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Abstract 
 

Problem background and problem discussion: The increased demands on companies 

and their ability to operate sustainably has made corporate social responsibility (CSR) a 

very hot topic in modern society. The academic debate has yet to put a definite answer 

on whether the engagement in CSR activities has a positive effect on a company 

financially. Previous research on stock listed in Sweden indicate that there is a positive 

relationship between environmental performance and that there is an asymmetry in how 

it is valued across company sizes. However, there has not yet been any research made 

into what impact size has on the value relevance of social CSR ratings. This will be 

tested by drawing from resource-based theory and legitimacy theory.   

 

Research question: How is the value relevance of social ratings affected by accounting 

for company size? 

 

Purpose: The purpose is to examine what effect the inclusion of corporation size has on 

the value relevance of social CSR ratings. A sub purpose is to investigate if the results 

of previous research made into the area of value relevance for environmental and CSR 

ratings at OMX Stockholm can be confirmed with an altered model. 

 

Theory: The study primarily utilizes Stakeholder theory, the resource-based theory and 

legitimacy theory.  

 

Method: This is a quantitative study in a panel data setting with a deductive research 

approach. The practical method is a regression analysis that assesses the value relevance 

of CSR measures at the OMX Stockholm for the years of 2006, 2007, 2008, 2009, 2011 

and 2013. The study encompasses 349 Small-, medium- and large-sized companies and 

has a total of 1429 observations, which have been subject to statistical significance tests. 

 

Results and analysis: The results show that social, environmental and overall CSR 

ratings are value relevant and associated with lower market values. There also seems to 

be little impact on results by including company size as a variable. Furthermore the 

results of this study differ from previous research, implying that results are very 

sensitive to changes in the regression model. 

 

Conclusion: The results of the study lead us to believe that size has little impact on how 

value relevant social ratings are. This implies that regardless theory such as the 

resource-based and legitimacy theory these cannot be supported in practice among 

Swedish firms listed at OMX Stockholm. Furthermore, our method gives different 

results with regard to previous research done on the Swedish market and indicates that 

there is a negative relationship between CSR ratings and market value.
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1. Introduction 

This chapter provides an introductory background and subject discussion in order to 

highlight and problematize the chosen subject. The problem background and discussion 

will then result in research questions, the purpose of this study and the practical and 

theoretical contribution. Finally, a last note will highlight research demarcations. 

  

 

1.1 Problem background 

Media outlets such as television, internet and the newspapers have allowed the general 

public to see the negative impact that companies can have both environmentally and 

socially. In 2010, oil and gas giant British Petroleum (BP) caused the Deepwater 

Horizon oil spill, which resulted in the death of 11 BP-employees and significant 

damage to wildlife throughout the Gulf of Mexico (BBC, 2011). Such environmental 

damage can cause prolonged negative impact, in particular to those whose occupations 

are directly involved with the gulf. Unfortunately, these events are nothing new. 

Consider the 1950’s disaster in Love Canal, USA, where Hooker Chemical and Plastic 

Cooperation dumped 20 000 tonnes of chemical waste outside their factory. The nearby 

community was poisoned, causing cancer, miscarriages and lawsuits (Janzon, 2010). Or 

consider another infamous environmental disaster, the oil spill of 1989 in Alaska, USA, 

where the oil tanker Exxon Valdez spilled 40 000 tons of crude oil. 1200 kilometers of 

coastline were destroyed along with the death and suffering of countless animal wildlife 

(Janzon, 2010). Each event had very serious environmental consequences, but they also 

impacted the public opinion regarding industrial responsibility.  
 

As important as it is to consider the environmental perspective, there is another area of 

industrial responsibility to consider: the social responsibility. In 2013, it was discovered 

that Apple Inc. had no less than 74 cases of child labor throughout their supply chain 

(Garside, 2013). A year earlier, the South Korean electronics giant Samsung was 

accused of allowing forged identity cards enabling children under 16 to work illegally at 

their supplier’s factories. In addition, Samsung’s suppliers allegedly paid their 

employees such low wages that most of the employees were forced to work overtime in 

order to make ends meet (CBC, 2012). Both examples are very likely to negatively 

influence public opinion of both Apple and Samsung. In turn, the change in social 

perspective has the potential to influence the company's future finances.  

 

The increased pressure from external parties after the unveiling of various scandals have 

forced companies to manage themselves in a more responsible way, pharmaceutical 

companies have been subject to public pressure to develop medications for AIDS and 

various fast food chains are taking the blame as the average citizen is eats less healthy 

and obesity increases (Porter & Kramer, 2006 p. 80). This pressure to manage 

companies in a more responsible manner is now accepted as a corporate strategy for 

long term legitimacy and profitability (Isaksson et al., 2014, p. 64). A Swedish example 

is the industrial giant Sandvik who engages in corporate social responsibility in order to 

protect them from lawsuits and corruption among other things (Isaksson et al., 2014, p. 

65). Another example of how important CSR has become can be exemplified with the 

Swedish paper maker, Stora Enso, whom after several scandals relating to CSR had 

their CEO resign (TT, 2014.) as well as getting blacklisted by The Seventh Public 

Pension Fund (Veckans Affärer, 2014). 
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It is therefore fairly justified to say that corporate social responsibility (CSR) defined as 

“…actions that appear to further some social good, beyond the interest of the firm…” 

(McWilliams & Siegel, 2001, p. 117) is taking the world of business by storm as well as 

it is moving away from charity towards an integrated business strategy aiming at 

providing positive financial returns (McElhaney, 2009, p. 30). This shift of importance 

in environmental performance is shared by Klassen & McLaughlin (1996, p. 1212) 

whom show that market gains and cost savings achieved through environmental 

management is positively linked to financial performance. One take on this view of 

value-maximization is thus the stakeholder value theory, which argues that managers 

should make decisions considering all stakeholders best interest (Freeman et al., 2010, 

p. 29). 
 

With this said, companies are still in the business of creating wealth and would thus 

only be expected to conduct CSR related activities if the benefits from those activities 

exceed the associated cost. There is thus an opposing view argued by Jensen (2002, p. 

236, 241) who defines value maximization as managerial decisions that will increase the 

long-run market value of the firm, and managerial decisions need not take all 

stakeholders’ interests, who in many cases are conflicting, into consideration. 

 

1.2 Problem discussion 
The problem of measuring CSR is considered as one of the main reasons why previous 

research have shown inconsistent and unreliable results on what effects CSR has on 

financial performance (Waddock & Graves, 1997, p. 304). Measurement is especially 

difficult since CSR is a multidimensional concept and as a multidimensional concept it 

stretches from investment in pollution control to supplier relations and philanthropic 

programs. There is thus a need to break down the concept of CSR and differentiate the 

environmental and social aspect of CSR. The importance of a fine-grained view on CSR 

can be emphasized as previous research have shown how the satisfaction of various 

stakeholders have different effects on a firm as exemplified below.  

 

Edmans (2011) used “100 best companies to work for in America”-lists as a proxy in 

order to examine whether intangible data in the form of employee satisfaction, which 

indeed can be incorporated as a part of CSR and stakeholder relations, was being 

incorporated into stock valuations. Edmans found that this was not the case and that 

constructing a portfolio of these 100 companies would have generated risk adjusted 

returns that were 2,1% higher between the period of 1984 and 2009 (Edmans, 2011). 

Along the same line, Hillman & Keim (2001) indicated in their study the importance of 

the social aspect as their study suggested that maintaining a good relationship with key 

stakeholder such as employees and the community was positively related the market 

value of the firm.  

 

However, Brammer et al. (2006, pp. 108-109) found that a higher score within 

environmental or community relations led to lower returns for companies listed in the 

United Kingdom while the employment scores lead to higher returns on average but the 

results as such was not statistically significant.  

 

There are several studies that indicate that firm size is an important factor when it 

comes to social disclosure about efforts that are undertaken in order to have a 

sustainable and environmentally friendly business model (Cormier & Magnan 2003, p. 
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43; Tagesson et al., 2009, p. 360; Holder-Webb et al., 2008, p. 497; Reverte, 2009, pp. 

361, 363). The need for increased disclosures could be related to the notion that “Larger 

corporations also have a larger group of stakeholders that influence them…” (Tagesson 

et al., 2009, p. 360) and therefore larger companies have a need to legitimize their 

business, which is consistent with some system-based theories that say that an entity 

affects, and are affected by the society in which it operates (Deegan, 2002, p. 292). In 

conjunction with the thought that larger companies are disclosing more in an effort to 

appear socially conscious Clarkson et al. (2011, p. 129) argued that superior managerial 

capabilities, existent primarily in larger firms and consistent with a resource-based view 

of the firm, are more proactive in questions relating to environmental strategies. Thus, 

the interesting thought arises: since larger companies experience more stakeholder 

pressure and put more efforts into appearing sustainable, is there a substantial difference 

between companies of various sizes in how their sustainability is valued? 

 

Value relevance is a field of research that investigates how various factors interact with 

company value or financial measures, this field will be further explained and expanded 

upon in section 4. The sections above makes it quite clear that the value relevance of 

social performance can be measured in many ways and that the results are dependent on 

the context of the research. In our search for similar research that has been carried out 

for the Swedish market we found Semenova et al. (2010) who examine the relationship 

between market values and CSR measures, both social and environmental, among the 

companies in OMX Stockholm’s SIX 300 index. This study conveys that there exist a 

relationship between higher market value and a higher social & environmental 

performance rating. Among the suggestions for further research Semenova et al. (2010, 

p. 288) suggests that similar studies could be concluded while controlling for 

differences between firm sizes and different industries in order to assess whether the 

results are affected by these factors. Semenova & Hassel (2013) did also build upon 

their own previous works by assessing the impact of firm size and industry with regard 

to the environmental aspect of CSR.  
 

This background lets us, in total, infer that although there has been some research made 

within the area of CSR and financial performance and the fact that the area is not novel 

there is till a lack of knowledge on how taking company size into account affects the 

value relevance of the social aspect of CSR for companies listed at OMX Stockholm. 

That is why we believe that it would be a good idea to fill in the gaps from previous 

research and conduct a study among companies listed at OMX Stockholm while also 

including more data, which was suggested for future studies by Semenova et al. (2010, 

p. 288). We will use the Folksam index for sustainable businesses to do this as it is a 

suitable proxy for building such a study given that it builds on the GES Investment 

Services data (Folksam, 2013), which was used by Semenova et al. (2010) and 

Semenova et al. (2013). 

 

1.3 Research question 
 

How is the value relevance of social ratings affected by accounting for company size? 

 

1.4 Purpose of the study 

The primary purpose of the study is to examine how the value relevance of the social 

aspect of CSR performance is affected by firm size among companies listed at OMX 

Stockholm. This can give insights into whether there is support for the existence of the 
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stakeholder theory, resource-based view and the legitimacy theory for social ratings in 

said market. A sub purpose is to investigate if the results of previous research made into 

the area of value relevance for environmental and CSR ratings at OMX Stockholm can 

be confirmed with an altered model.  

 

1.5 Theoretical and practical contribution 
This is an interesting topic while it could possibly offer knowledge on whether firm size 

matters as a determinant of the value relevance of the social CSR factor. This can shed 

light on whether or not there is a difference in how social sustainability efforts are 

valued across different company sizes. This will give an indication on whether or not 

theories such as stakeholder theory, resource-based theory and the legitimacy theory 

holds for companies listed at OMX Stockholm. 

 

An unequal valuation of social sustainability efforts could have an impact on 

managerial decisions as to what extent they think it is reasonable for their companies to 

exert themselves to improve management of these areas. This could also begin to unveil 

if it might be the case that large companies are put under disproportionate pressure from 

a wide set of stakeholders to perform ethically in comparison to their smaller peers. If 

that is the case it could be an indication that it is time for more equal corporate 

governance strategies and media scrutiny for companies across the board of investments 

and not just firms targeted for their public renown.  

 

With regard to our sub-purpose giving an answer to this question could give indication 

on whether the results of previous research such as Semenova et al. (2010) and 

Semenova & Hassel (2013) is robust to changes in the research model. This could 

reaffirm the theoretic fundament implying that Swedish companies should engage in 

especially environmental activities as this has been found to be a source of value 

creation. This in turn can be of great service to managers as they have grounds to 

believe that efficient stakeholder management is a good investment for company 

owners. 

 

1.6 Research demarcations 
This study will be based on Folksam’s index for sustainable business, to be more 

precise the reports that were released in 2006, 2007, 2008, 2009, 2011, 2013, which are 

all the reports that have been released so far. This is the only data that will be used as a 

proxy for how sustainable the operations of the listed companies in Sweden can be 

regarded. In total, the time period for which data will be analyzed is 6 years, which we 

believe, is a large enough time span to examine in order to justify a result that can be 

deemed as trustworthy. That being said, a larger time span with a larger sample could 

probably have been beneficial in the quality of the study. 
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2. Scientific method 

This chapter begins with a presentation of both the research philosophy and approach 

followed by research design. The research design will highlight methodological choices 

as well as strategy and chosen time horizon. The chapter then ends with a discussion of 

the literature search, source criticism and an ethical and social perspective on this 

thesis. 

  

 

2.1 Research philosophy 
Research philosophy relates to the assumptions and beliefs regarding knowledge and 

how the nature of reality is viewed, and these beliefs will influence the chosen research 

strategy and interpretation of results (Saunders et al., 2012, p. 128). Saunders et al. 

(2012, p. 129) outlines two distinct ways to consider research philosophy: ontology and 

epistemology. In brief, one can say epistemology is the theory of knowledge whereas 

ontology is the theory of being and the nature of reality (Saunders et al., 2012, p. 130). 
 

Epistemology concerns the theory of knowledge along with the type of knowledge 

considered to be acceptable within a topic (Saunders et al., 2012, p. 132). Epistemology 

questions whether or not social reality should be studied according to the principles and 

methods used within natural science, which are especially important to follow when one 

has a positivistic view (Bryman & Bell, 2013, p. 35). It is also possible to have a 

realistic view which has two branches: direct realism and critical realism. Direct realism 

says that what is experienced accurately portrays reality while critical realism suggests 

that what we experience is merely a view of the real things not the things directly 

(Saunders et al., 2012, p. 136). The last epistomological view that can be chosen is 

interpretivism which is more of a opposite to positivism since it argues that the social 

constructs within the world of business are far too elaborate for the application of black 

and white, law-like theoretization (Saunders et al., 2012, p. 137). 
 

A positivistic view implies that the laws of natural science are followed. All knowledge 

must also be considered to be free of personal values, assumptions and impressions and 

as such the positivist considers knowledge to be truly objective (Saunders et al., 2012, 

p, 134). In addition, a positivist only considers observable phenomena and social 

realities as usable for generating credible data (Bryman & Bell, 2013, p. 36; Saunders et 

al., 2012, p. 134). Using knowledge obtained from previous research, we have set up 

our hypotheses to objectively and without preconceptions, test the value relevance of 

social factors when controlling for firm size on OMX Stockholm. For this purpose we 

will use multiple regressions to analyze our hypotheses and form conclusions based 

upon observable fact and empirical data. This study will therefore be conducted with a 

positivistic view on knowledge. 
 

Ontology is divided between objectivism and constructivism according to Bryman & 

Bell (2013, p. 42) and both views have different opinions on how to view the world. 

From an objectivistic standpoint the researcher acknowledges social entities which exist 

independent of social actors. On the other hand constructionism considers social 

phenomena to be constantly created by social actors. As such, all social phenomena are 

in constant revision and not objective of social actors. Since we are investigating data 

on the value relevance of social, environmental and overall CSR factors on OMX 
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Stockholm it would be incorrect to have a subjective view as we are not interested in a 

subjective meaning of the value relevance concept. Instead an objective view of the 

world and interpretation is preferable. Therefore, this study will take an objective view 

of the world and the interpretation of knowledge. In conclusion, from an ontological and 

epistemological perspective we will be objective with a positivistic view. 

 

2.2 Research approach 
In social science there are two main approaches used to establish the relationship 

between theory and research. The approach can be either deductive or inductive, with 

the latter more commonly used (Bryman & Bell, 2013, p. 31). 
 

A deductive approach can be considered a top-down approach as it goes from 

preexisting theories to development of specific hypotheses (Olsson & Sörensen, 2011, 

p. 47). Once the operational hypotheses have been formulated they will then be subject 

to empirical testing to determine either rejection or confirmation of the hypothesis. 

Depending on the results, the research will connect it to an existing theory and any 

eventual consequences relating to prior knowledge and theory shall be made clear 

(Bryman & Bell, 2013, pp. 31-32). Bryman & Bell (2013, p. 31) illustrates the 

deductive process as shown in Figure 1.   

 
Figure 1 - The deductive process according to Bryman & Bell (2013, p. 31) 

 

If a deductive approach is considered to be top-down, then the inductive approach can 

be considered a bottom-up approach (Olsson & Sörensen, 2011, p. 47). That is to say 

that theories are generated as the result of research. From an inductive perspective it not 

as important to be able to generalize results thus making this approach more applicable 

to qualitative research (Bryman & Bell, 2013, p. 34).  
 

Since we have chosen stakeholder theories and deductively derived our hypotheses to 

enable empirical testing of their implications for value relevance, we are taking a 

deductive approach. Our research approach is in conjunction with Saunders et al. (2012, 

p. 144) as they say that a research process starting from existing theories from which 

hypotheses are derived to be empirically tested is consistent with a deductive approach. 

 

2.3 Research design 
The research design involves a methodological choice, a research strategy, as well as 

particular time horizon. It is, according to Saunders et al., (2012, pp. 158-159), a general 

plan that will turn a research question into a research project. 
 

The first step in formulating a research design is to establish the nature and purpose of 

the study. A research purpose can be either exploratory, descriptive, explanatory or a 

combination of the three (Saunders et al., 2012, p. 160). An exploratory study is 

performed to provide knowledge and insight about a topic and it can be conducted using 

various interview techniques. An explanatory study is performed to establish a causal 

relationship between different variables and since the purpose of this study is to 

investigate the potential value relevant relationship between social and environmental 

factors, company size and market value, an explanatory study is deemed suitable for this 
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study. The third alternative, a descriptive study, is a method that thoroughly describes 

past or present social phenomena or situations but does not provide exploratory or 

explanatory knowledge (Patel & Davidson, 2011, p. 13) and as such it is not an 

appropriate research design for the study at hand. 

2.3.1 Methodological choice 
In order to achieve coherence throughout the research design it is customary to begin 

with the choice of a methodological approach. This approach could follow a 

quantitative, qualitative or a multi-method choice (Saunders et al., 2012, p. 160). An 

inadequate and simplistic way to distinguish between quantitative and qualitative 

research would be to conclude that quantitative research explains social phenomena 

using numerical data and statistical analyses whereas qualitative research is a 

naturalistic approach with emphasis on non-numerical data to explain social phenomena 

in descriptive terms (Saunders et al., 2012, p. 161; Yilmaz, 2013, pp. 311-312). 

However, the difference between quantitative and qualitative research is deeper than 

simple a distinction between numerical and non-numerical data and the methods of 

analysis. They differ in terms of their philosophical, theoretical, as well as 

methodological foundations (Yilmaz, 2013, p. 312). 
 

From a philosophical standpoint, quantitative research is associated with positivism 

(Saunders et al., 2012, p. 162) or objectivism (Yilmaz, 2013, p. 312) whereas qualitative 

research usually is associated to an interpretive philosophy (Saunders et al., 2012, p. 

163). Another fundamental difference relating to the theoretical and methodological 

foundations is the method of data collection and analysis. A quantitative research 

process uses statistical models and mathematical techniques in both data collection and 

analysis. On the other hand, a qualitative research process often uses non-standardized 

techniques such as in-depth interviews and participant observations and analyses it in 

first-person (Yilmaz, 2013, p. 315). 
 

In relation to the current study, a quantitative method will be used. The methodological 

choice is based upon the collection of a large sample of structured financial data and 

CSR measures from an observable reality which will be used to determine if a causal 

relationship exists between CSR rating, financial performance and multiple control 

variables. There will be no attempt to understand the research purpose from the 

viewpoint of our sample as a constructivist would do. Thus we have a positivistic view 

that is customary for a quantitative method. Moreover, all data collection will be done 

using quantitative statistical tools, not in-depth interviews or other qualitative data 

collection methods, and therefore it is possible from a philosophical, theoretical and 

methodological perspective to justify a quantitative research method. 

2.3.2 Research strategy 
In order to develop a structured thesis, from philosophy to conclusion, a well-developed 

plan is required. This is provided through usage of a research strategy, a general plan 

used in order to achieve the goal of a thesis. There are several strategies to choose from 

depending on which research approach, philosophy and methodological choices are 

chosen. Since research strategies are influenced by various research traditions one 

strategy should not be seen as superior nor inferior to any other. Given a quantitative 

choice there are two strategies that are almost exclusive to this choice, experiment- and 

survey strategy, whereas action research and narrative inquiry are two examples of 
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strategies that are almost exclusive to a qualitative method (Saunders et al., 2012, p. 

173).  
 

Experimental strategy is commonly used with a deductive approach, quantitative 

method and explanatory research (Saunders et al., 2012, pp. 162-163). The purpose of 

an experimental strategy is to study the change in independent and dependent variables, 

with an anticipated relationship expected between variables. This anticipated 

relationship is formulated with the help of hypotheses (Saunders et al., 2012, p. 174). 

The purpose of this study is to analyze the relationship between market value and social 

ratings, as well as analyzing how company size may affect the relationship. As such, our 

independent variables are social ratings, our dependent variable is market value, and our 

anticipated relationship is formed by using previously developed theory. Therefore an 

experimental strategy is used.  

2.3.3 Time horizon 
The final aspect in the establishment of a research design is whether the research should 

represent a ‘snapshot’ in time or if it should represent a series of snapshots taken over 

time. A single snapshot in time is cross-sectional data whereas a series of snapshots is 

longitudinal data, sometimes referred to as panel data (Saunders et al., 2012, p. 190; 

Stock & Watson, 2011, p. 390). 
 

If the research purpose is to describe a specific phenomena for a single time period it is 

appropriate to employ cross-sectional data using research strategies such as a survey or 

case study. However if the purpose is to study multiple entities over two or more time 

periods, panel data is preferable using strategies such as experiments and case studies 

(Saunders et al., 2012, p. 190 Stock & Watson, 2011, p. 53). Since our study will entail 

at least 222 entities for each year investigated between 2006 until 2013 we have used 

panel data. 

 

2.4 Literature search 
Primary, secondary and a pair of tertiary literature sources have been utilized in order to 

gain and develop a strong understanding of the chosen subject relating to value 

relevance, corporate social responsibility, and financial performance. In order to 

conduct this rather exhaustive search we have used the following databases: Business 

Source Premier, Diva, Google Scholar and the Umeå University Library search 

function. Examples of search terms used are corporate social responsibility, corporate 

social responsibility and financial performance, legitimacy theory, socially responsible 

investments, SRI, stakeholder theory, resource-based theory, value relevance, value 

relevance and CSR. 
 

These keywords resulted in an abundance of literature concerning corporate social 

responsibility and financial performance connected to our theoretical framework, and 

more than a few articles, reports and theses have served as inspiration. These articles, 

reports and theses was also a valuable resource to additional relevant material. In 

addition to these sources we were fortunate to find a very recent literature review by 

Malik (2015) on CSR’s role in value enhancement, resulting in a comprehensive 

overview of the research performed within this area. 
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2.5 Source criticism  
According to Ejvegård (2009, p. 71) sources should always be assessed on their 

reliability, correctness and objectivity. Based on these assessments Ejvegård (2009, pp. 

71-72) puts forth four requirements that a researcher should be able to assess sources 

on: authentication, independency, freshness, and concurrency. 

 

To meet the requirement of authenticity we have, as much as possible, used primary 

sources as they are considered superior to secondary sources (Ejvegård, 2009, p. 71). 

The primary sources consist mainly of scientific journals retrieved from well-known 

databases such as EBSCO Business Source Premier, Google Scholar and the Umeå 

University library database while financial data was gathered from Thomson Reuter 

DataStream. All mentioned databases are frequently used in the research community 

which further reduces the risk of any bias in retrieved information. In conclusion we 

consider the requirement of authentication and independence to be satisfied as most of 

our is based upon primary sources.  

 

However, a noticeable source criticism is the fact that we do not have access to the 

primary sources which are the basis of the Folksam report. Therefore we do not know 

which parameters OMX Stockholm uses to judge companies on corporate social 

responsibility. We cannot be certain the Folksam report is free of bias but as the aim of 

the report is to influence companies to develop more sustainable business processes and 

resultantly improve their financial performance (Folksam, 2011, p. 2) it is quite unlikely 

that Folksam would distort data. In addition, the report from Folksam is only released 

bi-annually for the latter years. Having annual reports would have provided us with 

more data and which could enable us to conduct a more detailed study. A very positive 

aspect of the Folksam data is that it is based on GES Investment Services data which in 

turn is based on a wide-variety of sources (Semenova et al., 2010, p. 279) thereby 

limiting the amount of bias that could be included as a result of the self serving bias that 

tends to be included if the data would have been based on the companies’ own 

disclosures (Cho et al., 2010, p. 441). 

 

During the research process it is sometimes considered better to use recent material over 

older information, however it is vital to know what has been written prior to this date in 

the topic that is investigated (Ejvegård, 2009, p. 72). For this reason we have tried to 

use current articles, with the majority of material used dated to the 2000’s. Older 

material, such as Friedman’s work from the 1970’s, was referenced as well as there is 

still relevant information within these papers. Therefore we conclude the freshness 

criteria to be fulfilled.  

 

2.6 Ethical and social consideration  

2.6.1 Ethics 
Throughout the business research process there are ethical areas to bear in mind and the 

primary areas of concern are lack of informed consent, participant harm, invasion of 

privacy, and deception of participants (Diener & Crandall, 1978; referred to in Bryman 

& Bell, 2011, p. 128). Saunders et al. (2009, p. 188) goes on to include anonymity, 

confidentiality, and discomfort as other ethical issues that may arise during the research 

process. These ethical areas are primarily related to research involving participants and 

since our study has a clear focus on numerical data most these ethical issues does not 

relate to the context of this study. However, even though there are no participants some 
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issues can still pertain to this study, primarily issues of confidentiality and anonymity, 

since all firms are mentioned by name (Bryman & Bell, 2011, p. 130). However this 

problem is considered to be negligible as all data is readily available and we have no 

incentive to portray any single company as either positive or negative when it comes to 

our field of research. Moreover, since the data is publicly available there is no issues of 

breaching privacy.  

  

The collection, analysis, and handling of data from Folksam and Thomson Reuter 

DataStream will be thoroughly explained so that readers can clearly understand the 

methodological process used to conduct this research. Transparency throughout the 

process is vital in order to show that there will be no manipulation, inappropriate 

summaries, and biased interpretations of statistical results. 

 

In addition to the main ethical issues that might arise during the research process there 

are legal and data management issues pertaining to this study that we will have to 

consider (Bryman & Bell, 2011, p. 138). All collection of data has been done through 

the license agreement between Umeå University and Thomson Reuter DataStream, as 

well as Stata, and we have thus not knowingly broken any rules or regulations. 

2.6.2 Social perspective 
Corporate social responsibility may not save the world but with countless 

environmental and societal industry related issues stacking up in the past decades, CSR 

is a topic on most people and politician’s minds. As such, we consider our choice of 

subject to have an in-built societal aspect. Compared to earlier generations, stakeholders 

are now better informed of company behavior and with increased information comes 

increased demands on acceptable environmental and social behavior. Therefore there is 

a need and responsibility from companies to embrace a corporate profile that will 

adhere to what both individual persons and society at large considers beneficial for all 

(Isaksson et al., 2014, p. 66). As our research question involves the value relevance of 

social and environmental investment, we consider this thesis to have a social 

perspective throughout its core. 
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3. Theoretical framework 

This chapter will explain concepts related to the multifaceted corporate social 

responsibility and those theories that will be the foundation for the upcoming analysis. 

The chapter starts with a thorough explanation of central concepts and subsequently 

goes on to an explanation of the theoretical framework that will contextualize the value 

relevance of corporate social responsibility. 

  

 

3.1 Corporate social responsibility 
Throughout academic literature there has been a long debate about how to define a 

business strategy and concept that is green, responsible, socially progressive, and ethical 

while it should encapsulate societal marketing, corporate social performance and 

philanthropy as well (Blombäck & Wigren, 2009, p. 257). In the end it seems as if there 

is no unanimous definition of what corporate social responsibility (CSR) actually entails 

and how to define it but rather an abundance of wording, concepts and actions of how to 

describe it. In the context of this thesis, CSR and CSR-strategies effectively includes 

social and environmental aspects into all corporate decisions, which is in line with the 

definition of CSR used by Renneboog et al. (2008, p. 1722). Due to this ambiguity of 

CSR Archie B. Carroll developed his CSR-pyramid in order to make CSR more 

comprehendible for all those organization that wish to align their obligations towards 

both shareholders and stakeholders. 

3.1.1 Carrolls CSR-pyramid 
According to Carroll (1991, p. 40) CSR should be framed so that all those 

responsibilities that are bestowed upon a business should be taken into account in order 

to fully accept CSR as legitimate, these responsibilities are; economic, legal, ethical, 

and philanthropic. Together these four responsibilities make up the hierarchical 

foundation of CSR and that is to say, “All other responsibilities are predicated upon the 

economic responsibility of the firm…” (Carroll, 1991, p. 41). Carrolls (1991) 

visualization of the CSR pyramid can be seen in figure 2. 

 

 
Figure 2 – CSR pyramid (Carroll, 1991, p. 42) 

 

Although the pyramid is hierarchical, the economic- and legal responsibilities is seen as 

coexisting rather that strictly hierarchical and as such they make up the foundation of 

the pyramid because it is not possible to run a viable business without following the law 

Philantrophic

Responsibilities

Ethical 
Responsibilities

Legal Responsibilities

Economic Responsibilities
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and regulations (Carroll, 1991, p. 41). The economic responsibility of the firm is to 

maximize earnings per share, become and stay profitable as well as having operations 

that are efficient and competitive whereas legal responsibilities are to conduct business 

according to regulations, law, and provide goods and services that meet requirements 

(Carroll, 1991, p. 40).  

 

Even though economic and legal responsibilities in some part cover an ethical 

perspective, Carroll (1991, p. 41) identifies the ethical responsibility as taking 

consumers, employees, shareholders, and community into consideration when acting 

right, just and fair. That is to say that the firm respect and act in a morally and socially 

acceptable way, conduct good corporate citizenship and doing what is, the firm is thus 

not only acting according to law and regulation but rather going above and beyond of 

what is required (Carroll, 1991, p.41).  

 

The last level of the CSR-pyramid is the philanthropic responsibilities and the main 

difference between ethical and philanthropic responsibilities are that philanthropy is not 

according to Carroll (1991, p. 42) expected in a moral and ethical sense but rather 

discretionary and voluntary. As such the philanthropic responsibilities aim at improving 

quality of life through contributions to the arts, community as well as devoting 

employee time humanitarian programs. 

 

3.2 Corporate social responsibility and financial performance 
There has been previous research done, and considerable amount of debate in both 

media and politics, on the relationship between CSR and financial performance. Yet 

there still is no consensus if this relationship is positive, negative or of no significance, 

Hassel et al. (2005, p. 41) refers to the contrasting view as either a cost-concerned 

school or value creation school. In academic research this inconsistency can be related 

to a variety of factors including the theoretical, methodological and empirical 

limitations of the studies (McWilliams & Siegel, 2000, p. 603; Russo & Fouts, 1997, p. 

535). The method used to perform event studies incurs the limitation of not providing 

an explanation as to why a certain event does not have an impact on financial 

performance and events are sometimes only partially environmental (King & Lenox, 

2001, p. 108). Correlation studies are limited due to the fact that correlation between 

CSR and financial performance does not necessarily imply that there is a causal 

connection (Renneboog et al., 2008, p. 1732). These conflicting views and theoretical 

limitations leaves the academic society and public opinion with both critics and 

proponents of CSR and both views will be elaborated here. 

 

Critics of CSR often refer to the fact that engaging in sustainable and responsible 

strategies will deduct profit from the bottom line, that is to say that money spent on 

CSR will not be recovered by increased future profitability, these critics and researchers 

belong to the cost-concerned school. Therefore, management should carefully consider 

whether or not to engage in CSR-strategies as money put in socially responsible 

activities cannot effectively be aligned with superior financial performance (Friedman, 

1970; McWilliams & Siegel, 1997; Jensen, 2002). In order to investigate the multi-

facetted aspect of CSR we will decouple CSR into social performance and 

environmental performance so that this study can produce a fair view of the value 

relevance of CSR as the multi-facetted aspect is considered to be one reason why 

previous research have shown such conflicting results regarding CSR and financial 

performance (Waddock & Graves, 1997, p. 304). 
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For many companies the reasons for engaging in CSR-strategies could come from either 

outside pressure from multiple stakeholders, increased legislation or an economic 

perspective. A company may consider engaging in those activities if the benefits of 

improved reputation, increased firm value and stock price outweighed the associated 

cost of redirecting and allocating resources from other projects towards CSR (Paul & 

Siegel, 2006, p. 208). Allocating funds towards CSR-strategies in an attempt to increase 

a company’s environmental performance does have a positive impact on managerial 

capabilities as well as it results in real economic benefits (Clarkson et al., 2011, p. 142) 

thus making CSR a vital part of financial performance and progress, consistent with the 

value creation school (Hassel et al., 2005, p. 41). 

 

3.2.1 Social performance 

Research has shown that the relationship between social and financial performance can 

be costly and not demonstrate enhanced financial performance; however the opposite 

has also been shown to be true. These conflicting results will be illustrated below.  

 

In Folksam’s report, Index för ansvarsfullt företagande (2013), social performance is 

decoupled and analyzed within three primary areas: employees, community and 

suppliers. Hillman & Keim (2001, p. 135) acknowledges that the sub-dimensions of 

social performance will affect firm valuation in a variety of ways and developing good 

relations with primary stakeholders is considered to be an intangible, tacit asset that can 

serve as a base of a sustainable competitive advantage. In addition to a competitive 

advantage, maintaining a good relationship with primary stakeholders can result in 

positive financial performance, a relationship that was established as Hillman & Keim 

(2001, p. 132) showed that stakeholder management was positively related to 

shareholder value, the relationship was especially strong for the social aspect of 

community investments (Hillman & Keim, 2001, pp. 126, 134). Similarly, Edmans 

(2011, p. 622) concluded that it is essential to view social factors, in this case 

employees, as a key asset to increasing long-run stock market performance, even though 

it seems as though the U.S stock market was not fully capable of valuing this asset. 

Social performance, measured as employee satisfaction and community relation, is thus 

positively related to market value added (MVA) and stock market performance 

(Edmans, 2011; Hillman & Keim, 2001).  

 

Brammer et al. (2006, pp. 97, 108) investigated the social factors of employment and 

community relations combined with an environmental indicator and found that high 

ratings on community performance was indicative of a poor investment result, and that 

the same was true for the environmental indicator. However, a high employment score 

led to higher returns, though this was not established as a significant relationship 

(Brammer et al., 2006, p. 109). Makni et al. (2009) conducted a study in Canada about 

the causal relationship between corporate social performance (CSP) and financial 

performance, by disaggregating CSP, a proxy of CSR, into sub-dimensions. The only 

sub-divisions found to be significant were employee and environment. As a sub-

dimension of CSP, employee relations was found to be statistically significant and 

negatively related to stock market returns, however this was not applicable to 

accounting returns (Makni et al., 2009, p. 418).  

 

The opposing results of the aforementioned research is highly conflicting in itself as 

there is contrary results in terms of which part of the multi-faceted social dimension 
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have a significant impact on financial performance. Considering the mixed results 

between social performance and financial performance it is certainly warranted to ask 

why it would be beneficial for a company to implement social performance strategies. 

3.2.2 Environmental performance 
The conflicting results in regards to social and financial performance are mirrored when 

social performance is replaced with environmental performance and a clear-cut 

relationship is difficult to find in previous research. Results from previous research have 

shown that environmental performance can be negative, positive, or neutral in regards 

to financial performance and these contradictory results will be expanded and 

exemplified in this section. 

 

An often cited study by Jaggi & Freedman (1992) provides a fine example of the 

negative relationship found between pollution control and financial performance. Jaggi 

& Freedman (1992) found that the U.S. market did not reward pollution control within 

the pulp and paper industry, and instead it negatively impacted short-term profitability. 

The U.S. market did not seem to take the long-term counterbalancing positive effects 

from good environmental performance into consideration (Jaggi & Freedman, 1992, p. 

709). 

 

However there is a growing body of academic literature showing that environmental 

performance is not only a cost concern or a financial constraint but rather an 

opportunity to create a competitive advantage. As long as the environmental strategy is 

wisely embedded in the long-term core mission of a company, and not mutually 

exclusive, there are major possibilities for CSR to ignite social and long-term economic 

progress (Porter & Kramer, 2006). Several studies have revealed results where good 

environmental implementation and management is linked to increased financial 

performance (Clarkson et al., 2011; Dowell et al., 2000; Hart & Ahuja, 1996; King & 

Lenox 2001; Klassen & McLaughlin, 1996; Konar & Cohen, 2001; Russo & Fouts, 

1997; Waddock & Graves, 1997). A fine example of this is the paper by Clarkson et al., 

(2011, p. 142) which showed that environmentally progressive firms in the four most 

polluting industries in the U.S. experienced increased financial performance after 

implementation of improved CSR strategies. In their study, return on assets (ROA) and 

cash flow were used as proxies for financial performance whereas pollution propensity 

was used as a proxy for environmental performance. Contrary to those firms that were 

progressive, the regressive firms concerning environmental performance experienced 

declining ROA and cash flows. Along the same lines, Klassen & McLaughlin (1996) 

showed in their event study that environmental management, indicated by events such 

as environmental award announcements, are positively related to increases in market 

valuation and significant positive returns while significant negative returns were 

documented for environmental crises.  

 

Clearly there has been extensive research showing a negative as well positive 

correlation between environmental and financial performance. However, there has also 

been research concluding neither a negative nor positive relationship exists between 

these two factors (Aupperle et al., 1985; McWilliams & Siegel, 2000). McWilliams & 

Siegel (2000, pp. 603, 608) showed in their study that the relation between 

environmental and financial performance is neutral, not positive as Waddock & Graves 

(1997) had indicate three years before. McWilliams & Siegel (2000, p. 608) argued that 

Waddock & Graves made a specification error in their equation as it did not include 
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research and development (R&D). Upon inclusion of R&D in the equation McWilliams 

& Seigel could present an indication that the relationship between CSR and financial 

performance was not positive as Waddock & Graves had previously suggested, the 

relationship was instead neutral. These theoretical alterations are a fine example on how 

theoretical inconsistencies is related to the mixed results that are evident throughout 

previous research within the field of CSR and financial performance.   

 

3.3 Intangible assets 
Since the primary focus of this thesis is to investigate the connection between CSR 

measures and financial performance it will fall into the category of value relevance 

research that aims to investigate how a certain type of balance sheet item, such as an 

intangible asset, affects the value of a company. Thus, it is necessary to define what an 

intangible asset is and determine its importance in the chosen research field.  

 

In the modern economy, intangible assets have been given a role of increasing 

importance and have been recognized as a major value driver. The present day firm’s 

success is very much dependent on the effective utilization of intangible assets if they 

are to attain desirable financial features such as abnormal profits or achieving a 

dominant position in the market (Hand & Lev, 2003, p. 1). Intangible assets, or non-

financial information, are also becoming an important part of businesses’ strategies and 

business valuations, a fine example is Amir & Lev (1996, p. 4) who showed that non-

financial information is value relevant and complementary to traditional financial 

information in order to conduct accurate valuations of cellular companies in the U.S. So 

what is an intangible asset? According to the International Financial Reporting Standard 

(IFRS) it is defined as “...an identifiable non-monetary asset without physical 

substance.” (IAS 38:8) with examples of intangible assets including brand names, 

patents, copyrights, as well as customer and supplier relationships. The reason for the 

contemporary development has been the emergence of globalization, extensive 

deregulation, and the massive technological developments that have been prominent 

features in the global socio-economic landscape in recent years (Hand & Lev, 2003, p. 

1). 
 

Though managers and analysts have perceived the importance of intangible assets, both 

its management and valuation have at times been unsystematic. This results from a 

general lack of methods that can aid in the process of, from a managerial perspective, 

valuing an investment e.g. the company brand which cannot be efficiently valued by 

analysts. The lack of methods to assess the financial benefits from intangible assets also 

contributes to stocks being mispriced and an increased volatility in financial markets 

(Hand & Lev, 2003, p. 2).  

 

As far as intangible assets and their inclusion in the valuation of a company, research by 

Lindenberg & Ross in the early 1980s introduced the nature of intangible assets and 

how they are thought to affect the operations of a business entity. Lindenberg & Ross 

(1981) stated that market value was dependent on three types of assets, the first of 

which being the classical notion of capital assets consisting of plants, equipment 

inventory etc. The second type of asset is based upon firm-specific advantages, that is to 

say an advantage to its competitors that could contribute to efficiency and cost savings. 

The last category of intangible assets, which is the most elusive, is the factors that the 

firm possesses and prevents competitors to gain access to the market, which was 

denoted by the authors as ‘monopoly rents’ (Lindenberg & Ross, 1981, p. 4). In 
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conclusion, intangible value can increase from CSR policies and this is in agreement to 

Semenova (2011, p. 6) as her study concludes that investments in CSR creates a certain 

form of intangible assets that can be linked to both long-term performance as well as 

reputational benefits. 

 

3.4 Corporate social responsibility and value relevance 
Porter & Kramer (2006) argued that a lot of contemporary CSR efforts were faulty in 

two parts. The first being that they matched a company against society and thereby 

forced one to adapt to the other, and the second being that they too often displayed an 

inadequate relation to corporate strategy overall (Porter & Kramer, 2006, p. 78). The 

suggested course of action was for companies to first identify their impact on society, 

then decide which issues to address and benefits to emphasize. In turn, this would result 

in the utilization of the skills already in the company’s possession through its daily 

operations. The desired consequences were that a stronger link to corporate strategy 

would change the view of CSR from something that limits harm to something that is 

essential to maintaining corporate competitiveness (Porter & Kramer, 2006, pp. 80, 85).  

 

In an effort to frame CSR procedures in the sense of how they can contribute or take 

away from an organization, Heal (2005) used economic fundamentals to identify what 

these factors might be (Heal, 2005, pp. 387, 394). The extensive investigation resulted 

in the following factors being identified as related benefits to an active CSR-strategy: 

 

 Reduced risk 

 Reduced waste 

 Improving relations with regulators 

 Generating brand equity 

 Improved human relations and employee productivity 

(Heal, 2005, p. 394) 

 

The argument to why CSR can act as a risk reducer is that it can alleviate potential 

conflicts with external parties, of which non-governmental organizations is named as 

the primary external party (Heal 2005, pp. 394-395). Adopting CSR policies with the 

aim to reduce material usage has been proven to lead to efficiency gains in better 

handling of materials and the processes concerning it, while also reducing the strain on 

the environment. Those industries that are subject to heavy regulation can experience 

that its CSR leaders are able to take advantage of their position. For instance, being 

renowned as a relatively green oil company can result in the corporation being given 

rights to extract resources from sensitive eco systems that are even more susceptible to 

environmental pollution than other areas (Heal, 2005, p. 395).  

 

A clear CSR policy can also benefit company profiling to customers, increasing the 

perception that the company’s products have a superior value. This policy can be 

fundamental to help a brand take off, making CSR an important tool to form a 

company’s brand equity and enhance product evaluation (Brown & Dacin, 1997, p. 80; 

Heal, 2005, p. 395). Lev et al., (2010, p. 198) found ties to indicate that charitable 

contributions were related to future growth in a firm’s revenues. The underlying cause 

of this relationship was found in customer satisfaction although it only held up for 

companies that were engaged in business to consumer markets as these firms were more 

sensitive to consumer attitudes (Lev et al., 2010 pp. 182, 198).  
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In general, people have a desire to work for companies that are perceived as more 

benevolent as this allow them to feel proud in front of their peers. Reputable CSR 

policies can result in easier recruiting and increased employee commitment while also 

increasing motivation and job satisfaction amongst employees (Edmans, 2011, p. 638; 

Heal, 2005, p. 396; Valentine & Fleischman, 2008, p. 106). If a CSR policy provides 

both intrinsic and extrinsic value to the employees they are more likely to exert 

performance favorable to the organization (Story & Neves, 2015, p. 119). Through the 

economical concept of efficiency wage theory it can be deduced that paying salaries that 

are larger than the minimum needed to fill a company’s employment needs can be 

associated with an increased productivity. The increased cost is thus offset by the 

productivity gains, thereby classifying the increased wages as an investment in human 

capital with a positive return (Heal, 2005, p. 397).  

 

Heal (2005, pp. 397-398) states that given the vast increase in socially responsible 

investing in recent years might lead to a reduced cost of capital (COC) for industry CSR 

leaders, as they would gain access to capital relatively more easy. At the time of Heal’s 

study there was no conclusive evidence whether SRI would actually have a substantial 

effect on COC and it is still today debated. Derwall (2007, p. 205) did, for instance, find 

that companies with a high environmental performance ranking were associated with a 

lower COC and that a high social ranking was associated with a higher COC. As these 

effects were of similar size Derwall (2007, p. 205) argued that the net impact is in fact 

zero, a neutral relationship was also found in Humphrey et al. (2012, p. 626). A more 

recent study by El Ghoul et al. (2011, pp. 2400, 2401) found that firms with higher CSR 

scores were found to have a significantly lower COC, others such as Richardson & 

Welker (2001), Dhaliwal et al (2011), and Cheng et al. (2014) all found statistically 

significant evidence that there is a negative relationship between CSR and the cost of 

equity capital. This however clearly a possible influence in the value relevance of CSR 

performance. 

 

3.5 Corporate social responsibility and firm size 
In regards to company size, it seems like the primary focus of most research has been 

occupied with trying to investigate the relationship between CSR disclosures and size 

rather than how CSR ratings are related to size and financial performance. Some 

examples of this include Cormier & Magnan 2003, p. 43, Tagesson et al., 2009, p. 360 

and Holder-Webb et al., 2008, p. 497, whom all discuss how firm sizes is related to the 

amount of CSR disclosures that emanate from companies. Reverte (2009, pp. 361, 363) 

came closer to our primary interest when he concluded, using a sample of firms that 

were listed in Spain, that the size of a corporation indeed is related to higher rated 

disclosures of the said entity’s CSR operations. Semenova & Hassel (2013, pp. 783, 

787) identified size and industry as two major drivers of asymmetry in market valuation 

and environmental performance and concluded that smaller companies did not invest in 

environmental management to the same extent as larger companies. Aragon-Correa 

(1998, p. 56) also found that firm size had a significant impact on training and 

corrective measures related to the natural environment. Building on this body of 

previous research that clearly states that larger companies have more extensive 

disclosures together with the notion of the resource-based view it is not unreasonable to 

assume that that there is a correlation between size and actual CSR ratings among the 

companies listed at the OMX Stockholm.  
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3.7 Summary of exemplified research within the area of CSR and financial 

performance 
 

Table 1 - This table summarizes the studies mentioned in section 3 that investigate value 

relevance of CSR in some manner. 

CF is cash flow; EV is enterprise value to assets; OCF is operating cash flow; NI is net income; 

ROA is return on assets; ROE is return on equity; ROS is return on sales; MVA is market value 

added; N is negative; N/S is not significant; P is positive 
 

Study 
Region, 

Period 

Sample 

size 

Financial metrics 

used 
CSR data source 

Relation

ship 

Aupperle et al. 

1985 

U.S 

1985 

241 

responses 
ROA Survey answers N/S 

Brammer et al. 

2006 

UK 

2002 
451 firms Stock return 

Ethical Investment 

Research Services 

(EIRIS)  

P/N 

Clarkson et al. 

2011 

U.S 

1990-2003 
242 firms ROA, OCF, EV 

U.S Environmental 

Protection Agency (EPA) 
P 

Dowell et al. 

2000 

U.S 

1994-1997 
89 firms Tobin’s q 

Investor Responsibility 

Research Center's 

(IRRC) 

P 

Hart & Ahuja 

1996 

 

U.S 

1988-1992 
127 firms ROA, ROE, ROS IRRC P 

Hillman & Keim 

2001 

U.S 

1994-1996 
308 firms MVA 

Kinder, Lydenberg, and 

Domini (KLD) index 
P/N 

Jaggi & Freedman 

1992 

U.S 

1975-1980 
13 firms 

NI, ROE, ROA, 

CF/Equity, 

CF/Assets, P/E ratio 

EPA N 

King & Lenox 

2001 

U.S 

1987-1996 
652 firms Tobin’s q EPA P 

Klassen & 

McLaughlin 1996 

U.S 

1985-1991 
162 firms 

Stock market 

performance 

Awards for 

environmental 

performance 

P 

Konar & Cohen 

2001 

U.S 

1989 
321 firms Tobin’s q IRRC P 

McWilliams & Siegel 

2000 

U.S 

1991-1996 
524 firms Accounting profits KLD index N/S 

Russo & Fouts 

1997 

U.S 

1991-1992 
243 firms ROA, ROI 

Franklin Research and 

Development 

Corporation 

P 

Waddock & Graves 

1997 

U.S 

1989-1991 
469 firms ROA, ROE, ROS KLD index P 
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3.8 Stakeholder theory 
Stakeholder theory evolved from the capitalistic view that corporations are limited in 

their actions and are the sole property of shareholders with the single purpose of 

maximizing profits. This is called shareholder capitalism (Freeman et al., 2010, p. V). 

From this view, stakeholder theory grew and stemmed from the integration thesis and 

responsibility principle, that is to say that business, ethics, and human beings are 

interrelated much like most people accept responsibility for the effect their actions have 

on other individuals and groups (Freeman et al., 2010, pp. 7-9). Based upon the notion 

that companies and stakeholders have a reciprocal relationship together with the 

integration thesis and responsibility principle, stakeholder theory addresses the 

problems of effectively managing a business in the twenty-first century while taking 

into consideration ethics, social responsibility, and sustainability (Cragg, 2002, p. 115; 

Freeman et al., 2010, p. 29). 
 

There are numerous ways to define the concept of stakeholders and for the purpose of 

this thesis we have chosen to define stakeholders as “…persons or groups that have, or 

claim, ownership, rights, or interests in a corporation and its activities, past, present or 

future” (Clarkson, 1995, p. 106). This definition is then divided into primary and 

secondary stakeholders. Primary stakeholders are those individuals and groups that are 

essential to a firm in order to continue as a going concern whereas secondary 

stakeholders are those individuals and groups that are affected or affects the corporation 

but do not engage in transactions with the corporation and as such they are not 

instrumental in a corporations chances to continue as a going concern (Clarkson, 1995, 

pp. 106-107). Examples of important stakeholder groups can be seen in figure 3. The 

distinction of stakeholders is essential since investing corporate funds in primary 

stakeholders can create tacit assets and be a source of sustainable competitive advantage 

while investments in stakeholders that fall just outside of the definition and relationship 

of primary stakeholders is, according to Hillman & Keim (2001, p. 132), negatively 

correlated with value creation. 
 

 
Figure 3 -  Examples of important stakeholders (Donaldson & Preston, 1995, p. 69) 

 

A rather basic idea of CSR is that businesses and society are interlinked, and on this 

basis society has certain expectations towards the behavior of businesses (Wood, 1991, 

p. 695). That is to say, all businesses have responsibilities toward its stakeholders, both 
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primary and secondary, and taking multiple stakeholders into consideration will allow 

companies to flourish (Freeman et al., 2010, p. 11). The number of stakeholders are 

considered to be in relation to firm size which is a central theme in this study, a thought 

shared by Tagesson et al. (2009, p. 9) as his study confirms that larger companies have a 

larger group of stakeholders. Another example of the stakeholder-size relationship is 

that environmental activists spend millions each year in order to pressure large 

companies to be more environmentally friendly (Darnall, et al., 2010, pp. 1072, 1089) 

and Brower & Mahajan (2013, pp. 326-327) found that larger firms have a broader 

scope of corporate social performance compared to smaller firms as they are exposed to 

greater pressure from their stakeholders. 
 

Stakeholder theory and the resource-based view of the firm are not seen as mutually 

exclusive but rather as complementary views of an organization (Freeman et al., 2010, 

p. 95). In fact, in the words of Freeman et al. (2010, p. 116) the resource-based view 

depends on stakeholder theory to be complete. Since one proposition in resource-based 

theory is that firm size is a factor in a company’s ability to have an environmentally 

proactive strategy the theoretical link and deductive approach brings the resource-based 

theory into the theoretical framework. 

3.8.1 Critique against stakeholder theory 
According to Jensen (2002, pp. 241-242) there are inherent stakeholder tradeoffs that a 

manager must manage continuously and stakeholder theory does not offer any guidance 

on how to manage tradeoffs between the conflicting demands of stakeholders on a 

company. Stakeholder theory is even said to increase agency problem, since the theory 

does not give any direction on what is good or what is bad, and in some circumstances it 

will leave those who are in charge of a firm unaccountable for their actions (Jensen, 

2002, p. 242). Especially since there are problems in measuring the welfare that would 

come from CSR, nor is there are a market value on managerial actions for future 

stakeholders (Tirole, 2001, p. 26). 

 

3.9 Resource-based view 
The core assumptions of the resource-based view (RBV) is that firms are profit 

maximizing and markets operate in equilibrium (Bromiley & Popenhausen, 2003, p. 

413) and the RBV sees the firm and its valuable resources and capabilities as the main 

source of establishing a competitive advantage (Hart, 1995, p. 986). These capabilities 

underlying a competitive advantage should be supported by resources that are not easily 

duplicated (Hart, 1995, pp. 986, 988). This view is supported by Clarkson et al., (2011, 

p. 125) as their study showed that although ‘going green’ is associated with improved 

financial performance it is still a strategy that is difficult to duplicate due to difficulties 

of imitating resources and capabilities. 
 

Capabilities are skills to integrate and manage the value-added resources into the firm in 

the most effective way (Russo & Fouts, 1997, p. 537) and Clarkson et al. (2011, p. 129) 

argues that superior managerial capabilities are interlinked with pursuing a proactive 

environmental strategy. In fact, an innovative management team is more likely to be 

proactive even if it is unrelated to the environment (Clarkson et al., 2011, p. 129). 

In context of RBV, resources can be both tangible and intangible. Tangible resources 

are financial reserves and physical assets while intangibles are employee skills, 

organizational processes, and reputation (Hart, 1995, p. 988; Russo & Fouts, 1997, p. 

537). The interaction between capabilities and resources are of utmost importance and 
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those capabilities that create an advantage have to be supported by resources that are 

either difficult or costly to copy. As such, resources need to contribute to capabilities, 

they should not be readily available within an industry and a resource should, 

preferably, be closely related to a firm thus making it difficult to trade such resources 

(Hart, 1995, p. 988). Hart (1995, p. 989) concludes that intangible resources are hard to 

replicate because they are either tacit knowledge or socially complex. Tacit resources 

are skill-based and people intensive and as such they are refined through experience and 

practice and thus difficult to imitate. Socially complex resources on the other hand are 

dependent on a large amount of people due to a problems being so complex that single 

individuals do not understand the overall picture so a large team is needed instead. 
 

With a unique interplay between complex resources and demand of superior capabilities 

the resource-based view of the firm proposes that a proactive environmental strategy are 

more likely to come from firms with financial resources and complementary assets such 

as managerial capabilities for process innovation and technology (Christmann, 2000, p. 

664; Clarkson et al., 2011, p. 142.), and that firm size can explain variations in 

environmental and financial performance (Artiach et al., 2010, p. 44; Semenova & 

Hassel, 2013, p. 783). Another group of researchers who noted that the relationship 

between large companies and higher amounts of CSR disclosure was Tagesson et al. 

(2009, p. 360) as they write that “Larger corporations also have a larger group of 

stakeholders that influence them, and there is also a higher demand for information 

from these corporations.” It is not an unreasonable thought that this demand would lead 

to an increased emphasis on these matters and thereby construct a relationship where 

larger companies perform better. 

3.9.1 Critique against resource-based view 
Since its inception in the early 1980’s, RBV has become a very influential theory in 

strategic management and as such it has attracted many critics (Kraaijenbrink et al., 

2010, p. 350). Among the critique is the core assumptions from economic analysis that 

managers make optimal assumptions and that the market gravitates towards equilibrium 

(Bromiley & Popenhausen, 2003, p. 413). According to Bromiley & Popenhausen 

(2003, p. 416) it is thus incorrect to describe a firm’s behavior on these assumptions 

since it is empirically shown to be false assumptions. Kraaijenbrink et al. (2010, p. 350) 

goes forth to review most of the critique existent in literature and concludes that it is 

three assumptions that threaten RBV, its status as a core theory and its incapability to 

determine the core – resources and value – plus the narrow definition of a sustainable 

competitive advantage. This review concludes that the critique is based on the fact that 

RBV have clung to neoclassical economic rationality and as such it overemphasizes the 

importance of possessing individual resources rather than the effect of bundling 

resources and its interaction with human capital in order to create value (Kraaijenbrink, 

2010, p. 359). 

 

3.10 Legitimacy theory 
In order to explain legitimacy theory it is useful to first establish a definition. 

Legitimacy is: “…a generalized perception or assumption that the actions of an entity 

are desirable, proper, or appropriate within some socially constructed system of norms, 

values, beliefs, and definitions.” (Suchman, 1995, p. 574) 

 

Like stakeholder theory, the legitimacy theory is a systems-oriented theory and as such 

an organization is seen as an entity that affects and is affected by the society in which it 
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operates (Deegan, 2002, p. 292). From this view, society, politics, and economics are 

intertwined and economics cannot be considered without taking the political and social 

framework into consideration, nor does a firm have an inherent right to either resources 

or right to exist. In fact, legitimacy theory states that an organization can only exist if 

society legitimizes it and legitimacy relies on the concept and compliance of a social 

contract that exists between a company and society (Chan et al, 2014, p. 61; Deegan, 

2002, pp. 292-293).  

 

Shocker & Sethi (1974; cited in Mathews, 1995, p. 667) argues that the sums up the 

social contract which all social institutions are dependent upon for survival, no 

exceptions, as either expressed or implied. First, survival and growth is dependent on a 

company’s ability to deliver socially desirable ends and distribute economic, social and 

political benefits to those groups whom the company derives its power from. Secondly, 

a company must conform to those social values and expectations bestowed upon it from 

those stakeholders that legitimize its existence. If a social contract is breached or there 

is a disparity between society and an organization’s values, a threat to organizational 

legitimacy exists and threats can be legal, economic, and social (Dowling & Pfeiffer, 

1975, p. 122). Consumers could, for example, stop purchasing products and services 

and suppliers could end their financial support (Deegan, 2002, p. 193). Within the vast 

literature on legitimacy theory there are, according to Suchman (1995 p. 577), three 

types of legitimacy: pragmatic, moral and cognitive. Pragmatic legitimacy is related to 

organizational behavior and its consequences for its constituencies i.e. organizational 

action is supported based on the value and benefit of that action. Moral legitimacy is 

related to whether or not an activity is promoting social welfare whereas cognitive 

legitimacy is based on comprehensibility and appropriateness of an organization 

(Suchman, 1995, pp. 578-579, 582). 

3.10.1 Critique against legitimacy theory 
Even though legitimacy theory provides useful insight about compliance and the social 

contract it is still a rather under-developed theory (Deegan, 2002, p. 298). As an under-

developed theory there are still ambiguities in literature as to what legitimacy is and 

what legitimacy is needed for and this ambiguity implies that application of the theory 

will be bound by different contexts (Suchman, 1995, p. 573). In addition to the fact that 

the theory is said to be bound by context as different managers could perceive a threat 

to legitimacy differently and therefore they would have different reactions to such a 

threat (Deegan, 2002, p. 298). Moreover, legitimacy theory does not take into 

consideration the fact that society is made up of groups of people – stakeholders – with 

unequal rights, abilities and views on how a company should conduct their operations.  
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4. The scope of value relevance and Swedish research 

This aim of this chapter is two-fold: First, it exemplifies the breadth of the area of value 

relevance and second, it introduces previous research that has been of great influence 

on us in our research choices. This will hopefully help the reader to better position our 

research as well as give insight into what has been discovered in the area. 

 

 

4.1 Value relevance 
In past research the field of value relevance aimed to explore how valuation of assets 

could be summarized into four different categories, with each category corresponding to 

a method dominant in its execution. The different interpretations also differ in how they 

view accounting - measurement versus information - and the concept of market 

efficiency - efficient versus inefficient. Furthermore, each category can be associated 

with an interpretation of the concept of value relevance and these interpretations; four in 

total, are defined and expanded upon in Francis & Schipper (1999). We have, however, 

borrowed the titles set by Nilsson (2003, pp. 2-3) in order to accentuate the meaning of 

them as we believe that these interpretations will make our research more clearly 

defined to the reader as well as nuance the field of value relevance and prove a valuable 

tool in exploring the previous research undertaken in the field. Below we will go 

through these four interpretations and some of the research that can be related to these, 

although one should keep in mind that the original work by Francis & Schipper the 

papers and articles might not explicitly have used this framework. In addition, Francis 

& Schipper (1999) primarily mentions tangible assets, which also goes for Nilsson for 

the first two interpretations, and since our focus will be widened into intangible assets 

we will widen the reasoning for all variables so that it incorporates both kinds of assets 

and treat them alike.  

4.1.1 The fundamental analysis view 
The first interpretation that Francis & Schipper (1999) makes is that value relevance 

concerns what sources of information that actually has an effect on the development of 

an assets price. In this sense, value relevance is primarily aimed at developing trading 

strategies that over time can prove to be profitable and the profits themselves would be 

seen as the value relevance. This does however require the assumption that the price in 

a given market is not what corresponds to an assets value but the intrinsic information 

that the company generates (Francis & Schipper, 1999, p. 325).  
 

This interpretation of value relevance usually lead researchers to adopt a method in 

which statistically significant abnormal returns between portfolios are measured and the 

portfolios are in turn characterized by different criteria. Among implementers of this 

interpretation we include works by Ou & Penman (1989) and Edmans (2011). The focus 

in Ou & Penman’s (1989) research was to explore how future earnings can be predicted 

and whether these predictions can be used in order to develop a profitable trading 

strategy. The first part actually corresponds to the second interpretation, which will be 

discussed below, but since the second part focuses on how to derive a profit from a 

trading strategy it certainly qualifies for the fundamental analysis view. The trading 

strategy uses the probability of an earnings increase as its focal point and takes long and 

short positions when a return of such an investment is relatively likely in order to gain 

returns that exceed what can be achieved in the market. After adjusting the results for 
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size effects Ou & Penman (1989) concluded that the model facilitated the use of a 

profitable strategy while having indications that the profitability of this strategy was not 

due to an increased risk profile (Ou & Penman, 1989, pp 299-300, 327-328). Edmans 

(2011) performed a well cited study influencing much of the modern value relevance 

research, which examines the relationship between a good employer and financial 

returns. Being a good employer was listed on “100 best companies to work for in 

America”-lists originating from 1984-2009. Portfolios were then constructed by taking 

the listed companies that were ranked and observing company performance for the 

course of a year. Edman’s (2011 p. 621) results showed that abnormal return for these 

companies was 3,5% (2,1% above industry benchmarks), and the results also held up 

with the use of different weighting methodologies, controlling for firm characteristics 

and if outliers were removed. The study also gave plausible claim for ideas that a 

socially responsible investment strategy can prove profitable when using the right 

criteria (Edmans, 2011, p. 638). 

4.1.2 The prediction view 
The prediction view is perhaps the most intuitive of the four interpretations and 

concerns literature that aims to use certain measures in order to predict the future of a 

certain company. An example could be to what extent earnings are reflected in a firm’s 

future cash flow (Francis & Schipper, 1999, p. 325). 
 

As mentioned previously, the study by Ou & Penman (1989) does include this 

interpretation in addition to the fundamental view. The part of their research applicable 

to this interpretation is their earnings prediction model upon, which is the basis of 

trading strategy. The model is based upon a large number of accounting measures, 

ranging from the change in sales to the current ratio, and its purpose is to state a 

probability for whether a certain company will increase its earnings in the future (Ou & 

Penman, 1989, pp 297-299). This approach was also used by Skogsvik (2002) as she 

investigated whether the published accounting measures were reliable and relevant. This 

led her to develop a model that combined numerous financial ratios in order determine 

whether together they could accurately predict a company’s future return on equity 

(Skogsvik, 2002).  

4.1.3 The information view 
The penultimate interpretation tries to investigate the statistical association between 

new information added to the market and its subsequent effect on the development of 

the stock price. This aims to give insight into whether or not market participants use a 

certain type of information when they try to value assets on the market in question, 

under the hypothesis that information is being used and addition of it should thereby be 

associated with an effect, positive or negative, in the price of these assets in the 

marketplace (Francis & Schipper, 1999, pp. 325, 236). 
 

Examples of research that the third interpretation could be applied to is Shane & Spicer 

(1983) as well as Klassen & McLaughlin (1996). Shane & Spicer (1983) investigated 

the release of external information from studies performed by the American 

organization Council for Economic Priorities. These eight studies encompassed four 

different industries and Shane & Spicer (1983) concluded that negative returns were 

prevalent among the companies included in the different studies which indicated that 

this information was actually used by market participants. They were also able to prove 

that a ranking corresponding to a relatively poorer environmental performance led to a 
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more sizeable decrease in the market (Shane & Spicer, 1983, pp. 521, 534-535). 

Klassen & McLaughlin (1996) had a different focus and sought out whether positive or 

negative events such as environmental performance awards or the occurrence of a crisis 

had an impact on the financial performance, in the form of stock price development, 

among companies listed at NYSE and AMEX. The results, which were statistically 

significant, led the authors to deduce that environmental performance awards were 

associated with positive returns and that environmental crises in general were associated 

with negative returns (Klassen & McLaughlin, 1996, pp. 1199, 1206, 1208). The results 

are also easily associated with Francis & Schipper’s (1999) third interpretation as it is 

clear that markets do react to this type of data (Francis & Schipper, 1999, pp. 325-326).  

4.1.4 The measurement view 
The last interpretation of value relevance focuses on the ability to use information 

obtained from financial statements to explain the value of a company. This is often 

investigated through the correlation between the value and the possibly dependent factor 

and analyzed in a longitudinal manner (Francis & Schipper, 1999, pp. 326-327). 
 

The measurement view was deployed by Hassel et al. (2005) in their study to 

investigate how environmental ratings affect the market value on companies listed on 

the Stockholm stock exchange (today OMX Stockholm). This was achieved by using a 

valuation model building upon one previously developed by Ohlson, to which Hassel et 

al. (2005) added a measure for environmental performance which was expected to have 

an impact on value and be significantly different from zero. Environmental performance 

was found to be statistically significant and had a negative impact on the value of a 

company, which was in line with the reasoning of the cost-concerned school’s view on 

environmental activities (Hassel et al., 2005, pp. 43, 47-48, 56). The research from 

Hassel (2005) was taken one step further in the study of Semenova et al. (2010) whose 

parameters encompassed environmental as well as social factors in order to find 

evidence to what extent they together affect the value of a company. Just like Hassel et 

al. (2005), Semenova et al. (2010) also used an altered Ohlson model that included a 

factor corresponding to environmental and social performance, which was based on data 

from GES Investment Service’s scores. The results found that environmental 

performance as well as the social aspects of community and suppliers are statistically 

significant and positively related to a company’s market value (Semenova et al., 2010, 

pp. 266, 276, 278-279, 283, 286). Further, this approach aligns with our goals of 

investigating how the value differences are explained by CSR ratings and company size 

and similar methods as the ones mentioned above will be used in this study.  
 

4.2 Studies made on the value relevance of CSR in Sweden 
This section will describe studies that are more closely related to our primary research 

purpose, both in terms of what is being examined but also in terms of samples are being 

used. Two have already been described in more general terms when explaining the 

measurement view on value relevance research but here we will add further detail so 

that the reader can firmly grasp how our research purpose differs.  

4.2.1 Hassel, L., Nilsson, H., & Nyquist, S. (2005) 
Hassel et al. (2005) wrote the first of three studies within the area of value relevance 

that we have gathered a lot of inspiration from. When conducting our literature search 

this was the first study which used multiple regression methods to explain value 

relevance of any type of CSR data in Sweden. The study was published 2005 in the 
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European Accounting Review. The study’s primary aim was to examine how CSR data 

in the form of environmental performance is incorporated into the market value of 

Swedish firms (Hassel et al., 2005, p. 41). In order to get a good overview of this 

relationship the authors described market value as a function of the book value of 

equity, accounting earnings (net income) and environmental performance (Hassel et al., 

2005, pp. 41, 47).  

 

The sample consisted of 71 firms listed at the Stockholm Stock Exchange, or 

Stockholmsbörsen, and encompassed a time period of nine quarters, from the 30th of 

June 1998 until September 30th 2000 (Hassel et al., 2005, pp. 41, 51-52). The data 

collected on the company’s environmental performance originated from 

CaringCompany Research, who were chosen for their extensive coverage of the 

Swedish stock market. The data from CaringCompany was built on a five category 

evaluation scale which measured environmental objectives and strategy, including 

environmental reporting, production-related environmental problems, environmental 

issues stemming for the company’s products, implementation of environmental 

methods, and issues related to service-companies (Hassel et al., 2005, p. 51). In order to 

examine how environmental performance affected market value a multiple regression 

model was used. This method was based on the Ohlson (1995) model, which allowed 

for the inclusion of non-accounting data as a factor in determining what affects a 

company’s value. The factors that were included in the model were the environmental 

performance index, market value, net income, and book value of equity.  The latter two 

were expected to show a positive relationship with market value (Hassel et al., 2005, pp. 

47-48). In addition to the primary purpose Hassel et al. wanted to examine the impact of 

two other variables on the value relevance of environmental information. The first of 

these was whether or not a change in the accounting legislation, as environmental 

disclosures became mandatory for listed companies in Sweden, had an impact on how 

environmental performance was valued in the market. Therefore a dummy variable for 

the time period before and after the change in legislation was included (Hassel et al., 

2005, pp. 44, 48). The second variable Hassel et al. wanted to measure was the impact 

of industry on the valuation on environmental performance. Here, once again, dummy 

variables were used in order to classify companies into the manufacturing or service 

sector (Hassel et al., 2005, p. 48).  

 

The results of the study was that environmental performance was found to be value 

relevant. The relationship was also negative, thereby implying that a better 

environmental performance is associated with a lower market value. This would in turn 

imply that maintaining a high level of environmental performance is costly and will 

therefore lower market value (Hassel et al., 2005, p. 54). Influential factors resulting 

from a change in legislation and the industry classification yielded different results. The 

effect of the time period before and after the legislative change was statistically 

significant and confirmed that the general pattern of the relationship between market 

value and environmental performance was strengthened in the period after the change. 

The industry effect was non-significant and there was no support for the claim that 

environmental performance would be rewarded any differently among companies 

engaged in manufacturing industries compared to ones that were service-oriented 

(Hassel et al., 2005, p. 55). The primary drawbacks of this study were, according to us, 

the limited sample period and data sample, use of value explaining factors, and the 

focus solely on environmental factors. 
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4.2.2 Semenova, N., Hassel, L., & Nilsson, H. (2010) 
In contrast to Hassel et al. (2005) the focus of Semenova et al. (2010) included both 

environmental as well as the social area of CSR, with the primary focus still on 

examining its effect on the market value of a company. The study was published in the 

Finnish Journal of Business & Economics and was co-authored with Lars G. Hassel and 

Henrik Nilsson. The sample was focused on firms included in the SIX 300 index, which 

is based on OMX Stockholm, and the model used was similar to Nilsson et al. (2005) in 

which book value of equity, net income, and environmental/social performance were the 

main variables used to explain the market value (Semenova et al., 2010, pp. 268, 276). 

 

The sample used contained a total of 224 companies of various sizes analyzed between 

the time period of 2005 and 2008 (Semenova et al., 2010, pp. 268, 280). The data 

collected on the individual companies’ performance in terms of environmental and 

social aspects of CSR was supplied by Global Ethical Standard (GES) Investment 

Services which allowed the authors to access information on performance on both 

environmental and social factors on an individual company level. The analyses made by 

GES on performance in said variables did match international standards in the areas of 

environmental, ethical, and human rights standards (Semenova et al., 2010, pp. 268, 

278). The data on CSR performance was not just divided between environmental and 

social but was also more thoroughly categorized into environmental preparedness, 

environmental performance, employees, community, and supplier relations which 

allowed the authors to analyze which specific aspects of CSR are associated with a 

positive or negative change in market value (Semenova et al., 2010, p. 277). The effect 

of these variables on market variable were then investigated with a regression model 

which, much like the research mentioned by Hassel et al. (2005), used the Ohlson model 

as a cornerstone in their analysis. This allowed for a thorough examination of how 

intangible factors, in this case the different CSR aspects, affect market value (Semenova 

et al., 2010, p. 276). The variables that this regression model contained were market 

value, book value of equity, net income, environmental and social performance and a 

range of control variables including growth in sales over the last three quarters and firm 

age. The book value of equity, the net income and the environmental/social 

performance were all expected to be positively related to market value. In addition, 

variables to adjust for expected differences across industries were included so that the 

variations caused by these could be excluded (Semenova et al., 2010, pp 276-277). 

 

The results of the study showed that environmental performance and preparedness was 

robust and positively linked to financial performance. The opposite relation was found 

for the social aspects of CSR as the relationship was significantly negative. However, 

the relationships between the disaggregated categories of social performance showed 

different relationships. Employee satisfaction was found to have a significantly negative 

relationship with market value, which was suggested to be due to the high-

empowerment of Swedish employees that over time incurs a lot of cost. On the 

contrary, community aspect and supplier relations were both statistically significant 

with a positive relationship towards market value (Semenova et al., 2010, pp. 283, 286). 

The results also led to the conclusion that leaders in environmental performance did 

achieve higher market values whilst companies with less prominent sustainability 

operations were trading at lower market values (Semenova et al., 2010, p. 288). 

Semenova et al. (2010, p. 288) did, as a final remark, recommend that their research 

could be built upon by more closely examining size effects across cap sizes and the 
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effect of industry. It was also argued that it could be improved with more and better data 

that encompassed a longer time span. 

4.2.3 Semenova, N., & Hassel, L. (2013) 
The final value relevance studies to greatly influence our project have built upon the 

research that we have mentioned to emphasize the influence of environmental 

performance (EP) and the mediating effects of industry and size (Semenova & Hassel, 

2013, p. 777). The study was published in the Journal of Modern Accounting and 

Auditing in 2013 and focused on the companies listed on the Swedish stock market 

(OMX Stockholm) that were incorporated under the SIX 300 index (Semenova & 

Hassel, 2013, p. 777). The SIX 300 represents the market performance of 300 large, 

medium and small stocks on OMX Stockholm (Semenova & Hassel, 2013, p. 780) 

 

The sample consisted of 224 SIX 300 companies on Stockholm Stock Exchange 

between the period of November 2005 to June 2008, resulting in a total of 896 

company-year observations (Semenova & Hassel, 2013, pp. 781, 782). Data on 

environmental performance (EP) was collected from Global Engagement Services 

(GES) Risk Rating database, which provides data on environmental management which 

is not dependent on corporate self-reporting.  EP was instead evaluated on eco- and 

energy efficiency, usage of recycled material, and product development of 

environmental friendly products (Semenova & Hassel, 2013, pp. 778, 780-781). As the 

purpose of the study was to investigate differences in environmental policy and the 

effect of industry classification (polluting versus clean), company size (large versus 

small) and its effect on pricing of EP (Semenova & Hassel, 2013, p. 778) the data was 

classified according to global industry classification standard, industry-risk classified 

according to GES risk rating, and market capitalization based on SIX 300 index 

(Semenova & Hassel, 2013, p. 781). In order to investigate the relationship between the 

chosen variables, Semenova & Hassel made use of a moderated regression analysis that 

originates from the Ohlson model (1995) as the Ohlson model provides the authors with 

a framework that shows how market value relates to both accounting and non-

accounting data. In order to test the effect of EP on MV, the modified Ohlson model 

(1995) included market value, net income proxies for industry risk, corporate size and 

interactions between EP, industry risk, and size (Semenova & Hassel, 2013, p. 780).  

 

The results from the study support and are consistent with the socio-political, resource 

based, and theory of market under-reaction. That is to say, the market price response to 

EP depends on environmental risk of the industry and size of the firm. A key finding is 

that it is negative to push EP beyond compliance as it is considered to be an over-

investment resulting in a negative impact on shareholder value, which is in accordance 

with the resource-based theory (Semenova & Hassel, 2013, pp. 778, 787). In 

conclusion, there is an asymmetry in value relevance of pricing EP. 
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5. Applied method 

This chapter is devoted to describing our research approach. We will thoroughly 

describe in detail how we derived our hypotheses, what data we have used, how it will 

be treated, and which analysis methods were used in our research. 

 

 

5.1 Justification of study choices 
This section will more clearly define our research purpose by comparing our intentions 

with the research that we have found to be highly influential. These studies were 

previously discussed in detail in section 4.2 i.e. Hassel et al. (2005), Semenova et al. 

(2010) and Semenova & Hassel. (2013). These three studies are within the area of value 

relevance with a focus on how CSR ratings affect market values on stocks listed at the 

Stockholm stock exchange. The ways in which we will differentiate ourselves from 

previous research will be discussed using four factors: time period, sample size, 

variables and included aspects of CSR. 

 

To begin with, the time period that the above-mentioned studies used was limited to 

four years or less. Our study will encompass a time period of eight years, however there 

is only accessible data from six of those eight years. This is naturally an improvement 

compared to previous research and seeing as an increased time period was 

recommended by Semenova et al. (2010, p. 288) as a possible improvement to the 

quality of that study we feel that this is a positive characteristic of our thesis. Naturally 

we would have wanted access to data from more years, particularly 2010 and 2012. 

However, seeing as data constraints are a given part of research we must be satisfied 

with still improving on previous sets of data used.  

 

In terms of the variables used for the regression model, Hassel et al. (2005), Semenova 

et al. (2010) and Semenova & Hassel (2013) all used quite similar variables. Our model 

will also be quite influenced by this structure although our aim is to add other variables 

whose characteristics we believe could have a deciding effect on results. We believe 

that this will also test if the results of previous models can be confirmed using another 

model. 

 

Hassel et al. (2005) and Semenova & Hassel (2013) solely focused on the 

environmental aspect of CSR while Semenova et al. (2010) used both the environmental 

and social aspect of it. Our intention is to analyze both aspects but with a focus on the 

social aspect as no previous research has focused on firm size while including it. 

Semenova & Hassel (2013) did investigate firm size but solely focused on the 

environmental aspect and we will thus expect to get similar results but for the social 

aspect instead, namely that there is an asymmetry in how the social aspect is valued. 

This is further underlined by theories such as the resource-based theory and legitimacy 

theory and leads us to take the stance that social performance will also be associated 

with an asymmetry.  

 

Overall, we believe that these alterations give us a clear position among previous 

research, even though some of the differentiations may be minor. We are convinced that 

the thorough analysis conducted by Semenova & Hassel (2013) on the value relevance 

of environmental information and its interrelation with company size needs to also be 
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estimated for the social aspect of CSR. This can begin to clarify if managers are correct, 

from a financial perspective, to put efforts into being more socially responsible 

regardless of how large their company is. Moreover, it can begin to give an insight into 

if and to what extent analysts neglect to recognize or reward companies of various sizes 

for their efforts to make their social relations better. 

 

5.2 Definition of hypotheses 
The aim of this study is to examine the impact the inclusion of size has on the value 

relevance of social ratings among companies who are listed at the OMX Stockholm 

stock exchange. Stakeholder theory suggest that an efficient and good relationship with 

various stakeholders will better a firm’s financial performance. Drawing from the 

resource-based view it should be possible that a larger company’s resource advantage 

could allow them to invest more in benevolent social relations. While previous research 

also has shown that larger companies tend to disclose more of their CSR efforts, it 

further reinforces the possibility that an asymmetry might exist. Larger companies also 

have more stakeholders and thus a larger desire to legitimize its business on its 

shoulders, which could affect the relationship between size and the value relevance of 

social ratings. In summary, this leads us to believe that an asymmetry in the value 

relevance of social ratings could be observed and this is what we aim to examine with 

our hypotheses. We will examine said hypothesis with and without size as a variable 

and thus be able to conclude whether or not size has any substantial effect on the value 

relevance of social ratings. Building on this, we would like to form our main hypothesis 

as such: 

 

H0: There is no value relevance in Social ratings 

Ha: There is value relevance in Social ratings 

 

The sub-purpose hypotheses are focused on the general relationship of value relevance 

of environmental and overall CSR rating, with and without company size effects. These 

hypotheses will therefore be formed very similarly to the ones for social ratings. 

 

H0: There is no value relevance in Environmental ratings 

Ha: There is value relevance in Environmental ratings 

 

H0: There is no value relevance in CSR ratings 

Ha: There is value relevance in CSR ratings 

 

These hypotheses in their own right are not very novel and do not solely constitute our 

research’s originality. As mentioned earlier similar investigations have been undertaken 

by Semenova et al. (2010) and Hassel et al. (2005) on a sample of Swedish stocks listed 

at OMX Stockholm. Instead the novelty lies in how these hypotheses are examined and 

other factors used to scrutinize the nature of the relationship between value and CSR 

ratings. In our model we will include risk metrics, several size classifications, as well as 

alternative data treatment methods and deflation techniques in order to examine the 

robustness of previous research. 

 

5.3 Multiple regression 

One could say that the measurement view within value relevance, which we have 

chosen to adopt, aims to test if it is possible to develop models that more accurately 

explain how the value of a companies differ by including a certain variable. As Nilsson 
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(2003, p. 7) puts it “.... regression analysis is the bread and butter of the value 

relevance research from the measurement perspective”. Thus, we will conduct the 

analysis using a multiple regression model in order to explore the relevance of CSR to 

the value of a company and how the relationship is affected by size. 
 

The function of a multiple regression model is to use a number of explanatory variables 

to explain the value of a response variable (Moore, 2010, pp. 590-591). The theoretical 

model for multiple linear regression model is as follows: 

 

𝑦𝑖 = 𝛽0 + 𝛽1𝑥𝑖1 + 𝛽2𝑥𝑖2 + ⋯ + 𝛽𝑝𝑥𝑖𝑝 + 𝜖𝑖 

 

The observed value is yi,, the model parameters are β0, β1, β2, … , βp, and the standard 

deviation is σ. ε is the deviations around the population mean which are independent 

and normally distributed with zero mean and standard deviation σ (Moore, 2010, p. 

591). Thus, by excluding ε we can deduce the model for the mean response μy which is: 

 

𝜇𝑖 = 𝛽0 + 𝛽1𝑥𝑖1 + 𝛽2𝑥𝑖2 + ⋯ + 𝛽𝑝𝑥𝑖𝑝 

 

This model states that the mean in a population is related to the parameters β which in 

turn means that we can arrive at an estimation of 𝜇𝑖 given that we have estimated β. 

Based on the assumption that this equation includes the right variables, the ones that 

actually have an effect on the dependent variable, we can arrive at a description of how 

the observed x’s cause variation in y (Moore, 2010, p. 591). This type of regression is 

called Ordinary Least Squares (OLS) regression and its primary function is to estimate 

all the β:s for the sample in such a way that they isolate as much as possible of the 

reasons behind the variation between different observations (Studenmund, 2014, pp. 37-

38). This means that the error term should explain as little as possible of the variation.  

5.3.1 Ordinary Least Squares regression and its assumptions 
The regression used here is the Ordinary Least Squares (OLS) type and it is, much like 

many other statistical methods, dependent on certain attributes in the data. In ordinary 

least squares regression the classical assumptions are the following: 
 

1. The regression model is linear, is correctly specified, and has an additive error 

term. 

2. The error term should have a zero population mean. 

3. All explanatory variables are uncorrelated with the error term. 

4. Observations of the error term are uncorrelated with each other (no serial 

correlation). 

5. The error term has a constant variance (no heteroskedasticity). 

6. No explanatory variable is a perfect linear function of any other explanatory 

variable (no perfect multicollinearity).  

7. The error term is normally distributed (optional, but usually invoked). 

(Studenmund, 2014, p. 98) 

 

In addition to the criteria defined by Studenmund (2014) we found that authors such as 

Hair et al. (2010, p. 76) emphasized the importance that there should be only linear 

relationships between the explanatory variables and the dependent variable. These 

assumptions allow us to identify several factors that need to be controlled in order to 

ascertain the quality of our model and subsequent analysis. In section 6.5 we will 
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describe the analysis of whether these assumptions are fulfilled and the definition of 

actions taken to mediate their possible presence. The first two assumptions can be 

analyzed immediately as our model is specified using linear variables, the error is 

additive, and by definition, for such a large sample as ours, equals, or at least 

approximates, zero (Studenmund, 2014, pp. 98-100). Thus we deem them to be 

fulfilled. The “correctly specified” part of the first assumption is albeit something that 

needs to be further investigated, which will be done in section 6.5.  
 

5.4 Applied Model 
The model we will use is by no means one that we have constructed ourselves and its 

development can be attributed to Hassel et al. (2005, p. 46).  This builds upon the 

Ohlson model, whose most notable attribute is its ability to consider how non-

accounting data affects value. 
 

The Ohlson model, by Hassel et al:s (2005, p. 47), is built on three assumptions: that the 

value of equity equals the present value of all future dividends, the accounting system 

satisfies a clean surplus relationship, and that abnormal earnings progress as a modified 

first-order autoregressive term and that other information progress as a simple first-

order autoregressive term. The model derived from these assumptions looks as follows: 
 

Equation 1 

𝑀𝑉𝑡 = 𝐵𝑉𝑡 + 𝛼1𝐴𝐸𝑡 + 𝛼2𝑣𝑡 
 

Where 𝑀𝑉𝑡 is the market value at time t, BVt is the book value at time t, AEt is the 

abnormal earnings at time t (defined as the difference between earnings and book value 

at the beginning of the period multiplied by the required rate of return) and vt is the non-

accounting information expected to be value relevant (Hassel, 2005, p. 47). In our case, 

the added non-accounting information whose relevance we are primarily interested in 

testing will be of three kinds: one variable that aims to summarize the effect of social 

performance, one that aims to summarize the effect of environmental performance and 

one that aims to summarize CSR’s overall effect on value. 

 

Since the above stated model requires us to state a required rate of return in order to 

assess the scale of the abnormal earnings and no universal model exists to do so, we 

have chosen to, by drawing from Hassel et al. (2005, pp. 47, 60-61) and Semenova & 

Hassel (2013, p. 780), restate equation 1 in terms of market value as a result of opening 

year book value (BV) and net income (NI). This allows us to exclude abnormal earnings 

in the model and it will be modified as such: 

Equation 2 

𝑀𝑉𝑡 = 𝛽0 + 𝛽1𝐵𝑉𝑡−1 + 𝛽2𝑁𝐼𝑡 + 𝛽3𝑣𝑡 + 𝜀𝑡  

 

We will expect both opening book value and net income to be positively related to 

market value. While the companies included in our sample are of vastly different sizes it 

is sensible to deflate the values of both book value and net income in order to scale the 

differences in size on these variables. The reason for this is the “scale-effect” that arises 

as a result of differences between firms within the sample which can cause a small 

number of firms, usually the largest within the sample, to drive the results of the 

regression (Gil-Alana et al., 2011, p. 247). We would expect the risk of such an event 

within our sample to be quite high given that the companies listed, according to our 

data, on the OMX Stockholm vary from less then a hundred million to almost five-
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hundred billion SEK (2013) in market value and the spectrum is as broad for the rest of 

the accounting variables. The scaling approach was used by Hassel et al. (2005, p. 47) 

and Semenova et al. (2010, p. 276) with the former using book value of equity as a 

deflator while the latter chose the firm’s total assets. However there is little motivation 

included in the mentioned research on why these particular measures were used as 

deflators. During our own investigations into the matter the most recent study we found 

was conducted by Gil-Alana et al. (2011). Their conclusion was that traditional 

financial measures used as deflators such as market value, book value of equity and 

total assets showed endogeneity under some circumstances. The suggested alternative 

was to use variables external to the model such as number of employees as this was 

found to outperform the other investigated measures (Gil-Alana et al., 2011, p. 264). 

With this as support we chose to deflate the market and accounting variables’ values 

with year-end amount of employees (E): 

 

Equation 3 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ 𝛽3𝑣𝑡 + 𝜀𝑡   

 

In order to examine how both the environmental as well as the social aspect of CSR 

affects the value of the company we need to separate these two measures within the 

regression analysis as such: 

Equation 4 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ 𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝜀𝑡 

 

In which EP represents environmental performance and SP represents social 

performance. The separation of the two allows us to examine differences in how much 

they individually affect value and thereby make more accurate conclusions in relation to 

our results. The environmental and social ratings will not be deflated as we assess that 

the rating is not dependent of size as a factor, meaning that companies of a certain size 

are not systematically awarded higher or lower ratings but that they are rather rated as a 

result of their CSR initiatives.  

5.4.1 Further development of the regression model 
In order to examine the relationship between market value and CSR we want the model 

to be as accurate as possible. In order to achieve this we will include a variety of control 

variables deduced from theory and previous research which could have a very 

influential effect on the conclusions we draw from our future analysis.  

5.4.1.1 Size differences 

As mentioned, the primary purpose of this study is to investigate how the two aspects of 

CSR explain value on OMX Stockholm when accounting for different company sizes. 

This idea is built upon previous research made within the area of CSR disclosures and 

firm size by Cormier & Magnan (2003), Reverte (2009) and Tagesson et al. (2009), as 

well as the resource-based view and legitimacy theory on stakeholder management. 

Since we want to investigate how the inclusion of size affects the value relevance of 

social and environmental factors, as well as overall CSR ratings, we will use dummy 

variables for eight different size groups. Each group will contain 30 to 32 companies, 

which was assessed to leave each individual group at a sufficient size to isolate the 

variation. Comparing the results between the regressions run using our model with and 
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without size as a variable will allow us to examine differences in the value relevance 

between the different models.  

Equation 5 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ +𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝑆𝑡,𝑛 + 𝜀𝑡 

 

The subscript t is Size at time t and subscript n the group corresponding to a specific 

size category at time t.  

5.4.1.2 Industry classification 

In order to adjust for the differences in the level of CSR efforts and disclosures across 

industries that have been established by previous works such as Patten (2002), Tagesson 

et al. (2009) and Holder-Webb et al. (2008), we will incorporate industry classification 

in our model. This was also done by Semenova et al. (2010, p. 277) while other such as 

Semenova & Hassel (2013, p. 780) used industry risk factors. 

 

Equation 6 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ +𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝑆𝑡,𝑛 + 𝐼𝑡,𝑛 + 𝜀𝑡  

5.4.1.3 Beta 

In a study by Botosan et al. (2014, pp. 3-4) observed a substantial increase in the 

explanatory power of the returns-earnings regression when certain risk characteristics 

were included in the model, in comparison to not using risk measurements. Among the 

trialed risk measures, beta, firm size, earnings/price ratio and the three Fama-French 

risk factors were included. Botosan et al. (2014, p. 4) concluded that the explanatory 

power of earnings on realized returns increased by 26% when including risk factors. 

Thus we believed it would be interesting to include beta in our model as this measure 

incorporates many company specific factors that can effect the development of a 

specific firm’s market value, and beta might thus interfere with the interrelation of CSR 

ratings and market value development. Hillier et al. (2010, p. 322) defines Beta as the 

covariance of a specific security with the market divided by the variance of the market 

return, as seen in Equation 7 below: 

Equation 7 

 

𝐵𝑒𝑡𝑎 =
𝐶𝑜𝑣(𝑅𝑖𝑅𝑀)

𝑉𝑎𝑟(𝑅𝑀)
     

 

Essentially this makes beta a measure of the security risk. This riskiness is primarily 

dependent on three factors: the cyclicality of the firm’s revenues, the operating leverage 

of the said asset, and the financial leverage (Hillier et al., 2010, pp. 324-325). 

 

The cyclicality primarily corresponds to how the revenue of a firm varies across a 

business cycle. For example, cyclical firms in manufacturing tend to have larger 

variations in their returns and thus in its beta, while firms with stable revenues such as 

utilities will have a low beta as their revenues are not dependent on the economy 

(Hillier et al., 2010, p. 324). Including beta in our model will thereby mediate the 

variation in individual companies’ market value that is a result of cyclicality and thus to 

a larger extent isolate variation in market value related to CSR performance. 
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Operating leverage, the difference between variable and fixed costs, will also have an 

effect on the potential profitability of a firm in a recessive economy. A firm with a 

higher level of fixed costs will still need to generate a large amount of cash when the 

economy is unwell, and as a result the risk is higher. The same relationship applies to 

financial leverage: if a firm has a higher level of debt than equity, the firm will be 

riskier (Hillier et al., 2010, pp. 325-326). Upon the inclusion of beta our model will be 

developed into: 

 

Equation 8 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ +𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝑆𝑡,𝑛 + 𝐼𝑡,𝑛 + 𝛽4𝐵𝑒𝑡𝑎𝑡,𝑛 + 𝜀𝑡 

 

As noted above, this correlation will allow us to delimit the effect on market value 

resulting from CSR performance. These two factors will, reflected by beta, have big 

effects on market values through positive and negative market cycles, however we do 

not dare to speculate whether beta will be positive or negative. As a positive market will 

give higher betas, and a higher return and negative market will result in the reverse, we 

must include a variable for which corresponds to the year of that data point. These 

variables will be indicator variables: 

Equation 9 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ +𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝑆𝑡,𝑛 + 𝐼𝑡,𝑛 + 𝛽4𝐵𝑒𝑡𝑎𝑡,𝑛 + 𝑌𝑡,𝑛 + 𝜀𝑡 

5.4.1.4 Revenue growth 

Previous research such as Amir & Lev (1996, p. 3) suggests that growth proxies provide 

a great deal of information when it comes to value relevance. This is also emphasized in 

both Johnston et al. (2008, p. 754) and Hann et al. (2007, p. 119) as they try to use the 

average sales increase over the past three years to explain the value development within 

their respective samples. In Semenova et al. (2010, pp. 276-277) this was adjusted for 

by measuring the average increase or decrease in sales over the previous three quarters, 

which we ourselves assessed to be prone to error as there is a high potential for 

variation between the seasonal variations in revenues of some companies. 

 

However, the inclusion of a variable that measures sales growth over the past three 

years is challenging, as many companies have limited history since they have only been 

recently listed. An alternative could have been to eliminate companies with limited 

history, but since many of these companies fall into the smaller categories for market 

value we believed this approach would affect the study results. Therefore we chose a 

measure that adjusts for variability in sales growth, namely annual increase in sales, 

added in the model as RG (revenue growth). This modification might be slight in nature 

but we believe that it will result in model which is more fair. With this measure the 

exclusion of companies with limited history is slight while we include a proxy for the 

current growth rates who are likely to affect market value, a relationship we will expect 

to be positive. This does make the data subject to one-year abnormal jumps in revenue 

but our assessment is that such an effect would not be of major influence. 

 

Equation 10 
𝑀𝑉𝑡

𝐸
= 𝛽0 + 𝛽1

𝐵𝑉𝑡−1

𝐸
+ 𝛽2

𝑁𝐼𝑡

𝐸
+ +𝛽3𝐸𝑃𝑡 + 𝛽4𝑆𝑃𝑡 + 𝑆𝑡,𝑛 + 𝐼𝑡,𝑛 + 𝛽4𝐵𝑒𝑡𝑎𝑡,𝑛 + 𝑌𝑡,𝑛 + 𝑅𝐺𝑡 + 𝜀𝑡   
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5.5 Criticism on practical methodology  
Overall we believe that our practical methodology is built upon a solid theoretical 

foundation. Despite this, there are some possible concerns with regards to our model. 

When using a multiple regression method one cannot know what the best model is prior 

to testing. The development of our model makes intuitive sense, but perhaps there are 

factors that will not be value relevant as they compete with several others in order to 

explain differences in value. It is particularly difficult to assess the impact of variables 

that have not been used in prior research and this concern is particularly high for the 

beta factor and one-year revenue growth. It is also possible that important variables 

have been excluded, although we believe that there are no major factors excluded from 

our model that have been used in previous research.  
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6. Data 

In this section we will describe the sources used to collect our data and how the 

retrieved data has been treated. Furthermore we will analyze how well the data fits to 

the assumptions of OLS regression and accordingly make adjustments where they are 

not fulfilled. 

 

 

6.1 Data sources 
The data collection process can focus on primary data, secondary data, or a combination 

of both. Our data is of secondary nature, which is common for quantitative studies as it 

is collected from databases and published reports (Eriksson & Wiedersheim-Paul, 2014, 

p. 90). Data will be extracted from two main sources: Folksam and Thomson Reuters 

DataStream, where CSR efforts come from the bi-annually published report “Folksam 

report for responsible businesses” (annually 2006-2009) on Folksam’s website, the 

latest publication is from 2013. Thomson Reuters DataStream is the source of all 

financial data used in this study. As our data will come from several companies during 

several specific time periods, we will use panel data (Stock & Watson, 2011, pp. 390). 

The primary advantage of panel data is that it allows us to increase the sample size, and 

thereby the accuracy of the regression parameters, while also allowing the examination 

of a phenomenon across a time period when time series is not a viable research method 

for the given purpose (Semenova et al, 2010, p. 277).  

6.1.1 Folksam 
Folksam is a Swedish mutual insurance company offering insurance, savings, and loans, 

with a vision to contribute to a sustainable society. Folksam’s contribution to 

development towards a long-term sustainable society is through commitment to 

research on social and environmental initiatives. Folksam is committed to executing 

sustainable corporate governance as well as influencing all companies they invest in to 

act responsible (Folksam, n.d.). As a part of this strategy they publish a report called 

“Folksam’s report on sustainable businesses”. 
 

The report includes all Small-, Mid- and Large Cap- companies listed on OMX 

Stockholm and each company is rated on a scale from 0 to 7 with regards to 

environmental and human rights, human rights is what Folksam uses to denote social 

factors (Folksam, 2013, pp. 6-9). As mentioned in section 2.6 it is not Folksam 

themselves who conduct the research on which their report is based, it is instead a 

Swedish company called GES Investment Services who conduct the research and it is 

Folksam who rates the companies (Folksam, 2013, p. 7). 

6.1.2 GES Investment Services 

Folksam (2013, p. 7) refers to GES Investment Services as a company providing 

financial market analysis in regards to results and readiness within the area of 

sustainability. GES’s own mission statement is “To make it a little bit better, everyday” 

through a long-term commitment towards sustainable development for their investors, 

companies, themselves and the global community (GES, n.d.).  
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6.1.3 Thomson Reuter DataStream 

The historical financial data included in this thesis will be gathered from Thomson 

Reuters DataStream. DataStream covers a wide range of financial data and in the 

context of this study we are foremost interested in historical market values and 

accounting variables. DataStream is a good source for data since it is one of the most 

acclaimed sources for collection of various financial and stock price data including the 

indices that we needed in order to perform the analysis. The analysis of the financial 

data will be examined with the statistics software Stata. 

6.1.4 Criticisms of data sources 
One primary drawback of the ratings supplied by Folksam is that the years do not all 

carry the same definition of CSR performance evaluation. The differences lies in how 

information from the companies is contrasted with information that originated outside 

the organization. In Folksam’s reports from 2006-2009 we can read the following 

(translated from Swedish): 

 

“The ratings are built upon publicly disclosed information from the examined 

companies. With publicly disclosed information we imply information available on 

websites and various reports, primarily the companies annual report and, if one is 

published, the companies’ sustainability reports.” (Folksam, 2009, p. 7) 

 

The definition is then changed for the report published in 2011 and 2013, and translates 

as follows: 

 

“This report is built upon publicly disclosed information which mainly implies annual 

reports, sustainability reports and websites. Information from a large range of sources 

(media, international organizations, authorities etc.) are simultaneously searched to 

identify information that contradicts the material produced by the companies. All 

sources are then weighed together for a final review.” (Folksam, 2011, p. 7) 

 

Naturally this is not ideal for our purposes, as to a certain extent the quality of the data 

is compromised as the way it is estimated and gathered is inconsistent. This also makes 

the data from 2006-2009 more subject to bias emerging from companies own self 

service in sustainability reporting bias that Cho et al. (2010, p. 441) identified. 

 

As far as the financial data goes, we have no suggestion that allows us to criticize the 

quality of DataStream as the quantitative nature of the data makes it free from our own 

predispositions. However, we can put a disclaimer on the fact that it is a very extensive 

database that contains many varieties of many variables that can be adjusted in many 

ways, which might result in the data retrieved not exactly portraying what was intended. 

Furthermore, data processing is a possible source of error as the retrieval was done by 

hand and this process is therefore subject to the possibility of human error. In order to 

counteract this, both authors were present in the data collection process and thus tried to 

ensure that no mistakes were made. Despite this, it is impossible to guarantee that errors 

were not made in the process of collecting the data. However to also eliminate error, we 

also sampled some companies and checked that the numbers retrieved from DataStream 

were accurate by comparing them to information supplied in annual reports, upon which 

we did not find any inaccuracies. 
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6.2 Sample 

The choice of sample is an essential decision for the researcher as it will reflect the level 

of generalizability in the study. In order to achieve the most exact generalization, a 

study that encompasses an entire population i.e. a total survey, is preferable. However it 

is often not possible to conduct due to lack of access/availability to data and its rather 

vast time consumption. One should thus try to develop a sample whose characteristics 

highly resemble those present in the population (Svenning, 2003, pp. 101-102). We 

tried to do a total survey of all listed companies at OMX Stockholm between 2006 – 

2013 but due to some limitations of available data we had to shift focus and try to get as 

many observations as possible instead of a total survey.   
 

Our sample consists of listed companies at OMX Stockholm at six different points in 

time, 2006, 2007, 2008, 2009, 2011 and 2013 on May 31st each year, this incudes all 

the available Folksam reports. The number of companies listed at OMX Stockholm 

have varied through the years we investigated and below is a chronological table that 

displays the number of companies during each period. The sample will consist of all 

companies that we can retrieve data from in DataStream and thus can conduct further 

analysis on. 

 

Table 2 – Population size 

 

Year Number of Firms 

2006 269 

2007 273 

2008 259 

2009 251 

2011 245 

2013 250 

 

The reason for this particular sample selection is that we have chosen to retrieve the 

ratings that will be used for the individual firms CSR endeavors from the Folksam 

report on sustainable businesses. These reports have been published in the above stated 

years and have rated all firms that are listed on the Stockholm stock Exchange’s main 

lists i.e. small-, mid- and large cap.  

 

6.3 Data collection and processing 

6.3.1 Folksam 

As noted above, the best estimate to access data regarding CSR for companies listed at 

OMX Stockholm was to use the Folksam reports for responsible businesses. This gave 

us a clear indication of all individual companies’ performance within the two 

dimensions of CSR, namely environmental and social. The size of the data is 

determined by the number of companies listed in the Folksam reports between 2006 and 

2013. The data we collected was the company name and its ratings in environmental 

and social performance, represented by a two-decimal number between 0 and 7. This 

process was very straightforward, though time consuming. In total this generated 1547 

different observations and the collection was done using the Microsoft Excel. 
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6.3.2 Thomson Reuter DataStream 

In order to retrieve data on the companies included in Folksams reports we searched for 

each company individually as filtering searches can result in many companies being 

missed. Many companies, especially the larger ones, had several securities as past and 

present stock with different voting rights or “redemption shares” had been used. 

However, after looking up these different notations many did not include any sort of 

data and could therefore be excluded. In addition, the ones that did not contain any 

information during the time period that we intended to examine could also be excluded. 

Lastly there were several companies that had shares of different voting rights, where 

one type completely missed price information during certain periods. In these cases we 

preferred the one that actually contained continuous stock and accounting data. 
 

As we were searching for the companies included in the report we noticed that many of 

them were missing in DataStream. We then realized that companies that had changed 

their names during the time period of the study appeared in DataStream only under the 

names that they were being traded in the present or the one they had at the time when 

they stopped being listed. This was discovered due to chance as one of the authors 

recognized a pattern in a few of the companies that did not appear on the list due to his 

knowledge of the Swedish stock market. The theory was tested by confirming that these 

companies actually had changed their names by searching on the Swedish tax 

authority’s website, which keeps records on name changes in publicly traded 

companies. All of the missing companies were then looked up in the tax authority 

database so that we could match the name changes and thus limit the amount of missing 

data. The complete list of companies that have made name changes and thus were not 

initially found can be seen in Appendix I. 

 

In summary, these actions resulted in a list that included 349 different companies that 

we could retrieve data from out of a total of 350 different companies listed in the 

Folksam report (bearing in mind name changes). The only company missing was Säki, 

for an unidentifiable reason.  
 

The process then moved on to retrieve the financial data for the variables we included in 

our model, which will be explained below. The variables that we retrieved from 

DataStream are summarized in table 4 below. 

 

Table 3 – Variables retrieved from DataStream 
 

 

 
 

 

 

 

 

 

 

Due to the vast variety and amount of data types available in DataStream we had to 

consult the DataStream support in order to be sure we chose the right variables for both 

the book value of equity and beta. Collecting the other variables was reasonably 

straightforward. We should also note that all financial variables are retrieved as of the 

Variable DataStream Code 

Industry ICBIN 

Number of Employees WC07011 

Revenue WC01001 

Beta 897E 

Book Value of Equity WC03501 

Net Income WC01751 

Market Value MV 
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1st of October each year as most analyses in the Folksam reports are conducted between 

July and September, as per the table below. 

 

Table 4 – Date of analysis by Folksam  

 

Summarization of companies Collection of data for analysis 

31/05/06 July-Aug 

31/05/07 July-Sep 

31/05/08 July-Sep 

31/05/09 July-Sep 

31/05/11 July-Sep 

31/05/13 Analyses made 15th of Aug 

 

In terms of industry classification, previous researchers such as Semenova et al. (2010, 

p. 277) have used the Global Industry Classification Standard in order to separate the 

sample companies into different sectors. As this classification was not available through 

DataStream we chose Industry Classification Benchmark (ICB), which divides 

companies into ten general sectors. This industry classification encompasses 65% of the 

global market capitalization, a total of 70 000 companies, and is supplied by FTSE 

International Limited (FTSE International Limited, 2010) thus making it a good choice 

as a classification index. The sizes of the different industry groups in our sample can be 

observed in Table 2. The dominant industries in terms of number of companies are 

Industrials, Financials and Technology. 

 

Table 5 – Industry Summary 

 

Industry Number of Companies Percentage 

Basic Materials 20 5,7% 

Consumer Goods 32 9,1% 

Consumer Services 35 10,0% 

Financials 59 16,9% 

Health Care 43 12,3% 

Industrials 88 25,1% 

Oil & Gas 9 2,6% 

Technology 57 16,3% 

Telecommunications 5 1,4% 

Utilities 2 0,6% 

 

To access beta measures for the stocks that were included in our sample we had to 

consult DataStream support, who led us to the 897E expression which calculates beta of 

a given stock compared to a local index. In our case beta is drawn from Affärsvärldens 

Generalindex and it is measured over a time period of 5 years. Affärsvärldens 

Generalindex is a value-weighted index that calculates average returns for stocks listed 

at OMX Stockholm (Affärsvärlden, 2015). Its composition is thus similar to our sample 

and should therefore be a reliable estimator of the betas that we want to retrieve.  
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The retrieval of sales data and the calculation of the sales growth numbers introduced us 

to a three-fold problem. The calculation of the sales growth increase was made as 

follows: 

𝐺𝑦 = (
𝑆𝑦

𝑆𝑦−1
) − 1 

 

where Gy is growth in year y, Sy is sales in year y and Sy-1 is the previous year’s sales. 

This formula would generate faulty and inconclusive values in two cases. The first 

being when sales in the previous year were zero as this would yield a division by zero 

error. Second this would yield an error when the company has been recently listed and 

the data for the previous year is not available. The same issue would persist if, for any 

reason, the values for the company would not be possible to collect for one year through 

missing data. All of these issues where adjusted for by using logical operators through 

Excels IF function. Previous year sales of zero, previous year missing sales data and 

present year missing sales data were thus adjusted to equal zero. Since these instances 

are not that many and it would cause the least distortion in relation to the rest of the data 

we believed this to be the simplest way to bypass the instances where this occurs.  

 

The datasets, from Folksam and DataStream respectively, were then matched in order to 

join them together. This process took a bit of puzzling with the name changes 

mentioned previously, and the fact that the denotations were not exactly the same in 

both datasets resulting in a difference in how they had been ordered alphabetically. 

When the data had been properly matched and aligned the next task was to deal with the 

missing variables. The practical drawback of missing variables is that it reduces the size 

of the sample that can be analyzed and upon detection that variables seem to be missing 

in a non-random way the assessment should be made whether or not this might lead to 

inaccurate results (Hair et al., 2010, pp. 42-43). As there seemed to be no sign that 

values were missing for other than random reasons, and we had a low rate of missing 

values overall, we simply chose to remove the observations for which data was missing. 

This was done with Excel’s filtering tool and results that were denoted not available, 

with error, or missing, were marked and the corresponding observations were then 

excluded. The final summary of all observations and how many were missing variables 

and thus could not be regressed can be seen in table 6 below: 

 

Table 6 – Incomplete observations and exclusions 

 

Year Observations in population Observations in sample Missing 

2006 269 240 10,8% 

2007 273 251 8,1% 

2008 259 241 6,9% 

2009 251 239 4,8% 

2011 245 236 3,7% 

2013 250 222 11,2% 

Overall 1547 1429 7,6% 

 

At this step the accounting variables were also deflated to adjust for size differences, as 

was explained in section 5.5.3.1. This was done by dividing market value, opening book 

value, and net income, by the number of employees that we retrieved for each company 

and year. Two companies, namely Mertiva and NAXS, proved to have zero employees 
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one year each which was adjusted for by deflating their accounting variables by one (as 

zero would have yielded error), which was assessed to give the fairest view of the actual 

relation.  

 

The final step of the data processing in Excel was to assign the different companies into 

one of eight different size categories, denoted by numbers 1-8 where a smaller number 

equals smaller size. The variable used for this was market value, and companies were 

divided based on their ranking in a separate year. The number of retrieved observations 

was simply divided by eight and this amount was then marked with each rating. In the 

instances where the number of observations was not divisible by eight the larger groups 

were assigned extra observations first. The last step before we started analyzing and 

adjusting the data for statistical effects was to convert the variables that were supposed 

to be in indicator variable-form into such in STATA.  

 

6.4 Model diagnostics and adjustments 
Here we will describe the numerical nature of the data and analyze the data with relation 

to the assumptions made in section 5.3.1. We will also describe actions taken to mediate 

possible adverse effects from not fulfilling said criteria.  

6.4.1 Outliers and influential observation 

From an initial ocular inspection of the data we could conclude that there was a 

presence of outliers that could possibly serve as influential observations in our data 

sample (Moore et al., 2010, p. 111). This is a reasonable observation since some 

companies, primarily in the financial sector, show apparent outlier characteristics due to 

their low numbers of employees with results in very high values even after deflation. 

Revenue growth as a variable is also prone to large outliers as one individual company’s 

revenue can go up or down very much in the course of one year, see section 5.5.3.4 for 

a discussion of revenue growth. After making scatterplots, seen in appendix II, and 

tables with descriptive statistics, see table 7, it was confirmed that outliers needed to be 

corrected and in order to counteract the potential adverse effects all variables were 

winsorized. Winsorizing is one of the most common techniques used within accounting 

research to adjust for adverse effects emanating from influential or outlier observations 

(Leone et al., 2013, p. 36). 

 

Table 7 – Descriptive statistics of regression variables before winsorization 

 

Variable N Mean Std. Dev. Min Max 
MVt/E 1429 39,37 309,29 0,01 6942,74 

BVt-1/E 1429 43661,21 353347,00 15,73 6760333,00 

NIt/E 1429 2079,26 129553,10 -2719333,00 2555667,00 

Beta 1429 0,97 0,68 -13,82 3,01 

RG 1429 0,44 6,79 -1,00 238,16 

EP 1429 1,97 1,71 0,00 6,56 

SP 1429 2,02 1,22 0,00 5,92 

E = Employee, MV= Market Value, BVt-1 = Opening book value of equity, NI = Net 

income, RG = Revenue Growth, EP = Environmental Performance, SP = Social 

Performance 

 

The process of winsorising adjusts a percentage of all observations so that they are set 

to a chosen percentile on both ends of the spectrum. This means that very small values 
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will be moved upward and very large values will be moved downward and set to the 

value in the 2.5th and the 97.5th percentile (for a 5% winsorization) (Lee, 2010, pp. 

394-396). All variables were winsorized at the 5% level except beta, which was 

winsorized at the 1% level given the relatively smaller number of outliers. Winsorized 

data can be observed in table 8 where the increased concentration of data is apparent 

and the process has thus decreased the risk of outliers having influential effects on our 

results. Neither types of CSR ratings were winsorized since these variables can only 

take a finite amount of values, none of which we deemed reasonable to assess as an 

outlier.  

 

Table 8 – Descriptive statistics of regression variables after winsorization 

 

Variable  N Mean Std. Dev. Min Max 

MVt/E 1429 10,09 18,94 0,25 74,30 

BVt-1/E 1429 7467,14 17680,96 144,54 70242,78 

NIt/E 1429 434,83 1683,95 -1867,26 6616,58 

Beta 1429 0,99 0,49 0,00 2,45 

RG 1429 0,07 0,24 -0,34 0,69 

EP 1429 1,97 1,71 0,00 6,56 

SP 1429 2,02 1,22 0,00 5,92 

E = Employee, MV= Market Value, BVt-1 = Opening book value of equity, NI = Net 

income, RG = Revenue Growth, EP = Environmental Performance, SP = Social 

Performance 

6.4.2 Correct specification of model 
Upon running correct specification tests (ovtest and linktest) in STATA we discovered 

that our model was not deemed to be specified correctly as there was virtually no 

evidence for the null hypothesis that the model had no omitted variables, which can be 

observed in appendix III. As we did not know what could be lacking in our analysis, 

and previous research (Semenova et al., 2010; Hassel et al., 2005) had not used more 

extensive explanatory variables than us, we instead tried to test if we had used too many 

variables. By trial and error we discovered that upon removing industry both the ovtest 

and the linktest did not show any indication of the regression being incorrectly 

specified, which can be observed in appendix III. It is thus a possibility that we used too 

many variables and “overfitted” our regression model (Moore et al., 2010, p. 618). 

Econometric literature does however indicate that variables should not be excluded if 

they are a requirement based on underlying theory (Studenmund, 2014, p. 380), as our 

theoretic fundament does indicate the importance of industry we advocated that the 

variable should stay in the model despite this observed effect. 

6.4.3 Lack of correlation between explanatory variables and the error term 

An omission of an explanatory variable is also a known cause for correlation between 

the error term and explanatory variables (Studenmund, 2014, p. 101). A scatterplot of 

the residuals and each of the explanatory variables included in the regression analysis 

does however show that the residuals are largely uncorrelated with any of the included 

variables. This scatterplot can be viewed in appendix IV. 

6.4.4 Linearity 

Regression analysis can only absorb the effects of linear relationships between variables 

and as such it is an important parameter in multiple regression. In the presence of non-
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linear relationships the strength of the association would be underestimated and the 

suggested course of action would be to transform the data arithmetically (Hair et al., 

2010, pp. 76, 78-79). As can be seen in the scatterplots in appendix II there are no clear 

non-linear relationships between the variables included in our data. Furthermore, 

plotting our data with the STATA function “acprplot” does not show any clear 

indications of departure from the linearity assumption in our dataset, as can be observed 

in appendix V.  

6.4.5 Normality 
Individual explanatory variables should preferably be normally distributed. This is a 

requirement to make statistical tests as the foundation of the theory behind t and F 

statistics (Hair et al., 2010, p. 71). Upon examining the normality of our explanatory 

variables we discovered that several were not normally distributed. Opening book value 

and net income were indicating a lack of normality, which can be observed in the 

graphs in appendix VI. We did not observe any severe non-normality in our other 

variables.   
 

Opening book value and net income both showed signs of kurtosis, the level of 

peakedness, and skewness, the lack of centricity, compared to the normal distribution. 

The deflated book value is apparently highly leptokurtic and left skewed while the net 

income is less left skewed but similarly leptokurtic (Hair et al., 2010, pp. 71, 73). There 

are remedies available for non-normal data, the most common being transformation by 

squaring, cubing, “log-ing” or inversing data (Hair et al, 2010, p.78). However, neither 

inversing nor cubing improved the condition of our data. Squaring and logaritmizing 

either had negative impacts on negative values or little effect. However, according to 

Hair et al. (2010, p. 71) “large samples tend to diminish the detrimental effects of non-

normality”. As our sample consists of a total of almost 1500 observations we can be 

rather confident that adverse effects are mediated, though we cannot be completely 

certain of their exclusion. Furthermore, it is claimed by Djurfeldt et al. (2010, p. 55) that 

a clean normal distribution is built on theoretical deduction and is almost never present 

in reality, which further relieves the importance of this condition. Hair et al. (2010, p. 

72) does however note that a larger sample size can bring upon other problems, such as 

lack of homoskedasticity.  

6.4.6 Autocorrelation 

The error terms, or residuals, are assumed to be independent and identically distributed 

and when this relation does not hold there is a problem with autocorrelation (Djurfeldt 

et al., 2010, p. 367). Autocorrelation is a common problem in time series-analysis, and 

by definition it is present in cross-sectional time-series data such as ours (Semenova et 

al., 2010, p. 277) since the value at time t1 is dependent on the value at t0, that is to say 

that, the market value on the stock exchange on a Tuesday is dependent on the value 

from Monday (Djurfeldt et al., 2010, p. 367). In our case the violation is a result of the 

fact that the same company will have different data points across the years and our data 

thus violates the assumption that residuals are independently and identically distributed. 

The consequence of this is autocorrelation, which underestimates standard errors, 

thereby making tests of regression coefficients unreliable (Watsham & Parramore, 

1997, p. 206). However, the clustering of standard errors corrects this violation as it 

corrects autocorrelation of the residuals (Cameron & Trivedi, 2005: Petersen, 2009, 

referred to in Semenova et al., 2010, p. 277). According to Hair et al. (2010, p. 518) 
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there are four things that need to be assessed before starting the clustering process, 

namely: 
 

1. Whether the size of the sample is sufficient. 

2. If there are outliers and if they are expected to have impact and thus be removed. 

3. How similarity between observations should be measured. 

4. Whether or not the data should be standardized.  
 

As far as the sample goes it should be large enough to represent all relevant groups in 

the population (Hair et al., 2010, p. 519), a condition that our data meets as it almost 

includes the whole population. Hair et al. (2010, p. 519) also states that cluster analysis 

is sensitive to outliers in the form of abnormal values, observations of insignificant 

segments, and undersampling of important groups. We believe that neither of these 

should be a problem for our data as we have already winsorized problematic 

observations, there are no insignificant observations present, and the sampling method 

mediates the latter effect. Since our autocorrelation arises because the same company 

appears more than once in each year, our similarity measure would be based on 

individual companies which would be equal to an association measure of similarity 

(Hair et al., 2010, p. 524). This also makes it intuitive for us to standardize our data 

based on observation meaning that we standardize each individual “respondent”, i.e. 

each company, in order to delineate possible patterns in each company’s data (Hair et 

al., 2010, p. 525). 

6.4.7 Multicollinearity 

Multicollinearity is another possible source of error in a multiple regression, with the 

error arising due to independent variables which are correlated to one another (they are 

collinear).  This will negatively affect the explanatory power of a model, expressed as 

R2 and squared R2 (Djurfeldt et al., 2010, p. 364; Djurfeldt & Barmark, 2009, p. 113). 

From an ocular observation made on the scatterplots in appendix VII there were no any 

apparent cases of multicollinearity.  

 

Table 9 – Correlation coefficients 

 
Pearson 

Correlation MVt/E BVt-1/E NIt/E Beta RG EP SP 

MVt/E 1       

BVt-1/E 0,911 1      

NIt/E 0,577 0,5767 1     

Beta -0,0873 -0,0776 -0,951 1    

RG 0,0412 -0,0145 0,0669 -0,0102 1   

EP -0,1146 -0,0763 0,057 0,0054 -0,0933 1  

SP -0,1556 -0,1083 0,0167 0,059 -0,091 0,6883 1 

E = Employee, MV= Market Value, BVt-1 = Opening book value of equity, NI = Net 

income, RG = Revenue Growth, EP = Environmental Performance, SP = Social 

Performance 

 

Table 9 shows the Pearson correlation between dependent and independent variables 

and expected environmental and social grade is rather correlated while BV and NI are 

highly correlated to MV. In order to control these relationships a statistical test, 

Variance Inflation Factor (VIF), was performed and the VIF-test indicated whether or 

not there was a problem with multicollinearity. When the VIF-statistic is greater than 10 
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a collinear relationship is deemed to exist between variables (Moore et al., 2010, p. 

610). There appeared to be no problem of multicollinearity in our VIF-test and we could 

thus conclude that multicollinearity does not negatively affect our results. This can be 

observed in appendix VII. 

6.4.8 Homoskedasticity 

Homoskedasticity simply means that dependent variables show uniform variance across 

the span of independent variables, which is desired for an optimally functioning 

regression model (Hair et al., 2010, p. 74). When the error term does not have a constant 

variance a statistical phenomenon known as heteroscedasticity occurs, meaning that for 

higher values of a variable the error term is larger. This is particularly likely to happen 

in cross-sectional samples in which the absolute size of the variables examined shows a 

lot of variation (Studenmund, 2014, pp. 102-103). Another source of heteroskedasticity 

is skewness in the distribution of underlying variables (Hair et al., 2010, p. 74) which 

we previously observed in our data. Thus it should perhaps not come as a surprise that 

we observed heteroskedasticity in our data given the large size differences in our sample 

and the previously displayed skewness. The heteroskedasticity can be observed in figure 

1 in appendix VIII as the residuals are not consistently distributed across the plot. In 

firmly establish the lack of homoskedasticity in our data we performed two statistical 

tests in STATA, namely estat imtest and estat hettest (figure 2 in appendix VIII). Both 

test the null hypothesis that variance is constant and neither gave any statistical 

evidence that this was the case in our data. We could thus confirm what we saw in the 

rvfplot of the residuals and conclude that our data indeed is not homoskedastic.  
 

The result of heteroskedasticity is usually that the predictions tend to be more accurate 

for some levels of an independent variable than others, which in turn has an effect on 

the standard errors and causes the hypothesis tests to be either too rigid or too blunt 

(Hair et al., 2010, p. 75). When heteroskedasticity is present it is usually because an 

important variable has been omitted and the course of action should either be to find and 

add the missing variable or use heteroskedasticity constant standard errors 

(Studenmund, 2014, p. 380). As we already have analyzed the viability of a potential 

omission and its effects, we chose to use heteroskedasticity constant standard errors in 

analysis to increase the reliability of our analysis. As previously mentioned, the 

clustering effect will adjust for the inherent problems of serial-correlation. Clustering 

standard errors also happens to adjust the problem we saw with heteroskedasticity as it 

turns them into heteroskedasticity-constant ones. The logic behind this is that the 

clustering lets standard errors correlate within a cluster but assumes that the residuals 

are not correlated across different clustering groups (Stock & Watson, 2011, p. 406).  

6.4.9 Normality in the distribution of the error term 
This assumption is the only classic assumption that Studenmund (2014, p. 104) 

professed optional, but there are advantages to it being fulfilled. One advantage is that 

because of the Central Limit Theorem, the error term should approach a normal 

distribution since the minor influences that are its constituents should balance each 

other out and be more centered around the mean and the other advantage of fulfilling 

this assumption is that the F- and T-statistics are not truly applicable unless the error 

term is normally distributed. There is, however, an exception to the second advantage, 

which is that it does not hold when the sample size is large (Studenmund, 2014, pp. 

104-105). When investigating the condition of our residuals we could observe a severe 

non-normality in the data, shown in Figure 1 in appendix IX. More thorough analysis 
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showed both the presence of kurtosis, in Figure 2, and skewedness, in Figure 1. The 

results of the graphical analysis were also confirmed by the Shapiro-Wilk test 

performed through STATA:s swilk function.  

 

6.5 Fixed effects regression 
As we would expect the variation within a cluster (a specific company) to be correlated 

between observations it is reasonable for us to use a fixed effects regression model (Lee, 

2010, p. 75). In order to confirm this assumption a Hausman test was run on both fixed 

effects and random effects residuals in order to establish which was a better fit to our 

model and the fixed effects regression did indeed appear to edge the random effects 

model (Lee, 2010, pp. 113-114; Cameron & Trivedi, 2005, pp. 271-272), see output in 

appendix X, Fixed effects regression is a tool for panel data analysis that uses a 

different binary intercept for each variable. This process allows for the controlling of 

omitted variables that vary across different entities (companies in our case) but do not 

change over time and it also allows for multiple time periods (unlike some others that 

can only do two). The binary variables serve the purpose of representing the influences 

of omitted variables for a certain company that are constant over time (Stock & Watson, 

2011, p. 396).   

 

There is however a problem with fixed effects regression that does not allow us to use 

industry in our regression analyses. One of the assumptions of fixed effects regression is 

that no perfect multicollinearity can exist (Stock & Watson, 2011, p 405). As industry 

classification is constant over time it will be perfectly collinear by default to the binary 

intercept variable, industry classification were therefore excluded during trial analyses. 

Thus we will not use industry in our analysis and will unfortunately not be able to draw 

any conclusions on the impact of being part of a specific industry in our sample. The 

explanatory effect that industry offers will however appear through the fixed effects 

parameter and thus offer the sample explanatory effect with relation to the rest of the 

variables.  
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7. Results and Analysis 

This chapter will present what our study has been able to deduce. In addition it will 

provide analysis and contextualize the results in relation to previously described theory 

and studies. For a more pedagogical reader experience we have decided to begin with 

providing a walkthrough of how the results will be presented. This will be followed by 

us presenting results on what we can observe in our research and what this means upon 

extrapolating into previous theory.  

 

 

7.1 Presentation 
We will present the results from our study through the use of tables emanating from 

statistical analysis. This chapter will in turn treat each one of our hypotheses who 

constitute our purpose and sub-purpose. The first hypothesis will give insight into the 

impact on the value relevance of social CSR ratings by including size while the latter 

two will shed light on how robust previous results on the value relevance of CSR 

ratings are to alterations in the model. At this point we also deem it reasonable to 

reiterate our hypotheses so that the reader can keep them in clear mind while navigating 

through our results: 

 

H0: There is no value relevance in Social ratings 

Ha: There is value relevance in Social ratings 

 

H0: There is no value relevance in Environmental ratings 

Ha: There is value relevance in Environmental ratings 

 

H0: There is no value relevance in CSR ratings 

Ha: There is value relevance in CSR ratings 

 

Initially we will analyze the main body of the regression model and add on variables 

one by one so that the reader can observe each variable’s impact on the results. Then we 

will add on each category of CSR ratings and size and analyze these two factors 

separately and in more detail.  

 

7.2 Walkthrough of model and impact of explanatory variables  
This section will discuss the basis of the model and its variables. In order to contrast it 

to the theory that led to its formation we will display how the explanatory variables are 

value relevant and in what way they affect market value. The results that will be 

referred to in this section can be observed in table 10 below.  

 

First of all, the opening book value of equity has a positive relationship with the market 

value of equity. It is apparently so that a one unit increase in the deflated opening book 

value of equity will results in a 0,0009 increase in market value per employee, as both 

numbers are deflated by this denominator. Furthermore the result is statistically 

significant even at a 1% significance level. This is along the lines of what we expected 

as numerous value relevance studies have established a statistically significant link 

between the book value of equity and market value. The relationship between book 

value of equity and market value should also not come as a big surprise as the link 

between the two is made very clear from basic finance and accounting principles. 
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Table 10 – Regression individual fixed effects, within parenthesis is the observed p-

value. 

 

Var. 1 2 3 4 

BVt-1/E 0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

NIt/E 0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0013 

(0,00***) 

Beta  -0,4956 

(0,43) 

-0,5135 

(0,41) 

-0,7427 

(0,23) 

RG   1,8381 

(0,04**) 

1,2511 

(0,17) 

Y    Yes 

Int. 2,756 3,245 3,092 4,548 

Adj. R2 0,832 0,832 0,834 0,837 

Regression coefficients and their corresponding p values within parenthesis. * significant at 10% level, ** 

significant at 5% level, *** significant at 1% level. BV = opening book value of equity, NI = net income, 

RG = revenue growth, Y = year, Int. = intercept, Adj. R2 = adjusted R2 

 

With regard to the net income of the companies there is also an observed positive 

relationship to market value. In this case the regression coefficient indicates that a one 

unit increase in net income will give a 0,0015 increase, per employee, in the market 

value of the companies included in the sample. Even though net income is, in the vast 

majority of cases, a smaller number than book value of equity it is not surprising that 

the former has a larger impact per unit change than opening book value of equity due to 

its higher relative importance in equity valuation. Not surprisingly the net income is 

statistically significant, and thus value relevant at the 1 % significance level.  

 

When it comes to beta the theoretical analogy seems to be making a rough transaction 

into practice. Albeit the regression coefficient suggesting that increased risk in the form 

of beta results in a lower market value the statistical significance offers little debate. 

Beta is never statistically significant, not even at the 10% level, as we build on the 

model. Perhaps are there better measures of risk that can give a more nuanced view of 

market value movements. In retrospect the volatility, standard deviation, comes to mind 

as it would gradually become larger given more risk and there would have been no 

negative values. It might also be so that the beta regressed over five years is too slow a 

metric to significantly capture value changes. We can also note that the intercept level 

becomes higher by the inclusion of beta. 

 

The revenue growth variable does indicate that it is value relevant upon its initial 

inclusion. With a regression coefficient of 0,04 it is indicated that market value for each 

employee increases by said amount given a one percent year-on-year increase in 

revenue. This number is also statistically significant at the 5% level and could therefore 

be said to be value relevant in projecting a firm’s market value. However, it does not 

stay statistically relevant upon the inclusion of years as an indicator variable. This is 

probably due to the year variable offering a similar explanatory effect as revenue 

growth initially does; the effect is “drowned out”.  
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We did not include regression coefficients for year in the table above but they can be 

observed in table 11 below. Seemingly, 2007 market values are not significantly 

different to the ones in the base year (2006 in this case), which perhaps can be explained 

in the market turn taking place around the latter half of 2007 thereby making the values 

quite similar at the measurement point. Similarly the continued dip and recovery period 

of 2008 and 2009 should have lower market values on average and thus explain why the 

indicator variables suggest lower market values, deflated by employees, by 2,6 and 1,7 

units respectively. Both of these years are also statistically significant at the 1% level. 

As our data stops being annual the jump to 2011 times the decline that was seen during 

that year, keeping market values at lower levels than in 2006 resulting in a lower 

deflated value compared with the base date by 2,1 units. This number is also statistically 

significant at the 1% level. Our final year, 2013 does indicate a lower level of market 

values, after deflation, by 1,1 units and the number is statistically significant only at the 

10% level. That this is the case should perhaps not come as a surprise as index levels 

were at levels quite close to each other at the measured point in time in 2013 as 2006. 

As a final remark we can see that the intercept of the regression model rises quite 

heavily upon the inclusion of year in the model.   

 

Table 11 – Fixed-effects regression coefficients and p-values for year indicator 

variables 

 

Year Coefficient P-value 

2007 -0,143 0,713 

2008 -2,599 0,000*** 

2009 -1,652 0,000*** 

2011 -2,112 0,000*** 

2013 -1,115 0,054 

Regression coefficients and their corresponding p values within parenthesis.  

* significant at 10% level, ** significant at 5% level, *** significant at 1% level 

 

7.3 Results and analysis: Social grades and influence of size 
This section will convey the results and analysis of the value relevance of social CSR 

ratings and also analyze the implication of including company size as a variable on it. 

The statistical results discussed are displayed in table 12 below.  

 

First of all it is very interesting to note that the sign of the regression coefficient of 

social grades is negative. This indicates that there is a cost associated with investing in 

relationships with stakeholders, companies are thus punished in terms of how they are 

being valued in the stock market, at least the ones who are listed at OMX Stockholm. 

The regression coefficient suggest that one whole point on the social rating scale 

decreases deflated market value by 0,69 units. When it comes to the statistical 

significance of this result it falls within, with a margin, the 5% significance level with a 

p-value of 0,02. We thus have statistical support for the notion that deflated market 

value falls as social ratings, and therefore by proxy the efforts to improve social 

stakeholder relations, increase. The coefficient of determination for this regression is 

0,840. 

 

Upon including size categorization as a variable in our model we observe no substantial 

differences compared to not using it. The regression coefficient is still negative but it 

goes down somewhat, thereby indicating that controlling for size makes the relationship 
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between social ratings and deflated market value less strong. While we look at statistical 

significance and the explanatory capabilities of the model, represented by the 

coefficient of determination, we can see that social ratings as a variable is significant at 

the 5% level, much as before, with a p-value of 0,045 and the adjusted R2 is 0,767. The 

support of the connection previously proven is therefore not as strong when including 

size, which implies that size as a makes the relationship between social ratings and 

market value less strong.  

 

Table 12 – Fixed-effects regression with social grades 

 

Var. 1 2 3 4 5 6 

BV 0,00089 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

NI 0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

Beta  -0,4956 

(0,43) 

-0,5135 

(0,41) 

-0,7427 

(0,23) 

-0,7832 

(0,20) 

-0,4246 

(0,45) 

RG   1,8381 

(0,04**) 

1,2511 

(0,17) 

1,2481 

(0,17) 

0,3755 

(0,63) 

Y    Yes Yes Yes 

SG     -0,686 

(0,02**) 

-0,5972 

(0,045**) 

Size      Yes 

Int. 2,756 3,245 3,092 4,548 5,795 -3,733 

R2 0,832 0,832 0,834 0,837 0,840 0,767 

Regression coefficients and their corresponding p values within parenthesis. * significant at 10% level, ** 

significant at 5% level, *** significant at 1% level. BV = opening book value of equity, NI = net income, 

RG = revenue growth, Y = year, SG = Social grade, Int. = intercept, Adj. R2 = adjusted R2 

 

Developing good relations with stakeholders is considered to be an intangible, tacit 

asset that could serve as an underlying fundament of a sustainable competitive 

advantage (Hillman & Keim, 2001, p. 135), a notion that is fundamental in stakeholder 

theory. In addition to a competitive advantage maintaining a good relationship with 

stakeholders can result in positive financial performance, a relationship that was 

established as stakeholder management was positively related to shareholder value, and 

this relationship was especially strong for the community aspect (Hillman & Keim, 

2001, pp. 126, 134). Edmans (2011) provided further evidence on the importance of 

social performance as he concluded that employee satisfaction is positively correlated 

with stock market returns. In sharp contrast to these results Makni et al. (2009) and 

Brammer et al. (2006) did show in their respective studies that social factors as 

employee and community is not related to improved financial performance. From our 

results it appears that companies will incur an additional cost – decreased market value 

– as their rating on social performance increase and the theoretical idea from 

stakeholder theory that improving social stakeholder relations will improve performance 

seems, in our case, to be inaccurate.  

 

Including size category did not bring about any difference in our results and this shines 

a different light on the resource-based view as it, theoretically, implies that firm size 
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should be related to environmental proactivity and performance (Aragon-Correa, 1998; 

Artiach et al. 2010; Russo & Fouts, 1997). The theory that larger firms can utilize their 

relative abundance of resources and capabilities in order to efficiently manage their 

stakeholder relations seems be difficult to implement in our investigated sample. 

Perhaps this is an indication that improving social ratings, which social relations is a 

proxy for, is in fact not that costly and therefore not dependent on companies having 

access to a lot of resources. Even though bigger firms seem to be more transparent and 

disclose more about their CSR work (Reverte, 2009, pp. 361, 363; Tagesson et al., 

2009, p. 360) and thereby legitimizing their business it still does not seem to be 

rewarded at OMX Stockholm in terms of market value. The size variable does not seem 

to have much of an effect in explaining asymmetries in market value and this stands in 

contrast to previous research on environmental ratings such as Semenova & Hassel 

(2013) who concluded that firm size was a mediating factor in explaining the value 

relevance of environmental ratings.  

 

Heal (2005, p. 394) provided a framework of potential benefits and contribution a firm 

could expect from engaging in CSR procedures, see section 3.4. However, according to 

our model investing in social stakeholder relationships do not translate into increased 

market value as Heal (2005, p. 398) suggested. Perhaps maintaining a good relationship 

with employees, suppliers and the community is not fully valued as they can be seen as 

replaceable substitutes, which is highly contradictory to stakeholder theory as it 

considers good stakeholder management to be the foundation of a flourishing business 

(Freeman, et al., 2010, p. 11).  

 

From a pragmatic viewpoint legitimacy might be threatened as our results show that 

there are no direct benefit with investments in social performance. However, investing 

in social performance is also an activity that will, most likely, increase social welfare 

and as such a firm will increase its moral legitimacy even though it seems like it 

decreases market value to do so. 
 

7.4 Results and analysis: Environmental grades and influence of size  
This section will display what our results have yielded in terms of the value relevance of 

environmental ratings and analyze what impact they have with regard to our research. 

The statistical results that will be discussed can be observed in table 13 below.  

 

With regard to the sign of the regression coefficient the pattern from social ratings 

seems to be repeating. The negative coefficient does imply that a higher environmental 

rating does, on average, punish companies with a lower market value. The coefficient’s 

size is quite similar to the one observed in the social context, although a bit smaller, and 

it implies that a whole point higher environmental rating would lower the deflated 

market value by 0,56 units. As far as the statistical significance of this results goes it is 

only significant at the 10% level with a p-value of 0,089. We can therefore say that we 

have statistical evidence that the environmental rating lowers market value although the 

proof is not as strong as it was in the case of the social ratings. The level of variation 

that is explained in this model is 84% as can be observed in the adjusted R2. 

 

In contrast to what we saw for the social ratings it rather seems that the reaction to the 

inclusion of size as a variable in the model is the exact opposite. The regression 

coefficient is still negative after size has been included but the tie is reinforced rather 

than weakened. We can observe this in the p-value of the regression, which decreases to 
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0,037 thereby resulting in a value that is significant at the 5% level. It also reinforces 

the negative relationship since the regression coefficient decreases from -0,5663 to -

0,6924. It thus appears that the inclusion of size has an impact on the market value 

relevance of environmental ratings as it affects the relation between the former two. We 

also observe that the coefficient of determination goes down to 0,775 but as it comes 

from, and stays at, high levels we believe that this is not detrimental to the other results.  

 

Table 13 – Fixed-effects regression with Environmental grades 

 

Var. 1 2 3 4 5 6 

BV 0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

NI 0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,00147 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

Beta  -0,4956 

(0,43) 

-0,5135 

(0,41) 

-0,7427 

(0,23) 

-0,8252 

(0,18) 

-0,4881 

(0,39) 

RG   1,8381 

(0,04**) 

1,2511 

(0,17) 

1,2363 

(0,18) 

0,3471 

(0,66) 

Y    Yes Yes Yes 

EG     -0,5663 

(0,089*) 

-0,6924 

(0,037**) 

Size      Yes 

Int. 2,756 3,245 3,092 4,548 5,6959 -3,5157 

R2 0,832 0,832 0,834 0,837 0,840 0,775 

Regression coefficients and their corresponding p values within parenthesis. * significant at 10% level, ** 

significant at 5% level, *** significant at 1% level. BV = opening book value of equity, NI = net income, 

RG = revenue growth, Y = year, EG = Environmental grade, Int. = intercept, Adj. R2 = adjusted R2 

 

A negative, statistically significant, coefficient for environmental performance puts our 

study within the framework of the cost-concerned school, just as the social perspective 

does. Notable research within the cost-concerned school is Jaggi & Freedman (1992) 

whom suggested that the market does not reward good pollution performance. Hassel et 

al. (2005) determined that environmental performance is negatively related to market 

value and not highly valued by investors. Lastly, Makni et al. (2009, p. 419) showed 

that environmental scores have a negative relationship with financial performance i.e. 

being environmentally responsible is costly and reduces shareholder wealth. Even 

though there is a discrepancy regarding the relationship between environmental 

performance and financial performance our result is still considered to be rather unusual 

as the majority of studies have shown that rather than being a cost-concern an 

investment in environmental issues does add value (Clarkson et al., 2011; Dowell et al., 

2000; Hart & Ahuja, 1996; King & Lenox, 2001; Konar & Cohen, 2001; Russo & 

Fouts, 1997; Waddock & Graves, 1997). Our result is also somewhat conflicting with 

the previous research in a Swedish context. Both Semenova et al. (2010) and Semenova 

& Hassel (2013) found that environmental ratings were associated with a higher market 

value. However, Hassel et al. (2005) did find that environmental performance was 

associated with a lower market value but this was attributed to the inflated premiums in 

primarily the IT sector at the time and the short time span examined. 
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In our model for environmental ratings there seems to an influence from firm size on the 

value relevance, contrary to what we saw for social ratings. Our results thereby indicate 

similarities with Semenova & Hassel (2013) as they showed that the value relevance of 

environmental ratings improves upon including size factors. The mediating effect of 

firm size is consistent with stakeholder management and a resource-based view of the 

firm (Artiach et al. 2010), although Artiach et al (2010, p. 36) expected and suggested in 

their results that the relationship between firm size and CSP is positive, not negative as 

in our model. In this perspective we can say that firm size is an important aspect of 

environmental rating although we observe a negative relationship while other 

researchers (Aragon-Correa, 1998, Artiach et al, 2010, Clarkson et al. 2011) found a 

positive link. Again, our results are conflicting with the theoretical models of 

stakeholder management and resource-based view of the firm.  

 

7.5 Results and analysis: Overall CSR ratings and size effect 
This section will combine properties of the former two sections and present how an 

overall CSR rating, defined as the average between the social and the environmental 

rating, is value relevant and how it is affected by incorporating size variables in the 

analysis. The regression output that will be referred to as our results can be observed in 

table 14 in this section. 

 

Yet again the patterns that we have seen in our analyses seem to reverse. The 

relationship between overall CSR grade and market value much more resembles the one 

between social ratings than environmental rating. The overall effect points in the 

direction that a higher CSR rating has an adverse effect on the market value of 

companies listed at the OMX Stockholm. With a regression coefficient of -0,925 it is 

suggested that a whole point on the CSR grade scale will results in a lower market 

value, after deflation, by almost one unit. The p-value also points to a clear statistical 

significance of the results with a value of 0,017 which falls well within the 5% 

significance level. Much like previous results the value of adjusted R2 lies around 0,84, 

which is a very high ratio.  

 

When size is included in the model it has little impact on the regression output. The 

previously very low p-value becomes somewhat lower and the regression coefficient for 

overall CSR performance only moves by 0,03 implying that there, overall, is very little 

explanatory effect that emanates from the inclusion of size differences in the regression 

analysis. Much like our previous analyses the coefficient of determination goes down 

upon the inclusion of size but since it remains at very high levels this should not affect 

the regression adversely. We can thus conclude that there is a negative effect on value 

from a higher overall CSR rating and it is not affected by the inclusion of size.  

 

The results from our overall CSR model echoes what our Social ratings-model showed 

and that will highlight both Milton Friedman (1970) and Michael Jensen (2002) and 

their views on CSR and stakeholder management. Friedman (1970) advocated that CSR 

should not be part of managerial duties and that a company’s main responsibility is to 

be as profitable as possible. He believed that if CSR does not translate into improved 

performance the strategy should be abandoned, investors influenced by Friedman could 

therefore view CSR as detrimental to economic performance and thus find it hard to 

legitimize the purpose of CSR. Friedman’s (1970) thoughts are expanded upon by 

Jensen (2002), who claims that managerial actions are more likely to be arbitrary when 

a firm is trying to adhere to multiple competing stakeholder interests and when there is a 
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lack of definition of corporate success, as in stakeholder theory, rather than having one 

simple objective, such as profit maximization. Both of these prominent researcher`s 

opinions are realized in our results as an overall statistically significant negative 

relationship between CSR and market value will put a firm in an unfavorable financial 

position, compared to firms that are not as socially responsible. From Friedman’s 

(1970) and Jensen’s (2002) point of view CSR is a strategy that should be discontinued 

as it apparently is in conflict with value maximization. However, investments in 

stakeholder management will help a firm to legitimize its existence on moral and 

cognitive grounds and therefore one have to look at the results with a bigger picture in 

mind. The result also opposes findings of previous research on the value relevance of 

CSR ratings made on the Swedish market as e.g. Semenova et al. (2010, pp. 268, 287-

288) who found that environmental performance and two out of three factors regarding 

social performance were positively related to market value.  

 

Table 14 – Fixed-effects regression with CSR grades 

  

Var. 1 2 3 4 5 6 

BV 0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

0,0009 

(0,00***) 

NI 0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0015 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

0,0013 

(0,00***) 

Beta  -0,4956 

(0,43) 

-0,5135 

(0,41) 

-0,7427 

(0,23) 

-0,8373 

(0,18) 

-0,4856 

(0,39) 

RG   1,8381 

(0,04**) 

1,2511 

(0,17) 

1,2370 

(0,18) 

0,3560 

(0,65) 

Y    Yes Yes Yes 

CSRG     -0,9250 

(0,017**) 

-0,9560 

(0,012**) 

Size      Yes 

Int. 2,756 3,245 3,092 4,548 6,326 -3,031 

R2 0,832 0,832 0,834 0,837 0,841 0,779 

Regression coefficients and their corresponding p values within parenthesis. * significant at 10% level, ** 

significant at 5% level, *** significant at 1% level. BV = opening book value of equity, NI = net income, 

RG = revenue growth, Y = year, CSRG = Overall CSR grade, Int. = intercept, Adj. R2 = adjusted R2 

 

7.6 Discussion 
With an objective and positivistic research philosophy we aimed at conducting the 

whole research process free of personal values, assumptions and independent of any 

other actors. For that reason this section will be primarily focused on our own 

reflections on the results emanating from this study. 

 

The results of this study falls within prior studies associated to the cost-concerned 

school and therefore it differentiates itself from many studies done on social and 

environmental performance measures and its relationship with financial performance. 

Most studies have, as mentioned previously, found a positive relationship between 

social and environmental performance measures and financial performance, they are 

therefore within the value creation school. Even though our results indicate that firms 

are not rewarded in terms on deflated market value for their work with CSR related 

projects we do not suggest that a firm should completely abandon such strategies as it 
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might, for example be strategies that are inherent in the business model or essential for 

legitimacy. Instead we consider our results to highlight the discrepancy that exist 

between the cost-concerned and value creation school and how important it is to 

consider the conflicting results in our study and previous studies.  

 

Our results show little support for the theoretical framework applied in the context of 

this thesis as investment in both social and environmental projects are related to a 

decrease in deflated market value. As such, investments in social and environmental 

projects might not be the best way to build and sustain a competitive advantage contrary 

to stakeholder theory and a resource based view of the firm (Clarkson et al., 2011; 

Semenova & Hassel, 2013). One possible explanation could be that the Swedish stock 

market is rather short-term oriented and that it does not consider long-term investments 

in social and environmental projects as increasing stakeholder wealth i.e. investors does 

not value high ratings on social and environmental performance. It could also be that 

intangible assets such as CSR investments are not valued correctly as suggested by 

Edmans (2011) albeit on the U.S market. Moreover, we are of the opinion that our 

results highlight the importance of managerial guidance in tradeoff situations like the 

one suggested from our result as there is always an opportunity cost for investments. 

Therefore we are inclined to agree in the critique concerned stakeholder theory and the 

fact that it does not offer any managerial guidance.   

 

The resource-based theory suggests that larger companies have more resources, but they 

also have more stakeholders. As Tagesson et al. (2009, p. 360) puts it “Larger 

corporations also have a larger group of stakeholders that influence them, and there is 

also a higher demand for information from these corporations”. Perhaps it is the case 

that an increase in resources and stakeholders offset each other for social performance, 

as there might not be an economy of scales in fair pay to employees or suppliers. This is 

of course something that we are not able to prove but it is an interesting thought and 

could perhaps be investigated in future research.  

 

Our results regarding the explanatory factor of firm size have to be interpreted with 

caution as firm size as a control variable have been proven to add explanatory power to 

various valuation techniques in previous studies (Russo & Fouts, 1997; Semenova & 

Hassel, 2013). One possible reason to the conflicting results regarding firm size as an 

explanatory variable could be related to different methodological choices of how firm 

size is measured. For example, Russo & Fouts (1997) used the natural logarithm of 

sales as a proxy for firm size, King & Lenox (2001) used total employees whereas 

Hillman & Keim (2001) used net sales and total assets as their proxy for firm size while 

we used market value as the determinant of firm size. It could be so that if we had 

chosen another measure for firm size we would have a better understanding of how firm 

size could explain the value relevance of social performance. 

 

Although our results indicate that market value is negatively associated with CSR 

performance we cannot tell whether this is the case for all measures of financial 

performance. It could be the case that CSR ratings are positively related to for instance 

net income and that running such a regression would yield different results.  
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8. Conclusion 

This chapter will present and answer the research questions, provide theoretical and 

practical contributions and end with suggestions for future research. 

 

 

8.1 Value relevance of social rating accounting for company size 
This study’s primary research question was “How is the value relevance of social 

ratings affected by accounting for company size?” 

 

The results from the regression model indicate that there is a cost associated with an 

investment in employees, community relations and suppliers at OMX Stockholm during 

the period of 2006-2013. The study finds a statistically significant negative relationship 

indicating that an increase in social ratings is associated with a decrease in deflated 

market value. A result that is partially consistent with Makni et al. (2009) and Brammer 

et al. (2006) and contrary to the results presented by Hillman & Keim (2001). Including 

a company size variable in the regression model made no substantial difference. In fact, 

controlling for size made the relationship between social rating and market value less 

strong, from both an economic and a statistical perspective, implying that the 

relationship is weaker with size included. 

 

This results in us not being able to conclude that our observations are consistent with 

the resource based theory for the value relevance of social ratings at OMX Stockholm. 

Larger companies might have access to more resources but do not seem to obtain any 

substantial advantages by utilizing them for sustainable purposes compared to their 

smaller peers. It might be the case that larger companies have many more stakeholders 

and it is thus too costly to maintain relationships with them at such a level as it takes to 

legitimize the business. The finding that the relationship between value relevance and 

social ratings is negative also supports the theory by Jensen (2002) that aiming to please 

all stakeholders in the firm has adverse effects if the aim is value maximization. 

 

The study’s primary research question to investigate how the value relevance of social 

ratings is affected considering firm size is hereby achieved as inclusion of size could not 

add any explanatory effect on the value relevance of social rating. 

 

8.2 Environmental and overall rating 
The sub-purpose of this study was to investigate if previous research results on the 

value relevance of environmental and overall CSR ratings could be confirmed with an 

altered model. The results from the regression model indicate that environmental rating 

decrease deflated market value as do the regression model for average CSR rating. 

Inclusion of a firm size variable reinforced the negative relationship between 

environmental rating and deflated market value whereas the inclusion of firm size only 

provided a small impact on the regression output for average CSR rating. This study 

therefore indicates that firm size has some impact on the value relevance of 

environmental rating but hardly any on overall CSR rating.  

 

The study’s sub-purpose question to investigate the robustness of previous research 

results cannot be confirmed as our results contradict the results previously shown by 

Semenova et al. (2010) and Semenova & Hassel (2013). Under the conditions and with 
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the research model used in this study there is a negative relationship between market 

value and CSR ratings that has to be noted as interesting. It is however not possible for 

us to isolate why this difference arises. Our results are thus more in line with previous 

works such as Jensen (2002) and it appears to us that it is not possible to create value by 

taking all stakeholders’ interests into account. Furthermore it seems that the resource-

based theory might only hold for environmental ratings perhaps due to their previously 

established high costs. However, as this influence disappears while including social 

ratings in our model the effects of it are likely to be minor.   

 

8.3 Theoretical and practical contribution 
Our study contributes to a few theoretical frameworks. First and foremost, we have 

found indications that the resource-based theory does not seem to hold for the value 

relevance of social CSR ratings at OMX Stockholm. Furthermore, we have found 

indications that there are negative returns, in terms of market value, from engaging in 

CSR activities which goes against stakeholder value theory and confirms the previous 

theory by Jensen (2002) that aiming to please all stakeholders is in fact negative for 

business value.  

 

With regard to our practical contribution we believe that our results can act as support 

for the fact that the valuation of social CSR efforts do not differ across companies of 

different sizes. This indicates that analysts are doing a god job in estimating the 

financial effects that can emanate from social initiatives. This results also indicates that 

larger firms are not achieving any benefits from having additional resources to manage 

their stakeholder relations which might be something for CSR oriented managers to 

look into as these resources possibly could be used more efficiently.  

 

8.4 Suggestion for further research  
We believe that the study could likely be improved upon by using more in detail 

methods with regard to size and actually derive what it is that is driving the fact that the 

value relevance of social ratings decreases and environmental ratings increases as size is 

included in the model.  

 

We would also like to see similar research done on other markets as we have not been 

able to find studies with a similar method that have been conducted in other market 

settings. An increased similarity in the methods employed would benefit the 

comparability of research across this area and perhaps contribute to making the results 

in the field more nuances. This could also give insight into how the value relevance of 

CSR ratings and how company size influences it for a broader spectrum of companies, 

thereby supplying more detail on what the relationship looks like. 

 

Another interesting thought that arose during our research was that the change in what 

data was being used to form Folksam’s ratings, from only information emanating form 

companies to also include more objective sources, could be examined in order to see if 

this has changed the amount of value relevance that comes from the ratings. 
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9 Truth criteria 

Upon conducting a quantitative study it is important, as an author, to relate 

scientifically to the problem that we aim to examine. We will observe statistical 

phenomenon and only draw conclusions based on what can be shown in statistical 

outputs. Our own opinions should thereby not affect the findings of the study or 

conclusion. In this chapter we will analyze the validity, generalizability and reliability 

of the study in order to facilitate a critical examination of its contents.  

 

 

9.1 Validity  
In order to establish whether or not the result of a study is correct it is of vital 

importance that it has a high level of validity (Ejvegård, 2003, p. 70). Validity can be 

defined as an absence of systematical erroneous measurements (Lundahl & Skärvad, 

1999, p. 150), in other words how well what is intended to be measured is measured in 

practice (Saunders, 2012, p. 193). Within this construct it is common to separate 

between the internal validity and the external validity of a specific study (Lundahl & 

Skärvad, 1999, p. 150) 

 

This criteria has been met as we have clearly stated that we intend to measure how the 

value relevance of social CSR ratings are affected by the inclusion of corporate size as a 

variable. We have also clearly stated how we will examine this relationship and how the 

variables used to do so have been deduced. We have further taken a lot of inspiration 

from related research and used methods, such as regression analysis, that have been 

used to measure similar relationships in other studies. Previous research such as 

Semenova et al. (2010) do suggest that the impact of size for the value relevance of 

CSR ratings should be investigated, which later was attended to for environmental 

ratings by Semenova & Hassel (2013). This leaves the window open for us to conduct 

this study while using similar methods as they have been using.  

 

Internal validity concerns the extent to which a measurement tool has measured what 

was intended (Lundahl & Skärvad, 1999, p. 150-151) it often concerns how exact the 

characteristics of the method can measure the variables examined within the sample that 

is being examined. For our research we believe that as the analysis is based on statistical 

measurements it ensures that there is a high validity.  

 

9.2 Generalizability 
Generalizability largely concerns to what extent the results from the study can be 

extrapolated from the sample that has been examined to the population that it is said to 

represent (Lundahl & Skärvad, 1999, p 151). Since we have tried, to the extent that it 

was possible, make a complete survey of our population, we believe that our results 

should in an accurate way represent actual conditions within the sample. The results 

could thus be generalized to companies that are listed at the OMX Stockholm stock 

exchange in Sweden. 

 

9.3 Reliability 
Reliability concerns whether or not a study would yield similar results if it would be 

replicated by using the same techniques, if that is not the case there might have been 
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random or temporary conditions that have affected the conclusion of the study 

(Saunders, 2012, p. 192). Reliability is a necessary precedent for validity as a near 

perfect measurement tool is useless if it is used in an inaccurate or sloppy way (Lundahl 

& Skärvad, 1999, p. 152).  

 

A possible source of lacking reliability is human error, which in our case was most 

likely to happen during the retreivement and treatment of data and the processing in 

statistical software. As we have used reliable data sources and tried to be thorough in its 

processing the impact of possible faults should be very minor and if the data would be 

retrieved once more the methods used should yield similar sets of data. The data itself is 

of good stature, despite it being of secondary nature, and we have no reason to believe 

that the credibility of neither DataStream nor Folksam’s ratings, which extends from the 

credibility of GES, can be put to question. Naturally no database is perfect but since 

their business model are dependent on the quality of their data and the way it is 

collected is likely to be trustworthy (Saunders, 2012, p. 325). We should however note 

that we can not exactly know how Folksam has treated the data from GES and this 

poses a potential risk but seeing as GES probably would not accept Folksam distorting 

their data we do not think that this is something that should worry us.
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Appendix I - Company name changes  

 

Figure 1 – Company name changes 

 

Name at T Name at T-1 Name at T-2 Name at T-3 

Entraction Holding 24H Poker   
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Mertiva Metro International   
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Appendix II - Outliers 

 

Figure 1 – Dispersion in initial data 

 

 
 

Figure 2 – Dispersion after winsorization  
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Appendix III - Correct Specification of Model 

 

Figure 1 – ovtest and linktest with industry 

 

 
 

Figure 2 – linktest and ovtest without industry 

 

 

                  Prob > F =      0.0000

                F(3, 1399) =     15.07

       Ho:  model has no omitted variables

Ramsey RESET test using powers of the fitted values of wdeflatedmv

. ovtest
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 wdeflatedmv        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total     512390.86  1428  358.817129           Root MSE      =  6.8977

                                                       Adj R-squared =  0.8674

    Residual    67846.0872  1426  47.5779013           R-squared     =  0.8676

       Model    444544.773     2  222272.386           Prob > F      =  0.0000

                                                       F(  2,  1426) = 4671.76
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       _cons    -.1729485   .2894179    -0.60   0.550    -.7406791     .394782
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 wdeflatedmv        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total     512390.86  1428  358.817129           Root MSE      =  7.3003

                                                       Adj R-squared =  0.8515

    Residual    75998.1875  1426  53.2946616           R-squared     =  0.8517

       Model    436392.672     2  218196.336           Prob > F      =  0.0000

                                                       F(  2,  1426) = 4094.15

      Source         SS       df       MS              Number of obs =    1429

. linktest

                  Prob > F =      0.0888

                F(3, 1407) =      2.18

       Ho:  model has no omitted variables

Ramsey RESET test using powers of the fitted values of wdeflatedmv

. ovtest



 

 

Appendix IV - Residual Correlation 

 

Figure 1 – Scatterplot of residuals plotted against explanatory variables 
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Appendix V - Linearity 

 

Figure 1 – acprplot of residuals and deflated book value 

 

 
 

Figure 2 – acprplot of residuals and deflated net income 

 

 
 

-2
0

0
2
0

4
0

6
0

8
0

A
u
g

m
e
n

te
d
 c

o
m

p
o
n

e
n
t 
p

lu
s
 r

e
s
id

u
a

l

0.00 20000.00 40000.00 60000.00 80000.00
DeflatedBV, Winsorized fraction .05

-4
0

-2
0

0
2
0

4
0

6
0

A
u
g

m
e
n

te
d
 c

o
m

p
o
n

e
n
t 
p

lu
s
 r

e
s
id

u
a

l

-2000.00 0.00 2000.00 4000.00 6000.00
DeflatedNI, Winsorized fraction .05



 

 

Figure 3 – acprplot of residuals and beta 

 

 
 

Figure 4 – acprplot of residuals and revenue growth 
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Figure 5 – acprplot of residuals and environmental grade 

 
 

Figure 6 – acprplot of residuals and social grade 
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Appendix VI - Normal Distribution in Explanatory Variables 

 

Figure 1 – Distribution of deflated book value 

 

 
 

Figure 2 – Distribution of deflated net income 

 

 
 

 



 

 

Figure 3 – Winsorized distribution of beta 

 

 
 

Figure 4 – Winsorized distribution of revenue growth 

 

 
 

 

 

 



 

 

 

Figure 5 – Distribution of environmental grade 

 

 
 

Figure 5 – Distribution of social grade 

 

 
 



 

 

Appendix VII - Multicollinearity 

Figure 1 – Scatterplots for observation of multicollinearity  

 
 

Figure 2 – Correlation measures between variables 
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Figure 3 – VIF-test with industry  
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Appendix VIII - Heteroskedasticity 

 

Figure 1 – Rvfplot 

 
 

Figure 2: – Cameron & Trivedi’s decomposition of IM-test and Breusch-Pagan test 
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Appendix IX - Normality of Residuals 

 

Figure 1 – Residuals plotted against normal distribution 

 

 
 

Figure 2 – Kurtosis in residuals 
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Figure 3 – Skewness in residuals 

 

 
 

Figure 4 – Shapiro-Wilk test 
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Appendix X - Hausman-test 

 

Figure 1 – Hausman test 

 

 
 

 

 

                Prob>chi2 =      0.0000

                          =       79.56

                 chi2(16) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg

                           b = consistent under Ho and Ha; obtained from xtreg

                                                                              

8.SizeCate~y       19.8761     9.845559        10.03054        1.624136

7.SizeCate~y      17.03869     8.575976        8.462709        1.158656

6.SizeCate~y      13.45455     7.038099        6.416447        .9247929

5.SizeCate~y      10.42151     6.735673        3.685839        .6937659

4.SizeCate~y      6.800902     4.130082         2.67082        .5783927

3.SizeCate~y      4.917503     3.677208        1.240295        .4599352

2bn.SizeCa~y        1.3001     1.024862        .2752376        .3513763

   2013.Year     -.4364366    -.1240968       -.3123398         .164821

   2011.Year     -1.660178    -1.375237       -.2849416        .1452101

   2009.Year     -1.410681    -1.235769       -.1749118        .1104369

   2008.Year     -2.549708     -2.41509       -.1346173        .1002026

 2007bn.Year      .0678533     .0900159       -.0221626        .0794896

    SocGrade     -.3950254    -.8687854          .47376        .1998743

    EnvGrade     -.5576078    -.9263774        .3687696        .2419308

        revg      .3525571     .9348473       -.5822902        .1684888

        beta     -.5192115    -.8583465         .339135        .2188215

 wdeflatedni      .0012683     .0011308        .0001375        .0000337

 wdeflatedbv      .0008968     .0008816        .0000152        .0000297

                                                                              

                     fe           re         Difference          S.E.

                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

                      Coefficients     

        a similar scale.

        unexpected and possibly consider scaling your variables so that the coefficients are on

        problems computing the test.  Examine the output of your estimators for anything

        coefficients being tested (18); be sure this is what you expect, or there may be

Note: the rank of the differenced variance matrix (16) does not equal the number of

. hausman fe re, sigmamore


