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Abstract: The area of corporate social responsibility (CSR) has grown exponentially in the recent time. One of
the crucial questions in the debate about the worthwhileness of CSR for the firm in terms of its effects on firm’s
financial performance (FP) has been widely discussed and empirically researched. Several studies have been
undertaken by various researchers to examine the relationship between CSR and FP. It has been observed that
the results of these studies vary widely. This may be due to different methods and techniques that have been used
to study the relationship between CSR and FP. This paper is an attempt to aggregate the previous empirical
research articles/paperselucidating the effect of CSR on firm’s FP.The paper mainly focuson the types of
variables (i.e. independent, dependent and control) that have been used to study the relationshipbetween
CSRand FP. The present study reveals that in majority of the research articles/papers (66%) there is a positive
effect of corporate social responsibility on the firm'’s financial performance while only 05% of the research
articles/papers studied show that there is no significant relationship between CSR and FP. Whereas, 10 % of
the research articles/papers studied shows mixed results about the effect of CSR on FP and remaining 18% of
research articles/papers studied shows that CSR has a negative impact on the FP of a firm.
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l. CORPORATE SOCIAL RESPONSIBILITYAND FINANCIAL PERFORMANCE

Many authors made an attempt to define corporate social responsibility. Davis defined it as the firm’s
considerations of, and response to, issues beyond the narrow economic, technical, and legal requirements of the
firm to accomplish social benefits along with the traditional economic gains which the firm seeksError!
Reference source not found.. In other words, CSR is the continuing commitment by business to behave
ethically and contribute to economic development while improving the quality of life of the workforce and their
families as well as of the local community and society at large (The World Business Council for Sustainable
Development, 1999). According to Business for Social Responsibility (BSR), corporate social responsibility is
defined as achieving commercial success in ways that honor ethical values and respect people, communities, and
the natural environment. Whereas, McWilliams and Siegel describe CSR as actions that appear to further some
social good, beyond the interest of the firm and that which is required by law[1].The society expects that the
businesses should act in a responsible manner. Businesses should take their decisions in ethical manner and to
ensure that these decisions do not have negative effects on the society. Therefore, businesses are expected to
provide some support to the society[2].

The research shows thatmany firms have responded to social welfare concerns by devoting more
resources to CSR than they were mandatorily required to do. Businesses are considering CSR as the source of
competitive advantage. It can be a proactive business strategy or marketing strategy which will result in
competitive advantage. However, at the same time businesses are concerned about the benefits that are offered
by the CSR activities[3]. The performance of the organizations is affected by their strategies and operations in
market environment. Thus, it is necessary for manager to consider or not to consider the CSR activities in
making decisionsError! Reference source not found..Further, CSR has been given greater importance in
many countries and companies. However, enhancing CSR activities will bring better financial performance for
the business is still debatable. Review of the past literature reveled that relationship between CSR and FP is
inconclusiveError! Reference source not found.. This paper is an attempt to present the literature review of
relevant empirical research on relationship between CSR and FP. The next section of the paper discusses about
the methodology that has been used for undertaking the review and then there is the taxonomy of the 39
empirically tested research covering variables understudy, methodology of defining and selecting theCSR and
FP variables and the outcome in term of relationshipbetween CSR and FP. At the end major findings and
implications of review have been discussed.
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METHODOLOGY

This study usesthe techniques commonly found in literature studies. The material for the literature
review is the existing research in specific research area. Extensive exploration has been done to search relevant
research articles/papers related to relationship between CSR and FP. To search research articles/papers, online
databases like EBSCO, J-Gate, SSRN, Shodhganga, Researchgate, Google Scholar and Google book was
explored. The search was based on the key terms like, Corporate Social Responsibility and Financial
Performance, CSR and Business Performance, Ethical Behavior and FP, CSR and Corporate Social Performance
and Corporate Financial Performance etc.Based on the searched articles/papersthe taxonomy was prepared that
covers details of author/s and year of research, sample size, time duration for data collection, CSR variables and
its measurement, Financial Performance variables and its measurement, Control Variables and its measurement
(if any), method of analysis and relationship between CSR and FP.

TAXONOMY OF LITERATURE REVIEW ON CSR AND ITS EFFECT ON FP
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The present study shows that in the majority of research articles/papers there is a positive effect of
corporate social responsibility on firm’s financial performance (66%) while only 05% shows there is no
significant relationship between CSR and FP. Whereas, 10 % of research articles/papers shows mixed results
about the effect of CSR on FP and remaining 18% research articles/papers shows that there is negative
relationship. The study that shows no significant relationship, actually it is positive relationship but very small
and from the statistical view point it is not significant. Farther, if we talk about the mixed results, it was two way
relationship between CSR and FP where both variables were influencing each other. Apart from this, these
articles/papers also studied the effect of various CSR dimensions on FP. In some of these studies, it is found that
some of the CSR dimensions have positive effect of FP whereas some of them are not having positive effect.
Additionally, the articles/papers that show the negative relationship between CSR and FP is very thin. Based on
the above analysis, it is found that majority of studies undertaken used CSR index or rating to measure corporate
social responsibility by using content analysis. Whereas, to measure the financial performance of the firm
various accounting and market indicators like ROE (Return OnEquity), ROA (Return On Assets), ROS (Return
On Sales), Net profit, Tobin’s q, stock price, EPS (Earning Per Share) and P/E ratio(Price Earnings Ratio) were
used. Many researchers also considered the company size, industry type, age of company, and risk level as a
control variables to study the effect of CSR on FP.
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