1989) the research stems from the assumptions. These assumptions are related to nature of reality, exploring the reality of human knowledge and the extent and the ways in which the researcher’s influence the research project. This means different researchers have different nature of truth and knowledge and its acquisition (Zukauskas et al., 2018). A consistent and well thought out set of assumptions will constitute a credible research philosophy. The chosen philosophy led by the assumptions further underpins the research methodology and research strategy. Research philosophy is defined as:

“a system of beliefs relates to the assumption, nature and the development of the knowledge”

There are two most prevalent components of research philosophy, namely Ontology, Epistemology and the third Axiology. Many researchers have attempted to address these components within specific context of their research where as in reality, ontology and epistemology are involved in a much bigger context. According to Sutrisna (2009), there is a degree of influence of researcher own values on their research rather than how reality is perceived in a particular research. Sutrisna further asserts that it is not ideal to change his/her belief about the reality from one research project to another research project as the research would be deemed inconsistent. According to Saunders research onion the examples of philosophies are as follows

Positivism, Interpretivism, Realism
Objectivism, Subjectivism, Pragmatism

[bookmark: _Toc27213904]Ontology

Ontology is defined as the nature of reality. Ontology comes from a Greek work “ontos” which means exists. Ontology means the research pertaining to the creation of something or existence (Ahmad, F. 2012). Ontology is considered to be the starting point for the researcher to the theoretical framework. Identification of the research ontology by the researcher at the beginning of the research project is critical. Definition of ontology as cited in (Grix. 2004, p.59):

“Claims and assumptions that are made about the nature of social reality, claims about what exists, what it looks like, what units make it up and how these units interact with each other”

Ontology is associated with two types of realities, namely, Objective reality and Subjective reality. Objective reality is the concept where the social entities position is external to the social actors concerned with their existence. In other words, social entities have an existence independent of the the social actors. On the other hand, Subjective reality is the concept that the social phenomenon created from the perceptions of the social actors concerned with their existence. Crotty (1998) stresses that the researchers can begin their research from any stage such as ontological, epistemological, methods or methodology but authors with the likes of Grix (2004) claims that the best way to undertake a research is to first identify the researchers ontological position/assumption. Understanding and identifying the ontological stance helps to clear the confusion between reality and perceive reality and it also makes the researcher more sceptic. The positions taken by ontology component are objectivism, subjectivism and pragmatism.









Pragmatism

[bookmark: _Toc27050211]Table 1:  Self Made Table (Saunders, M. Lewis, P and Thornhill, A. 2016)

	Ontology:
Complex, rich, external
‘Reality’ is the practical consequences of ideas
Flux of processes, experiences and practices
	Epistemology:
Practical meaning of knowledge in specific contexts
‘True’ theories and knowledge are those that enable successful action
Focus on problems, practices and relevance
Problem solving and informed future practice as contribution
	Axiology:
Value-driven research
Research initiated and sustained by researcher’s doubts and beliefs 
Researcher reflexive
	Methodology:
Following research problem and research question
Range of methods: mixed, multiple, qualitative, quantitative, action research
Emphasis on practical solutions and outcomes




[bookmark: _Toc27213905]Epistemology

Sutrina (2009) claims that the epistemology is the exploration of the assumed reality (ontology) with regards to its methods, validation and possible ways or gaining knowledge. Epistemology is defined as the theory of knowledge (Ahmad, F. 2012). Epistemology is originated from a Greek word “episteme” meaning knowledge and “logos” meaning theory or research. Research pertaining to the source, classification, specialisation and limitation of the knowledge is classified as epistemology (Ahmad, F. 2012).

Crotty (1998, p. 3) employ the definition of epistemology as:

“the theory of knowledge embedded in the theoretical perspective and thereby in the methodology”

The researcher ontological stance bridges to their epistemological approach. Jackson (2013) states that the epistemological stance is central to the choice of methodology in terms of its purpose and goals. It is important to establish and articulate the epistemological stance along with the ontological stance as explained by Chia (2002) “epistemology is how we come to know what we know”, furthermore chia claims that there is a need to reflect on the reliability and verifiability of the knowledge which is generated. Jackson (2013) supports Chia in her statement that knowledge is arrived at through sense-making and meaning. Realism, Positivism and Interpretivism are the key positions taken by the epistemology.

Positivism

[bookmark: _Toc27050212]Table 2: Self Made Table (Saunders, M. Lewis, P and Thornhill, A. 2016)

	Ontology:
Real, External, Independent
(One true reality)
	Epistemology:
Scientific method
Observable and measurable facts
Law-like generalisations Numbers
Causal explanation and prediction as contribution
	Axiology:
Value-free research
Researcher is detached, neutral and independent of what is researched
Researcher maintains objective stance
	Methodology:
Typically, deductive, highly structured, large samples, measurement, typically quantitative methods of analysis, but a range of data can be analysed




[bookmark: _GoBack]
Interpretivism

[bookmark: _Toc27050213]Table 3: Self Made Table (Saunders, M. Lewis, P and Thornhill, A. 2016)

	Ontology:
Complex
Socially constructed through culture and language
Multiple meanings, interpretations, realities
Flux of processes, experiences, practices

	Epistemology:
Theories and concepts too simplistic
Focus on narratives, stories, perceptions and interpretations
New understandings and worldviews as contribution
	Axiology:
Value-bound research
Researchers are part of what is researched, subjective
Researcher interpretations key to contribution
Researcher reflexive

	Methodology:
Typically, inductive. Small samples, in- depth investigations, qualitative methods of analysis, but a range of data can be interpreted




Axiology

Third component of the philosophy is axiology. In axiology the role of the researcher’s own values mainly considered as the aims of the research. The inquirer in axiology aims to underpin the ways to go about finding what inquirer believes can be known. The researcher exercises their own preference such as value-bound or a value-free research. 

In our literature review the lead research paper (Zhao et al., 2016) followed, employs secondary data of Chinese listed companies for 3 years, which means the research methodology followed by the authors is typically quantitative research. Therefore, deductive approach. This approach usually begins with data collection based on a hypothesis, followed by the inferential statistics and usually it ends with confirmation or disconfirmation of the tested hypothesis. “This approach is based on dealing with numbers and anything that is measurable in a systematic way of investigation of phenomena and their relationships. It is used to answer questions on relationships within measurable variables with an intention to explain, predict and control a phenomenon” (Leedy, P. 1994).

 Quantitative method is defined by William et al (2007):

“Quantitative research involves the collection of data so that the information can be quantified and can be subjected to statistical treatment in order to support or refute”

In our conclusion, Quantitative researchers dictated by the philosophy of positivism where from the ontological point of view the assumption tend to be objective. The researchers observe one true single reality and from an epistemological view point, after employing the instruments to explore the true single reality the outcome tends to be law like generalisations with facts and figures, the researchers have used existing theories to develop hypothesis, hypothesis is tested and confirmed in whole or part or refuted which leads to further development of the theory. The emphasis is on quantifiable observations that lend themselves to statistical analysis. Axiological point of view shows that the article followed a value free research and taken objective stance. Hence, philosophy of positivism. 


[bookmark: _Toc27213906]Ethics, Reliability and Validity 

Validity is defined as “the extent to which a concept is accurately measured in a quantitative study” (Heale and Twycross. 2015). There are two types of validity checks: Internal Validity and External Validity. Internal validity is affected by the errors within the study itself such as data collection problem, unavailability of the data, invalid data, time, Subject variability.

According to Seliger and shohamy (1989):
“Findings can be said to be internally invalid because they may have been affected by factors other than those thought to have caused them, or because interpretation of the data by the researcher is not clearly supportable”

External Validity is described as ability of generalizing the findings to a different context or to a larger group. However, the findings cannot be applied to other contexts if the research lacks external validity. According to Seliger and Shohamy (1989):

“Findings can be said to be externally invalid because they cannot be extended or applied to contexts outside those in which the research took place”

The research paper Zhao et al, (2016) carried out 4848 observations from shanghai and Shenzhen stock exchange covering three years of time as a sample. To ensure the consistency and effectiveness of the selected data, the researchers excluded special nature of financial and insurance industry, excluded the missing data on the listed companies and also as the researchers mentioned about the GEM (growth enterprise market) listed companies, due to its time period unavailability they exclude them.

Reliability relates to the consistency of a measure. In other words, reliability is the consistency of your measurement, or the degree to which an instrument measures the same way each time it is used under the same condition with the same subjects (Heale and Twycross. 2015). 

According to the definition of reliability, to measure the quantitative study’s consistency, the researchers emphasised on the robustness of the research conclusions in the context of their models and also undertook the robustness tests separately. To increase the robustness, researchers build 4 models and 8 regressions all together to test the hypotheses. 

Researchers performed two group robustness test on identified hypothesis to make the conclusions more reliable. They used the degree of fluctuation by keeping the conditions unchanged with the unchanged subjects. Zhao et al (2016) also performed t-tests and p-tests in their regression analysis to asses the reliability of the conclusions. They have used 1%, 5% and 10% significance levels to check the reliability of the data conclusions. Furthermore, they have performed vif command after the regression to check the multicollinearity as multicollinearity deemed as a problem because it undermines the significance of independent variable and makes it difficult to interpret the coefficients.

According to International Statistical Institute, the declaration of professional ethics in the context of quantitative research is as stated by (Jones, K. 2000)

“one of the most important but difficult responsibilities of the statistician is that of alerting potential users of their data to the limits of their reliability and applicability. The twin dangers of either overstating or understating the validity or generalisability of data are nearly always present. No general guidelines can be drawn except for a counsel of caution. Confidence in statistical findings depends critically on their faithful representation. Attempts by statisticians to cover up errors or to invite over- interpretation, may not only rebound on the statisticians concerned but also on the reputation of statistics in general”

Jones (2000) also mentions, in the quantitative context researchers and scholars should consider to present their interpretations and findings with objectivity and honesty. The concern should always be there regarding untrue, deceptive and undocumented statements. The researchers should avoid the exaggeration of the accuracy of their data or should not misuse the explanatory power of the data. The researchers should mention the applicability and reliability of their work for the audience specially the limitations and future implications.

In the research paper (Zhao et al, 2016), we did not find any ethical issues. The authors of the paper clearly mention the limitations of the research work at the end and also clearly identified the alternative approach or variables which can be taken under consideration by the future researchers in the area of research. 
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