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ABSTRACT 

We exploit a counter factual regulation by the Indian government, that involved forcing 

profitable firms to spend on Corporate Social Responsibility (CSR), for assessing whether CSR 

spending should remain voluntary. We find that, compared to voluntary CSR firms (control 

group), forced firms’ (treatment group) CSR spending has no incremental adverse impact on 

their financial performance. Using hand-collected firm-level 2464 CSR portfolio data, we show 

that CSR activities are quite similar between the two groups. In addition to that, CSR spending 

mode (direct or outsourced) and managerial commitment (spending over or under the budgeted 

CSR) do not affect firm financial performance.  
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Should CSR Spending Remain Voluntary?  

 

 

1. Introduction 

Despite being recognized as a fundamental strategic priority of modern-day business 

(McPherson 2017), it appears that the perceived importance of Corporate Social Responsibility 

(CSR) is much higher than its actual practice2. The persisting resistance and the voluntariness 

to undertake CSR by the corporate world suggests that CSR investment may be driven by firm 

strategy to create goodwill or to maintain political connections rather than by their altruistic 

objectives3 (Borghesi et al. 2014). Cognizant of potential sustainability concerns associated 

with such voluntary contributions towards CSR, in the recent past, several nations are moving 

towards mandatory CSR disclosure to create more awareness among firms regarding their 

responsibilities towards the society (Chen et al. 2018)4. However, CSR spending decision still 

remains voluntary. 

Understanding the effect of involuntary CSR spending on firm performance is 

important to address the apparent gap between perceived importance and actual practice of 

CSR in the corporate world. Given that majority of the countries have left CSR decision as 

voluntary to firms, country level broader sustainability goals will get hampered if firms 

consider CSR spending is not in the interest of both the primary and secondary stakeholders. 

In such circumstances, the gap between CSR perceived importance and actual practice would 

persist and social responsibility may not get implemented to its potential, leading to global 

sustainability concerns. Our main argument is that, if involuntary CSR spending does not 

 
2 In spite of 77% organisations considering CSR as important, only 18% have put it as a top priority (Deloitte 
2018). 
3 As an evidence to the fact that CSR is not an altruistic decision of the firm, Deng et al. (2013) argue that many 
US firms have increased their CSR investment as part of their strategy and vision or as a result of pressure from 
activist shareholders. Further, Flammer and Luo (2017) argues that CSR is used as a strategic management tool 
by documenting that it is used as an effective mechanism to improve employee engagement and eliminate 
adverse behaviour at the workplace. Flammer (2015b) provides evidence for the use of CSR as a competitive 
strategy. 
4 For instance, the Securities and Exchange Commission (SEC) of United States have started issuing rules on 
matters relating to social concerns such as conflict minerals, resource extraction and gender diversity. In 2014, 
the European Union have come up with a directive which requires companies to disclose their non-financial and 
diversity information apart from the financial information. Australian companies are also required to report the 
information on the way in which they manage their environmental and social sustainability risks. In countries 
like Denmark, France, Holland, Norway, Sweden, and China, CSR reporting is mandatory even though spending 
on the same is voluntary. 



adversely affect firm performance (compared to comparable voluntary CSR spending firms), 

governments can play more active role to reduce the gap between perceived importance and 

actual practice of CSR spending, as reported by (Deloitte 2018). 

We contribute to this stream of literature by using Indian market as a natural 

experiment, where, for the first time in the world, CSR spending has become mandatory for 

large and profit-making firms. This event allows us to capture the counter factual involuntary 

effect of CSR spending on firm financial performance. Two papers have looked at this event 

from different perspectives than ours. Manchiraju and Rajgopal (2017) attempt to exploit year 

2015 Indian regulatory experiment of involuntary effect of CSR spending on firm performance. 

However, their study was carried out before the implementation of the mandatory law. A recent 

working paper, Rajgopal and Tantri (2018), compare pre and post mandatory CSR law from 

managerial spending perspective. They found that firms that voluntarily engaged in CSR before 

the mandate reduce their spending significantly down to the suggested 2% level, as prescribed 

by the government. Firms that did not actively engage in CSR before the mandate increase their 

spending marginally5. They interpret this as reduction in managerial intrinsic motivation. Both 

papers conclude that mandatory CSR regulation can have adverse effects on firms from both 

financial performance and managerial motivation perspectives. 

We extend this stream of research in two important dimensions. First, unlike 

Manchiraju and Rajgopal (2017), we revisit CSR spending effect on firm financial performance 

in the pre and post mandatory CSR law periods. More specifically, we setup a research design 

with a clear counter factual involuntary CSR firms, that are affected by the law. Second, unlike 

Rajgopal and Tantri (2018), who deduce reduction of spending by voluntary CSR firms as 

reduction of managerial intrinsic motivation, we look at the actual project wise CSR portfolio 

allocation data and create measures of managerial involvement and commitment for assessing 

whether forcing CSR really reduces managerial intrinsic motivation.  

Using 21648 firm-year observations during pre and post mandatory CSR spending law, 

we have the following findings to report. Our pooled OLS regression shows that CSR spending, 

on average, has a positive effect on firm performance, however, the relationship is concave, as 

reported by Flammer (2015a). This implies that there is an optimal level of CSR spending, that 

maximise firm value. Our Difference-in-Difference (DiD) estimates show that there is no 

significant difference in firm level accounting and market performance, that can be attributed 

 
5 Similar findings are reported by Dharmapala and Khanna (2018) for a subset of largest 100 firms. 



to mandatory CSR spending law, between the involuntary firms that are affected by the law 

(treated firms) and voluntary firms (control firms). Our Regression Discontinuity Design 

(RDD) estimates also confirm these findings. Our results based on hand-collected data on 

specific CSR initiatives of each firm indicate that there is no significant difference in the areas 

of CSR spending between voluntary and involuntary firms. We also find that spending CSR 

through direct managerial involvement compared to outsourcing CSR to third parties has no 

effect on firm financial performance. Finally, our results on managerial commitment, where 

CSR actual spending is over and above the budgeted amount, do not have any adverse 

consequence on firm financial performance. Overall, our results do not find any significant 

adverse effect by forcing firms to spend 2 percent of their profits on CSR. One major 

implication of our results is that, Indian government’s aggressive decision to force firms on 

CSR spending did not yield any dramatic adverse effect on the financial performance of forced 

firms. On the contrary, such bold move has the potential to reduce the gap between perceived 

importance and practiced CSR. 

Our paper joins many other papers that examine and try to understand the relationship 

between CSR spending and firm performance. The commonly used methods include the use of 

instrumental variable approach (Garcia-Castro et al. 2010, Harjoto and Jo 2011), and matching 

methods (Shen & Chang, 2009). However, literature cautions the accuracy of the results using 

instrumental variable approach as there is no statistical way to ensure the validity of an 

instrument and also instrumental variables are associated with low levels of statistical power 

(Deng et al. 2013, Roberts and Whited 2013 Semadeni et al. 2014). Zolotoy et al. (2019) point 

out lack of a good instrument in the existing CSR-firm value literature. 

Recent literature on CSR-CFP utilized quasi-natural experiments to overcome the 

challenge posed by endogeneity (Flammer and Bansal 2017). For instance, Flammer (2015a) 

conducts a quasi- natural experiment study by employing RDD to study the effect of CSR on 

performance. She finds concave relationship between CSR and CFP. However, as discussed 

earlier, Flammer (2015a) does not entirely address endogeneity as her sample firms’ CSR 

spending decision remains voluntary and thus firm’s decision is endogenous in her sample. Our 

paper extends the literature by not only addressing the potential endogeneity problem with a 

cleaner counterfactual sample, but also, brings richer data that captures nature, method and 

intent of CSR spending by firms. More importantly, our paper makes a significant contribution 

to the debate on keeping CSR spending as a voluntary decision of corporate managers. 



The rest of the paper is organised in five sections. In Section 2, that follows, we present 

details of the mandatory CSR spending law in India and also review related literature. Section 

3 describes the dataset and proposed methodology used in this study. We report empirical 

results and provide discussion in Section 4. Section 5 concludes. 

 

2. Literature Review 

2.1. Background of the Mandatory CSR Law 

Indian Government included CSR spending requirement as part of the Companies Act, 2013, 

which replaced the 57-year-old Companies Act, 1956. Ministry of Corporate Affairs, 

Government of India, for the first time in the world, mandated compulsory CSR through 

Section 135 of the Act, which requires firms that report above Indian Rupees (INR) 50 million 

net profit or INR 500 million net worth or INR 1000 million turnover to spend at least 2% of 

their average net profits of the last three years on CSR. Though the Act does not define what 

constitute CSR activities, it provides an exhaustive list of activities which comes under the 

purview of CSR activities as per the Act. If a company fails to comply with this Section, they 

have to pay a penalty ranging from INR 50,000 to 25 lakhs. The concerned officers shall be 

punishable with imprisonment up to three years or a fine ranging from fifty thousand to five 

lakh rupees, or with both (Companies (Amendment) Bill, 2019). Hence, unlike any other 

country, CSR spending has become very strict and serious in India. 

The Act provides a solution to a long-standing question that troubled both the 

academicians and practitioners, by providing a setting where there is exogenous variation in 

CSR spending which reduces the endogeneity issues and selection bias suffered by similar 

studies (Manchiraju and Rajgopal 2017). Thus, the enactment of the Act provides a perfect 

setting to identify counterfactual event for the rest of the world: “what if CSR is not endogenous 

firm decision and it is exogenous?”.  Likewise, the Act provides much needed definition of 

what constitutes CSR. Extant literature does not have a clear definition and the boundaries of 

CSR activities. Hence, the Indian experiment provides a better measure of CSR activities that 

are common to all firms. 

2.2. Endogeneity in CSR-CFP Relationship 

Over the last three decades several researchers investigated the effect of CSR on Corporate 

Financial Performance (CFP). A meta-analysis study of 251 CSR-CFP research papers over 35 



years by Margolis et al. (2009) show a mildly positive relationship between Corporate Social 

Performance (CFP) and CFP. Another meta-analysis study by Orlitzky et al. (2003) on 52 

quantitative studies on the relationship between CSP and CFP find that both are positively 

correlated and the relationship tends to be bidirectional and simultaneous. 

An empirical examination of window-dressing hypothesis, value-enhancement 

hypothesis, and value-irrelevance hypothesis to examine the impact of CSR involvement on 

firm value for firms in controversial industries by Cai et al. (2012) find that their CSR 

engagement positively affects firm value, thereby confirming the value enhancement 

hypothesis. The results remain the same even after addressing potential endogeneity issue 

between CSR engagement and firm value using a three-stage-least-square (3SLS) approach. 

This indicates that CSR is an endogenous choice of firms. 

 Garcia-Castro et al. (2010) argue that inconsistency in the literature is not due to 

measurement errors but the fundamental problem is the endogeneity in social strategic 

decisions. The study claims that the decision of the top management to improve social 

performance is endogenous as it is likely to be correlated with unobserved firm-specific 

variables. Claiming to be the first study to address this issue explicitly, the study uses 

instrumental variable approach by including three sets of instrumental variables. The 

instruments include industry characteristics (industry dummies), corporate governance (limited 

executive compensation, ownership strength & transparency) and firm’s visibility (S&P 500) 

as instrumental variables. This study finds that social performance does not impact financial 

performance on itself. Further, it states that positive effect documented in some widely cited 

papers disappears, i.e., becomes non-significant or negative when properly accounted for 

endogeneity. Harjoto and Jo (2011) also use instrumental variable approach to correct the 

endogeneity of CSR engagement and find that it has a positive effect on both operating 

performance and firm value. 

 Erhemjamts et al. (2013) take care of the endogeneity problems such as reverse 

causality and time varying unobservable firm characteristics by the use of instrumental variable 

approach wherein they use four instruments and confirm positive relation between CSR and 

firm performance. Semadeni et al. (2014) emphasizes on the biasness of the results of OLS 

regressions in the presence of endogeneity and questions the inappropriate use of instrumental 

variable techniques to address the issue. They caution on the low level of statistical power of 

instrumental variables. They illustrate how instrumental variable approach can produce inferior 



results compared to OLS regression. Further, there is no statistical way to ensure the validity 

of an instrument (Deng et al. 2013, Roberts and Whited 2013). 

Apart from instrumental variable approach, studies have also used other techniques to 

overcome endogeneity. For instance, Shen and Chang (2009) employ four different matching 

methods namely, Nearest, Caliper, Mahala and Mahala Caliper to match firms listed in Taiwan 

Stock Exchange (TSE) as CSR firms and Non CSR firms which are identified on the basis of 

whether or not they address social causes, to address the endogeneity problem and conclude 

that CSR has a positive impact on firm performance. They use CSR Award by Global View 

Monthly (GMV), a leading commercial magazine in Taiwan to identify CSR firms. 

Quasi-natural experiments are employed in the literature to overcome the challenge 

posed by endogeneity (Flammer and Bansal 2017). The CSR-CFP literature also provides 

evidences of quasi natural experiments such as RDD to throw some light on the causal 

relationship between the two. For instance, Flammer (2015a) conducts a quasi-experiment 

study by employing RDD to study the effect of CSR on performance. She finds concave 

relationship between CSR and CFP. Manchiraju and Rajgopal (2017) uses an RDD to establish 

a causal link between CSR and firm value and report negative effect of CSR on CFP. On the 

other hand, Flammer (2015b) and Flammer and Luo (2017) use DiD method to document the 

strategic aspect of CSR as a competitive strategy as well as in improving the employee 

engagement. 

In summary, the extant literature used several methods to understand CSR-CFP 

relationship, with no clear consensus on the effect of CSR on CFP. One major limitation for 

all the studies is that they were carried out in an environment where CSR spending decision is 

voluntary to firms. Our study tries to address this potential endogeneity gap by identifying 

firms that spent involuntarily on CSR due to an exogenous regulation in India. Hence, our 

empirical results aim to establish direct causal relationship between CSR and CFP. 

2.3. Effect of Mandatory CSR Spending 

Mandatory CSR spending has not been addressed in the literature due to lack of such provision 

except recent Indian experiment. However, one can imagine mandatory CSR as a new tax 

levied by the government. There is a large literature that supports the conjecture that increase 

in corporate tax rate leads to reduction in financial performance, economic development and 

investments. What makes mandatory CSR spending different from corporate tax is the control 

on the taxed amount. In the case of CSR, unlike corporate tax, the taxed amount is spent by the 



firm for their immediate primary and secondary stakeholders, who are directly or indirectly 

affected by firm’s business operations. Hence the perceived benefits of CSR spending are 

relatively more tractable. Therefore, the adversities associated with increase in corporate tax 

are not directly comparable to CSR spending. 

Indian experiment of mandatory CSR spending has spurred researchers to validate the 

claims on the positive and negative effects of mandatory CSR spending.  One of the primary 

studies that investigated the impact of the mandatory CSR law is by Manchiraju and Rajgopal 

(2017). They find that mandatory CSR spending can have adverse impact on financial 

performance of firms. However, their analysis was mainly in anticipation of the regulatory 

intervention. Their classification and comparison of firms is akin to “expected to be affected 

firms” and “expected to be unaffected firms”. One issue with this classification is that, 

“affected firms include both voluntary and involuntary firms. Hence, “affected sample” is not 

completely counterfactual. We address this issue by examining pre and post law periods and 

using only counterfactual involuntary affected firms as the treatment group.  Appendix 1 

reports baseline OLS regression model results by using their classification of the “affected 

firms”, for the post regulation period. This analysis provides a rough estimate for their 

predictions in the post CSR period. The results show that Total CSR is positive and significant 

for accounting performance measures (ROA and ROE) for all affected firms (p < 0.05), 

whereas, it is positive but not significant (p > 0.05) for market performance (MBR). The same 

result holds for the involuntary affected firms’ sub-sample. These results are not in-line with 

their conclusion that CSR spending has a negative effect on firm performance. 

Rajgopal and Tantri (2018) notice that, firms that are voluntarily engaged in CSR before 

the mandate, reduced their spending significantly down to the suggested 2% level. Firms that 

did not actively engage in CSR before the mandate increase their spending marginally. Further, 

they show that CSR spending in the post mandate period is highly sensitive to negative shocks 

to firm profits, but not to positive profit shocks. One can argue that increase in involuntary 

CSR contributions would not only offset marginal reduction in CSR spending by the voluntary 

contributors, but also lead to overall net positive CSR spending in the economy. In Appendix 

2, we report CSR spending results in the post regulation period. Contrary to Rajgopal and Tantri 

(2018), the CSR spending of Voluntary Affected (VA) firms has increased in the post 

regulation period. It also reports the difference in average CSR spending of VA firms which 

spent more than 2% of their average net profit for the three years after the law. This provides 



preliminary evidence against the reduction of intrinsic motivation of managers in the post 

regulatory period.   

Panel B reports the results of a logit model, that aims to examine whether the law had 

any adverse effect on the intrinsic motivation of firms to spent on CSR. The dependent variable 

takes value 1 for firms that spent more than 2% of their profits (average over last three years), 

and 0 otherwise. In other words, the model estimates the probability of managerial intrinsic 

motivation (as interpreted by Rajgopal and Tantri 2018). Our main explanatory variable, 

Timedummy, that takes value 1 for post period, is positive and significant (p < 0.05), which 

confirms that in the post regulation period, affected firms spent more than the mandatory 

requirement (i.e., more than 2% of their average net profit for the past three years). These 

inconsistencies with the existing literature motivate us to revisit mandatory law effect on CSR-

CFP relationship and also explore its effect on managerial intrinsic motivation with more 

refined measures of managerial involvement and commitment. 

2.4. Managerial Involvement in CSR Initiatives 

One area where there is dearth of research in CSR literature is on the optimal level of 

managerial involvement in CSR initiatives. It is not clear whether managers should directly 

engage in CSR initiatives or appoint a third party to manage them or to allocate budgeted 

resources to a specialist in social projects. Outsourcing is increasingly employed in different 

areas of management. For instance, it is promoted as one of the most powerful trends in human 

resource management (Belcourt 2006). Traditional transaction cost-based theories argue that 

decisions about which transactions to outsource should reflect the characteristics of those 

transactions. However, Bidwell (2012) in the context of make or buy decisions find only a 

weak link between transaction characteristics and outsourcing decisions. He adds that 

outsourcing leads to less authority of managers over outsourced projects than internal ones, 

weaker administrative controls over the project, and access to capabilities that are different 

from those present in the firm. Bettiset al. (1992) cautions that the inappropriate use of 

outsourcing can destroy the future of a business, whereas the proper use of outsourcing can 

help build competitive advantage. 

Outsourcing which is more common in activities which are perceived to be the bottom 

of the value chain is widely employed by firms in their CSR initiatives. Recent studies suggest 

that corporate-NGO partnerships are becoming more common and also more effective in 

implementing CSR projects (Hede Skagerlind et al. 2015). Prior studies also provide evidence 



for the increased joint efforts of businesses and not-for-profit organizations in the context of 

CSR (Arya and Salk 2006, Baur and Schmitz 2012). UNDP National Research Report (2003) 

mentions that strategic partnership between businesses and NGOs in the field of CSR is highly 

desirable to all the concerned parties in the developing countries where there is of lack 

sufficient resources to meet the social, economic and environmental needs (Jamali and 

Keshishian 2009). In summary, managerial involvement by directly managing CSR has both 

pros and cons. Given that CSR is not related to the core business activities, it is plausible that 

managers can hire specialists to manage CSR projects. However, specialists can be costly for 

firms, both in terms of monitoring and service charges. Hence, the optimal level of involvement 

depends on the trade-off between marginal cost and benefit of outsourcing CSR activities. 

2.5. CSR Budgets and Managerial Commitment 

An extended question to managerial involvement is on managers’ level of commitment to CSR 

spending. More specifically, how managers should deal with budget overshoots in CSR. Should 

they complete the commitments or stick to their budgets and let the project remain unfinished 

or reduce the scope of the project. The decision of a manager to continue with a project in spite 

of cost overrun might be due to factors such as personal motivation, social pressures, and 

organizational pushes and pulls (Cleland 1999). In other words, the failure to complete a project 

due to cost overrun causes reputational risk to the firm as well as to the manager. Borrowing 

stakeholder theory (Freeman 2010), we argue that an organisation is not only accountable to 

its investors but to a larger set of stakeholders and the relationship that exist between an 

organisation and its external environment in unification with its behaviour within the 

environment. Secondary stakeholders, who may influence the activities of an organization but 

they do not engage in transactions with the organization, have the capacity to mobilize public 

opinion in favour or in opposition to an organisation. If manager has to take a decision on 

whether to continue with a project or close it, due to cost overruns, the latter decision would 

have an effect on their reputation from the point of view of secondary stakeholders. In case if 

they continue with the project that would have a negative impact on the short-term performance 

of the firm. In summary, managerial commitment towards CSR depends on firm priority 

between long term reputation and short-term financial performance. However, from 

sustainability perspective, we posit that, on average, if managerial commitment towards CSR 

has no significant role on firm financial performance, there is no significant difference in the 

relationship between managerial commitment on CSR and firm financial performance, for 



involuntary or forced firms and voluntary firms, rather regulating CSR spending can help in 

achieving long term benefits to the firm. 

 

3. Data & Methodology 

3.1. Data 

We use Prowess, a database maintained by the Centre for Monitoring Indian Economy (CMIE) 

for obtaining all firm level financial data. Following Chih et al. (2008) and Shen and Chang 

(2009), financial firms are excluded from the sample. Our sample consists of 3608 unique firms 

with 21648 firm-year observations for a period of six years from 2012 to 2017. Our sample 

time period includes 3 years before and 3 years after the introduction of the law6.  

For our main analysis, we consider only firms that are subject to the law (7566 firm-

year observations) and divide them into two different groups to assess the effect of mandatory 

CSR law. The first group consists of “Voluntary Affected” (VA) firms which were spending 

on CSR before the law and required to comply with the mandatory CSR law. The second group 

comprises of “Involuntary Affected firms” (IVA) that are affected by the law, however, started 

CSR spending only after the mandatory law. IVA provides counter factual effect, as both the 

VA and the IVA firms fulfil the same criteria, however, unlike VA firms, all else equal, any 

significant difference in the performance of the IVA firms can be attributed to the law. Thus, 

we capture the law effect by considering VA and IVA as control and treatment groups, 

respectively. 

3.2. Variables 

3.2.1. Dependent Variables 

We use Return on Assets (ROA), Return on Equity (ROE) and Market to Book Ratio (MBR) as 

dependent variables. The meta-analysis by (Margolis and Walsh 2001) find that ROA, ROE 

and Tobin’s Q are the commonly used measures of financial performance. In line with the 

existing studies (Garcia-Castro et al., 2010, Huselid 1995, Wiggins and Ruefli 2002), we use 

MBR as the proxy for Tobin's Q. 

3.2.2. Independent Variables 

 
6 We also estimated the models with one year and two years windows of pre and post window period, the results 
qualitatively remain the same. 



Unlike majority of the studies, that have used indirect measure of CSR spending, like the CSR 

ratings obtained from KLD database (Flammer 2013, Servaes and Tamayo 2013, Waddock and 

Graves 1997, Zhao and Murrell 2016) or social responsibility ratings from Sustainalytics 

Responsible Investment Services (Surroca et al. 2010) or CSR participation data from Socrates 

dataset (Godfrey et al. 2009), we use direct amount spent on CSR, Total CSR, as our main 

explanatory variable. 

We also include two dummy variables as our explanatory variables namely, 

Timedummy and Treatdummy. These variables assess the impact of law on the CSR and firm 

performance relationship. Timedummy is a dummy variable which takes value 1 in the post 

regulation period & 0 otherwise. Treatdummy is a dummy variable which takes value 1 when 

the firm is IVA & 0 otherwise. 

3.2.3. Control Variables 

We employ control variables in accordance with prior studies. We control for firm size, risk, 

industry effects (Surroca et al. 2010, Waddock and Graves 1997), strategy variables (Servaes 

and Tamayo 2013) and leverage. The commonly used measures to control for size are number 

of employees, total sales or total assets. In line with the CSR literature, we use Logta (natural 

logarithm of total assets) in the model (Flammer 2013, Servaes and Tamayo 2013, Waddock 

and Graves 1997, Zhao and Murrell 2016). Next, we control for firm risk using Beta (Surroca 

et al. 2010). We also include Advertising Intensity (Advertisement Expenses/Sales), Capital 

Intensity (Total Assets/Number of Employees), and R & D Intensity (R & D Expenses/Sales) 

as control variables (Waddock and Graves 1997, Zhao and Murrell 2016). Further, to control 

for leverage of a firm, we include Debt Equity Ratio (Surroca et al., 2010). In cases where the 

dependent variable is either ROA or ROE, we also include MBR as a control variable (Flammer 

2013, Godfrey et al. 2009). In addition, we include industry fixed effects (Chen et al. 2018).  

To indicate whether the firm undertake CSR activities directly or through implementing 

agencies, we use Direct dummy which takes value 1 if firm implement the project directly and 

0 otherwise. We employ a dummy variable, Exceed to indicate whether the firm exceed their 

budgeted CSR amount or not. 

3.2.4. CSR reports data 

The Companies Act, 2013 has mandated that companies shall report, in the prescribed format, 

the details of their CSR initiatives in the Directors’ Report and in the company’s website (PwC 



2013). Our sample consists of 1261 unique firms that are affected by the mandatory CSR law. 

We were able to find 2464 firm-year CSR reports for these mandatory CSR spending firms 

between years 2015 to 2017. 

We hand collect data on CSR activities implemented in a given year by the firm from 

their CSR reports. These reports provide complete information on the various CSR projects 

undertaken by a given firm, the sector to which it belongs, location of the project, amount 

budgeted, amount spent and cumulative expenditure up to the reporting period and whether the 

project is undertaken directly by the company or through implementing agency. 

We use keywords from Schedule VII of the Companies Act, 2013, which specifies the 

indicative list of activities which can be undertaken by a firm under CSR. We identify twelve 

different sectors in line with the items mentioned in Schedule VII namely, Poverty, Education, 

Gender Equality, Maternal Health, Health, Environment, Vocational Skill Development, Social 

Business Projects, Contribution to Government Funds, Other Projects, Contribution to 

Foundation and Rural Development Projects. 

3.3. Methodology 

3.3.1. Difference-in-Difference (DiD) 

We exploit the exogenous variation created by the mandatory CSR law by employing a DiD 

estimation to examine whether involuntary CSR spending has any adverse effect on firm 

performance. It aims at understanding the incremental effect of the law on IVA firms, 

compared to the VA firms. 

3.3.2. Regression Discontinuity Design (RDD) 

In addition to our DiD estimate, for robustness, we undertake RDD due to a clear cut-off rule 

proposed in the law. We exploit the numerical thresholds specified in Section 135 of the 

Companies Act, 2013 by employing RDD in order to identify the causal link between CSR and 

CFP. RDD helps to identify the effect of an intervention on an outcome variable by looking at 

values close to the discontinuous threshold with the assumption that the firms above and below 

the threshold are similar in the absence of such an intervention. In our case the discontinuity 

arises because of the numerical thresholds stipulated in the law. As the mandatory CSR law 

relies on more than one rating score to determine the treatment status, we conduct the special 

case of the RDD which is known as multivariate RDD or MRDD as described in Manchiraju 

and Rajgopal (2017). Following Reardon and Robinson (2012) and Manchiraju and Rajgopal 



(2017), we follow binding-score regression discontinuity to estimate treatment effects under 

MRDD. 

Similar to our DiD design, we employ an RDD to examine whether forcing to spend on 

CSR has any effect on firm performance for the years 2013 to 2017. Unlike Manchiraju and 

Rajgopal (2017), our new rating variable M is the maximum of the three individual rating scores 

based on profit, net worth, and sales (where each score is first centered around its cut-off score). 

Receipt of treatment is denoted by the dummy variable D which takes value 1 when M >= c, 

and 0 when M < c, c being the cut-off score. We focus on firms that are just below and just 

above the cut-off prescribed in the CSR law to implement RDD. Specifically, we select firms 

whose binding score rating variable M ranges between –0.50 and +0.50. Our RDD is between 

VA firms and IVA firms to see whether the IVA firms had any effect which is over and above 

that of VA firms. It consists of 740 firm-year observations out of which 394 firm year 

observations (53% of the RDD sample) are classified as VA and the remaining 346 firm-year 

observations (47% of RDD sample) are classified as IVA. 

 

4. Empirical Results 

4.1. Univariate Analysis 

 

[Insert Table 1 about here] 

Table 1 reports descriptive statistics for firm-level data of the total sample divided into four 

subgroups (VA, IVA, VUA and IUA) under two major groups, namely, affected and unaffected 

firms, namely, Voluntary Affected (VA), Involuntary Affected (IVA), Voluntary Unaffected 

(VUA) and Involuntary Unaffected (IUA). The table gives an overview of the firm’s CSR 

spending, financial performance and firm characteristics across various groups. Although the 

total number of affected firms is half of that of unaffected firms, they exhibited higher levels 

of CSR spending and financial performance compared to unaffected firms. Within affected 

firms, on an average, VA firms spend more (INR 129.46 million) on CSR compared to IVA 

firms (INR 19.32 million). However, it is evident from the values of standard deviation that 

there is a huge variation in their CSR spending. 



In terms of performance measures, the accounting performance of VA firms (ROA = 

6.92 & ROE = 13.39) is slightly higher than IVA firms (ROA = 5.33 & ROE = 12.22). Whereas, 

the market performance, as measured by MBR, of the latter (2.61) is marginally higher than 

that of the former (2.47).  The superior performance of affected firms compared to unaffected 

firms is consistent with the regulatory criteria of imposing mandatory CSR rule for better 

performing firms. It also shows that VA firms are larger (Logta = 10.04) as well as riskier (Beta 

= 1.08) compared to IVA firms (Logta = 8.65 and Beta = 1.03). Given that there is difference 

in the performance and CSR spending of affected and unaffected firms and different subgroups 

within each group, we report test statistics for the significance of the differences in Table 2. 

[Insert Table 2 about here] 

Table 2 aims to find whether the differences between the sub groups are statistically 

significant at mean level. As reported in Table 2, the results show that, there is significant 

difference in the Total CSR within the three sub groups. On average, the affected firms spend 

significantly higher than unaffected firms, which is consistent with the results in Table 1. 

Confirming the results in Table 1, the financial performance of affected firms is significantly 

higher compared to unaffected firms (p < 0.05). Likewise, accounting performance of IVA 

firms is significantly higher compared to IVU firms (p < 0.05). It reinforces the fact that only 

larger and profit-making firms fall under the purview of the CSR mandatory spending law. 

The table also provides preliminary insights to our question on whether forcing the 

firms to spend on CSR leads to any adverse effect on financial performance. The table shows 

that the accounting performance of VA firms, as measured by ROA is significantly higher than 

that of IVA firms (p < 0.05). Whereas, there is no significant difference in terms of ROE and 

MBR. Also, the results show that there is significant difference in terms of size and firm level 

risk within the three groups. 

4.2. Multivariate Analysis 

We start our analysis with a multivariate regression, by including those firms that spend on 

CSR in the post regulation period, irrespective of whether they fall under the purview of the 

law. This setting is similar to the existing international literature on CSR and CFP relationship 

(Flammer 2015a, Flammer 2015b, Flammer and Bansal 2017, Garcia-Castro et al. 2010, 

Servaes and Tamayo 2013). Thus, this helps to compare Indian result with the current 

international evidence. 



[Insert Table 3 about here] 

𝑃 =  𝛼 + 𝛽 𝑇𝑜𝑡𝑎𝑙 𝐶𝑆𝑅 + 𝛽 𝑋 + 𝜀            (1) 

Table 3 reports the results of OLS regression specification in Equation (1) for all the 

CSR spending firms in the post regulation period. In Equation 1, 𝑃  is the financial 

performance of firm 𝑖 in the year 𝑡, defined as 𝑅𝑂𝐴, 𝑅𝑂𝐸 or 𝑀𝐵𝑅. 𝑇𝑜𝑡𝑎𝑙 𝐶𝑆𝑅 is the CSR 

amount spent by the firm measured in INR in million. 𝑋 is a vector of control variables that 

include both firm and industry level variables, as explained in Section 3.2.3. Given that the 

variation in Total CSR is at the firm level, we cluster standard errors at the firm level and 

include firm fixed effects throughout7. 

Panel A reports OLS regression as specified in Equation (1) using total sample in the 

post regulation period. The results show that Total CSR is positive and significant when the 

dependent variable is ROA and ROE (p < 0.05), whereas in case of MBR it is positive but not 

significant (p > 0.05). This suggests that CSR, on average, has a positive effect on firm 

performance as concluded by  Margolis et al. (2009) in their meta-analysis. We further analyse 

the effect of varying levels of CSR spending on financial performance of firms by estimating 

Equation (1) separately for two subsamples, namely, above median and below median CSR 

spending firms. Panels B and C report estimation of Equation (1) for above median and below 

median CSR spending firms, respectively. Similar to the results of Panel A, Panels B and C 

show that Total CSR is positive and significant for both ROA and ROE (p < 0.05), but 

insignificant for MBR (p > 0.05). However, the magnitude of the coefficient is several times 

higher for below median sample compared to above median sample. However, the magnitude 

of the coefficient is several times higher for below median sample compared to above median 

sample. These results confirm the concave relationship between CSR and CFP as shown in 

Flammer (2015a) and Barnea and Rubin (2010). This implies that, on an average, CSR has a 

positive effect on firm performance but more spending will result in diminishing marginal 

returns. However, the results are not significant in the case of MBR, which indicates that CSR 

spending does not affect much in terms of market performance of the firm. 

Given that, these results suffer from potential endogeneity problem, we exploit the 

regulatory mandate imposed by the Government of India, to identify counter factual IVA firms. 

4.3. Main Results 

 
7 We also estimated the models including industry fixed effects and the results remain qualitatively same.  



4.3.1 Difference-in-Difference estimates 

[Insert Table 4 about here] 

To probe into the effect of mandatory CSR spending on firm financial performance and 

establish a causal link between CSR and CFP, we conduct a DiD estimation as described in 

Section 3.3.1. For this purpose, we use the following DiD specification: 

𝑃 =  𝛼 + 𝛽 𝑇𝑜𝑡𝑎𝑙 𝐶𝑆𝑅 + 𝛽 𝑇𝑖𝑚𝑒𝑑𝑢𝑚𝑚𝑦 + 𝛽 𝑇𝑟𝑒𝑎𝑡𝑑𝑢𝑚𝑚𝑦 +

𝛽 𝑇𝑖𝑚𝑒 𝑋 𝑇𝑟𝑒𝑎𝑡 + 𝛽 𝑋 + 𝜀 ,       (2) 

Where 𝑃  is the financial performance of firm 𝑖 in the year 𝑡, defined as 𝑅𝑂𝐴, 𝑅𝑂𝐸 or 

𝑀𝐵𝑅. 𝑇𝑜𝑡𝑎𝑙 𝐶𝑆𝑅 is the CSR amount spent by the firm measured in INR in million. 

Timedummy is a dummy variable which takes value 1 in the post regulation period & 0 

otherwise. Treatdummy is a dummy variable which takes value 1 when the firm is IVA & 0 

otherwise. Table 4 reports the results of DiD which aims to test our main conjecture on whether 

CSR spending should remain voluntary. In other words, we use this DiD estimation to check 

whether the mandatory CSR spending has any adverse effect on IVA firms which is over and 

above that of VA firms. We use IVA firms as the counter factual treatment group and compare 

them with VA firms as our control group. This analysis helps to capture the actual effect of 

mandatory CSR spending on firm financial performance and provides answer to the question 

whether forcing a firm to spend on CSR really has any adverse effect on its performance. Our 

main contention is that, as long as forced or involuntary firms do not have any adverse effect, 

that is over-and-above voluntary firms, mandatory CSR spending is not that harmful. The 

sample consists of 7566 firms, out of which 6744 are IVA firms (treatment group) and 822 are 

VA firms (control group). 

The results show that Total CSR is positive and significant for ROA and ROE (p < 0.05) 

as seen in Table 2, but negative and marginally significant (p = 0.059) for MBR. Treatdummy 

is insignificant in all the three models. Timedummy is negative and significant for ROE and 

positive and significant for MBR (p < 0.05), and it is negative but not significant for ROA (p > 

0.05). It implies that, in the post regulation period, on average, accounting performance of firms 

has marginally declined whereas market performance improved. Our coefficient of interest 𝛽 , 

is not significant in any of the three models. This suggests that, relative to VA firms, IVA firms 

in the post regulation period do not exhibit any significant change in their financial 

performance. This implies that, the law change did not result is any adverse effect on the 

performance of the IVA firms, that is over and above VA firms. Overall, our DiD results do 



not support (Manchiraju and Rajgopal 2017) notion that involuntary spending of CSR will have 

adverse effect on firm performance.  

4.4. RDD Analysis 

Following Manchiraju and Rajgopal (2017) and Flammer (2015a), we test the two crucial 

assumptions to ensure randomness in the assignment of treatment in case of RDD. 

[Insert Figure 1 about here] 

First, we graph the frequency of firms around the profit (Profit Before Tax – PBT), sales 

and net worth threshold mentioned in the mandatory law in the year in which it implemented 

(i.e., 2015) as well as a year before and after its implementation. In Figures 1a-1c, we show the 

distribution of firms around the profit thresholds in the year of mandatory law implementation, 

a year before and a year after its implementation. Similarly, Figures 1d-1f and Figures 1g-1i 

gives the distribution of firms around the net worth and sales thresholds, respectively. 

Consistent with Manchiraju and Rajgopal (2017), our graphs confirm that there is no abnormal 

jump or drop in the frequency of firms when the law came into effect. Except for net worth in 

the year 2016, the pattern is same as reported by them, which rules out the possibility of firms 

manipulating the different measures to evade the likelihood of being subject to the law. As they 

pointed out, the possibility of firms simultaneously manipulating the three rating variables is 

very low. 

[Insert Table 5 about here] 

Next, to test the second assumption of randomness which states that all other factors 

that determine the performance evolve smoothly with respect to the rating variable, we 

compare the mean values of various characteristics within the RDD sample. Table 5 reports 

that IVA firms are significantly higher in terms of ROA and CI. Whereas VA firms are 

significantly higher in terms of Logta, Sales and net worth (NW). While there is no significant 

difference between the two with respect to ROE, MBR, Beta, AI, RDI, DER and PBT. Though 

there are some obvious differences between the two groups, the overall results of the 

randomness check enable us to undertake the RDD estimation. 

4.4.1. RDD - Graphical Analysis 

[Insert Figure 2 about here] 



Graphs provide a transparent way of showing how the treatment effect is identified in an RDD 

framework. Figures 2a-2c present performance measures for VA & IVA firms. X-axis is the 

binding score rating variable (M, in this case) which ranges from –0.50 to +0.50, with 0 being 

the cut-off point. On the Y-axis we have ROA, ROE, and MBR in 2a, 2b, and 2c, respectively. 

The dependent variables are estimated as a function of the rating variable M using the following 

equation: 

𝑃 =  𝛼 + 𝑓 (𝑀) + 𝜀                                   (6) 

Because the only difference near the cut-off is that firms to the right of zero are affected 

by the mandatory CSR law whereas firms to the left of zero are unaffected, any discontinuity 

in the dependent variables at the cut-off can therefore be attributed to the mandatory CSR law. 

The figures show that there is discontinuity between VA and IVA firms at the cut-off point. 

Further, to ensure the statistical significance of these discontinuity we undertake parametric 

estimations. 

4.4.2. RDD - Parametric Estimation 

The graphical analysis in Figure 2 suggests that the mandatory law leads to a discontinuity in 

the performance of the firms as measured by ROA, ROE and MBR. We provide a more formal 

test of this hypothesis in Table 6, which reports estimates of the difference in performance 

measures between VA and IVA firms around the threshold. 

[Insert Table 6 about here] 

We estimate the following model in Table 6: 

𝑃 =  𝛼 + 𝜏 𝐷 + 𝜀       (7) 

In Equation 7, 𝑃  is the financial performance of firm 𝑖 in the year 𝑡, defined as 

𝑅𝑂𝐴, 𝑅𝑂𝐸 𝑜𝑟 𝑀𝐵𝑅. 𝐷 is a dummy variable which denotes the receipt of treatment and takes 

value 1 when M >= c and 0 when M < c. 𝜏 captures the effect of forced CSR spending on CFP. 

Table 6 reports the result of RDD for VA and IVA firms. It is evident from the table 

that the coefficient is not significant. The RDD analysis further supports the evidence that 

mandatory CSR law will not have any additional adverse effect on firm financial performance 

for IVA firms and thus contradicts with the findings of Manchiraju and Rajgopal (2017).  

4.5. CSR Spending 



This section provides a detailed account on the manner in which firms undertake CSR 

activities. The data obtained from the CSR reports of 2464 firms is used to draw insights on 

their sector wise CSR spending as well as the change in the trend over a period of three years. 

4.5.1. CSR Portfolio Allocation 

[Insert Table 7 about here] 

Table 7 reports sector-wise average CSR spending of firms over a period of three years along 

with the respective Clause numbers in the Schedule VII of the Companies Act, 2013. It shows 

that education, health, environment, skill development, other projects and rural development 

projects are the top sectors which attract CSR investments from majority of the firms. Only 

few firms in the sample spent on CSR projects aimed at reducing poverty, enhancing gender 

equality, improving maternal health, contribution to government funds as well as own 

foundations. It also shows a gradual increase in the number of firms engaged in CSR initiatives 

that focus on education, health, vocational skill development and rural development projects. 

The trend among firms since the implementation of the law aim at projects like building 

toilets and holding medical camps which do not require sustained effort and can show visible 

results soon (Rajeev & Kalagnanam, 2017). This suggests that firms are more concerned about 

the visibility of their CSR projects. Thus, this table helps us to understand the areas which 

attract more CSR investments in the post regulation period. Further, we look at the proportion 

of investments made by voluntary and involuntary firms in different sectors to get more insights 

on the nature of CSR projects undertaken by them. 

4.5.2. CSR Portfolio Allocation Analysis 

[Insert Table 8 about here] 

Table 8 provides information on the group wise CSR spending of firms across different sectors. 

Similar to Table 7, this table also confirms that education, health, environment, skill 

development, other projects and rural development projects are the sectors which receive the 

major portion of CSR fund allocation. It can be seen that the investment pattern of VA and 

IVA firms is not different except that VA firms contribute a higher proportion towards health-

related activities and involuntary firms contribute a greater proportion to rural development 

activities. This analysis rules out the argument that IVA firms, that are forced to spend 

undertake CSR projects, have been unproductive or has a significant difference in the spending 



pattern compared to VA firms.  Further, we examine whether there is any significant difference 

in the amount invested by the two groups in different sectors. 

[Insert Table 9 about here] 

Table 9 reports the results of mean difference test aimed to understand whether there is 

any significant difference in the nature of CSR spending across different categories among VA 

and IVA firms. It shows that on an average, IVA firms spend significantly higher than VA 

firms in areas such as poverty (p value = 0.034), education (p value = 0.002), gender (p value 

= 0.073), health (p value = 0.053), vocational skill development (p value = 0.016), social 

business projects (p value = 0.029), contribution to government (p value = 0.035), other 

projects (p value = 0.009), contribution to foundation (p value = 0.034) and rural development 

projects (p value = 0.035). This indicates that forced firms not only spend on high impact 

sustainability projects like VA firms (as seen in Table 8), but also their percentage contribution 

towards all the sectors, on average, is higher than that of VA firms. These results suggest that 

IVA firms do not misuse their CSR spending and dismiss the argument that their managers are 

intrinsically demotivated by forcing them to invest of CSR. 

4.5.3. Managerial Involvement Analysis 

[Insert Table 10 about here] 

We further examine the level of involvement of VA and IVA firms regarding their CSR 

projects. Table 10 shows the sector wise data on the level of involvement of firms in CSR 

activities. Level of involvement of a firm in the CSR project is decided based on whether the 

firm undertook the project directly or through implementing agency as indicated by Direct 

dummy. Table 10 reveals that around 53% of CSR projects of VA firms are implemented 

directly by them whereas IVA firms implement only 30% of CSR projects directly. IVA firms 

implement more than 61% of their CSR projects through implementing agencies while it is 

46% for VA firms. This indicates that the familiarity of voluntary firms in undertaking social 

initiatives makes it easy for them to directly handle majority of their CSR projects. On the other 

hand, firms which started to spend on CSR due to the regulatory compulsion prefer to 

implement it through other agencies. 

[Insert Table 11 about here] 

Given that there is difference in the level of involvement of voluntary and involuntary 

firms in the execution of CSR activities, we examine whether CSR spending with direct 



involvement in the CSR project improves firm financial performance compared to indirect 

outsourcing. Table 11 reports the regression results of this. It shows that Total CSR is positive 

and significant in case of ROA (p value < 0.05) and ROE (p value < 0.05). In case of MBR, it 

is positive but not significant (p value > 0.05). Consistent with our initial results, this suggests 

that firms spend on CSR experience a positive effect in terms of their short-term accounting 

performance whereas there is no significant effect on their market performance. Direct dummy 

and is not significant (p value > 0.05), which implies that the direct involvement of firms in 

CSR activities does not lead to any significant effect on firm financial performance. Our 

interaction term Direct dummy*Total CSR is also not significant (p value > 0.05), which 

indicates that the level of managerial involvement CSR projects does not play any significant 

role firm in financial performance. 

[Insert Table 12 about here] 

4.5.4. Managerial Commitment Analysis 

We further examine managerial commitment by measuring the difference between budgeted 

CSR expense and the actual spending. In Table 12, we report the effect of budget overshoot of 

CSR on firm financial performance, specifically, the involuntary firms. Similar to the previous 

tables, Total CSR is positive and significant for ROA and ROE (p value < 0.05) but not for 

MBR (p value > 0.05). This again suggests that firms spend on CSR experience a positive effect 

in terms of their short-term accounting performance whereas there is no significant effect on 

their market performance. Involuntary is positive and significant in case of MBR (p value < 

0.05), which implies that compared to VA firms, IVA firms have better market performance. 

Exceed is not significant in any of the models, which indicates that CSR spending over the 

budgeted amount does not have any significant effect on firm financial performance. Our 

coefficient of interest, Involuntary*Exceed, is positive and marginally significant in case of 

ROA (p value = 0.059), which implies that budget overshoot by IVA firms has a favourable 

effect on their short-term accounting performance as measured by ROA. 

Overall, our results do not find any significant adverse effect of forcing firms to spend 

on CSR. The results suggest that government’s aggressive decision has the potential to reduce 

the gap between perceived importance and practiced CSR in the corporate world. 

 

5. Conclusion 



CSR spending by firms in most of the countries is voluntary. One major critique of such 

voluntary exercise is that it limits and may not help in reaching desired sustainability goals of 

firms. This issue is reflected in a recent global corporate survey by Deloitte (2018). They found 

that, although managers perceive CSR as an important initiative, in actual practice they 

significantly fall short in implementation to their perceived importance level. In this context, 

we try to answer the question on whether CSR spending should be made compulsory through 

regulation. The answer to this question is not easy as, in almost all countries, CSR spending is 

not mandated and it remains voluntary. 

We exploit a recent Indian regulator’s initiative to mandate CSR spending for 

companies that are falling under certain threshold criteria. This exogenous event provides us 

with a counter factual event to establish a causal link between CSR and firm performance. Our 

major conjecture is that, any adverse effect of CSR on firm’s financial performance, deters 

them to engage in CSR spending activities. Hence, mandatory CSR spending is advisable if 

there is no significant difference in the financial performance between firms that contribute 

involuntarily (treatment group) and voluntarily (control group), in the post mandatory CSR 

implementation period. We test this conjecture using both DiD and RDD methods for Indian 

data in the pre and post mandatory CSR law event. Our results clearly show that financial 

performance of both treatment and control group are not significantly different in the post law 

implementation period. Hence, mandating CSR spending on firms will not have any over and 

above adverse effect on firm’s financial performance. 

We further support our findings by hand collecting individual CSR reports of each 

affected firm to examine whether there are any systematic differences in the portfolio allocation 

and spending patterns of voluntary and involuntary firms. Through these reports, we also check 

whether the extant of managerial involvement and managerial commitment, by spending above 

the CSR budgeted expenses, has any adverse impact on firm financial performance. We find 

that the portfolio allocation of both voluntary and involuntary firms is similar and variations is 

managerial involvement and commitment on CSR initiatives has no effect on firm financial 

performance. 

Our results thus guide several jurisdictions that are debating on mandating CSR on 

firms. In addition to that, our results suggest that such mandatory CSR spending laws can pave 

way to reduce the perceived importance and actual practice of CSR. 
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Appendix 1 

This table reports the baseline regression results to examine the effect of CSR spending on the 
financial performance of affected firms and involuntary affected (IVA) firms in the post 
regulation period. Return on Assets (ROA) represents ratio of Earnings Before Interest and 
Taxes (EBIT) to Total Assets of the firm. Return on Equity (ROE) represents ratio of EBIT to 
Capital Employed. Market to Book Ratio (MBR) represents ratio of market price to book value 
of the firm at the end of the year. Total CSR is the CSR amount spent by the firm measured in 
INR in million. Logta is measured as the natural logarithm of total assets which is measured in 
INR in million, Beta is used to measure firm risk, Advertising Intensity (AI) is calculated as 
the ratio of Advertisement Expenses to Sales, Capital Intensity (CI) is obtained by dividing 
Total Assets by Number of Employees, R & D Intensity (RDI) is the ratio of R & D Expenses 
to Sales and Debt Equity Ratio (DER) is the ratio of Long term Debt to Equity Capital. The 
data covers a period of three years in the post regulation period (i.e., 2015 to 2017). 

 Panel A Panel B 
 Affected Sample Involuntary Affected Sample 
Variables ROA ROE MBR ROA ROE MBR 
       
Constant  9.205*** 17.320*** 3.095*** 9.584*** 18.366*** 2.549*** 
 (9.24) (7.96) (5.46) (8.65) (7.79) (3.94) 
Total CSR 0.002** 0.002** 0.001 0.003 . 0.003* 0.001 
 (2.60) (2.62) (-1.18) (1.87) (2.12) (0.11) 



Logta -0.304** -0.510* 0.270*** -0.369** -0.654* 0.347*** 
 (-2.60) (-2.11) (3.37) (-2.65) (-2.43) (3.62) 
Beta -2.280*** -2.993** -2.326*** -2.204*** -3.018** -2.408*** 
 (-5.04) (-2.89) (-6.21) (-4.48) (-2.68) (-5.82) 
CI -0.002* -0.002 -0.001 -0.001 . -0.002 -0.001 
 (-2.02) (-1.01) (-1.26) (-1.88) (-0.90) (-1.21) 
AI -0.115*** -0.202*** -0.063*** -0.113*** -0.203*** -0.063*** 
 (-7.22) (-4.99) (-5.02) (-7.06) (-4.98) (-5.04) 
RDI 13.641 -12.250 12.082* 17.126 -7.614 11.240* 
 (0.69) (-0.50) (2.55) (0.63) (-0.23) (1.99) 
DER -0.493*** -4.054*** 0.243* -0.466*** -3.972*** 0.247* 
 (-3.93) (-8.12) (2.45) (-4.07) (-7.99) (2.54) 
MBR 0.764*** 1.577*** No 0.742*** 1.572*** No 
 (8.67) (9.44)  (8.31) (9.02)  
       
n 3078 3077 3080 2721 2720 2723 
Firm fixed effect Yes Yes Yes Yes Yes Yes 
Multiple R-squared 0.3066 0.3625 0.0972 0.3072 0.3666 0.1036 
Adjusted R-squared 0.3048 0.3608 0.0952 0.3051 0.3647 0.1013 
F-statistic 38.77 41.33 9.443 35.89 38.36 8.513 

t values in parentheses *** p<0.01, ** p<0.05, * p<0.1 

 

 

 

 

 

 

Appendix 2 

This table shows whether the law had any adverse effect on the intrinsic motivation of firms to 
spent on CSR. The data covers a period of six years from 2012 to 2017. Panel A reports the 
mean difference test results where the sample consists of all voluntary firms in the first case 
and voluntary firms that spent more than 2% of their average net profit in the second case. 
Panel B reports the results of probit estimation. Return on Assets (ROA) represents ratio of 
Earnings Before Interest and Taxes (EBIT) to Total Assets of the firm. Spending more than 2% 
is an indicator variable which equals 1 if the total CSR spent by the firm is more than 2% of 
their average net profit for the last three years and 0 otherwise. Timedummy takes value 1 in 
the post regulation period and 0 in pre regulation period. Logta is measured as the natural 
logarithm of total assets which is measured in INR in million, Beta is used to measure firm 
risk, Advertising Intensity (AI) is calculated as the ratio of Advertisement Expenses to Sales, 
Capital Intensity (CI) is obtained by dividing Total Assets by Number of Employees, R & D 
Intensity (RDI) is the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is the 
ratio of Long term Debt to Equity Capital. 

Panel A: Mean difference test     



Sample  Total CSR 
Pre 

Total CSR 
Post 

MD n 

Total voluntary firms 55.467 203.456 -147.988*** 822 
   (-4.52)  

Voluntary firms spending more than 2% 97.337 294.807 -197.47*** 271 
   (-2.79)  
Panel B: Logit estimation  

VARIABLES Spending more than 2% 
  

Timedummy 2.493*** 
 (13.93) 

ROA -0.144*** 
 (-7.79) 

Logta 0.316 
 (0.99) 

Beta 0.551 
 (1.50) 

CI -0.001 
 (-0.59) 

AI -3.516 
 (-0.33) 

RDI 18.186** 
 (2.06) 

DER 0.068*** 
 (2.71) 

Log likelihood -574.072 
n 2177 

Firm fixed effect Yes 
z values in parentheses 

*** p<0.01, ** p<0.05, * p<0.1



Table 1: Descriptive Statistics 

Variables Voluntary Affected Involuntary 
Affected 

Total Affected Voluntary 
Unaffected 

Involuntary 
Unaffected 

Total Unaffected 

Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD 
CSR Variable: 

Total CSR 129.46 474.06 19.32 193.73 31.28 242.94 8.31 50.13 0.00 0.00 0.19 7.62 
Financial Performance Variables: 

ROA 6.92 7.29 5.33 47.48 5.50 44.89 -2.08 14.26 -5.35 49.10 -5.28 48.61 
ROE 13.39 28.91 12.22 56.64 12.35 54.29 -14.07 95.21 -16.86 403.06 -16.81 399.26 
MBR 2.47 3.29 2.61 4.20 2.59 4.11 2.01 4.21 1.94 12.05 1.95 11.97 

Control Variables: 
Logta 10.04 1.82 8.65 1.63 8.80 1.71 6.87 2.63 5.12 2.67 5.16 2.68 
Beta 1.08 0.38 1.03 0.42 1.03 0.41 0.98 0.60 0.43 0.61 0.43 0.62 
AI 0.01 0.01 0.06 2.48 0.06 2.34 0.01 0.04 0.01 0.18 0.01 0.18 
CI 41.16 111.74 30.59 158.75 31.90 153.73 26.42 35.10 11.23 101.40 11.37 100.99 

RDI 0.01 0.03 0.00 0.02 0.004 0.02 0.00 0.00 0.00 0.05 0.00 0.05 
DER 0.69 0.88 1.13 10.39 1.08 9.81 2.38 9.64 1.78 17.59 1.79 17.47 

n 822 6744 7566 318 13764 14082 
Notes. This table shows descriptive statistics of the variables used in the study. Total CSR is the CSR amount spent by the firm measured in INR 
in million. Return on Assets (ROA) represents ratio of Earnings Before Interest and Taxes (EBIT) to Total Assets of the firm. Return on Equity 
(ROE) represents ratio of EBIT to Capital Employed. Market to Book Ratio (MBR) represents ratio of market price to book value of the firm at 
the end of the year. Logta is measured as the natural logarithm of total assets which is measured in INR in million, Beta is used to measure firm 
risk, Advertising Intensity (AI) is calculated as the ratio of Advertisement Expenses to Sales, Capital Intensity (CI) is obtained by dividing Total 
Assets by Number of Employees, R & D Intensity (RDI) is the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long 
term Debt to Equity Capital. The data covers a period of six years from 2012 to 2017.



Table 2: Mean Difference Tests 

Variables Unaffecte
d 

Affected Mean 
Difference 

Involuntar
y 

Unaffected 

Involuntar
y Affected 

Mean 
Difference 

Voluntar
y 

Affected 

Involuntar
y Affected 

Mean 
Difference 

Total CSR 0.18 31.28 -31.10***  
(-11.13) 

0.00 19.32 -19.32*** 
(-8.18) 

129.46 19.32 110.15*** 
(6.59) 

ROA -5.28 5.50 -10.78*** 
(-16.26) 

-5.35 5.33 -10.68*** 
(-14.87) 

6.92 5.33 1.59**  
(2.50) 

ROE -16.81 12.35 -29.16 *** 
(-8.50) 

-16.86 12.22 -29.08*** 
(-8.29) 

13.39 12.22 1.17  
(0.95) 

MBR 1.94 2.59 -0.65*** 
(-5.74) 

1.94 2.61 -0.67 *** 
(-5.72) 

2.47 2.61 -0.14 
(-1.04) 

Logta 5.16 8.80 -3.64*** 
(-121.2) 

5.12 8.65 -3.53***      
(-116.41) 

10.04 8.65 1.39*** 
(20.83) 

Beta 0.43 1.03 -0.60*** 
(-82.92) 

0.43 1.03 -0.60*** 
(-79.43) 

1.08 1.03 0.05*** 
(3.35) 

AI 0.01 0.06 -0.05  
(-1.65) 

0.01 0.06 -0.05 . 
(-1.67) 

0.01 0.06 -0.06 . 
(-1.91) 

CI 11.37 31.90 -20.53*** 
(-8.79) 

11.23 30.59 -19.36*** 
(-7.59) 

41.16 30.59 10.57* 
(2.08) 

RDI 0.002 0.004 -0.002*** 
(-3.45) 

0.002 0.004 -0.002 * 
(-2.53) 

0.01 0.00 0.01*** 
(4.10) 

DER 1.79 1.08 0.71*** 
(3.79) 

1.78 1.13 0.65*** 
(3.27) 

0.69 1.13 -0.44*** 
(-3.36) 

n 21648 20508 7566 
Notes. This table shows whether law had any significant effect across different groups of firms. It reports the mean difference of the affected and 
unaffected firms, mean difference of involuntary unaffected (IUA) and involuntary affected (IVA) firms in the sample, and also the mean difference 
of voluntary and involuntary affected (VA and VUA) firms. The data covers a period of six years from 2012 to 2017. Total CSR is the CSR amount 
spent by the firm measured in INR in million. Return on Assets (ROA) represents ratio of Earnings Before Interest and Taxes (EBIT) to Total 
Assets of the firm. Return on Equity (ROE) represents ratio of EBIT to Capital Employed. Market to Book Ratio (MBR) represents ratio of market 
price to book value of the firm at the end of the year. Logta is measured as the natural logarithm of total assets, Beta is used to measure firm risk, 



Advertising Intensity(AI) is calculated as the ratio of Advertisement Expenses to Sales, Capital Intensity (CI) is obtained by dividing Total Assets 
by Number of Employees, R & D Intensity (RDI) is the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long term 
Debt to Equity Capital. t values are given in parentheses. Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1. 

 

Table 3: Regression Results 

 
Variables 

Panel A Panel B Panel C 
Total Sample Below Median Sample Above Median Sample 

ROA ROE MBR ROA ROE MBR ROA ROE MBR 
Constant 8.276*** 14.790*** 2.938*** 11.238*** 22.129*** 4.086*** 14.710*** 18.380*** 5.685***  

(8.44) (6.25) (5.38) (7.44) (6.06) (4.79) (9.92) (5.10) (7.04) 
Total CSR 0.002* 0.002* 0.001 1.009*** 2.075*** 0.026 0.002** 0.002* 0.001  

(2.53) (2.55) (-1.08) (5.32) (4.11) (0.20) (2.72) (2.48) (-0.27) 
Logta -0.232* -0.362 0.269*** -1.061*** -1.646*** -0.165 -0.671*** -0.695* 0.041  

(-2.01) (-1.52) (3.39) (-5.44) (-3.57) (-1.15) (-4.93) (-2.49) (0.49) 
Beta -2.144*** -2.448* -2.230*** -0.352 -2.002 -0.503 -3.109*** -1.864 -2.990***  

(-4.84) (-2.14) (-6.13) (-0.64) (-1.33) (-0.92) (-6.11) (-1.33) (-8.08) 
CI -0.002* -0.002 -0.001 -0.002 . -0.006* -0.001 -0.001* 0.001 -0.001  

(-2.01) (-1.06) (-1.28) (-1.69) (-2.12) (-1.24) (-2.20) (0.004) (-0.96) 
AI -0.106*** -0.178*** -0.060*** -0.061*** -0.149*** -0.037*** -12.270 -44.950* 60.090***  

(-6.85) (-4.26) (-4.83) (-3.73) (-3.75) (-4.54) (-1.08) (-2.32) (4.47) 
RDI 14.042 -10.730 12.741** -24.182 -49.406* 9.172 33.640* 11.600 11.510 .  

(0.71) (-0.44) (2.62) -1.45 (-2.18) (1.18) (2.57) (0.70) (1.78) 
DER -0.508*** -3.838*** 0.294*** -0.365*** -3.947*** 0.282*** -0.692*** -3.480*** 0.443***  

(-4.62) (-12.83) (4.16) (-4.44) (-7.07) (3.68) (-3.97) (-13.19) (4.61) 
MBR 0.773*** 1.668*** No 0.652*** 1.400*** No 0.769*** 1.796*** No  

(9.01) (9.93)  (5.74) (5.47)  (5.77) (7.09)  
Firm fixed 

effects 
Yes Yes Yes Yes Yes Yes Yes Yes Yes 



n 3141 1407 1734 3140 1406 1734 3143 1407 1736 
Multiple R-

squared 0.3027 0.3779 0.1168 0.2445 0.3515 0.1244 0.4036 0.4360 0.2532 
Adjusted R- 

squared 0.3009 0.3763 0.1149 0.2402 0.3478 0.1200 0.4009 0.4334 0.2501 
F-statistic 37.21 46.06 10.78 27.39 23.55 13.24 42.94 32.89 18.34 

Notes. The regressions presented in this table estimate the effect of CSR contributions on the firm financial performance. The sample includes 
voluntary affected (VA), involuntary affected (IVA) and voluntary unaffected (VUA) firms in the post regulation period, i.e., from 2015 to 2017. 
It shows three specifications out of which one is done on all firms and the other two are estimated by dividing the firms into above median firms 
and below median firms based on their CSR spending. Total CSR is the CSR amount spent by the firm measured in INR in million. Return on 
Assets (ROA) represents ratio of Earnings Before Interest and Taxes (EBIT) to Total Assets of the firm. Return on Equity (ROE) represents ratio 
of EBIT to Capital Employed. Market to Book Ratio (MBR) represents ratio of market price to book value of the firm at the end of the year. Logta 
is measured as the natural logarithm of total assets, Beta is used to measure firm risk, Advertising Intensity(AI) is calculated as the ratio of 
Advertisement Expenses to Sales, Capital Intensity (CI) is obtained by dividing Total Assets by Number of Employees, R & D Intensity (RDI) is 
the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long term Debt to Equity Capital. t values are given in parentheses. 
Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1. 

 

 

 

 

 

 

 

 

 

 



Table 4: Difference-in-Difference (DiD) Estimations 

Variables ROA ROE MBR 
Constant 11.266*** 23.430*** 0.871 

 (9.33) (7.58) (1.28) 
Total CSR 0.002** 0.002* 0.001 . 

 (2.62) (2.16) (-1.89) 
Timedummy -0.575 -2.523* 0.989* 

 (-0.97) (-2.11) (2.26) 
Treatdummy -0.460 -0.783 0.448 

 (-0.68) (-0.68) (0.89) 
Time X Treat  -0.451 -0.481 0.262 

 (-0.75) (-0.36) (0.57) 
Logta -0.264* -0.473 0.363*** 

 (-2.23) (-1.48) (5.10) 
Beta -2.881*** -4.528*** -2.550*** 

 (-5.95) (-4.90) (-7.13) 
CI -0.002* -0.003 -0.001 

 (-2.02) (-1.13) (-1.44) 
AI -0.153*** -0.299*** -0.056** 

 (-4.19) (-3.34) (-2.95) 
RDI 12.547 -13.460 8.105* 

 (0.84) (-0.70) (2.11) 
DER -0.496*** -4.254*** 0.292*** 

 (-4.01) (-5.39) (3.69) 
MBR 0.651*** 1.282*** No 

 (4.74) (3.42)  
Firm fixed effects Yes Yes Yes 

n 4593 4591 4595 
Multiple R-squared 0.2660 0.2747 0.1187 
Adjusted R-squared 0.2642 0.2730 0.1168 

F-statistic 26.62 19.11 19.99 
Notes. The table provides results of Difference-in-Difference estimation. It aims at 
understanding the incremental effect of the mandatory law on IVA firms, compared to the VA 
firms. Panel B reports results of fixed effects regression in which standard errors are clustered 
by firm. Total CSR is the CSR amount spent by the firm measured in INR in million. Return 
on Assets (ROA) represents ratio of Earnings Before Interest and Taxes (EBIT) to Total Assets 
of the firm. Return on Equity (ROE) represents ratio of EBIT to Capital Employed. Market to 
Book Ratio (MBR) represents ratio of market price to book value of the firm at the end of the 
year. Timedummy takes value 1 in the post regulation period and 0 in the pre regulation period 
and Treatdummy equals 1 for involuntary affected (IVA) firms and 0 for voluntary affected 
(VA) firms. Logta is measured as the natural logarithm of total assets, Beta is used to measure 
firm risk, Advertising Intensity(AI) is calculated as the ratio of Advertisement Expenses to 
Sales, Capital Intensity (CI) is obtained by dividing Total Assets by Number of Employees, R 
& D Intensity (RDI) is the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is 
the ratio of Long term Debt to Equity Capital. t values are given in parentheses. Signif. codes:  
0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1. 



Table 5: Descriptive Statistics of RDD Samples 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes. This table provides 
descriptive statistics of the RDD sample used in the study. This is done to see whether all other 
factors that determine the performance evolve smoothly with respect to the rating variable. It 
compares the mean values of various characteristics within the RDD sample, i.e., voluntary 
affected (VA) and involuntary affected (IVA) firms. Return on Assets (ROA) represents ratio 
of Earnings Before Interest and Taxes (EBIT) to Total Assets of the firm. Return on Equity 
(ROE) represents ratio of EBIT to Capital Employed. Market to Book Ratio (MBR) represents 
ratio of market price to book value of the firm at the end of the year. Logta is measured as the 
natural logarithm of total assets, Beta is used to measure firm risk, Advertising Intensity(AI) is 
calculated as the ratio of Advertisement Expenses to Sales, Capital Intensity (CI) is obtained 
by dividing Total Assets by Number of Employees, R & D Intensity (RDI) is the ratio of R & 
D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long term Debt to Equity 
Capital. PBT is the net profit before tax expressed in INR in millions. Sales and NW are the 
annual sales and net worth of the firm. t values are given in parentheses. Signif. codes:  0 ‘***’ 
0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1. 

 

 

 
Variables 

Voluntary 
Affected 

Involuntary 
Affected 

Mean 
Difference 

(t stat) Mean 
(SD) 

Mean 
(SD) 

ROA -0.57 
(6.54) 

2.22 
(6.25) 

-2.79* 
(-2.29) 

ROE -26.35 
(127.27) 

5.14 
(27.38) 

-31.49 
(-1.35) 

MBR 1.93 
(3.16) 

1.16 
(2.02) 

0.77 
(1.32) 

Logta 8.34 
(1.22) 

7.58 
(1.12) 

0.76** 
(3.35) 

Beta 0.95 
(0.54) 

0.81 
(0.54) 

0.14 
(1.40) 

AI 0.00 
(0.01) 

0.09 
(2.38) 

-0.09 
(-1.01) 

CI 7.89 
(9.67) 

14.62 
(60.21) 

-6.73* 
(-2.35) 

RDI 0.0178 
(0.0651) 

0.0012 
(0.0093) 

0.0166 
(1.39) 

DER 1.30 
(1.87) 

1.20 
(2.07) 

0.11 
(0.31) 

PBT -293.52 
(803.35) 

-137.70 
(1235.63) 

-155.82 
(-1.01) 

Sales 5151.20 
(4719.84) 

2781.90 
(2959.71) 

2369.30* 
(2.73) 

NW 2127.15 
(1806.36) 

1222.80 
(1769.81) 

904.36* 
(2.69) 



 

 

 

 

Table 6: RDD Results 

 ROA ROE MBR 

D -0.78 

(-0.32) 

6.69 

(-0.45) 

-0.75 

(-0.89) 

n 740 

Notes. This table aims to examine the actual effect of the mandatory law on affected firms and 
involuntary affected firms. The dependent variables are ROA, ROE and MBR. The estimation 
is restricted to the RDD sample. The RDD sample is constructed as follows. First, a binding 
score rating variable M is created which is defined as the maximum of the three individual 
rating scores R1, R2, and R3, which are in turn defined as (Profit – 50)/50, (Net worth – 
5,000)/5,000, and (Sales – 10,000)/10,000, and which perfectly determines whether a firm is 
affected by the mandatory CSR law or not. The INR 50 million profits, INR 5,000 million net 
worth, and INR 10,000 sales are the three cut-offs specified in the mandatory CSR law. If a 
firm has profit, net worth, or sales above these cut-offs, the firm is then required to spend on 
CSR. Firms with the variable M ranging between −0.50 and 0.50 comprise our RDD sample, 
where firms with M> 0 are affected by the law and firms with M < 0 are unaffected by the law. 
Receipt of treatment is denoted by the dummy variable D {0, 1}, where D = 1 if M >= c, and 
D = 0 if M < c, c being the cut-off score. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

Table 7: Sector wise CSR Spending across the period 

Sector Clause No. Amount Spent (Rs. in Million) 
2015 2016 2017 

Poverty I 7.842 
(64) 

22.464 
(81) 

5.928 
(92) 

Education Ii 12.649 
(392) 

18.407 
(513) 

20.568 
(529) 

Gender Equality iii 11.02 
(52) 

7.037 
(70) 

6.432 
(93) 

Maternal Health Iv 41.774 
(6) 

4.922 
(3) 

0.136 
(2) 

Health V 8.719 
(305) 

26.249 
(450) 

20.572 
(454) 

Environment Vi 10.112 
(103) 

14.838 
(171) 

17.44 
(193) 

Vocational Skill Development vii 21.927 
(57) 

13.32 
(150) 

33.632 
(175) 

Social Business Projects viii 2.526 
(32) 

6.464 
(154) 

7.622 
(98) 

Contribution to Government 
Funds 

Ix 4.008 
(58) 

4.806 
(82) 

3.832 
(41) 

Other Projects X 5.882 
(102) 

9.605 
(205) 

21.105 
(213) 

Contribution to Foundation 
 

2.244 
(13) 

88.482 
(25) 

20.800 
(57) 

Rural Development Projects 
 

9.901 
(105) 

22.564 
(147) 

77.332 
(154) 

Total 
 

138.604 
(1289) 

239.158 
(2051) 

235.399 
(2101) 

Notes. This table provides the sector wise average CSR spending across firms for a period of 
three years from 2015 to 2017. This aims at understanding the pattern of CSR spending of firms 
in the post regulation period. Clause No. refers to the clause number of the concerned sector as 
per Schedule VII of the Companies Act, 2013. The number of firms are given in parentheses. 

 

 



 

 

 

 

 

 

 

 

 

 

Table 8: Sector wise CSR Spending of Voluntary & Involuntary Firms 

Sector Involuntary Voluntary 
Poverty 4% 1% 

Education 26% 25% 
Gender Equality 2% 1% 
Maternal Health 0% 0% 

Health 22% 30% 
Environment 6% 10% 

Vocational Skill Development 8% 12% 
Social Business Projects 2% 2% 

Contribution to Government 
Funds 

1% 0% 

Other Projects 6% 9% 
Contribution to Foundation 5% 1% 
Rural Development Projects 19% 9% 

Total 100% 100% 
Notes. This table gives the proportion of CSR spent by voluntary and involuntary affected firms 
separately under different sectors. This aims to understand the pattern of investments of both 
groups of firms. 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

Table 9: Mean Difference Test 

Sector Voluntary Involuntary MD 
Poverty 0.156 

(22) 
0.273 
(212) 

-0.117* 
(-2.212) 

Education 0.430 
(139) 

0.520 
(1286) 

-0.090** 
(-3.067) 

Gender Equality 0.105 
(36) 

0.156 
(127) 

-0.051 . 
(-1.814)  

Maternal Health 0.037 
(2) 

0.100 
(9) 

-0.063 
(-1.506) 

Health 0.379 
(121) 

0.437 
(1086) 

-0.058 . 
(-1.946)  

Environment 0.176 
(79) 

0.218 
(387) 

-0.042 
(-1.485) 

Vocational Skill Development 0.219 
(48) 

0.314 
(332) 

-0.095* 
(-2.456) 

Social Business Projects 0.174 
(32) 

0.261 
(252) 

-0.087* 
(-2.229) 

Contribution to Government 
Funds 

0.189 
(12) 

0.379 
(168) 

-0.190* 
(-2.308) 

Other Projects 0.146 
(79) 

0.219 
(439) 

-0.073** 
(-2.630) 

Contribution to Foundation 0.352 
(11) 

0.603 
(83) 

-0.251* 
(-2.323) 

Rural Development Projects 0.256 
(56) 

0.348 
(345) 

-0.092* 
(-2.136) 



Notes. This tables shows whether there is any significant difference in the nature of CSR 
spending across different categories among voluntary and involuntary affected firms. t values 
are given in parentheses. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 10: Level of Involvement of firms in CSR Activities 

 
Sector 

Voluntary Involuntary 
Direct Indirect Direct Indirect 

Poverty 0.0004 0.0095 0.0082 0.0391 
Education 0.1558 0.0898 0.0864 0.1369 

Gender Equality 0.0040 0.0060 0.0131 0.0066 
Maternal Health 0.0000 0.0000 0.0007 0.0034 

Health 0.2053 0.0902 0.0938 0.1557 
Environment 0.0385 0.0664 0.0190 0.0336 

Vocational Skill Development 0.0377 0.0839 0.0286 0.0472 
Social Business Projects 0.0011 0.0178 0.0054 0.0117 

Contribution to Government 
Funds 

0.0025 0.0018 0.0051 0.0037 

Other Projects 0.0287 0.0597 0.0145 0.0458 
Contribution to Foundation 0.0029 0.0030 0.0024 0.0616 
Rural Development Projects 0.0545 0.0365 0.0234 0.0697 

Total 0.5315 0.4646 0.3006 0.6150 
Notes. This table reports the level of involvement of voluntary and involuntary affected firms 
while undertaking CSR activities under different sectors. This aims to understand the 
proportion of CSR activities undertaken by the firms directly as well as indirectly through 
implementing agencies. 

 



Table 11: Regression Results 

Variables ROA ROE MBR 
Constant 10.085*** 19.418*** 3.395*** 

 (8.78) (7.78) (5.08) 
Total CSR 0.004** 0.004** 0.001 

 (3.25) (2.92) (-0.95) 
Direct dummy 0.066 -0.257 -0.098 

 (0.23) (-0.35) (-0.46) 
Direct dummy*Total CSR -0.002 -0.001 0.001 

 (-1.51) (-1.07) (0.78) 
Logta -0.397** -0.769** 0.263** 

 (-3.02) (-2.81) (2.84) 
Beta -2.368*** -2.883* -2.426*** 

 (-4.67) (-2.44) (-5.55) 
CI -0.002 . -0.003 -0.001 

 (-1.81) (-1.01) (-1.22) 
AI -0.120*** -0.208*** -0.067*** 

 (-7.38) (-4.81) (-5.40) 
RDI 12.217 -10.561 9.594* 

 (0.54) (-0.36) (2.11) 
DER -0.451*** -3.767*** 0.242* 

 (-4.51) (-8.84) (2.40) 
MBR 0.759*** 1.598*** No 

 (8.29) (9.15)  
    

Firm fixed effects Yes  Yes Yes  
n 2623 2622 2625 

Multiple R-squared 0.3217 0.3695 0.0959 
Adjusted R-squared 0.3191 0.3670 0.0927 

F-statistic 30.90 32.18 30.81 
The regressions presented in this table examine whether the manner in which CSR is 
undertaken (direct vs indirect) makes any difference in the financial performance of firms. The 
sample includes voluntary affected (VA) and involuntary affected (IVA) firms in the post 
regulation period, i.e., from 2015 to 2017. Total CSR is the CSR amount spent by the firm 
measured in INR in million. Return on Assets (ROA) represents ratio of Earnings Before 
Interest and Taxes (EBIT) to Total Assets of the firm. Return on Equity (ROE) represents ratio 
of EBIT to Capital Employed. Market to Book Ratio (MBR) represents ratio of market price to 
book value of the firm at the end of the year. Direct dummy is a dummy variable which takes 
value 1 if firm implement the project directly and 0 otherwise. Logta is measured as the natural 
logarithm of total assets, Beta is used to measure firm risk, Advertising Intensity(AI) is 
calculated as the ratio of Advertisement Expenses to Sales, Capital Intensity (CI) is obtained 
by dividing Total Assets by Number of Employees, R & D Intensity (RDI) is the ratio of R & 
D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long term Debt to Equity 
Capital. t values are given in parentheses. Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 
0.1 ‘ ’ 1. 



 

 

Table 12: Regression Results 

Variables ROA ROE MBR 
Constant 11.333*** 18.304*** 1.613 

 (7.38) (6.04) (1.60) 
Total CSR 0.002* 0.002* 0.001 

 (2.15) (2.02) (-0.73) 
Involuntary  -1.267 -1.376 1.357* 

 (-1.52) (-0.87) (2.50) 
Exceed -1.567 -0.913 0.706 

 (-1.52) (-0.48) (1.22) 
Involuntary*Exceed 2.045 . 2.432 -0.868 

 (1.89) (1.20) (-1.35) 
Logta -0.397** -0.590* 0.373*** 

 (-2.82) (-2.24) (3.59) 
Beta -1.936*** -2.424* -2.583*** 

 (-4.14) (-2.25) (-6.04) 
CI -0.001 0.001 -0.001 

 (-1.40) (-0.31) (-1.02) 
AI -0.100*** -0.167*** -0.058*** 

 (-9.09) (-6.55) (-4.45) 
RDI 34.226* 15.278 11.106* 

 (2.13) (0.77) (2.08) 
DER -1.171*** -4.823*** -0.121 

 (-3.30) (-8.35) (-1.05) 
MBR 0.745*** 1.656*** No 

 (9.38) (11.11)  
    

Firm fixed effects Yes Yes Yes  
n 1764 1764 1768 

Multiple R-squared 0.3661 0.4346 0.0922 
Adjusted R-squared 0.3621 0.431 0.087 

F-statistic 40.02 42.15 7.97 
Notes. The regressions presented in this table examine whether spending more than the 
budgeted amount has any significant effect on the financial performance of firms, specifically, 
the involuntary firms. The sample includes voluntary affected (VA) and involuntary affected 
(IVA) firms in the post regulation period, i.e., from 2015 to 2017. Total CSR is the CSR amount 
spent by the firm measured in INR in million. Return on Assets (ROA) represents ratio of 
Earnings Before Interest and Taxes (EBIT) to Total Assets of the firm. Return on Equity (ROE) 
represents ratio of EBIT to Capital Employed. Market to Book Ratio (MBR) represents ratio of 
market price to book value of the firm at the end of the year. Exceed indicates a dummy variable 
which takes value 1 if firm implement the project directly and 0 otherwise. Logta is measured 
as the natural logarithm of total assets, Beta is used to measure firm risk, Advertising 
Intensity(AI) is calculated as the ratio of Advertisement Expenses to Sales, Capital Intensity 



(CI) is obtained by dividing Total Assets by Number of Employees, R & D Intensity (RDI) is 
the ratio of R & D Expenses to Sales and Debt Equity Ratio (DER) is the ratio of Long term 
Debt to Equity Capital. t values are given in parentheses. Signif. codes:  0 ‘***’ 0.001 ‘**’ 
0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1. 

Figure 1: Distribution of firms around the majority thresholds in the year of 
implementation 
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Figure 3a 

 

 

 

Figure 3c 

Figure 3b 

Notes. These figures are aimed at identifying whether firms manipulate their profits, net worth 
and sales to be exempted from the law. The figures show the distribution of firms around the 
profit, net worth and sales cut-off on 31/03/2014, 31/03/2015, and 31/03/2016, the year in 
which the law came into force as well as year before and after its implementation. 
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Figure 2: RDD - Graphical Analysis 

 

      (a)                    (b)          (c) 

Notes. Figures 3a-3c presents the CFP measures for the voluntary affected (VA) and 
involuntary affected (IVA) firms. The RDD sample is constructed as follows. First, a binding 
score rating variable M is created which is defined as the maximum of the three individual 
rating scores R1, R2, and R3, which are in turn defined as (Profit – 50)/50, (Net worth – 
5,000)/5,000, and (Sales – 10,000)/10,000, and which perfectly determines whether a firm is 
affected by the mandatory CSR law or not. The INR 50 million profits, INR 5,000 million net 
worth, and INR 10,000 sales are the three cut-offs specified in the mandatory CSR law. If a 
firm has profit, net worth, or sales above these cut-offs, the firm is then required to spend on 
CSR. Firms with the variable M ranging between −0.50 and 0.50 comprise our RDD sample, 
where firms with M > 0 are affected by the law and firms with M < 0 are unaffected by the law. 
The variable M is plotted on the X-axis. The vertical axis indicates CFP. 

 


