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Meshari Al-Hajri (Kuwait), Fawaz Al-Enezi (Kuwait)

THE ASSOCIATION BETWEEN
CORPORATE SOCIAL
RESPONSIBILITY DISCLOSURE
AND ACCOUNTING-BASED
FINANCIAL PERFORMANCE:
A KUWAITI EVIDENCE

Abstract

The current study aims at extending prior accounting research on the association be-
tween Corporate Social Responsibility Disclosure (CSRD) and Corporate Financial
Performance (CFP) using a sample of listed firms on Kuwait Stock Exchange (KSE)
from 2011 to 2012. It conducts a regression analysis to investigate the association be-
tween CSRD and CFP, as well as investigates the impact of firm size, leverage, and
industry affiliation as the key determinants suggested by prior research on the level of
CSRD. The results of the present study reveal that both CFP and firm size have signifi-
cant positive associations with CSRD, whereas, in contrast, firm’s leverage and firm’s
industry affiliation show non-significant associations with CSRD.

Keywords Corporate Social Responsibility, accounting measures,

Corporate Financial Performance, Kuwait

JEL Classification M40
INTRODUCTION

For the last 20 years, Corporate Social Responsibility Disclosure (CSRD)

has attracted a growing admiration and respect among academics, as well

as professionals (e.g. Chang et al., 2017). Elias and Epstein (1975, p. 36)

pointed out that “CSRD involves the reporting of aspects related to the

way a business entity is involved in social activities Similarly, Gray et al.
(1996) defined it as a communication process that firms use to communi-
cate the social impacts of their economic actions to specific groups within

their society. It shows how business entities as members of the society ad-
dress both social and environmental issues of concern to the surround-
ing communities in their operations and activities (Kok et al., 2001). The

association between CSRD and Corporate Financial Performance (CFP)

was an issue that has drawn the attention of several accounting research-
ers (e.g., Muttakin et al., 2015; Chang et al., 2017; Bani-Khalid et al., 2017).
Investigating the CSRD-CFP association has been an appealing research

issue, as obtaining an understanding about this association is expected

to be instrumental for the corporate management, as well as the different

groups of the firm’s stakeholders (Simpson & Kohers, 2002). In a review of
prior CSRD-CFP, Gray (2006) suggested that empirical findings report-
ed about this association are mixed, leaving only indecisive conclusions

about this research issue. In addition, prior related research suggests that

investigating the CSRD-CFP association is knotty both theoretically and

methodologically (e.g. Carroll, 2000). Hence, further investigation of this

association is apparently needed.
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The objective of the current study is to answer two main research questions. First, whether there is a sig-
nificant association between CSRD and CFP for a sample of Kuwaiti listed companies. Second, whether

CSRD in Kuwait is affected by the same key drivers documented in prior CSRD research. As indicated

earlier, the research questions of interest in the current paper may have been examined considerably in

prior research and across different countries. Empirical results reported about these questions, however,
are still not conclusive (Bani-Khalid et al., 2017). In addition, much of previous empirical research ex-
amining factors influencing CSRD has been conducted in the context of Western or East-Asian coun-
tries’ markets, with very few studies carried out to examine such issues in the context of other parts of
the world. Furthermore, no research, the authors are aware of, has empirically investigated the CSRD-
CFP relation in the context of the emerging Kuwaiti market. The current study, therefore, intends to

expand this line of accounting research by providing empirical evidence about this relation from a

setting that has not been explored previously, where corporate governance regulations has been almost

absent, and where corporate ownership structure in listed firms is featured by high concentration (Al-
Fraih et al,, 2012). In particular, this study attempts to contribute in filling the extant shortage in the

international literature by providing further empirical evidence about (i) whether there is an association

between CSRD and CFP in the context of the Kuwaiti market, and (ii) whether CSRD in Kuwait is ine
fluenced by some key CSRD determinants, namely firm size, leverage, and industry affiliation. The cur-
rent study, therefore, contributes to the international literature by reporting empirical evidence about

these research questions in the context of an unexplored emerging market. The results reported in the

current study reveal that CSRD in Kuwait is significantly associated with CFP as well as firm size. The

results reported, nonetheless, financial leverage nor industry affiliation have any significant associations

with CSRD. The findings offered by this study are anticipated to be interest to accounting and business

researchers, and to be of practical implications for corporate management, investors and different in-
terested parties. The structure of the paper proceeds as follows. Firstly, section 1 presents an overview
on the study’s theoretical framework. Section 2 reviews the related literature. Secondly, section 3 offers

some details on the research method. Section 5 shows the empirical analysis of the current study. Finally,
last section reports the study’s conclusions.

1. THEORY AND
BACKGROUND

holders and argues that a company should give
special attention to meet their interests and needs
(Maignan & Ferrell, 2004). From the perspective
of stakeholder theory, not only corporate share-
holders are affected by firm’s activities, but also
other different groups (Freeman, 1999). The stake-
holder perspective argues that besides sharehold-

1.1. Theoretical framework
of the study

CSRD practices have been studied in light of a
number of theoretical perspectives such as stake-
holder theory, agency theory, legitimacy theory
and institutional theory. However, stakeholder
and legitimacy theories often have been used to
explain why business entities engage in CSRD.

1.1.1. Stakeholder theory

Solomon (2010) posits that “stakeholder theory
could be regarded as a conceptual mixture from
different disciplines that renders interesting so-
ciological and organizational interpretations for
corporate behaviors. Stakeholder theory gives
a great deal of attention to the company’s stake-

2

ers, other constituencies are influenced by firm’s
activities (Freeman, 1999). The basic idea here is
that the success of the company and its continu-
ation in its activities depends mainly on how the
company manages its relations with these different
groups of stakeholders (Freeman & Philips, 2002).

1.1.2. Legitimacy theory

In line with stakeholder theory, legitimacy theory
argues that firms’ survival depends significantly
on their adherence to the boundaries of what the
society considers socially acceptable behaviors”
(Mousa, 2010). Consequently, a company needs to
confirm its legitimacy by maintaining a good re-

http://dx.doi.org/10.21511/imfi.16(1).2019.01
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lationship with its stakeholders to keep their en-
dorsement and support for a company’s goals and
activities (Elsbach & Sutton, 1992). It is argued
that stakeholders who possess greater influence
and perseverance will know more about organi-
zation’s CSR initiatives than other less influential
stakeholders (Peloza & Papania, 2008). Legitimacy
theory gives a corporate management the chance
to handle CSRD to sway and distort the compa-
ny’s reports in a manner, which is favorable to the
company (Kokubu et al., 1994). It can be argued
that both legitimacy and stakeholder theories are
complementary to each other, as they provide an
answer to the fundamental question of why firms
provide CSRD. While legitimacy theory argues
that firms are engaging in CSRD to maintain
their legitimacy and to continue their activities
in society through obtaining the acceptance of
stakeholders, the other theory, stakeholder theo-
ry, points out that firms are involving in CSRD to
meet the interests and needs of stakeholders.

1.2. The Kuwaiti stock market

The Kuwaiti stock market is indeed one of the old-
est equity markets in the Arab world. The enor-
mous upsurge in the Kuwaiti economy following
the production of oil in the mid of the 20th cen-
tury has resulted in a huge increase in commerce
and business activities in Kuwaiti. This escalation
of the volume of business was accompanied by a
dramatic upsurge in the number of companies op-
erating in the market, and has resulted in a need
for a market where investors can raise and ex-
change equity. Although equity trading was prac-
ticed in Kuwait as early as the 1950, it was not
until the 1970’s that it was officially organized. In
1982, the Kuwaiti stock market witnessed a huge
market crash, known as ‘Al-Manakh crisis’, due
to the insufficient and lacking supervision that
was in place at that time. Soon after the crash, the
Kuwait Stock Exchange (KSE) was established in
1983 to oversee equity trading in the Kuwaiti mar-
ket. Although KSE establishment led to some im-
provements in governing equity trading activities,
supervision and monitoring over these activities
remained substandard until 2010 when the Capital
Markets Authority (CMA) was established. CMA
is currently the chief governing body for regulat-
ing and overseeing activities related to equity trad-
ing in the Kuwaiti capital market.

http://dx.doi.org/10.21511/imfi.16(1).2019.01

In terms of market capitalization, the Kuwaiti
stock market is among the largest markets in the
Arab world. Over the last two years, market capi-
talization of Kuwaiti stock market has increased
from around $87 billion in 2016 to about $93 bil-
lion in 2017. As of June 2018, the number of firms
listed on the Kuwaiti stock market totaled 175
firms divided into 12 different market sectors.

2. LITERATURE REVIEW
AND THE HYPOTHESES
DEVELOPMENT

2.1. CSRD and CFP

Literature on the association between CSRD and
CFP has offered different approaches with differ-
ent theoretical foundations. However, mixed and
conflicting results are reported. Table 1 shows
some of these studies.

A number of studies suggested a positive associa-
tion between CSRD and CFP with different ex-
planations. For example, proponents of the “so-
cial impact hypothesis” of the stakeholders the-
ory (e.g. Alturki, 2014) suggest that when a firm
commits itself to meeting the needs of non-owner
stakeholders (e.g. customers, employees, etc.), this
will lead to enhancing its image and reputation in
the society, which will consequently be reflected
in its financial performance. This notion is backed
by empirical evidence that firm’s devotion to (and
disclosure of) socially responsible activities and
actions leads to lowering its cost of capital, and, in
turn, leads to improving its financial results, and
vice versa (Dhaliwal et al., 2011). This way, CSRD
can be seen as a channel that companies use to
communicate their dedication to meeting stake-
holders’ expectations and demands. Another pos-
sible reason suggested for the positive association
between CSRD and CFP is that companies that
commit themselves to socially responsible behav-
iors are in general companies with capable man-
agement, and hence are expected to perform well
financially as well. In fact, the CSRD literature
includes research (e.g. Bowman & Haire, 1976;
Belkaoui & Karpik, 1989), suggesting that firms
with high levels of CSRD generally possess the
skills needed to run their operations profitably. An

3
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Table 1. List of some previous CSRD and CFP studies

The author(s)

Sample and country

Main objective

Main results

Chang et al.

(2017

Bani-Khalid et al.

(2017)

Muttakin et al.
(2015)

Alturki (2014)

Giannarakis et al. | 100 US listed firms

(2014)

Macarulla and
Talalweh (2012)

i Listed firms on Shanghai Stock
i Exchange (SSE) from 2009 to 2013

: 116 listed Bangladeshi non-financial

i firms (from 2005 to 2009)

116 non-financial listed firms during
i the period 2012-2013 in Saudi Arabia

66 listed firms in Jordan (from 2010 to
£2012)

(from 2009 to 2012) determinants of CSRD

i To examine the effect of CSRD
:on CFP

: To examine how corporate
i characteristics could influence
i the CSRD

i To investigate the relationship

i between CSR disclosure and a
: number of factors, namely firm
i size, profitability and board

: diversity

i To examine the determinants of
: CSRD Saudi firms

To investigate the vital

' To examine the determinants of
: CSRD in Saudi firms focusing on

i Profitability is the most important

variable associated with CSRD,

“ while firm age and corporate

i governance (CG) have little effect
ONCSRD

i Financial performance and firm

i size are significantly associated

: with CSRD, however, age, type

: of industry, profitability, and

i ownership are not related to
(CSRD.

i Firm size and profitability are the
i most determinining variable of

i CSR, while other variables have a
‘ negative effect on CSRD

i There is a significant and positive
i relation between company’s

i CSRD and its profitabilitK, size,

i and age, while leverage ha

i non-significant association with
OSRD

i Firm’s industrial profile seems

‘ to have a significant impact on
OSRD

: Firm size, profitability and type

: of industry are the main variables

Sa

132 Saudi Arabian listed firms in 2008

: firm characteristics

: associated with CSRD

additional explanation suggested for the CSRD-
CFP positive association is that companies that
devote some of their resources for CSRD activities
are generally companies with superb CFP (Preston
& O’Bannon, 1997). Moreover, some authors (e.g.
Milne, 2002) suggested that the positive associa-
tion between CSRD and CFP is because firms with
large profits generally have a greater incentive to
disclose their CSRD activities in an effort to divert
general public attention and to avoid any potential
political intervention away from their profits.

On the other hand, researchers who suggest-
ed an inverse association between the level of
CSRD and CFP basically argue that a high level
of CSRD means more amounts of firm’s econom-
ic resources spent on CSRD activities, and hence
lower amounts of profit (Salzmann et al., 2005).
Moreover, research suggesting a negative rela-
tion between CSRD and CFP includes also stud-
ies (e.g. Preston & O’Bannon, 1997) that proposed
the “managerial opportunistic behavior” hypoth-
esis and suggested that corporate management in-
terested mainly in serving its own interest is ex-
pected to reduce expenditures on (and disclosure
of) CSRD activities when the firm is doing well
financially in order to maximize firm’s reported
profits and hence executive compensation. This
hypothesis continues to suggest that when the
firm is financially experiencing a bad time, firm’s

4

management tend to “opportunistically” increase
CSRD in order to divert public attention from its
bad performance.

Based on previous discussion, the association be-
tween CSRD and CFP has reported mixed results.
Several studies report a significant positive asso-
ciation between the level of CSRD and CFP (e.g.,
Simpson & Kohers, 2002; Khan et al., 2013). Other
studies (Aras et al., 2010), however, could not re-
port any significant association between CSRD
and CFP. Although empirical results reported in
previous research about the CSRD-CFP associa-
tion are mixed, these research findings are mostly
suggestive of a positive association between the
CSRD level and CFP. Therefore, the study’s first
hypothesis is specified as follows:

HI: There is a significant positive relation be-
tween the amount of CSRD and CFP.

2.2.The key determinates of the
amount of CSRD

2.2.1.Firm size

The CSRD literature includes a number of theo-
retical bases offered to explain the effect of firm
size on its CSRD. Since larger firms are more vis-
ible to social activists groups, they are expected to

http://dx.doi.org/10.21511/imfi.16(1).2019.01
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disclose more CSRD as a public relations mecha-
nism used to contain the possible offences of social
activists groups (Belkaoui & Karpik, 1989). Other
authors suggested different reasons for the posi-
tive relation between the amount of CSRD and
firm size. For example, Bujaki and Richardson
(1997) suggested that larger firms are expected to
provide more CSRD, since the cost of supplemen-
tal information disclosure is lower in these firms,
as they typically enjoy more advanced reporting
systems, which makes it more “economical” for
large firms to provide CSRD compared to smaller
firms. Other authors (e.g., Singhvi & Desai, 1971)
suggested that another possible reason for expect-
ing a positive association between the CSRD lev-
el and firm size is that smaller firms, due to their
competitive disadvantage, are expected to be more
disinclined to disclose any kind of extra informa-
tion (e.g. CSRD).

The relation between CSRD and firm size has been
examined empirically in most of previous CSRD
research. As indicated earlier, the common idea
is that larger firms are expected to disclose more
CSRD as a result of the greater pressures they face
by the public to report information about their
CSRD activities (Cowen et al., 1987). Empirical
findings of previous related studies in general sug-
gested a positive association between the amount
of firm’s CSRD and firm size (Muttakin & Khan,
2014; Muttakin et al., 2015; Bani-Khalid et al.,
2017). In light of prior research, larger firms are
expected to provide more CSRD than smaller
firms, and the second hypothesis of the present
study, therefore, is:

H2: There is a significant positive relation be-
tween firm size and the amount of CSRD.
2.2.2. Leverage

Several previous CSRD studies (Wallace et al,
1994; Khlif & Souissi, 2010) showed that firm’s
leverage is significant in explaining the amount
of CSRD by firms. Empirically, however, the di-
rectional impact of this variable on the CSRD is
still unclear. On the one hand, some studies (e.g.,
Haniffa & Cooke, 2005) suggested that high lev-
eraged firms have a greater incentive to provide
more CSRD, as they need to legitimize their ac-
tions. Other studies (e.g., Purushothaman et al.,

http://dx.doi.org/10.21511/imfi.16(1).2019.01

2000), however, suggested that firms with high
leverage are expected to have very close ties with
their creditors, and, therefore, are expected to
have other channels for disclosing to them their
CSRD activities and actions. In view of the afore-
mentioned opposite arguments and mixed empiri-
cal results, no prediction is made about the direc-
tion of the relation between the amount of CSRD
and firm’s leverage. The current study’s third hy-
pothesis, therefore, is as follows:

H3: There is a significant association between
firm’s leverage and the amount of CSRD.
2.2.3. Industry dffiliation

The voluntary disclosure line of research in the
accounting literature includes studies (e.g., Dye
and Sridhar, 1995) showing that the amount of
firms’ voluntary disclosure is considerably af-
fected by the characteristics of the industry they
belong to. Prior CSRD research (e.g., Cormier
et al,, 2005) suggested that firms’ decision with
regard to the amount of CSRD is significantly
influenced by their industries’ characteristics.
Moreover, empirical results documented in
previous CSRD research (e.g., Kotonen, 2009)
reveal a significant association between the
amount of firm’s CSRD and its industry affilia-
tion. For example, some studies (e.g., Reverte et
al., 2009) found that firms that belong to “en-
vironment sensitivity” industries tend to make
considerably high amounts of CSRD than other
firms. Industries with high environment sensi-
tivity are industries with manufacturing opera-
tions that potentially have harmful impacts on
the environment. In general, these industries
include, for example, oil, mining and chemi-
cal industries. Prior related research (Clarke &
Gibson-Sweet, 1999) showed that firms belong-
ing to these industries tend to provide more
CSRD about environment, health, and safety.
Empirical evidence was documented in previ-
ous research, therefore, the amount of CSRD is
expected to depend greatly on the environment
sensitivity of their industry. The current study’s
forth hypothesis, therefore, is specified as follows:
H4:  There is a significant positive association be-
tween the company’s industry affiliation and
the amount of CSRD.
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3. RESEARCH METHOD

3.1. CSRD measurement
(dependent variable)

As specified earlier, CSRD, the dependent vari-
able in the model, is a measure of the amount of
CSRD made by firms in their annual reports. To
measure this CSRD variable, an index was calcu-
lated based on each firm’s score on a checklist of 21
items pertinent to CSRD information disclosed in
the annual report (see Appendix for CSRD items).
This checklist of CSRD items is a modified ver-
sion of a checklist used by Hackston and Milne
(1996) and several other CSR studies (e.g., Aras et
al., 2010). To measure the value of the CSRD index,
the current study followed a procedure similar to
that used in prior research (i.e., Muttakin & Khan,
2014). Specially, for each observation, any item in
the CSRD checklist is given the value of 1 if dis-
closed by the firm in any part of its annual report,
and 0 if not. For each firms, the CSRD index is
then obtained by determining the ratio of the to-
tal score of the disclosed CSRD items recorded for
each firm to the maximum possible score, which is
21. Hence, the CSRD index is calculated as follows:

;
Xij
1
b

CSRD =1I=
n

Jindex

1)

J
where CSRD ...
total possible number of CSRD items for j-th firm,
x, — 1 if the i-th item of the CSRD checklist is

1

disclosed by firm j, and 0 if not.

3.2. Independent variables
(explanatory variables)

Prior studies that examine the CSRD-CFP as-
sociation have typically used one of two types
of measures of corporate financial performance:
market-based measures or accounting-based mea-
sures. Research using market-based measures of
firm’s financial performance generally examines
the linkage between stock market returns and
CSRD (e.g., Murray et al., 2006). Research stud-
ies using accounting-based measures of financial
performance (e.g., Preston & O’Bannon, 1997;
Cris6stomo et al., 2011) have typically used mea-
sures that are based on accounting information

6

- CSRD index for j-th firm, 7, -

as proxies of CFP when investigating the CSRD-
CFP association. While market-based measures of
CFP are entirely based on investors’ perspective
of firm’s value, and, therefore, discount the view-
points of other stakeholder groups (Reverte, 2009),
accounting-based measures of CFP are shown to
be more stable with respect to their association to
CSRD (McGuire et al., 1988). In fact, in a review of
121 empirical CSRD-CFP empirical studies, Wu
(2006) demonstrated that accounting-based mea-
sures of CFP (i.e., profitability) are better predic-
tors of firm’s CSRD than the market-based proxies
of financial performance. The current study has
adopted accounting-based measures of CFP, con-
sequently, it used firm’s return on assets (ROA) as
a proxy for CFP similar to related prior studies
(e.g., Criséstomo et al., 2011). The variable ROA is
included in the research model to test H1.

The variable, firm size (SIZE) is included in the re-
search equation to test H2. Similar to most related
previous research (e.g., Haniffa & Cooke, 2005),
the natural log of the total assets of the company
at the year-end is used as a measure of the com-
pany size. The financial leverage of the firm (LEV)
variable is included in the regression equation to
test H3. It is measured as the firm’s total liabilities
divided by its total owners’” equity. As indicated
earlier, empirical findings reported in previous
related research about the association between
this variable and the amount of CSRD are mixed.
Hence, no directional sign is predicted for the LEV
variable.

As Table 2 shows, the sampled firms come from 12
industries according to KSE industry-sector clas-
sification. To test H4, however, the sampled firms
were divided into two main groups according to
their potential environmental sensitivity. In par-
ticular, the ENVIR dummy variable is added to
the research model to represent impact of firm’s
industry affiliation on the amount of CSRD. This
variable takes the value of 1 if the firm is an oil and
gas, petrochemicals, or a manufacturing firm, and
0 otherwise.

3.3. Control variables
Prior CSRD research (e.g., Cormier et al., 2005)

suggested that old firms tend to provide more
CSRD than newly established firms. Hence, the

http://dx.doi.org/10.21511/imfi.16(1).2019.01
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AGE variable is added to the regression equation
to control for the potential impact of firm’s age on
the amount of CSRD. In addition, prior related re-
search (Walden & Schwartz, 1997) suggested that
CSRD (i.e., environment-related information) may
change from one year to another. Therefore, the
YEAR dummy variable is included in the regres-
sion equation to control for the possible impact of
year differences. This variable takes the value of 1
if the firm’s annual report is for the year 2012, and
0 if the annual report is for the year 2011.

3.4.Study sample

The study sample consists of a total of 114 firm-year
observations. The data set pertains to 2011 and/or
2012 annual reports of a randomly selected sample
of 81 firms listed in the Kuwait Stock Exchange
(KSE). Table 2 shows the number of firms included
in the sample, and the different KSE sectors the
sampled firms are affiliated to. As shown, the sam-
pled firms represent 12 sectors, including banks
(11 firms), financial services (23 firms), insurance
(3 firms), real estate (17 firms), oil and gas (3 firms),
industrial (9 firms), basic materials (2 firms), con-
sumer goods (2 firms), telecommunications (3
firms), healthcare (1 firm), and technology (1 firm).
Content analysis was performed on 114 annual re-
ports of firms to extract the data needed for the
analysis of interest in current study. In particular,
information related to CSRD was hand-collected

Table 2. Characteristics of the study sample

from the different parts of annual reports, includ-
ing chairman’s statement, directors’ report, and
supplementary notes. In addition, the financial
data needed for the study’s analysis were obtained
directly from the financial statements’ section of
the annual reports. The size of the study’s sample
is fairly reasonable, since the companies included
in the study’s sample constitute approximately
40% of companies listed on KSE.

3.5. Model specification

A regression model is developed based on prior
related research (e.g., Simpson & Kohers, 2002;
Khan et al,, 2013) to investigate the study’s re-
search hypotheses. In particular, the following
OLS regression is used to examine whether the
amount of CSRD is related to the various explana-
tory variables specified in the research hypotheses:

CSRD = B, + BROA+ B,SIZE + B,LEV +
+B,ENVIR + B.AGE + BYEAR + ¢,

@)

where CSRD - score index of corporate social re-
sponsibility disclosure, ROA - the company’s net
income divided by total assets, SIZE - natural
log of the company’s total assets, LEV - the com-
pany’s total liabilities divided by its total equity,
ENVIR - dummy variable taking a value of 1 if
the company belongs to oil and gas, petrochemi-
cals, or industrial sector, and 0 otherwise, AGE

Panel A. The sampled firms’ distribution across sectors

Sector No. of firms in sector Of sample, %
Financial services 23 e 284
Realestate LA N 21
Banks 1 o 36
Industrigf 9 mnmro
Consumer services 6 74
Insurance 3 37
Oilandgas 3 37
Telecommunication 3 37
Basic materials 2 25
Consumer goods I 25
Healthcare R 2
Technology e 2
Total A 81 f 100
Panel B. Observations by fiscal year of annual report

From 2011 annual reports : 48 7777777777 42
From 2012 annual reports 66 7777777777 56
Total 114 : 100

http://dx.doi.org/10.21511/imfi.16(1).2019.01
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- the number of years since the firm’s founding,
YEAR - one if the annual report is for 2012 fiscal
year, and zero if it is for 2011, & - error term.

Numerous measures have been used to proxy for
CFP. Return on Assets, ROA, however, was one
of the most used measures of firm’s CFP in pre-
vious related research (e.g., Berman et al., 1999;
Simpson & Kohers, 2002). According to Jensen
and Meckling (1976), corporate agency-related
costs increase when the size of the firm increases.
Therefore, larger firms are more likely to disclose
more information related to their operation and
activities than smaller firms. Previous account-
ing and CSR research (e.g., Murali & Welch,
1989) has used several measures to proxy for
firm size. Much of this research, however, have
used firm’s total assets as a surrogate of firm size.
The current study uses total assets as a measure
of firm size, and the SIZE variable is, therefore,
included in the research model. According to
several studies (e.g., Bellaoui & Karpik), the
amounts of CSR disclosure is negatively related
to firm’s financial leverage. The LEV variable is,
therefore, added to the equation as a proxy for
firm’s financial leverage. Previous research (e.g.,
Sethi, 1976) posits that CSR disclosure is more
likely for oil and energy producing firms. As
Sethi (1976) suggests, these firms use CSR dis-
closures as “advocacy advertising”. Accordingly,
the ENVIR dummy variable is added to the
equation as a surrogate for firm’s affiliation to
the oil and energy industry.

Table 3. Descriptive statistics

4. RESULTS
AND DISCUSSION

4.1. Descriptive statistics

Descriptive statistics are shown in Table 3. As this
table shows, firms comprising the study’s sample
vary from rather small firms, with total assets of
KD 5,851,063, to considerably large firms, with
total assets of about KD16,424,487,000. Table 3
reveals that the average CSRD score for firms in-
cluded in the sample is about 0.19. This means that,
on average, each firm disclosed about 4 of the 21
CSRD checklist items in its annual report. Table 3
shows that the average ROA for the sampled firms
is about 3.8%, while the average leverage ratio is
about 2.13. Table 3 also shows that the average
age of the sampled firms is around 30 years, and
that about 18% of firms included in the sample
were from “environmentally sensitive” industries
(e.g., oil, petrochemicals, and industrial firms). As
shown in Table 3, about 58% of the study’s ob-
servations pertain to 2012 annual reports, while
about 42% of the observations are related to 2011
annual reports.

4.2. Univariate analysis

Pearson correlations for the variables included in
the regression equation are shown in Table 4. As
Table 4 demonstrates, CSRD score is positively
and significantly correlated with firm size (p-val-

Variable N Min. : Max. Mean S.D.
The dependent variable
CSRD 114 : .00 : .86 : 19 : 18

Independent variables

SIZE (total assets) (KD) 114 5,851,063 16,424,487,000 i 1,090,297,029 |  2,646,187,907
ROA 114 .00 .28 : .038 : 048
LEV n4 .00 10.123 : 2.13 2.42
AGE n4 9 62 : 29.43 14.88
Variable Value Frequency % - -
0 : 94 82 : - : _
ENVIR T T, e
1 A 20 18 ; - : _
0 : 48 42 : - 2 -
1 66 58 : - : -

Note: CSRD (corporate social responsibility disclosure score index), ROA (return on asset), SIZE (firm size), LEV (firms
financial leverage), ENVIR (firm’s industry affiliation), AGE (firm age), YEAR (2011 or 2012).
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Table 4. Correlation matrix of variables

Variable CSRD ROA SIZE LEV ENVIR AGE YEAR
CSRD 1.000 - - - - - -
ROA o e8* 1000 - - - - -
it R g P o : : : :
o R T Rt o s : - -
o S o o it o o : :
AGE 180 097 083 ogies ~035 1.000 -
YEAR 052 037 009 ~020 _074 123 1,000

Note: CSRD (corporate social responsibility disclosure score index), ROA (return on asset), SIZE (firm size), LEV (firm’s
financial leverage), ENVIR (firm’s industry affiliation), AGE (firm age). YEAR (2011 or 2012). *, **, and *** denote the 2-tailed

significance at the 0.10, 0.05, and 0.01 levels, respectively.

ue = 0.005), firm’s ROA (p-value = 0.074), firm’s
financial leverage (p-value = 0.09), and firm’s age
(p-value = 0.10). As this table shows, except for
the correlation between the SIZE and LEV vari-
ables (0.633), correlations among the variables are
quite low, with the highest below 0.30. Yet, to fur-
ther investigate the possibility of multicollinear-
ity among explanatory variables, the Variance
Inflation Factors (VIF) are calculated for each
variable, and results are reported in Table 4. As
the results show, the greatest VIF value reported
is 1.755, which is lower than the VIF critical value
of 10 (Neter et al., 1983). Hence, multicollinearity
should not be a concern here.

4.3.The multivariate analysis

As indicated earlier, the current study aims at ex-
amining whether the amount of CSRD made by

Table 5. Regression results

firms listed on KSE is significantly related to CFP
(H1), firm size (H2), firm’s financial leverage (H3),
and/or firm’s industry affiliation (H4). To investi-
gate these research hypotheses, a regression model
including variables used as proxies of the test vari-
ables of interest, in addition to some control vari-
ables, is used. The regression results are shown in
Table 5. The model equation is as follows:

CSRD = B, + B ROA+ B,SIZE + B,LEV +
+B,ENVIR + B, AGE + B,YEAR + €.

©)

As Table 5 shows, the R-square of the regression
model is 0.140, and the F-statistics is 2.892 (p-val-
ue = 0.012). The regression results show that the
CSRD score is positively and significantly related
to firm’s ROA (p-value = 0.019), as well as firm’s
size (p-value =0.026), which provide support
to H1 and H2. In particular, these empirical re-

Variables Predicted sign ;| Estimated coefficient SE P-value VIF
Constant -3.95 0.216 : .070 :
o : e : 'o,'35'3””f . 1158
R R e S . 1709
— A e .O‘.OO.9....i . 1755
ENVIR + 0.043 0058 0535 . 1.091
P R S R R 1125
S ? e A 0032 R 1023
;'e'_'s'quarém OO SO SO S
e e
P-value (F-statistics) 0.012

Note: CSRD (corporate social responsibility disclosure score index), ROA (return on asset), SIZE (firm size), LEV (firm’s
financial leverage), ENVIR (firmy’s industry affiliation), AGE (firm age), YEAR (2011 or 2012). ¥, **, and *** denote the 2-tailed

significance at the 0.10, 0.05, and 0.01 levels, respectively.
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sults show evidence of a significant and positive
association between the amount of CSRD made
by firms listed on KSE and their financial perfor-
mance. Moreover, the results in Table 5 show that
the amount of CSRD made by firms listed on KSE
is significantly and positively related to firm size.
This result means that, in general, larger firms list-
ed on KSE tend to provide more CSRD than small-
er firms. The reported regression results also show
that the regression coeflicient of the LEV variable is

insignificant (p-value = 0.809). Hence, the regresh
sion results do not provide support for H3. The re-
sults in Table 5 also indicate that the coefficient of

the ENVIR variable is positive as expected but is

statistically insignificant (p-value = 0.353), which

does not provide support for H4. The regression

results in Table 5 also reveal that the regression co-
efficients of the AGE and YEAR control variables

are statistically insignificant, showing p-values of
0.214 and 0.809, respectively.

SUMMARY AND CONCLUSIONS

This study employs data from the Kuwaiti emerging market to investigate of the association be-
tween the amount of CSRD and a number of firm characteristics. In particular, this study aims at
providing empirical evidence about factors influential in determining the amount of CSRD made
by Kuwaiti firms. Consistent with to findings documented in several prior CSRD studies con-
ducted in different markets (e.g., Bani-Khalid et al., 2017; Muttakin et al., 2015; Alturki, 2014), the
results reported in this study reveal a significant association between the amount of CSRD made by
Kuwaiti firms and CFP. This indicates that firms with more CSRD are generally firms that are do-
ing well financially. Moreover, the current study’s results report a significant association between
the amount of CSRD and firm size. This result is similar to findings reported in other related stud-
ies (e.g., Bani-Khalid et al., 2017; Alturki, 2014; Macarulla & Talalweh, 2012), and indicates that
larger firms, which are expected to be more vulnerable to public scrutiny, tend to disclose greater
amounts of CSRD than smaller firms. The results, however, show that the amount of CSRD is not
statistically related to firm’s leverage nor firm’s industry affiliation. Such results are not surpris-
ing, though, as similar results are reported in several prior CSRD studies (e.g., Alturki, 2014). The
substantiated empirical findings offered by the current study about the association between the
amount of CSRD and certain corporate characteristics is expected to be useful to both investors
and firm’s management in understanding how CSRD are related to these firm characteristics. The
results reported by the current study can also be useful to regulator and policy makers in the de-
velopment of regulations related to CSRD practices by firms in Kuwait.

This study is subject to some worthy of noting limitations. For example, the current study’s exami-
nation of the amount of CSRD is limited to information disclosed in firms’ annual reports, and
hence does not include disclosures made though other media and news channels, such as newspa-
pers and television. Therefore, future similar research can be designed to include these other media
and news channels in the analysis of the amount of CSRD. Another limitation of the current study
is that its examination of CSRD is restricted to only firms listed on KSE. Future research, there-
fore, can be conducted to examine CSRD made by other kinds of firms in the Kuwaiti market. The
check-list used to measure the amount of CSRD used in the current study is a modified version of
checklists designed by researchers examining CSRD in markets with settings that may be different
than that of the Kuwaiti market, and, hence, may not have appropriately captured CSRD made by
the Kuwaiti firms. It seems, therefore, important for future research to pay more attention to the
use of CSRD checklists that are appropriate to the market settings where the research examination
is being conducted. Moreover, other new variables can be tested in the current study such as corpo-
rate governance mechanisms. Another valuable avenue for future research is to replicate this kind
of investigation using larger and more recent data sets and different research approaches.
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APPENDIX

CSRD ITEMS

Environment

That the company’s operations are in compliance with pollution laws and regulations.
That pollution from operations has been or will be reduced.

Conservation of natural resources (for example, recycling materials).

Receiving an award relating to the company’s environmental policies.

Employee health and safety

Disclosing employee’s accident statistics.

Complying with safety standards in the work environment.

Receiving a safety award.

Providing health care for employees.

Sponsoring employee training.

Providing assistance for employees who have been made redundant.

Providing staff accommodation/staff home ownership schemes.

Providing information about the amount/policies of employees’ compensation.
Providing statistics on the number of staff, the length of service in the company.

Products

Information on the safety of the firm’s product.

Receiving any award related to the quality of the firm’s products (for example: ISO 9000).
Information about the company’s efforts to improve its product.

Information about the company’s customer services.

Community involvement

Donations to support any community activities and events.
Charity programs.

Enabling summer or part-time employment of students.
Sponsoring health projects for the community.
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