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Abstract

The purpose of this research is to investigate whether the commitment of companies to their stakeholders has a relationship
with better financial results and also to establish the extent and pattern of corporate disclosure in the top listed companies in the
ASEAN region. This research found that there is a moderate to strong positive correlation between all the variables when
analyzed as a whole. However, the correlation result varies when broken down into individual countries and sectors. There is an
increasing awareness of CSR disclosure in the top listed ASEAN companies.
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1. Introduction

Sustainability is evolving to become one of the most prominent issues of the global economy (Isaksson &
Steimle, 2009). Corporate sustainability recognizes the importance of growth and profitability of a firm, along with
other societal goals (Wilson, 2003). This sudden growth in awareness for sustainable development is caused by
many factors. One of them, the Global Financial Crisis (GFC) started in late 2007 (Asian Sustainability Rating,
2010). Due to the liquidity shortfall encountered by financial institutions (Taylor & Williams, 2009), many
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companies experienced difficulties obtaining funding for their operational and investment needs (Njoroge, 2009).
As a result, in the beginning of the crisis, companies significantly decreased the amount of CSR projects they
undertook (Karaibrahimoglu, 2010; Orlitzky, Schmidt, & Rynes, 2003; Fernandez & Souto, 2009; Giannarakis &
Theotokas, 2011). However, the GFC also provided plenty opportunities for firms to recover and improve their
employees’ satisfaction, productivity and corporate brand (Giannarakis & Theotokas, 2011).

By focusing on the sustainability of the firm and reporting their performances, there have been many
discoveries of the possible benefits that firms may receive. Some of the benefits include an increase in employee
satisfaction which may ultimately increase firm efficiency and profitability (Thome, 2009; Giannarakis &
Theotokas, 2011; Tse, 2011) and increase their competitiveness and provide better strategic market positioning
(Pitelis & Boulouta, 2011). Having mentioned the potential benefits of sustainable development, a dilemma for
companies is that implementing the initiatives can be a very costly and time consuming procedure (Charitoudi,
Giannarakis, & Lazarides, 2011). In other words, CSR initiatives certainly need support of a certain level of
financial resources. Therefore, it can be said that firms which incorporate stakeholder and sustainability strategies
are usually MNEs and large scaled enterprises who are able to sacrifice their profits for maintaining or promoting
social interest (Elhauge, 2005).

There seemed to be a conflicting view on the relationship between Corporate Social Performance (CSP) and
Corporate Financial Performance (CFP). Many pro-CSR arguments state that by implementing CSR initiatives,
companies will ultimately receive higher profits (Avars & Lee, 2011). However, numerous opposite opinions have
been directed to this claim and affirm that CSR activities require a large amount of financial resources and time
allocation.

The long debate regarding the effect that CSP has on CFP produced controversial and paradoxical results
(McGuire, Sundgren, & Schneeweis, 1988; Cochran & Wood, 1984; Griffin & Mahon, 1997; Orlitzky, Schmidt, &
Rynes, 2003; Moneva, Rivera-Lirio, & Munoz-Torres, 2007). From the previous researches done in this field,
there have been many varieties in the measurement and methods used to investigate the relationship between CSP
and CFP. The wide range of outcome may be caused by the ambiguity that arises from the measurement of CSR. It
is also argued that the relationship between CSP and CFP differs in every region and every type of industry that is
studied (Kurokawa & Macer, 2008). Therefore it can be concluded that finding the relationship between CSP and
CFP is a very challenging task. Most of the previous research was done in North American and European countries
(Griffin & Mahon, 1997; Chapple, Chambers, Moon, & Sullivan, 2005). Therefore there is currently an increasing
focus on comparative CSR research in Asia (Chapple et al., 2005).

Furthermore, another argument as to why companies are conducting CSR activities can be explained by
institutional theory. The exploration of institutional theory in relation to CSR is relatively new. This old theory
argues that companies engage in CSR due to external factors, and not necessarily because they are concerned about
being good and responsible (Avars & Lee, 2011). As a matter of fact, many recent studies such as (Brammer,
Jackson, & Matten, 2012) argue that companies that have international trade, or are partly owned by foreigners in
developed countries have the tendency to be more active in the sustainability approach. This thesis will examine
whether Corporate Social Performance of the various companies has any correlation with the financial
performance while fulfilling the demands from multiple stakeholders. Also, the author aims to investigate the level
of awareness of CSR in ASEAN countries. In order to achieve the objective of this research, two research
questions are formulated: Research Question 1: Are the top-listed companies in the ASEAN region aware of CSR
disclosure? Research Question 2: Is there any correlation between Corporate Social Performance (CSP) and
Corporate Financial Performance (CFP) of the top listed companies in the ASEAN region?

2. Literature review
2.1 CSR in ASEAN countries
According to the report done by CSR Asia in 2011, recent global issues such as the disturbing amount of

scandals concerning corruption and the growing rate of poverty have placed Asian countries in the sustainability
spotlight. The governments and policy makers of the various countries are also increasingly concerned with the
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activities of businesses that could affect the society as a whole. For example, in developed Asian countries like
Singapore, governments created programs and incentives for companies who are involved in sustainable
development. Currently Singapore has over 30 government programs including a wide range of energy and water
efficiency, transportation and other environmental innovation projects (CSR Digest, 2009).

In recent years, corporations in the ASEAN region are more aware of the CSR disclosure frameworks such as
GRI, UNGC and ISO 26000. These frameworks intend to institutionalize CSR on a global level through the
creations of norms, rules and procedures for CSR. However, since sustainability disclosure is still a voluntary
practice in Asia today, transnational regulatory bodies such as ASEAN (Association of South East Asian Nations)
face many challenges in promoting CSR disclosure due to the lack of direct power to penetrate national law
(Brammer, Jackson, & Matten, 2012; Aguilera, Rupp, Williams, & Ganapathi, 2007). The impact of these regional
or transnational organizations, international trade and foreign shareholding structure is illustrated by institutional
theory (Aguilera et al., 2007). This theory helps to build arguments on why companies are engaging themselves in
CSR and sustainability. One of the most significant findings is that Multinational Enterprises (MNEs) seem to
institutionalize their practice of CSR within their transnational structure. Due to their operations in many different
countries, their set of rules and norms in which they practice throughout the organization should prevail; this is
discussed in the topic of “country-of-origin-effect” in institutional theory.

2.2 Global Reporting Initiative (GRI)

GRI provides guidelines and assistance to companies who wish to disclose their CSR activities and
sustainability measures (Brown et al., 2007). Sustainability reporting is the practice of measuring, disclosing, and
being accountable to internal and external stakeholders for organizational performance towards the goal of
sustainable development. It also describes the economic, environmental, and social impacts. Currently, more than
1,000 companies in 35 countries are already in compliance with the model (Isaksson & Steimle, 2009). Although
the GRI framework is the most applicable reporting standard there is today, there are still many problems and
deficiencies that they are trying to overcome. Measuring CSR activities had been a long debated problem. There
are no ‘fixed’ formulae in determining CSR activities (Corporate Watch Report, 2006). However, it is prudent for
companies to ensure that they are able to meet as many indicators as possible according to the GRI framework.
Although the index may not capture the real or ‘realized’ CSR practices of the company, it measures what the
management would like their stakeholders to be familiar with (Yang & Yaacob, 2012).

2.3 Corporate financial performance

There are many ways to measure Corporate Financial Performance (CFP). However this study will use
profitability ratios as a measure of CFP. The ratios will be explained in the next paragraph. The author reached a
consensus that due to the historical basis of accounting measurement and reporting it is prudent to adopt a time
frame of five years of mean ROA to smooth the effects of investor reactions to information, market sentiments and
economic factors (Oeyono et al., 2011). There are three measurements of profitability that are used in this thesis; 5
Year Average Return on Asset, Return on Equity and Earnings per Share.

2.4. Previous research

There are two pieces of research that this paper is heavily based on. Firstly, the journal written by Oeyono,
Samy and Bampton (2011) with the topic: CSP and CFP Relationship in Top 50 Indonesian Listed Corporations.
The researchers recognize the increasing importance of sustainability reporting in Indonesian listed companies.
However, there had been very little regulatory controls done by the policy bodies to follow international standards
on sustainability reporting. The study also found that there is a weak positive relationship between CSP and
profitability in the emerging economy of Indonesia. They measured CSP by how well the company completed the
six GRI indicators. On the other hand, the study only uses EBITDA and EPS as a measurement of the companies’
profitability. Spearman’s Rho correlation coefficient was used in order to investigate the direction and strength of
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the variables. In the journal written by Samy, Odemilin and Bampton (2010): Corporate Social Responsibility: A
Strategy for Sustainable Business Success. An Analysis of 20 Selected British Companies, it was also found that
there was a weak positive causal relationship between CSP and EPS. The methodology applied in this journal
differs from Oeyono, Samy and Bampton as it used regression analysis to find the relationship. However, the
authors also measured CSP with GRI indicators and measured profitability of firms by their EPS. The research
also found that there is a tendency for the companies to report their activities which relate to environmental and
labor practices.

3. Methodology
3.1 Sampling design

The author decided to use the purposive method to obtain samples. The total population of this study is 40
companies. These companies are the constituents of the FTSE/ASEAN 40 index. This index includes large and
mid cap companies from five countries from the ASEAN region: Singapore, Malaysia, Philippines, Indonesia and
Thailand. Note that the companies selected are large, national companies that are active and highly noticeable in
their respective industries.

3.2 Sampling criterion

To be included in the sample for this research, the companies selected must fulfill these criteria;
* The companies must have a complete set of financial data in their annual reports for the last 5 years (2007-
2011) to estimate the 3 indicators of CFP.
* The companies must have a complete set of annual reports for the last 3 years (2009-2011) to estimate the 3
indicators of CSP.
The sustainability reports are not a mandatory requirement but are highly recommended for analysis. In the
case where there are no sustainability reports, annual reports will be utilized for this research.
After reviewing the population, the author found that 6 companies did not fulfill the criterion above and
therefore were excluded from the sample. The sample for this study comprised 34 companies in 4 countries
(Singapore, Malaysia, Indonesia, Thailand) for 3 years, which brings to a total sample of 102.

3.3 Data analysis

This paper mainly utilizes SPSS (Statistical Package for Social Science) 17.0 for data analysis and
interpretation. The purpose of using SPSS is to display descriptive statistics, normality testing and correlation
coefficient calculation. Microsoft Office Excel is also used to organize the sample data. As described in the
previous section, this paper used the sample data according to the FTSE/ASEAN 40 Index from the year 2009 -
2011. These were the top 40 listed companies in the ASEAN region. According to the criteria given by this
research, 6 companies were eliminated; PT. Gudang Garam Tbk, Maxis Berhad, Petronas Chemicals Group
Berhad, Philippine Long Distance Telephone Company, Jardine Cycle and Carriage Ltd and the Siam Cement
Group. The steadily increasing number of separated sustainability report in the 3 years proves that the awareness of
the top companies in ASEAN is rising. In 2009, 9 out of 34 companies analyzed provided sustainability reports. In
2010, 13 out of 34 companies provided the report. Finally in 2011, 15 companies provided the sustainability
report. The list of the companies which provided sustainability reports are the following: The sustainability reports
that are completed by the companies mostly (80%) reported their activities according to the GRI G3.1 guidelines.

The Correlation Coefficient will give a result ranging from +1 , 0 to -1. According to (Yount, 2006) and SPSS,
a positive correlation of 0.00 to 0.25 shows there is no correlation, 0.26 to 0.50 is weak (low), 0.51 to 0.75 is
moderate and a correlation larger than 0.76 is strong (high) positive correlation. The author determined that the
significance level for this research is 0.05. Therefore the significance level of greater than 0.05 is rejected. The
results of the Spearman’s Rho correlation are discussed below. Firstly, the results of the individual country’s
correlation is analyzed, and followed by the analysis of the whole sample. There is also an additional analysis of
the correlation between the variables separated into their specific sectors.
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4. Research findings

The Global Reporting Initiative provided a list of industries that they analyzed. Overall, they assign the
companies into 36 sectors ranging from Agriculture to Water Utilities. The discussion of the relationship of CSP
and CFP between industries is highly recommended in the previous studies (Moneva et al., 2007; Griffin &
Mahon, 1997). It is argued that the companies face similar conditions and regulations, therefore the findings
between the relationships will be more accurate. Since the sample size for this study is relatively small, it is
acknowledged that there will not be enough companies to reflect every industry. Therefore the sectors that have
very small sample size of 1 to 3 companies are omitted. If the sectors with small sample size are included, the
findings will not have any legitimate reflection of the industry. As a result, only 4 sectors are analyzed in this
study; Conglomerates, Energy, Financial Services and Telecommunication sectors. In previous research, it is found
that there is still a relatively small amount of literature on the relationship between CSP and CFP by individual
sectors (Curran, 2005; Orlitzky, Schmidt, & Rynes, 2003). The variables analyzed in this section do not include
the Earnings per Share due to the different currencies of the ASEAN countries.

The conglomerate sector comprises companies which operate in many different industries. The New York
Times defined the sectors; “The Industrial Conglomerate industry consists of large organizations engaged in
multiple business lines within the industrial sector, where at least two business lines comprise a substantial portion
of the company's total operation.” The companies in the conglomerate industry have substantially high influence
on the market due to their involvement in multiple industries. Due to the diversification of their investments, the
conglomerates are faced with lesser risk. It is found in this study that there is no significant correlation between all
the variables of CSP and CFP. This may be caused by the small sample size of companies, since there are only 4
companies that belong in this sector.

The energy sector comprises companies that provides; “oil crude producers, coal, oil well equipment
machinery, offshore drilling, gas pipelines, electricity, gas distribution, telecommunication, water, cable, and TV
and radio utilities (Curran, 2005). Since they are operating in an environment where they usually extract natural
resources, the nature of their business involves mass production of green house gases and possible destruction of
the environment. Therefore it is highly recommended that the companies in this sector produce a sustainability
report in which they should disclose their engagement with the environment. The results of the correlation analysis
show that there is a significant moderate negative correlation between EC and ROA. This finding is consistent
with the results of the research done by Curran (2005), which show that there is a negative relationship between
the CSP and CFP in the energy sector. The paper also finds that there is a moderate positive correlation between
SO and ROE.

The financial services sector includes banks, investment banks and insurance companies. In this study the
sample analyzed are made up of banks. There is a total sample of 12 banks included in the data. Looking from the
mean of the disclosures done by the companies, it is found the companies in the financial services sector provide a
very limited amount of environmental disclosures. This is because they do not affect directly towards the
environment, but instead they are very connected to the social and economic variables in the economy. This is
reflected in the results of the correlation analysis. It is found in this study that the economic disclosure has a
positive correlation to ROE. Furthermore, there is also a significant positive connection between EC and ROA.
This finding is appropriate because the stakeholders of banks are mostly made up of investors and shareholders.
These groups of stakeholders are more concerned about the disclosure regarding the economic and social aspects
of the firm. As seen by the positive correlation between EC — ROA and ROE, it can be concluded that as the
number of economic disclosure increase, there is also an increase in the profitability of the firm.

The telecommunication sector comprises companies which provide services such as; internet access, mobile
phone and land-line services. This sector is not naturally connected with the environment; however the
stakeholders of the telecommunication companies are more concerned with the financial and social performances.
This is reflected in the result above; significant moderate to strong positive correlation between economic
disclosure and profitability.
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In summary, there is an overall increase in the number of disclosures and financial performances of the
companies. There is a very significant increase in the mean of social disclosure in the recent years. This may be the
result of the improved guidance provided by the framework and the increased awareness of the companies in
regards to employees and other social indicators (Asian Sustainability Rating, 2010). The result of the descriptive
statistic shows that the top companies in the ASEAN region are increasingly aware of CSR disclosure.

5. Conclusion

Sustainability is becoming an increasingly prominent concept in society today, especially in the developing
countries in Asia. ASEAN countries are gradually more aware of the increase in demands and possible benefits of
including stakeholders into their governance. Although there are many benefits of the engagement of CSR
initiatives in companies, there are also high levels of initial and consequent costs that the companies are concerned
about. One of the benefits of incorporating stakeholders into the strategic management is that it will generate more
profit for the company. Therefore this thesis is aimed at investigating the correlation between the CSP and CFP of
the top 40 companies in the ASEAN region by analyzing the economic, environment and social disclosure against
the profitability ratios of the firms. By the end of the research, the following research questions are answered:

Research Question 1: Are the top listed companies in ASEAN region aware of CSR disclosure? Yes, the
companies are aware of the voluntary CSR disclosure. As mentioned in the previous section, 15 companies
provided a separate sustainability report and 19 companies disclosed their CSR related policies and activities in a
specific section. With this result, it is apparent that the companies are aware of the need to disclose their approach
regarding sustainability. It is also found that there is a change of focus in disclosure for the respective years.

Research Question 2: Is there a correlation between the Corporate Social Performance (CSP) and Corporate
Financial Performance (CFP) of the top listed companies in ASEAN? Yes, the overall sample resulted in a
moderate positive correlation between all CSP and CFP variables. When broken down into specific countries, it is
found that each country contributed in a different way towards the correlation between CSP and CFP. Thailand
and Malaysia provides a weak contribution towards the correlation.

In conclusion, there is an increase of awareness of the companies in regards to CSR reporting. This study
proved that there is an increase number of CSR disclosure in 2009 to 2011. This is consistent with previous
research and reports that states the current status of CSR awareness in Asia. It is also found that the majority of the
companies which provided sustainability reports are MNEs. This result can be justified by the institutional theory
which explains why companies are engaging themselves in the concept of sustainability.
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