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Abstract  
Purpose - This paper goes beyond whether or not CSR is positive or negative related to 

financial performance in SMEs. The aim is to explore, analyze and highlight the impact of 

both the social and the environmental dimension of CSR on SMEs financial performance in 

Europe and Asia. Furthermore, the study investigates to what extent European SMEs and 

Asian SMEs differ in regards to the relationship. Additional effort will also be given to 

different categories within each dimension. 

Method - The GRI framework is adapted and modified from Chen et al. (2015A; 2015B) 

with purpose to conduct content analysis of CSR reports, in order to explore the relationship 

between the social and environmental dimension of CSR and financial performance of 

European and Asian SMEs. 

Findings/ Value - The paper finds that there is a positive impact of both the social and the 

environmental dimension of CSR on SMEs financial performance. In addition, the social 

dimension of CSR indicates to affect the relationship the most. Furthermore, the research 

provides evidence that CSR in European SMEs to a higher degree impact their financial 

performance. The findings should be valuable for researchers, managers and stakeholders. 

Originality - To the best of our knowledge, this is the first paper that uses the GRI 

framework to provide evidence of both the social and the environmental dimensions of CSR 

and the relationship with financial performance in European and Asian SMEs. 

 

Keywords - Corporate Social Responsibility (CSR), Financial Performance, Small and 

Medium-enterprises (SMEs), Disclosures of Social Performance, Global Reporting Initiative 

(GRI), Europe, Asia 
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1. CSR, a Debatable Matter   
“If a tree falls in the forest and no one is around to hear it, does it make a sound?  And, 

paraphrasing the philosophy question, if a company has a strong CSR commitment but 

nobody recognizes it, does it produce any benefits?” (Costa and Menichini, 2013, p. 150) 
 

A concern for corporate social responsibility (CSR) can be traced back to 1930s. The CSR 

concept has changed considerably during the last decades, from being a doubtful idea to a 

highly prioritized and strategic concern for businesses (Moura-Leite and Padgett, 2011). The 

rise of CSR came simultaneously as the global deregulation, which called for companies to 

take more responsibility for their operations, as they are being held accountable for any 

actions affecting the society or environment (Moura-Leite and Padgett, 2011; Jenkins, 2005; 

Roca and Searcy, 2012; Chen et al., 2015A). Despite the fact that CSR has been well 

researched, no definition of CSR is universally accepted. However, a particular definition, 

which puts the concept in a broad yet understandable concept is presented by the European 

Commision (2015), “CSR is defined as the responsibility of enterprises for their impact on 

society. Companies become socially responsible by integrating social and environmental 

concerns into their business strategy and operations”. Although, being that CSR is such a 

popular phenomenon in business, some authors state that CSR is dead and that the main 

purpose of CSR is reputation building (Delmas and Burbano, 2011; Porter and Kramer, 

2011). Laufer (2003) claims that companies seldom live up to their sustainable standards, 

which is an underlying factor of the increased concern that companies do not report the 

reality of their operations. Additionally, Porter and Kramer (2011) emphasize that the main 

problem lies with the companies themselves, as they remain focused on optimizing short-

term financial performance while ignoring the wider picture and influences that can 

determine their long-term success.  

1.1. Does it Pay to be Good and Green?   
In recent years, a growing focus has been put on the relationship between CSR and financial 

performance, and a complex matter has been identified (Chen et al., 2015A; Gurvitš et al., 

2015). Numerous researchers have investigated the relationship and their results are 

somewhat controversial (Abagail and Siegel, 2000). Some researchers argue that there is a 

positive relationship between the disclosure of CSR reports and financial performance. The 

reasoning is that by improving CSR, corporations can get the reputation of a “good citizen” 
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which in turn attracts stakeholders and improves the financial performance (Brammer et al., 

2006; Chen et al., 2015A; De Klerk et al., 2015; Karagiorgos, 2010; Lou and Bhattacharya, 

2006; Orlitzky et al., 2003; Tang et al., 2012; Weber et al., 2008). Contradictory, another 

group of researchers argue that there is a negative relationship between CSR and financial 

performance. Because, when corporations allocate resources and spend efforts on improving 

CSR, the operational costs increase, which consequently affect the profitability negatively 

(Brammer and Millington, 2008; Hassel et al., 2005; Tang et al., 2012; Vance, 1975; Wood 

and Jones, 1995). Additionally, researchers mean that CSR increase costs and constrain 

resources which conflicts with value maximization (Hassel et al., 2005; Moneva and Ortas, 

2008; Tang et al., 2012; Wood and Jones, 1995). Chen et al. (2015A) argue in accordance 

with Orlitzky et al. (2013) that a potential reason for such controversial results could be due 

to the different measures of CSR performance in various studies. 
 

The KPMG Survey Corporate Social Responsibility conducted in 2013, revealed that there 

has been a dramatic increase in numbers of CSR reports all over the world, with the strongest 

growth in the Asia Pacific region (KPMG, 2013). CSR in Asia has developed from being 

purely focused on building a sustainable image, to an embedded matter in numerous Asian 

companies’ business strategies. However, in regards to CSR practices and the quality of CSR 

reports, Asian companies have a long way to go compared to companies in the Western 

world (Channel News Asia, 2016). In contrast, European companies have a long history of 

CSR practices, and some are viewed as pioneers within the field (Chapple and Moon, 2005). 

In 2015, Europe topped the RobecoSAM Country Sustainability Ranking1 with 13 out of 15 

countries with the highest score. The majority of countries who scored lowest and hence were 

found at the bottom were Asian countries (RobecoSAM AG, 2015). 
 

Chen et al. (2015A) highlight that there exist internationally common CSR reporting 

standards that aim to increase the transparency and accountability of environmental and 

social performance among companies. Currently, the four most recognized international CSR 

reporting standards are Global Reporting Initiative (GRI), AccountAbility’s AA1000 Series, 

International Organization for Standardization (ISO2600) and the United Nations (UN) 

Global Compact’s Communication on Progress (COP) (Tschopp and Huefner, 2015). 

Although, there exist hundreds of other domestic CSR reporting guidelines and standards, 

which add to the complexity of identifying unified global standards for CSR reporting 

                                                        
1 Ranked 60 countries based on environmental and social indicators 
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(Marimon et al., 2012). Even though various standards have been widely researched there are 

still a research gap in using the most internationally accepted CSR reporting standards, GRI, 

to explore the relationship between CSR and financial performance (Chen et al., 2015A; 

Marimon et al., 2012; Tschopp and Huefner, 2015). Chen et al. (2015A) argue that the GRI 

framework is an efficient assessment tool to measure and report companies’ environmental 

and social performance. However, limited but yet available research that have used GRI 

standards have chosen to focus either on the social or the environmental dimension of CSR, 

which consequently do not give a full picture of whether or not companies CSR performance 

lead to better financial performance. The prior dimension concern companies effect on the 

society and the latter dimension concern companies work to preserve the environmental and 

increase their environmental footprint in all business operations (Jamali, 2006). Thus, 

researchers have overlooked the importance of measuring CSR in a full and comprehensive 

way by analyzing both dimensions according to Chen et al. (2015A) and Tschopp and 

Huefner (2015).  
 

Up until today, the main focus in the CSR debate has been on multinational corporations 

(MNCs), and rather little attention has been put towards small and medium enterprises 

(SMEs) (Chen and Bouvain, 2009; Jenkins, 2006; Sweeney, 2007). The definition of SMEs 

vary internationally, however it is a category of enterprise that falls below a certain size and 

the definition is often determined by the number of employees, with a maximum of 250-

1,000 persons (Global Report Initiative, 2014). According to the European Parliament (2015) 

SMEs constitute 99% of enterprises in the European Union (EU). They provided for 66% of 

private sector jobs and contribute to more than 50% of the total added value created by 

corporations in the EU. Similarly, according to Asia-Pacific Economic Cooperation (APEC) 

(2015) SMEs account for over 97% of all enterprises and employ more than 50% of the 

workforce across APEC economies. Consequently, expecting CSR involvement from solely 

MNCs is to overlook an important role that can be played by SMEs, which are responsible 

for a large number of social, environmental and economic issues (Jamali et al., 2009). 

Evidently, the platform for discussing SMEs and their involvement in CSR is vital, however, 

limited research embrace the importance of, and what affect CSR has on SMEs (Jamali et al., 

2009; Morsing and Perrini, 2009; Prahalad and Hammond, 2002). Conventional theories 

assume that CSR only concerns MNCs and state that MNCs’ CSR practices can be scaled 

down to fit the structure of SMEs without any major changes (Pralahad and Hammond, 

2002). However, Jamali et al. (2009) and Morsing and Perrini (2009) argue that SMEs differ 
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significantly from MNCs, not only in terms of resources but also their structure and social 

nature. Moreover, evidence show that SMEs are paying increasingly more attention to 

environmental and social responsibilities, however, the motivation for SMEs to engage in 

CSR is not the same as for MNCs (Morsing and Perrini, 2009). Due to greater global impact 

and more visibility, MNCs are more concerned with accountability and transparency, whilst 

SMEs remain quite invisible and unlikely to use CSR to generate better brand image and 

reputation (Jenkins, 2006). Though, Vázquez-Carrasco and López-Pérez (2013) and Jenkins 

(2006) emphasize that CSR should be seen as a value-building opportunity for SMEs rather 

than being perceived as a cost. Thus, the question remains, does it pay for SMEs to be good 

and green? 
 

From the above discussion three gaps can be identified in research concerning the 

relationship between CSR and financial performance; (1) there is scant research that apply 

the most internationally accepted guideline, GRI, when measuring CSR in relation to 

financial performance, (2) none of the existing research concerning GRI investigate both the 

social and environmental dimensions of CSR, (3) SMEs and their involvement in CSR has 

received little attention. Taking the three intensified research gaps in consideration together 

with the clear distinction between CSR in Europe and Asia, it becomes an interesting area for 

investigation.  

1.2. Aim of the Thesis and Research Question 

The purpose of this thesis is to explore whether it pays off for SMEs in Europe and Asia to be 

good and green. The aim is to explore, analyze and clarify the relationship between the social 

and environmental dimension of CSR and financial performance. Furthermore, identify if 

either the social dimension or environmental dimension of CSR has more influence in 

relation to SMEs financial performance. Additional effort will also be given to different 

aspects within each dimension (i.e. social categories and environmental categories) in order 

to get a deeper understanding of their underlying patterns and distinct influences on SMEs 

financial performance. Furthermore, by examining and comparing CSR reports from 

European and Asian SMEs, the thesis aims to investigate if there are any differences in the 

impact of CSR in relation to financial performance in the two continents.  Hence, give 

explanations to any differences in motivation and approaches towards CSR. 
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The research questions for this thesis are: 

1. What is the impact of the social dimension of CSR and the environmental dimension 

of CSR on SMEs financial performance? 

2. To what extent do European SMEs and Asian SMEs differ with regards to the impact 

of the social and the environmental dimension of CSR on financial performance? 

1.3. Research Contributions 

By answering the questions above, the paper aims to contribute to the development of 

knowledge in several ways, it will add to the literature gaps presented and discussed above. 

Further, it should be of interest for corporations, in particular SMEs, as well as various 

corporate stakeholders. Additionally, the study contributes to the literature concerning SMEs 

and the relationship between CSR and financial performance by using the GRI framework to 

explore the link. More specifically, by considering both the social and environmental 

dimension, the thesis contributes to previous research by extending the sustainability 

measure, which takes a multidimensional aspect of CSR into consideration. Moreover, by 

focusing on both European and Asian SMEs, this study adds to existing studies by embracing 

the different regulatory social, environmental and cultural traditions that affect various 

motivations of CSR practices. By investigating two different continents, where Europe can be 

seen as pioneers and Asia as late followers, the purpose is to contribute to the development of 

CSR activities and further increase the awareness of sustainable business practices. 

1.4. Disposition 

The first chapter has contemplated an introduction to the topic of the relationship between 

CSR and financial performance and provided the purpose of the study. In the subsequent 

chapter the theoretical framework will be presented, which the research is based upon. This is 

followed by a review of the methodological approach, and a presentation of the empirical 

findings. The final sections analyze the research findings and conclude by emphasizing 

implications for further research and managers.  
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2. Theoretical Framework and Hypotheses  

The following chapter will provide an overview of previous theoretical findings, with aim to 

clarifying the complex relation between the social and environmental dimension of CSR and 

financial performance. Six hypotheses will be presented and the chapter is concluded with a 

hypothesis model. 

2.1. The Social and Environmental Dimension of CSR 

The social and environmental dimension of CSR focus on incorporating sustainable business 

practices concerning the society and the environment (Carter and Rogers, 2008). The social 

dimension considers the effect companies’ operations have on the society, with the aim to 

maximize positive impacts (Costa and Menichini, 2013; Jamali, 2006). Companies concerned 

with the social dimension work heavily with ensuring and improving the quality of human 

life, provide democratic processes and responsible governance structures. Hence, companies 

that have incorporated sustainability practices can focus on building a strong relationship 

between the company’s stakeholders, customers and the society as a whole (Nikolaou et al., 

2011). The environmental dimension refers to the use of natural resources and the 

environmental footprint companies leave behind as a result of their operations (Carter and 

Rogers, 2008; Jamali, 2006). Additionally, environmental responsibility concerns companies’ 

work to maximize efficiency and productivity of all operations while minimizing practices 

that negatively affect natural resources (Gimenez et al., 2012). 
 

Elkington (1997) emphasizes that businesses must aim to achieve the goals of economic 

prosperity, environmental protection and social equality, and mean that those issues should 

be at the top of companies’ agendas. Some researchers argue that companies that have 

realized that their business intersect with environmental and societal interests, will have a 

greater chance to reach long-term economic success and competitive advantages (Carter and 

Rogers, 2008; Costa and Menichini, 2012). In contrast, Porter and Kramer (2006) argue that 

the focus on sustainability in business is almost useless as CSR is dead. The authors argue 

that CSR programs merely focus on building reputation and accordingly have limited 

connection to the business itself. Instead, the authors emphasize that companies should 

implement shared values as the core to sustainability and long-term success. Additionally, 

Milne and Grey (2013) argue that it is impossible to balance the environmental and social 

dimensions against the financial as they state that it always will be a tradeoff between the 

financial, social and environmental dimension. However, it is still believed by scholars and 
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businesses that CSR can have a positive long-term effect if it is incorporated in the business 

strategy. Essentially, businesses would probably not incorporate CSR if it were not a proven 

positive advantage of doing so. However, exactly how and what that positive advantage may 

be is simultaneously changing over time and it is specific to each company (Genasci and 

Pray, 2008). 

2.2. Financial Performance 

Financial performance can be defined as the level of performance from a business over a 

time-period, presented in terms of overall profits and losses during that specified time-period. 

Hence, evaluating the financial performance of a business allows managers to evaluate the 

results of business strategies and activities in objective monetary terms (Chen et al., 2015A; 

Orlitzky et al., 2003; Waddock and Graves, 1997). Financial performance can be divided into 

two subdivision measurements, market-based and accounting-based (Orlitzky et al., 2003). 

The prior measurement such as stock price and stock price appreciation, reveal how investors 

evaluate the firm's capability to create future profits. The latter measurements, such as return 

on equity (ROE), return on sales (ROS) and return on assets (ROA) indicate companies’ 

internal efficiency. Accounting-based indicators reflect firms’ short-term profitability and 

provide direct information on the allocation of resources central to firm's current profits 

(Inoue and Lee, 2001; Orlitzky et al., 2003). Even though there exist a discussion among 

researchers regarding which of the measures that are more appropriate to use when 

examining the relationship between CSR and financial performance, both accounting-based 

and market-based measures are widely accepted by researchers as indicators of financial 

performance (McGuire et al., 1988). However, Abagail and Siegel (2000) emphasize that 

accounting-based measurements, such as ROE, ROS and ROA, often are used to demonstrate 

how efficiently firm utilizes its assets to generate value and growth. Accordingly, the authors 

have chosen to use ROA as the chosen measurement for financial performance in this 

research.  

2.3. Previous Research about the Relation Between CSR and Financial 
Performance 
Previous studies highlight the importance of further research concerning CSR and whether it 

relates positively or negatively to financial performance since conducted research has yield 

mixed results (Chen et al., 2015A; De Klerk et al., 2015; Glenne and Lodhia, 2013; Raymond 

Lawrence et al., 2013; Samkin, 2012; Schaltegger et al., 2013; Summerhays and De Villiers, 

2012). In order to get an overview of the previous conducted studies see the constructed 
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Table 1 further down. Orlitzky et al. (2003) suggest that the conflicting results may derive 

from differences in measurements of CSR and financial performance and research 

methodologies. Van Beurden and Goessling (2008) highlight that there might be a difference 

in the use between market-based measures, which has a more long-term focus, and 

accounting-based measures, which has a more short-term focus. The majority of existing 

research use either accounting-based measure (e.g. Brine et al., 2006; Griffin and Mahon, 

1997; Lin et al., 2009; Marom, 2006; Nelling and Webb, 2009; Tang et al., 2012; Waddock 

and Graves, 1997), or market-based measures to calculate financial performance (e.g. Aras et 

al., 2010; Brammer and Millington, 2008; De Klerk, 2015; Lou and Bhattacharya 2006; 

Orlitzky et al., 2003). 
 

In Orlitzky et al. (2003) meta-analysis research, the results indicate that CSR is likely to pay 

off as soon as CSR performance appears to be correlated with financial performance. Further, 

they found that CSR performance reputation indicators are highly correlated with financial 

performance. The result is in accordance with Luo and Bhattacharya (2006) that found a 

positive relationship between CSR and companies’ market value, which indicates that 

customers perceptions play a significant role in the relationship between CSR and financial 

performance. Chen et al. (2015A) investigated the relationship of companies in the 

manufacturing industry based on their GRI reports. The findings showed that GRI is proved 

to be an effective method to assess companies’ CSR performance, and the study supports the 

conclusion of Orlitzky et al. (2003), who claim that sustainable business practices provide 

positive financial results. Interestingly, few researchers have used the GRI framework as the 

method for measuring companies CSR performance and the relation to financial 

performance, which calls for more research using internationally accepted measurement 

guidelines (Chen et al., 2015A; De Klerk et al., 2015).   
 

In contrast, McWilliams and Siegel (2001) research indicates that increased investments in 

CSR can lead to negative financial performance due to negative synergies in the business 

operations. Thus, the negative synergies will decrease stakeholders’ interests and affect the 

financial performance negatively. In addition, McWilliams (2000) research reveals that there 

is a negative relationship between CSR and financial performance when managers pursue 

their own objectives, which may conflict with their stakeholders. Tang et al. (2012) research 

indicates that firms prioritize social performance over financial performance when they are 

pressured from stakeholders or in a search for legitimacy, which implies that stakeholders 
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have great influence over companies’ CSR practices. However, while positive and negative 

relations have been supported by a significant number of researchers, some scholars have 

also discovered nonlinear relationship. Brammer and Millington (2008) discovered that the 

cost and profit related to CSR would in the long-run compensate each other. Evidently, 

neither positive nor negative relationship between CSR and financial performance can be 

distinguished as significant in existing research today, which lays an interesting foundation 

for deeper research on the topic. 
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Table 1. Previous Research 
Selected articles in the field of the relationship between CSR and financial performances.  

Self-constructed table of previous research in the field of the relation between CSR and financial performance.  
* Lou and Bhattacharya (2006) – Subject measures – CSR broadly defined activities, product quality and innovativeness, capability   based 

on FAMA secondary data sources. Customer satisfaction based on ACSI secondary data sources..    
** Tang et al. (2012) – Seven dimensions of CSR: Corporate Governance, Diversity, Employee Relations, Community, Environment, 

Human Rights, and Product 
*** Social responsible investing   

  

Authors Theoretical Aspects Financial  
Measurement 

CSR  
Measurement  
 

Results  
(Relation)  
 

Chen et al., (2015A) 
 
 
De Klerk et al., (2015) 
 
 
Lin et al., (2009) 
 
 
Lou & Bhattacharya, 
(2006) 
 
Orlitzky et al., (2003) 
 

Institutional theory  
 
 
Stakeholder theory  
 
 
Multiple theories  
 
 
Stakeholder theory  
 
 
Stakeholder theory 

Accounting based 
measure  
 
Market based 
measures  
 
Accounting based 
measure  
 
Market based 
measures  
 
Market based 
measures 

GRI reports  
 
 
GRI reports  
 
 
CSR reports  
 
 
Subject measures on 
CSR*  
 
CSR reports 

Positive  
 
 
Positive  
 
 
Positive  
 
 
Positive  
 
 
Positive 

Tang et al., (2012) Absorptive capacity  
theory, dependency  
theory 

Accounting based 
measures 

Seven dimensions of 
CSR ** 

Negative 

Nelling & Webb, (2009) Conventional  
theories 

Market and 
Accounting based  
measures 

KLD Socrates 
Database 

Negative 

McWilliams & Sigel, 
(2001) 

Conventional  
theories 

Accounting based 
measures 

Demand and supply of 
CSR   

Negative 

Barnett & Salomon.   
(2012) 

Stakeholder theory Marked based 
measures 

SRI*** Nonlinear 

Aras et al., (2010) Previous research Marked based 
measures 

CSR reports Nonlinear 

Brammer & Millington., 
(2008) 

Stakeholder theory Marked based 
measures  

CSP: corporate 
charitable  
giving  

Nonlinear  

Brine et al., (2006) Agency theory Accounting based 
measure 

CSR reports Nonlinear 
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2.4. A Stakeholder Perspective on CSR and Financial Performance   
Freeman (1984, p. 25) defines stakeholders as “any group or individual who can affect or is 

affected by the achievement of the firm’s objectives”. Ullmann (1985) states that enterprises 

rely on diversified external resources when conducting business practices and achieving 

strategic goals. This means that stakeholders hold the right and capacity to influence and 

control companies’ organizational behaviors (Becker-Olsen et al., 2006; Calabrese and 

Luncioni, 2008; Freeman, 1994; Schlossberger, 1994). However, there is a tension in 

balancing different economic, social, legal and ethical responsibilities towards a company's 

stakeholders, each bringing different expectations to their relationship with the company 

(Schlossberger, 1994).  Berry and Rondinelli (1998) argue that due to discoveries of illegal 

and unethical behavior in businesses, companies are facing increased stakeholder pressures, 

which they are demanded to respond and act to. As a result, today’s stakeholders have raised 

their expectations regarding organizations’ decision-making, and they are more active in 

seeking transparent business practices (Clement, 2005). Further, Costa and Menichini (2012) 

state that stakeholders have more power over business activities and can therefore put 

pressure on companies to be social responsible.  
 

Roberts (1992) emphasizes that as the level of stakeholder power increases, the importance of 

companies meeting stakeholders demand increases. He further state that companies 

engagement in CSR can lead to competitive advantages because of decreased transaction and 

agency cost. Accordingly, in today's business environment is it essential to engage and 

collaborate with stakeholders on their terms, transparently and authentically and serve them 

in an ethical and social manner. In accordance, Clement (2005) argues that a company’s goal 

to be social responsible is achieved when its activities met or exceed the expectations of its 

stakeholders. The stakeholder theory  (Freeman, 1984), advocates enterprises to implement 

and adopt an assortment of CSR strategies and activities to cater different stakeholder 

demands (Freeman, 1984; Roberts, 1992). Some studies connected to CSR demonstrate that 

stakeholders’ perception of a company’s CSR is positively related with companies’ 

organizational reputation, commitment and capacity to attract new employees (Costa and 

Menichini, 2012; Greening and Turban, 2000; Peterson, 2004). This reasoning is in 

accordance with Costa and Menichini (2012) who state that business return from CSR 

practices as for instance image improvement and customer loyalty depends on how 

stakeholders identify companies’ sustainable commitment. The involved stakeholders will 

more likely show concern to the company’s interest and possibly even be encouraged to offer 
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more assets and resources to support such operations. Hence, help the specific organization to 

gain increased profit and realize financial improvement (Thompson et al., 2012; Yang and 

Zhou, 2001). 
 

Considering, in line with the stakeholder perspective of CSR and the above discussion, one 

can argue that companies are obligated to implement and adapt an assortment of CSR 

strategies in order to meet the increased pressure from stakeholders. Hence, if companies 

satisfy their stakeholders by improving their sustainability business practices, stakeholders 

will be more eager to offer assets and resources to support such operations, which 

subsequently will affect the financial performance positively. In addition, when companies 

adopt an assortment of CSR strategies they will create a positive reputation among 

stakeholders that further will increase the financial performance. Different stakeholders have 

raised distinct expectations regarding companies’ decision-making processes and improved 

organizational behavior. Some stakeholders are catered, hence will offer resources, to 

companies that maximize their positive impact on the society, while other stakeholders are 

more satisfied, and accordingly will offer assets to companies that minimize their 

environmental footprint. Therefore one can suggest that both the social and environmental 

dimension of CSR is positively connected to companies’ financial performance. Additionally, 

following hypothesis can be developed: 
 

H1a: There is a positive relation between SMEs social dimension of CSR and financial 

performance. 

H1b: There is a positive relation between SMEs environmental dimension of CSR and 

financial performance. 

2.5. An Agency Perspective on CSR and Financial Performance   
The Agency perspective concerns the conflict of interest between different people in the same 

business. The theory attempts to explain the relationship between principals (such as 

shareholders) and agents (such as managers) in business and the conflicts that arise (Hill and 

Jones, 1992; Jensen and Meckling, 1976). Hill and Jones (1992) claim that any contractual 

relationship in which one party (the agent) promises to perform to another party (the 

principal), an agency problem can emerge. The cornerstone of the problem is that the agent is 

generally better informed than the principal concerning business operations and performance, 

which makes it difficult for the principal to assure that the agent is not pursuing personal goal 
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that compete with the goal of the principal (ibid). Friedman (1970) expresses that the mere 

existence of CSR is an indicator of an agency problem. 
 

The agency perspective suggests that CSR negatively may impact companies’ future financial 

performance, because CSR initiatives require extensive efforts and resources. Hence, the 

agency perspective advocates that CSR is a misuse of business resources that could be better 

spent on value-added internal projects or returned to stakeholders (McWilliams et al., 2006). 

Accordingly, CSR activities might harm stakeholders’ economic interests and thus be 

disadvantageous to companies’ profit maximization (McWilliams and Siegel, 1997). 

Waddock and Graved (1997) mean that CSR activities can create conflicts among 

stakeholders because of their distinct opinions regarding sustainability.  Moreover, 

Friedman  (1970) in line with Levitt (1958, p. 47) highlights the danger of social 

responsibility, and mean that “governments job is not business and businesses job is not 

government”. The cost of inequality and social issues are perceived as a problem that should 

be solved by governments. If companies engage in sustainability activities more costs will 

occur and this will then reduce their net financial performance. Thus, the additional costs and 

administrative burdens could affect the company’s bottom line negatively and consequently 

harm the competitive advantage (Barnett and Salomon, 2006; Friedman, 1970; McWilliams 

and Siegel, 1997). Additionally, CSR challenge the traditionally main objective of enterprises 

that is to maximize stakeholders’ value  (Friedman, 1970; Waddock and Graved, 1997). 
 

Taking above discussion regarding the agency perspective of CSR into consideration, one 

could argue that CSR activities conflict with some stakeholder’s economic interests and thus 

affect companies’ financial performance negatively. Further, the more companies embrace 

and implement sustainable business practices such as providing democratic processes and 

minimizing the use of natural resources, the more costs will occur which might harm the 

financial performance. Thus, one can argue that when companies embrace the social and 

environmental dimension of CSR, they contradict stakeholders’ economic interests and 

further cost efficient business practices. Henceforth, following hypothesis can be 

developed:     
 

H2a: There is a negative relation between SMEs social dimension of CSR and financial 

performance. 

H2b: There is a negative relation between SMEs environmental dimension of CSR and 

financial performance. 
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2.6. An Institutional view on CSR in Europe and Asia  
Moon (2007) highlights that the differences in the importance of CSR in Europe and Asia can 

be explained by different social-, economic-, governance- and environmental- systems where 

companies are operating. This line of reasoning is in accordance to Campbell et al. (2002) 

statement that what is a business responsibility in one country may be regarded as a 

governmental responsibility in another. Previous research has been focused on CSR in the 

Western world, while little is known about CSR performance in emerging markets, such as 

Asia (Gao, 2011; Welford, 2004). Some researchers believe that increased levels of 

globalization has lead to better CSR performance due to higher levels of resources and 

greater awareness of related issues (Chapple and Moon, 2005; Jenkins, 2005; KPMG, 2013). 

Essentially, the degree of consciousness around the development of CSR is greater in Europe 

than in Asia. Conventionally, it is assumed that CSR is a Western phenomenon, as it is 

perceived challenging for developing countries to reach the same CSR standards because of 

the relatively weak institution standards compared (Chapple and Moon, 2005). However, 

Chapple and Moon (2005) state that due to increased foreign direct investments of Western 

businesses in Asia, CSR is expected to spread accordingly as Western companies assumingly 

have higher levels of CSR. William and Agulera (2008) argue that the advancement of CSR 

involvement in European countries can be explained by the regulations and governmental 

policies across Europe that aim to encourage CSR initiatives for all businesses. Furthermore, 

Gao’s (2011) research indicates that there exist a positive attitude towards CSR in Europe, 

and it is considered to be a useful tool to manage stakeholders’ relation. In comparison, 

Chapple and Moon (2005) mean that there exists a negative attitude towards CSR in Asian 

countries, as it is perceived as something that increases costs and only is executed to improve 

company image. 
 

Aman (2000) emphasizes that one predominant CSR concern in some developing countries 

are that governments ignore corporate irresponsibility or refuse to enforce environmental and 

labor standards as an incentive to foreign investment. Furthermore, Gao (2011) research 

shows that there exist limited awareness regarding CSR among some Asian companies and 

their stakeholders, thus the motivation and the degree of CSR vary among Asian countries. 

This can be explained by factors in the respective national business systems and the social 

environment that forces companies to be social responsible and disclose CSR reports are yet 

to be build (Gao, 2011). Accordingly, Chapple and Moon (2005) emphasize that MNCs are 

more likely to adopt CSR as they operate on different markets that forces them to have 
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sustainable business practices, than companies that solely operates in their home country as 

their motivation towards CSR tend to reflect the motivation of the country of origin. 

However, evidence show that Asian governments are proactively changing laws and demand 

higher responsibility, accountability and transparency from all companies (Williams and 

Aguilera, 2008). 
 

Consequently, when taking above discussion and the different institutional views on CSR in 

Europe and Asia into consideration. One could argue that the relationship between CSR 

performance and financial performance varies in accordance with the continents distinct 

differences in governance systems regarding social and environmental standards. Following, 

as there exist a greater awareness of CSR among European stakeholders, one can argue that 

the social and environmental dimension of CSR to a higher degree will affect European 

SMEs than Asian SMEs, as European stakeholders are more demanding. Consequently, 

following hypothesis can be developed: 
 

H3a: The impact of the social dimension of CSR on financial performance is higher for 

European SMEs than Asian SMEs. 

H3b: The impact of the environmental dimension of CSR on financial performance is higher 

for European SMEs than Asian SMEs.  
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2.7. Hypothesized Model  
Figure 1. Hypothesized Model  
Proposed research outcomes in regards to the stakeholder and agency perspective, and 
distinct institutional views. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Proposed Research Model (author's own)   
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3. Method  

This chapter presents a description and motivation of chosen methods, data collection and 

how the social and environmental dimension of CSR and financial performance were 

measured. In addition, the chapter will present how the statistical analyses were conducted. 

Validity and reliability of the study will be discussed continuously throughout the chapter. 

3.1. Research Approach and Strategy 

With the aim to investigate the relation between CSR and financial performance in European 

and Asian SMEs, this study is based on previous research, existing theories and numerical 

data that has been processed with statistical methods. Hence, a quantitative and deductive 

approach has been used in order to distinguish, analyze and draw conclusions concerning the 

relationship. Saunders et al. (2009) claim that a quantitative research approach is suitable and 

most common when involving numbers and statistical measures that help to investigate, 

explain and determine relationships between variables. Following, Hyde (2000) argues that a 

deductive approach commonly is used when conducting quantitative research since it is 

suitable when testing and comparing previous research (Hyde, 2000; Saunders et al., 2009). 

In line with Robson’s (2011) approach the deductive process has been deployed to build and 

test the six hypotheses in this study. In addition, exploratory research has been conducted 

with the aim to establish causal effects of the relationship between variables and further 

explain the relationship between them (Saunders et al., 2009). Furthermore, the relationship 

between CSR and financial performance has been tested in an ordinary least squares (OLS) 

regression analysis, since that regression is used for estimating the unknown parameters in a 

linear regression model. In addition, descriptive analysis through a correlation matrix was 

conducted. 
 

Moreover, structured content analysis of the collected CSR reports from the year 2014 has 

been done in accordance with the GRI framework that is adapted and modified from Chen et 

al. (2015A; 2015B), with the aim to extract both the social and environmental dimension of 

CSR. The GRI framework is the most widely used and internationally accepted standard 

when evaluating CSR performance and thus, the framework can be seen as an efficient 

assessment framework for measuring SMEs CSR performance (Brown et al., 2009; Chen et 

al., 2015A; De Klerk, 2015; Marimon et al., 2012). Moreover, ROA has been the chosen 

parameter to measure financial performance in accordance with Orlitzky et al. (2003). 
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3.2. Data Sources  
According to Saunders et al. (2009) there are two types of data that can be used for research, 

primary and secondary data. The data used in this study is secondary data, CSR reports from 

the year of 2014 has been collected from the Global Reporting Initiative website (Global 

Reporting Initiative, 2016), and financial data has been collected from the sampled 

companies’ annual reports from the same year. The decision to collect secondary data from 

the year of 2014 is based on the fact that CSR reports from 2015 have not yet been published; 

neither have the annual reports when the data collection of the study was conducted. The 

reliability of the study would increase if investigating the relation between CSR and financial 

performance over a longer time period, however it was not possible due to limited amount of 

time, as it is highly time consuming going through CSR reports according to the GRI 

framework. 
 

Saunders et al. (2009) argue that by using an already existing database to access the raw data, 

researchers can save both resources and time as it allow them to focus more on the analysis of 

the data than the data collection itself. Accordingly, the use of secondary data in this study 

offers the possibility to collect completed CSR reports from SMEs in both Europe and Asia. 

However, it should be noted that there are some disadvantages with using this type of data in 

research. As the data often is a reflection of the organization's perspective or purpose of 

collecting it, therefore researchers need to ensure that the data is reliable (Saunders et al., 

2009). The secondary data used in this research can be classified as compiled data as it was 

collected from the non-governmental organization Global Reporting Initiative (2016), which 

framework help businesses and governments to develop and disclosure CSR reports. The 

secondary data related to financial performance, ROA, is calculated with information from 

the companies’ annual reports. The benefit of collecting data from annual reports is that the 

data is permanent, which provide the opportunity for others to check the information. 

Accordingly, it means that the data and the findings in this study are more open to public 

inspection, which increases the reliability (Ghauri and Gronhaug, 2010; Saunders et al., 

2009). 

3.3. Data Collection Method 

3.3.1. Collection of CSR Reports 

In order to evaluate the sample companies’ CSR performance year 2014, CSR reports were 

collected from the Global Reporting Initiative (2016) website. The website offers the 
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advantage of providing CSR reports from large, medium and small enterprises around the 

world. All CSR reports published on the website fulfill the requirements of the GRI 

framework (Global Reporting Initiative, 2016). However, important to highlight is that the 

Global Reporting Initiative organization does not score companies’ CSR reports they only 

approve them as “complete”. Consequently, the authors of this study have done the coding 

and scoring of the sampled companies CSR performance. After a systematic search for SMEs 

in both Europe and Asia on the Global Reporting Initiative website, 51 companies were 

identified and approved as suitable research objectives. Motivation for this is presented 

further down. 

 

3.3.2. Collection of Annual Reports  

Saunders et al. (2009) state that secondary data from companies annual reports can be 

considered to be reliable data. The financial data used in this study has been collected from 

the investigated companies’ annual reports, which include data that enabled calculations of 

ROA. The annual reports were collected from the company's website, however since many of 

SMEs were privately held they did not have published annual reports or financial data 

available online. Consequently, some companies have been contacted through email and 

asked for the information needed. Saunders et al. (2009) argue that email contact is an 

efficient way to pursue the possibility of gaining access to reliable information. 

3.4. Sample 

Saunders et al. (2009) state that the purpose of deploying different methods to sample data is 

to narrow down a population in order to identify a suitable sample. In this research Global 

Reporting Initiative website (2016) provides the necessary sample over SMEs in Europe and 

Asia. The Global Reporting Initiative website (2016) index consists of four sections namely; 

(1) one section where companies are divided by publication year of CSR reports, (2) a section 

where companies are divided by organization size, (3) a section where companies are divided 

by sector and, (4) a section where companies are divided by region. The focus in this research 

was on the section where companies were divided by publication year (2014), divided by size 

(SMEs) and region (Europe and Asia). Thus, criteria of company size (SME) and further 

which countries that belong to Europe and the Asia has been decided in line with the Global 

Reporting Initiative (2016). The decision to focus on SMEs has been a challenge from the 

beginning due to limited research investigating SMEs in relation to CSR and financial 

performance and also because of the limited access to SMEs CSR- and annual reports. 
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However, the challenges have only made the research objective more interesting since the 

gap of available research needs to be filled. Moreover, the definition of SMEs varies globally 

depending on governments and sectors. The Global Reporting Initiative defines SMEs as 

enterprise that employ a maximum of 250-1,000 persons and has a turnover up to €50 

million. (Global Reporting Initiative, 2014). In addition, to note is that even though the 

sample of CSR reports is complete, some countries in Europe and Asia are missing. The 

Global Reporting Initiative website did for instance not have CSR reports, that fulfilled 

below selection criteria’s, from countries as United Kingdom, Poland or Italy in Europe, or 

countries as Japan or South Korea in Asia, which all are big developed economies.  
 

Ghauri and Gronhaug (2010) underline that researchers need to be aware of possible 

problems of using existing databases, as they sometimes are incomplete. Requirements for 

participating companies were accessibility of financial data in order to calculate ROA. 

Accordingly, the sampled companies needed to have annual reports which could be 

accessible online or by email. Unfortunately, since many of the SMEs were privately held 

they did not disclose their financial performance information, and hence had to be excluded 

from the study. Finally, 22 companies were excluded, and a total of 51 companies provide the 

sample of the study, 23 companies from Europe and 28 companies from Asia. Thus, the 

sample for this research is relatively small and one can question whether the research results 

are generalizable or not (Saunders et al., 2009). Bryman and Bell (2011) state that a concern 

with quantitative studies is the selection of sample companies, which has to be representative 

for the aim of the study in order for the results to be applicable to larger scales. The 51 

companies chosen for this study fulfills all criteria in Saunders et al. (2009) sampling frame. 

Hence, all sampled companies are relevant to the research area and thus can be considered 

complete. Accordingly, requirements regarding validity in this spectrum can be considered 

reached. 
 

Original sample of 73 companies examined: 

x 16 companies were excluded due to not having disclosed CSR reports in English. 

x 6 companies were excluded due to insufficient financial figures in their annual reports 

or that annual reports were not accessible online or through email. 

Remaining sample size: 51 companies (See Appendix 1). 
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3.5. Operationalization 

3.5.1. CSR Report Indicators Forming the Independent Variables 

 The social dimension and the environmental dimension are the two independent variables 

used in this study. The aim of this thesis was to investigate the relation between SMEs’ CSR 

and financial performance in Europe and Asia, thus the CSR variables had to be measured in 

a standardized and consistent manner. Hence, structured content analysis was applied to 

extract data from the CSR reports. The GRI framework adopted and modified by Chen et al. 

(2015A; 2015B) and Global Reporting Initiative (2016) (See Appendix 2 and Appendix 3) 

provided guideline indicators for the social and environmental dimension in the CSR reports, 

hence it was used as a coding structure.  
 

Content analysis is recognized as a structural and systematic methodology for compressing 

long texts into fewer content categories grounded on an explicit coding process (Chen et al., 

2015B; Krippendorff, 2012; Shorideh et al., 2012). Hence, it is a favorable way to measure 

SMEs CSR by selecting the social and environmental indicators to evaluate the performance 

in the reports (Aras et al., 2010; Campbell et al., 2002). The GRI framework used during the 

analysis of the sampled companies’ CSR reports consists of 39 social performance indicators 

and 26 environmental performance indicators. (See Appendix 2 and Appendix 3) All of the 

65 indicators were written down in an Excel document with purpose to ease the process of 

transfer the data to SPSS. Each indicators’ headline and additional key words were manually 

searched for in all CSR reports in order to evaluate the performance for each indicator in both 

the social and environmental dimension. Saunders et al. (2009) claim that in order to create 

valid results throughout research, the process needs to be consistent. Consequently, in order 

to objectively evaluate the performance for every indicator a points rating qualifications 

standard was adopted and modified from Skouloudis et al. (2009). The grading scale was 

between 1 and 5, where (1) indicates not active (no information), (2) low active (limited 

information), (3) medium active (valuable information but gaps in coverage), (4) 

medium/high active (information is adequate and clear), (5) highly active (information is 

fully reported) (see Appendix 4). The aim of developing a points rating scale were to increase 

standardization and further consistency when processing the CSR reports, which increases 

the reliability since the study can be replicated using the same grading framework. 
 

Every indicator of the social and environmental performance were coded and pre-tested on a 

randomly selected company with purpose to establish the validity and reliability of the GRI 
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= ROA 

indicators and the points qualification scaled used in this research. Further, the authors rated 

some GRI reports more than one time in order to comprehend some inconsistencies. By doing 

that, different judgment and biases have been retrieved and resolved continuously. Hence, the 

evaluating process was improved, which increases the reliability and validity of the data 

(Kassarjian, 1977). 
 

After cleaning and testing the interpreted data a decision was made to not only investigate the 

social and environmental dimension as two big groups but to also investigate the different 

categories in the two dimensions. The social and environmental dimensions with respective 

categories are visualized in Appendix 5. Following, the decision to investigate the categories 

was because it provides valuable information that enabled deeper analysis of the results, 

further it show more specific which category that is more or less affected by financial 

performance (See Appendix 5). 

 

3.5.2. Financial Performance Measurement Forming the Dependent Variable 

ROA represents the dependent variable in this study. Initially the aim was to measure 

financial performance by both stock prices and ROA, however, as this study focus on SMEs 

that often are privately held and not traded on stock exchange markets a decision was made 

to only focus on ROA as the parameter for financial performance. The decision to use ROA 

emerge from previous research that emphasize it as a suitable measure for companies 

financial performance, as it takes into account the assets used to support business activities 

(Brine et al., 2006; Lin et al. 2009; Nelling and Webb, 2009). According to Olitzky et al. 

(2003), ROA is generally considered to represent a firm's financial performance and previous 

research has utilized the measurement when examining the relationship between CSR and 

financial performance. Nevertheless, ROA does not give a complete picture of companies’ 

profitability, however it is not companies’ profitability per se that will be investigated. The 

aim is rather to investigate how CSR affects profitability, and consequently in this context is 

it enough to use ROA as measurement. Hillier et al. (2010) formula to calculate ROA is 

widely used among scholars, why it is the adopted formula in this research. 

 

Net Profit 

                                       Total Assets 
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3.5.3.  Control Variables 

Control variables have been used in the regression for mitigating potential relationships that 

can lead to biased results (Saunders et al., 2012). Accordingly, in order to identify and 

capture potential alternative theoretical explanations, control variables have been included in 

the OLS regressions. The most commonly used control variables within literature related to 

CSR is firm size (e.g. Margolis and Walsh, 2007; Orlitzky et al., 2003; Waddock and Graves, 

1997) industry (e.g. Chen et al., 2015A; Frigant, 2009; Sweeney and Coughlan, 2008) and 

company age (e.g. Cochran and Wood, 1984; Semenova et al., 2010), all three will therefore 

be included in this study. 
 

Previous empirical research considering CSR has found a relationship between firm size and 

CSR performance. Waddock and Graves (1997) argue that firm size should be considered as 

a potential influence on both financial performance and CSR. Further, it can influence the 

sustainability rating of a company as stakeholders might expect MNCs to have high levels of 

responsible actions, and thus the same assumptions can be made concerning SMEs (Johnson 

and Greening, 1999; Hillman and Keim, 2001). Additionally, firm size might relate to the 

availability of firm resources that can be invested in the commitment to sustainable business 

practices (Herbohn et al., 2014). In accordance with Aras et al., (2010), Orlitzky et al., (2003) 

and Waddock and Graves, (1997) this study measure firm size as the number of employees. 

Moreover, literature shows that industry is an essential variable to consider when studying 

CSR (Chen et al., 2015A; Sweeney and Coughlan, 2008). Boutin-Dufresene and Savaria 

(2004) claim that companies in some industries might be more responsible than others, as the 

nature of their business activities requires them to proactively work with CSR. In addition, 

Semenova et al. (2010) research indicated that elder companies are more inclined to be 

involved in sustainable business. In addition, Cochran and Wood (1984) argue that the 

average age of a company is positively correlated with its CSR ranking. Further, Waddock 

and Graves (1997) suggest significant positive correlations between financial performance 

and CSR in the long-term perspective. Hence, it is important to consider company age in 

order to mitigate the potential relationship. 

3.6. Analytical Approach 

3.6.1. Correlation Matrix 

A correlation matrix was used to investigate the dependence between the study’s multiple 

independent variables simultaneously (i.e. the social categories and the environmental 
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categories), in order to examine the interrelationship among the categories measured. The 

correlation estimates the relationship among all possible pairs of variables. Accordingly, this 

enabled the researchers to utilize the degree of the relationship between the independent 

variables to ensure that they did not correlate with each other (Pallant, 2011). 
 

3.6.2.  Ordinary Least Square Regression 

This study employ an ordinary least square (OLS) regression in the program SPSS when 

examining the relationship between CSR and financial performance in European and Asian 

SMEs. An OLS regression is commonly used to measure and examining the relationship 

between two or more variables. Further, it has been a commonly used method in previous 

research that has investigated the relationship between CSR and financial performance 

(Gujarati and Porter, 1999; Nelling and Webb, 2009). The dependent variable used in the 

OLS regression is ROA, further the social and the environmental dimension of CSR 

represents the independent variables.  
 

In addition, the beta value contributes to the comparison of each independent variable in the 

regression as well as it represents the direction of the variables (Pallant, 2011). The strength 

of the relationship is explained by the R-Square value, which explains the explanatory degree 

of the whole model. Moreover, in order for the relationship between the independent and the 

dependent variable to be reliable, the significant level in this study is set in accordance with 

Barnett et al. (2012) where values less than p < 0.1*, p < 0.05** and p < 0.001*** are 

considered to make a significant contribution to the relationship. Although a significant level 

of 95% is the most accepted limit among researchers. A significant level of 90% is 

considered to be accepted and commonly used in research concerning CSR, in particular 

when conducting content analysis on CSR reports (Chen et al., 2015A).  

 
3.6.3. Statistical Assumptions and Tests 

To successfully conduct analysis it is vital to examine and acknowledge the collected data in 

order to execute potential adjustments and hence create statistically valid results (Pallant, 

2011). Accordingly, the data has been checked to have no missing values. Further, as errors 

in the data can lead to invalid results, the frequencies in the data have been inspected by the 

study’s (1) categorical variables (e.g. social dimension, environmental dimension, industry), 

and (2) continuous variables (e.g. ROA, firm size, company age). No out-of-range responses 

could be established, which indicate a clean data file. 
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Additionally, prior to do the statistical analysis it was important to check that the data did not 

violate any of the assumption of normality (Pallant, 2001). Gravetter and Wallnau (2004) 

state that normality is used to describe a symmetrical, bell-shaped curve. Concerning the 

distribution of the scores on the continuous variables, one could identify that the skewness 

value indicated a positive skew.  Furthermore, the kurtosis value indicated that the 

distribution was rather peaked. However, Pallant (2011) claims that in most cases reasonably 

‘normality’ is not common. Indeed, many measures and scales in science have scores that are 

skewed, though that does not necessarily indicate a problem with the scale, it rather reflects 

the underlying nature of the constructs being measured. Though, to further assess normality 

of the distribution of scores, a kolmogorov-smirnov statistics were conducted, the result 

indicated a significant value (e.g. more than 0.05) in some of the variables, suggesting 

violation of the assumption of normality. However, looking at the histograms, the actual 

shape of the distribution appears to be reasonable normally distributed. Normality is further 

supported by the Normal Probability Plot (P-P), which is a reasonably straight diagonal line. 

Conducting research is about discovering empirical reality, accordingly even though the data 

does not fit the assumption of normality perfectly, it is still a reflection of reality and should 

be valid for further research. 

3.7. Methodological Limitations  
Looking at studies that measure the relation between CSR and financial performance during a 

longer period it seems like the financial performance increases with time (Barnett et al., 

2012). Though, all data collected in this study is from the year 2014, hence this study covers 

a limited time period. Consequently, one further research extension could have been to 

examine SMEs using the GRI reporting framework over a longer time period. However, even 

though it would be interesting, an underlying limitation would be a decrease of potential 

sample companies as few SMEs have used the GRI reporting framework during a longer time 

period. Furthermore, the research only includes data from SMEs from Europe and Asia, 

which accordingly could implicate that the result may not be generalizable for a bigger 

sample. Moreover, the Global Reporting Initiative website did not hold CSR reports from 

SMEs in key economies as for instance United Kingdom or Japan, which could have affected 

the result and hence further generalizations concerning the continents. Additionally, even 

though the study has a complete sample, the sample from Asia consists to a large part of 

companies from India. Thus, implying that the result might to a higher degree reflect Indian 

SMEs, and hence not be generalizable to all countries in Asia. Moreover, a further limitation 
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of this study concern the sample size of 51 companies, as larger samples often is required in 

advanced statistical methods. Thus, a larger sample could have led to more significant results 

in the descriptive statistics that were on the dividing line of significant. However, in line with 

Chen et al. (2015A) we argue that as CSR reports most commonly exceed 100 pages, an 

increased sample size would have implied complications concerning the content analysis and 

it would have required a more rigid method for ensuring validity and reliability when 

analyzing the reports. 
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4. Results 

In this chapter a correlation matrix and OLS regression will firstly be presented in visual 

aids. Further, the conducted statistical analyses will be described and interpretation of the 

findings will be provided. Lastly will the result regarding the study's six hypotheses be 

presented.  

4.1. Descriptive Statistics  

4.1.1. Correlation Matrix 

Table 2 presents the correlation between variables used to examine the relationship between 

the independent variables. More specifically, the variables represent the different categories 

in the social and environmental dimension. The result indicates no significant correlation 

between the independent variables (p-value > 0.7), except for five cases. Thus, there are 

indications of a weak positive bivariate correlation within some categorical variables in the 

social dimension and environmental dimension. However, as the correlation is close to p-

value > 0.7, the value should be considered satisfactory. Furthermore, ROA has a standard 

derivation of 21.13, the mean is identified to 11.77, the minimum -26.7 and the maximum 

68.00. 
 

In addition, despite the moderate correlation among the variables, potential multicollinearity 

was tested by investigating the variance inflation faction (VIF). With purpose to examine 

whether the explanatory variables within the OLS regression were correlated, as that could 

distort the results. The VIF-level for this study is set in line with Barnett and Salomon (2012) 

and Pallant (2011) argue that the generally accepted inflation factor for individual variables 

should be no greater than 10. The VIF-level ranging in this study is from one to seven, hence 

lower than the maximum level of acceptance (See Appendix 6). Therefore one can assume 

that multicollinearity does not impact the results in this study negatively. 
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Table 2. Descriptive Statistics and Correlations  
Descriptive statistics and correlations between the study’s categorical variables. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Correlation is significant at the 0.1, 0.05 and 0.001 level (2-tailed) 

 
 

  

 1 2 3 4 5 6 7 8 9 10 11 12 13 
1.   SLaborPractices 1             
2.   SHumanRights 0.615 1            
3.   SSocietyResponsibility 0.643 0.715 1           
4.   SProductResponsibility 0.564 0.636 0.740 1          
5.   EMaterials 0.484 0.519 0.489 0.426 1         
6.   EEnergy 0.612 0.451 0.542 0.437 0.602 1        
7.   EWater 0.296 0.334 0.358 0.339 0.434 0.545 1       
8.   EEmission 0.588 0.470 0.554 0.472 0.589 0.709 0.563 1      
9.   EProductsServices 0.310 0.292 0.319 0.379 0.420 0.401 0.312 0.545 1     
10. ECompliance 0.497 0.540 0.726 0.636 0.318 0.503 0.271 0.356 0.310 1    
11. ETransport 0.618 0.459 0.515 0.472 0.231 0.514 0.320 0.494 0.254 0.417 1   
12. EOverall 0.609 0.320 0.378 0.309 0.470 0.627 0.353 0.746 0.454 0.391 0.497 1  
13. ESupplier 0.533 0.604 0.649 0.509 0.363 0.615 0.337 0.405 0.351 0.670 0.419 0.337 1 

Mean 2.45 1.75 1.99 2.00 2.09 2.65 2.31 1.95 1.99 2.10 2.51 1.76 2.27 
Standard dev. 0.84 0.99 1.07 0.91 1.25 1.15 1.23 0.95 0.99 1.38 1.45 1.24 1.45 
Minimum 1.33 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 
Maximum 4.53 4.67 4.88 4.29 5.00 5.00 5.00 4.22 4.50 5.00 5.00 5.00 5.00 
N 51 51 51 51 51 51 51 51 51 51 51 51 51 



 
 

 
 

29 

4.2. OLS Regression  

Table 3 accounts for the total value of the social and environmental dimension of CSR, thus 

the regression conducted aimed to test H1a, H1b and H2a, H2b. To note, the result indicates 

no value between any of the control variables and the dependent variable on a significance 

level (*p < 0.1). Accordingly, neither industry, firm size or company age have an impact on 

the relationship between the social and environmental dimension of CSR and financial 

performance. 
 

The R-Square indicates that 12.5% of the variance can be explained in the model. Looking at 

the results one can identify that the social and environmental variables indicate statistical 

significance (*p < 0.1). Evidently, the social dimension makes the strongest unique 

contribution to explaining financial performance. Additionally, the result indicates that when 

the sustainability activities of companies improve, the financial performance in terms of ROA 

increases. 
 

Table 3. OLS Regression of the Social and Environmental Dimension 
Final result for regression concerning the total value of the social and the environmental 
dimension of CSR. 
 
 

 

 

 

 

 

 

 
 

In Table 4 the sample has been divided into categories in the social and environmental 

dimension. The result indicates a statistically significant relationship between two of the 

categories in the social dimension and two categories in the environmental dimension. 

Regarding the social dimension, Table 4 indicates a negative impact of SHumanRights (**p < 

0.05), and a positive impact of SSocietyResponsibility (*p < 0.1). Looking at the 

environmental dimension, there is a negative impact of EEnergy  (**p < 0.05)  and a positive 

Regressor ROA  
 β-value P-value 
Firm Size -0.059 0.698 
Industry  0.152 0.310 
Age  -0.150 0.405 
Social  11.148 0.076* 
Environmental   7.871 0.075* 
N  51  

R-Square  0.125  

F-value  0.876  
Correlation is significant at the 0.1, 0.05 
and 0.001 level (2-tailed) 
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impact of ESupplier (*p < 0.1). The regression explains 39.4% of the variance in financial 

performance and thus the explanatory power increased slightly from the OLS regression 

presented in Table 3. Though, since SLaborPractices, EEmission and ECompliance all 

indicate a negative association with financial performance, caution should be exercised when 

drawing conclusions from the relationship presented in Table 4 as the regression only shows 

a moderate magnitude. 
 

Table 4. OLS Regression of the Categories  
Final result for regression concerning the categories within the social and environmental 
dimension of CSR. 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
 

Table 5 accounts for to what extent European and Asian SMEs differ with regards to the 

social and environmental dimension impact on CSR on financial performance. After running 

the regression for European SMEs the result indicates that 30% of the variance can be 

explained in the model. Further, one can identify that both the social and environmental 

dimension indicate significance (*p < 0.1), thus indicating that both dimensions affect 

financial performance. Moreover, looking at the results concerning Asian SMEs, 18.8% of 

the variance can be explained in the model. No significance can be established in neither of 

Regressor ROA  
 β-value P-value 

Firm Size  0.024 1.262 
Industry 0.170 0.270 
Age  -0.106 0.875 
SLaborPractices -0.276 0.350 
SHumanRights -0.930 0.007** 
SSocietyResponsibility  0.760 0.058* 
SProductResponsibility  0.236 0.344 
EMaterials  0.015 0.942 
EEnergy -0.572 0.041** 
EWater  0.110 0.593 
EEmission -0.269 0.405 
EProductServices  0.281 0.192 
ECompliance -0.429 0.194 
ETransport  0.171 0.433 
EOverall  0.372 0.217 
ESupplier  0.545 0.100* 
N  51  
R-Square  0.394  
F-value  1.262  

Correlation is significant at the 0.1, 0.05 and 
0.001 level (2-tailed) 
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the dimensions. Interestingly, the environmental dimension seems to have the lowest unique 

effect on financial performance in both European and Asian SMEs. 

 

Table 5. OLS Regression of the Social and Environmental Dimension in Europe and 
Asia  
Final result for regression concerning the total value of the social and the environmental 
dimension of CSR in European and Asian SMEs.  
 

 

 

 

 

 

 

Table 6 presents the OLS regression for the comparison of European and Asian SMEs 

regarding the categories in the social and environmental dimension. The regression for 

Europe has an R-Square that explains 53.4% of the variance, hence the explanatory power is 

rather high. The result indicates a statistically negative relationship between financial 

performance and SLaborPractices and SHumanRights (**p < 0.05). Further, a statistically 

positive relationship can be identified in the SSocietyResponsibility variable (**p < 0.05). 

The result of the environmental categories indicates a statistically negative significant 

relationship between financial performance and EEmission and ECompliance (*p < 0.1). 

Following, the result indicates a statistically positive relationship between financial 

performance and EProductServices (*p < 0.1). 

The regression for Asian SMEs has an R-Square that indicates an explanatory power of 

42.5%. The result indicates a statistically positive relationship between financial performance 

and EEnergy (*p < 0.1), which is the only significance that can be identified. Hence, as 

neither or the other categories in the social or environmental dimension reach a significant 

level (*p < 0.1, **p  < 0.05 or ***p < 0.001) in Asia, one can conclude that those variables 

are not making a significant unique contribution to the prediction of financial performance. 

Regressor Europe   Asia  
 ROA   ROA  
 β-value P-value  β-value P-value 
Firm Size -0.208 0.409  0.172 0.413 
Industry -0.254 0.190  - 0.081 0.323 
Age 0.314 0.419  0.231 0.723 
Social 16.676 0.084*  1.985 0.834 
Environmental 15.457 0.073*  0.418 0.943 
N 23   28  

R-Square 0.300   0.188  

F-value 1.141   0.811  

Correlation is significant at the 0.1, 0.05 and 0.001 level (2-tailed) 
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Consequently, the result indicates that a relationship between the social and environmental 

dimension of CSR and financial performance to a higher degree exist in European SMEs 

compared with Asian SMEs. 

 

Table 6. OLS Regression of the Categories in Europe and Asia  
Final result for regression concerning the categories within the social and environmental 
dimension of CSR in European and Asian SMEs.  

 

 

Regressor Europe   Asia    
 ROA   ROA  
 β-value P-value  β-value P-value 

Firm Size -0.323 0.206   0.025 0.940 
Industry -0.235 0.402  -0.008 0.984 
Age  0.794 0.252  -0.266 0.454 
SLaborPractices -1.005 0.032**  -0.339 0.663 
SHumanRights -1.805  0.008**  -1.492 0.164 
SSocietyResponsibility  1.783 0.030**   0.932 0.371 
SProductResponsibility  0.422 0.030**   1.155 0.273 
EMaterials -0.093 0.769   0.559 0.588 
EEnergy  0.367 0.459  -1.783 0.100* 
EWater -0.326 0.496   0.754 0.467 
EEmission -1.126 0.091*  -0.541 0.599 
EProductServices  0.924 0.031**   0.063 0.951 
ECompliance -0.823 0.100*  -0.861 0.408 
ETransport -0.041 0.932  -0.077 0.949 
EOverall  0.375 0.403   1.156 0.272 
ESupplier  0.212 0.542   1.184 0.261 
N  23    28  
R-Square  0.534    0.425  
F-value  2.574    0.507  

Correlation is significant at the 0.1, 0.05 and 0.001 level (2-tailed) 
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4.3. Hypothesis Results  

Table 7. Research Findings  
Research findings of the six hypotheses and control variables. 

   

 

 

  

 N Conclusion 

Hypothesis 1a: There is a positive relation between SMEs social dimension  
of CSR and financial performance. 51 Supported 

Hypothesis 1b: There is a positive relation between SMEs environmental 
dimension of CSR and financial performance.  51 Supported 

Hypothesis 2a: There is a negative relation between SMEs social dimension 
 of CSR and financial performance. 51 Not Supported 

Hypothesis 2b: There is a negative relation between SMEs environmental 
dimension of CSR and financial performance. 51 Not Supported 

Hypothesis 3a: The impact of the social dimension of CSR on financial 
performance is higher for European SMEs than Asian SMEs.  51 Supported 

Hypothesis 3b: The impact of the environmental dimension of CSR on 
 financial performance is higher for European SMEs than Asian SMEs.   51 Supported 

Control Variable 1:  Firm size 51 Not Supported 

Control Variable 2:  Industry 51 Not Supported 

Control Variable 3:  Company age 51 Not Supported 
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5. Discussion 

In the following chapter the findings of the previous chapter will be discussed and analyzed 

with the support from previous theoretical and empirical research.  

5.1. So Does it Pay for SMEs to be Good and Green?  
The question if an increased focus on sustainable business practices result in financial 

advantages or disadvantages have been heavily discussed, and previous research has yield 

mixed results. Nonetheless, the result of this study provides new evidence from SMEs, 

supporting a positive relationship between CSR and financial performance. The findings are 

in accordance with scholars that have found a positive relationship in MNCs (e.g. Brammer 

et al., 2006; Chen et al., 2015A; De Klerk et al., 2015; Karagiorgos, 2010; Lou and 

Bhattacharya, 2006; Orlitzky et al., 2003; Weber et al., 2008). Previous empirical research 

refers to arguments that CSR practices are efficient tools to attract and build stakeholder 

relationships that per se help corporations to attain good financial performance (Thompson et 

al., 2012; Yang and Zhou, 2001). This line of reasoning is further in accordance with 

Freeman (1984) and the stakeholder perspective of CSR. Accordingly, the positive relation 

between SMEs CSR and financial performance can in this study be a result of stakeholders 

increased demand that pressure companies to conduct responsible business practices. Thus, 

we would like to argue that when companies commit to CSR practices they build stronger 

relationship with involved stakeholders, as they cater their demands and hence build good 

reputation amongst them. This line of reasoning is in accordance with Costa and Menichini 

(2012) and Thompson et al. (2012) who argue that stakeholders’ engagement in companies 

can create competitive advantages. Accordingly, we believe that when embracing the 

sustainable interest among stakeholders, stakeholders will consequently show more concern 

for companies’ interest and offer more resources to support their business operations. 

Therefore, we propose that the result of this study confirms and demonstrate that 

stakeholders’ perception of a company’s CSR is positively related with image improvement, 

which affect the financial performance positively. 
 

Following, when considering Roberts (1992) reasoning of that CSR practices can lead to 

competitive advantage due to decreased agency and transactions costs, one can suppose that 

improved sustainable business practices among SMEs seem to be value adding, rather than a 

misuse of business resources. Consequently, the findings contradict with the agency 

perspective (Friedman, 1970), and existing empirical evidence suggesting that CSR is 
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negatively related to financial performance (e.g. Brammer and Millington, 2008; McWilliams 

and Siegel, 2001; Tang et al., 2012). Hence, it can be argued that from the viewpoint of 

stakeholders, the resources and finances required to be social and environmental responsible 

are not as high as to make the company less profitable. Instead, there exist a possibility that 

companies receive competitive advantages from their sustainable business practices and 

create favorable stakeholder relationships. However, the matter is complex, and one should 

be aware that CSR practices might conflict with some stakeholders interest for example those 

who do not put value in company’s sustainable business, which consequently could harm the 

financial performance. Hence, companies need to show awareness and build strategies for 

how to meet those stakeholders’ interests as well, which may not be related to CSR. In 

addition, sustainable business practices can be heavily expensive, and we believe that at some 

level CSR investments can exceed what is financial sustainable. Thus, it is vital for SMEs to 

conduct sustainable business practices on strategic, informed and financially sustainable 

decisions.  
 

Morsing and Perrini (2009) argue that SMEs differs significantly from MNCs, not only in 

terms of resources but also their structure, management, social nature and their approach to 

CSR.  However, the result of this study shows that sustainable business practices are 

positively related to financial performance in SMEs and hence support previous research that 

has identified a positive relationship in MNCs (Brammer et al., 2006; Chen et al., 2015A; De 

Klerk et al., 2015; Karagiorgos, 2010; Lou and Bhattacharya, 2006).  Even though the social 

nature of SMEs differ from MNCs, we believe that as stakeholders are becoming more 

powerful and they are correspondingly becoming more demanding and hold SMEs 

accountable for actions affecting the society and the environment. Thus, when SMEs 

embrace CSR they satisfy stakeholders’ requests that consequently result in favorable 

financial results. Additionally, the result of this study conflicts with Lee et al. (2015) who 

argue that SMEs have less pressure to pursuit sustainable business practices, rather it appears 

to be important for SMEs to embrace CSR. However, one cannot overcome the fact that it is 

a bigger investment for SMEs to be involved in CSR practices compared to MNCs, due to 

differences in resources available. We argue that the result rather indicates that it seems that 

SMEs, like MNCs, are able to distribute resources on CSR and use it to cater different 

stakeholder demands, which in turn result in beneficial financial outcomes. The reason for the 

positive relationship between SMEs CSR and financial performance might be due to 

stakeholders’ ability to assess companies’ commitment towards CSR issues and contrast with 
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the actual performance. Correspondingly, one can argue that SMEs today are somewhat 

forced to incorporate CSR in their business in order to meet stakeholders demands. In 

addition, the result deviates Porter and Kramer (2011) statement that CSR is dead, it rather 

indicates that CSR still is important. CSR practices are spreading and it seems vital not only 

for MNCs but also for SMEs to embrace the social and the environmental dimension of CSR 

in order to increase the financial performance and continue to remain relevant for 

stakeholders. However, we are aware that this can result in an increasing pressure for SMEs 

to incorporate CSR as a business discipline and further constitute pressure and demand that 

every sustainable initiative delivers business results, which can lead to weak and costly CSR 

programs. Thus, we argue that the aim for SMEs rather should be to refocus their CSR 

activities on the fundamental goal of aligning the social and environmental activities with the 

business values and purposes. Hence, provide a systematic process for bringing coherence 

and discipline to the CSR strategies.  
 

The social dimension of CSR seem to a higher degree be positively related to financial 

performance, compared to the environmental dimension. We believe that as the social 

dimension of CSR is the most visible and apparent for stakeholders it is also the one affecting 

the financial performance the most. We argue that reputation building is crucial when 

stimulation and attracting stakeholder relationship. Both Costa and Menichini (2013) and 

Jamali (2006) confirm this, as they state that the social dimension aims to maximize positive 

impacts on the society, which help corporations to build strong relationships with the society 

as a whole. Additionally, we would like to argue that SMEs involvement in the 

environmental dimension might not, to the same degree as the social dimension, be visible 

for stakeholders as the activities affecting the environment are not effectively communicated 

or directly visible to engaged stakeholders. Thus, it does not affect the organizational 

reputation or image to the same level and accordingly not have the same impact on SMEs 

financial performance.    
 

The assessment of the categories in the social and environmental dimension aim to shed light 

of what may be the driving force behind the positive relationship. Accordingly, Society 

performance indicators were the only positive category in relation to financial performance, 

indicating that a focus on society, local communities and anti-competitive behavior are highly 

important for a positive financial performance. It seems like engagement in local 

communities might improve SMEs reputation and hence, as suggested by Peterson (2004) 
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increase profitability. This is in accordance with the stakeholder perspective of CSR, where 

engagement on local communities seems to be an effective way to create competitive 

advantages for SMEs (Freeman, 1984). However, interestingly the result indicated a negative 

relation between Human rights performance indicators and financial performance. Friedman 

(1970) and McWilliams and Siegel (1997) highlight the danger of social responsibility and 

state that the cost of inequality and social issues are problems that should be solved by 

governments and not business. Thus, one can propose that when SMEs focus on identifying 

child labor, forced labor and security practices it might hurt the profitability. However, we 

believe that it is important to underline that the total value of the social dimension have a 

positive relation to financial performance and the negative result in the Human rights and 

Society Performance category might be explained by the increased costs of identifying and 

improving related matters. Another possible explanation for the negative relationship might 

be due to the time horizon of this study since it only takes into considerations the short-term 

perspective, hence one can speculate that focusing on human rights will have a positive effect 

on profitability in the long run as companies will get increased attention as a good corporate 

citizen. 
 

Furthermore, the result of this study indicated a negative relationship between the 

environmental category Energy and financial performance. We propose that by taking 

initiatives to reduce energy and provide energy-efficient or renewable products and services, 

it will decrease profitability as it advocates increased costs, as suggested by Waddock and 

Graved (1997). Additionally, Chen et al. (2015B) research indicates that environmental 

performance indicators are more associated with a negative effect on financial performance. 

Thus, a potential explanation for the negative result concerning the Energy category might be 

that SMEs do not have the resources to meet all the high requirements in the environmental 

dimension, which consequently affect the result negatively. Moreover, the negative 

relationship between Supplier Environmental Assessment and financial performance can 

arguably be explained by actions taken to decrease the potential negative environmental 

impact in the supply chain, by for example changing to new more sustainable suppliers. The 

cost emerge when SMEs have to put time and resources into finding suitable suppliers which 

achieve the environmental criteria and those suppliers can believably be more expensive than 

other suppliers that do not have environmental focus. 
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5.2. The Impact of CSR in European and Asian SMEs  
The impact of both the social and environmental dimension of CSR in relation to financial 

performance seem to a higher degree be positive in SMEs originating from Europe than from 

Asia. In line with Moon’s (2007) reasoning this might be due to the Western and Eastern 

world’s distinct institutional differences in regards to governance-, social- and 

environmental- systems. One can argue that European SMEs to a higher degree are obligated 

to strategically implement sustainable business practices due to governmental standards and 

laws. William and Agulera (2008) highlight that it is the salient regulations and governmental 

polices across Europe that encourage CSR initiatives and advancements. This is visible in the 

high standards of CSR reports, and the motivation among the European SMEs to engage in 

CSR activities. Accordingly, we propose that the higher degree of developed regulations in 

the Western world somewhat force European SMEs to be more responsible compared to 

Asian SMEs. Hence, European SMEs operate in an environment that demands companies to 

incorporate sustainability in their business, which consequently contribute to a higher 

awareness and motivation concerning different dimensions of CSR and how to incorporate it 

to businesses. Consequently, we question if the scant relation between the social and 

environmental dimension of CSR and financial performance in Asian SMEs is because the 

lower degree of awareness and hence motivation to incorporate sustainable business 

practices. Additionally, we believe that managers and stakeholders of Asian SMEs have a 

low perception of CSR and stakeholders are less likely to encourage and offer resources to 

support CSR commitments. Compared to stakeholders in Europe that encourage such 

operations and thus give companies more liberty when pursuing social responsibility issues, 

this line of reasoning is supported by Thompson et al. (2012) and Yang and Zhou (2001). 
 

Furthermore, previous research emphasize that the level of consciousness around the 

development of CSR is greater in the Western world than in the Eastern world (Chapple et 

al., 2003). The higher awareness of CSR among stakeholders in Europe might have affected 

the result of this study. Supporting the stakeholder perspective of CSR, as sustainable social 

and environmental business practices might to a higher degree cater different stakeholder 

demands in Europe than in Asia, which leads to a more significant impact on European SMEs 

financial performance. Moreover, the fact arises when European SMEs allocate their 

resources on the social and environmental dimension as they can get the reputation of a 

“good citizen” which in turn attracts stakeholders and investors. Hence, focusing on the 

social and environmental dimension of CSR seems to enhance European SMEs’ reputation 
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among customers and improve the relationship with stakeholders, which in turn helps to 

attain good financial performance. 
 

The scant effect of CSR performance related to financial performance in Asian SMEs is 

supported when looking into the distinct categories in the social and environmental 

dimension. The Energy category in the environmental dimension is the only category 

indicating to affect Asian SMEs financial performance negatively. We believe that renewable 

and energy-efficient products and services are rather big changes and costly investments for 

Asian SMEs, which consequently affect the profitability. Accordingly, the result supports the 

agency perspective and Friedman (1970) statements that if companies engage in CSR more 

cost will occur and affect the profitability. Henceforth, this line of reasoning may be even 

sincerer in Asia, which have weak institutional standards and systems for assessing 

sustainable business practices compared to Europe. Furthermore, in accordance with Chapple 

and Moon (2005) statement we believe that regulations for sustainable business practices has 

not to the same degree been developed or implemented in Asian SMEs. One can argue that 

Asian SMEs that have invested in renewable energy had to make a big investment since there 

is no system available how to most efficiently and effectively change to renewable energy, 

which affected their financial performance negatively. 
 

However, when assessing the categories in the social and environmental dimension of CSR in 

European SMEs, a more complex matter are identified, as the total value of both dimensions 

indicate a positive relation to financial performance, although some categories indicate a 

negative relation. The Society performance category and Product responsibility category has 

the strongest effect on financial performance. Implying that companies that are active in local 

communities and show that they care about customers’ health and safety can gain a good 

company image, which correspondingly increase sales, investments and profitability. One can 

speculate that stakeholders and customers in Europe are more informed and educated about 

CSR, thus they show greater awareness and further put more pressure on companies to take 

responsibility for their actions. Moreover, the Product and service category show a positive 

relation to financial performance indicating that European SMEs that focus on environmental 

friendly products, services and recyclable packages will constitute for favorable financial 

performance. It could be argued that since the consciousness regarding the development CSR 

is greater in Europe, customers are more motivated to select products and services that are 

environmental friendly, which increases sales.  
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Though, what is interesting is that some categories indicated a negative relation towards 

financial performance. This can imply in accordance with McWilliams et al. (2006) statement 

that CSR is a misuse of resources. Accordingly, supporting the agency perspective of CSR 

(Friedman 1970), European SMEs that focus on the Labor practices category and investing 

resources to ensure high standards among their employees and the Human rights category has 

a negative relation to financial performance. Possible explanations for the negative outcome 

in Europe can be because of;  (1) the time and money invested in guaranteeing high 

standards, (2) the possible interest-conflicts that may arise because some European 

stakeholders think that the money should be spend on value-added things instead of CSR and, 

(3) focus on Labor practices and Human rights will from a short-term perspective have a 

negative effect, even though it could developed to an advantage in the long-run. Moreover, 

Emission, effluents and waste and Compliance in the environmental dimension indicated a 

negative relation to financial performance, which can be argued to be a result from recent 

years focus on high environmental standards in businesses that may be both expensive and 

demand a lot of resources for European SMEs. In addition, we would like to argue that the 

negative relationship in some categories in Europe and the non-significant relation in Asia 

could depend on the fact that European SMEs actually are spending money on CSR, which 

increases costs and thus affect financial performance negatively. Whilst Asian SMEs are not 

actively investing in CSR practices and thus do not increase costs.  
 

However, although some categories in the social and environmental dimension indicate a 

negative relationship with European SMEs’ financial performance, the total value of the two 

dimensions shows a positive relationship. Thus, we would like to argue that it is important for 

SMEs to consider and put emphasis on all distinct categories to obtain a good financial 

performance. Referring to the importance to cater different stakeholder demands, as they 

possess the power to influence companies’ profitability.  Furthermore, we would like to argue 

that the more Asian SMEs expand to European markets, the awareness and motivation to 

execute social and environmental responsible business practices will increase progressively. 

Additionally, the European laws and regulations will somewhat force Asian SMEs to adapt 

and incorporate CSR in their businesses. 
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6. Conclusion and Implications 

This chapter will present the conclusions of the study as well as implications for further 

research and managers. 

6.1. Conclusion 
The aim of this thesis was to explore if it pays off for SMEs in Europe and Asia to be good 

and green. The results show that SMEs that have realized that their business intersect with 

both environmental and social interests, will have a greater chance to reach economic 

success, competitive advantages and build strong relationships with stakeholders. The study 

shows a positive impact of the social and environmental dimension of CSR on SMEs 

financial performance. We argue that when companies invest money in social and 

environmental activities they cater different stakeholders’ demands, which in return makes 

stakeholders more willing to offer resources and assets to support SMEs further operations. 

Accordingly, as an outcome companies can operate more efficiently and expansively, gain 

profitability and ultimately realize the improvement on financial performance. The results 

show that CSR is a global concern that needs to be addressed, and if SMEs neglect their 

responsibility they may not be in the position to access new markets due to different 

requirements of corporate ethics and standards. Accordingly, the positive relation between 

CSR and financial performance should be an incentive for all SMEs both in Asia and Europe 

to continue working on improving sustainable business practices. Not only in the sense that it 

will yield good financial results but also in the sense of being a good corporate citizen. 

Additionally, it can be concluded that the social dimension of CSR has a greater impact on 

financial performance than the environmental dimension. We argue that it is because of the 

higher visibility of the social dimension among stakeholders. 
 

European SMEs indicates to have a higher degree of impact on the relationship between 

social and environmental dimension of CSR and financial performance, proved by the non-

significant result from Asian SMEs. Additionally, we assume that the non-significant 

relationship is because of the fact that nobody is around and recognize SMEs’ CSR 

commitments in Asia, whilst stakeholders in Europe are more present and acknowledge 

European SMEs responsible business practices, which produce economical benefits. 

However, even though we cannot identify that CSR is beneficial and financially profitable for 

Asian SMEs, we truly believe that as Asia gets more developed, the perception of CSR will 
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change and the motivation to perform sustainable business practices will increase. Thus, the 

favorable relationship identified in European SMEs could be an incentive for Asian SMEs to 

embrace and be more positive towards CSR, as it can improve both stakeholder relationships 

and customers’ perception..   
 

So, does it pay for SMEs to be good and green? Or, does increased focus on social and 

environmental sustainable business practices results in financial disadvantages? As showed 

by our results, the answer to this question is yes. Accordingly, we would like to argue that 

social and environmental business practices are more relevant and important for businesses 

than ever before, not least for SMEs. 

6.2. Implications for Further Research 
The thesis provides novel insight into the contingent relationship between CSR and financial 

performance in SMEs. It extends the burgeoning theoretical and empirical literature to 

demonstrate and compare the social and the environmental dimension of CSR in an 

institutional context by comparing European SMEs with Asian SMEs. Additionally, we 

contribute to the literature by overcoming some important prior shortcomings by being the 

first to examine the relationship between the social and environmental of CSR and financial 

performance with help of the GRI framework. The researched relationship is of course more 

complex that the available data allowed us to model herein. Hence, we hope that this paper 

encourage future research to examine how sustainable business practices affect SMEs 

financial performances. For such study progresses we embolden researchers to go beyond the 

stakeholder and agency perspective (i.e. Freeman, 1984; Friedman, 1970) and toward a 

clearer understanding of the study’s underlying categorical dimension of CSR and further of 

the contingent condition, it does, and does not pay to be good and green. 
 

In addition, the study provides a structured content analysis of CSR based on the GRI 

framework adopted from Chen et al. (2015A; 2015B), which allowed comprehensive 

coverage of social and environmental indicators. Nevertheless, as the GRI reports often 

exceed 100 pages, a larger sample would have demanded more rigid methods for clarifying 

validity and reliability in the content analyses. Thus, we would like to encourage future 

researchers to further embrace the scant literature that explore the CSR and financial 

performance link with help of the GRI framework, as it proved to be beneficial tool for 

measuring SMEs social and environmental performance. Additionally, one further extension 
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could be to investigate SMEs by using GRI reporting standards from several years. This 

thesis adopts a one-year time frame to demonstrate the relation between CSR and financial 

performance, and we clearly realize that our empirical findings and statistical method are not 

enough to explore the complex relationship. Therefore, we suggest a longitudinal research 

could provide a deeper insight into the cause-and-effect of the relationship and thus provide a 

clearer understanding of how the relationship varies over different time horizons and 

continents. Moreover, as the result of this study indicates that there exist different 

institutional views and motivation towards CSR in European and Asian SMEs, it would be 

interesting for further researchers to adopt a wider view, and investigate SMEs on more 

continents to examine if the consciousness and motivation towards CSR differs among 

stakeholders, customers and governments, and hence explore the additional effect on the 

financial performance. 

6.3. Implications for Managers   
The findings suggest that improved social and environmental sustainable business practices 

are positively related to SMEs financial performance, especially for European SMEs. 

However, we propose that the importance of CSR is vital for Asian SMEs to embrace as well, 

because we believe that the perception of CSR in Asia will change among stakeholders the 

more Asia becomes developed. Thus, the findings should be of interest for SMEs and 

managers, in both continents, to take advantage of. Thus, by increasing their CSR practices 

and putting emphasis on CSR commitments, SMEs can potentially reap the benefit of better 

financial performance. In addition, our findings show that CSR practices by SMEs are 

important for stakeholders. Hence, we suggest managers’ knowledge the importance of cater 

and fulfill stakeholder demands regarding social and environmental sustainable business 

practices, as financial returns are more likely to increase as the strength of the stakeholder 

relationships increase. Additionally, we suggest that CSR publicity potentially can bring 

significant competitive advantage for SMEs and thus complement the economic goals of the 

companies in the short-term perspective. 
 

From a managerial perspective this paper should additionally increase awareness among 

SMEs, and other companies, to use standardized reporting formats for social and 

environmental sustainable practices like following the GRI guidelines. It would enable 

enterprises to obtain a transparent external and internal communication system, valuable for 

different stakeholders. The study should also raise consciousness of potential business 
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performance improvements, as increased CSR awareness and understanding could help 

decision makers to make enhanced choices in regards to sustainable implementations and 

strategies. Moreover, the result shows that CSR disclosures that follow GRI guidelines are 

particularly positively related to financial performance. Thus, our findings could be of 

interest for regulators to assess, as there is a possibility that companies can influence their 

profitability through voluntary usage and implementations of GRI guidelines and standards.  
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Appendix 1. 
 

List of Sample Companies and their Country of Origin 
Sample companies.  

Country in Europe SME   Country in 
Asia 

SME 

Spain Airpharm  Philippines Adfiap 

Netherlands Bouwinest  India Ayurvet 

Sweden Caten  Turkey Bursagaz 

Spain Cofides  India Divgiwarner 

Germany Fai  India Enptro 

Norway Green Resources  Indonesia Groen Indonesia 

Finland Industry Imvestement  China Guangshen Railway Company 

Belgium Jsr Micro  Vietnam Hsc 

France Loterie Romande  Vietnam Imexpharm 

Austria Mam  Russia Joint Stock Company 

Greece Neaod  India L.N. Chemical Industries  

Switzerland Neosys Ag  India Lokesh Machines Limited  

Denmark Palsgaard  India Mac Steel Pvt.Ltd. 

Belgium Roularta Media Group  Saudi Arabia Majid 

Finland Sato  Indonesia Mediavista 

Germany Sedus  Sri Lanka Mercantile Investments & 
Finance Plc. 

France Societe Fonciere Lyonnaise  India Metadesign 

Sweden Swedfund  India Mgi Coutier Exotech 

Norway Teekay Petrojarl  India Mmtc-Pamp 

Switzerland Valiant  India Nandan Group 

Netherlands Vesteda  United Arab 
Emirates 

Omnicom Media Group 

Netherlands Witteveen Bos  India Ongc Group 

Norway  XXL  India Paharpur 

   Vietnam  Petro Vietnam 

   India Prs Permacel Private Limited 

   Qatar Quatargas 

   India Satish Injectoplast Pvt. Ltd. 

   Taiwan  Tehtai 
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Appendix 2.  
 
List of Variables for the Social Performance Indicators 
This list is adopted and modified from Global Reporting Initiative (2016) and Chen et al., 
(2015A).  
 

1. Labor practices and decent work performance indicators  

1A: Employment 

LA1: Total workforce by employment type, employment contract, and region, broken down 

by gender. 

LA2: Total number and rate of new employee hires and employee turnover by age group, 

gender, and region. 

LA3: Benefits provided to full-time employees that are not provided to temporary or part-

time employees, by significant locations of operation. 

LA15: Return to work and retention rates after parental leave, by gender. 
 

1B: Labor/management relations 

LA4: Percentage of employees covered by collective bargaining agreements.   

LA5: Minimum notice period(s) regarding operational changes, including whether it is 

specified in collective agreements. 

 

1C: Occupational health and safety 

LA6: Percentage of total workforce represented in formal joint management–worker health 

and safety committees that help monitor and advice on occupational health and safety 

programs. 

LA7: Rates of injury, occupational diseases, lost days, and absenteeism, and total number of 

work-related fatalities, by region and by gender. 

LA8: Education, training, counseling, prevention, and risk- control programs in place to 

assist workforce members, their families, or community members regarding serious diseases. 

LA9: Health and safety topics covered in formal agreements with trade unions. 

 

1D: Training and education  

LA10: Average hours of training per year per employee by gender, and by employee 

category. 
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LA11: Programs for skills management and lifelong learning that support the continued 

employability of employees and assist them in managing career endings. 

LA12: Percentage of employees receiving regular performance and care development 

reviews, by gender. 

 

1E: Diversity and equal opportunity 

LA13: Composition of governance bodies and breakdown of employees per employee 

category according to gender, age group, minority group membership, and other indicators of 

diversity. 
 

1F: Equal remuneration for women and men 

LA14: Ratio of basic salary and remuneration of women to men by employee category, by 

significant locations of operation. 

 

2. Human rights performance indicators 

2A: Investment and procurement practices 

HR1: Percentage and total number of significant investment agreements and contracts that 

include clauses incorporating human rights concerns, or that have undergone human rights 

screening.  

HR2: Percentage of significant suppliers, contractors, and other business partners that have 

undergone human rights screening, and actions taken. 

HR3: Total hours of employee training on policies and procedures concerning aspects of 

human rights that are relevant to operations, including the percentage of employees trained. 

 

2B: Non-discrimination 

HR4: Total number of incidents of discrimination and corrective actions taken. 

 

2C: Freedom of association and collective  

HR5: Operations and significant suppliers identified in which the right to exercise freedom of 

association and collective bargaining may be violated or at significant risk, and actions taken 

to support these rights. 
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2D: Child labor 

HR6: Operations and significant suppliers identified as having significant risk for incidents of 

child labor, and measures taken to contribute to the effective abolition of child labor. 

 

2E: Forced and compulsory labor 

HR7: Operations and significant suppliers identified as having significant risk for incidents of 

forced or compulsory labor, and measures to contribute to the elimination of all forms of 

forced or compulsory labor. 

 

2F: Security practices 

HR8: Percentage of security personnel trained in the organization's policies or procedures 

concerning aspects of human rights that are relevant to operations. 

 

2G: Assessment 

HR10: Percentage and total number of operations that have been subject to human rights 

reviews and/or impact assessments. 

 

3. Society performance indicators  

3A: Local communities 

SO1: Percentage of operations with implemented local community engagement, impact 

assessments, and development programs. 

SO9: Operations with significant potential or actual negative impacts on local communities. 

SO10: Prevention and mitigation measures implemented in operations with significant 

potential or actual negative impacts on local communities. 

 

3B: Corruption 

SO2: Percentage and total number of business units analyzed for risks related to corruption. 

SO3: Percentage of employees trained in organization's anticorruption policies and 

procedures. 

SO4: Actions taken in response to incidents of corruption  

 

3C: Anti-competitive behavior 

SO5: Total number of legal actions for anticompetitive behavior, anti-trust, and monopoly 

practices and their outcomes. 
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3D: Compliance 

SO6: Monetary value of significant fines and total number of non-monetary sanctions for 

noncompliance with laws and regulations.  

 

4. Product responsibility performance indicators  

4A: Customer health and safety 

PR1: Life cycle stages in which health and safety impacts of products and services are 

assessed for improvement, and percentage of significant products and services categories 

subject to such procedures. 

PR2: Total number of incidents of non-compliance with regulations and voluntary codes 

concerning health and safety impacts of products and services during their life cycle, by type 

of outcomes. 

 

4B: Product and service labeling 

PR3: Type of product and service information required by procedures and percentage of 

significant products and services subject to such information requirements. 

PR4: Total number of incidents of non-compliance with regulations and voluntary codes 

concerning product and service information and labeling, by type of outcomes. 

PR5: Practices related to customer satisfaction, including results of surveys measuring 

customer satisfaction. 

 

4D: Customer privacy 

PR8: Total number of substantiated complaints regarding breaches of customer privacy and 

losses of customer data. 

 

4E: Compliance 

PR9: Monetary value of significant fines for noncompliance with laws and regulations 

concerning the provision and use of products and services.  
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Appendix 3.  
 
List of Variables for the Environmental Performance Indicators 
This list is adopted and modified from Global Reporting Initiative (2016) and Chen et al., 
(2015B). 
 

Materials 

EN1 Materials used by weight or volume. 

EN2 Percentage of materials used that are recycled input materials. 

 

Energy 

EN3 Direct energy consumption by primary energy. 

EN4 Indirect energy consumption by primary energy source. 

EN5 Energy saved due to conservation and efficiency improvements. 

EN6 Initiative to provide energy-efficient or renewable energy based products and services, 

and reductions in energy requirement as a result of these initiatives.  

EN7 Initiative to reduce indirect energy consumption and reduction achieved. 

 

Water 

EN8 Total water withdrawal by source. 

EN9 Water resources significantly affected by withdrawal of water. 

EN10 Percentage and total volume of water recycled and reused. 

 

Emissions, Effluents and Waste 

EN11 Total and indirect greenhouse gas emissions by weight. 

EN12 Other relevant indirect greenhouse gas emissions by weight. 

EN13 Initiatives to reduce greenhouse gas emissions and reductions achieved. 

EN14 Emissions of ozone-depleting substances by weight. 

EN15 NO, SO and other significant emissions by type and weight. 

EN16 Total water discharge by quality and destination. 

EN17 Total weight of waste by type and disposal method.  

EN18 Total number and volume of significant spills. 

EN19 Identity, size, protected status and biodiversity value of water bodies and related 

habitants significantly affected by the reporting organization´s discharges of water and 

runoff. 
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Products and Services 

EN20 Initiatives to mitigate environmental impacts of products and services and extent of 

impact mitigation.  

EN21 Percentage of products sols and their packaging materials that are reclaimed by 

category. 

 

Compliance 

EN22 Monetary value of significant fines and total number of non-monetary sanctions for 

noncompliance with environmental laws and regulations. 

 

Transport 

EN23 Significant environmental impacts of transporting products and other goods and 

materials used for the organization´s operations and transporting members of the workforce. 

 

Overall 

EN24 Total environmental protection expenditures and investments by type.  

 

Supplier Environmental Assessment 

EN25 Percentage of new suppliers that were screened using environmental criteria. 

EN26 Significant actual and potential negative environmental impacts in the supply chain 

and actions taken. 
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Appendix 4.  
 

Grading Scale 
Basic rating qualifications scale adopted and modified from Skouloudis et al. (2009). 

  

Points Rating qualifications/requirements  Example— Corruption 
 

1. Not active. The report does not include 
any information relevant to the specific 
topic.   
 

No information is provided in the assessed 
report. 

2. Low active. The report provides limited 
information and brief statements.  
 

We monitor the dimension in our 
operations. 

3. Medium active. The report includes 
valuable information on the topic but 
there are still major gaps in coverage.  
 

Employees were given anti-corruption 
training, no result presented of the outcome. 

4. Medium/high active. The provided 
information is adequate and clear.  

Risks connected with corruption is assessed 
and procedures how to decrease it is 
presented. 
  

5. Highly active. The information can be 
characterized as “full” in the report.  
Include measurable targets and relevant 
monitoring results.  

75% of the workforce has gone through 
anticorruption training, measures and 
results are presented and future goals. An 
anticorruption policy is implemented as a 
practical framework on how to reach future 
goals and visions. 
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Appendix 5. 
 

Clarification of the Social and the Environmental Categories  
Social and Environmental dimension categories. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Social Dimension Categories Abbreviation Measures 

Labor practices and decent work performance 
indicators 

SLaborPractices 
 

(LA1-L14) 
 

Human rights and procurement practices SHumanRights (HR1-HR10) 

Society responsibility performance indicators SSocietyResponsibility (SO1-SO6) 

Product responsibility performance indicators SProductResponsibility (PR1-PR9) 

   

Environmental Dimension Categories   

Materials  EMaterials (EN1-EN2) 

Energy EEnergy (EN3-EN7) 

Water EWater (EN8-EN10) 

Emission, effluents and waste EEmission (EN11-
EN19) 

Products and services EProductServices (EN20-
EN21) 

Compliance ECompliance (EN22) 

Transport ETransport (EN23) 

Overall EOverall (EN24) 

Supplier and environmental assessment ESupplier (EN25-
EN26) 
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Appendix 6. 
 
Collinearity Statistics 
The VIF-level. 

 

 

 

 

 

 

 

 

 

 

 Collinearity statistics  
Dependent variable: ROA Tolerance VIF 

Firm Size 0.785 1.275 
Industry 0.270 1.252 
Age 0.496 2.016 
SLaborPractices 0.216 4.631 
SHumanRights 0.177 5.645 
SSocietyResponsibility 0.123 8.144 
SProductResponsibility 0.305 3.277 
EMaterials 0.428 2.329 
EEnergy 0.253 3.956 
EWater 0.439 2.280 
EEmission 0.181 5.528 
EProductServices 0.413 2.424 
ECompliance 0.168 5.957 
ETransport 0.393 2.543 
EOverall 0.211 4.739 
ESupplier 0.165 6.077 


