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Abstract  

This thesis empirically investigates the effect of total blockholders and their various types on 

the relationship between corporate social responsibility (CSR) and firms’ financial 

performance (FP). It utilises a sample of UK firms and a sample of Chinese State-Owned 

Enterprises (SOEs). The UK firms cover FTSE 350 listed companies from 2005 to 2017, and 

Chinese firms are drawn from the China Securities Index (CSI) from 2009 to 2017. This study 

employs the UK and Chinese contexts because of the variation in their ownership structures 

and corporate governance policies. While blockholders of UK firms are typically institutional 

investors, the vast majority of ownership within the Chinese context is state-owned enterprises. 

 

This thesis firstly investigates the extent to which the total percentage of shares held by 

blockholders negatively moderate the relationship between CSR and firms’ financial 

performance in the UK context. My findings show that the similar results for individual 

blockholders and institutional blockholders which are negatively affect the relationship. The 

findings are in line with higher percentages of total blockholders overseeing managers’ 

decisions that create agency problems, and ultimately affect firms’ financial performance. In 

addition, the results also show that individual and institutional blockholders seek private 

benefits by investing in risky projects, hence, increasing agency costs in the firm. These 

findings are in compliance with agency theory propositions. On the contrary, state blockholders 

positively moderate the relationship between CSR and firms’ financial performance. This 

finding indicates that state blockholders are actively engaged in welfare creation, CSR-related 

activities and receive regulatory incentives that further strengthening the relationship (CSR and 

FP). This finding is aligned with both the stakeholder and legitimacy theories.  

 

Secondly, in the Chinese context, the total percentage of shares held by state blockholders 

positively moderates the relationship between CSR and financial performance in SOEs. The 

findings imply that a large proportion of firms are owned by the Chinese government which 

has voting rights and enhanced monitoring and decision-making power in the firms. Results 

also suggest that state blockholders maximise social welfare instead of private benefit. 

Furthermore, I also report that the high political connection of such an ownership structure 

positively influences firms’ financial performance. These findings, again, provide further 
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support for the stakeholder and legitimacy theories. On the other hand, the influence of non-

state blockholders on the relationship between CSR and financial performance in Chinese 

SOEs appears to be minimal and rather insignificant in both economic and statistical terms. 

 

The overall results of this study offers important insight for investors and corporate managers 

on understanding the crucial role of blockholders and their effects on CSR investment and 

firms’ financial performance. Additionally, the findings provide relevant policy 

recommendations for regulatory bodies in assessing appropriate levels of CSR engagement and 

help other stakeholders in gaining a better understanding of the role of blockholders on the 

relationship between CSR and financial performance. These results can also be applied to other 

developed and emerging countries with similar economic, political, social, and cultural 

environments.  

 

 

Keywords: Corporate Social Responsibility, Ownership Structure, Blockholders, Financial 

Performance, Moderating Effect.  
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Chapter 1: Introduction 

1.1 Chapter Overview  

In the past fifty years, we have seen increasingly rapid advances in the field of corporate social 

responsibility (CSR) practices1 (Du and Gray 2013; Wang et al., 2016) and their positive 

consequences (Orlitzky et al., 2003) on firms’ financial performance (FP). As a result, CSR 

has been one of the most important notions in recent business strategy (McWilliams and Siegel 

2000; Carroll 2015; Malik 2015; Eliwa et al., 2019). Moreover, organisations consider CSR is 

an important strategy since many countries across the globe are facing unprecedented 

challenges due to various crises. These crises consist of environmental crises including water 

supply, land degradation, climate change, greenhouse emission, ozone depletion, global 

warming; social crises including violence, corruption, child labour, unfair discrimination, 

human rights abuse; and governance crises such as the falls of Enron, WorldCom, Lehman 

Brothers and many others. Therefore, there has been an accelerated emphasis on the need for 

making responsible development goals a widespread priority in business operations.  

Indeed, firms have started realising the importance of moving beyond the myopic goal of profit 

maximisation to socially responsible goals by engaging in environmental, social and 

governance (ESG) activities. These socially responsible activities aim to improve stakeholders’ 

welfare, providing employee benefits, investing in environmental friendly production 

processes, selecting suppliers that avoid the use of child labour, utilising appropriate 

governance policies and organising projects that help the poor in less-developed countries 

(Aguinis 2011; Aguinis and Glavas 2012; Liang and Renneboog 2017). In recent years the 

adoption of CSR activities has risen in firms’ operations and business strategies. However, the 

question is why shareholders invest in CSR activities rather than activities that aim at pure 

profit maximisation.  

Earlier studies have utilised various theories to answer this question. For instance, the agency 

theory (Jensen and Meckling  1976) suggests that a firm aims to generate value for its principles 

by fulfilling specific societal expectations. To achieve this objective constantly, sustainable 

                                                           
1 In this thesis the CSR engagement, CSR investment, CSR practice, CSR activities are interchangeable with 

CSR and are captured by the Environmental, Social and Governance (ESG) scores available on Refinitiv’s 

Datastream.    
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management is required in a firm’s operations which could be enabled by appropriate relations 

between agents and principals. 2  

However, a prior study argues that the main beneficiaries of CSR initiatives are managers at 

the expense of shareholders (Krüger 2015). Criticisms have arisen in relation to certain aspects 

that CSR actions are good news for managers and bad news for shareholders because managers 

receive a range of benefits, e.g. improving the quality of work-life, fair salary, self-reputation, 

safety and job security by investing shareholders’ funds. Therefore, managers might invest 

heavily in CSR activities for their personal benefits while shareholders might not support CSR 

investments as this can lead to reduced profits for the firm. This argument indicates a 

conflicting interest between agent and principal which yield the agency theory. 3 

Besides, the stakeholder theory (Freeman 1984) suggests that satisfying shareholders and other 

stakeholders’ demands through socially responsible activities could enhance firms’ 

performance. This theory is widespread among researchers in explaining why shareholders 

should invest in CSR (Orlitzky et al, 2003; Deng et al., 2013; Flammer 2015; Krüger 2015; 

Dimson et al., 2015). The main explanation is simply “do well by doing good” (Derwall et al., 

2005; Flammer 2015). CSR literature argues that firms can “do well by doing good” as they 

may benefit from higher employees’ motivation, access to new markets (such as “green” 

consumers), more efficient use of materials and energy (Jones 1995; Russo and Fouts 1997; 

Porter and Kramer 2006) and other innovations. 

Furthermore, legitimacy theory provides another theoretical basis for understanding how and 

why firms’ managers can enhance organisational value by engaging in CSR activities. This 

theory suggests that legitimacy does not arise from merely making a profit and abiding by legal 

requirements (Hung 2011). Instead, making reference to the prevailing norms and values of 

society it is fundamental in ensuring that an organisation is bestowed legitimacy and satisfy its 

ethical responsibilities to the society. 

Existing studies remain inconclusive on the effect of CSR on firms’ financial performance 

(Margolis and Walsh 2003; Grewatsch and Kleindienst 2017; Aouadi and Marsat 2018). 

Multiple theories suggest that various factors (e.g. industry characteristics, firm size, business 

environment, governance structure and corporate regulation) influence the CSR policies and 

                                                           
2 Agents are managers and principals are shareholders/owners of the firm.  
3 Agency theory assumes that the agents are expected to act in the best interests of principals, without regard for 

self-interest.  
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firms’ financial performance (Lopatta et al., 2017; Cao et al., 2019). Based on the agency and 

stakeholder theories, two main points are clarified. The first aspect, supported by the agency 

theory, suggest that investing in CSR activities could harm a firm’s profitability and 

shareholders wealth due to increased spending on such type of activities (Motta and Uchida 

2018). The second aspect, in line with stakeholder theory, argues that CSR practices enhance 

firms’ sustainable financial performance (Liu and Zhang 2017).  

In addition, empirical literature finds both positive and negative relationship between CSR and 

firms’ financial performance (Hillman and Keim 2001; Bird et al., 2007; Harjoto and Jo 2015). 

For instance, Bird et al. (2007) and Harjoto and Jo (2015) suggest different aspects of CSR 

activities such as communities versus product-related CSR or legal versus normative CSR have 

various implications for firms’ financial performance. Therefore, it is challenging to identify 

the exact relationship between CSR and firms’ financial performance.  

On the other hand, a prior study by Zahra et al. (1993) suggests that the types of corporate 

ownership and board structures influence the relationship between CSR and financial 

performance. This aligns with owners’ investment strategies, and director responsiveness may 

differ in the firms where they discharge their firms’ strategies and risk-taking behaviour 

differently, which influences CSR investment. The argument indicates that CSR can be 

affected by other factors, e.g. ownership structure and their investment strategies which may 

lead to biased estimation of the relationship between CSR and financial performance 

(Buchanan et al., 2018). Therefore, this thesis considers the effect of ownership structure on 

the relationship between CSR and firms’ financial performance.  

1.2 Motivations and scopes 

Prior studies investigate the relationship between CSR and financial performance (McGuire et 

al., 1988; Jo and Harjoto 2011; Peng and Yang 2014; Buchanan et al., 2018). The findings of 

these studies suggest that other/external factors might influence this relationship. These factors 

include stakeholders, industry characteristics, firm size, business environment, innovation, firm 

strategy, financial slack, board diversity and regulatory factors (Hull and Rothenberg 2008; 

Baird et al., 2012; Jayachandran et al., 2013; Dixon-Fowler et al., 2013; Flammer 2013; Wang 

and Choi 2013; Duque-Grisales and Aguilera-Caracuel 2019).  

In line with these studies, Rees and Rodionova (2015), Kumar and Zattoni (2016), and Cao et 

al. (2019) stress that the ownership structure is an important influencing factor on the 
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relationship between CSR and financial performance. Leech and Leahy (1991) and Cronqvist 

and Fahlenbrach (2009) point out that a significant ownership stake enables firms’ owners to 

play a monitoring role in policy making and firm’s value maximisation activities. Edmans 

(2014, p. 24) adds that “…dominant blockholders are the most powerful forces that affect a 

firm’s strategy and performance as they play a critical role in governance, because of their 

sizable stakes, which give them incentives to bear the cost of monitoring management”. These 

arguments indicate the importance of an influential ownership structure on the relationship 

between CSR and firm value maximisation activities.  

Prior studies provide conflicting evidence concerning the relationship between ownership 

structure and CSR (Coffey and Fryxell 1991; Waddock and Graves 1994; Johnson and 

Greening 1999; Arora and Dharwadkar 2011; Dam and Scholtens 2013). For instance, Dam 

and Scholtens (2013) suggest that concentrated ownership leads to poorer CSR policies, while 

Coffey and Fryxell (1991) corroborate this argument and suggest that concentrated ownership 

e.g., institutional blockholders are myopic as the latter tend to pay more attention to quarterly 

returns instead of long-term investment (e.g. CSR). They also claim that returns in CSR 

investment are uncertain within a short term, even if they are socially optimal. Therefore, it can 

be asserted that concentrated ownership leads to lower CSR engagement in firms.  

However, Firth et al. (2016) and Chen et al. (2020) argue that institutional shareholders are 

long-term oriented and cannot exit the firm simply, because they hold a significant proportion 

of shares in the firm. As a result, they engage in high CSR activities in order to mitigate the 

risk of unfavourable regulatory actions, superior compliance costs and improve consumer 

relations. Prior studies, such as Roberts (1992), Waddock and Graves (1994), and Johnson and 

Greening (1999), also suggest a positive relationship between concentrated ownership structure 

and CSR engagement. Taking all these findings together, it is becoming apparent that the 

relationship between both ownership structures and CSR as well as CSR engagement and 

corporate financial performance have yielded inconsistent results in prior literature. 

For example, Zahra et al. (1993) conducted the first empirical study that considers the effect of 

corporate ownership on corporate responsibility and corporate financial performance (CFP). 

However, the study has several limitations, e.g. they have considered only insider shareholders 

instead of all significant owners. Additionally, they employed cross-section data only in the  
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US market, small sample size, and few indicators to measure the CSR performance. 4 On the 

other hand, a recent study by Peng and Yang (2014) shows the effect of ownership on the 

relationship between corporate social performance (CSP) and financial performance. However, 

this study considers divergence5 as a moderator variable, and uses pollution control data as a 

proxy for CSP measurement.  

Extensive research have shown that aggregate blockholders6 have direct intervention within a 

firm, suggesting a strategic change via either a public shareholder proposal or a private letter 

to management or voting against directors (Edmans 2014). Considering the significance of 

blockholders’ monitoring power and other actions (discussed above) in the firm, this thesis 

investigates the moderating effect of total blockholders (total blockholders are aggregate 

percentage of all blockholders) on the relationship between CSR and financial performance. 

Besides, a large number of researchers have treated the total blockholders as a homogenous 

group (Johnson and Greening 1999); however, they are heterogeneous across different groups 

as they are different from each other along some dimensions, such as their belief, skills, or 

preference (Cronqvist and Fahlenbrach 2009). For example, Tilba and Mcnulty (2013) argue 

that institutional blockholders are the most efficient ones as they have diverse skills and 

intrinsically motivate managers to maximise firm value. On the other hand, other studies show 

that state and family-controlled firms outperform in large corporations (La Porta et al., 1998; 

Van Essen et al., 2015). Hence, it is important to investigate the effect of various types of 

blockholders on the relationship between CSR and firms’ financial performance (Grewatsch 

and Kleindienst 2017). Therefore, this thesis also considers the moderating effect of various 

types of blockholders on the relationship between CSR and firms’ financial performance.  

Furthermore, evidence has shown that there is a strong incentive to investigate the moderating 

effect of total blockholders and their various types (individual, institutional and state) on the 

relationship between CSR and firms’ financial performance in the United Kingdom (UK) and 

Chinese contexts. This is because the UK firms offer comprehensive and reliable data including 

blockholding ownership and CSR information. Moreover, the UK is one of the few regions to 

have enforced the regulation requiring CSR reporting, including South Africa, Denmark, 

                                                           
4 Findings of the study show that ownership by corporate insiders positively associated with CSR and CFP, 

percentage of outsiders directors positively associated by CSR and CFP; however, institutional ownership 

negatively associated with CSR and CFP (Zahra et al., 1993). 
5 Divergence represents the divergence between the ultimate controlling shareholder’s voting rights and cash 

flow rights.  
6 In this thesis blockholders/large shareholders/concentrated shareholders are those who owned 3% or more than 

3% ownership in a firm (Maury and Pajuste 2005, Eugster and Isakov 2019). 
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Malaysia and China (Ioannou and Serafeim 2017). In addition, most large shareholders are 

institutional investors who play a dominant role in the UK market. Additionally, the UK has a 

strong legal system and enforcement of corporate policies to invest in high CSR activity that 

differs from other countries. Therefore, this thesis investigates the moderating effect of total 

blockholders and their various types on the relationship between CSR and firms’ financial 

performance in the UK context. 

On the other hand, this thesis considers the Chinese market because China has the largest and 

fastest growing emerging economy in the world (Huang et al., 2018), where almost 60% of 

listed firms are owned by the Chinese government (Li et al., 2013). Among other listed firms, 

the Chinese State-Owned Enterprises (SOEs) bear enormous social obligations for which they 

are gradually being held to greater account for Chinese economic development. Prior studies 

show that most of the largest Chinese firms are owned by the Chinese government (Cendrowski 

2015). Therefore, this thesis also considers the Chinese SOEs to investigate the effect of total 

blockholders and their various types (state and non-state blockholders) on the relationship 

between CSR and firms’ financial performance. 

1.3 Research objectives and questions  

As discussed above, blockholders play an essential role in the promotion of corporate 

governance mechanisms, strategy implementation, cost monitoring, and change the firm’s 

responsiveness such as CSR activities. Moreover, different types of blockholders pursue their 

self-interest such as investment strategy, monitoring style, risk-taking behaviour to achieve 

corporate outcomes. Although studies have recognised the significance of blockholders and 

their various types on financial performance, research has yet to investigate the effect of 

blockholders on the relationship between CSR and firms’ financial performance (Grewatsch 

and Kleindienst 2017).  

Therefore, this study builds on the knowledge that blockholders and their various types 

moderate the relationship between CSR and FP. Hence this thesis investigates the moderating7 

effect of total blockholders and their various types (individual, institutional and state) on the 

relationship between CSR and firms’ financial performance in the UK. Following questions 

are set as guidelines to fulfil the research aim:  

                                                           
7 A moderating/moderator variable which is thought to temper or modulate the magnitude of the effect of an 

independent variable on a dependent one.  
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1. Does total percentage of blockholders influence the relationship between CSR and FP 

in UK firms? 

2. Do the various types of blockholders (individual, institutional and state) influence the 

relationship between CSR and FP in UK firms?  

As noted above in section 1.2, to control for different corporate structures, ownership types, 

governance and investment policies and regulatory frameworks, the study further investigated 

the Chinese context. Therefore, the third and fourth research questions are formulated as 

follows: 

3. Does total percentage of blockholders influence the relationship between CSR and FP 

in Chinese SOEs? 

4. Do the various types of blockholders (state and non-state) influence the relationship 

between CSR and FP in Chinese SOEs? 

 1.4 Overview of research methods and key findings  

The methodological approach taken in this thesis is a quantitative approach. Podsakoff and 

Dalton (1987); and Brayman and Bell (2007) point out that the quantitative method is 

concerned with establishing causal relationships between the independent and dependent 

variables. They also argue that results of a particular test can be generalised beyond the confines 

of the specific study. This method is generally associated with the positivistic paradigm. A 

significant characteristic of such a paradigm is the replication of established results and is a 

means in which the results applicable to other settings may be uncovered (Podsakoff and 

Dalton 1987; Sale et al., 2002; Brayman and Bell 2007). Therefore, this study employs a 

quantitative approach in the data analysis.  

The sample used in this thesis includes firms listed in the FTSE 350 UK index between 2005 

and 2017 and Chinese SOEs listed in China’s Securities Index (CSI) between 2009 and 2017. 

The research data in this thesis are drawn from three main sources: Refinitiv’s Datastream, 

Refinitiv’s Eikon and hand-collected annual reports for the various firms studied. It adopts a 

pooled Ordinary Least Squares (OLS) methodology in order to investigate the effect of 

blockholders and their various types on the relationship between CSR and firms’ financial 

performance.  

By employing different estimation methods, the first part of this thesis highlights the UK 

context and discusses the importance of total blockholders on firm CSR and value enhancement 



  

8 
 

activities. The finding of this thesis is consistent with the notion that higher percentages of total 

blockholders less likely to invest in CSR activities. This is because total blockholders have 

significant power to monitor manager’s decisions which increase agency costs and ultimately 

lead to lower financial performance. This finding is in line with agency theory propositions.  

The findings of the various types of blockholders indicate that, firstly, individual blockholders 

play a critical role in the UK, as they own a significant percentage of shares in the firms. 

Findings of this study show that a negative relationship between CSR and financial 

performance is more pronounced in firms with high ownership concentration by individual 

blockholders. Results also show that high individual blockholders in the firm create agency 

problems between controlling blockholders and minority blockholders as controlling 

blockholders could expropriate minority blockholders to pursue private benefits (Ghoul et al., 

2016). The result also indicates that high individual blockholders use their significant voting 

rights to divert resources from CSR activities to other projects. The expropriation view suggests 

that high individual blockholders lower CSR engagement which eventually reduces firms’ 

financial performance.  

Secondly, the findings of this thesis suggest that firms with higher ownership concentration by 

institutional blockholders negatively moderate the relationship between CSR and financial 

performance. This group of blockholders dominate the UK market including the firms’ 

operational activities. High institutional blockholders also increase the agency cost (between 

agents and principals) and seek private benefit instead of long-term sustainable growth. 

Findings also show that some institutional blockholders are short-term oriented where they put 

pressure on managers to take on risky investments with the aim of increasing firm value within 

a relatively short period of time (Choi et al., 2013). This kind of behaviour reduces CSR 

engagement and has a negative impact on firms’ financial performance.  

Third, this study also shows that a high percentage of state blockholders has a significant 

positive relationship between CSR and firms’ financial performance in the UK. Results indicate 

that state blockholders positively moderate the relationship between CSR and financial 

performance. This is because state blockholders are actively engaged in employment, welfare 

creation, and other CSR-related activities. Additionally, a high percentage of state-owned firms 

receive financial and regulatory incentives, which collectively enhance CSR engagement and 

firms’ financial performance in the UK. These findings align with the stakeholders and 
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legitimacy theories as socially and legally responsible firms invest in CSR activities that can 

enhance firms’ financial performance.  

On the other hand, the second part of this thesis focuses on the Chinese context. Findings show 

that a positive relationship between CSR and financial performance is more apparent in settings 

where total blockholders and state blockholders percentages are high. This is due to the fact 

that the Chinese government owns a significant proportion of shares in SOEs; they have voting 

rights as well as monitoring and decision-making power (Chen et al., 2009). Additionally, the 

findings indicate that SOEs maximise social welfare instead of private benefit and they have 

high political connections that allow them to enjoy financial and regulatory privileges, hence 

increasing firms’ financial performance.  

Moreover, the regression results show that non-state blockholders do not have any significent 

influence on the relationship between CSR and financial performance. Because non-state 

blockholders in Chinese SOEs are the minority group who do not have controlling or 

monitoring power, there is no impact on firms’ policies (e.g. CSR) and firms’ financial 

performance.  

In summary, the findings highlight the importance of total blockholders and their various types 

(individual, institutional and state) in CSR engagement and firms’ financial performance. The 

findings indicate that due to high CSR engagement and other government incentives state 

blockholders positively moderate the relationship between CSR and financial performance in 

both the UK and China. Although individual and institutional blockholders negatively 

moderate such a relationship in the UK, however, both types (individual and institutional 

blockholders) appear to be insignificant within the Chinese context. This is because of the 

differences in both countries preferred ownership structures, distinct strategic priorities, and 

different investment strategies with regards to CSR investment. These conclusions are 

consistent with the notion that a high percentage of blockholders have significant power on 

firm decisions, where profit-seeking blockholders are less likely to invest in long-term 

strategies such as those promoting CSR activities. On the contrary, state blockholders are 

highly motivated to invest in CSR activities which are ultimately improving firms’ value (long-

term). Findings of this thesis remain robust using alternative model specifications, measures of 

dependent and independent variables. In addition, the results remain qualitatively similar when 

applying an instrumental-variable approach.  
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1.5 Originality and contribution to knowledge  

This thesis makes the following contributions. Firstly, this research contributes to the stream 

of literature that investigates the factors that influence the relationship between CSR and firms’ 

financial performance. Although there are numerous studies that pay attention to the influence 

of stakeholders (Wang and Choi 2013), industry characteristics (Schreck 2011; Baird et al., 

2012), business environment (Aragon-Correa and Sharma 2003; Flammer 2013), financial 

slack (Duque-Grisales and Aguilera-Caracuel 2019) and gender diversity of the board of 

directors (Isidro and Sobral 2015) in CSR activities, however, the moderating effect of total 

blockholders and their influencing power on the relationship between CSR and financial 

performance is still underdeveloped (Zahra et al.,s 1993; Grewatsch and Kleindienst 2017). In 

particular, this thesis concentrates on blockholders types as they are diverse groups, pursue 

their own goals and they are the most powerful forces in affecting the firms’ strategy and 

performance (Grewatsch and Kleindienst 2017). Maury and Pajuste (2005) and Hope (2013) 

suggest that, thus far, total blockholders are treated as one group while ignored the 

heterogeneity of different types of blockholders and their anticipation. Another caveat is that 

theoretical models addressed the role of total blockholders are vague. They do not describe 

which type of blockholders and how they act in CSR activities and firms’ financial 

performance. Furthermore, Grewatsch and Kleindienst (2017) stress that there is no or little 

evidences provided in the literature regarding the ownership types that have an influence on 

CSR and firms’ financial performance. As such, this thesis contributes to the literature by (a) 

identifying various types of blockholders in the UK and Chinese contexts and, (b) exploring 

their influencing power on the relationship between CSR and firms’ financial performance.  

Secondly, this thesis explicitly uses the agency theory, stakeholder theory and legitimacy 

theory to examine the effect of total blockholders and their various types on the relationship 

between CSR and financial performance. Although agency theory has been widely used in 

corporate governance literature to examine firms’ governance behaviour, it is not as commonly 

seen in CSR literature except for a few studies that are discussed in chapter 2. This thesis argues 

and provides empirical evidence that the conflict arises between managers and controlling 

blockholders when controlling blockholders attempt to restrict firms’ CSR activities. From a 

theoretical perspective, this thesis finds that high controlling blockholders manipulate CSR 

policy to receive private benefits instead of social and environmental consideration. However, 

the finding also discusses how firms can mitigate these conflicting issues and reduce agency 

problems in line with stakeholder and legitimacy theories.  
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Finally, despite an increasing trend in CSR literature in western/developed countries (Waddock 

and Graves, 1994; Johnson and Greening, 1999; Dam and Scholtens, 2013; Kim et al., 2019) 

and in emerging/developing countries ( Li and Zhang, 2010; Deng et al., 2013; Lau et al., 2016; 

Guo et al., 2018; Cao et al., 2019), the area is still an under-researched as no previous studies 

have investigated the moderating effect of total blockholding and alternative blockholding 

types on the relationship between CSR and firms’ financial performance in developed and 

emerging countries. So far, most of the existing studies show the direct relationship between 

CSR and financial performance in both contexts. This thesis considers the UK and Chinese 

contexts; because the social-economic realities, ownership structures, and corporate 

control/management policies of these countries are different from each other. Given that 

consideration, the thesis uses two different datasets for a long-term span from the UK (2005-

2017) and China (2009-2017) and adds insights to significance of blockholders and their 

influencing power, especially in CSR activities and firms’ value creation.  

The findings of the thesis have important implications for investors, regulators, policy makers, 

analysts and intermediaries who are seeking a sustainable financial performance for their firms. 

It provides them with further insight on that relationship between CSR and firms’ performance. 

The findings also enhance regulators, analysts and investors’ understanding of the monitoring 

power of various types of blockholders and their CSR investment horizons.  

1.6 Structure of the thesis  

This thesis is divided into eight distinct chapters with the introduction chapter. This section 

presents a brief overview of each chapter. 

Chapter two provides the background of the study and begins with an inclusive definition and 

development of the CSR concept. The chapter seeks to assess the effect of ownership structure 

in CSR and firms’ financial performance in the UK and Chinese contexts. This chapter also 

discusses the existing literature of CSR and reveals the research gap in the literature. These 

reviews provide the basis for the theoretical framework of this thesis which is discussed in 

chapter three. 

Chapter three begins by laying out the theoretical dimensions of research which are employed 

in the literature to explore the research objectives. This chapter reviews three key theories: 

agency, stakeholder and legitimacy theories. These theories are used to explore the key drivers 

of CSR engagement on firm value creation, whereas external drivers such as agency theory are 
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examined as a means to explore the instrumental economic and managerial perspective 

regarding CSR engagement. These theoretical arguments will explore the key moderating 

effect of CSR and financial performance in this chapter. 

Chapter four develops the testable hypotheses. These hypotheses are developed based on 

research objectives for the UK and Chinese contexts. Of the total of seven hypotheses, four are 

structured based on the UK context and the remaining three are for the Chinese context. My 

testable hypotheses are developed based on the theoretical propositions of the stakeholder, 

agency and legitimacy theories.  

Chapter five discusses the empirical methodology adopted to test the various hypotheses 

established in chapter four. It begins with a brief overview of the philosophical position of the 

study and proceeds with a discussion of the philosophical position of different research 

paradigms. These discussions inform the process of research design and methodology adopted 

in the thesis which is based on secondary data sources and follows a pure quantitative stance. 

Chapter five also discusses the various variables, measurement approaches and empirical 

models used in the thesis. 

Chapter six covers the data analysis for the UK sample firms. This chapter presents the 

summary statistics, correlation tables as well as outcomes of the preliminary regression results. 

It reports the empirical analysis and discusses all findings in relation to existing literature, 

including contributions to knowledge stemming from the thesis. The chapter also covers 

additional analyses, robustness checks and further tests for possible endogeneity issues.  

Chapter seven presents the results of the Chinese sample firms. This chapter includes summary 

statistics, correlation tables and regression results based on the OLS models. This chapter 

discusses the finding and relates them to existing theories and literatures. Several robustness 

and endogeneity tests are also carried in this chapter.  

Chapter eight concludes the thesis by providing an overview including a summary of the study 

motivation and aim. It also highlights the key findings, contribution to the discipline, 

implications for policy makers, possible limitations, and proposes directions for further 

research.  
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Chapter 2: Literature Review 

2.1 Chapter overview  

This chapter offers background to the study by reviewing prior literature related to the subject 

area of this thesis. Currently, there are very few studies investigated the moderating effect of 

blockholders on the relationship between CSR and financial performance. Besides, a direct 

association between CSR and financial performance has received a lot of conflicting literature 

as the results are ambiguous and inconclusive (Revelli and Viviani 2015; Brogi and Lagasio 

2019). Yet, the moderating effect of blockholders on the relationship between CSR and 

financial performance has not been explored before. Therefore, this chapter reviews literature 

on the moderating effect of blockholders and their various types on the relationship between 

CSR and financial performance. Additionally, this chapter identifies the research gap and 

briefly describes a theoretical framework for the current study and finally serves a link between 

previous findings and the current research problems. 

The second section of this chapter discusses the background and development of CSR in 

different contexts (in the UK and China). Section 3 reviews the importance of CSR in business 

organisations. Sections 4 and 5 discuss the relationship between CSR and financial 

performance and ownership structure in the UK and Chinese contexts, respectively. Ownership 

structure and financial performance is discussed in section 6. Section 7 of this chapter reviews 

empirical studies of the moderating effect of different factors on the relationship between CSR 

and firms’ financial performance. Finally, section 8 presents the summary of the chapter.  

2.2 Background of CSR and its development  

2.2.1 Definition of CSR 

The CSR definition depends on the overall context of business operations including the 

countries’ situations and circumstances in which they operate. For instance, some firms may 

be responsible for social impact; and they comply with the country’s legislation (e.g. 

environmental, ethical, human rights, etc.) to meet their social and ethical responsibilities. To 

date, there is still no uniformity at all around any single 'correct' definition of CSR. However, 

a number of contrasting definitions are relevant to this thesis which are discussed in the 

following section. 
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Andriof and Mcintosh (2001) argue that the application of CSR practice is a recognition by 

directors that firms’ operations influence on employees, customers, communities and the 

environment. They also illustrate that firms’ directors’ influence on society can be divided into 

three broad overlapping areas. For instance, “social issues such as involvement in education, 

regeneration, social inclusion and employee volunteering; economic issues including reducing 

the unemployment rate, product value and ethical trading standards; and environmental issues 

such as considering carbon emissions, waste management, energy use and product life cycle”.  

In 2001, the European Commission defined CSR as a concept through which firms voluntarily 

decide to contribute to the attainment of a better society and a cleaner environment for the 

community. Ten years later in 2011, however, the same European Commission argued that all 

businesses ought to integrate social, environmental, ethical and human rights and consumer 

concerns into their business activities and their core strategy along with the aim of maximising 

the shared value of both groups, the shareholders and other stakeholders, as well as mitigating 

any possible adverse influences (EU Commission 2011). Similarly, in-light-of stakeholders 

perspectives Du et al., (2010, p.8) defined CSR as “a commitment to improve societal 

wellbeing through discretionary business practices and contributions of corporate resources”. 

This means the corporation have their responsibilities to contribute to welfare of society and 

community although they are not required to do so by-law.  

Other definitions are highlighted considering strategic perspectives such as the one provided 

by Hill, Griffiths, and Lim (2008, p. 6), who defined CSR as “actions that enhance a firm’s 

competitiveness and reputation”. However, a prior study by Carroll (1979, p. 500) states that 

“CSR involves economical, legal, ethical and voluntary expectations that the society has 

toward enterprises or firms at a given point in time”. However, later, the same author Carroll 

(1991), redefines one CSR dimension, ‘voluntary actions’ as ‘philanthropic actions’ which 

enhance the quality of employees’ life, investing in local communities and society in general.  

Bringing together all these definitions the overall strategy of CSR is to provide benefits for the 

businesses and their stakeholders. From a business view, CSR not only improves risk 

management in an organisation but also creates cost savings, better access to capital through 

better customer relationships, more efficient human resource management, and advances the 

ability of innovation in the organisation. 

Although there are remarkable discussions and corporate needs of CSR, researchers still find 

it quite challenging to find a specific CSR definition (Malik 2015). Some studies argue that 
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CSR is a function of a firm’s behaviour toward its different stakeholders, such as customers, 

suppliers, employees, regulators, investors, and communities (Cooper 2004; Campbell 2007). 

The other group Mackey et al. (2007) and Carroll and Shabana (2010) assert that any business 

activity related to resolving environmental issues, human rights concerns, or facilitating 

community development, or employee welfare could be considered as CSR that ultimately 

increases firm value. Taken together, this means the CSR does not have a universally accepted 

definition. 

Therefore, it can be argued that CSR is firms’ various voluntary initiatives toward different 

stakeholders (e.g. customers, suppliers, regulators, employees, investors, and communities), as 

well as firms’ obligation to concerned about environment protection, human rights and 

employment welfare creation without any regulatory requirements. However, based on firms’ 

aims, objectives, operational activities or stakeholders/shareholders behaviour, the definition 

of CSR might be different in different industries, regions, countries and nations. 8 However, a 

few elements are common in CSR, which include creating welfare, maximising firm value, 

meeting the stakeholder expectations and doing good for society and community.  

2.2.2 Development of CSR 

This section begins with a historical overview of the development of CSR policies since the 

18th century; then, it highlights the current trend of CSR and its practices in the UK and the 

Chinese contexts. 

During the 18th century, some European mining companies used to provide free medical care, 

pension schemes and paid sick leave to their workers (Heath 2013). In small business 

organisations, the management styles were different, with some acting as a father figure for 

workers. During the late industrial period, in Europe and the US large corporations took 

financial responsibility for the construction and maintenance of the city churches, bridges, 

roads, schools, even houses for the poor people (Heath 2013; Jhawar and Gupta 2017). Due to 

the development of these wellbeing activities for employees’ working performance increased 

in that period. Empirical studies (Harrison 1966; Latapí et al., 2019) also show that in the 1840s, 

                                                           
8 For example, approximately twenty firms (e.g. oil and gas producer) are responsible for one third of carbon 

emissions (Taylor and Watts 2019), so they should invest more on environment protection. Similarly, some 

countries are engaged more on human rights e.g. Western countries more than others are good on moral 

principles e.g. Asian countries.  
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several organisations in the UK had improved employees’ moral values and working 

conditions. 

Later in the 1900s, a report in the US focused on anti-social behaviour, poor working conditions 

and little consumer protection. In respond to such situations a philanthropic strategy was 

considered. Since then, researchers nevertheless have seen philanthropic activities being 

developed in businesses. In the 1920s and 1930s, the philanthropic strategy was implemented 

on a larger scale and started having greater effect than had been the effort in the previous 

century. The strategy succeeded in the sense that businesses could remove regulation and 

centralise industry despite heavy criticism, environmental damage and wage slavery (Block 

2003).  

For the first time, in the 1950s, the contemporary publication mentioned most often was and 

remains the concept of social responsibility in the book of “Social Responsibility of the 

Businessman” by Howard R. Bowen (Bowen et al., 2013). Bowen argues that businesses should 

consider beyond profit and loss and take responsibility in a wider sphere, and be consistent 

with the goals and values of the society. He also suggests that if businesses consider social 

responsibility voluntarily, many of society’s problems could be solved. In addition to that, from 

a normative point of view, Bowen’s (1953) book states that institutional orientation causes 

corporate managers to be concerned about their social responsibilities and argues that the 

institutional changes which had been occurring during the first half of the 20th century. 

Therefore, Carroll (1999, p. 270) asserts that for such early and seminal arguments, “Howard 

Bowen should be denoted as the Father of Corporate Social Responsibility”.  

Furthermore, Drucker (1954, p. 62) states that “CSR has to consider whether the action is likely 

to promote the public good, to advance the basic beliefs of society, and to contribute to its 

stability strength and harmony”. In compliance with Bowen’s viewpoint, Drucker (1954) 

asserts that public responsible objectives should be set according to prevailing political and 

social status as perceived by managers.  

In the 1960s, the CSR literature had seen a significant development as it had concentrated on 

the actual meaning of CSR and its importance to business society (Carroll 1999; Carroll and 

Shabana 2010). Davis (1960) states that socially responsible businesses can be justified by the 

firm’s long-run economic growth, thus being paid back for their socially responsible behaviour. 

Therefore, socially responsible businesses could have long term economic benefit. 

Additionally, socially responsible businesses make a private contribution to society’s economic 
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and human resources and there is a willingness on the part of the business to see those resources 

are utilised for social benefits (Frederick 1960). Other arguments concerning social 

responsibility had been raised during the 1960s that contributed to the conceptual evolution of 

CSR.  

McGuire (1963) argues that CSR requires firms to assume certain responsibilities for society, 

which extend without their economic and legal obligations. A contradictory viewpoint was 

presented by Friedman (1962), who states that social responsibility subverts its own order when 

it denies the principle of profit maximisation set by the capitalists. Another concept of CSR has 

been developed by Davis (1967), who argues that according to the mutual dependence between 

business and society, businesses do not operate in isolation, and a good business cannot exist 

within an unhealthy society. However, Walton (1967) highlights the need to oppose the 

coercive character of CSR and accepts the costs associated with CSR actions; however, it may 

not be possible to measure the economic return. Nevertheless, by the end of the 1960s, Heald 

(1970) asserts that although CSR does not measure economic return, it enhances employee 

incentives, customer relations, shareholder relations and philanthropic activities.  

CSR development from 1970-1990 

The 1960s and 1970s were characterised as a stage of CSR (Frederick 2008) and the concept 

of CSR gained a foothold in European and the US businesses. Johnson (1971) brought the 

stakeholders approach in CSR studies; from his definition businesses should not consider only 

larger returns to their shareholders, but they should also consider their stakeholders’ interest, 

e.g. employees, suppliers, dealers, local communities and the nation as a whole. However, the 

acceptance of laws, ethical customers and free-market rules in CSR were added by Milton 

Friedman (Friedman 1970). Friedman (1970) argues that long-term profit-oriented firms 

integrate with social demands and engage in CSR activities regardless of any regulatory 

requirements. 

In the early 1970s, the ‘Iron Law of Responsibility’ was established in 1973 by reinforcing 

Davis’s prior work (Davis 1967). This requires appropriate management with the social power 

of businesses (Davis 1973) which means that the firm will lose its value in the society if it does 

not utilise its social power and other groups (competitors) will take over its position. 

One well-known earlier study by Carroll (1979) developed the CSR concept by adding three 

main dimensional models. The three dimensions are economic, social and environmental. 

These three dimensions were very popular and are still widely used by CSR scholars. Later, 
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Carroll (1999) introduced the discretionary component that represents voluntary activities 

which is firms’ ethical responsibilities (Carroll 1999). The domains of CSR were provided by 

Carroll (1979), who proposed a conceptual model of CSP that gained acceptance and was 

further developed by other literature, e.g. Wartick and Cochran (1985) and (Wood 1991). 

Carroll (2008) adds that the 1970s was a decade in which companies’ directors applied 

traditional management functions to deal with CSR issues, where the majority followed the 

enlightened self-interest model.  

In the 1980s and 1990s, the CSR concept developed in management, institutional framework 

and extended corporate actions where companies have shown more response to their 

stakeholders (Moura-Leite and Padgett 2011). During that period, evidence has shown the 

development of CSR themes, e.g. corporate social performance, corporate social 

responsiveness, corporate citizenship, business ethics, public policy, and the stakeholder theory 

(Waddock 2004; Freeman 2010; Moura-Leite and Padgett 2011). Furthermore, Wartick and 

Cochran (1985) used the three-dimensional models of principles and improved social policies 

and management systems. To address the link between business and society, Drucker (1984) 

claims that CSR engagement can be a good opportunity for companies to enhance firm 

profitability. In line with Drucker (1984), a prior study asserts that CSR positively influences 

CFP (Cochran and Wood 1984).  

In addition, the 1980s decade witnessed significant studies concerning the importance of 

shareholders (Freeman 1984) and their engagement in CSR and moral/ethical values. These 

views are supported by Moir (2001), who argues that the stakeholder theory is used as a starting 

point to analyse those groups for whom the firm should be responsible. Within the 

stakeholders’ perspective, the relationship between the economic and social objectives no 

longer exists, as a firm’s main aim is to have better financial performance. This argument is 

support by shareholders including various stakeholders (e.g. customers, employees and 

governments) (Carroll 2008). Other literature also improved the knowledge involved in the 

relationship between firms and their stakeholders during 1980s (Clarkson 1995; Donaldson and 

Preston 1995; Jones 1995).  

Current trends in CSR 

Since 1990, the CSR concept has become almost universally sanctioned and promoted by 

various groups including corporations, governments, non-governmental organisations as well 

as consumers (Moura-Leite and Padgett 2011). During that period, the corporate social 
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performance concept was introduced by Wood (1991), who specifically focused on the 

institutional, individual and organisational level of responsibilities. Moreover, international 

organisations such as the Organisation for Economic Co-operation and Development (OECD), 

the World Bank, the International Labour Organisation (ILO) and the United Nations (UN) 

have also supported CSR, and aggressive guidelines were established to continue the evolution 

(Waddock 2008). 

By the end of the 1990s, Lee (2008) found that approximately 90% of Fortune 500 listed firms 

actively report CSR related activities in their annual reports. Comparing this percentage in 1990 

with the percentage in 1977 which was less than 50%, this shows an increase of more than 

40%, this supports the progress of corporate social behaviours during the period. Waddock 

(2008) and Moura-Leite and Padgett (2011) show that communication technology (digital 

communication) has enhanced the international networking capability that has led to the 

increase of institutions’ power to impose more pressures on organisations to engage high CSR 

activities. Waddock’s (2008) findings show that since the mid-1990s, most firms’ assets have 

been found intangible assets including goodwill, human resources and reputation that highlight 

the significance of CSR.  

In the 2000s, scholars paid significant attention to CSR which was coupled with strategy 

literature. In this period, the relationship between CSR and financial performance was made 

more explicit (Orlitzky et al., 2003; Porter and Kramer 2006). A wider range of researchers 

(Baker 2003; Porter and Kramer 2006; McWilliams and Siegel 2011) explain that CSR 

increases shareholders’ value, supports governance systems and provides comparative 

advantage in business operations.  

One of the most important concepts of CSR was developed by the European Commission in 

2011 (EU Commission 2011). It was argued that the CSR process is to integrate social, 

environmental, ethical, human rights and consumer concerns into business operations and core 

strategies in close cooperation with the stakeholders. Moreover, the European Commission 

supports CSR’s concept as it increases business value, reputation, sustainable growth, business 

ethics and development. Recent years have seen that CSR research has moved away from an 

ethical orientation to a financial performance orientation, and the level of investigation has 

shifted away from a macro-social scale to a firm scale. Studies in the relationship between CSR 

and firms’ performance have changed over time - from being exclusive to being inclusive 

(Moura-Leite and Padgett 2011).  
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In 2015, Carroll restarted his CSR work with an indication of the development of the concept 

which completed this literature review of 1999 and of 2010 (Carroll 1999; Carroll and Shabana 

2010). However recently he looks at the competing and complementary definitions of CSR 

which might become part of the modern business lexis. Carroll (2015) reviews stakeholder 

engagement and management concepts, business ethics, corporate citizenship, corporate 

sustainability, and shared value creations and concluded that they are interrelated. He points 

out that all of these concepts have been incorporated into CSR, which is why he defines it as 

the benchmark and central piece of the socially responsible business movement (Trapp 2012; 

Chandler and Werther 2013).  

The year 2015 is the most significant in the decade because the 15 years to follow after it will 

be marked by the Paris Agreement, the launch of the 2030 Agenda for Sustainable 

Development Goals (SDGs), which represents a shared vision of humanity and a social contract 

between the world’s leaders and the people (Ban 2015). This goal covers a wide range of areas, 

from climate change to the eradication of poverty and hunger, as well as the fostering of 

innovation and sustainable consumption. Although the SDGs do not represent any 

commitments for the private sector; however, the SDGs encourage them to create specific 

policies and regulations that will translate into pressure for firms to implement new business 

practices or to improve their current CSR policies. On the other hand, according to EU Law 

(Directive 2014/95/EU), large firms are required to disclose non-financial and diversity 

information effective from 2018 annual reports (Latapí Agudelo et al., 2019). The Directive is 

to promote CSR and as a result, it can be expected to impact the development of CSR reporting 

within the EU and the Global Reporting Initiative (GRI).  

As discussed above, the concept of CSR has significantly developed since the 1970s. In recent 

years, it is playing a prominent role in society, environment, and business operation including 

strategic implications as well as achieving organisational objectives. Therefore, it is essential 

to explore the level of CSR development in different countries. The following section discusses 

the CSR development in the UK and Chinese contexts.  

2.2.3 CSR development in the UK  

The CSR concept is not new in the UK, where the main principle is that the firm has a 

responsibility towards society, and the society has a long historical background. According to 

Carroll (2008), the CSR approaches may have started from the 19th century as ‘business 

philanthropy’. However, the CSR issues were first discussed in the UK context in the 1970s; 
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this is in line with high unemployment rates, urban decay, and social distress (Chapple and 

Moon 2005). During the 1980s, firms started to adopt CSR, and this was abated under the 

prevailing political pressure (Charlton 1985).  

Later in the 1990s, the CSR engagement extended to an ultimate and persisting concern for 

socially responsible employee relations, products, and processes rather than being limited to 

community involvement (Chapple and Moon 2005). However, the awareness about CSR in the 

UK grew in the 2000s when firms witnessed an increase in the number of CSR activities and 

reporting which were employed as standards or codes of corporate governance. The decade 

also witnessed the relationship between firms and CSR organisations (e.g. public, 

governmental, and educational), and the development of CSR consultancy institutions. Finally, 

the institutionalisation of CSR under the corporate management became the important part of 

an annual report in the UK (Chapple and Moon 2005; Carroll 2008). 

Although none of the Corporate Governance Code in the UK is concerned with any specific 

CSR activities; however, there are some acknowledgements that a firm’s duties extend beyond 

the shareholders. By considering this argument, a board should set the firm’s values and ensure 

that the obligations towards its shareholders and the other stakeholders are met. 

Over the past several decades, CSR is increasingly becoming a part of many firms and the 

government in the UK. The Companies Act 2006 extended the duties of company directors so 

that they are required to consider the company’s employees and foster the company’s business 

relationships with suppliers, customers and other stakeholders. The Act also suggests that 

companies’ directors are responsible for monitoring the impact of the company’s operations on 

the community and the environment. The Act also proposed that directors should maintain the 

desirability of maintaining a reputation for high standards of business conduct and the need to 

act fairly with the company’s stakeholders (Visser and Tolhurst 2017).  

Moreover, the corporate governance guideline ‘Turnbull’ clarifies that firms’ risk assessment 

should cover not only narrow financial risks but also those that are related to health and safety, 

environmental, reputation and business probity issues. Therefore, CSR has become a part of 

the overall organisational strategy that addresses the social and environmental effect of the 

business operations of UK firms.  

In 2007, ‘Socially Responsible Investment Guidelines’ stated that the UK firms must address 

environmental, social and governance (ESG) information in their annual reports (Investment 

Association 2007). The guidelines also suggest that a remuneration committee should disclose 
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whether the firm engages corporate performance on ESG issues when setting remuneration for 

senior executives and whether an incentive structure may inadvertently encourage irresponsible 

ESG behaviour. Since then, many firms in the UK are actively engage on CSR activities and 

disclose these information in their annual reports. Visser and Tolhurst (2017) show that almost 

all the FTSE100 firms (largest publicly quoted companies) in the London Stock Exchange 

(LSE) are actively engage on CSR activities and disclose them in their annual reports. This 

evidence indicates that CSR is becoming a commercial necessity in the UK market.  

Additionally, firms in the UK are taking the lead to reduce the environmental impact such as 

reducing the use of non-renewable natural resources, biodiversity, pollution and waste 

reduction. There is a greater level of political factors which have addressed the climatic change 

in the European countries. More precisely, the UK government set the green energy goal where 

“the UK will be at the forefront of the green industrial revolution as they accelerate the progress 

towards net-zero carbon emissions by 2050” (GOV.UK 2020). This kind of initiative is 

increasing green business practices in the UK. 

2.2.4 CSR development in China  

The economic reform in China introduces a new link in global supply chains in the country. In 

order to have good relationship with western-based multinational firms, Chinese suppliers have 

to prove that they meet the social and environmental standards in their production process. 

Therefore, China has introduced responsible production standards such as Social 

Accountability 8000 (SA8000) for suppliers which meet the multinational firms’ requirements 

(Lin 2010). Since then the idea of CSR was transported in Chinese businesses and the standard 

plays a circular role in the Chinese economy as well as CSR development in Chinese central 

and local enterprises (Lin 2010).  

The development of CSR engagement in China largely depends on the government as the 

government significantly influences the national economy (Xu et al., 2015). The Chinese 

government has recognised the importance of CSR for economic, social and environmental 

developments. Since China joined with World Trade Organisation in 2001, a significant 

number of Chinese firms started to engage and introduce CSR activities in their business 

operations (Li and Belal 2018). Although CSR is traditionally considered beyond the reach of 

the requirements of government or the law, in other countries such as in the UK and China, the 

government is the key player to improve CSR in business operation (Moon and Shen 2010). 
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As a regulator and a social facility provider, the Chinese government utilises CSR to rebuild 

the social legitimacy in businesses (Moon and Shen 2010).  

Over the past 20 years, the Chinese government strongly promotes CSR by launching a series 

of initiatives. For example, the Chinese government encourages all listed firms to engage in 

CSR activities through offering financial channels, e.g. green loan policy and green securities 

to motivate firm managers’. In September 2006, the Shenzhen Stock Exchange (SZSE) 

launched “Shenzhen Stock Exchange Social Responsibility Introductions to Listed 

Companies” guidelines to encourage firms to disclose CSR activities in their annual reports 

(Kao et al., 2018). Furthermore, in May 2008, the Shanghai Stock Exchange (SSE) provided 

guidelines for all listed enterprises to disclose CSR activities, including ‘Notice of 

Strengthening Listing Companies’ and ‘Guidelines on Listed Companies Environmental 

Information Disclosure’ (Kao et al., 2018; Long et al., 2020). Adopting a similar position, the 

State-Owned Assets Supervision and Administration Commission of the State Council 

(SASAC) issued Guidelines to the Central Government Controller to fulfil CSR requirements 

in SOEs (Kao et al., 2018). In the guidelines some reasons have been considered. For instance, 

Chinese SOEs are typically large, highly visible and most of them are listed on the Shanghai 

or Shenzhen Stock Exchange so they should disclose CSR reports in their annual reports. 

Additionally, SASAC indicates that these giant SOEs are expected to become leading examples 

of CSR practices for all Chinese firms. SASAC’s local offices also promulgate their own 

regulations to promote engagement in CSR among local SOEs. The government intends to 

encourage firms in CSR activities and reinforce them by two indigenous stock exchanges which 

are key actors in promoting CSR disclosure in China. A recent survey by KPMG (2015) shows 

that CSR has become standard practice and about 80% of China’s largest firms disclose their 

CSR information. This evidence indicates that the external and internal regulations facilitate 

the spread of CSR engagement among Chinese listed firms.  

2.3 The importance of CSR in business organisation 

This section discusses the effect of CSR on business organisation in various settings. Over the 

past two decades, literature has highlighted the importance of CSR in business operation. Since 

then, CSR practice has grown from the domain of a small group of academics to the mass of 

investors, firms, and indeed the general public across the world. Amongst others, some 

published scandals in global firms have highlighted the importance of CSR, such scandals are 

Enron (2001); Parmalat (2003); Lehman Brothers (2008); Chinese food safety (2008); BP oil 
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spill (2010); Volkswagen diesel emissions (2015); Wirecard in FinTech (2020) and many 

others (Economist 2004; Liang and Renneboog 2017; Nofsinger et al., 2019; Jimmie 2020). 

According to a report from ‘The Economist’, CSR is an “important” or “central” consideration 

for 81% of investors and 86% of managers (Economist Intelligence Unit 2005). In 2014, there 

was some $21.4 trillion worth of assets managed in accordance with “socially responsible 

investing” principles, which were equivalent to 30% of all assets under management (GSIA 

2018). Due to increasing socially responsible investment in some countries (e.g. France (2001); 

the USA (2003); the UK (2006); Malaysia (2007); Sweden (2007); China (2008) and Denmark 

(2008), they have made CSR engagement is mandatory for their listed firms and state-owned 

firms (Kabir and Thai 2017).  

A study by Carroll and Shabana (2010) shows a considerable awareness of CSR which 

emphasises that CSR is becoming a corporate behaviour and management philosophy in large 

corporations. In recent years, social responsibility is colloquially called ‘doing well by doing 

good’ (Derwall et al., 2005; Flammer 2015), which implies that increasing social welfare 

enhances firms’ financial performance. The attraction of this thought is obvious because 

shareholders and other relevant stakeholders have common expectations for positive financial 

returns. Evidence also shows that some businesses require more CSR engagement than others, 

this is due to their operational activities, e.g. carbon emissions, labour policies and 

environmental policies (Taylor and Watts 2019). The effect of CSR on business organisation 

is discussed in the following section. 

Prior literature (Saloner et al., 2001) has shown the importance of CSR in market competition. 

They state that most forms of competitive advantage mean that firms can produce some 

services or products for their customers which may better than their competitors. Additionally, 

they may produce their services or products at a lower cost than their competitors. In line with 

the argument, Kay (1993) suggests that market competition is usually generated by four factors: 

strategic assets, reputation, capacity to innovate and key internal and external relationships. It 

can be seen that all four factors are relevant to CSR activities. Among them, it has been 

accepted that firm reputation is an important source of competitive advantage in modern 

businesses, and it can be achieved by engaging in CSR activities. For example, Arthur 

Anderson, a global professional services company with nearly a hundred years of success and 

growth which imploded within twelve months due to allegations of unethical behaviour 

involving Enron (Linthicum et al., 2010). This evidence indicates that the absence of CSR 

practices may destroy the firm’s reputation. 
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In addition, Majumdar and Marcus (2001) identified that internal CSR can lead to greater 

resource efficiency in an organisation. For instance, CSR helps a firm develop new resources 

and capabilities which are related to knowing the corporate culture and employees’ 

performance. Other studies also argue that CSR’s potential advantages enhance firm strategies 

and capabilities, make better use of internal resources, and improve a firm’s external images 

and reputations. Therefore, it can be seen that CSR engagement increases competitive 

advantage and increase market competition in the firm.  

Moreover, CSR in a firm is strengthened by strategic management capability. For example, 

management capabilities influence CSR strategy, because strategic planning starts with an 

understanding of stakeholders’ demands and the environment that the firm operates in. Socially 

responsible activities consolidate stakeholders with the firm. These activities exploit and 

enhance management skills in dealing with any issues, coordinating responses and engaging 

with adequate strategic planning.  

Prior studies by Dyer and Singh (1998) and Donaldson and Dunfree (1999) demonstrate that 

CSR can promote goodwill between stakeholders and firm managers, reducing frictions and 

costs in firm operational activities. For instance, high CSR firms9 have lower regulatory and 

legal requirements from the government (Hillman and Keim 2001) reducing their legal costs 

(Shane and Spicer 1983). Moreover, CSR engagement ensures that management has a greater 

awareness of potential risks and adverse publicity in the firm. Several researchers such as 

McGuire et al. (1988); Gibson (2000) and Orlitzky and Benjamin (2001) support the argument 

that CSR is negatively correlated to firms’ financial risk.  

Furthermore, CSR is associated with management quality and innovation (Bowman and Haire 

1975; Alexander and Buchholz 1978). Evidence suggests that forward thinking management 

looks beyond routine, operational issues, engages in innovation and is interested in social 

responsibility. However, poor environmental performance indicates that a firm has low 

innovation where they use outdated technology, equipment, and procedures (Porter and Van-

der Linde 1995). Therefore, Porter and Kramer (2006, p. 82) outline that “CSR brings 

additional capability, innovation and financial benefits in the firm”. It can be seen that CSR 

engagement enhances a firm’s strategic capability which builds a long-term relationship with 

stakeholders (Berger et al., 2007). 

                                                           
9 CSR firms or CSR active firms are those firms who invest in CSR.  
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Additionally, another important factor of CSR engagement in a firm is that it encourages firms 

to allocate their internal resources efficiently. For instance, a prior study by Moskowitz (1972, 

p. 72) argues that “socially responsible entities increase opportunities to attract educated, 

highly skilled and quality orientated employees”. Greening and Turban (2000, p. 254) support 

the argument that “not only does CSR increase the perceived attractiveness of a firm to 

potential employees but that candidate actively pursue firms that are aligned with their personal 

values leading to an increase in an employee’s commitment to a company”.  

In addition, CSR active firms reduce operating costs through efficient use of materials. Epstein 

and Roy's (2001) findings show that implementing a sustainability policy will reduce energy 

and material costs, e.g. reducing packaging material or planning the optimum route for delivery 

trucks. Another significant aspect of CSR engagement was proposed by Porter and Van-der 

Linde (1995). The study indicates that stringent environmental standards will stimulate new 

solutions and innovations that improve the production process as well as avoid waste of goods. 

Therefore, it can be seen that adopting CSR in firms motivates executives to reconsider the 

allocation of their resources and to seek more efficient ways to operate. 

In summary, through CSR initiatives, firms may minimise cash flow risks, improve their 

relationships with stakeholders, increase operating flexibilities and minimise the effects of 

financial shocks (Zhang 2005; Chen et al., 2011). These behaviours can decrease the possibility 

and expenses of legal actions, regulation, or legislation against the firm (Chava 2014). 

Additionally, greater customer loyalty can reduce firm risk (Albuquerque et al., 2019) and 

increase the company’s profitability for the longer term. Therefore, CSR investment is essential 

in the modern organisation.  

2.4 CSR and financial performance  

An increasing number of studies are paying attention to the relationship between CSR and 

financial performance (Peng and Yang 2014), where the results remain ambiguous (Waddock 

and Graves 1997; Grewatsch and Kleindienst 2017). The empirical findings show that the 

relationship between CSR and financial performance is positive (Hart et al., 1996; Orlitzky et 

al., 2003; Doh et al., 2010; Servaes and Tamayo 2013), insignificant (Surroca et al., 2010), 

negative (Friedman 1970; Aupperle et al., 1985; López et al., 2007), U-shaped (Barnett and 

Salomon 2012), or asymmetric (Jayachandran et al., 2013). Literature also argues that the 

strength of the relationship between CSR and financial performance depends on the discipline 

of the research (Orlitzky 2007). Other evidence shows that the relationship between CSR and 
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financial performance is affected by a myriad of contextual factors, e.g. firm size, industry, 

economic conditions, and regulatory environment (Lopatta et al., 2017; Cao et al., 2019). 

Moving to empirical examples, Peloza (2009) reviews 159 articles relevant to CSR literature 

where 128 articles are from academic sources and the remaining 31 articles come from the 

practitioner literature. The majority of these studies show a positive relationship between CSR 

and financial performance (63%); 15% of studies report a negative relationship, and 22% show 

a neutral or mixed relationship. These results are similar to the findings of Orlitzky et al., (2003) 

and Margolis et al., (2007) as their results also support a generally positive relationship between 

CSR and financial performance. Furthermore, a recent study (Grewatsch and Kleindienst 2017) 

also makes a similar contribution as most of their sample studies (59%) show a positive 

relationship between CSR and financial performance, 9% studies report a negative relationship 

and the remaining 32% report other relationships (U-shape, nonlinear, asymmetric).  

Considering the cost of CSR, Moskowitz (1972), Parket and Eilbirt (1975), and Solomon and 

Hanson (1985) demonstrate that the extra costs of socially responsible activities are quite 

minimal and firms can achieve extensive benefits from socially responsible behaviour. They 

also argue that the improvement of CSR activities increases the firm’s overall productivity. 

Furthermore, it has been discovered that CSR firms have the potential to decrease production 

costs and openness to risk while at the same time opening up new opportunities for the business. 

The new opportunities are for instance increasing sales, access to external capital, ability to 

enter new markets, enhancements to brand reputation and brand recognition. Such activities 

potentially increase a firm’s profitability by lowering costs as well as risk alongside 

consequential increases in revenue. 

Despite the CSR costs, Cruz (2009) shows that socially responsible investment is not only 

capable of increasing profit but also reducing risks and even helping to reduce negative 

environmental impacts. In line with the argument, CSR practices enhance the firm’s 

competitive edge as well as reducing financial inefficiency and minimising environmental 

impacts. Additionally, McGuire et al., (1988) and Lin et al., (2009) support the claim as CSR 

activities do not increase immediate profitability; however, they may work as instruments 

which reduce risk and damage from outsiders’ assessment of the brand over the long term 

period. Therefore, it can be argued that CSR engagements are just not incurred costs, but they 

also create value, improve firm image and reputation which ultimately increases firms’ 

financial performance in short and long-run perspective (Luo and Bhattacharya 2006; Van et 



  

28 
 

al., 2008; Lin et al., 2009). These notions meet the stakeholders’ requirements as the 

stakeholder theory proposes that the businesses must satisfy not only shareholders and bond 

holders interests but also those with much less obvious claims to recognition, whether that be 

explicit or implicit (Cornell and Shapiro 1987). As a result, it can be determined that 

appropriate CSR can support firms to overcome potential challenges and develop sustainable 

financial performance (Porter 1980; Li et al., 2009; Kim et al., 2018).  

Additionally, it has been observed that CSR active firms build a strong relationship with 

stakeholders which support them to improve their financial performance (Jones 1995; Hull and 

Rothenberg 2008). In line with the finding, Peloza (2009) and Aguinis and Glavas (2012) 

suggest that there is a positive relationship between CSR and economic results even where the 

CSR 'input' (performance) is relatively small. In recent years, researchers investigated the 

benefits of CSR in respect to financial and non-financial perspective. Reverte et al. (2016) 

found that CSR practices are positively related to both financial and non-financial outcomes. 

This result indicates that CSR firms receive financial and non-financial benefits for both short 

and long-run perspectives. 

On the other hand, a negative outcome is evidenced in some CSR studies. According to 

Brammer et al. (2006), high social performance scores (e.g. environment, employment and 

community activities) are negatively related to stock returns for the UK quoted firms. 10 This 

study indicates that the higher social performance firms tend to achieve lower stock returns, 

and ‘vice versa’: firms with the lower social performance outperformed the market. This is due 

to firms spending their profits on CSR activities instead of paying dividends to their 

shareholders. Additionally, Makni et al. (2009) carried out a study in the Canadian setting 

where their findings show an insignificant relationship between CSP and financial 

performance. However, considering the individual dimension of CSR, the result shows a 

negative and significant relationship with financial performance. 11 

Moreover, Liu and Zhang (2017) investigate the relationship between CSR and financial 

performance in heavy pollution industries in China; the finding shows that high CSR 

engagement decreases firm’s financial performance. They claimed that it is costly for such 

                                                           
10 The UK firms which are listed in the London Stock Exchange.  
11 The employee aspect of CFP scores in 2004 had a significant negative association with market returns of 

2005 and the environmental aspect of the CSP scores in 2004 had a significant negative association with the 

market returns and return on assets ratio of 2005.  
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enterprises to purchase and install low carbo emission equipment and implement socially 

responsible actions. They also outline that CSR engagement might bring positive financial 

returns after a long period while leading to negative financial performance in the short run. 

Therefore, it can be argued that high CSR investment could have negative performance in the 

firm. 

Other researchers highlight that there is no relationship between CSR and financial 

performance (Moore 2001; Seifert et al., 2003). For instance, Soana's (2011) study was based 

on the Italian banking industry, where she found that there is no correlation between socially 

responsible behaviour and financial performance. In line with the finding, a similar study 

argues that CSR investment in the banking sector might fail to contribute any clearly detectable 

financial benefits; however, it is quite obvious that such actions may reward a bank with a 

valuable enhancement to their image around the financial community and in the market (Costa 

and Menichini 2013).  

Furthermore, some studies find a U-shaped relationship between CSR and financial 

performance. For example, Barnett and Salomon (2006) show a U-shaped relationship between 

socially responsible investment and returns of mutual funds. The result indicates that socially 

responsible investment reduces the immediate profit; however, it increases profitability in the 

long run. This argument is similar to Liu and Zhang (2017).  

Various theoretical perspectives have been applied in examining the relationship between CSR 

and financial performance. For example, stakeholder theory suggests that firms should have a 

good relationship with their stakeholders and engage in CSR activities which will qualify them 

to become responsible businesses and improve firms’ overall performance (Freeman 1984; 

McWilliams and Siegel 2000). In addition, the resource-based theory suggests a positive 

relationship between CSR and financial performance because investment in CSR may help 

firms to develop new internal resources such as corporate culture, as well as greater external 

benefits through corporate reputation (Branco and Rodrigues 2006).  

On the other hand, the neoclassical view is a negative relationship between CSR and financial 

performance. This is because “expenditure in CSR activities will put the company at a 

competitive disadvantage and so result in a negative relationship between these activities and 

market performance” (Bird et al., 2007, p. 192). This theory also suggests that firm investment 

in CSR diverts funds that could be utilised for productive investments. A number of studies 

support the finding (Gollop and Roberts 1983; López et al., 2007; Moore 2008) as a productive 
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investment can enhance firm economic performance. The agency theory also argues that CSR 

investment increases agency costs in the firm which ultimately has a negative impact on 

financial performance (Chang et al., 2018).  

To sum up, empirical results are still insufficient to find the appropriate relationship between 

CSR and financial performance (Moore 2001; Seifert et al., 2003; Soana 2011). Hence, this 

thesis re-examines the relationship between CSR and financial performance. Although many 

researchers have investigated the direct relationship between CSR and financial performance, 

however less attention has been paid to examining the moderating influence of ownership 

variables on the relationship between CSR and financial performance (Grewatsch and 

Kleindienst 2017). Therefore, this thesis investigates the moderating effect of total 

blockholders and their various types on the relationship between CSR and firms’ financial 

performance.  

2.5 Ownership structure 

The ownership study has begun from Berle and Means (1932) where they defined that 

corporate ownership is separate from controlling the firm, in which managers are the controller 

of the firm. Empirical evidence shows that ownership studies mostly concentrate on the 

developed countries (Franks and Mayer 1997; Faccio and Lang 2002). However, in recent 

years, a number of studies consider the ownership structure in developing nations (Ghazali 

2010; Oh et al., 2011; Xu et al., 2015). Fan et al. (2011) show that ownership structure in 

developed countries (the US and the UK) is different from emerging countries (India and 

China), where most of the firms in emerging countries are owned by family shareholders or the 

government agencies, while institutional shareholders are in developed nations. Therefore, it is 

important to identify the ownership structures in the developed and emerging countries. The 

following section discusses the ownership structure in the UK and Chinese contexts.  

2.5.1 Ownership structure in the UK 

The current ownership structure in the UK is different to what it was in the 20th century. In the 

past, the ownership structure relied on powerful and dominant families, who had dominated 

the UK firms and corporate ownership (Becht et al., 2009). Gradually the share ownership 

pattern has changed. Leading or powerful families sold some of their stakes; this led to the 

dilution of ownership. From 1900 to 1950, the directors’ shareholding declined by almost two-

thirds of the total shares. Becht et al. (2009) argue that there was historical change in UK firms’ 
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ownership structure since the 1960s due to the waves of takeover activity. Furthermore, a study 

by Florackis et al. (2009) shows that the ownership percentage of the UK institutional investors 

had grown significantly from 30% in 1963 to almost 80% in 2004. This indicates that the family 

ownership continued to decrease over time, being replaced by institutional ownership from 

other categories. This indicates that institutional blockholders play a more significant role in 

the UK corporate governance than family or other types of blockholders.  

In relation to ownership percentages, Franks and Mayer (2001) analysed the UK data over a 

sample period from 1988 to 1993 where they found that the total equity ownership of the largest 

shareholder on average is 15.3% and that the aggregate holdings of the five largest blockholders 

are more than 33% in the UK. In addition, the study shows that the first largest shareholders 

are ranging between 29.7% and 36.7% in the sample periods. However, considering the total 

large shareholders at 3% cut-off point, the ownership percentages varies between 30.6% and 

42.7%. The study also indicates that the average large insider ownership is 11.8%. These 

findings suggest that a significant percentage of shares are owned by the five largest 

shareholders in the UK, similar to other developed nations such as the US.  

Moreover, Marchica and Mura (2005) investigate the ownership structure of the UK listed 

firms of the sample period from 1991 to 2001. The study shows that while directors’ ownership 

steadily decreases, simultaneously the outsider ownership steadily increases. The same study 

has identified the ultimate ownership and control structures by analysing a sub-section 

dataset.12 The result shows that large insider ownership13 ranges from 10.69% to 16.54%, and 

widely held ownership (held below the disclosure rule) ranges from 51.85% to 61.16%. The 

study also reports that the largest blockholders percentage was 18.88% in 1993 and 17.76% in 

2001, which has slightly decreased during the sample period. These findings indicate that 

average holdings for the first largest blockholders are higher (18.14%) than the finding of 

Franks and Mayer (2001) which is 15.3%. This might be due to a difference in the disclosure 

thresholds rule (3% and 5% cut-off points). These findings suggest that some blockholders 

(e.g. institutional blockholders) owned a significant percentage of shares in the UK.  

Later in 2005, a study reports the ownership percentages in the UK; the study shows that the 

stakes of all blockholders increased from 32.88% (26.93%) in 1999 to 40.86% (32.68%) for 

                                                           
12 The study randomly selected a sample dataset which was constructed from 550 non-financial firms in the 

period of 1993 to 2001. 
13 Large ownership classified based on the UK disclosure threshold rule (cut-off at 3% from 1993-2001 and 5% 

from 1991-1993). 
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3% and 5% cut-offs points, respectively (Florackis and Ozkan 2009). These findings indicate 

that the ownership concentration increases throughout the period of the study. The results also 

show that the proportion of firms with controlling blockholders at 20% cut-off point increases 

from 15.68% in 1999 to 19.74% in 2005. The study also reports the significant decline in 

executive ownership during the period from 10.19% in 1999 to 6.79% in 2005. These findings 

are consistent with Marchica and Mura (2005) as the percentage of large blockholders 

increased over the years.  

Recently, a survey of the ownership of the UK shares was conducted by the Office for National 

Statistics (ONS) (ONS 2018). The survey shows the beneficial share ownerships in the UK and 

their distribution among the principal shareholder categories. Table 2.1 shows that individual 

(family) shareholders held 16.7% shares in 1998 and decreased over time to 13.5% in 2018. 

However, the table also indicates that the ownership percentage for the rest of the world is 

increasing since 1998. This percentage increases from the ‘rest of the world’ due to growth of 

corporation size where family ownership might be unable to supply enough capital resources 

alone to undertake projects or investment opportunities on a larger scale. Moreover, firms 

might have found it necessary to finance the investments with pooled capital from foreign 

investors to increase market capitalisation. In the same vein, a previous study by Arestis and 

Demetriades (1999) suggests that the steady increases in foreign ownership are due to financial 

liberalisation which has put down a strong foot in the UK since the 1980s.  

Table 2.1: Beneficial ownership of the UK shares by percent of total equity from 1998 to 2018 

 

Sector 1998 2010 2012 2014 2016 2018 

Rest of the world 30.7 43.4 53.6 53.7 53.9 54.9 

Individuals  16.7 10.2 10.1 12.4 12.3 13.5 

Public sector 0.1 3.1 2.7 2.6 1.1 0.9 

Institutional Investors 49.3 37.6 28.7 26.9 27.6 25.5 

Private non-financial firms 1.4 2.3 2.4 2.0 2.2 2.6 

Banks 0.6 2.5 1.9 1.4 1.8 2.1 

Total 98.8 99.1 99.4 99.0 98.9 99.5 

Source: Office for National Statistics, UK, Updated 14/01/2020 

Table 2.1 also shows that the UK institutional investors were the most significant shareholder 

category in 1998. However, over two decades, the institutional ownership percentages 
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decreased; this might be due to the substitution by the foreign institutional investors14 in the 

UK market. The survey results also indicate that there is an increasing number of foreign 

institutional investors in the UK. Additionally, increasing the institutional ownership stakes 

decreases the individual ownership percentages, which means a substitution effect between the 

two ownership categories. Duggal and Millar (1999) support this argument as they show that 

institutional investors are rapidly replacing individual investors in the UK. They also argue that 

individual owners may be investing via institutional intermediaries rather than direct 

investment in the firm. Several studies confirmed the argument as the highest proportion of 

equity shareholding is by the institutional shareholders in the UK (Franks and Mayer 1997; 

Tilba and Mcnulty 2013).  

Moreover, Table 2.1 shows other types of owners (private non-financial firms, public sector 

and banks) whose percentage of ownership remains low over the period. Although the 

ownership percentage in the public sector decreased, the percentage of ownership in the 

banking sector increased, which is similar to a substitution effect between the two categories.  

As discussed above, the ownership structures of UK firms have changed over the years (Franks 

and Mayer 2001; Marchica and Mura 2005; Florackis and Ozkan 2009; ONS 2018). Despite 

the general similarities between the UK and the US, there are differences in the pattern of share 

ownership even though both countries have common law regulatory systems (La Porta et al., 

1998). The UK financial institutions are the largest share owners, who hold a higher proportion 

of the total outstanding shares than their counterparts in the US. However, individuals are 

reported to hold less equity in the UK compared to their higher stakes in the US. It can be 

concluded that the UK institutional investors are highly concentrated and they invest more of 

their assets in equities (Franks et al., 2001; Faccio and Lang 2002) rather than any other 

projects. Therefore, it is important to investigate the effect of total blockholders and their 

various types on the relationship between CSR and financial performance in the UK.  

2.5.2 Ownership structure in China  

China’s remarkable economic growth and financial development have contributed to the 

country being the world’s largest emerging economy and the second-largest economy in the 

world (after the US). This success is possibly linked with change in ownership structures and 

control right through a series of economic reforms conducted by the Chinese government. The 

                                                           
14 Ownership percentages held by ‘rest of the world’ classified as foreign institutional investors.  
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reforms aimed to transform firm controlling rights from a centrally planned economy to a 

market-oriented economy. Despite huge success in many aspects of the economy, China is still 

in the transition stage, with a significant proportion of firms owned by the Chinese government.  

Prior to the economic reforms in China, there was a centrally planned economy, with the 

government controlling and planning almost all economic activities (Jiang et al., 2009). This 

was responsible for low productivity and inefficiency in SOEs (Sun and Tong 2003; Liao et 

al., 2014). SOEs objectives were to fulfil the government’s economic plans and social 

objectives (Jiang et al., 2009) rather than just profit maximisation. As a result, the majority of 

the Chinese economic reforms were aimed to transform SOEs into profitable activities, 

modernised business entities and privatisation. Therefore, the Chinese government played a 

prominent role in the economic reforms from centrally planned economy to modernised 

businesses in China (Li et al., 2018). Although the Chinese government has relinquished some 

ownership, they still maintain absolute control over many large and strategic SOEs in important 

industries.  

According to Sun and Tong (2003), the Chinese economic reforms have four stages, where 

stage one and stage two reforms were during 1979 to 1983 and 1983 to 1987, respectively. In 

these stages, the government allowed SOEs to retain profits, pay taxes for stable income and 

use bank loans instead of government finance allocations.  

The third stage of the reform was from 1987 to 1992, which introduced the implementation of 

the contractual management system. The main aim of this stage was to separate the controlling 

power from government to private investors. Since then, some SOEs are allowed to run their 

operation freely, with a promise to submit a certain amount of taxes to the government.  

The fourth stage of reform was announced in 1992 to construct a socialist market economy and 

establish a modern corporate system. Since the Chinese Stock Exchanges were established in 

1990 and 1991 (SSE and SZSE, respectively), the market started practising a split share 

structure reform. Many SOEs were partially privatised and listed on the stock exchange and 

issued shares to the public. At the same time, many privately controlled firms were also listed 

in the capital markets through initial public offerings (IPO). Despite selling shares to other 

investors, SOEs were unwilling to give up aspects of their control, such as legal entities, 

controlling power, voting rights and so on.  

Therefore, there are three different types of ownership structure in the Chinese market: shares 

owned by the state, legal person shares, and public/common shares (Zheng et al., 2014). State 
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shares are defined as shares directly controlled by the government or government agents such 

as the Bureau of State Asset Administration, whereas legal person shares are mainly controlled 

by business institutions in the private sector. Prior to 2005, state shares and legal person shares 

were not tradable on the public stock exchange. However, the third type, public shares, are 

widely held by both individuals and private organisations and freely tradable in the stock 

exchange, and all shares issued by listed firms are entitled to the same voting and cash flow 

rights (Zheng et al., 2014).  

Furthermore, the public shares are categorised as A-shares, B-shares and H-shares in China. 

Only Chinese residents are allowed to trade public A-shares, where B-shares are available for 

foreign investors. Since 2001, Chinese residents have access to B-shares as the government 

removed the restriction on trading. On the other hand, H shares are issued by local Chinese 

firms in the Hong Kong Stock Exchange and are available to Chinese residents of Mainland 

China. Chinese listed firms have different characteristics and they are controlled by the Chinese 

government or government agencies. This indicates that, in many cases, the government has 

substantial control over SOEs.  

The ownership structures of the Chinese listed firms have several unique features when 

compared to other countries. The Chinese government still maintains great power in issuing 

shares and managing firm operational activities. Individual investors in China have not much 

direct influences on corporate decisions, as most of the Chinese firms are owned by the 

government (Chen et al., 2009; Firth et al., 2016). This highly concentrated ownership structure 

has created an environment that encourages tunnelling and discourages corporate control (Firth 

et al., 2016; Jiang et al., 2020). Additionally, market valuations in the Chinese stock exchanges 

might not reflect the long-run prospects since most non-controlling blockholders (individuals 

and institutions) focus on the short-term benefits (Jiang et al., 2020). Therefore, this thesis 

focused on SOEs as they have influencing and decision-making power in firm operations.  

2.6 Ownership structure and financial performance 

Shareholders are legal owners of the firm, who usually invest for future dividends rather than 

investing in the future of the firm. In firm operations small shareholders do not have the 

monitoring or decision-making power because of their small ownership stakes. However, 

concentrated shareholders have the incentive and the ability to monitor the performance of 

management in order to protect their investment in the firm (Shleifer and Vishny 1986, Alhaj-
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Ismail, et al., 2019). When the ownership stakes of blockholders increases, they might have a 

greater incentive to monitor management effectively than dispersed shareholders. Blockholders 

have both an interest in getting their money back and the power to demand it when they require 

it. A recent study argues that blockholders can improve a firm’s value through either voice or 

exit15 strategy (Ravid and Sekerci 2020). These kinds of activities lead to obvious financial 

benefits for blockholders.  

Prior literature also supports the argument as blockholders have the ability to impose pressure 

on management to invest in firm value maximisation activities (Demsetz 1983; Agrawal and 

Mandelker 1990; Denis and Denis 1995). In the same vein, Thomsen and Pedersen (2000) 

suggest that the identity of blockholders is important for corporate strategy, decision making 

and firm performance. This is because controlling shareholders formulate the firm’s profit 

goals, dividend policy, growth rate, and capital structure. 

A number of studies argue that there is a significant and positive relationship between 

blockholders’ ownership and corporate financial performance (Mcconnell and Servaes 1990; 

Thomsen and Pedersen 2000; Benson and Davidson 2010; Ellili 2011). They also suggest that 

the majority of blockholders are institutions and foreign investors, where they have substantial 

knowledge in regards to managing and making strategic decisions which ultimately increase 

firms’ financial performance. 

On the other hand, blockholders are risk-averse which may impose potential risk by investing 

large capital without knowing about the project. As blockholders have significant power to 

influence managers they might ignore management decisions and pursue their own interest for 

private benefit (Ravid and Sekerci 2020). Moreover, they may keep investing in non-profitable 

projects because of insufficient knowledge or depth of information (Desender and Epure 2015) 

which may lead to negative financial performance in the firm. 

As discussed above, several studies find a positive/negative relationship between blockholders 

and financial performance which might highly depend on the blockholders’ investment 

strategy. Evidence also suggests that some blockholders are less likely to invest in CSR as they 

argue that CSR investment does not have a certain return. On the other hand, another group of 

blockholders demand to invest in CSR for better financial performance, where they argue that 

CSR investment will deliver a sustainable financial performance in the firm. It can be 

                                                           
15 Voice - monitoring and communication with management, and exit - threat of sell their shares rather than 

exercise rights.  
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summarised that the relationship between ownership structure and financial performance 

depends on other factors (e.g. blockholder’s investment strategy in CSR). Therefore, this thesis 

investigates the effect of total blockholders and their various types on the relationship between 

CSR and firms’ financial performance. 

2.7 Moderating factors in CSR and firms’ financial performance 

Empirical study shows that a number of factors (e.g. firm size, industries, countries, firm age, 

stakeholders, innovation and firm strategies) influence the relationship between CSR and 

financial performance (Grewatsch and Kleindienst 2017). Thus far reviewing previous 

literature, Dixon-Fowler et al. (2013) show that firm size negatively moderates the relationship 

between CSR and financial performance. They argue that smaller firms have less flexibility to 

access financial resources than large firms due to lack of slack resources. Therefore, large firms 

are more efficient in responding to environmental challenges and organisational change. Van 

Beurden and Gossling (2008) and Aguinis and Glavas (2012) support the argument and add 

that large firms typically have more financial resources, which ultimately strengthens the 

relationship between CSR and firms’ financial performance.  

The empirical findings also show that young firms have a negative impact on the relationship 

between CSR and financial performance (D’Amato and Falivena 2020). This is due to lack of 

knowledge, limited capabilities, and fewer financial resources. However, Wang and Bansal 

(2012) argue that a long period in the business (more than 5 years) with a strategic perspective 

can turn negative performance into positive. Therefore, it can be said that CSR investment 

needs time to pay off in the business. 

In addition, Hull and Rothenberg (2008) show that low-innovation firms negatively moderate 

the relationship between CSR and financial performance. This is because low-innovative 

forms’ may be expensive to operate and this leads to less investment in CSR activities which 

results in negative financial performance. Aguinis and Glavas (2012) argue that investing in 

Research and Development projects improves the CSR score which eventually improves the 

firm performance. However, Hull and Rothenberg (2008) also suggest that the level of 

differentiation in the industry positively moderates the relationship between CSR and financial 

performance. They demonstrate the reason being that firms engaging in CSR are able to 

distinguish themselves from their competitors and give customers a reason to buy their goods 

and services.  
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Moreover, literature also suggests that a firm’s CSR engagement may only be beneficial if it 

gains legitimacy and reward in the stakeholders’ eyes. Effective communication and reliable 

information provide awareness and enable stakeholders to evaluate the firm’s CSR 

performance (Jayachandran et al., 2013). Stakeholders’ reliance in the firm’s CSR engagement, 

in turn, depends on whether the stakeholders consider a specific CSR engagement as a sporadic 

self-interest or as being permanent and predictable. Because of the information asymmetry and 

ambiguity among stakeholders (Porter and Van-der Linde 1995) firms need to improve their 

CSR reputation and communication, as well as symbolic management. 16 Through advertising 

intensity (Servaes and Tamayo 2013), high CSR disclosures (Schreck 2011), and consistent 

treatment of different stakeholders over time (Wang and Choi 2013), firms can minimise the 

information gap so that stakeholders find out more about the firms which can ultimately 

enhance firm revenue. Thus, the bottom line is that tailor-made stakeholder relationship 

positively moderates the relationship between CSR and financial performance.  

On the other hand, the nature of the relationship between CSR and financial performance varies 

across industries because each industry operates in a different context with distinct 

environmental, social, and financial concerns (Schreck 2011; Baird et al., 2012). A firm’s CSR 

approach is a response to industry-specific stakeholder demands that vary in terms of levels of 

activities as well as areas of interest (Baird et al., 2012). For example, stakeholders might invest 

in clean industries, less pollution-intensive industries instead of dirty, high pollution-intensive 

industries. As such, industries with a negative environmental reputation face greater media 

attention, regulations, and pressure from stakeholders (Dixon-Fowler et al., 2013), but in 

parallel, they have more to win from a good environmental performance. Therefore, it can be 

argued that the relationship between CSR and financial performance is influenced by industry.  

These evidences indicate that different factors moderate the relationship between CSR and 

financial performance. After reviewing previous studies, this thesis identifies a gap in 

knowledge where no known empirical research focuses on exploring the moderating effect of 

total blockholders and their various types on the relationship between CSR and financial 

performance (Grewatsch and Kleindienst 2017). Therefore, this thesis bridges the gap in the 

UK and Chinese contexts. 

                                                           
16 Symbolic management is that an organisation’s success or failure depend on external forces.  
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2.8 Chapter summary 

Firstly, section 2 of this chapter focuses on the background of the thesis and therefore starts 

with CSR definitions. The section proceeds with the history and development of CSR and 

current trends as well as CSR development in the UK and Chinese contexts. Section 3 reviews 

the importance of CSR in business organisations. Section 4 reviews the empirical evidence of 

the relationship between CSR and financial performance. 

Furthermore, section 5 discusses the ownership structure in the UK and Chinese markets and 

how the ownership structure has changed over the years in both contexts. Section 6 explores 

the influence of ownership structure on firms’ financial performance. Section 7 evaluates the 

empirical evidence of moderating factors which influence the relationship between CSR and 

financial performance.  

Discussion of this chapter reveals a conspicuous gap in the literature as there are very few 

extant studies that investigated the ways in which ownership structure influences the 

relationship between CSR and financial performance. The review also reveals an obvious gap 

in CSR literature as there is very limited existing literature that distinguishes that different 

types of owners have different objectives in firms regarding CSR and firm value maximisation 

activities in developed and emerging countries.  

Since this research aims to investigate the moderating effect of total blockholders and their 

various types on the relationship between CSR and financial performance in the UK and China, 

it is essential to explore various theories, which are discussed in the chapter 3.  
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Chapter 3: Theoretical framework 

3.1 Chapter overview  

This chapter critically reviews the related theories employed by prior literature. Therefore, it 

begins by laying out the theoretical dimensions of research that have been employed in the 

literature to explore the research objectives. A number of theories have played an important 

role in interpreting and analysing the effect of significant shareholders in CSR policies and 

firms’ financial performance. This chapter discusses the overview of CSR theories and then 

explains three key theories: agency, stakeholder and legitimacy theories relevant to this study. 

These theories are employed to explore the key drivers of CSR engagement on firm value 

creation, whereas external drivers such as agency theory are examined to explore the 

instrumental, economic and managerial perspective regarding CSR engagement which can 

influence the firms’ financial performance. These theoretical arguments will explore the key 

moderating effect of CSR and financial performance in this chapter. The following section 

discusses the overview of CSR theories relevant to this study. 

3.2 An overview of CSR theories 

Over the past decades, researchers experienced an increasing interest in different theories to 

explain CSR in business and financial perspectives (Frynas and Yamahaki 2016). According 

to Garriga and Mele (2004), CSR theories are classified as instrumental, political, integrative, 

and ethical theories. The instrumental theories suggest that a firm’s primary social 

responsibility is to create wealth for its shareholders. This group of theories argue that any form 

of social activity is acceptable, as long as it is not against the primary purpose of wealth creation 

in the firm. As a result, this group of CSR theories consider socially responsible activities as a 

mechanism of accomplishing firms’ long-term financial objectives (Jones 1995; Donaldson 

and Preston 1995; Globner 2019).  

On the other hand, the political theory focuses more on the business-society relationship in the 

political sphere. According to Boddewyn and Doh (2011), firms’ political role provides 

community services, such as health and education, previously regarded as a preserve of the 

state and the rising role of self-regulatory business behaviour through voluntary initiatives. 

Thus, political roles apply in businesses to engage with social and community activities through 

voluntary initiatives. Additionally, the integrative theories indicate that the existence, growth, 
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and continuity of the business depend on society; the latter holds critical resources. This is, 

therefore, important for the firms to integrate social demands into the business model. Finally, 

the fourth group of theories, the ethical ones, show that firms have fiduciary duties towards 

their numerous stakeholders and the society as a whole and are required to implement morally 

and ethically acceptable practices in their operations (Crane et al., 2008). As a result, Garriga 

and Mele (2004) show that firms should consider CSR as an ethical obligation above any other 

consideration.  

These classifications of CSR theories are comprehensive, as they have managed to integrate 

multiple approaches. The relationship between different approaches and theories is discussed 

in line with the role of current business in society. However, according to Gray et al. (2010), 

employing a single theory to understand a phenomenon is likely to be imperfect and 

incomplete; therefore, these classifications are somehow weak in theoretical teams, as they 

ignore the important effect of complex interrelationships amongst the various views. For 

example, the instrumental theory is defined as a means of achieving firms’ economic 

performance through social initiatives, but still it fails to appreciate the contribution of 

stakeholder management and the corporate social performance approach to the financial 

performance. Likewise, this approach also fails to describe any specific reason for separating 

different theories since different political theories may also be associated with the instrumental 

theory of CSR (Secchi 2007). Instead, applying a number of theories would overlap and 

intersections between theories could lead to a more intelligent debate and a better 

understanding of the phenomenon.  

Earlier studies have classified CSR under several alternative theories, including neoclassical 

theory (Lantos 2001), resource dependency theory (Salancik and Pfeffer 1978; Frynas and 

Yamahaki 2016), and institutional theory (Meyer and Rowan 1977). However, according to 

the research objectives, this thesis employs agency theory (Jensen and Meckling  1976), 

stakeholder theory (Freeman 1984) and legitimacy theory (Suchman 1995) to understand the 

research phenomenon. The following sections discuss the employed theories and how they 

underpin and relate to this study. 

3.3 Agency theory 

Since the 1970s, most economic research in corporate governance and finance have been 

framed by the agency theory (Ross 1973; Jensen and Meckling 1976; Aguilera and Jackson 

2003; Frynas and Yamahaki 2016). The origins of the agency theory could be traced back to 
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the study of Coase (1937). However, the ideals of its perception have only been adopted by 

firms after several decades. This theory is a contract that arises between one or more parties, 

where the principal delegates work to an agent to perform it. The most common agency 

relationship in finance refers to the relationship between principals and agents (shareholders 

and managers). The agent is doing the services on behalf of principals (Ross 1973; Jensen and 

Meckling 1976).  

The central reason for the development of the agency theory is the separation of ownership 

from management. This is due to firm size growing where shareholders lost effective control; 

therefore, this is now left to the discretionary management of professional managers (Muth and 

Donaldson 1998). This indicates that managers may naturally use this delegated power and 

privileged position to maximise their personal benefits at the expense of the shareholders’ 

wealth (Letza et al., 2004).  

Fundamentally, the agency theory assumes that shareholders and managers might have 

different attitudes towards risk. For instance, shareholders are often assumed risk-neutral on 

the grounds that they have more liquidity for diversification of investment in the events of the 

takeover, reduction of firm value as shown in declining stock prices or liquidation of the firm. 

At the same time, agents are more risk-averse given their more constrained liquidity position. 

This divergence in principal-agent attitudes towards risk underscores the fact that they have 

conflicting goals; as such managers might engage in opportunistic behaviour, like free lunches, 

investing in unprofitable projects, excessive use of free cash flow (Jensen and Meckling  1976; 

Fama 1980; Fama and Jensen 1983). Conversely, shareholders will attempt to monitor the 

activities of firm managers, given their tendency for opportunistic behaviour (Jensen and 

Meckling  1976; Wang and Coffey 1992).  

Additionally, Berle and Means (1932) argue that the separation of ownership and control is the 

foundation of the agency problem for creating governance issues. The assumption of the 

agency theory is to maximise shareholders’ wealth; however, managers may not act in the best 

interest of the principal (Selvaggi and Upton 2008; Mallin 2010). The issue of the separation 

of interests can be found when the self–interest of the manager may take place as the manager 

may not act in the best interest of shareholders (Mallin 2010). For instance, senior management 

may tend to pursue their personal ambition, such as enhancing their reputation as managers 

(Beliveau et al., 1994) at the expense of the shareholders (Fama and Jensen 1983). This 

argument aligns with previous literature (Beliveau et al., 1994; Campbell 2007; Barnea and 
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Rubin 2010) as managerial reputation is a key factor when deciding on CSR expenditure. This 

is because such initiatives will reveal the manager’s reputation. Unlike investors who can 

diversify their holdings, managers fear an employment loss and, therefore, protect their 

employment by enhancing their reputation at the expense of shareholders’ interests (Beliveau 

et al., 1994).  

In many instances, managers may act only partially in the shareholders’ favour by misusing 

their decision-making power, such as not taking the appropriate risks that might enable firms 

to achieve better financial performance (Fama and Jensen 1983). This may include avoiding 

investing in CSR activities because it is a long-term investment and has variable/undefined 

outcomes (Bushee 1998). Managers tend to improve their reputation in order to protect their 

job even in the face of recession. Thus having the incentives to satisfy the global stakeholders’ 

requirements for CSR and business sustainability by contributing in different CSR activities, 

even when such investment diverges from shareholders’ wealth maximisation which leads to 

agency problems (Abdul and Ibrahim 2002). As indicated by the agency theory, this divergence 

of interests would incur agency costs (Jensen and Meckling  1976). Moreover, shareholders 

who are short-term oriented may have no desire to engage in CSR initiatives by reputable 

managers. This would incur an agency problem which consists of corporate monitoring costs 

to keep an eye on management alignment with that of shareholders (Donaldson and Davis 

1991). In this instance, shareholders may sell their holdings, thus incurred an agency cost of 

equity when they recognise that management’s action was not aligned with their best interests 

(Morris 1987). Increasingly, this behaviour will negatively influence firms’ financial 

performance. 

Since firms are a nexus of contracts between principals and agents (Berle and Means 1932), an 

agency problem may arise “because contracts are not inexpensively written and enforced” 

(Fama and Jensen 1983, p. 327). Moreover, agents may not act in the best interest of principals. 

The divergent perception and costly written contracts indicate that solving the agency problem 

has costs, and these costs are the sum of the monitoring expenditures incurred by the manager 

(Jensen and Meckling  1976). Therefore, to mitigate the agency problem, Eisenhardt (1989) 

argues that employing directors is an effective monitoring mechanism to curb the inefficient 

investment by managers. Moreover, blockholders (controlling shareholders) and managerial 

shareholders may reduce agency costs by effectively monitoring the firm (Baek et al., 2009). 

Additionally, rewarding managers with managerial ownership could eliminate the conflict of 
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interests between managers and shareholders, thus enhance shareholders’ wealth (Jensen and 

Meckling  1976; Letza et al., 2004).  

On the other hand, a prior study by Eldomiaty et al. (2019) suggests that information 

asymmetry is another reason for agency problems. This is in line with managers and 

shareholders having access to different levels of information in the firm (Mallin 2010). 

However, managers may reduce the agency costs by effective communication with 

shareholders and explain their decisions regarding CSR investment, stating its costs and 

benefits for business sustainability. This can be done by disclosing CSR information through 

producing CSR reports and indicating the possible benefits. However, the benefit of such CSR 

information disclosure will outweigh the cost (Cooke 1992). The term monitoring cost is used 

to indicate such agency costs that are related to CSR information by managers to their 

shareholders (Fama and Jensen 1983). Thus, the argument shows that the agency theory can 

clarify the monitoring cost associated with disclosing CSR to shareholders via CSR reports to 

minimise agency costs.  

The agency theory has been employed to examine the relationship between CSR and ownership 

structure. This theory could be relevant as the incentive schemes for executive managers of 

firms determine corporate decisions to commit resources to CSR practices. For example, when 

shareholders recognise CSR expenditures as detrimental to maximising returns on their 

investments, shareholders may force managers not to invest in CSR activities (Roper and 

Schoenberger-Orgad 2011). An alternative decision is that managers may still engage in 

opportunistic behaviour through extensive resource allocation in CSR practices to boost their 

self-image and enhance their managerial value in the market, even if such expenditure may 

negatively impact a firm’s long-term financial performance (Reinhardt and Stavins 2010).  

Moreover, to mitigate the agency conflict, a corporate governance framework is developed to 

control management behaviour (board of directors) and compels it to behave consistently with 

shareholders’ interests by disclosing CSR information and reducing wasteful investment in 

CSR activities. Therefore, based on the agency theory proposition, an effective board of 

directors and monitoring committees are the most important corporate governance mechanisms 

(Cohen et al., 2002). This is because they can play a dominant role in monitoring and 

controlling agents’ behaviours, consequently decreasing agency costs by aligning the principal-

agent’s interests (Fama and Jensen 1983; Jensen and Meckling 1976). Furthermore, as 

corporate directors play a monitoring role on behalf of shareholders, this reduces the agency 
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costs by reducing information asymmetry between agent and principal. Therefore, it bridges 

the gap between owners and managers (Piot 2001).  

As discussed above, the agency theory provides explanations and solutions for shareholders’ 

and managers’ agency relationships, which prioritise other theories (Dinga et al., 2009). In 

addition to this, agency theory is one of the most important theory in accounting and finance 

research. It is an easily understandable (Eisenhardt 1989) and simple theory because it 

classifies the organisation into two participants which are agents and principals, with clear 

interests for each of them. Also, it is in line with the philosophy of human nature with respect 

to the wealth maximisation instinct (Daily et al., 2003). As a result, the agency theory is the 

main perspective within which this study is being carried out. 

3.4 Stakeholder theory 

The term stakeholder was first introduced in 1963 at Stanford Research Institute by Igor Ansoff 

and Robert Stewart (Ansoff 1987). After two decades, stakeholder theory was originally 

detailed and developed by Freeman (1984) in his book ‘Strategic Management: A Stakeholder 

Approach’. According to Freeman (1984, p. 52), “stakeholders are any group or individuals 

who can influence corporate objectives, including employees, customers, suppliers, 

stockholders, bank, environmentalists, government and other groups who can help or hurt the 

company”. Therefore, it is essential to consider stakeholders’ desires in the firms’ strategic 

decisions.  

Previously, a number of studies classified stakeholders in different ways, for instance, internal 

and external (Zahra and Pearce 1989), strategic and moral (Goodpaster 1991), supportive 

managerial, non-supportive and mixed blessing (Savage et al., 1991), latent, expectant and 

definitive (Mitchell et al., 1997), voluntary and involuntary stakeholders (Clarkson 1995).  

However, Clarkson (1995) classified stakeholders into two different groups - primary and 

secondary - by their interest, claims, ownership and rights in the firm’s activities. Primary 

stakeholders are those who have a direct association with an organisation, such as shareholders, 

investors, employees, customers, suppliers, government and communities which provide 

infrastructures for the corporate activities. The controlling shareholders and management of 

the company must strive to create proper satisfaction for each of these groups. If any of these 

groups disappeared from an organisation, severe damage to the organisation is likely. 

Secondary stakeholders are groups who can affect or be affected by the company’s activities; 
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however, they do not have direct economic transactions with the company and their presence 

is not important in the corporate life cycle, such as media, public and research centers (Clarkson 

1995). Nevertheless, both groups are very important for the organisation to survive in the 

market. 

In line with the stakeholder theory, firm managers are responsible to their stakeholders and 

ensure the balance of divergent interests of multiple stakeholders. This theory indicates that 

corporate responsibility is beyond economic and financial objectives of a firm; therefore, 

managers must balance the interests and create value for various stakeholders, including 

shareholders, to achieve corporate objectives (Jones 1995; Donaldson and Preston 1995; 

Branco and Rodrigues 2006).  

The stakeholder theory has various assumptions. For instance, Donaldson and Preston (1995) 

suggest that the stakeholder theory has three descriptive, instrumental, and normative 

approaches. The descriptive approach discusses the behaviour, actions and communication of 

the company’s management towards shareholders. The instrumental approach explains how 

the management achieves the corporate goals considering stakeholders’ interests. And the 

normative approach emphases that how a company attains its goals considering moral and 

ethical norms (Frynas and Yamahaki 2016).  

Similarly, Gray et al., (1996) classify the stakeholder theory as an ethical and managerial 

perspective. Later, these approaches are extended by Deegan (2007) and Gray et al. (2010). 

Following the ethical perspective, a firm should treat its stakeholders fairly and equally; 

(Deegan 2007) in this way firms can be perceived to be a mechanism for meeting stakeholders’ 

expectations rather than shareholder value creation. This ethical perspective can be linked to 

normative stakeholder theory (Donaldson and Preston 1995) and accountability stakeholder 

theory (Gray et al., 1996). This ethical assumption is opposed to Friedman’s (1970) argument. 

It emphasises that firms are accountable and acting according to the stakeholders’ interests and 

needs even though it is not financially effective. This stakeholder theory perspective 

overshadows the concept of shareholder value creation and prioritises the fulfilment of 

stakeholders’ expectations and interests. Therefore, managers should acknowledge that 

stakeholders are key to the firms’ success and they should consider each decision moral and 

ethical aspect to satisfy stakeholders’ demands (Mcvea and Freeman 2005). Considering 

ethical firms they treat their stakeholders fairly and equally regardless of their power.  
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Besides the managerial perspective, the stakeholder theory states that stakeholders control the 

firms’ critical resources (Mitchell et al., 1997; Deegan 2007). In this perspective, managerial 

focus and priority should be given to the fulfilment of those stakeholders who are economically 

powerful, e.g. large shareholders. This is because these kind of stakeholders are contributors to 

wealth creation, risk bearers and potential beneficiaries. Therefore, the managerial perspective 

of the stakeholder theory focuses on managing the relationship among firms’ powerful 

stakeholders more than focusing only on the financial objectives (Donaldson and Preston 

1995). Therefore, the stakeholder theory indicates that stakeholders have the resources and 

power to improve and destroy firms’ financial performance.  

Several studies have emerged in CSR and stakeholder theory (Waddock and Graves 1997; 

Preston and O’Bannon 1997; McWilliams and Siegel 2000; Godfrey et al., 2009; Ghoul et al., 

2017). They suggest that the central themes of stakeholder theory are to meet the needs and 

demands of various stakeholders by implementing a socially responsible practice that makes a 

positive change in society (Ruf et al., 2001), and such socially responsible practices are called 

CSR. According to Murthy (2007), CSR can be defined as a social practice where firms shift 

their responsibility towards meeting the needs and expectations of several stakeholders. Firms 

engage in CSR activities (e.g. social, environmental, philanthropy) towards secondary 

stakeholders and generate positive moral capital by improving stakeholders’ confidence 

towards firms (Godfrey 2005). Moreover, satisfying stakeholders through CSR practices 

improves firms’ reputation, ultimately increasing shareholders’ long-term wealth (Godfrey et 

al., 2009). Additionally, prior studies show that firms maintaining a healthy relationship with 

their stakeholders (e.g. suppliers, bank, financial institutions) facilitates lower leverage and 

cheaper cost of capital (Dhaliwal et al., 2011; Ghoul et al., 2017).  

However, the stakeholder groups are not the same in an organisation; therefore, different 

stakeholder groups have different expectations of the firm where they require different levels 

of CSR engagement. For instance, if employees are not happy with their wages/facilities, this 

may affect service quality, leading to low revenue and profitability. On the other hand, 

customers may seek more CSR-related products to protect the environment and society. 

Therefore, customers may be more loyal to CSR firms and happy to pay price premiums for 

products (Arora and Henderson 2007; Servaes and Tamayo 2013). Furthermore, when a firm 

does not meet its promises towards the government regarding environmental regulation, the 

government may find it necessary to pass more stringent regulations to force the firm to act in 

a socially responsible way. Strict regulations may increase costs in the firm while lowering 
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profitability. According to McGuire et al. (1988), firms with better CSR activities make fewer 

implicit claims, leading to lower costs and high financial performance. Therefore, as firm 

stakeholders are in favour of CSR activities, it may potentially improve firm performance. 

Stakeholder theory suggests that firms may receive revenues and costs incentives due to CSR 

engagement (Freeman 1984). For instance, CSR may generate additional revenue by 

purchasing customer decisions, which directly affects a firm’s revenue. In addition, CSR 

actions lead to a higher stakeholders attitude towards a company and its product (Sen and 

Bhattacharya 2001). Stakeholders-oriented CSR activities may involve indirect effects, such as 

a reputation for quality and reliability, which eventually create product differentiations and 

generate revenue for the firm (Lev et al., 2010).  

The key success of a firm is the value added to all of their stakeholders (Starik and Rands 1995; 

Dunphy et al., 2003). Stakeholders can be used as a corporate governance tool for the firm’s 

success as they have moral and legal rights (Donaldson and Preston 1995). Stakeholders will 

show loyalty and return to the firm when satisfied by the firm’s activities (Freeman 1984). 

Thus, the firm’s controller should consider stakeholders’ demands when taking action (Blair 

1995) and perform business accountability towards stakeholders rights (Manville and Ober 

2003). Integrating stakeholders’ demands into decision making can reduce conflicts and 

promote efficiency (Turnbull 2002).  

Furthermore, based on the stakeholder theory, a firm has obligations for all its stakeholders. It 

should run to benefit all persons or groups, not only maximising shareholders’ profit but also 

creating social welfare. This theory aims to make sure that the goals of the firm should be 

achieved by creating an appropriate balance between the interest of all stakeholders (Freeman 

1984; Heath and Norman 2004). Shankman (1999) also reports that such balancing is the only 

way for the company to achieve its objectives and continue its operations. One of the main 

reasons for Enron and other corporations failing in the 2000s was unbalanced stakeholders’ 

interests.  

A prior study declared that firms are likely to adopt reactive strategies if stakeholder demands 

are ignored (Mackenzie 2007). This leads to a misalignment of the firm’s aspirations and its 

stakeholders’ concerns. For example, the collapse of Enron and WorldCom could be attributed 

to the firms’ misconduct in integrating stakeholders’ demands into their decision process 

(Turnbull 2002; Currall and Epstein 2003; Pearce 2003). In order to avoid such collapses, some 

governments considered the alignment of stakeholders’ concerns with corporate conduct and 
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set up new rules and regulations regarding this matter. For instance, the Sarbanes-Oxley Act 

was released (Matten and Moon 2008; Alabdullah 2018). Most regulations could be referred 

to as the theoretical framework of the stakeholder theory. Unlike firms that adopt a reactive 

strategy, a proactive approach is adopted by firms that incorporate their stakeholders’ demands 

into their decision-making process. Therefore, this perspective is more suitable for this research 

and has contributed to this study’s theoretical foundations. The proactive perspective will allow 

this research to examine the effect of ownership structure in enhancing a firm’s CSR activities 

and their consequences on firms’ financial performance.  

The stakeholder theory guides firms to take a holistic approach in setting their corporate 

objectives. This theory considers both the ethical and economic aspects of firms and supports 

them in implementing socially responsible initiatives towards a positive change in society. In 

addition, stakeholder theory promotes fairness in dealing with parties associated with the firms 

and promotes both corporate growth and the welfare of the society. However, this theory is not 

free from ambiguity as this theory does not explain what the stakeholders expect from firms 

and how the divergent needs of stakeholders can be balanced. Moreover, this theory fails to 

explain how and from where the roles and responsibility of firms come; instead, it only focuses 

on fulfilling the roles and responsibilities. 

According to the legitimacy theory (Suchman 1995), the roles and responsibility of 

organisations come from society. Firms are a part of the social system that operates within the 

boundaries of society and aims to fulfil the needs and demands of society via offering goods 

and services that meet the social elements’ expectations (Campbell 2000). Therefore, CSR can 

be explained better by including the legitimacy theory which is discussed in the following 

section.  

3.5 Legitimacy theory  

Legitimacy theory results from the business ethics theory, as the theory indicates that firms 

should be morally responsible to their host communities. Legitimacy theory accords 

recognition to those firms that fulfil their ethical responsibilities to society. According to 

Suchman (1995, p. 574) and Rodriguez-Dominguez et al. (2009, p. 191) legitimacy theory is 

defined as “a generalised perception or assumption that the actions of an entity are desirable, 

proper, or appropriate within some socially constructed system of norms, beliefs and value 

systems of the host communities”. Other scholars put the legitimacy theory as “organisations 

trend on the grounds of a social contract between the organisation and society” (Dowling and 
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Pfeffer 1975, p. 125; Campbell 2000, p. 82). In short, the legitimacy theory indicates that firms 

cannot be separated from society. This notion can be defined as a key concept in the 

conceptualisation of CSR (Palazzo and Scherer 2006).  

The legitimacy theory seeks to explain how firms realign their ideals to the changing structure 

of a society. More specifically, this theory argues that financial performance and efficiency are 

necessary but not sufficient for business survival (Chen et al., 2008). There is a popular opinion 

that the continued existence and development of a business is not only dependent on 

profitability but also upon social legitimacy (Jensen 2002; Lee 2009; Jo and Harjoto 2011). 

According to Lindblom (2010), firms assume legitimacy when their goals, operational 

framework and outputs are aligned with the needs and expectations of those who confer 

legitimacy, namely, the society within which they operate. This idea is supported by Long and 

Driscoll (2008), who argue that a firm’s goals should be compatible with accepted social 

morality, or its operational framework, and that they should meet the society’s expectations.  

According to Frynas and Yamahaki (2016), legitimacy theory can be categorised into two 

perspectives: strategic and institutional. It is argued that under the strategic legitimacy concept, 

a level of managerial control over the legitimating process exists (Suchman 1995). This 

approach is informed by the stakeholders and resource dependence theory that highlight how 

critical the resources are and the necessity of management to consider those who manage such 

resources (Sonpar et al., 2010). Therefore, legitimacy can be referred to as a resource that is 

awarded by groups outside the corporation (Frynas and Yamahaki 2016).  

On the other hand, the strategic perspective of the legitimacy theory has been mainly applied 

to examine firm social disclosure to mitigate the relationship between social anticipations and 

corporate practices (Patten 1992; O’Donovan 2002; Magness 2006). The legitimacy theory 

assumes that firms adopt social, philanthropic and CSR disclosure activities to achieve 

legitimacy in the firm, enabling them to have better financial performance (Lanis and 

Richardson 2013). In line with the argument, legitimacy theory indicates that firms adopt CSR 

to achieve legitimacy that might enable firms to develop a better reputation with their investors 

(Bebbington et al., 2008; Chan et al., 2014), which ultimately improves firms’ economic value. 

Prior study shows that legitimacy is one of the reasons that firms are implementing the social 

contractual agreement between the firm and community and is underpinned by the assumption 

that firms will adopt strategies to conform to societal expectations (Jenkins 2004). Therefore, 

it is vital that firm activities must be legitimate in the eye of society so firms can continue 
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growing according to their expectations (Arvidsson 2010). However, legitimatising firm 

activities constantly is challenging to achieve as social/stakeholder expectations change 

continuously. Therefore, firms unable to operate in line with society’s operational framework 

to better conform to societal expectations (Dowling and Pfeffer 1975). This behaviour creates 

a legitimacy gap between the firm manager’s perception and societal perception (Sethi 2005; 

Lindblom 2010). To unlock this legitimacy gap, firms can use four strategies to legitimise their 

operations; e.g. education and information, manipulation of perception, changing social 

expectation, and changing stakeholders’ perception (Yongvanich and Guthrie 2007; Lindblom 

2010). 

The engagement of CSR activities facilitates strategies for legitimisation and plays an 

important role in their implementation. For instance, if legitimacy is threatened in the firm, 

then communication and education play a vital role in the process of legitimation. Moreover, 

Dowling and Pfeffer (1975) assert that a firm’s information disclosure on their annual report 

can be used as a means to implement these strategies. In the same vein, Gray et al., (2010) 

suggest that firms are actively initiating CSR activities to communicate to stakeholders that 

firms are legitimising their operation with regards to society. Therefore, it can be argued that 

CSR activities and disclosures are all parts of the legitimation process that an organisation can 

adopt (Deegan 2002; Van Der Laan 2009).  

Campbell (2000) reviews social disclosure in UK firms, where he found that corporate social 

policies are motivated by the traits of the company’s chairperson rather than what is predicted 

by the legitimacy theory. This finding is further investigated by O’Dwyer (2002), who 

interviewed senior executives of large Irish firms and reports that social and environmental 

disclosure policies are rarely motivated by legitimacy-related factors. As a result, he argues 

that CSR disclosure is not always a successful legitimisation strategy.  

On the other hand, a number of studies report a positive relationship between corporate 

legitimacy and CSR. For instance, Deegan et al. (2002) examine the relationship between 

community concern for social and environmental issues and the firm’s annual report disclosure, 

where they found a significant positive correlation. Firms disclose positive social and 

environmental information in response to negative media attention (Deegan et al., 2002). This 

argument is supported by Chu et al. (2013), who examine the factors driving companies to 

publish greenhouse gas reports of Chinese firms. The same study found that those “large firms 
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operating in an industry that produces higher-level carbon dioxide and have negative publicity, 

they tend to publish only neutral and good news” (p. 114). 

In recent years, the use of legitimacy theory in accounting and finance research has increased 

significantly this due to the theory is positively linked CSR (Kamal and Deegan 2013; 

Bhattacharyya 2015). To support the argument, a KPMG (2013) report shows that the corporate 

social reporting rate has risen substantially, with 93% of the top 250 global firms including a 

CSR report in their annual financial statements. This evidence suggests a possible increased 

pressure on firms to initiate CSR activities and disclose them in their annual reports. Thus, 

social pressure has become one of the key motivating factors for pursuing CSR activities 

(Patten 1992; Deegan 2002). Therefore, it can be summarised that the legitimacy theory is 

important for firms’ long-term relationship with society in order to sustain and thrive in a 

dynamic environment. Furthermore, it shows that business sustainability depends on the 

resources they acquire from society and exchange for their product and services, ultimately 

increase firms’ financial performance. 

In this thesis, the legitimacy theory would be useful to investigate the effect of blockholders in 

CSR activities which ultimately influence firm performance. Moreover, this theory is relevant 

in this research as it suggests the needs to examine how different ownership types will devote 

resources to CSR practices bearing in mind the exigency of obtaining social legitimacy from 

the host communities. Hence, this study investigates how legitimacy concerns strongly 

influence corporate decisions to commit resource allocation to CSR engagement, ultimately 

influence firms’ financial performance. 

3.6 Chapter summary 

This chapter reviews the basic theoretical concept of the firm’s link between ownership 

structure and CSR practices. The agency theory discusses that shareholders and executive 

managers’ diverging interests may have varying implications in CSR practices. Engaging in 

CSR practices may also increase agency problems where managers involve in opportunistic 

behaviour via committing resources to wasteful social investments to enhance their career 

prospects. Since the influence of external stakeholders may affect the long-term success and 

survival of the firm, stakeholder theory demonstrates the importance of different ownership 

structures to align their interests with the objectives and demands of external stakeholders 

through CSR investments.  
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Moreover, legitimacy theory indicates host community approval or disapproval of firms’ 

operations or other activities that may strongly influence corporate decisions to commit 

resources to CSR engagement. Finally, the review of theories in this thesis led to propositions 

that blockholders influence CSR and firms’ financial performance. 

In the following chapter, the propositions will be developed into the main research questions 

and testable hypotheses to investigate in this thesis.  
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Chapter 4: Development of Hypotheses 

4.1 Chapter overview 

The previous chapter discussed various aspects of the theoretical background underpinning the 

investigation of the ownership structure, CSR engagement, and financial performance. These 

theories explain the inter-relationship between CSR and financial performance and how 

ownership influences CSR decisions in business organisations. This chapter aims to 

synchronise the research gap identified from previous literature into the main research 

questions and develop testable hypotheses for the empirical investigation. The main research 

question of this thesis is the following: 

How do total blockholders and their various types influence the relationship between CSR 

and firms’ financial performance? 

The rest of this chapter discusses the development of seven hypotheses related to the main 

research question in two different contexts, namely in the UK and China. Prior findings show 

a lack of research addressing the influence of the total blockholders on the relationship between 

CSR and financial performance. Since blockholders could be of various types, this chapter also 

reviews different types of blockholders and their effect in CSR engagements which ultimately 

influence firms’ financial performance in the UK and Chinese contexts.  

4.2 The moderating effect of blockholders in the UK context 

This thesis investigates the moderating effect of blockholders on the relationship between CSR 

and financial performance. Prior literature indicates that large shareholders17 have protected 

and unable to control management (Dam and Scholtens 2013). Therefore, this thesis develops 

the knowledge that ownership structure influences the relationship between CSR and financial 

performance. The following section develops four hypotheses based on the UK context. 

                                                           
17 Large shareholders/blockholders are those who own a large proportion of shares in the firm. Following 

(Marchica and Mura 2005) this thesis considers large shareholders are those who own 3% or more than 3% 

shares in the firm.  
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4.2.1 The effect of total blockholders  

Total blockholders are combined with all types of blockholders, who have both the incentive 

and ability to oversee management in order to protect their investment in the firm. Empirical 

findings show that blockholders have the power to influence corporate decisions via 

appointment of directors on the board (Boyd 1994) and their activism (Lee and Lounsbury 

2011). Besides, some blockholders owned a high percentage of shares and controlling rights 

compared with other minority shareholders. Hence, both groups (large shareholders and 

minority shareholders) may have different interests in the firm regarding investment policies 

and investment returns. According to Aoki (1984) and Globner (2019), high percentages of 

blockholders in the firm make a better investment return as blockholders play a monitoring role 

on corporate decisions. Effective investment decisions lead a firm to better financial 

performance. Moreover, Aoki (1984) confirms that it is quite difficult for minority shareholders 

to monitor and play effective investment decision-making roles in the firm. This is due to their 

lower ownership percentage in the firm (Black 1992).  

On the other hand, the principal-agent theory (agency theory) suggests that managers are less 

likely to engage in profit maximising behaviour where they might look for self-benefit in the 

absence of strict monitoring by blockholders. However, firms with a high percentage of total 

blockholders may receive competitive advantages as total blockholders influence management 

decisions, which can create or destroy value for shareholders in these firms (Harford et al., 

2018). Hence, a high percentage of blockholders in the firms indicate greater monitoring and 

intervening in corporate decisions. Empirical findings support the argument that concentrated 

shareholders influence corporate decisions (Baysinger et al., 1991; Kochhar and David 1996). 

Jensen and Meckling (1976) also argue that effective monitoring can minimise agency 

problems between shareholders and managers and ultimately reduce the firm’s monitoring 

costs. For instance, firms with high minority shareholding have little power to monitor 

management decisions (Grossman and Hart 1980), where they have to appoint external 

reviewers which incurred additional costs for the firm. However, total blockholders have 

sufficient incentive and power to influence firm’s decisions and discipline managers to pursue 

and advise for profit-making investment (Shleifer and Vishny 1986, Alhaj-Ismail et al., 2019).  

In addition, the law and finance literature supports the view that blockholders can be a 

substitute for legal protection, with a positive effect on firm performance (Wang and Shailer 

2015). Hence, they can be a better protector of small minority shareholders’ interests when a 
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country’s legal system is relatively weak. Furthermore, prior studies (Shleifer and Vishny 

1986; Gorton and Schmid 2000) suggest that blockholders are more likely to support social 

investments as they usually invest for the long term. In addition, Falck and Heblich (2007) 

indicate that CSR investments are most likely to pay off in the long run.  

On the contrary, La Porta et al. (2000) called this encroachment when blockholders take high 

ownership percentages in the firm. They argue that a high percentage of blockholders influence 

firms’ internal balance, fail to develop internal oversight and obtain inside information. 

However, minority shareholders are unable to force the company to disclose more information 

as they do not have influencing power because of lower ownership stakes. Therefore, Fama 

and Jensen (1983) argue that the combination of ownership and controlling power increases 

the risk in the firm. This is due to majority shareholders pursuing their interests at the expense 

of minority shareholders, allowing them to exchange profits for private rents. 

Additionally, controlling blockholders might have an incentive to cover up their opportunistic 

behaviour by either withholding unfavourable social information or promoting information 

asymmetry by disclosing only social information that would boost the market’s confidence and 

hide their self-serving behaviour (Gul et al., 2010). Moreover, controlling blockholders might 

influence managers’ decisions, although managers have in-depth knowledge and information 

and practical management skills for profit-making investment. These arguments indicate that 

controlling blockholders discourage managers from investing in value projects, which 

ultimately negatively influence firms’ financial performance.  

Considering the CSR literature, Dam and Scholtens (2013) suggest that different blockholders 

may have different views regarding CSR investment. For instance, some blockholders may 

seek long-term benefit and sustainable growth by investing in CSR activities. However, another 

group of blockholders may have the opposite opinion and want short-term benefits instead of 

long-term CSR investment. This group of blockholders may deny improving firm reputation, 

employees efficiency and customer satisfaction as they may not consider socially responsible 

investment in the firm (Lau et al., 2016). The study also indicates that CSR investment incurs 

additional costs, resulting in less economic benefit for the firm. Dam and Scholtens (2013) 

support the argument because the benefit of CSR does not always outweigh the costs for 

shareholders.  

Previously, a number of studies found a negative relationship between CSR and large 

shareholders (Dam and Scholtens 2013; Lau et al., 2016; Zhu et al., 2016; Brammer et al., 
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2006; Li and Zhang 2010; Liu and Zhang 2017). Among others, Lau et al. (2016) and Liu and 

Zhang (2017) found that a higher ownership concentration results in low CSR performance. 

Furthermore, Dam and Scholtens (2013) studied the European multinational enterprises where 

they discovered that the relationship between blockholders and CSR is negative and significant. 

These evidences indicate that a high percentage of total blockholders moderate the CSR-FP 

relation.  

Therefore, it can be argued that total blockholders moderate the relationship between CSR and 

financial performance in the UK market. Therefore, this thesis tests the following hypothesis:  

H1: Total blockholders moderate the relationship between CSR and FP in the UK.  

4.3 Types of blockholders and their moderating effect in the UK 

Total blockholders are heterogeneous across different groups as they are different from each 

other along dimensions such as their beliefs, skills, or preferences (Cronqvist and Fahlenbrach 

2009). However, prior studies show similar views, suggesting that different types of 

blockholders have a diverse preference regarding various strategic and investment decisions 

(Zahra 1996; Hoskisson et al., 2002). For instance, Douma et al. (2006) assert that financial 

investors may be interested in short-term returns on their investment, while corporate investors 

may be more inclined towards establishing a long-term financial performance by engaging in 

CSR activities. However, current research have not incorporated ownership heterogeneity into 

their analysis of the relationship between CSR and financial performance (Cronqvist and 

Fahlenbrach 2009; Grewatsch and Kleindienst 2017). 

A firm’s ownership structure and its effect on CSR practices have been considered an important 

research area (Barnea and Rubin 2010; Oh et al., 2011; Jo and Harjoto 2011). The main concern 

underpinning these studies are that different ownership types have varying implications for a 

firm’s CSR engagements. This is because different ownership structures may have different 

objectives and preferences with regards to CSR practices (Hoskisson et al., 2002; Zahra 1996; 

Oh et al., 2011). 

On the other hand, the theoretical postulates concerning the relationship between the firm’s 

ownership structure and financial performance have been forward by Jensen and Meckling  

(1976) and Shleifer and Vishny (1986). They suggest that agent-principal conflict increases the 

firm monitoring costs, which ultimately influence firms’ financial performance. Their concern 

has been empirically tested in developed markets by McConnell and Servaes (1990) and 
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Gedajlovic and Shapiro (1998), who found that different ownership structures (individual, 

institutional and state ownership18) have a diverse influence on firms’ financial performance. 

In line with their findings, it is important to investigate how the different types of blockholders 

would value and incorporate CSR practices, and this would enhance firm economic benefits. 

Therefore, this thesis argues that diverse ownership structures have distinct effects on the 

relationship between CSR and firms’ financial performance. This consists of each blockholder 

type as they pursue their own goals and their way to achieve the firm’s objectives (Grewatsch 

and Kleindienst 2017).  

Therefore, total blockholders may lead to an inconstant inference regarding the role played by 

different blockholders (Niemi 2005). This argument motivates this thesis to go further and test 

whether different types of blockholders (e.g. individual blockholders, institutional 

blockholders and state blockholders) influence the relationship between CSR and firms 

financial performance in the UK. In line with previous literature (Huang 2010; Arora and 

Dharwadkar 2011; Aguilera and Crespi-Cladera 2016; Grewatsch and Kleindienst 2017), the 

following sections show hypotheses development for each blockholder type.  

4.3.1 The effect of individual blockholders 

Large individual or family shareholders are classified as individual blockholders. Individual 

blockholders are common in publicly traded firms in many countries (La Porta et al., 1999; 

Maury 2006). According to Faccio and Lang (2002), 44.29% of 13 Western European 

countries’ firms are controlled by family shareholders. In the US, one-third of public firms can 

be regarded as controlled by family shareholders (Anderson and Reeb 2003). However, 

according to the ONS (2018), 13.5% of firms are governed by family shareholders in the UK. 

Such controlling family shareholders are unique as they often hold large equity stakes and 

frequently occupy senior management positions (Rees and Rodionova 2015). This type of 

shareholder has a complex nexus of value creation and personal motives with regard to firm 

performance. Therefore, this thesis hypothesises that individual blockholders who have 

significant ownership percentage or controlling power will influence the relationship between 

CSR and firms’ financial performance.  

The literature suggests that agency conflict is lower with high individual blockholders as they 

are more interested in maintaining a firm’s long-term value as well as their reputation and are 

                                                           
18 Blockholders classification is shown in chapter 5.  
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consequently less likely to behave unethically while they play a monitoring role in the firm. 

This assumption is based on the notion that there is no harmful conflict between controlling 

family/individual blockholders and other shareholders. Instead, their interests are similar, and 

then the expropriation concern is decreased. Wang (2006) investigates the relationship between 

family ownership and earnings quality in S&P 500 companies. The empirical evidence shows 

that a high percentage of family ownership has a positive influence on earning quality. The 

study also indicates that high family ownership is positively correlated with lower abnormal 

accruals, greater earnings informativeness, and less persistence of transitory loss components 

in earnings. Moreover, Anderson and Reeb (2003) assert the reputation concern, where a firm 

with high individual/family blockholders may have greater incentives to protect their reputation 

by protecting firms’ wealth (Lim et al., 2014). These arguments indicate that high individual 

blockholders may engage in socially responsible activities to increase firm value.  

On the other hand, since individual blockholders have influencing power in CSR engagement, 

they might moderate the firm value. According to Rees and Rodionova (2015), family block 

ownership has a stronger negative impact on environmental, social and governance 

performance. This is because family shareholders ignore investing in CSR activities as it may 

not bring personal benefits for individual blockholders instead of all shareholders.  

In the light of agency theory, Anderson and Reeb (2003) and Lim et al. (2014) have failed to 

assent on the role of individual blockholders in increasing or decreasing agency cost. Although 

it was suggested that individual blockholders can reduce the classical agency problems between 

owners and managers (Fama and Jensen 1983), however, it raises the conflicts of interest 

between minority shareholders and the controlling blockholders (individual blockholders) 

when individuals’ control is tight (Shleifer and Vishny 1997). In addition, it is important to 

consider that high profitability does not translate into high valuation in the firm when minority 

shareholders protection is low. Therefore, Anderson and Reeb (2003) state that individual 

blockholders can increase firm value in a well-regulated economy. However, they may harm 

minority shareholders due to the risk of expropriation when transparency is low. Thence, it 

requires individual blockholders to behave responsibly and ethically to mitigate this agency 

problem. 

In addition, Kappes and Schmid (2013) make known that individual blockholders may require 

stable cash flow in order to sustain a privileged lifestyle and ensure high dividend payments. 

Similarly, DeAngelo and DeAngelo (2000) show that individual blockholders’ preferences for 
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special dividends that may influence their investment plans. However, Leech and Leahy (1991) 

argue that individual blockholders may have little incentive to participate in decision making 

since any benefits are shared by all shareholders based on the proportion of their holdings. This 

means individual controlling power, management decisions, and CSR engagement depend on 

their percentage of ownership stakes. As a result, while individual blockholders have a high 

percentage of ownership in the firm, they can keep control and ensure personal interest in the 

firm’s decision whether to invest or not to invest in CSR activities. 

Besides, a group of individual blockholders may have sole intention to have short-term benefit, 

whereas other individual blockholders may seek long-term sustainable financial performance. 

Engaging in CSR activities could achieve a long-term sustainable financial objective. Waddock 

and Graves (1994) support the argument that firm sustainable investments are long term and 

take time to benefit from CSR engagement. Hence, CSR engagement may not be ideal for 

short-term individual blockholders. Furthermore, Dam and Scholtens (2012) show that 

individual investors negatively influence CSR engagement, as most of the individual investors 

own a small portion of shares and are looking for short-term profit, and they do not have 

controlling or decision-making power in the firm. In contrast, institutional or other types of 

shareholders can significantly contribute to socially responsible investment as they obtain 

economies of scale in the evaluation of investments and possess better knowledge about the 

market than individual investors (Black 1992).  

McLachlan and Gardner (2004) and Vyvyan et al. (2007) suggest substantial differences 

between responsible and conventional investors as they have different objectives in the firm. 

This thesis assumes that some individual blockholders may appreciate the responsible conduct 

of the firm where others are conventional types. Based on the evidence above, this thesis argues 

that individual blockholders may moderate the relationship between CSR and FP in the UK 

market. Therefore, this thesis hypothesises that: 

H1.1: Individual blockholders moderate the relationship between CSR and FP in the UK. 

4.3.2 The effect of institutional blockholders 

Institutional blockholders are defined as the aggregate of non-governmental and non-individual 

shareholders, which are pension funds, mutual funds, insurance companies, banks, and other 

institutional investors who hold blocks of shares in large corporations (Jiang and Kim 2015; 

Ghaly et al., 2020). Institutional blockholders usually pool investments from different 
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individuals, and their ultimate aim is to arrive at positive financial returns and manage risks in 

the best interest of their clients (OECD 2009). This type of investor plays a critical role in a 

large organisation by monitoring firms’ management and contributing to firm strategic 

directions. Institutional blockholders have fiduciary duties (Bushee 2001), business knowledge 

(Pound 1988), significant voting rights (Shleifer and Vishny 1997), as well as their monitoring 

and analytical abilities. Therefore, this type of blockholder has significant power and incentives 

for effective monitoring and influencing managers to increase shareholders’ wealth. This thesis 

assumes that institutional blockholders may influence the CSR policies, which ultimately 

impact firms’ financial performance.  

In UK firms, institution blockholders play a significant role in publicly listed firms. According 

to Florackis et al. (2009), institutional investors’ ownership of the UK equities had grown from 

30% in 1963 to almost 80% in 2004. With growing institutional ownership in the UK market, 

literature also finds that institutional blockholders consider the CSR investment in the firm 

(Nofsinger et al., 2019). This is because the CSR initiative is a long-term investment strategy 

that transforms investors’ behaviour for long-term value creation. Thus, institutional 

blockholders support the CSR engagement where they expect a sustainable positive return in 

the long run. This type of blockholder also reduces the agency problem, increasing earning 

quality (Velury and Jenkins 2006), supporting the firm’s innovation and competitiveness (Xu 

et al., 2015) by engaging in sufficient CSR activities.  

Institutional blockholders hold large proportions of shares in the UK firms; therefore, they have 

substantial voting power and an informational advantage over other types of shareholders. 

Considering the agency theory, institutional blockholders are more likely to actively monitor a 

firm’s strategic decisions than other shareholders as they have a controlling power in the firm. 

Since literature indicates that engaging in CSR activities is a good management practice, it can 

be said that CSR should increase firms’ long term-performance (Waddock and Graves 1994). 

Therefore, it can be said that institutional blockholders are most likely to invest in CSR 

activities.  

In addition, institutional blockholders can pursue managers to engage in CSR activities as they 

want to meet external demands such as environmental, social, governance and profit 

maximisation in the firm. To support the view, Siegel and Vitalino (2007) argue that 

institutional investors invest in socially responsible firms which increase trust among their 

clients which means that they are reliable and responsible investors. Based on the above 
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arguments, institutional investors positively influence the relationship between CSR and firms’ 

financial performance.  

Prior studies also show a positive relationship between institutional blockholders and CSR 

(Waddock and Graves 1994; Johnson and Greening 1999; Barnea and Rubin 2010; Oh et al., 

2011; Dyck et al., 2019; Chen et al., 2020). For instance, public pension funds’ equity 

ownership was positively related to the CSR dimensions, e.g. people and products quality 

(Johnson and Greening 1999). Furthermore, Harjoto and Jo (2011) show that institutional 

blockholders are positively related to CSR engagement. Additionally, institutional 

blockholders seek long-term benefits from a firm by investing in CSR activities that enhance 

their sustainable earning (Turban and Greening 1997). In line with the finding, Cox et al. (2004) 

also argue that long-term investment positively correlates with CSR investment which means 

institutional investors engage in high CSR activities. Thus, institutional blockholders engage 

in high CSR activities that reduce agency conflicts, mitigate firm-specific risk (Margolis et al., 

2007; Jo and Harjoto 2011) and enable firms’ sustainable long-term financial performance.  

However, Florackis and Ozkan (2009) claim that institutional investors’ controlling costs 

outweigh the benefits; as such, they are unable to control the firm. Therefore, institutional 

investors employ non-executive directors to represent them on the board and monitor 

performance on their behalf as they lack monitoring power (Ellili 2011). This discussion 

highlights the importance of institutional blockholders on corporate decisions and policy 

implementation in large corporations. 

On the other hand, considering the social norm and economic incentive, CSR engagement may 

raise conflicting outcomes in the firm. For instance, some institutional blockholders consider 

social benefits by engaging in CSR activities and avoiding certain controversial products 

(tobacco and alcohol) (Nofsinger et al., 2019). This behaviour may result in lower market share, 

which may have an economic impact on the firm. Moreover, some institutional blockholders 

might solely focus on financial benefits where investing in CSR activities is optional or their 

preference (Riedl and Smeets 2017). These actions lead to lower CSR engagement while there 

is a high percentage of institutional blockholders in the firm.  

According to Gloßner (2019), firm managers may reduce CSR spending to increase short-term 

profit. This is due to short-term institutional blockholders being more likely to pressure 

managers to decide that they can boost the firm value in a relatively short-term period (Choi et 

al., 2013). Similarly, Kochhar and David (1996) argue that institutional blockholders are 
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considered short-term traders interested in speculative short-term trading profits based on 

information advantages to satisfy their portfolio needs rather than monitors interested in 

improving CSR engagement and sustainable financial performance. Therefore, institutional 

blockholders may negatively influence the relationship between CSR and firms’ financial 

performance. 

A study from the US takeover cases by Duggal and Millar (1999) states that institutional 

investors improve management efficiency; however, there were no bidder gain or institutional 

investors’ benefits from 1985 to 1990. The finding suggests that institutional investors do not 

enhance efficiency but may side with management to exploit small shareholders and impair 

firm performance. This means that institutional blockholders may overlook management fraud 

as long as they can benefit from it. As a result, the relationship between institutional investors 

and financial performance would be negative if management undertake activities that diminish 

firm value (Elyasiani and Jia 2010). 

In addition, Woidtke (2002) studied the Fortune 500 firms from 1989 to 1993, where he found 

a negative and significant relationship while public pension funds were held by large 

shareholders. Likewise, employing a comprehensive database of equity holdings in 27 

countries during the 2000 to 2005 period, Ferreira and Matos (2008) also found a significant 

negative relationship between domestic institutional ownership and financial performance. 

This is because institutional blockholders are a special group of shareholders with a relatively 

bigger stake of shares and greater voting power (Schnatterly et al., 2008). In addition, some 

institutional investors may prioritise their interest by seeking only short-term profits in the firm 

where they are less likely to invest in CSR activities. Therefore, institutional blockholders may 

negatively moderate the relationship between CSR and firms’ financial performance.  

Empirical findings suggest that some short-term institutional blockholders are weak monitors 

(Gaspar et al., 2005) where they do not monitor and influence firm decisions. Furthermore, a 

group of institutional blockholders argue that there is no clear evidence where CSR benefits 

outweigh CSR costs and increases shareholders value. Therefore, this thesis assumes that the 

UK institutional blockholders prioritise self-interest, seek for short-term profit, and less likely 

to invest on CSR activities. Therefore, this study developed the following hypothesis: 

H1.2: Institutional blockholders moderate the relationship between CSR and FP in the UK.  
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4.3.3 The effect of state blockholders 

State shareholder refers to governmental institutions or agency investments who want to 

improve the quality of the environment and social conditions (OECD 2010). This type of 

blockholder’s aims are different from other types of blockholders. The main feature of state 

blockholders is that they hold a significant percentage of shares in the firms by using 

taxpayers/public money or sovereign wealth funds. Therefore, state blockholders have strong 

incentives to exercise effective control over the management to protect their reputation and 

protect the firm’s value (Niemi 2005). This type of blockholder also increases the creditability 

to raise capital and pass positive indications about their obligation to follow market-oriented 

policies (Ben-Nasr et al., 2015). 

Furthermore, state blockholders may have the incentive related to political objectives, such as 

putting the risk of paying the firm’s losses on the public funds (La Porta et al., 1999). In 

addition, state blockholders prefer social welfare maximisation to increasing firm profitability 

for its shareholders (Li et al., 2013). It might also be argued that state blockholders have the 

incentive to control firms by being involved in the shared ownership of firms that manufacture 

strategic products and services, e.g. military products. 

Several critics claim that state blockholders increase political expropriation concerns (Faccio 

et al., 2006) and poor transparency (Bushman et al., 2004), which also affect other shareholders 

and firms’ value. Shleifer and Vishny (1994) and Lim et al. (2014) argue that government 

shareholders normally have less incentive in terms of firm monitoring for value maximisation 

as they are mainly a function of political interests. Moreover, state representatives intentionally 

create an opaque information environment to hide their inefficiency and corruption. 

Considering this case, it can be assumed that the state blockholders might inappropriately 

invest in CSR activities which ultimately leads to weak financial performance (Johnson and 

Mitton 2003). Ben-Nasr et al. (2015) also draw similar conclusions as they find a significant 

negative relationship between state ownership and earning quality on a sample of newly 

privatised firms over the period of 1990 to 2007. This result indicates that government 

ownership reduces firm profitability to hide the potential ‘tunnelling’ of corporate resources 

for political purposes or hide any action that adversely affects other shareholders.  

Furthermore, managers of SOEs may have less power in terms of decision making as the 

government utilise these firms to balance a country’s market operation. As a result, firm 

managers may seek their own benefits rather than maximise firm value or welfare creation. 
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This is because these managers are not constrained by the threat of takeover and bankruptcy 

like the private sector (Nguyen and van Dijk 2012). Therefore, firms with high state ownership 

are less likely to monitor managers’ decisions and firm value maximisation activities.  

On the other hand, empirical findings show that there are potential benefits in government 

ownership of such firms as this decreases the probability of business failure. The government 

may provide bailout during financial distress (Faccio et al., 2006) by providing financial 

support. In addition, the agency theory suggests that state blockholders are the solution to the 

issue of information asymmetry arising from the asymmetrical information between 

shareholders and managers. Jensen and Meckling (1976) indicate that state blockholders are 

useful in aligning the interests of owners and managers together. State blockholders are 

generally capable of accessing information from multiple sources as well as having access to 

various financial resources, while other types of blockholders may not have those incentives 

(Eng and Mak 2003).  

In addition, firms with a higher proportion of state blockholders benefit from outsourcing 

resources and can access various sources of finance, which mitigates/reduces the capital costs. 

Therefore, high state-owned firms are efficient, reduce operation costs, and monitor several 

aspects in order to achieve a competitive advantage. Thus development might improve firms’ 

overall efficiency and financial performance (Pfeffer 1973). Therefore, it can be argued that 

investing role of state blockholders moderate the relationship between CSR and financial 

performance.  

High state ownership firms receive incentives in UK firms, e.g. regulatory, access to finance, 

information disclosure, and effective monitoring. These incentives enable firms to engage in 

high CSR activities, which ultimately improve financial performance. Therefore, this thesis 

proposes the testing of the following hypothesis:  

H1.3: Investing role of state blockholders moderate the relationship between CSR and FP 

in the UK.  

4.4 The moderating effect of blockholders in the Chinese context 

The concept of CSR is integrated into all aspects of business operations and there is explicit 

commitment to its visions, missions, and value statements in an increasing number of firms. 

However, corporate responsibilities are believed to be different across countries, education, 

and cultural minorities (Godfrey 2005; Donaldson and Dunfee 1994). Therefore, it can be 
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noticed that different countries and cultures have different perceptions and expectations from 

CSR engagement. Maignan (2001) and Abreu et al. (2005) claim that there is distinct CSR 

engagement in different countries. The concept in advanced economies such as in Western 

countries is far better than CSR awareness in Asian countries both on the corporate and state 

levels (Ip 2008). Moreover, Belal (2001) notes that most of the CSR studies conducted so far 

have been in the context of developed countries such as in Western Europe, the US and 

Australia, while developing and emerging countries still know very little about CSR.  

China has a completely different culture and political economy to any other countries (Gao 

2009), where almost 60% of listed firms are owned by the Chinese government (Li et al., 2013). 

Since they joined the World Trade Organisation in 2001, China considers CSR engagement in 

firms seriously. Gao (2009) finds that many Chinese firms are involved in irresponsible 

behaviour, which overseas buyers have criticised. As a result, Chinese firms faced external 

pressure; thereafter, they began to engage in socially responsible activities, such as 

philanthropic donations, pollution control, energy-saving, and many more activities. 

Subsequently, CSR engagement in Chinese firms has dramatically improved over the last two 

decades. Prior studies explore the direct relationship between CSR and financial performance 

in the Chinese context (Waddock and Graves 1997; McGuire et al., 1988). However, this thesis 

investigates the moderating effect of total blockholders and their various types on the 

relationship between CSR and financial performance in China. The following section shows 

the development of hypotheses in the Chinese context. 

4.4.1 The effect of total blockholders  

Prior studies have examined the relationship between CSR and financial performance 

(Waddock and Graves 1997; McGuire et al., 1988; Cochran and Wood 1984) where they found 

ambiguous results (Neu et al., 1998; Haniffa and Cooke 2005). With the conflicting results on 

the relationship between CSR and financial performance, it is uncertain whether CSR 

engagement increases the firm value or reduces it in the Chinese context. This is due to 

differences in culture, political instability, and institutional factors. Countries may treat CSR 

activities in different ways, which could be the reason for the conflicting relationship between 

CSR and financial performance (Gray et al., 2001). The conflicting results could be mitigated 

by employing a moderating variable (total blockholders) in the Chinese context. 

Considering the legitimacy theory, firms with good financial performance need to demonstrate 

their contribution to social and community interest and provide greater disclosure of their CSR 
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activities to minimise firm regulations (Cho and Patten 2007). However, being a socially 

responsible business is challenging in many countries, such as China. This is due to the fact 

that most of the Chinese firms are owned by the Chinese government, and they have the 

controlling power as they hold a high percentage of ownership stakes.  

More specifically, the Chinese government holds a high percentage of the ownership stake in 

Chinese SOEs (Jiang and Kim 2015), where they enjoy financial and regulatory favour (Wu et 

al., 2012) and pressures them to pursue political and strategic goals in addition to profit 

maximisation. Although the government has a substantial ownership in SOEs and non-

government blockholders, the ownership is scattered among various agencies. Moreover, each 

of these agencies have different motivation and incentive structure in the firm (Chen et al., 

2009). For example, a central government agency may have different objectives to the local 

government agency. This thesis argues that the different forms of state ownership (central and 

local) have different expectations and may lead to different performance in SOEs. Thus, this 

study is lumping all large blockholders, including state (central and local agency) and other 

individual and institutional types into one group (total blockholders) to identify the influence 

of total blockholders on the relationship between CSR and financial performance.  

Chinese SOEs refers to enterprises that are fully or partially owned by the State Council and 

local people’s governments, which perform the functions of investors on behalf of the state. 

Literature finds that SOEs become more proactive in CSR engagement due to the government 

requirements and produce CSR reports (Zhu et al., 2016). Similarly, Wang et al. (2018) also 

reviewed firms’ annual reports from 2008 to 2014, where they found that firms with politically 

embedded shares tend to engage in more CSR activities. Consequently, Tang et al. (2018) show 

that SOEs usually have higher CSR activities than non-SOEs. This suggests a higher degree of 

political embeddedness in firms that have better CSR engagement in Chinese SOEs.  

Considering the agency theory (Jensen and Meckling  1976), this thesis suggests that total 

blockholders reduce agency problems between managers and shareholders in Chinese SOEs. 

This aligns with the government-owned high proportion of shares in Chinese SOEs, where they 

play a monitoring role in the firm. However, excess controlling power by the government in 

SOEs could lead to type two agency problems (majority and minority blockholders) as minority 

blockholders might not have influencing/decision making power in the firm. To mitigate the 

type two agency problem, government-controlled firms provide financial and non-financial 

incentives to minority shareholders, ultimately increasing firm value.  
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In addition, the socio-political theories suggest that controlling blockholders may impose 

pressure on firms to engage in CSR activities due to their political connections with the 

government. They require a better social image, consideration for public visibility, or 

incentives to avoid negative consequences in domestic and international markets (Cao et al., 

2019). In line with the argument, a prior study found that state blockholders increase CSR 

engagement in Chinese firms after the economic reform in China (Cai et al., 2017). For 

example, state-controlled firms increase the acceptance by stakeholders who are broadening 

and depending on CSR’s scope, thus enhancing the legitimacy of these enterprises because of 

CSR activities.  

An empirical study by Yu and Hu (2014) shows that CSR positively effects the corporate image 

through different CSR dimensions. Total blockholders in Chinese SOEs can conduct 

macroeconomic regulation, influence firm decision, encourage enterprises to play a good social 

role, fulfil social responsibilities by engaging CSR activities (Luo et al., 2017). These 

arguments indicate that total blockholders have the decision-making power over CSR policy 

which ultimately influences firms’ financial performance in China. Therefore, this study 

developed the following hypothesis: 

H2: Total blockholders moderate the relationship between CSR and FP in Chinese SOEs.  

4.4.2 The effect of state blockholders19  

State blockholders refers to investment by government and government agencies along with 

other ownership structures, the Chinese split-share structure reform programme converts non-

tradable state-owned shares into tradable shares. However, the government still manages 

significant ownership and control of SOEs (Marquis and Qian 2014) through different types of 

controlling mechanism, ranging from solely state-owned agencies to private investors. 

Therefore, it can be argued that state blockholders have a leading ownership position and may 

have an incentive to oversee management and reduce agency costs for other shareholders, 

hence increasing firms’ financial performance (Hess et al., 2010). Thus, this thesis considers 

that state blockholders are significant in Chinese SOEs.  

                                                           
19 Chinese blockholders have a similar approach with the UK context as various types of blockholders influence 

the CSR decisions (Hu, Zhu, and Shenyang 2016), such as social and environmental (Oh, Chang, and Martynov 

2011) which ultimately influence on firms financial performance. The Chinese context total blockholders are 

classified into two different types which are state blockholders and non-state blockholders, classification of 

Chinese blockholders is explained in chapter 5. 
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A prior study by Bai et al. (2006) suggest that state blockholders have incentives to divert 

wealth to obtain social stability which helps them to improve CSR engagement in SOEs. 

Shleifer and Vishny (1997) and Estrin and Pérotin (1991) find the general feature of state-

owned firms. They argue that firms have the obligations to fulfil both political and economic 

responsibilities rather than only focus on profit-maximising; even this process may suffer a 

financial loss. This argument is supported by Li et al. (2013) as the objectives of SOEs include 

profit and social aims, for example, greater employment and creating welfare for society, which 

increase CSR activities in the firm. This is consistent with the stakeholder theory as this theory 

suggests that firms should invest in social welfare instead of solely profit maximisation for 

shareholders (Freeman 1984). 

Furthermore, Chinese SOEs often focus more on social issues rather than private benefits as 

they focus on political and economic responsibility (Gao 2009). Empirical evidence also shows 

that government places heavy emphasis on CSR for the SOEs (Lin 2010). Through the CSR 

campaign, the state blockholders might aim to buy domestic political support for the SOEs, 

improve their international image, and other reasons inexplicable merely from the perspective 

of profitability and efficiency of high individual blockholders firms (Lin 2017).  

Although state blockholders/government agencies do not operate the business, they have 

important voting rights in SOEs where they can significantly influence corporate decisions 

(Chen et al., 2009). As a result, they have greater power, legitimacy and influence over firm 

objectives, including investing in CSR activities. Moreover, managers in SOEs might have to 

make more effort to meet state owners’ expectations to secure their employment. 

Consequently, state blockholders might create incentives for CEOs of SOEs to achieve non-

financial objectives related to government policy, such as the resolution of the region’s fiscal 

and unemployment challenges. Hence, these social or political objectives exert pressure on 

firm managers to pursue CSR activities. Roberts (1992) also supports the view that political 

interference positively effects social responsibility in SOEs, which ultimately improves firms’ 

financial performance in China.  

Additionally, the Chinese government is the primary legitimacy-granting institution in China 

and it established a CSR regulatory framework in 2008 to ensure responsible corporate 

behaviour (Kim et al., 2019). This is another motive for state blockholders to invest in CSR 

activities, while sustainable CSR engagement improves firms’ financial performance in the 

long-run perspective. Hence, it can be argued that state blockholders play an important role in 
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SOEs by investing in CSR activities which ultimately increases firms’ financial performance 

in China (Hung et al., 2013; Marquis et al., 2017). Therefore, this thesis assumes that the 

investing role of state blockholder moderate the relationship between CSR and financial 

performance in Chinese SOEs. Thus, the proposed hypothesis is:  

H2.1: Investing role of state blockholders moderate the relationship between CSR and FP 

in Chinese SOEs.  

4.4.3 The effect of non-state blockholders  

In the Chinese context, individual and institutional blockholders (mostly H or B shares) are 

considered as non-state blockholders (Hess et al., 2010) as both types are minority blocks in 

SOEs. The first and largest blockholders (state blockholders) are far greater than the second 

and third blockholders in Chinese SOEs. The second, third or other blockholders are non-state 

blockholders who might have different interests in CSR policies and firms financial 

performance in China. Prior study indicates that non-state blockholders (individuals and 

institutions) seek economic benefit instead of investing in CSR activities. Therefore, Dam and 

Scholtens (2012) show that individual investors negatively influence CSR engagement. The 

study also shows that most individual investors owned a small portion of ownership stake and 

might not have controlling or decision-making power. Hence, they seek short-term return 

instead of investing for the long term (CSR).  

In addition, institutional blockholders manage public funds pooled together from different 

clients to increase their economic value. So, their ultimate goal is to arrive at positive financial 

return as well as to manage risks in the best interest of their clients. As CSR investment is less 

likely to provide immediate financial return, therefore, some institutional blockholders may be 

less interested in investing in CSR activities, which leads the firm to sacrifice its long-term 

economic benefits.  

In line with the argument, prior study shows that the investing role of non-state blockholders 

moderate the relationship between CSR and FP in the Chinese SOEs. Therefore, the hypothesis 

is: 

H2.2: The investing role of non-state blockholders moderate the relationship between CSR 

and FP in Chinese SOEs.  
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4.5 Chapter Summary 

This chapter presents the development of hypotheses based on previous theories and empirical 

findings in the UK and Chinese contexts. This thesis formulates seven hypotheses to investigate 

the moderating effect of total blockholders and their various types on the relationship between 

CSR and financial performance in both contexts. This chapter also discusses how different 

theories underpinned this study and related to testable hypotheses. The chapter five provides 

details of the methodology employed in this study to examine the hypotheses developed above 

of this thesis.  
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Chapter 5: Research methodology and design 

5.1 Chapter overview  

This chapter provides an outline of the research design and method that underpin the research 

inquiries of this thesis. It begins with a brief description of research philosophy, approach, 

method and the rationale for choosing them in section 2. Section 3 introduces the research 

design, including sample, data and variable selection procedures for UK and Chinese contexts. 

Next, the adopted model and its specifications are explained in section 4. And, finally, section 

5 is a summary of the chapter.  

5.2 Research philosophy 

Research philosophy is defined as the system of beliefs and assumptions in which researchers 

see the world in the process of development knowledge (Saunders et al., 2016). There is no 

need to get involved in the complex and continual debate (Burrel and Morgan 1979; Bhaskar 

1989; Creswell 1994) to select an appropriate philosophical position for given social research. 

However, it is essential to clarify the philosophical position of any study.  

There are two fundamental concepts on research philosophy, namely 'ontology' and 

'epistemology'. The difference between these two concepts determines how researchers think 

about the research process (Saunders et al., 2009). Ontology is concerned with the nature of 

reality (Saunders et al., 2009), so all scientific research is based on perception about what is 

around us, how the world operates, and what can be possibly discovered by research (Sekaran 

and Bougie 2013). Objectivism and subjectivism20 are two common perspectives on ontology, 

and both could result in valid knowledge.  

On the other hand, epistemology is called the theory of knowledge as it is concerned with what 

constitutes valid knowledge. According to Crotty (1998), epistemology is a way of 

understanding and explaining how we get to know things and what we can genuinely say that 

we genuinely 'know'. Here the essential question of epistemology is “can the approach to the 

study of the social world, including that of management and business be the same as the 

approach to studying the natural sciences? And the answer to the question points the way to 

                                                           
20 Objectivism portrays the position that social entities exist independently/external to social actors (Bryman and 

Bell 2015). According to subjectivism on the other hand, social phenomena and their meanings are not 

independent from social actors (Bryman and Bell 2015).  
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the acceptability of the knowledge developed from the research process” (Saunders et al., 2009, 

p. 108). Two common aspects of epistemology are positivism and interpretivism, and both 

aspects explain the way to know things and distinguish between justified belief and opinion. 

Although this thesis aims to investigate the moderating effect of blockholders on the 

relationship between CSR and financial performance; however, the primary view of this thesis 

is the relationships between social entities and business as real. This relationship is observable 

in the same way as a physical object or a natural phenomenon. For instance, social entities are 

groups or individuals, organisations, and elements formed for social reasons. At the same time, 

a business is an organisation that produces goods and services to fulfil the needs and demands 

of these social entities. As such, transactions exist between social entities and business by 

exchanging goods and services against their value. This is consistent with the stakeholder 

theory (Freeman 1984) as one object is affected by another (goods and services are affected by 

value). However, this thesis assumes that moderating factors (e.g. total blockholders and their 

various types) influence the relationship between social entity (CSR) and business value 

(financial performance). These influencing factors can be investigated by developing 

hypotheses where one can expect that moderating variables (total blockholders and their 

various types) have a positive/negative influence on the relationship between CSR and 

financial performance. In line with the arguments, this thesis adopted a positivist research 

philosophy. 

The philosophical position of positivism deals with observations where social reality can be 

measured and scientifically investigated in the same way as physical science does with 

molecules and atoms. These are attainable by paying great care to the reliability, validity and 

generalisability of the measurements in predicting cause relationships (Bryman 2008; Saunders 

et al., 2009). Positivists’ philosophy declared that the best way to explain a particular 

phenomenon is to develop testable hypotheses from relevant existing theories to be tested and 

either accepted or rejected, employing quantifiable observations and statistical tools (Neuman 

2000; Saunders et al., 2009). This explanation reflects the adoption of the ‘falsification’ or 

deductive approach introduced by Popper (1959). Popper (1959, p. 95) argues that “any 

statement to be a scientific hypothesis must be falsifiable and subject to critical investigation”. 

However, selecting the positivistic approach does not aim to prove something is incorrect/false; 

instead, it focuses on establishing the truth or some form of the truth. This thesis follows the 

positivistic philosophical paradigm based on the following conditions: 
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1. The current research employed the existing theory to develop a hypothesis and confirm 

the relationship between CSR and financial performance. However, this thesis assumes 

that total blockholders and their various types influence the relationship 

(positively/negatively) between CSR and financial performance, which is represented in 

the hypothesis that is going to be tested in this thesis, 

2. One of the assumptions in this research is that there is a causal relationship between CSR 

and financial performance,  

3. This thesis remains unbiased and detached from other research and data, and  

4. The thesis has employed a methodology that is well structured and well-defined.  

Additionally, this thesis’s primary aims are to contribute to new knowledge in the CSR 

literature, which is consistent with the epistemological standpoint. 21 Therefore, based on 

epistemological assumptions, this thesis conducts a scientific investigation regarding the effect 

of total blockholders and their various types on the relationship between CSR and financial 

performance. In order to answer the research questions and test the set of research hypotheses, 

relevant data have been collected, sorted and analysed. Hence, this thesis adopts a positivistic 

epistemological philosophy because it focuses on finding measurable and observable results 

and trying to generate knowledge that can be meaningful and credible. Furthermore, all results 

and conclusions deriving from using a positivistic theory can be viewed as more reliable and 

allow generalisation of findings.  

5.2.1 Deductive and inductive research 

The degree of appropriateness of the research theory employed in the study will depend on the 

level of clarity of the researcher’s thinking at the start of their project and the depth of their 

understanding. The range of possible theories means choosing between deductive and inductive 

methodologies and deciding which is suited to the particular research (Saunders et al., 2016). 

The deductive methodological approach starts with hypotheses or propositions and devises a 

research strategy with which to test them. However, when an approach has to be an 'inductive' 

one, it starts with collecting data and formulating a theory. Moreover, an inductive approach is 

closely building on previous work and seeking to refine an earlier theory that goes through 

carefully analysing existing data (Saunders et al., 2016; Ghauri and Gronhaug 2010). Saunders 

et al. (2016) explain that a 'deductive' approach is more appropriate to 'positivism' while 

                                                           
21 Epistemology is the division of philosophy that studies the origin and nature of knowledge (Spender 1998). 
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'induction' is more appropriate to 'interpretivist' situations. However, such labelling does not 

seem to have any obvious great value and can be distracting and misleading.  

Deductivism is a highly structured process. It essentially follows scientific principles and 

progresses from theory to related data-collection and is particularly relevant to studies 

involving quantitative data (Saunders et al., 2016). Subsequently, the study collects, sorts, 

analyses and evaluates all relevant data from various sources, leading to multiple hypotheses. 

Following empirical research, this thesis draws appropriate conclusions about the original 

premises. Hence, the deductive approach involves testing the existing theory and deriving 

findings that can either confirm or refute the set of hypotheses (Brayman and Bell 2007).  

On the other hand, the inductive approach develops theoretical propositions, often in the 

conceptual framework (Saunders et al., 2016). This approach has to emphasise the need for an 

intimate understanding of the nature of the problem and then collects data and information. 

This approach is also commonly known as the ‘bottom-up approach’ as it begins with seeing 

the specific data and leads to theoretical development. The validity of the result is high in the 

inductive approach, but the reliability is very low because the overall interpretations are 

motivated by particular events (Heckman 2005). The main drawback of the inductive approach 

is that results might not be generalisable due to the lack of repeating the research in similar 

conditions (Heckman 2005).  

A prior study uses both approaches because deductive and inductive elements need to be 

present in their work (Ghauri and Gronhaug 2010). They find that choosing one approach is 

insufficient as they are not mutually exclusive. Such a mixed approach is sometimes called 

'abductive'. Bryman and Bell (2015) and Ghauri and Gronhaug (2010) point out that both 

deductive and inductive elements are present in lots of real-life situations and enquiries. Table 

5.1 shows the main differences between inductive and deductive research approaches.  
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Table 5.1: Differences between inductive and deductive approaches 

Source: (Saunders et al., 2009) 

The aims of the thesis and testable hypotheses are already established based on different 

theories (e.g. agency, stakeholder and legitimacy). 22  Prior study proposes that CSR initiatives 

support firms to remain competitive in the industry (Lau et al., 2016). This is because high 

CSR firms may boost their sales through improving customer loyalty (Wan et al., 2016), 

improving productivity and cost reduction through retaining or attracting highly skilled 

employees and improving innovation (Greening and Turban 2000; Kang et al., 2016), reducing 

the risk (Barnett and Salomon 2012; Godfrey et al., 2009), and reducing agency issues by 

disclosing CSR information (Cai et al., 2017). These benefits subsequently lead to better 

financial performance. Furthermore, these arguments support by legitimacy theory as CSR 

offers an organisation the right to perform its activities in consensus with stakeholders’ 

interests, such as blockholders (Suchman 1995). Therefore, it can be indicated that the 

deductive approach is the most appropriate in this thesis.  

5.2.2 Methodological choices  

Under the deductive approach, there are two broad methodological choices (qualitative and 

quantitative) available in scientific research. The qualitative research technique involves 

collecting and analysing non-numerical data to understand the concepts, opinions and 

expressions. The researcher employs the qualitative method while they might not know the 

                                                           
22 Agency theory suggests that there are agency issues between managers and shareholders (Jensen and 

Meckling  1976), however, high blockholders in the firm mitigate the agency issues, while stakeholder theory 

suggests that firms should fulfil their stakeholders’ demands and expectations which play significant roles in 

firms’ survival and growth (Freeman 1984).  

This item has been removed due to 3rd Party Copyright. The unabridged version of the thesis can be 
found in the Lanchester Library, Coventry University.
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variables in advance; however, they have a rough idea of the issues or problems. This method 

consists of exploring and interpreting “field notes, interviews, conversations, photographs, 

recordings and memos” (Denzin and Lincoln 2005, p. 5). On the other hand, qualitative 

research facilitates understanding the problem investigated by exploring the depth of 

individuals’ values, behaviours, and attitudes. It is, therefore, interpreting individual 

perceptions regarding social reality that may include bias information. In this method, data and 

information are presented in a non-numerical format, where there is no application of statistical 

tools. Therefore, the reliability of the findings may be very low, although the result could be 

highly valid. Additionally, it is challenging to replicate findings in this method as they are 

based on individual perspectives, although the same individual may have a different view in 

the later period. This indicates that the data collected through qualitative research might not be 

generalised findings/results. This is consistent with Brayman and Bell (2007), as qualitative 

research is inductive by nature since it focuses on developing theories.  

On the other hand, quantitative research relies on numerical data such as numbers and figures 

(Blumberg et al., 2008). This method utilises statistical tools to measure and analyse causal 

relationships between variables (Denzin and Lincoln 2005). In this method, researchers clearly 

define the variables before collecting and analysing data; such steps include effective data 

collection, testing hypotheses, and validating the process of the quantitative approach. It is 

generally understood that this method contributes to more validated, reliable and generalisable 

research outcomes. It is consistent with Bryman and Bell (2007) as they argue that deductive 

strategy is strongly advocated as this approach draws from general to specific. Quantitative 

method users usually tend to remain objectively detached from the subject aiming to conduct 

an unbiased investigation. Therefore, it can be argued that quantitative results could be highly 

significant in the statistical analysis. While research variables are identical and any focus of 

empirical testing is repeated/conducted under similar condition, then there should be the same 

findings and conclusions.  

In summary, the variations in qualitative and quantitative studies do not necessarily imply the 

superiority of one research methodology compared to the other as a research option. However, 

these kind of variations may make one methodological option more appropriate than the other 

according to the research aims and research questions (Hassard 1991; Ticehurst and Veal 

2000). Since this thesis investigates the causal relationship between variables, the quantitative 

research paradigm will more likely offer a better understanding of the phenomena. Having 

adopted a suitable research philosophy, this thesis follows the deductive research methodology 
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and empirically investigates the moderating effects of blockholders on the relationship between 

CSR and firms’ financial performance. 

5.3. Research design - sample selection and data collection 

This section attempts to outline the population and sample selection process. Prior study 

(Godfrey 2005) outlines that CSR and ownership structures differ across countries, education, 

cultures, minorities, and beliefs. Therefore, it can be argued that different countries and cultures 

may have different perceptions and expectations from CSR engagement. This argument is 

consistent with Abreu et al. (2005) as they argue that CSR engagement may differ in different 

countries. Due to the inconsistent CSR engagement and CSR perception across different 

countries, this thesis selected the UK and Chinese sample firms. The following section 

discusses the sample selection and data collection process for each country.  

5.3.1 Sample selection in the UK context  

The first sample population of this thesis is the UK largest firms23 (FTSE 350 Index) listed on 

the LSE. These firms represent approximately 89% of the entire trading volume in the LSE 

(Zhang and Gregoriou 2019). The UK sample offers comprehensive and reliable data in various 

settings, including CSR, firm performance and ownership data. These data and research 

outcomes can compare with existing findings as a number of studies utilised the UK sample in 

their research (Knox et al., 2005; Preuss and Brown 2012). They also highlight that access 

efficiency and availability are two main advantages of using UK data. In addition to that, the 

majority of owners in the UK listed firms are institutional shareholders. This thesis analyses 

the effect of majority shareholders on the relationship between CSR and firms’ financial 

performance in the UK by selecting a unique sample period from 2005 to 2017. This is due to 

all European listed firms being required to adopt the International Financial Reporting 

Standards (IFRS) for the consolidated financial statements from 2005 (Ravid and Sekerci 

2020), which provides consistent financial reporting across all firms. Therefore, this thesis 

picks the starting date of 2005 to collect financial information in the UK context. Also, because 

of the data availability and time frame for the research, the thesis is unable to include 2018 in 

the sample. As a result, the thesis covers sample data from 2005 to 2017 inclusive. The data is 

collected through Refinitiv’s Datastream (accounting, financial and CSR data), Refinitiv’s 

                                                           
23 Largest listed firms in the UK are accounted in FTSE 350 index, this is the share of FTSE Russell series. The 

FTSE 350 index is defined as the aggregation of the FTSE 100 and FTSE 250 indices, which consists of the 350 

largest firms listed in the LSE with respect to market capitalisation (Zhang and Gregoriou 2019, FTSE UK 2020). 
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Eikon (blockholders data) and annual reports (accounting and financial data; and cross-check 

with Refinitiv’s Datastream). All data are collected at fiscal year-end values (Ravid and Sekerci 

2020).  

There have been reported 707 unique sample firms in the FTSE 350 Index during the sample 

period, where this study excludes 173 firms as they were listed for less than three years24 in the 

index (Shown in Table 5.2, Panel A). This three-year cut-off process creates a significant 

survivorship bias utilised by prior literature (Gilbert and Strugnell 2010; Nguyen et al., 2019). 

However, this approach allows us to track-change the effect of the variables (e.g. examining 

within-firm changes over time) without losing many observations. 25 Furthermore, 52 firms 

have missing data regarding CSR and shareholders information, so this thesis removes these 

firms from the final sample. As a result, the size of the final sample and firm-year observations 

are 482 and 4,801 accordingly from 2005 to 2017 (Shows in Table 5.2 Panel A).  

Table 5.2 Panel B shows the number of observations by year and the percentages from 2005 

to 2017. In 2005 the number of firm-year observations was only 236 or 6.21%, which 

gradually increased over the sample period. 

                                                           
24 Three years is a compromise as a period of fewer years would be much less precise. However, with many 

years the sample size would greatly decrease because roughly 10% of publicly traded firms disappear each year. 
25 This approach also results in unbalanced panel data. Arellano (2003) argues that estimations based on 

unbalanced panel data are as reliable as those based on balanced panel data. Unbalanced panel data also helps to 

mitigate the survivorship bias problem (Hillier et al. 2011).  
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Table 5.2: Sample selection and number of observations for the UK firms 

Panel A: Sample determination S. Firms Firm year Obs. 

The UK FTSE 350 Index sample 707 18,381 

Exclude sample less than three years in the index (-) (173) (13,672) 

Missing information (ESG score and blockholders) (-) (52) (908) 

Final sample and firm-year observations 482 3,801 

    
Panel B: Sample distribution by year N. of Obs. In Percent (%) 

2005 236 6.21 

2006 283 7.45 

2007 287 7.55 

2008 280 7.37 

2009 291 7.66 

2010 280 7.37 

2011 297 7.81 

2012 293 7.71 

2013 285 7.50 

2014 281 7.39 

2015 332 8.73 

2016 337 8.87 

2017 319 8.39 

Total  3,801 100 

    
Panel C: Industry classification by ICB and sample 

distribution S. Firms Percent % N of Obs. 

Basic Materials 31 6.43 277 

Consumer Discretionary 107 22.20 864 

Consumer Staples 28 5.81 246 

Energy 30 6.22 201 

Financials 141 29.25 935 

Health Care 16 3.32 115 

Industrials 85 17.63 796 

Technology 20 4.15 146 

Telecommunications 13 2.70 107 

Utilities 11 2.28 114 

Total 482 100 3,801 

    

 

Table 5.2, Panel C, shows firms’ industry classification, according to Industry Classification 

Benchmark26 (ICB) which is in line with prior literature (Eugster and Isakov 2019). The above 

table shows that the highest number of firms in the financial industry includes banks, insurance 

companies, pension funds, mutual funds, and many other investment companies (FTSER 

                                                           
26 There are several industry classifications where the most common classifications are Global Industry 

Classification Standard (GICS), North American Industry Classification System (NAICS), Fama-Franch (FF) 

Industry Classification and Industry Classification Benchmark (ICB) (Fama and French 1997, Hrazdil, Trottier, 

and Zhang 2013). However, this thesis has chosen the ICB industry classification as this classification is very 

popular and prior literature used this classification in their studies. 
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2021). However, the table also shows that the lowest number of firms is in the utility industry 

which consists of electricity, gas, water and waste disposal companies.  

5.3.2 Sample selection in the Chinese context 

China is the largest and fastest-growing emerging country in the world (Huang et al., 2018). A 

prior study asserts that approximately 60% of Chinese firms are owned by the Chinese 

government (Li et al., 2013). Therefore, the sample firms of this thesis are Chinese SOEs 

because they bear enormous social obligations and are responsible for greater economic 

development in China. 27 Cendrowski (2015) highlights this in the ‘Fortune Magazine’, among 

the top 500 largest companies globally. The Chinese government owns at least 12 firms 

including banks and oil supply companies. These firms are listed in the Chinese stock market. 

Therefore, this thesis considers the SOEs in Chinese context. 

Chinese SOEs are controlled by two agencies which are central and local government agencies. 

These two agencies are affiliated with SASAC. To more broadly understand the role of 

blockholders, this thesis selects two indices: the China Securities Index Central State-owned 

Enterprises Composite Index (CSI Central SOEs) 28 and China Securities Index Local State-

owned Enterprises 100 Index (CSI L SOEs 100 index). 29 Both indices are controlled by the 

Chinese government authority SASAC and Ministry of Finance in China. Some common 

characteristics of both indices are that firms should have good financial performance without a 

series of financial problems or laws and regulations events, no large price volatility and no 

suspension of stock from listing (CSI Central SOEs Index 2020; CSI Local SOEs Index 2020). 

The sample firms are listed in SSE and SZSE, and the sample period is from 2009 to 2017. 

This is due to both indices being created around 200930 (CSI Central SOEs Index 2020, CSI 

Local SOEs Index 2020). 

                                                           
27 The Chinese government play an important role in incorporating CSR policy in Chinese SOEs and non-SOEs 

by encouraging high CSR activities e.g. providing green loan policy and green securities. Previous study has 

shown that the role of government intervention enhances CSR engagement which is supported by large 

blockholders. Also government intervention enhances CSR engagement as well as firms economic value (Li and 

Zhang 2010).  
28 The CSI Central SOEs is composed of all central state-owned enterprises in A-Shares (CSI Central SOEs 

Index 2020).  
29 CSI L SOEs 100 index is composed of 100 local state-owned enterprises with large capitalisation and liquidity. 

This index company should be listed in A-Shares, as well as listed more than three months unless the average 

daily total market value of a stock high since its initial listing is ranked top 30 in all the A-Shares (CSI Local 

SOEs Index 2020).  

30 CSI Central SOEs composite data available from December 2008 and CSI L SOEs 100 index data available 

from June 2009.  
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This thesis reported 391 and 189 unique sample firms for CSI Central SOEs and CSI L SOEs 

100 Index during the sample period, respectively. This thesis excludes those firms with less 

than three years inclusion in the indices (Shows in Table 5.3, Panel A). 
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Table 5.3: Sample selection and number of observations for Chinese SOEs 

Panel A: Sample determination CSI C SOEs CSI L SOEs 100 Index 

 
S. Firms Firm year Obs. S. Firms Firm year Obs. 

Chinese sample firms 391 6,287 
 

189 1800 
 

Exclude sample less than three years 

in the index (-) (34) 

 

(3,466) 
 

(57) (943) 
 

Missing information (ESG score and 

blockholders) (-) (282) 

 

(2443) 
 

(60) (671) 
 

Final sample and firm year 

observations 75 

 

378 
 

72 186 
 

       
Panel B: Sample distribution by 

year CSI C SOEs CSI L SOEs 

 N of Obs. Percent% 
 

N of Obs. Percent% 
 

2009 27 7.14 
 

8 4.30 
 

2010 36 9.52 
 

13 6.99 
 

2011 37 9.79 
 

15 8.06 
 

2012 38 10.05 
 

15 8.06 
 

2013 40 10.58 
 

16 8.60 
 

2014 42 11.11 
 

16 8.60 
 

2015 42 11.11 
 

18 9.68 
 

2016 42 11.11 
 

17 9.14 
 

2017 74 19.58 
 

68 36.56 
 

Total  378 100 
 

186 100 
 

       
Panel C: Industry classification 

by ICB and sample distribution  CSI C SOEs CSI L SOEs 

 
S. Firms Percent% N of Obs. S. Firms Percent% N of Obs. 

Basic Materials 5 9.26 35 12 16.67 31 

Consumer Discretionary 10 7.41 28 8 10.75 20 

Energy 6 14.29 54 10 13.44 25 

Financials 20 29.63 112 21 26.88 50 

Health Care 2 0.53 2 4 5.38 10 

Industrials 21 28.84 109 12 24.19 45 

Technology 2 0.53 2 1 0.54 1 

Telecommunications 3 0.79 3 0 0.00 0 

Utilities 6 8.73 33 4 2.15 4 

Total  75 100 378 72 100 186 
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This three-year cut-off process creates a significant survivorship bias (Gilbert and Strugnell 

2010; Nguyen et al., 2019), which allows me to track-change the effect of this variable (e.g. 

examining within-firm changes over time) without losing many observations. 31 In addition, 

this thesis further excludes 282 and 60 firms, respectively because of missing data (CSR and 

shareholder information). The final sample size is 75 firms and 72 firms for CSI Central SOEs 

and CSI Local SOEs 100 index, respectively. 

Table 5.3 Panel B shows the number of observations by years. In this panel, the lowest number 

of firm-year observations is reported for 2009. This is because both indices were constructed 

in the year 2009. However, since 2010 the number of observations has gradually increased until 

2017.  

Table 5.3 Panel C shows the industry classification according to ICB32, where the highest 

number of sample firms of CSI Central SOEs is in ‘Industrials’ (21 firms). This is because the 

industry is combined with many national firms such as aerospace, weapons/defence, 

commercial vehicles, construction materials, etc. On the other hand, the highest number of 

sample firms in CSI Local SOEs 100 Index is ‘Financial Industry’ (21 firms). This is because 

the local SOEs are mainly focused on the financial institutions in China. Both indices do not 

have any firms in ‘Consumer Staples’ industry; therefore, it has been excluded from the panel.  

The sample data for CSI Central SOEs and CSI Local SOEs 100 Index have been combined in 

the data analysis because the Chinese sample size significantly dropped due to missing 

information.  

5.3.3 Data and sources 

To investigate the effect of total blockholders and their various types on the relationship 

between CSR and financial performance in the UK and Chinese contexts. This thesis employs 

secondary sources of data. According to Brayman and Bell (2007), secondary data is defined 

as data collected by others - maybe for other reasons. The main advantages of using secondary 

data are to access high-quality data and large sample size, which otherwise cannot be matched 

                                                           
31 This approach also results in unbalanced panel data. Arellano (2003) argues that estimations based on 

unbalanced panel data are as reliable as those based on balanced panel data. Unbalanced panel data also helps to 

mitigate the survivorship bias problem (Hillier et al. 2011).  
32 Chinese industry classification standard is different than the UK. For instance, Chinese Industry Classification 

National Standard (GB/T 4754) industrial classification for national economic activities, defines three industry 

levels which are primary (farming, forestry, animal); secondary (mining industry, coal, manufacturing, tobacco, 

textiles) and third (financing, food, leasing, research, public and social welfare industry). However, to be 

consistent with the UK sample this thesis only followed ICB classification. 
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due to cost and time constraints (Brayman and Bell 2007). The secondary data is particularly 

important to measure the CSR scores another way, and it would have required extensive effort 

and cost. In addition, secondary data is available to the public domain, from which researchers 

can access high-quality data, a large sample size within considerable cost and time. Therefore, 

this thesis employs secondary data to answer the research questions. All the secondary data 

were obtained from specialised databases (Refinitiv’s Datastream and Refinitiv’s Eikon) (Hull 

and Rothenberg 2008; Eliwa et al., 2019) and the firms’ annual reports.  

5.3.4 Dependent variables 

In line with prior literature, this thesis employs accounting and market-based performance 

measures as dependent variables proxies of Return on Assets and Tobin’s q, respectively. For 

instance, many studies used various performance measures (e.g. accounting approach, market-

based and perceptual) to investigate CSR and financial relationships (Orlitzky et al., 2003; 

Margolis et al., 2007; Wang et al., 2016). However, among those performance measures, the 

accounting-based measure is most used in the literature. The advantage of using accounting-

based measurement is that this measure can explore the possible long-term effects of CSR 

engagement. However, there is also the limitation33 of using accounting-based measures such 

as omitted variables and lack of methodological discussion (Chen et al., 2001).  

Since the accounting-based study has some limitations, the market-based measure can be 

considered(Beurden and Gossling 2008). 
34 The market-based measurement is dominant in the 

CSR literature, which influences firms’ performance. Market-based performance is becoming 

a popular measure of firms’ financial performance because of information availability, 

reliability and comparability.  

According to Peloza (2009, p. 1524), “70% of the studies employed accounting-based measure 

and 53% employed market-based measure”. The study also indicates that approximately 80% 

of studies employed a single financial performance measure and suggested employing more 

than one measure of firms’ performance to quantify the effect of CSR efficiently. Therefore, 

following the empirical study by Peloza (2009), this thesis uses two financial performance 

measures such as accounting-based and market-based ones.  

 

                                                           
33 Accounting-based measures may not reflect firms’ financial performance. 
34 Market-based measures relate more closely to shareholders’ wealth than accounting-based measure. 
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Table 5.4: Defining dependent variables 

This table presents the definition of dependent variables and data sources 

 

Variables Denoted Definition 

Return on Assets ROA 

Dependent variables: 

ROA ratio is calculated as income before extraordinary items 

divided by total assets (Lopatta et al., 2017) (Source: 

Datastream- WC01551/WC02999)  

Tobin Q TOBINQ 

Tobin’s q ratio calculated as the market capitalisation of 

equity plus total debt divided by total assets (Dyck et al., 

2019) (Source: Datastream 

(WC08001+WC03255)/WC02999)) 

 

According to prior studies (McWilliams and Siegel 2000; Peng and Yang 2014; Liu et al., 

2015; Duque-Grisales and Aguilera-Caracuel 2019), ROA proxy represents the firm’s 

accounting performance which measures the proportion of profit a firm earns (extraordinary 

items) in relations to its resources (total assets) (Lopatta et al., 2017).  

On the other hand, the most common market-based performance measure is Tobin’s q which 

reflect firms’ financial performance. Tobin’s q is the ratio between a physical asset’s market 

value and its replacement of the book value of its assets (Velte 2017). 35 Tobin’s q between 0 

and 1 implies that the replacement cost of a firm’s assets is much higher than the market value, 

which means market value of that company’s stock is undervalued. However, Tobin’s q above 

1 indicates that the company’s stock price is overvalued compared to its book of assets. CSR 

researchers widely use this variable for market performance (Long et al., 2019; Eugster and 

Isakov 2019).  

Following prior studies, this thesis employs ROA and Tobin’s q as the proxies of accounting 

and market-based performance measures (Choi and Wang 2009; Buchanan et al., 2018; Dyck 

et al., 2019). Furthermore, similar to Eugster and Isakov (2019), this thesis collected annual 

data instead of monthly. The data collection was based on the company’s annual closing date 

(Meier and Schier 2017; Ravid and Sekerci 2020). The following section discusses independent 

and moderating variables.  

                                                           
35 Tobin’s q is calculated as market capitalisation of equity plus total debt divided by total assets (Dyck et al., 

2019). 
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5.3.5 Independent variable 

This section reports the independent variable and its measurement and justification for using 

the measurement supported by prior literature. Prior studies have employed several measures 

of CSR performance. This is due to CSR performance measured as the multidimensional 

construct, e.g. legal, ethical and discretionary (Carroll 1979; Wood 1991) or a function of how 

firms treat their stakeholders (Campbell 2007). According to Margolis et al., (2007), CSR is 

often called socially responsible behaviour or corporate social performance and often similar 

names in prior studies. Although several scholars studied CSR, there is no uniform agreement 

on using a single metric to capture firms’ CSR performance.  

There are two commonly used proxies of CSR performance available which are Refinitiv’s 

ESG scores and Bloomberg ESG disclosures36 (Eliwa et al., 2019). The Refinitiv’s ESG 

performance measures are designed to measure firms’ relative ESG scores, commitment, and 

effectiveness across three main dimensions (environmental, social and governance), covering 

ten themes (discussed in Table 5.5). In contrast, Bloomberg ESG disclosure ratings, using the 

Bloomberg database index, are based on the information available in firms’ annual reports, 

corporate social responsibility reports, and on their websites. In addition, Bloomberg ESG 

disclosure rating37 rates companies annually based on their disclosure of quantitative and 

policy-related ESG data (Huber and Comstock 2017). However, the choice of CSR 

performance depends on the underlying research discipline.  

This thesis focused on CSR activities and it begins with collecting Refinitiv’s ESG scores 

(CSR) as a proxy of the independent variable. Refinitiv’s ESG proxy is robust according to 

prior studies (Dam and Scholtens 2012; Cheng et al., 2014; Ghoul, Guedhami et al., 2017; 

Hoffmann et al., 2019), who offers one of the most comprehensive ESG databases in the 

industry. ESG scores have been designed to transparently and objectively measure a firm’s 

relative ESG performance across 10 themes based on companies’ reported data (Refinitiv 

2020). This database covers over 9,000 public companies, across more than 450 different ESG 

metrics, of which carefully selected subset of 186 most comparable and relevant fields to 

measure the overall company’s assessment and scoring process (Refinitiv 2020). The 

Refinitiv’s ESG scoring process has started in 2002 (Refinitiv 2020).  

                                                           
36 CSR performance and ESG rating/scores are interchangeable in this thesis.  
37 Bloomberg ESG data includes 120 ESG indicators including carbon emissions, climate change effect, 

pollution, renewable energy, political contributions, discrimination, diversity, community relations, and human 

rights (Eliwa, Aboud, and Saleh 2019).  
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Table 5.5: Defining independent variable  

This table presents ESG pillar, category, indicators in rating, weights and pillar weights 

  

Source: ESG scores from Refinitiv (Refinitiv 2020) 

The recent ESG scores is an enhancement and replacement to the existing ASSET4. The Equal 

Weighted Ratings (EWR) reflect the strategic ESG framework and are a robust, data-driven 

assent of companies’ ESG performance. A prior study by Ferrero-Ferrero et al., (2015), 

indicated that ESG scores generate transparent, auditable and comparable information for the 

evaluation of CSR. ESG information is acquired from annual reports, corporate sustainability 

reports, non-governmental organisations, and news sources for large, publicly traded 

companies at annual frequency (Dyck et al., 2019). The Refinitiv’s database provides 

comprehensive ESG data coverage, within the timeline, high-quality data which are useful for 

users (Duque-Grisales and Aguilera-Caracuel 2019; Dyck et al., 2019).  

The ESG scores are simple to understand, they are available as percentages 0 to 100 where 0% 

is the lowest (no performance), and the 100% is the highest (maximum) level of performance.  

A prior study by Passant et al., (2014) shows that more than $21.4 trillion of invested assets 

allocation are based on firms’ ESG scores; this is a significant portion of investment in the 

global market. Furthermore, according to the European Fund and Asset Management 

Association’s report, sustainable investment assets reached a record high of €25.2 trillion in 

Europe from 2016 to 2018 (GSIA 2018). This is a significant portion of investment in the 

global market, which plays a crucial role in the global economy. These evidences show that 

CSR performance has a considerable influence on firms’ financial performance (Liang and 

This item has been removed due to 3rd Party Copyright. The unabridged version of the thesis can be found 
in the Lanchester Library, Coventry University.
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Renneboog 2017; Buchanan et al., 2018; Duque-Grisales and Aguilera-Caracuel 2019). 

Therefore this thesis considers the Refinitiv’s ESG scores as a proxy of CSR performance 

adopted as an independent variable.  

5.3.6 Moderating variables  

As discussed earlier in chapter 2, the relationship between CSR and financial performance is 

influenced by moderating variables. According to Baron and Kenny (1986), moderation 

specifies the effect of an independent variable on a dependent variable as a function of a third 

moderating variable. Similarly, the moderator affects the direction and strength of the 

relationship between CSR and financial performance. Reviewing various studies, this thesis 

considers that total blockholders and their various types are moderator variables (Zahra 1996; 

Grewatsch and Kleindienst 2017) who influence the relationship between CSR and firms’ 

financial performance in the UK and Chinese contexts.  

It has been discussed that blockholders are those who owned 5% or more than 5% of shares in 

the firm (Harjoto and Jo 2011; Buchanan et al., 2018). However, this thesis employed a unique 

cut-off point to classify blockholders, where this study followed Marchica and Mura (2005) 

and Eugster and Isakov (2019), who considered the threshold at 3% ownership percentage to 

classify blockholders in the UK and Chinese contexts.  

Total blockholders have primarily been considered a moderator variable that influences the 

relationship between CSR and financial performance. Thus, total blockholders aggregate all 

blockholders percentages regardless of various types and investment horizon (classification 

shown in Flowchart 1). However, a prior study by Cronqvist and Fahlenbrach (2009) shows 

that total blockholders are heterogeneous in relation to their beliefs, skills, or preferences. For 

instance, each blockholder has different beliefs over how to influence or select firms and what 

constitutes ‘good policies’ in firm value maximisation. Similarly, Lim et al., (2014) argue that 

the different types of blockholder have different investment policies and different degrees of 

incentive; therefore, their ability to exert effective oversight might differ. In this thesis, total 

blockholders are categorised into three different types: (i) individual/family blockholders, (ii) 

institutional blockholders38, and (iii) state blockholders. Flowchart 1 shows the classification 

of different blockholders types.  

                                                           
38 Considering prior literature (Ferreira and Matos 2008, Cronqvist and Fahlenbrach 2009, Klein and Zur 2009, 

Ellili 2011, Lin and Fu 2017, Nofsinger, Sulaeman, and Varma 2019) this thesis classified the institutional 

blockholders.  
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Flowchart 1: Total blockholders and the classification of various types of blockholders. 

 

Source: Computed by author 

 

Classification of total blockholders and their various types is similar in the UK and Chinese 

contexts. Blockholders data have been collected from Refinitiv’s Eikon. 39 The UK sample has 

up to 20 blockholders, and the Chinese sample has up to 8 blockholders during the sample 

period. The definition of moderating variables is shown in Table 5.6. 

 

 

 

 

 

 

                                                           
39 This thesis gathered only blockholders data e.g. blockholders name, ownership percentages, blockholders 

types and country. 
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Table 5.6: Defining moderator variables 

This table presents the definition of blockholders variables and data sources 

Variables Denoted Definition 

Total Blockholders TOTAL_OWN 

Aggregate percentage of all shareholders who owned 3% or more 

than 3% of the firm (Source: Refinitiv’s Eikon) 

Individual/Family 

Blockholders IND_OWN 

Aggregate percentage of individual shareholders who owned 3% or 

more than 3% of the firm (Source: Refinitiv’s Eikon) 

Institutional 

Blockholders INS_OWN 

Aggregate percentage of institutional shareholders (financial and 

non-financial shareholders) who owned 3% or more than 3% of the 

firm (Source: Refinitiv’s Eikon) 

State Blockholders  STATE_OWN 

Aggregate percentage of government shareholders who owned 3% or 

more than 3% of the firm (Source: Refinitiv’s Eikon) 

Non-state 

Blockholders NON-STATE_OWN 

Aggregate percentage of total blockholders minus state blockholders 

(Source: Refinitiv’s Eikon). Employed only in the Chinese context.  

 

5.3.7 Control variables 

This thesis considers different control variables that may affect the dependent variable. Control 

variables are namely: industry, firm size, leverage, market-to-book value and sales growth. 

These control variables are well-identified in CSR literature (Kim et al., 2019). In addition, the 

employment of these control variables in the column is robust across different samples, periods, 

and countries (Maury and Pajuste 2005; Chen et al., 2019; Long et al., 2019).  

I started with the industry control variable, where the firm’s CSR activities and financial 

performance depends on the nature or types of industry (Waddock and Graves 1997; 

McWilliams and Siegel 2000; Brammer et al., 2006). For instance, firm performance in the 

manufacturing industry might differ from the technology or financial industry. In addition to 

that, firms’ regulations and legislations or policies are depend on the industry. For example, 

Brammer et al., (2006) suggest that high social and environmental impact industries are 

required to invest more in CSR activities which may influence firms financial performance. 

Similarly, technology and the financial sector may have less impact on society and the 

environment, where they might have less investment in CSR activities which leads to strong 

financial performance.  

A prior study defines that corporate size influence firms’ financial performance (Barnea and 

Rubin 2010). Larger firms have a greater operational effect, more visibility, and face a greater 

risk of litigation and are more likely to focus in CSR activities which influence firms’ financial 
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performance (Barnea and Rubin 2010). Generally, large firms tend to invest more in CSR 

activities than small firms (Waddock and Graves 1997; Margolis et al., 2007). Larger size firms 

have fewer resources constraints, more financial flexibility, and lower uncertainty (Kim et al., 

2019). Additionally, the firm performance also links with the size as more prominent firms 

generally generate more revenues. Following prior literature (Waddock and Graves 1997; 

Orlitzky et al., 2003; Barnea and Rubin 2010), firm size measures the natural logarithm40 of 

total assets, which is a proxy of firm size in the regression analysis (shows in Table 5.7).  

Similar to firm size and industry, leverage has a significant effect on financial performance. 

Leverage defines the ratio of the sum of long-term debt plus short-term debt to total assets 

(Kim et al., 2019; Dyck et al., 2019) (shows in Table 5.7). The effect of leverage on the firm’s 

financial performance is interrelated. Prior literature argues that high leverage decreases firms’ 

profitability and leads to lower CSR engagement (Barnea and Rubin 2010). In addition, Jensen 

and Meckling  (1976) suggest that leverage encourages managers’ self-interest to invest in 

negative net present value projects at the expense of debtholders, which could be a highly risky 

investment (Ghosh 2013). However, high debt also can have better capital structures that can 

invest in the firm’s development activities. Leverage is included in this study because managers 

typically invest borrowed money to increase the firm's profitability, resulting in extra profit or 

loss for the firm. Therefore, this thesis controls leverage as it effects the relationship between 

CSR and firms’ financial performance.  

 

 

 

 

 

 

 

 

 

                                                           
40 Summary statistics for firm size (total assets) variable (before and after log transformation) has been shown in 

the appendix 3.  
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Table 5.7: Defining control variables  

This table presents the definition of control variables and data sources 

 

Variables Denoted Definition 

Industry INDUSTRY 

All firms grouped according to Industry Classification Benchmark 

(ICB) (Source: Datastream ICBIN) 

Firm Size LOG_SIZE 

Firm size measured as the natural logarithm of total firm assets 

(Source: Datastream WC02999)  

Leverage  LEVERAGE 

Leverage ratio calculated as total debt divided by the book value of 

equity (Source: Datastream WC03255/WC03501) 

Market-to-book Ratio  MTBV 

This ratio defined as the market value of the ordinary equity divided 

by the balance sheet value of the ordinary equity (Source: Datastream 

WC08001/WC03501)  

Sales Growth  SALS_GROWTH 

Sales growth calculated as current year revenue minus last year’s 

revenue divided by the previous year’s revenue (Source: Datastream 

WC01001)  

 

This thesis controls the market-to-book ratio, measured as the market capitalisation (market 

value of a firm) divided by book value (Shows in Table 5.7). A higher market-to-book ratio 

implies that firms’ strong financial health and the possibility of resources available for further 

potential investment. Firms with better financial resources are more likely to invest in CSR 

activities that ultimately increase firms’ financial performance (Waddock and Graves 1997). 

Higher market-to-book ratios firms’ equity shares are cheaper compare to its market value, 

which indicate the high demand of the firms’ equity shares. These kind of firms are most likely 

to issue equity shares to raise funds for investment.  While low market-to-book ratios firms 

may likely to raise debt finance against their assets, as firms’ equity shares may less demand 

due to high price. In line with prior studies, this thesis employs the proxy of the market-to-book 

ratio as a control variable to find the relationship between CSR and firms’ financial 

performance (Deng et al., 2013; Buchanan et al., 2018; Sun and Gunia 2018).  

This thesis employs sales growth as a control variable defined as total revenue of the current 

year minus the total revenue of last year divided by the previous year’s total revenue (Shown 

in Table 5.7). Firms’ sales growth significantly influences firms’ financial performance 

(Waddock and Graves 1997; Brammer et al., 2006). A high sales growth indicates an abundant 

investment opportunity to increase profitability (Chang et al., 2018). Following prior literature, 
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this thesis employs the proxy of sales growth as a control variable that influences firms’ 

financial performance (Hasan et al., 2018; Eugster and Isakov 2019).  

5.4 Research models 

Research questions of this thesis are tested in chapters 6 and 7, where the aim is to investigate 

the moderating effect of total blockholders and their various types on the relationship between 

CSR and firms’ financial performance in the UK and Chinese contexts. Both chapters also 

highlight the blockholders’ investment horizon in CSR activities which ultimately influence 

financial performance. This is in line with the blockholders’ influencing power, and the level 

of CSR engagements may differ from one setting to another; this is due to the variation in the 

country-specific institutional differences, such as ownership structures, the level of investor 

protection and corporate governance policies in the organisations.  

Prior studies (Russo and Fouts 1997; Maury and Pajuste 2005; Dam and Scholtens 2013; Peng 

and Yang 2014; Kabir and Thai 2017; Ravid and Sekerci 2020) investigate the moderating 

roles of the relationship between CSR and firms’ performance, and mainly adopted the pooled 

Ordinary Least Squares (OLS) model. Following prior literature, this thesis also employed the 

OLS estimation method. This estimation method is based on the assumption that sample firms 

in individual settings are roughly the same in the UK and Chinese contexts. 41 This thesis 

includes year dummies to control for time fixed effects (Ravid and Sekerci 2020). Moreover, 

the OLS estimates and the t-statistics calculated using the fully robust variance-matrix 

estimator allow for within-cluster (firms) correlation and heteroscedasticity (Maury and Pajuste 

2005; Petersen 2009; Liu et al., 2015). However, a potential limitation of the OLS model is the 

endogeneity problem, which is a key issue in the CSR literature. Section 5.4.4 discusses how 

this thesis deals with the endogeneity problem. 

Although prior studies (Barnett and Salomon 2006; Surroca et al., 2010; Cheng et al., 2014) 

investigated the relationship between CSR and firms’ financial performance by employing the 

fixed-effects or random-effects models, however, these modes have several limitations. Firstly, 

the fixed-effect model is designed to study the variations within a group or firm; time-invariant 

                                                           
41 The UK firms are from the FTSE 350 Index where all firms are required to meet the minimum requirements 

to become a member of the index (FTSE UK 2020). So, this thesis assumes that all sample firms are roughly the 

same. Similarly, all Chinese firms are drawn from the China Securities Index (CSI Central SOEs Index 2020, 

CSI Local SOEs Index 2020), therefore, this thesis assumes that all sample firms are also the same in the 

Chinese context.  
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variables stay stable because they do not vary over time for each firm. Thus, the fixed-effect 

model does not estimate coefficients of these independent variables that are constant across 

time. 42 Additionally, under that fixed-effect model, degrees of freedom are slightly lower 

because of each cross-sectional observation (Studenmund 2000). Secondly, the random effect 

model has to assume where the time-invariant omitted variable is uncorrelated with the 

independent variables to avoid omitted variable bias (Studenmund 2000). Also, the random-

effects model is only used if the fixed effects estimation becomes inconsistent. However, 

considering the above limitations, this study employed the OLS regression question, this is 

consistent with recent studies (Peng and Yang 2014; Kabir and Thai 2017; Ravid and Sekerci 

2020). 

Following is the pooled cross-sectional time series model that is employed in this study:  

𝑌𝑖𝑡 = 𝛼 + 𝛽1𝑋𝑖𝑡 + 𝛽2𝑍𝑖𝑡 + 𝛽3𝑋𝑖𝑡 ∗ 𝑍𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡 + 𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 

Where,  

𝑌𝑖𝑡   = Firms’ financial performance, namely ROA and TOBINQ. 

𝛼   = Constant term.  

𝛽𝑛   = Regression coefficients.  

𝑋𝑖𝑡  = Independent variable, namely CSR scores.  

𝑍𝑖𝑡  = Moderating variable, namely percentage of total blockholders and their various types.  

𝑋𝑖𝑡 ∗ 𝑍𝑖𝑡  = Interaction variable, namely multiplying CSR and blockholders.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡 = All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡   = Dummy to control for time effect. 

𝛿𝑖  = Dummy to control for industry effect. 

휀𝑖𝑡  = Error term. 

i and t refer to firms and years, respectively.  

The following section discusses different diagnostic tests of the OLS model. 

5.4.1 Diagnostic tests  

After selecting the appropriate regression model, it is critical to assess whether the regression 

results are not violated. Therefore, it is essential to evaluate the goodness-of-fit of data models; 

otherwise the regression results will mislead the conclusion. The following section discusses 

                                                           
42 Moreover, under the fixed effect model STATA statistical software drops the industry variable because they 

are constant over the sample period.  
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different diagnostic tests, e.g. checking outliers, normality and linearity, multi-collinearity, 

heteroscedasticity, and autocorrelation test. 

Outliers 

The outlier in data is a widespread problem, which is any value of an observation that is 

numerically distant from most other data points in a data set (Hair et al., 2014). The presence 

of outliers may influence regression analysis and mislead the results (Gujarati 2003). The 

dataset’s outliers might be due to sampling errors, measurement errors, and wrong data entry 

or received incorrect data. There are a number of ways to detect an outlier, for example, 

histograms, scatter plots, number lines and box plot techniques. This thesis used the box plot 

(Appendix 4) technique to detect outliers because of the efficient use of data.  

Presenting an outlier in the model may have an adverse effect on the regression results. 

Although several techniques are used to remove outliers, the thesis uses a standard 

winsorisation technique (Chen et al., 2011; Kabir and Thai 2017; Baldini et al., 2018) which is 

well known in CSR literature. Furthermore, in line with prior studies, this study winsorises 

variables (ROA, TOBINQ, LOG_SIZE, LEVERAGE, MTBV and SALES_GROWTH) at a 5% level. 

Therefore, the regression results of this study are free from any adverse outlier impact.  

Normality and linearity tests 

In multiple regression analysis, the common assumption is that all variables should have a 

normal distribution that also call symmetric distribution. Variables are normally distributed if 

they are less skewed or kurtotic or if the variables have no significant outliers. Non-normally 

distributed variables or asymmetric variables may violate the regression outcomes and may 

provide misinformation about the significance tests. In multiple regression analysis, normality 

is required for valid hypothesis testing; however, it is not necessary to estimate the regression 

coefficients (Hair et al., 2014). In this thesis, normality tests are reported (skewness and 

kurtosis results) on the summary statistics tables (Chapters 6 and 7) (Gujarati 2003).  

In order to estimate a true connection between variables, multiple regression analysis requires 

a linear relationship between the predicated and explanatory variables. Non-linear variables in 

the regression may underestimate or overestimate the true value of the relationship. In addition, 

linearity is vital for assessing outliers, as linear regression is sensitive to outlier effects (Gujarati 

2003). However, non-linearity relationship does not always lead mislead the conclusions if the 

standard deviation of the dependent variable is higher than the standard deviation of the 
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residuals. This thesis has checked the assumption of linearity between predictor and 

explanatory variables by employing Pearson’s correlation matrix.  

Multi-collinearity test  

The multiple regression analysis does not require high correlation or multi-collinearity between 

variables. This means the multi-collinearity presents when two or more independent variables 

are highly correlated. Instead, when independent variables are highly correlated, changes in 

one independent variable relate to another independent variable. It is difficult to change one 

independent variable without changing another, as there is a high correlation. A high 

correlation between independent variables suggests that they do not behave independently, 

which requires multiple regression analysis.  

A high correlation between the independent variables is a significant issue, as “the OLS 

estimators and their standard errors can be sensitive to small changes in the data” (Gujarati 

2003, p. 350), which results in the wrong estimation of the regression coefficient between 

dependent and independent variables and the p-value. The Pearson’s correlation matrix is 

widely used to check the existence of multi-collinearity among the variables. One of the 

suggested rules of thumb for confirming the presence of a severe multi-collinearity problem is 

if the coefficient of correlation of two independent variables is shown to be in excess of positive 

or negative 0.80, then it is assumed that there is a multi-collinearity problem (Gujarati 2003). 

This thesis employed the Pearson’s correlation matrix to identify the multi-collinearity 

problem.  

However, there is some limitation of checking the multi-collinearity, as “high zero-order 

correlations are a sufficient, but not a necessary condition for the existence of multi-collinearity 

because it may exist even though the zero-order or simple correlations are comparatively low 

(positive or negative 0.50)” (Gujarati 2003, p. 359). To deal with the limitation, this variance 

inflation factor (VIF) test was carried out to check the presence of multi-collinearity (see 

appendix 3). A VIF statistic below the value of 10 suggests there is no severe multi-collinearity 

problem (Hair et al., 2012). In this thesis, all independent (CSR) and moderator (total 

blockholders and their various types) variables are centered to avoid the multi-collinearity 

problems (see appendix 3) (Aiken and West 1991) .  

Homoscedasticity  

Another key assumption of linear regression analysis is homoscedasticity, which means the 

error term variance is central to the linear regression model. Homoscedasticity describes a 
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situation in which the error term or disturbance is the same across all values of the independent 

variables. However, heteroscedasticity is present when the size of the error term differs across 

the values of an independent variable. Therefore, heteroscedasticity on the regression analysis 

can lead to erroneous conclusions, and the standard errors could be biased.  

There are several methods for detecting the presence of homoscedasticity or heteroscedasticity 

in the model. These include using a scatterplot diagram, Breusch-Pagan Godfrey test, 

conducting White’s General Heteroscedasticity test (Gujarati 2003) or the Breusch-

Pagan/Cook-Weisberg test. In addition, the presence of heteroscedasticity can be checked by 

performing the Breusch-Pagan/Cook-Weisberg test. If a p-value is greater than 5%, it indicates 

a failure to reject the hypothesis, and thus the variance of the residual is not heterogeneous.  

Huber-White’s sandwich estimator is suggested to control and correct for the problem of 

heteroscedasticity and give more reliable inferences when heteroscedasticity is present. 

Therefore, this thesis employs Huber-White’s sandwich estimator, which provides reliable 

estimation even when the homoscedasticity assumption is violated.  

Autocorrelation  

The multiple regression analysis assumes little or no serial autocorrelation (serial correlation) 

in the dataset. Serial correlation refers to the correlation between the values of the same 

variables across different observations in the data. The classical regression model assumes that 

the disturbance term relating to any observation is not influenced by the disturbance term 

representing any other observation (Gujarati 2003). There are various techniques used to check 

the presence of autocorrelation in the data. For instance, the scatterplot technique, Wooldridge 

test and Durbin-Watson d test can be used. This thesis performs the Durbin-Watson test, which 

confirmed little or no serial correlation in the dataset.  

5.4.2 Models specification for the UK sample 

This thesis estimate the OLS model to investigate the effect of total blockholders and their 

various types on the relationship between CSR and financial performance in the UK. Based on 

the research hypothesis, the following section discusses the models specification.  

Effect of total blockholders models 

Hypothesis 1: the following equations 1 and 2 test the moderating effect of total blockholders 

on the relationship between CSR and financial performance in accounting and market 
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measures. The first and second regression models are estimated in the system as following OLS 

specifications.  

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+

𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡……..(1) 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 +

𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡……..(2) 

Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡: Firm market-based performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡: Aggregate all blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and all blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

The total blockholders variable is entered in both equations who have significant voting rights, 

monitoring and decision-making power which ultimately influence CSR activities in the firm. 

(Cespa and Cestone 2007; Lau et al., 2016; Ravid and Sekerci 2020). Therefore, the total 

blockholders and CSR variables jointly influence the firms’ financial performance.  

Effect of individual blockholders models 

Hypothesis 1.1: equations 3 and 4 allow the investigation of the moderating effect of individual 

blockholders on the relationship between CSR and financial performance in both accounting 

and market-based measures. The OLS model specifications are:  

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 +

𝛿𝑖 + 휀𝑖𝑡 ……………(3) 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+

𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(4) 
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Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡: Firm market-based performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡: Individual blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and individual blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

The main coefficients of interest in both equations is 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝐷_𝑂𝑊𝑁𝑖𝑡. The signs of the 

coefficients and their statistically significance which are show that the influence of individual 

blockholders on the relationship between CSR and financial performance. 

Effect of institutional blockholders models 

Hypothesis 1.2: the following equations 5 and 6 test the moderating effect of institutional 

blockholders on the relationship between CSR and financial performance in accounting and 

market-based measures accordingly.  

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 +

𝛿𝑖 + 휀𝑖𝑡 ……………(5) 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 +

𝛿𝑖 + 휀𝑖𝑡 ……………(6) 

Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡: Firm market-based performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡: Institutional blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝐼𝑁𝑆_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and institutional blockholders percentages.  
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∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

Institutional blockholders variable (INS_OWN) is entered in both equations who have 

significant controlling, monitoring and decision-making power which ultimately influence 

CSR activities in the firm. Therefore, institutional blockholders and CSR variables jointly 

influence the firms’ financial performance.  

Effect of state blockholders models 

Hypothesis 1.3: the following equations 7 and 8 allow me to examine the moderating effect of 

state blockholders on the relationship between CSR and financial performance in both 

accounting and market measures, respectively.  

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+

𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(7) 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 +

𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(8) 

Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖𝑡: Firm market-based performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: State blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and state blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  
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The main coefficient of interest in both equations is 𝛽3(moderating variable). The positive sign 

of the coefficient indicates that a high percentage of state blockholders increase CSR activities 

and firms’ financial performance. On the other hand, a negative coefficient indicates that a high 

percentage of state blockholders reduce CSR activities and firms’ financial performance. 

5.4.3 Models specification for the Chinese sample  

In the Chinese context, this thesis estimates the OLS models to investigate the effect of total 

blockholders and their various types on the relationship between CSR and financial 

performance in Chinese SOEs. Based on the research hypothesis, the following section 

discusses the models specification.  

Effect of total blockholders model 

Hypothesis 2: equation 9 tests the moderating effect of total blockholders on the relationship 

between CSR and financial performance in Chinese SOEs. The OLS model specifies for 

financial performance43 as follows: 

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+

𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(9) 

Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡: Aggregate all blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝑇𝑂𝑇𝐴𝐿_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and all blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

                                                           
43 Only accounting performance has been tested in the Chinese market due to small sample size.  
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The variable of interest in the equation is the total blockholders and CSR. The signs of the 

coefficient indicate that the moderating variable positively or negatively influences the 

financial performance in Chinese SOEs.  

Effect of state blockholders model 

Hypothesis 2.1: equation 10 allows me to examine the moderating effect of state blockholders 

on the relationship between CSR and financial performance in Chinese SOEs. The OLS model 

specification for financial performance is the following: 

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+

𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(10) 

Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: State blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR and state blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

The important consideration of the model is the largest group of blockholders in Chinese SOEs 

is state blockholders, which has been considered in this equation. 

Non-state blockholders model 

Hypothesis 2.2: equation 11 tests the moderating effect of non-state blockholders on the 

relationship between CSR and financial performance in Chinese SOEs. The OLS model 

specification is the following:  

𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽1𝐶𝑆𝑅𝑖𝑡 + 𝛽2𝑁𝑂𝑁𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 + 𝛽3𝐶𝑆𝑅𝑖𝑡 ∗ 𝑁𝑂𝑁𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡 +

𝛽4∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙
𝑖𝑡

+ 𝑦𝑡 + 𝛿𝑖 + 휀𝑖𝑡 ……………(11) 
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Where,  

𝑅𝑂𝐴𝑖𝑡: Firm accounting performance. 

𝛼: Constant term.  

𝛽𝑛: Regression coefficients. 

𝐶𝑆𝑅𝑖𝑡: ESG scores, 0 is the lowest score, and 100 is the highest.  

𝑁𝑂𝑁𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: Aggregate of individual and institutional blockholders percentages.  

𝐶𝑆𝑅𝑖𝑡 ∗ 𝑁𝑂𝑁𝑆𝑇𝐴𝑇𝐸_𝑂𝑊𝑁𝑖𝑡: Moderating variable, multiplying CSR with aggregate of individual and 

institutional blockholders percentages.  

∑𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖𝑡: All control variables, namely firm size, leverage, market-to-book value and sales growth.  

𝑦𝑡: Dummy to control for time effect. 

𝛿𝑖: Dummy to control for industry effect. 

휀𝑖𝑡: Error term. 

i and t refer to firms and years, respectively.  

The main coefficient of interest in this equation is 𝛽3. The signs of the coefficients and 

statistical significance show any effect of non-state blockholders in the relationship between 

CSR and financial performance in Chinese SOEs. The coefficient of moderating variable 

indicates the firms’ positive/negative financial performance.  

5.4.4 Robustness test/sensitivity analysis 

In line with CSR literature, this thesis conducts a series of sensitivity analyses to check the 

robustness of the results. Firstly, alternative measurement of dependent variables were used. 

Secondly, I used different moderating variables; thirdly, causality and endogeneity tests. 

Finally, the statistical validity test of the main results.  

Alternative measurement of dependent variables 

Following prior literature (Servaes and Tamayo 2013; Cai et al., 2016), the current study further 

tests the sensitivity of the main results by using alternative measurements of the dependent 

variables. Three alternative dependent variables are used, namely ROE, ROCE and EPS.  

ROE, ROCE and EPS are financial performance measures widely used in CSR literature 

(Zhang et al., 2014). ROE indicates how efficiently a firm used shareholders’ equity, which is 

assessed by net profit ratio over shareholder equity. ROCE is an indicator of firm’s efficiency 

as it measures profitability after factoring the capital. Moreover, EPS is also a robust measure 

of a firm’s profitability, reflecting the portion of a company’s earnings allocated to each share 
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of common stock (Zhang et al., 2014). This thesis replaces the dependent variable with 

alternative financial measures in the UK and Chinese contexts and re-runs all regression 

equations to check the consistency of the main results. 

Different moderating variables  

Different moderating variables have different effects on the relationship between CSR and 

financial performance (Grewatsch and Kleindienst 2017); therefore, this thesis measures the 

alternative moderating variables. For example, following Zhang et al., (2014) and Ravid and 

Sekerci (2020), alternative ownership concentration is measured by the percentage of the firm’s 

total stock held by the top three, seven and ten shareholders44, instead of aggregate total 

blockholders in the current analysis. In addition, another moderating variable was employed, 

measured by blockholders’ ownership percentage three months after the firm fiscal year-end. 

In the regression model, this thesis replaced the current moderating variable with an alternative 

moderating variable and re-runs all equations to check the robustness of the main results. 

Causality and endogeneity tests 

Prior studies (Klock et al., 2005; Chung and Zhang 2011) show that past years’ financial 

performance may influence the firm’s future performance (reverse causality). This thesis runs 

the reverse causality test: the financial performance (dependent) variables are replaced as an 

independent variable with lagged of one and two years to check the robustness of the results.  

Moreover, prior studies show that CSR is not an exogenous variable (Lopatta et al., 2017; 

Nguyen et al., 2019). Thence this thesis estimates the two-stage least squares (2SLS) method 

to check the endogeneity by employing two instrumental variables, namely 2-years lagged of 

CSR and firm age (Jo and Harjoto 2012; Cui et al., 2018; Nguyen et al., 2019). This method is 

employed by various literature (Heckman 2005); thus, this thesis assumes that this method is 

robust to check the consistency of the main results.  

Statistical validity of the results 

The robustness of the main results could be obtained through the sampling procedure. 

However, it is challenging and important to select an appropriate statistical model for analysing 

and reflecting the nature of the data. A statistical model can produces precise and accurate 

results depending on meeting a number of statistical assumptions. Violation of these 

                                                           
44 In the Chinese context, the alternative ownership concentration is measured by the percentage of the firm’s 

total stock held by top three, five and seven shareholders because of limited large shareholders in the Chinese 

firms.  
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assumptions leads to inconsistence statistical procedures that may give rise to a faulty and 

misleading or inconsistent conclusion. The statistical assumptions: data are free from outliers, 

there is no high degree of correlation among the independent variables, data are normally 

distributed, the regression model requires homoscedasticity, and finally, the regression model 

requires that there is little or no serial correlation/autocorrelation in the data. This thesis have 

considered above statistical validity tests for the UK and Chinese sample data.  

5.5 Chapter summary 

The chapter aims to choose the relevant research philosophy and develop the related 

methodological choices that underpin this thesis. The positive approach is employed to 

investigate the moderating effect of blockholders on the relationship between CSR and 

financial performance in the UK and Chinese contexts. The greater degree of independence 

and the scientific nature of the highly structured methodologies make the positivist approach 

more suitable to answer the research questions of this thesis. Underpinning the positivist 

approach, this thesis also increases the ability to replicate and generalise the findings as well 

as compare them with empirical literature. Additionally, this study’s research time, cost, 

energy, and data availability encourage the quantitative positivist approach.  

The thesis also employs deductive reasoning as the most consistent characteristic of the extant 

positive research. The quantitative method is also deemed more appropriate to the positive 

approach in general and hence answer the given research questions. This thesis employs the 

OLS regression model (Russo and Fouts 1997; Maury and Pajuste 2005; Dam and Scholtens 

2013; Peng and Yang 2014; Kabir and Thai 2017; Ravid and Sekerci 2020) in order to 

investigate the moderating effect of total blockholders and their various types on the 

relationship between CSR and firms’ financial performance in both countries. The proxies of 

blockholders are employed as a moderating variables along with dependent and independent 

variables to test the research hypotheses. Various diagnostic tests have been considered (e.g. 

outlier, normality and linearity, VIF, autocorrelation etc.) to investigate the compliance with 

the basic assumptions of the OLS model.  

A set of control variables are used to complement the analysis after controlling for the possible 

difference in some firms’ characteristics (size, leverage, market-book-value, sales growth, 

industry) in the UK and Chinese contexts. Additionally, several robustness tests, e.g. sensitivity 

of the results to alternative measurement of variables, statistical validity etc., are considered to 

check the consistency of the results with the main model - the effect of blockholders on the 
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relationship between CSR and financial performance. The following chapters, chapters 6 and 

7, present and discuss the empirical findings.  
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Chapter 6: The effect of blockholders and their various types on 

the relationship between CSR and firms’ financial performance 

in the UK 

6.1 Chapter overview  

This chapter presents and discusses the empirical results of the first two research questions. 

The aim of the first and second research questions are to investigate, identify and evaluate the 

effect of total blockholders and their various types on the relationship between CSR and firms’ 

financial performance in the UK. The employed sample period for the UK firms are from 2005 

to 2017.  

The following section of this chapter presents the descriptive statistics. Section 3 shows both 

Pearson and Spearman rank correlations used to measure the strength of the correlation 

between employed variables. Section 4 starts with presenting regression results for the first 

research question, discussing the effect of total blockholders on the relationship between CSR 

and financial performance in both accounting and market measures. Section 5 presents the 

regression results of the second research question and discuss the effect of each type of 

blockholder on the relationship between CSR and financial performance using both accounting 

and market performance measures. Section 6 presents different robustness and endogeneity 

tests, confirming the validity of the regression results for the research questions one and two. 

This section also includes additional analysis which explains institutional blockholders types 

and their effect on the relationship between CSR and financial performance. Finally, section 7 

is the chapter summary.  

6.2 Descriptive statistics 

Table 6.1 provides the summary of descriptive statistics for all variables employed to evaluate 

the firms’ financial performance of the sample firms. Due to outliers in the sample, this thesis 

adopts a 5% winsorisation45 of all continuous variables (Kabir and Thai 2017). The table 

reports mean, minimum, maximum, standard deviation, skewness and kurtosis; yearly basis, 

and the overall results for selected variables. 46  

                                                           
45 Descriptive statistics with centered variables have shown in appendix 3, Table D.  
46 Dependent variables are ROA, TOBINQ; independent variable is CSR; moderating variables are 

TOTAL_OWN, IND_C, INS_C and STATE_C; control variables are LOG_SIZE, LEVERAGE, MTBV and 

SALES_GROWTH.  
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Firstly, the summary statistics in Table 6.1 shows that the overall average ROA is 6.2% for all 

the sampled firms over the study period. Considering the yearly data, Table 6.1 presents that 

the highest average ROA is 7.2% in 2007, which falls to 4.7% in 2009. The lowest average 

accounting performance in 2009 is due to the financial instability in the global market 

(Buchanan et al., 2018). However, since 2010 the ratio has increased in the UK sample firms. 

Table 6.1 shows the ROA ranges from a minimum of less than zero to a maximum of 19.7%, 

with a standard deviation of 5.9 for the study period. These results indicate substantial 

differences in the accounting returns among different firms.  

Table 6.1 shows that the combined average value of TOBINQ is 1.34 across all firms. A prior 

study by Maury and Pajuste (2005) also indicates that the average TOBINQ in the European 

countries (e.g. Finland) is similar to the UK sample firms. Moreover, yearly data suggests that 

the lowest average TOBINQ was 1.08 in 2008; this may be due to financial instability in that 

period. The TOBINQ value lies within 1, indicating that the sampled firms’ market value is 

greater than the recorded asset values. However, in this thesis, the average value of the 

TOBINQ is higher than 1, indicating that the market value of the sample firms are not under-

valued compared to the book value of the assets.  

The descriptive table also shows the average CSR scores gradually increased from 2005 

(54.6%) to 2017 (59.8%). The overall average CSR score is 57.1%, indicating that UK firms 

are highly concerned about CSR in their operational activities. The overall average CSR score 

is consistent with Cao et al. (2019), who investigated the relationship between large 

shareholders and CSR performance. Further, the descriptive statistics table shows the standard 

deviation of CSR (15.3) and the lowest value of CSR (10%) and the highest value (94%) during 

the sample period. These results indicate that some firms are highly engaged in CSR activities, 

while others are still developing in the UK. 

Table 6.1 also shows the moderator variables, where the total blockholders have an overall 

average of 43.3% ownership percentages; the result is consistent with Maury and Pajuste 

(2005). The yearly data for total blockholders percentages lie between 41.1% and 46.1% during 

the sample period from 2005 to 2017. The average ownership percentages for individual, 

institutional, and state blockholders are 4.9%, 37.2%, and 1.1%, respectively. These are similar 

to prior studies (Dam and Scholtens 2012, Lopatta et al., 2017). Among different blockholders 

types, the average institutional blockholders are the higher percentages (37.2%) and state 

blockholders (1.1%) for the UK firms.  
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Regarding control variables, Table 6.1 provides evidence that the overall mean log of total 

assets (LOG_SIZE) is 14.74 with a range of 12.61-18.57 for the UK sample firms. The mean 

value suggests an average of £2.629 billion worth of the UK firms’ assets with a range of £0.3 

billion to 115.619 billion pounds. The standard deviation of the log value of firm size47 is 1.57. 

Presented data indicate that the total assets of the sampled firms have steadily increased from 

2005 to 2017. These results suggest that the sampled firms have gradually increased their 

investment volume in total assets by reinvesting their earnings or raising external finance.  

The second control variable is the leverage ratio, showing that the mean value (standard 

deviation) of the debt-equity ratio is 0.85 (1.16), where the maximum rank is 3.87. The results 

indicate that the UK firms have an average lower leverage ratio which means that firms are not 

highly relying on debt financing. Prior literature also shows that the average leverage ratio is 

low in European countries (Maury and Pajuste 2005; Chen et al., 2020). However, a high 

leverage firms may lead to financial distress and bankruptcy in the long run.  

The average MTBV ratio is 2.3, and this value indicates that the average market value of the 

UK firms are higher than the book values. In this study, the overall range of MTBV ratio is a 

minimum of 0.57 and a maximum of 9.76, while below 1 indicates that the stock price is lower 

than the value of its assets price where over 1 is the opposite.  

Finally, the last column of the following Table 6.1 shows the average percentage of sales 

growth which is 8.9%, while over the sample period the lowest sales growth was 3.4% in 2014. 

The overall range of sales growth is a minimum of -24.9% and a maximum of 55.6% in the 

UK. A high sales growth indicates firm growth and development, which also leads to firm 

profitability. Previous studies show that the average sales growth in Europe is higher than in 

US firms (Maury and Pajuste 2005; Chang et al., 2018; Chen et al., 2020).  

It can be observed that in Table 6.1, the skewness and kurtosis statistics show that some of the 

variables are not normally distributed. The values of skewness and kurtosis are not equal to 

zero, indicating that the observation spread is not perfectly symmetrical with their mean (Bors 

2018), even though some are nearly closer to zero indicating the assumption of approximate 

normality. In this study the data has been transformed accordingly using natural logarithm to 

get the best fit for the analysis. Rahman and Ali (2006) reported that data is considered to be 

normal if the standard skewness is within positive/negative 1.96 and standard kurtosis is 

                                                           
47 Appendix 3, Table H has shown the descriptive statistics of total assets prior and after log transformation.  
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positive/negative 2. Other study considers that data to be normal if the standard kurtosis is 

within positive/negative 3 (Gujarati 2003).  
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Table 6.1: Descriptive statistics for continuous variables  

The table presents the mean, min, max, SD, skewness, kurtosis by (year) (n=3801) 

 

Year Desc. Stat. ROA TOBINQ CSR TOTAL_OWN IND_OWN INS_OWN STATE_OWN LOG_SIZE LEVERAGE MTBV SALES_GROWTH 

2005 Mean 0.062 1.390 0.546 0.431 0.035 0.395 0.001 14.581 0.994 3.492 0.133 

  Min -0.041 0.272 0.252 0.031 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.893 0.977 0.717 0.964 0.074 18.566 3.872 9.762 0.556 

  SD 0.054 0.791 0.146 0.204 0.103 0.202 0.008 1.602 1.130 2.535 0.206 

  Skewness 0.730 1.148 0.316 0.404 2.027 0.558 3.073 0.964 1.528 1.232 0.591 

  Kurtosis 3.412 3.809 2.322 2.759 6.902 3.098 16.782 3.232 4.275 3.619 2.862 

2006 Mean 0.072 1.514 0.541 0.421 0.039 0.380 0.001 14.532 0.968 3.587 0.128 

  Min -0.041 0.272 0.235 0.031 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.934 0.967 0.699 0.967 0.110 18.566 3.872 9.762 0.556 

  SD 0.056 0.830 0.142 0.197 0.112 0.192 0.010 1.560 1.089 2.480 0.190 

  Skewness 0.649 0.949 0.379 0.333 1.766 0.493 2.179 0.988 1.559 1.199 0.596 

  Kurtosis 2.946 3.178 2.617 2.683 4.319 3.044 15.172 3.389 4.519 3.636 3.269 

2007 Mean 0.073 1.463 0.544 0.446 0.049 0.393 0.004 14.595 0.955 3.489 0.106 

  Min -0.041 0.272 0.231 0.033 0.000 0.030 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.902 0.962 0.755 0.962 0.250 18.566 3.872 9.762 0.556 

  SD 0.057 0.847 0.151 0.201 0.136 0.201 0.022 1.536 1.072 2.539 0.174 

  Skewness 0.583 0.929 0.065 0.240 0.304 0.367 4.763 0.921 1.566 1.184 0.313 

  Kurtosis 2.886 3.111 2.317 2.784 3.641 2.831 12.689 3.298 4.565 3.535 3.478 

2008 Mean 0.052 1.075 0.556 0.451 0.050 0.392 0.008 14.731 0.992 2.485 0.139 

  Min -0.041 0.272 0.204 0.035 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.895 0.928 0.712 0.877 0.579 18.566 3.872 9.762 0.556 

  SD 0.062 0.709 0.153 0.194 0.132 0.192 0.046 1.554 1.067 2.307 0.194 

  Skewness 0.564 1.468 -0.065 -0.004 0.110 0.068 3.867 0.785 1.446 1.799 0.240 

  Kurtosis 2.974 5.076 2.372 2.474 3.305 2.495 11.237 2.992 4.280 5.709 3.060 

 
 
 
                                                          Continued……… 
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Year Desc. Stat. ROA TOBINQ CSR TOTAL_OWN IND_OWN INS_OWN STATE_OWN LOG_SIZE LEVERAGE MTBV SALES_GROWTH 

2009 Mean 0.047 1.160 0.560 0.445 0.052 0.383 0.010 14.639 0.922 2.552 0.046 

  Min -0.041 0.272 0.205 0.035 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.903 0.956 0.712 0.956 0.703 18.566 3.872 9.762 0.556 

  SD 0.057 0.723 0.154 0.189 0.130 0.186 0.054 1.586 1.107 2.153 0.180 

  Skewness 0.672 1.366 0.024 0.079 2.078 0.126 4.559 0.839 1.607 1.837 0.575 

  Kurtosis 3.228 4.678 2.346 2.548 5.260 2.572 10.071 3.047 4.562 6.201 3.604 

2010 Mean 0.059 1.270 0.580 0.452 0.048 0.391 0.012 14.783 0.833 2.826 0.091 

  Min -0.041 0.272 0.167 0.071 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.918 0.871 0.712 0.871 0.678 18.566 3.872 9.762 0.556 

  SD 0.055 0.777 0.154 0.184 0.122 0.183 0.054 1.594 1.031 2.329 0.172 

  Skewness 0.582 1.083 -0.205 -0.082 0.137 0.085 3.893 0.797 1.782 1.683 0.973 

  Kurtosis 3.041 3.643 2.311 2.273 3.827 2.356 10.342 2.945 5.372 5.353 4.266 

2011 Mean 0.064 1.205 0.574 0.460 0.055 0.390 0.014 14.803 0.792 2.722 0.111 

  Min -0.041 0.272 0.099 0.032 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.899 0.932 0.796 0.875 0.669 18.566 3.872 9.762 0.556 

  SD 0.059 0.787 0.158 0.188 0.134 0.187 0.053 1.616 0.973 2.371 0.186 

  Skewness 0.550 1.299 -0.131 0.018 1.003 0.051 2.541 0.772 1.926 1.653 0.747 

  Kurtosis 2.907 4.167 2.470 2.416 4.084 2.475 11.132 2.855 6.110 5.018 3.735 

2012 Mean 0.064 1.276 0.575 0.446 0.056 0.373 0.016 14.803 0.779 2.821 0.069 

  Min -0.041 0.272 0.096 0.040 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.872 0.920 0.795 0.884 0.653 18.566 3.872 9.762 0.556 

  SD 0.059 0.818 0.154 0.192 0.135 0.183 0.053 1.615 0.990 2.398 0.163 

  Skewness 0.375 1.160 -0.157 0.191 1.926 0.324 2.968 0.789 1.964 1.625 1.195 

  Kurtosis 2.770 3.624 2.453 2.272 3.484 2.715 10.100 2.898 6.117 4.938 5.204 

2013 Mean 0.060 1.427 0.579 0.411 0.055 0.338 0.018 14.824 0.757 3.131 0.046 

  Min -0.041 0.272 0.136 0.049 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.912 0.911 0.720 0.911 0.639 18.566 3.872 9.762 0.556 

  SD 0.057 0.856 0.153 0.186 0.133 0.172 0.051 1.581 0.955 2.443 0.137 

  Skewness 0.398 0.983 -0.082 0.391 0.858 0.556 3.911 0.810 1.980 1.343 1.101 

  Kurtosis 2.939 3.186 2.445 2.597 3.833 3.151 12.551 3.002 6.297 4.048 6.415 

 Continued……….. 
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Year Desc. Stat. ROA TOBINQ CSR TOTAL_OWN IND_OWN INS_OWN STATE_OWN LOG_SIZE LEVERAGE MTBV SALES_GROWTH 

2014 Mean 0.067 1.485 0.585 0.408 0.052 0.339 0.017 14.918 0.805 3.282 0.034 

  Min -0.041 0.272 0.221 0.037 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.883 0.879 0.726 0.879 0.623 18.566 3.872 9.762 0.556 

  SD 0.061 0.895 0.147 0.190 0.134 0.180 0.048 1.562 0.971 2.534 0.153 

  Skewness 0.495 0.858 -0.046 0.230 2.000 0.521 2.069 0.744 1.791 1.235 1.212 

  Kurtosis 2.705 2.746 2.355 2.303 9.448 2.921 10.959 2.913 5.637 3.633 5.763 

2015 Mean 0.063 1.411 0.580 0.423 0.049 0.361 0.013 14.880 0.800 3.105 0.047 

  Min -0.041 0.272 0.179 0.059 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.929 0.902 0.730 0.882 0.726 18.566 3.872 9.762 0.556 

  SD 0.062 0.862 0.161 0.187 0.127 0.175 0.049 1.494 0.998 2.546 0.188 

  Skewness 0.413 1.001 -0.110 0.302 2.075 0.470 3.217 0.863 1.759 1.342 0.731 

  Kurtosis 2.682 3.090 2.527 2.414 5.346 2.855 5.351 3.176 5.344 3.954 3.957 

2016 Mean 0.056 1.323 0.587 0.420 0.048 0.359 0.014 14.958 0.771 2.794 0.105 

  Min -0.041 0.272 0.193 0.059 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.941 0.933 0.725 0.933 0.713 18.566 3.872 9.762 0.556 

  SD 0.059 0.815 0.155 0.187 0.127 0.178 0.051 1.507 0.930 2.324 0.203 

  Skewness 0.538 1.187 -0.077 0.222 1.146 0.440 3.853 0.842 1.740 1.506 0.703 

  Kurtosis 2.867 3.649 2.527 2.373 7.771 2.822 7.641 3.091 5.521 4.688 3.376 

2017 Mean 0.070 1.381 0.598 0.422 0.048 0.359 0.014 15.014 0.721 2.865 0.110 

  Min -0.041 0.272 0.177 0.060 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.936 0.863 0.718 0.797 0.705 18.566 3.872 9.762 0.556 

  SD 0.061 0.844 0.153 0.184 0.126 0.170 0.051 1.516 0.935 2.448 0.188 

  Skewness 0.488 1.158 -0.125 0.033 1.047 0.223 2.825 0.839 1.947 1.559 0.437 

  Kurtosis 2.652 3.427 2.632 2.287 7.064 2.441 5.363 3.025 6.334 4.618 3.470 

Total Mean 0.062 1.336 0.571 0.433 0.049 0.373 0.011 14.782 0.848 3.000 0.089 

  Min -0.041 0.272 0.096 0.031 0.000 0.000 0.000 12.613 0.000 0.578 -0.249 

  Max 0.197 3.424 0.941 0.977 0.796 0.967 0.726 18.566 3.872 9.762 0.556 

  SD 0.059 0.823 0.153 0.191 0.127 0.185 0.046 1.566 1.020 2.437 0.184 

  Skewness 0.518 1.110 -0.025 0.186 1.155 0.348 1.606 0.824 1.739 1.448 0.714 

  Kurtosis 2.901 3.532 2.414 2.470 4.901 2.767 5.582 3.038 5.264 4.367 3.762 
 

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held 

by all shareholders; IND_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by individual/family shareholders; INS_OWN: proportion of aggregate blocks of at least 3% of the 

firm’s outstanding shares held by institutional shareholders; STATE_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by government; LOG_SIZE: log of firm total assets; 

LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. 
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6.3 Correlation analysis 

This section presents both Pearson and Spearman rank correlations, which usually measure the 

strength of the correlation between two variables from +1 to -1. A correlation of +1 or -1 

indicates a perfect linear relationship between the variables. The negative sign of the 

correlation coefficient indicates that the variables are negatively correlated with others, e.g. as 

one independent variable increases, the dependent variable decreases and vice-versa. 

Conversely, the positive sign suggests that the variables are positively correlated with others. 

For instance, when one independent variable increases, the dependent variable also increases 

(both variables moving in the same direction). Thus, the threshold of harmful multi-collinearity 

is positive 0.80 or negative 0.80, and at this level, the regression analysis48 may be adversely 

affected (Gujarati 2003).  

 

The results of both Pearson and Spearman rank correlations (Table 6.2A and 6.2B) are quite 

similar49. As a result, the presented correlation tables do not show a collinearity threat to the 

interpretation of regression coefficients of the studied variables (Duque-Grisales and Aguilera-

Caracuel 2019). However, the Pearson correlation table shows that the highest coefficient is 

reported between the total blockholders and the institutional blockholders (0.75); this result is 

expected because institutional blockholders are determined from the total blockholders. To deal 

with potential multi-collinearity problem, this thesis standardised (centered) all moderating 

variables (total blockholders and their types) in the regression model (Dawson 2014).  

 

Furthermore, the correlation between market-based performance (TOBINQ) and market-to-

book value is also high, which is 0.66. The high ratio indicates that there is a strong relation 

between TOBINQ and MTBV. Another high correlation is between firm size (LOG_SIZE) and 

CSR score which is 0.60; however, the correlation between LOG_SIZE and TOBINQ is 

negative (-0.43). The correlation coefficients are justified as large firms normally have high 

CSR scores as they heavily invest in CSR activities, and ultimately reduce financial 

performance. Additionally, in order to check the multi-collinearity in the model, an evaluation 

of variance inflation factor (VIF) was carried out to check for the degree of multi-collinearity50. 

The VIF and tolerance level show that all values are within the acceptable level (lower than 5) 

suggesting no multi-collinearity problem (Gujarati 2003, Hair et al., 2012).  

                                                           
48 Harmful multi-collinearity is between +0.90 and -0.90 (Hair et al., 2014).  
49 Pearson correlation matrix with centered data have shown in appendix 3, Table E.  
50 Appendix 3, Table I have shown the VIF.  
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Table 6.2A: Pearson correlation matrix  

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

(1) ROA 1.000                     

(2) TOBINQ  0.620*** 1.000          

(3) CSR -0.0949*** -0.143*** 1.000         

(4) TOTAL_OWN -0.004 0.0635*** -0.385*** 1.000        

(5) IND_OWN 0.0972*** 0.151*** -0.195*** 0.403*** 1.000       

(6) INS_OWN -0.0407* 0.001 -0.299*** 0.747*** -0.263*** 1.000      

(7) STATE_OWN -0.124*** -0.160*** 0.139*** 0.0423** -0.0510** -0.172*** 1.000     

(8) LOG_SIZE -0.320*** -0.430*** 0.595*** -0.405*** -0.160*** -0.368*** 0.231*** 1.000    

(9) LEVERAGE -0.246*** -0.146*** 0.165*** -0.0485** -0.028 -0.0707*** 0.159*** 0.290*** 1.000   

(10) MTBV 0.396*** 0.668*** -0.015 0.018 0.0938*** -0.014 -0.130*** -0.205*** 0.295*** 1.000  

(11) 

SALES_GROWTH 
0.135*** 0.110*** -0.0945*** 0.032 0.0842*** -0.005 -0.0830*** -0.0720*** -0.0622*** 0.0690*** 1.000 

* p < 0.05, ** p < 0.01, *** p < 0.001 

 

Table 6.2B: Spearman's rank correlation matrix  

 Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 
 (1) ROA 1.000           
 (2) TOBINQ 0.626 1.000          
 (3) CSR -0.098 -0.160 1.000         

 (4) TOTAL_OWN -0.018 0.050 -0.387 1.000 
       

 (5) IND_OWN 0.063 0.068 -0.234 0.358 1.000 
      

 (6) INS_OWN -0.042 0.018 -0.305 0.747 -0.181 1.000 
     

 (7) STATE_OWN -0.124 -0.168 0.115 0.024 -0.039 -0.065 1.000 
    

 (8) LOG_SIZE -0.347 -0.467 0.581 -0.404 -0.204 -0.344 0.108 1.000    

 (9) LEVERAGE -0.321 -0.170 0.201 -0.119 -0.084 -0.100 0.086 0.379 1.000 
  

 (10) MTBV 0.405 0.685 -0.049 -0.016 0.039 -0.025 -0.159 -0.230 0.171 1.000  
 (11) 

SALES_GROWTH 
0.169 0.142 -0.102 0.032 0.090 -0.001 -0.109 -0.105 -0.065 0.153 1.000 

Spearman rho = 0.153 



  

117 
 

6.4 Regression analysis - effect of total blockholders on the relationship between CSR and 

firms’ financial performance 

This study employed regression analyses to answer the research questions and test the 

propositions developed in chapter 4: development of hypotheses. Table 6.3 provides the 

regression results based on OLS estimation51, where total blockholders moderate the 

relationship between CSR and financial performance. This thesis conducts hierarchical 

regression analysis in three steps, firstly including the control variables in columns 1 and 2, 

then adding the main independent variables CSR and TOTAL_OWN, and finally forming the 

interaction/moderating variable in columns 5 and 6 (Li et al., 2009; Hasan et al., 2018).  

Table 6.3 columns 3 and 4 show a positive relationship between CSR scores and firms’ 

financial performance. Regression coefficient for accounting measure is significant at 5% level, 

however the result is insignificant in market measure. These findings are consistent with prior 

literature (Spicer 1978; Orlitzky et al., 2003; Servaes and Tamayo 2013), as their findings show 

a positive relationship between CSR and financial performance in accounting measure in the 

UK context. 

The stakeholder theory supports the result, as the theory suggests that investing in CSR 

activities enhances firms’ reputation and improves service quality to their stakeholders, thus 

gradually improving firms’ financial performance (Jones 1995; Hull and Rothenberg 2008). 

Similarly, Lev et al. (2010) study shows that CSR activities may indirectly improve firms’ 

performance. For instance, high CSR activities enhance firm reputation, product and service 

quality among customers which eventually creates product differentiations in firms that may 

gradually be recognised by different stakeholders that increase firm revenue. Thus, these 

arguments indicate that CSR activities indirectly improve firms’ financial performance.  

Moreover, Lins et al. (2017) suggest that CSR active firms have positive financial performance 

because they gain trust from their stakeholders and investors due to socially responsible 

activities. Prior studies of Russo and Fouts (1997) and McWilliams and Siegel (2011) support 

the argument as increasing CSR activities means concern about society, community, 

environment, employees and respecting the corporate regulations. In addition, these activities 

increase firms’ intangible assets, such as innovation, brand name, and reputation, which 

ultimately has positive influence on firms’ financial performance (Surroca et al., 2010).  

                                                           
51 In the regression analysis ROA has lower observations compared with TOBINQ (4 missing observations) in 

the UK context. Missing observations reflect on following tables 6.3, 6.4, 6.5, 6.8 and 6.9. 
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On the other hand, marketing scholars have studied the growing awareness of social and 

environmental issues where they found that customers are seeking for more CSR related 

activities in the firm (Arora and Henderson 2007; Servaes and Tamayo 2013). For instance, 

higher CSR firms are more loyal to customers where they are happy to pay a price premium 

for products (Kabir and Thai 2017) which ultimately increase firms’ financial performance. 

Therefore, it can be argued that the relationship between CSR and financial performance is 

positive in the UK.  

Moreover, Table 6.3 columns 3 and 4 also show the direct relationship between total 

blockholders and financial performance. The regression coefficients are negative and 

significant at 1% and 5% level in accounting and market measures. These results indicate that 

a high percentage of total blockholders decreases firms’ financial performance in the UK.  

This finding is consistent with a prior study by Maury and Pajuste (2005), who suggest that the 

multiple blockholders may have two different roles in firms. On the one hand, blockholders 

can form a controlling coalition with other shareholders and managers to drive the firms’ 

profits. On the other hand, holding a significant proportion of ownership in a firm has the 

controlling power and the incentive to monitor firm’s activities and other minority 

blockholders, and thus may affect firm performance. In line with the argument, Pagano and 

Roell (1998) defined that multiple blockholders have the controlling power in the firm, thus 

may enable them to influence firm’s investment strategy, although they might not have 

adequate knowledge about the business/project like the firm’s managers. Therefore, a high 

percentage of total blockholders negatively influences the firms’ financial performance.  

Besides, when blockholders control firms, that may create an agency problem between 

controlling shareholders and firm managers (Jensen and Meckling  1976). This is because 

controlling blockholders may interrupt firm managers where they unable to make an 

independent decision (Fama and Jensen 1983), such as investing in a risky project that might 

have positive net present value. In this situation, managers may try to shield their job instead 

of increasing the firm’s value. These arguments suggest that a high percentage of controlling 

blockholders in firms increases agency costs, which ultimately has negative influence on firms’ 

financial performance.  
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Table 6.3: Regression analysis results – moderating effect of total blockholders  

 (1) (2) (3) (4) (5) (6) 

VARIABLES OLS ROA OLS TOBINQ OLS ROA OLS TOBINQ OLS ROA OLS TOBINQ 

       

CSR   0.0233** 0.126 0.0230** 0.122 

   (2.136) (0.831) (2.114) (0.812) 

TOTAL_OWN   -0.034*** -0.243** -0.035*** -0.256** 

   (-4.057) (-2.187) (-4.136) (-2.235) 

CSR×TOTAL_OWN     -0.093** -1.088** 

     (-2.095) (-2.004) 

LOG_SIZE -0.005*** -0.111*** -0.009*** -0.133*** -0.009*** -0.140*** 

 (-4.282) (-7.833) (-5.927) (-6.717) (-6.226) (-6.608) 

LEVERAGE -0.021*** -0.212*** -0.020*** -0.205*** -0.019*** -0.200*** 

 (-12.27) (-7.241) (-11.56) (-6.905) (-11.43) (-6.725) 

MTBV 0.012*** 0.224*** 0.011*** 0.221*** 0.011*** 0.219*** 

 (14.42) (19.78) (14.20) (19.28) (13.93) (18.68) 

SALES_GROWTH 0.022*** 0.131*** 0.024*** 0.139*** 0.024*** 0.139*** 

 (3.900) (2.732) (4.196) (2.885) (4.202) (2.898) 

Constant 0.125*** 2.720*** 0.178*** 3.065*** 0.187*** 3.166*** 

 (6.082) (11.56) (7.414) (9.774) (7.641) (9.551) 

Observations 3,741 3,745 3,741 3,745 3,741 3,745 

R-squared 0.336 0.646 0.349 0.649 0.351 0.651 

INDUSTRY YES YES YES YES YES YES 

Year YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders; CSR×TOTAL_OWN: interaction 

between CSR and TOTAL_OWN; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; 

SALES_GROWTH: sales growth of firm. CSR and TOTAL_OWN variables are mean-centered. The maximum VIF is 2.47 which is <5, 

and thus multi-collinearity is not a major concern.   

 

Table 6.3 columns 5 and 6 show the variables of interest, where the total blockholders variable 

moderates the relationship between CSR and financial performance. The regression 

coefficients are negative and significant (CSR × TOTAL_OWN; -0.0925; ρ<0.05 and -1.088; 

ρ<0.05) in both accounting and market measures, respectively. It is interesting to note that a 

negative coefficient of the interaction term suggests that it becomes more negative when the 

total blockholders percentage increase in the firm.  

This study draws a special type of interaction plot to analyse further the moderation effect of 

blockholders on the relationship between CSR and financial performance. The following plots 

display the fitted value of the dependent variables ROA and TOBINQ on the Y-axis, while the 

X-axis shows the value of the main independent variable (CSR). Meanwhile, both lines 

represent the value of the moderator/interaction variable which is total ownership 

(TOTAL_OWN).  
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Figures 6.1 and 6.2 show the relationship between CSR and financial performance when the 

total percentage of blockholders are low and high based on the median. 52 Both plots show a 

positive relationship between CSR and firms’ financial performance when the total percentage 

of blockholders are below the median. Conversely, the relationship between CSR and financial 

performance is negative when the total percentage of blockholders are above the median. For 

instance, a prior study by Oh et al. (2011) supports the results as their finding shows a negative 

association between controlling shareholders and CSR action in firms, which ultimately has a 

negative impact on firms’ financial performance.  

The regression results support the research hypothesis 1, as total blockholders moderate the 

relationship between CSR and financial performance. The research hypothesis is based on the 

fact that blockholders influence firm investment decisions, as they have the controlling power 

in firm policy development and drive their interest in the firm. A seminal paper by Shleifer and 

Vishny (1986) proposes that the monitoring role of large shareholders is a potential solution to 

the agency problem which arises from the separation of ownership and control in public firms. 

However, when blockholders have the controlling power of the firm, they might seek private 

benefit by controlling minority shareholders and firm managers (Cronqvist and Nilsson 2003; 

Abbas et al., 2013). Faccio et al. (2001) support the results as their findings show that multiple 

                                                           
52 The solid dotted line represents the higher total blockholders percentage and the solid line is the lower total 

blockholders percentage based on the median. Similar representation in the following figures.  
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large blockholders dampen expropriation of profits in European firms due to excessive 

monitoring. This is because controlling shareholders have the monitoring power and 

manipulate firm policies as well as CSR investment to receive a high benefit. Therefore, total 

blockholders may have less engagement in CSR activities which gradually declines firms’ 

value. In line with these arguments, the finding of this thesis also indicates that high percentage 

of total blockholders negatively moderate the relationship between CSR and firms’ financial 

performance.  

Moreover, some blockholders assume that CSR is an expensive activity and an additional cost 

for the firm, thus eventually reduces firm economic benefit. As a result, a high percentage of 

blockholders are less likely to invest in CSR activities, while a low percentage of blockholders 

may have the opposite assumption. Additionally, a higher percentage of blockholders indicate 

a lower likelihood to favour investing in socially responsible programs because they do not 

provide a clear return on investment. To support these arguments, Lau et al. (2016) show that 

some blockholders refuse to invest in CSR activities because they do not consider socially 

responsible investment as they might believe that CSR investment may harm their profits. Dam 

and Scholtens (2013) propose a similar argument as for many firms the benefit of CSR does 

not outweigh the cost. Hence, these findings indicate that a higher percentage of blockholders 

reduce CSR scores, which negatively influences firms’ financial performance.  

In summary, the empirical finding and the answer to the first research question show similar 

results. A high percentage of total blockholders negatively moderates the relationship between 

CSR and financial performance, while a low percentage of total blockholders indicates an 

opposite conclusion, which clearly shows in this study. 

6.5 The effect of various types of blockholders on the relationship between CSR and 

firms’ financial performance 

Table 6.4 presents the regression results of the second research question - ‘do the various types 

of blockholders moderate the relationship between CSR and FP?’ As discussed in chapter 5, 

total blockholders are heterogeneous across different groups as they are different from each 

other along dimensions such as their belief, skills, or preference (Cronqvist and Fahlenbrach 

2009). Empirical findings also support this argument, where they suggest that different types 

of blockholders have a diverse preference regarding various strategic and investment decisions 

(Zahra 1996; Hoskisson et al., 2002). Therefore, this section tests to what extent different types 

of blockholders influence the relationship between CSR and financial performance.  
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This section tests the effect of three types of blockholders, namely, individual (IND_C), 

institutional (INS_C) and state (STATE_C). 53 The following section discusses and analyses 

the moderation effect of each type of blockholder on CSR which ultimately influences firms’ 

financial performance.  

6.5.1 Effect of individual blockholders  

Table 6.4, columns 1 and 2 show the moderating effect of individual blockholders on the 

relationship between CSR and financial performance. As expected, individual blockholders 

have a negative impact on the relationship. The regression coefficients are negative and 

significant at 10% and 5% level for accounting and market measures, respectively. It can be 

emphasised that a high percentage of individual blockholders has significant influencing power 

on firms’ CSR policies which gradually influences financial performance.  

The effect of individual blockholders on the relationship between CSR and financial 

performance is further investigated using the interaction plot below.  

 

  

 

 

 

                                                           
53 Definition and classification for each blockholder type described in chapter 5.  
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Both figures indicate that the relationship between CSR and financial performance is negative 

when the total percentage of individual blockholders is high in UK firms. In contrast, the 

relationship is positive when the total percentage of shares held by individual blockholders are 

below the median for accounting and market measures.  

However, it should be noted that the relationship between CSR and market measure (TOBINQ) 

is sharply decreased compared to accounting measure (ROA) when the total percentage of 

individual blockholder is higher than the median. This finding supports the prior literature as 

market performance indicates potential long-term firm performance (Hoskisson et al., 1994), 

while in this thesis, individual blockholders are short-term orientated. Therefore, the regression 

results show that the market performance is much lower compared with accounting 

performance when individual blockholders percentage is high in the firm.  

The finding of this thesis is consistent with Dam and Scholtens (2012) as they found that the 

individual blockholders are negatively influence the CSR activities and firms’ financial 

performance. Individual blockholders are mostly family owners or self-investors who have a 

high interest in receiving economic benefits regardless of investing for long-term growth and 

development. Other studies also argue that individual investors seek dividend income (Graham 

and Kumar 2006) and tax incentives (Sialm and Starks 2012) instead of investing for long-term 

growth, such as CSR activities.  

A prior study by Black (1992) shows that individual blockholders might have limited 

knowledge regarding the market operation and other activities compared with different types, 

such as institutional blockholders. Therefore, they may fail to pursue a profitable investment 

strategy. Moreover, DeAngelo and DeAngelo’s (2000) findings show that family firms prefer 

dividend led investment and low investment of physical capital. Besides, Anderson et al. (2012) 

show that individual blockholders are less likely to invest in R&D activities as this investment 

does not have any fixed return. This evidence indicates that individual blockholders ignore 

long-term growth and development, which ultimately have lower returns, thus leading to 

negative financial performance in UK firms. This empirical evidence supports hypothesis 1.1: 

as individual blockholders moderate the relationship between CSR and financial performance.  

6.5.2 Effect of institutional blockholders 

Table 6.4, columns 3 and 4 show the regression results of the effect of institutional blockholders 

(INS_C) on the relationship between CSR and financial performance. The regression results 
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support hypothesis 1.2, as the institutional blockholders moderate the relationship between 

CSR and financial performance. The coefficient of moderator variable (CSR×INS_C) is 

negative and significant at the 10% level in the accounting measure. 54 55 

The regression result is consistent with prior literature (Erhemjamts and Huang 2019), as 

institutional investors who owned blocks of shares and have monitoring power become 

increasingly essential stakeholders in the firm (Shleifer and Vishny 1986). This type of 

blockholder can manipulate firm decisions, such as a higher percentage of dividend pay-out 

instead of investing for growth and innovation, which ultimately leads to negative financial 

performance in the UK.  

Moreover, agency theory supports the finding, as institutional blockholders are necessary to 

motivate managers to maximise firm value instead of pursuing managerial objectives (Shleifer 

and Vishny 1986; Jensen 1986; Allen et al., 2000) such as high CSR investment. Controlling 

institutional investors are willing and able to monitor corporate management over smaller and 

minority shareholders because of their ownership stake. Thus, strike monitoring behaviour may 

be responsible for a high agency conflict between institutional blockholders and firm managers, 

potentially impacting firm overall performance.  

On the other hand, a high percentage of institutional blockholders may emerge from type two 

agency problems between majority and minority 56 blockholders (Jensen and Meckling  1976). 

This is because minority blockholders may be short-term oriented as they do not have 

monitoring and decision-making power in the firm. By contrast, majority institutional 

blockholders are long-term oriented, and they have monitoring and decision-making power 

which often drive their self-interest. This indicates that majority and minority institutional 

blockholders create type two agency problems which also impacts the relationship between 

CSR and firms’ financial performance.  

Furthermore, a prior study suggests that institutional blockholders may negatively moderate 

the relationship between CSR and financial performance (Erhemjamts and Huang 2019). This 

is in line with the notion that some institutional blockholders are short-term oriented who might 

                                                           
54 The coefficient for market measures (TOBINQ) is insignificant at 10% level. This may be due to institutional 

blockholders classified by clustering various types of blockholders groups.  
55 This study further investigates the market performance by considering the major institutional blockholders to 

identify the effect of each institutional blockholder on the relationship between CSR and firm market-based 

performance - discussed in the additional analysis section.  
56 Majority blockholders - who owned a large proportion of shares. Minority blockholders -who owned a small 

proportion of shares.  
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impose on managers to obtain abnormal returns within a short period (Neubaum and Zahra 

2006). Similarly, Choi et al. (2013) argue that short-term institutional blockholders are more 

likely to pressure managers for risky investments, boosting the firm value in a relatively short 

period. However, this activity may damage long-term value (Bushee 1998) and ignore the CSR 

investment in firms. Therefore, Ducassy and Montandrau (2015) assert that the return of CSR 

investment cannot be measured, which means a greater number of institutional blockholders in 

the firm may be less likely to invest in CSR activities. These arguments indicate that 

institutional blockholders negatively moderate the relationship between CSR and firms’ 

financial performance in the UK.  

The effect of institutional blockholders on the relationship between CSR and financial 

performance is further investigated by using the interaction plots below.  

 

 

 

  

 

Figures 6.5 and 6.6 show the relationship between CSR and financial performance when the 

percentage of institutional blockholder is low and high based on the median. Both figures 

indicate a positive relationship between CSR and financial performance while the percentage 

of institutional blockholders is below the median.  

In contrast, the relationship is negative when the percentage of shares held by institutional 

blockholders is above the median for accounting and market measures. Both plots indicate that 
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a high percentage of institutional blockholders has a negative impact on the relationship 

between CSR and financial performance. On the contrary, a low percentage of institutional 

blockholder has the opposite effects on the relationship.  

6.5.3 The effect of state blockholders  

Table 6.4, columns 5 and 6 show the regression results supporting hypothesis 1.3, as the 

investing role of state blockholders moderate the relationship between CSR and financial 

performance. The regression coefficients are positive and significant at 5% and 1% level in 

both accounting and market measures, respectively. Although prior studies reported a negative 

relationship between CSR and financial performance in state-controlled firms, this thesis shows 

that government mechanisms positively moderate the relationship in the UK listed firms 

(OECD 2010; Dam and Scholtens 2012). This is because state blockholders could be more 

sensitive in terms of CSR investment as their explicit aims are improving the quality of the 

environment and social conditions, increasing employment opportunities, creating welfare for 

the public and so on (Li et al., 2013). These activities increase CSR scores which ultimately 

have positive financial performance in the UK.  
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Table 6.4: Results of the regression analysis – moderating effect of types of blockholders (individual, 

institutional and state)  

 (1) (2) (3) (4) (5) (6) 

VARIABLES OLS ROA OLS TOBINQ OLS ROA OLS TOBINQ OLS ROA OLS TOBINQ 

       

CSR 0.032*** 0.193 0.027** 0.139 0.034*** 0.214 

 (2.867) (1.265) (2.519) (0.936) (3.130) (1.423) 

IND_C -0.002 0.0691     

 (-0.123) (0.330)     

CSR×IND_C -0.134* -2.060**     

 (-1.796) (-2.580)     

INS_C   -0.041*** -0.410***   

   (-4.877) (-3.272)   

CSR×.INS_C   -0.081* -0.713   

   (-1.795) (-1.228)   

STATE_C     -0.050 -0.470 

     (-1.056) (-1.030) 

CSR×STATE_C     0.518** 6.732*** 

     (2.167) (2.847) 

LOG_SIZE -0.007*** -0.124*** -0.009*** -0.143*** -0.007*** -0.124*** 

 (-5.162) (-6.760) (-6.169) (-6.682) (-5.153) (-6.908) 

LEVERAGE -0.020*** -0.206*** -0.020*** -0.205*** -0.021*** -0.217*** 

 (-11.80) (-6.987) (-12.19) (-7.103) (-12.53) (-7.394) 

MTBV 0.011*** 0.220*** 0.011*** 0.219*** 0.011*** 0.224*** 

 (14.03) (19.36) (14.07) (19.08) (14.58) (19.97) 

SALES_GROWTH 0.023*** 0.130*** 0.023*** 0.131*** 0.024*** 0.144*** 

 (4.131) (2.670) (4.093) (2.741) (4.196) (2.981) 

Constant 0.157*** 2.902*** 0.186*** 3.197*** 0.156*** 2.914*** 

 (6.627) (9.840) (7.640) (9.733) (6.640) (10.09) 

Observations 3,741 3,745 3,741 3,745 3,741 3,745 

R-squared 0.342 0.650 0.354 0.654 0.343 0.649 

INDUSTRY YES YES YES YES YES YES 

Year YES YES YES YES YES YES 

. ***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; IND_C: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by individual/family shareholders; CSR×IND_C: interaction between 

CSR and IND_C; INS_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by institutional shareholders; 

CSR×INS_C: interaction between CSR and INS_C; STATE_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding 

shares held by government; CSR×STATE_C: interaction between CSR and STATE_C; LOG_SIZE: log of firm total assets; LEVERAGE: 

leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. CSR, IND_C, INS_C, STATE_C and UK_C 

variables are mean-centered. The maximum VIF is 3.81 which is <5, and thus multi-collinearity is not a major concern. 
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Figures 6.7 and 6.8 show the relationship between CSR and financial performance when the 

percentage of state blockholders is low and high based on the median. Both figures indicate 

that the relationship between CSR and financial performance is positive when the percentage 

of state blockholders is high. These plots also show that the relationship is also positive when 

the total percentage of state blockholders is below the median for accounting and market 

measures. This is because state blockholders highly associate with CSR activities such as 

environmental protection, utilisation of human resources and consideration of employees’ 

health which ultimately improve firms’ financial performance. It should be noted that a higher 

percentage of state blockholders have better financial performance compared with a lower 

percentage of state blockholders.  

These results are supported by the agency theory, as state blockholders minimise asymmetry 

of information between shareholders and managers (Jensen and Meckling  1976). Eng and Mak 

(2003) and Ben-Nasr et al. (2015) show that firms with a higher degree of state blockholders 

have the incentive to access firm information through multiple sources, including government 

agencies which can eliminate the agency problem. Due to information availability, state 

blockholders can propose managers invest in positive net present value projects, ultimately 

increasing firm performance.  

Additionally, outsourcing facilities such as human resources, supply chain, customer services 

and legal documentation reduces firm cost, these can be achieved in state control firms. For 

instance, government blockholders can reduce firm regulations and provide easy access to 

financial resources and tax incentives, which ultimately reduces firm cost and increase financial 

performance. As a result, it can be concluded that a high percentage of state blockholders 

positively moderate the relationship between CSR and firms’ financial performance in the UK.  

6.5.4 Results of employed control variables 

This study employed four additional variables to control for factors that influence ROA and 

TOBINQ (Maury and Pajuste 2005; Ravid and Sekerci 2020) in addition to year and industry 

fixed-effects. The control variables are firm size (LOG_SIZE), financial leverage 

(LEVRAGE), market-to-book value (MTBV) and sales growth (SALES_GROWTH). 

According to prior literature, these control variables are well identified as they are relevant in 

CSR literature (Maury and Pajuste 2005; Kim et al., 2019).  
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The logarithm of the total assets measures firm size and is expected to negatively affect firm 

performance, while large firms are in a more mature stage of their life cycle (Maury and Pajuste 

2005). In Table 6.3 across all (columns 1-6) the coefficients of LOG_SIZE are negative and 

significant at 1% level, which indicates that large firms exhibit worse market performance than 

other firms in the UK. This is because large firms are highly regulated in the UK to invest in 

CSR activities (Lynch-Wood and Williamson 2005), also they are required to invest in more 

financial resources to protect their reputation which ultimately lead to negative financial 

performance.  

Table 6.3 columns 1-6 show that a high percentage of leverage ratio has a negative and 

significant effect on firm performance. Prior literature also supports the results as high leverage 

decreases firms’ financial performance (Barnea and Rubin 2010). Furthermore, Maury and 

Pajuste (2005) claimed that high leverage could play a disciplinary role by limiting the free 

cash flow on hand and reducing profit margin, which increases the risk of financial distress and 

could lead to bankruptcy. As a result, this thesis also finds similar results as high leverage have 

a negative impact on financial performance.  

Considering the third control variable, Table 6.3 columns 1-6 show the relationship between 

market-to-book value and financial performance where coefficients are positive and significant 

at 1% level in accounting and market measures. The results are supported by prior literature 

such as Deng et al. (2013) and Buchanan et al. (2018), and show that a high market-to-book 

value ratio positively affects firms’ financial performance. This is because a high MTBV ratio 

firm has a lower leverage ratio, as this type of firm is more likely to issue equity instead of 

borrowing external finance. Therefore, a high MTBV ratio has a positive influence on firms’ 

financial performance.  

Finally, the fourth control variable is sales growth; the relationship between sales growth and 

financial performance is shown in Table 6.3, columns 1-6. The regression coefficients are 

positive and significant across all columns. Eugster and Isakov (2019) support the results as 

increasing firm revenue is the sign of firm growth and increasing profit margin. Hence, this 

thesis also indicates that higher sales growth has a positive influence on firms’ financial 

performance.  
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6.6 Robustness check and additional analysis  

6.6.1 Robustness check  

This section presents the results of a number of robustness check conducted to determine the 

consistency of the main results. First, this study uses alternative measures of the moderating 

variable (TOTAL_OWN) (Erhemjamts and Huang 2019). Prior studies consider the large 

shareholders when investors have ownership stakes at a minimum of 5%, 10% and 20% level 

(La Porta et al., 1999; Jo and Harjoto 2011; Peng and Yang 2014). However, following Becker-

Blease (2011) and Zhang et al. (2014), this thesis employs the percentage of the firm’s total 

stock held by top three, top seven and top ten shareholders57 instead of the current analysis. 

This study replaces the TOTAL_OWN variable into TOP_3, TOP_7 and TOP_10 moderator 

variables from the main regression columns. After replacing the moderator variable, the 

regression results are shown in Table 6.5, columns 1-6, where different number of top 

blockholders negatively moderates the relationship between CSR and firms’ financial 

performance. These findings indicate that regression coefficients are consistent with the main 

results and all coefficients are significant at the accepted level for accounting and market 

measures. Thus, the results confirm that the different number of top blockholders have the 

similar negative moderating effect on the relationship between CSR and financial performance 

in UK firms.  

Furthermore, this thesis runs additional robustness tests by employing alternative financial 

measures as dependent variables. Prior literature such as Servaes and Tamayo (2013) and Cai 

et al. (2016) argue that employing different dependent variables (performance measures) is a 

robust way to check the consistency of the main results. Therefore, this study uses two 

additional dependent variables, ROE and EPS, to check the consistency of the main results. 

Table 6.5 columns 7 and 8 show the regression results where total blockholders negatively 

moderate the relationship between CSR and financial performance. The results indicate that 

the main results remain consistent and robust with alternative dependent variables.  

 

 

                                                           
57 Top shareholders denoted as top three (TOP_3), top seven (TOP_7) and top ten (TOP_10).  
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Table 6.5: Robustness check – using alternative moderator and dependent variables  

 (1) (2) (3) (4) (5) (6) (7) (8) 

VARIABLES OLS ROA OLS 
TOBINQ 

OLS ROA OLS 
TOBINQ 

OLS ROA OLS 
TOBINQ 

OLS ROE OLS EPS 

         

CSR 0.026*** 0.155** 0.023*** 0.117 0.023*** 0.119 0.0131 -0.0651 

 (3.753) (2.104) (3.248) (1.599) (3.258) (1.639) (0.466) (-0.479) 

TOP_3 -0.025*** -0.139**       

 (-4.077) (-2.055)       

CSR×TOP_3 -0.090** -0.904**       

 (-2.199) (-2.285)       

TOP_7   -0.036*** -0.267***     

   (-6.320) (-4.391)     

CSR×TOP_7   -0.106*** -1.193***     

   (-3.026) (-3.572)     

TOP_10     -0.036*** -0.262***   

     (-6.768) (-4.660)   

CSR×TOP_10     -0.100*** -1.130***   

     (-3.166) (-3.650)   

TOTAL_OWN       -0.063*** -0.381*** 

       (-3.281) (-3.950) 

CSR×.TOTAL_O

WN 

      -0.217** -0.994* 

       (-1.980) (-1.672) 

LOG_SIZE -0.008*** -0.127*** -0.009*** -0.137*** -0.009*** -0.139*** -0.002 0.076*** 

 (-10.46) (-16.25) (-11.57) (-16.44) (-11.88) (-16.46) (-0.754) (3.729) 

LEVERAGE -0.020*** -0.206*** -0.020*** -0.201*** -0.020*** -0.200*** -0.018*** -0.085*** 

 (-22.49) (-17.38) (-21.93) (-16.91) (-21.71) (-16.84) (-4.097) (-4.083) 

MTBV 0.011*** 0.221*** 0.011*** 0.220*** 0.011*** 0.219*** 0.042*** 0.039*** 

 (25.67) (43.24) (25.23) (42.55) (25.12) (42.46) (18.43) (4.357) 

SALES_GROWT

H 

0.024*** 0.140*** 0.024*** 0.141*** 0.023*** 0.140*** 0.048*** 0.237*** 

 (4.389) (3.164) (4.378) (3.188) (4.328) (3.151) (3.160) (4.297) 

Constant 0.165*** 2.969*** 0.181*** 3.122*** 0.186*** 3.158*** 0.082* -0.614** 

 (13.49) (22.40) (14.46) (22.53) (14.70) (22.51) (1.769) (-2.010) 

         

Observations 3,741 3,745 3,741 3,745 3,741 3,745 3,745 3,745 

R-squared 0.344 0.648 0.350 0.650 0.351 0.651 0.369 0.163 

INDUSTRY YES YES YES YES YES YES YES YES 

Year YES YES YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; TOBINQ: Tobin q; ROE: return on equities; EPS: earning per share; CSR: percentage of environmental, social and 

governance (ESG) scores; TOP_3: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by top 3 shareholders; 

CSR×TOP_3: interaction between CSR and TOP_3; TOP_7: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares 

held by top 7 shareholders; CSR×TOP_7: interaction between CSR and TOP_7; TOP_10: proportion of aggregate blocks of at least 3% of 

the firm’s outstanding shares held by top 10 shareholders; CSR×TOP_10: interaction between CSR and TOP_10;  LOG_SIZE: log of firm 

total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. CSR, TOP_3, TOP_7 

and TOP_10 variables are mean-centered. The maximum VIF is 2.31 which is <5, and thus multi-collinearity is not a major concern. 

 

This thesis considers another robustness test by replacing the moderator variable 

(TOTAL_OWN). In the regression columns, this study employed alternative moderator 

variable (TOTAL_OWNAF) which is measured by total percentage of blockholders three 
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months after the fiscal year-end of the firm. 58 The regression results are presented in Appendix 

2 (Table B, columns 1 and 2), where TOTAL_OWNCAF negatively moderates the relationship 

between CSR and financial performance. Regression coefficients are significant in both 

accounting and market measures. These findings indicate that the main results are robust and 

consistent by employing alternative measurement of the total blockholders variable.  

In the light of the second research question, this study runs an additional robustness test by 

employing an alternative dependent variable. Following earlier studies such as Servaes and 

Tamayo (2013) and Cai et al. (2016), this thesis uses alternative financial measures (ROCE) as 

a dependent variable to check the consistency of the main result. Hence, Table 7.6 columns 1-

3 shows the regression results while replacing the dependent variable as ROCE. As expected, 

IND_C and INS_C blockholders negatively moderate the relationship between CSR and 

ROCE, while STATE_C positively moderates the relationship. However, the regression 

coefficients are significant across all columns, which indicate that the baseline results of this 

study remain robust and consistent with the alternative dependent variable.  

This thesis considers another robustness test for the second research question by replacing the 

current moderator variables (IND_C, INS_C and STATE_C) with IND_CAF and INS_CAF 

and STATE_CAF in the regression model. 59 The regression results are presented in Appendix 

2 (Table B, columns 3-8); as expected IND_CAF and INS_CAF blockholders negatively 

moderate the relationship between CSR and financial performance. However, STATE_CAF 

blockholders positively moderate the relationship. Regression coefficients are significant in 

both accounting and market measures. These results indicate that the main results remain robust 

and consistent with alternative moderator variables.  

                                                           
58 This study replaced the moderator variable TOTAL_OWN with TOTAL_OWNCAF based on total 

blockholders percentage three months after the financial year-end. This study employed the variable because 

this will confirm whether the total percentages of blockholders changed three months after the financial year end 

and have any significant influence on the relationship between CSR and FP.  
59 This study replaced moderator variables for each type of blockholders IND_C, INS_C and STATE_C where 

measured IND_CAF, INS_CAF and STATE_CAF based on three months after the financial year-end.  
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Table 6.6: Robustness check – using alternative dependent variable 

 (1) (2) (3) 

VARIABLES OLS ROCE OLS ROCE OLS ROCE 

CSR -0.018 0.0110 0.0189 

 (-0.123) (0.581) (1.008) 

IND_C -0.356***   

 (-2.707)   

CSR×IND_C -1.477*   

 (-1.911)   

INS_C  -0.046***  

  (-3.483)  

CSR×INS_C  -0.140*  

  (-1.859)  

STATE_C   -0.073 

   (-1.116) 

CSR×STATE_C   0.671** 

   (2.004) 

LOG_SIZE 0.095*** -0.006*** -0.004* 

 (5.097) (-3.091) (-1.915) 

LEVERAGE -0.094*** -0.038*** -0.039*** 

 (-4.717) (-14.97) (-14.67) 

MTBV 0.043*** 0.024*** 0.025*** 

 (4.993) (17.41) (17.52) 

SALES_GROWTH 0.246*** 0.029*** 0.029*** 

 (4.380) (2.909) (2.967) 

Constant -0.891*** 0.175*** 0.136*** 

 (-3.155) (5.160) (4.103) 

Observations 3,745 3,745 3,745 

R-squared 0.152 0.377 0.373 

INDUSTRY YES YES YES 

Year YES YES YES 

 ***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROCE: return on capital employed; CSR: percentage of environmental, social and governance (ESG) scores; IND_C: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by individual/family shareholders; CSR×IND_C: interaction between 

CSR and IND_C; INS_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by institutional shareholders; 

CSR×INS_C: interaction between CSR and INS_C; STATE_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding 

shares held by government; CSR×STATE_C: interaction between CSR and STATE_C; LOG_SIZE: log of firm total assets; LEVERAGE: 

leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. CSR, IND_C, INS_C, STATE_C and UK_C 

variables are mean-centered. The maximum VIF is 3.81 which is <5, and thus multi-collinearity is not a major concern.  
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6.6.2 Additional analysis - the effect of institutional blockholders type 

This section discusses and analyses the major type of institutional blockholders and their 

influence on the relationship between CSR and financial performance. As shown in chapter 5, 

institutional blockholders are aggregate of different institutional types such as bank and trust, 

insurance company, hedge funds, private equity, pension funds, mutual funds, etc. However, 

following prior literature, this study further analysis all major institutional blockholders60 

(Neubaum and Zahra 2006; Ellili 2011) and their influence on the relationship between CSR 

and firms’ financial performance. Furthermore, according to Blair (1995), different 

institutional investors have different mandates and diverse expectations in the firm. Therefore, 

it is important to analyse the effect of different institutional blockholders on the relationship 

between CSR and financial performance.  

Table 6.7 columns 1-6 show the regression results where major institutional blockholders type 

moderates the relationship between CSR and market performance. As expected, BANK_C, 

INSUR_C, HEDGE_C, PRIV_C and MUTUAL_C negatively moderate the relationship 

between CSR and financial performance (columns 1-5). This is because institutional 

blockholders seek short-term benefits where they ignore CSR investment, which leads to 

negative financial performance. Prior literature such as Neubaum and Zahra (2006) supports 

the results as their results show that short-term investors might limit their influence on 

management. This is because they may look for a short-term payback instead of investing for 

long-term growth such as CSR activities. In addition, Hoskisson et al. (2002) support the 

argument as short-term institutional investors often encourage firms’ managers to adopt 

policies and practices that maximise short-term profitability instead of long-term growth. Thus, 

the argument indicates that short-term institutional blockholders type negatively moderates the 

relationship between CSR and financial performance.  

                                                           
60 According to prior literature major institutional blockholders are bank and trust BANK_C, insurance company 

INSUR_C, hedge funds HEDGE_C, private equity PRIV_C, pension funds PENSION_C and mutual funds 

MUTUAL_C (Neubaum and Zahra 2006, Ellili 2011, Lin and Fu 2017, Nofsinger, Sulaeman, and Varma 2019).  
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Table 6.7: Additional tests – moderating effect, different types of institutional blockholders   

 (1) (2) (3) (4) (5) (6) 

VARIABLES OLS TOBINQ OLS TOBINQ OLS TOBINQ OLS TOBINQ OLS TOBINQ OLS TOBINQ 

CSR 0.201 0.180 0.196 0.173 0.188 0.180 

 (1.350) (1.203) (1.316) (1.146) (1.250) (1.188) 

BANK_C 1.664      

 (1.487)      

CSR×BANK_C -16.64*      

 (-1.745)      

INSUR_C  -3.311     

  (-1.614)     

CSR×INSUR_C  10.53*     

  (1.892)     

HEDGE_C   -0.559***    

   (-3.536)    

CSR×HEDGE_C   -2.206***    

   (-2.801)    

PRIV_C    -1.409***   

    (-4.659)   

CSR×PRIV_C    -5.239***   

    (-2.800)   

MUTUAL_C     -9.360*  

     (-1.717)  

CSR×MUTUAL_C     -57.64*  

     (-1.801)  

PENSION_C      1.020* 

      (1.810) 

CSR×PENSION_C      5.192** 

      (2.507) 

LOG_SIZE -0.124*** -0.123*** -0.146*** -0.124*** -0.124*** -0.121*** 

 (-6.784) (-6.742) (-7.619) (-6.786) (-6.826) (-6.552) 

LEVERAGE -0.212*** -0.211*** -0.202*** -0.210*** -0.210*** -0.211*** 

 (-7.272) (-7.178) (-7.078) (-7.165) (-7.170) (-7.153) 

MTBV 0.223*** 0.222*** 0.218*** 0.223*** 0.223*** 0.223*** 

 (19.85) (19.65) (19.28) (19.67) (19.72) (19.75) 

SALES_GROWTH 0.146*** 0.137*** 0.129*** 0.140*** 0.140*** 0.142*** 

 (3.009) (2.836) (2.705) (2.914) (2.895) (2.942) 

Constant 2.920*** 2.903*** 3.230*** 2.907*** 2.913*** 2.868*** 

 (9.980) (9.947) (10.74) (9.972) (10.04) (9.759) 

Observations 3,745 3,745 3,745 3,745 3,745 3,745 

R-squared 0.648 0.648 0.654 0.648 0.648 0.648 

INDUSTRY YES YES YES YES YES YES 

Year YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; BANK_C: proportion of aggregate blocks of at 

least 3% of the firm’s outstanding shares held by banks; CSR×BANK_C: interaction between CSR and BANK_C; IN_SURC: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by insurance companies; CSR×INSUR_C: interaction between CSR 

and INSUR_C; HEDGE_C proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by hedge fund holders; 

CSR×HEDGE_C: interaction between CSR and HEDGE_C; PRIV_C: proportion of aggregate blocks of at least 3% of the firm’s 

outstanding shares held by private equity holders; CSR×PRIV_C: interaction between CSR and PRIV_C; MUTUAL_C: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by mutual fund holders; CSR×MUTUAL_C: interaction between CSR 

and MUTUAL_C; PENSION_C proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by pension fund holders; 

CSR×PENSION_C: interaction between CSR and PENSION_C; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: 
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market-to-book value; SALES_GROWTH: sales growth in percentage. CSR, BANK_C, INSUR_C, HEDGE_C,PRIV_CMUTUAL_C and 

PENSION_C variables are mean-centered. The maximum VIF is 2.50 which is <5, and thus multi-collinearity is not a major concern. 

On the other hand, column 6 shows the moderation effect of pension funds on the relationship 

between CSR and firms’ financial performance. As expected, PENSION_C positively 

moderates the relationship between CSR and financial performance. This is because the 

pension funds investors are long-term oriented and consider CSR investment that ultimately 

have positive influence on firms’ financial performance. Prior literature by Hoskisson et al. 

(1994) and Hoskisson et al. (2002) supports the result as pension funds usually hold stocks for 

a longer period and are more patient than mutual or other short-term institutional blockholders; 

they promote CSR activities in the form of better financial performance. Therefore, pension 

funds positively moderate the relationship between CSR and financial performance.  

6.6.3 Additional analysis of effect of the UK blockholders  

This section shows the additional analysis of the effect of the UK blockholders61 on the 

relationship between CSR and financial performance. This thesis employs the UK sample 

firms; therefore, it is important to analyse the effect of domestic blockholders on the 

relationship. The regression results and interaction plots are shown in Appendix 3 (Table C 

columns 1 and 2) and figures A and B, where the UK blockholders negatively moderate the 

relationship between CSR and financial performance. The regression coefficients are negative 

and significant at 1% level in both account and market performance. This is because most UK 

blockholders are institutional types (Shleifer and Vishny 1986), seeking short-term profit 

instead of long-term investment. Douma et al. (2006) support the results, where they 

documented that the UK blockholders are mainly financial institutions such as insurance 

companies, banks, and mutual funds, who are typically looking for short-term benefits instead 

of investing for the future. Therefore, the UK blockholders negatively moderate the 

relationship between CSR and financial performance.  

6.6.4 Causality and endogeneity tests 

This section discusses the reverse causality and endogeneity problems in the panel. Firstly, 

according to the prior literature, e.g. Klock et al. (2005); Brown and Caylor (2006) and Chung 

and Zhang (2011), regression results could have reverse causality problems, which may lead 

to inconsistency of the results. 

                                                           
61 The UK blockholders refers to the registered shareholders from the UK.  
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Table 6.8: Additional tests - reverse causality estimation results 

 (1) (2) (3) (4) (5) (6) (7) (6) 

VARIABLES OLS ROA OLS 

TOBINQ 

OLS ROA OLS 

TOBINQ 

OLS ROA OLS 

TOBINQ 

OLS ROA OLS 

TOBINQ 

         

CSR 0.013* 0.045 0.018*** 0.0922 0.016** 0.0545 0.021*** 0.106* 

 (1.654) (0.472) (2.831) (1.522) (2.535) (0.908) (3.289) (1.764) 

TOTAL_OWN -0.026*** -0.168**       

 (-4.302) (-2.323)       

CSR×TOTAL_OWN -0.068** -0.756**       

 (-2.018) (-2.012)       

IND_C   -0.006 0.0521     

   (-0.896) (0.823)     

CSR×IND_C   -0.114** -1.413***     

   (-2.330) (-2.644)     

INS_C     -0.029*** -0.290***   

     (-6.438) (-6.342)   

CSR×INS_C     -0.060** -0.575**   

     (-2.084) (-2.018)   

STATE_C       -0.026 -0.201 

       (-0.922) (-0.801) 

CSR×STATE_C       0.355** 4.896*** 

       (2.477) (3.765) 

LOG_SIZE -0.006*** -0.081*** -0.005*** -0.070*** -0.006*** -0.084*** -0.005*** -0.071*** 

 (-6.060) (-6.001) (-7.245) (-10.76) (-8.869) (-11.68) (-7.223) (-10.97) 

LEVERAGE -0.014*** -0.144*** -0.0142*** -0.149*** -0.014*** -0.148*** -0.015*** -0.157*** 

 (-10.83) (-7.467) (-16.22) (-15.18) (-16.64) (-15.45) (-16.81) (-15.81) 

MTBV 0.008*** 0.145*** 0.008*** 0.145*** 0.008*** 0.145*** 0.008*** 0.148*** 

 (12.74) (14.91) (17.58) (24.41) (17.60) (24.65) (17.96) (24.77) 

SALES_GROWTH 0.024*** 0.001 0.0241*** -0.006 0.024*** -0.004 0.025*** 0.005 

 (4.323) (0.013) (4.617) (-0.159) (4.553) (-0.105) (4.678) (0.117) 

L_ROA 0.379***  0.385***  0.376***  0.385***  

 (17.47)  (20.39)  (19.80)  (20.35)  

L_TOBINQ  0.455***  0.456***  0.453***  0.457*** 

  (17.95)  (24.32)  (24.32)  (24.46) 

Constant 0.123*** 1.806*** 0.101*** 1.626*** 0.122*** 1.850*** 0.100*** 1.640*** 

 (7.175) (8.223) (8.955) (13.54) (10.52) (14.50) (8.918) (13.71) 

Observations 3,741 3,745 3,741 3,745 3,741 3,745 3,741 3,745 

R-squared 0.461 0.769 0.456 0.768 0.462 0.771 0.457 0.769 

INDUSTRY YES YES YES YES YES YES YES YES 

Year YES YES YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders; CSR×TOTAL_OWN: interaction 

between CSR and TOTAL_OWN; IND_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by 

individual/family shareholders; CSR×IND_C: interaction between CSR and IND_C; INS_C: proportion of aggregate blocks of at least 3% 

of the firm’s outstanding shares held by institutional shareholders; CSR×INS_C: interaction between CSR and INS_C; STATE_C: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by government; CSR×STATE_C: interaction between 
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CSR and STATE_C; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales 

growth in percentage; L_ROA: first lagged of total assets; L_TOBINQ: first lagged of Tobin q. CSR, TOTAL_OWN, IND_C, INS_C and 

STATE_C variables are mean-centered. The maximum VIF is 3.81 which is <5, and thus multi-collinearity is not a major concern. 

To deal with the reverse causality problem, this thesis generated additional variables based on 

the first lagged dependent variable62 by following Chung et al. (2011) and Dam and Scholtens 

(2012). This study employed L_ROA and L_TOBINQ as control variables as prior literature 

suggests that lagged dependent variables in the regression can control the possible reverse 

causality (Brown and Caylor 2006; Chung et al. 2011). This thesis shows the regression results 

in Table 6.8 columns 1-8 with an additional control variable for accounting and market 

measures. Columns 1 and 2 present the moderation effect of total blockholders on the 

relationship between CSR and financial performance, whereas columns 3-8 show the 

moderation effect of various types of blockholders on the relationship. The findings indicate 

that the main results remain robust and consistent across all columns. Furthermore, regression 

coefficients of the interaction variables are significant at the accepted level, meaning that the 

main results do not suffer from reverse causality problems.  

Secondly, there is a consensus in the literature that CSR is not an exogenous variable (Cheng 

et al., 2014; Lopatta et al., 2017; Nguyen et al., 2019). Considering prior literature, I assume 

that CSR is an endogenous variable correlated with right-hand-side regressions, and the 

disturbance may be due to the omission of the relevant variables, sample selectivity, self-

selection, or other reasons. Endogeneity causes inconsistency of the usual OLS estimation and 

requires an instrumental variable (IV) method like two-stage least squares (2SLS) to obtain 

consistent parameter estimates (Baltagi 2005). To mitigate the potential endogeneity problem, 

this thesis utilised an instrumental variable approach which is an IV variable that influences 

the CSR choice but does not influence financial performance (ROA and TOBINQ) (Heckman 

and Robb 1985).  

In line with prior literature, this study employs two instrumental variables, which are firm age 

(Jo and Harjoto 2012) and 2-years lagged of CSR scores (Cui et al., 2018; Nguyen et al., 2019) 

as both instrumental variables may mitigate the CSR endogeneity problem. To confirm that the 

chosen instrumental variables are exogenous, this study runs several tests. 63 Table 6.9 shows 

the regression results of 2SLS64 where columns 1 and 2 show that the interaction variable 

(CSR×TOTAL_OWN) coefficients remain negative and significant in both accounting and 

                                                           
62 First lagged of ROA denoted as L_ROA and first lagged of TOBINQ denoted as L_TOBINQ.  
63 Underidentified test (Kleibergen and Paap 2006), instruments relevant test (Cragg and Donald 1993). 
64 Only second stage results have been explained.  
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market measures. This result indicates that the main results are not influenced by any 

endogeneity problem.  

Table 6.9: Additional tests – 1st stage and 2nd stage estimation results  

 (1) (2) (3) (4) 

VARIABLES First Stage 

ROA 

Second Stage  

ROA 

First Stage 

TOBINQ 

Second 

Stage 

TOBINQ 

First Stage 

ROA 

Second Stage 

ROA 

First Stage 

TOBINQ 

Second 

Stage 

TOBINQ  

CSR 0.028*** 0.004 0.111 0.104 0.033*** 0.021 0.161** 0.309** 

 (3.664) (0.279) (1.447) (0.668) (4.433) (1.375) (2.102) (1.969) 

TOTAL_OWN -0.036*** -0.038*** -0.286*** -0.270***     

 (-7.431) (-6.950) (-5.796) (-4.643)     

CSR×TOTAL_OWN -0.097*** -0.155*** -1.102*** -1.986***     

 (-3.507) (-2.940) (-3.898) (-3.766)     

IND_C     -0.002 -0.009 0.053 0.0758 

     (-0.243) (-0.742) (0.681) (0.597) 

CSR×IND_C     -0.134*** -0.211* -2.100*** -2.174* 

     (-2.746) (-1.673) (-4.225) (-1.695) 

CSR_L2 -0.009**  0.044***  -0.004*  0.084**  

 (-1.356)  (0.648)  (-0.670)  (1.250)  

LOG_AGE -0.004***  -0.037***  0.007***  -0.027***  

 (-0.489)  (-3.971)  (0.719)  (-2.959)  

LOG_SIZE -0.009*** -0.009*** -0.142*** -0.145*** -0.007*** -0.007*** -0.125*** -0.131*** 

 (-12.06) (-8.130) (-18.33) (-12.72) (-10.04) (-6.500) (-17.05) (-12.21) 

LEVERAGE -0.019*** -0.019*** -0.197*** -0.196*** -0.020*** -0.020*** -0.205*** -0.205*** 

 (-20.76) (-20.97) (-20.70) (-16.20) (-21.89) (-21.06) (-21.64) (-21.05) 

MTBV 0.011*** 0.011*** 0.217*** 0.218*** 0.011*** 0.011*** 0.218*** 0.219*** 

 (28.51) (24.39) (55.15) (41.22) (29.23) (28.42) (55.71) (54.53) 

SALES_GROWTH 0.023*** 0.023*** 0.122*** 0.139*** 0.023*** 0.023*** 0.119*** 0.135*** 

 (5.151) (4.134) (2.683) (3.107) (5.195) (5.061) (2.615) (2.949) 

Constant 0.188*** 0.178*** 3.322*** 3.234*** 0.154*** 0.150*** 3.013*** 3.010*** 

 (14.53) (10.63) (25.16) (17.83) (12.46) (9.076) (24.08) (17.95) 

Observations 3,737 3,737 3,741 3,741 3,737 3,737 3,741 3,741 

R-squared 0.352 0.349 0.652 0.650 0.342 0.341 0.651 0.649 

INDUSTRY YES YES YES YES YES YES YES YES 

Year YES YES YES YES YES YES YES YES 

         

 

Continued……  
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 (5) (6) (7) (8) 

VARIABLES First Stage 

ROA 
Second 

Stage ROA 
First Stage 

TOBINQ 

Second 

Stage 

TOBINQ 

First Stage 

ROA 

Second 

Stage ROA 

First Stage 

TOBINQ 

Second 

Stage 

TOBINQ 

         

CSR 0.031*** 0.0125 0.125* 0.139 0.036*** 0.029** 0.190** 0.320** 

 (4.149) (0.878) (1.649) (0.948) (4.809) (2.067) (2.484) (2.218) 

INS_C -0.042*** -0.044*** -0.428*** -0.434***     

 (-8.777) (-8.514) (-8.853) (-7.495)     

CSR×INS_C -0.085*** -0.159*** -0.729** -1.837***     

 (-2.978) (-3.101) (-2.516) (-3.470)     

STATE_C     -0.050 -0.059 -0.496 -0.502 

     (-1.513) (-1.447) (-1.464) (-1.460) 

CSR×STATE_C     0.525*** 0.578*** 6.870*** 6.891*** 

     (2.971) (2.615) (3.825) (3.470) 

CSR_L2 -0.007**  0.058**  -0.005***  0.075**  

 (-1.116)  (0.868)  (-0.731)  (1.119)  

LOG_AGE -0.002***  -0.036***  0.001***  -0.029***  

 (-0.163)  (-3.942)  (0.652)  (-3.161)  

LOG_SIZE -0.009*** -0.009*** -0.145*** -0.150*** -0.007*** -0.007*** -0.126*** -0.131*** 

 (-12.16) (-8.177) (-18.75) (-12.72) (-9.998) (-6.393) (-17.10) (-11.83) 

LEVERAGE -0.020*** -0.020*** -0.203*** -0.204*** -0.021*** -0.021*** -0.215*** -0.216*** 

 (-21.91) (-22.89) (-21.74) (-17.61) (-22.47) (-23.36) (-22.59) (-18.11) 

MTBV 0.0110*** 0.011*** 0.217*** 0.219*** 0.012*** 0.012*** 0.222*** 0.223*** 

 (28.89) (24.92) (55.81) (42.58) (29.85) (25.84) (56.77) (43.90) 

SALES_GROWTH 0.022*** 0.022*** 0.114** 0.136*** 0.024*** 0.023*** 0.131*** 0.148*** 

 (5.033) (4.086) (2.517) (3.080) (5.318) (4.273) (2.880) (3.328) 

Constant 0.186*** 0.180*** 3.344*** 3.301*** 0.153*** 0.150*** 3.027*** 3.011*** 

 (14.56) (10.53) (25.72) (17.72) (12.46) (8.725) (24.27) (16.94) 

Observations 3,737 3,737 3,741 3,741 3,737 3,737 3,741 3,741 

R-squared 0.355 0.352 0.655 0.652 0.343 0.343 0.650 0.649 

INDUSTRY YES YES YES YES YES YES YES YES 

Year YES YES YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders; CSR×TOTAL_OWN: interaction 

between CSR and TOTAL_OWN; IND_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by 

individual/family shareholders; CSR×IND_C: interaction between CSR and IND_C; INS_C: proportion of aggregate blocks of at least 3% 

of the firm’s outstanding shares held by institutional shareholders; CSR×INS_C: interaction between CSR and INS_C; STATE_C: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by government; CSR×STATE_C: interaction between 

CSR and STATE_C; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales 

growth in percentage; CSR_L2: two years lagged of ESG scores; LOG_AGE: log of firm’s age. CSR, TOTAL_OWN, IND_C, INS_C and 

STATE_C variables are mean-centered. The maximum VIF is 3.81 which is <5, and thus multi-collinearity is not a major concern. 
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Additionally, the instrument underidentified test shows that the ρ-value of Chi-sq is lower than 

5%, which means instrumental variables are not underidentified (Kleibergen and Paap 2006). 

The instrumental relevant test by Cragg and Donald (1993) proposes that the F-value is over 

223 for accounting and market measure which is higher than the critical value, which indicates 

that the instrumental variables are relevant. Moreover, the Kleibergen and Paap (2006) rk Wald 

F-statistics are higher (128.335 and 128.297) than the critical value (16.89 and 16.87) at a 10% 

maximum IV relative bias for accounting and market measures, respectively. Those tests 

confirm that employed instrumental variables are relevant and not underidentified in the panels. 

Likewise, this thesis also employs the instrumental variable approach 2SLS to deal with 

potential endogeneity problems for the second question. Following Jo and Harjoto (2012); Cui 

et al. (2018) and Nguyen et al. (2019), this study employed two instrumental variables (firm 

age and 2-years lagged of CSR) in the column. Table 6.9 columns 3-8 show the regression 

results of 2SLS, where all coefficients of interaction variables (CSR×IND_C, CSR×INS_C and 

CSR×STATE_C) are significant and consistent with the main results. These results confirm 

that the main results do not suffer from an endogeneity problem. In addition, various 

instrumental relevant tests and underidentified tests confirm that employed instruments are 

robust. 65  

6.7 Chapter summary 

This chapter presents and discusses the regression results where total blockholders and their 

various types (individual, institutional and state) moderate the relationship between CSR and 

financial performance in the UK. Employing a comprehensive longitudinal dataset of all the 

UK FTSE 350 listed firms from 2005 to 2017, this thesis documents a significant and positive 

relationship between CSR and financial performance. More importantly, moderation analyses 

reveal that total blockholders and their various types negatively moderate the CSR-FP 

relationship except the state blockholders. 66 The results are shown to be robust by employing 

various alternative proxies of dependent and moderator variables and host model specifications 

controlling endogeneity. 

                                                           
 
65 Underidentified test shows that in columns 2-8 the ρ-value of Chi-sq is lower than 5%, in the instruments 

relevant test the F-value is larger than the critical value and the rk Wald F-statistic is also higher than the critical 

value at a 10% maximal IV relative bias for accounting and market measures (Kleibergen and Paap 2006, Cragg 

and Donald 1993). 
66 State blockholders positively moderate the relationship between CSR and FP. 
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The discussion and empirical results show that different theories (agency theory, stakeholder 

theory and legitimacy theory) support the regression results. This is in line with blockholders 

who have monitoring power and can influence firm policies and strategic decisions; therefore, 

blockholders seek self-benefit instead of firm growth and development in the UK. Thus, the 

main results indicate that firms with a higher percentage of blockholders are less likely to invest 

in CSR activities, potentially leading to negative financial performance. On the other hand, the 

state blockholders are different as they are long-term oriented and create welfare for society 

instead of self-benefit. State blockholders are highly engaged in CSR activities which has a 

positive influence on firms’ financial performance. 
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Chapter 7: The effect of total blockholders and their various 

types on the relationship between CSR and financial performance 

in Chinese SOEs 

7.1 Chapter overview  

The third and fourth research questions investigate the effect of total blockholders and their 

various types on the relationship between CSR and financial performance in Chinese SOEs. 

According to prior literature, firms in emerging markets have different ownership structures 

and CSR practices to those in developed countries (Fan et al., 2011). For instance, Li et al. 

(2013) documented that almost 60% of Chinese listed firms are owned by the Chinese 

government, which has a substantial proportion of shares in listed firms. In addition, Cao et al. 

(2019) suggest that controlling shareholders may have the ability to impose pressures on firms 

to engage in CSR activities due to opportunities for political connection, the possibility of 

obtaining a better public image, public visibility and incentives to avoid negative 

consequences. In line with prior literature, firms with high CSR activities tend to have better 

economic performance in China. This chapter presents and discusses the empirical results of 

both research questions based on the Chinese SOEs from 2009 to 2017.  

The rest of the chapter is organised as follows: the next section of this chapter presents the 

descriptive statistics for the collected data. Section 7.3 shows both Pearson and Spearman rank 

correlations which measure the strength of the relationship between two variables. Section 7.4 

presents and discusses the findings of the main results based on the OLS estimation. Section 

7.5 provides the robustness check and additional analysis. Finally, the chapter summary is 

presented in the last section.  

7.2 Descriptive statistics 

Table 7.1 provides descriptive statistics67 for the variables employed to answer the third and 

fourth research questions. All continuous variables are winsorised at 5% level to deal with 

variables outliers. The variables of interest of this chapter are CSR, total blockholders, state 

blockholders, non-state blockholders, and return on assets in the Chinese context. The 

descriptive statistics show the variables mean, minimum, maximum, standard deviation, 

skewness, and kurtosis yearly and overall descriptive statistics in Table 7.1.  

                                                           
67 Descriptive statistics with centered data have shown in appendix 3, Table F.  
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Table 7.1 shows that the overall mean of ROA is 3.3% for the Chinese sample firms. However, 

considering the yearly data, the highest average ROA is 5.0% in 2010, which falls to 2.4% in 

2016. Thus, the overall mean of ROA indicates that the accounting return of Chinese SOEs is 

lower than that of UK firms. This is because the Chinese SOEs’ sole objective is to create 

welfare for the society instead of generating high profit for shareholders.  

Table 7.1 also shows the average value of CSR from 2009 to 2017. The overall mean of CSR 

is 31.2%, which is similar to prior literature e.g. Li and Zhang (2010), where they find the 

overall mean of CSR 31.7% in Chinese listed firms. In the current study, the standard deviation 

of the CSR score is 0.14, and the average CSR range lies between 7.5% and 58.0% during the 

sample period. The overall mean of CSR scores is lower in Chinese firms compared with 

developed nations such as the UK (57.1%). This is because the Chinese firms are still 

underdeveloped in CSR engagement (Kao et al., 2018; Kim et al., 2019).  

The descriptive statistics provide the mean value of moderator variables, total blockholders and 

their various types (state and non-state blockholders). The overall mean of total blockholders 

is 65.2%, where yearly data lies between 60.0% and 68.9% during the sample period from 2009 

to 2017. However, the average number of non-state blockholders are very low (1.5%) 

compared with average state blockholders (63.7%). The descriptive statistics indicate that the 

state blockholders percentage is higher because the Chinese sample firms are mainly owned by 

the Chinese government. 

Summary statistics of control variables are also shown in Table 7.1. Firstly, the mean (standard 

deviation) log of total assets68 (LOG_SIZE) is 19.0 (2.64), which suggests that an average of 

total assets is CN¥180 billion (19.77 billion pounds) in Chinese sample firms. Prior studies 

also support the result as their findings show that the log of firm size is around 22.50 in Chinese 

firms (Kao et al., 2018; Kim et al., 2019). Thus, the average firm size indicates that Chinese 

firms are larger than UK firms.  

Secondly, the debt-to-equity ratio shows that the average leverage in Chinese firms is 1.39, 

with a range of 0.09 to 4.59. The results indicate that the Chinese firms have higher leverage 

compare with the UK firms. The prior study by Kim et al. (2019) supports the results as they 

find that the Chinese firms have high leverage, around 1.53.  

                                                           
68 Descriptive statistics for total assets prior log transformation has shown in appendix 3, Table H.   
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The descriptive statistics also show the overall mean of MTBV ratio, which is 1.91, where the 

average minimum value is 0.72, and the maximum value is 5.69. The result indicates that the 

market value of Chinese SOEs is higher than the book value. The result is similar to the UK 

sample firms. Table 7.1 shows the overall mean of sales growth is 13.2%, where the range lies 

between 3.1% in 2016 and 33.8% in 2010. The standard deviation of sales growth is 0.21. The 

results indicate that the overall sales growth in China is higher than the UK firms.  

Moreover, the skewness and kurtosis indicate some problem with the normality assumption for 

some variables and the data. This study has been transformed accordingly using natural 

logarithm to get the best fit for the regression analysis. Rahman and Ali (2006) reported that 

data is considered to be normal if the standard skewness is within positive/negative 1.96 and 

standard kurtosis is positive/negative 2. Other researchers consider data to be normal if the 

standard kurtosis within positive/negative 3 (Gujarati 2003).  
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Table 7.1: Descriptive statistics for continuous variables  

The table presents the mean, min, max, SD skewness kurtosis by (year) (n=536) 

Year Desc. Stat. ROA CSR TOTAL_OWN NON-STATE_OWN STATE_OWN LOG_SIZE LEVERAGE MTBV SALES_GROWTH 

2009 Mean 0.037 0.283 0.676 0.013 0.663 19.144 1.305 3.192 0.088 

  Min 0.000 0.075 0.047 0.000 0.000 16.776 0.144 1.106 -0.210 

  Max 0.110 0.580 0.977 0.153 0.977 23.189 4.592 5.685 0.624 

  SD 0.030 0.139 0.239 0.032 0.248 1.820 1.233 1.136 0.231 

  Skewness 0.766 0.322 -0.858 1.022 -0.821 0.808 1.226 0.584 0.770 

  Kurtosis 2.647 2.302 2.990 3.784 2.955 2.749 3.550 2.765 2.750 

2010 Mean 0.050 0.293 0.660 0.019 0.641 19.014 1.088 2.543 0.338 

  Min 0.005 0.075 0.045 0.000 0.000 16.776 0.090 0.990 -0.210 

  Max 0.110 0.580 0.974 0.204 0.974 23.192 4.592 5.186 0.624 

  SD 0.036 0.146 0.217 0.048 0.232 1.710 1.091 1.131 0.205 

  Skewness 0.303 0.324 -0.805 1.766 -0.790 0.933 1.716 0.655 -0.620 

  Kurtosis 1.703 2.153 3.139 4.823 2.949 3.210 5.684 2.521 3.447 

2011 Mean 0.042 0.288 0.678 0.013 0.665 19.151 1.212 1.646 0.210 

  Min 0.000 0.075 0.221 0.000 0.159 16.776 0.090 0.727 -0.189 

  Max 0.110 0.580 0.976 0.204 0.976 23.192 4.392 4.153 0.550 

  SD 0.036 0.134 0.204 0.038 0.217 1.812 1.061 0.726 0.190 

  Skewness 0.558 0.374 -0.568 0.452 -0.646 0.900 1.140 1.082 -0.082 

  Kurtosis 1.933 2.360 2.459 1.523 2.525 2.957 3.500 4.376 2.009 

2012 Mean 0.031 0.291 0.670 0.010 0.660 18.897 1.286 1.574 0.092 

  Min 0.000 0.075 0.159 0.000 0.159 0.000 0.090 0.727 -0.210 

  Max 0.107 0.580 0.976 0.204 0.976 23.192 4.592 3.779 0.624 

  SD 0.027 0.143 0.214 0.033 0.222 3.218 1.145 0.641 0.173 

  Skewness 0.803 0.439 -0.654 0.581 -0.655 -2.839 1.293 1.136 0.309 

  Kurtosis 2.861 2.150 2.637 2.384 2.498 6.603 3.957 4.486 3.329 

2013 Mean 0.031 0.280 0.689 0.008 0.681 18.938 1.279 1.369 0.101 

  Min 0.000 0.075 0.167 0.000 0.167 0.000 0.090 0.727 -0.210 

  Max 0.101 0.580 0.998 0.204 0.976 23.192 4.592 4.717 0.624 

  SD 0.027 0.140 0.205 0.030 0.209 3.159 1.100 0.752 0.151 

  Skewness 1.053 0.428 -0.737 1.443 -0.705 -1.016 1.232 2.193 0.844 

  Kurtosis 3.185 2.184 2.991 3.587 2.792 8.181 3.800 9.161 4.772 

                                                                                                                                                                                                                                                                                                                             Continued…… 
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Year Desc. Stat. ROA CSR TOTAL_OWN NON-STATE_OWN STATE_OWN LOG_SIZE LEVERAGE MTBV SALES_GROWTH 

2014 Mean 0.028 0.295 0.669 0.010 0.659 19.101 1.571 1.942 0.090 

  Min 0.000 0.075 0.176 0.000 0.176 0.000 0.090 0.911 -0.210 

  Max 0.110 0.580 0.976 0.204 0.976 23.192 4.592 5.685 0.624 

  SD 0.029 0.139 0.199 0.034 0.203 3.083 1.315 0.895 0.161 

  Skewness 1.573 0.249 -0.551 1.219 -0.524 -2.049 0.841 1.686 0.965 

  Kurtosis 4.537 2.165 2.695 4.006 2.550 10.124 2.523 6.959 4.778 

2015 Mean 0.025 0.319 0.654 0.013 0.642 19.165 1.519 1.710 0.045 

  Min 0.000 0.075 0.226 0.000 0.226 0.000 0.090 0.744 -0.210 

  Max 0.110 0.580 0.978 0.204 0.976 23.192 4.592 4.560 0.624 

  SD 0.026 0.146 0.204 0.034 0.211 3.068 1.266 0.812 0.228 

  Skewness 1.680 0.169 -0.292 1.732 -0.280 -3.173 1.004 1.352 1.266 

  Kurtosis 5.369 2.005 2.217 5.974 2.096 8.000 3.151 4.990 4.199 

2016 Mean 0.024 0.362 0.659 0.012 0.647 19.242 1.601 1.584 0.031 

  Min 0.000 0.075 0.213 0.000 0.178 0.000 0.090 0.727 -0.210 

  Max 0.110 0.580 0.991 0.204 0.991 23.192 4.592 5.447 0.624 

  SD 0.025 0.141 0.202 0.033 0.209 3.097 1.342 0.863 0.187 

  Skewness 1.815 -0.190 -0.384 1.019 -0.332 -1.189 0.946 2.103 1.525 

  Kurtosis 5.771 1.989 2.470 5.641 2.291 6.885 3.028 9.068 6.173 

2017 Mean 0.036 0.339 0.601 0.024 0.576 18.792 1.451 2.041 0.166 

  Min 0.000 0.075 0.090 0.000 0.052 0.000 0.090 0.727 -0.210 

  Max 0.110 0.580 0.981 0.527 0.957 23.192 4.592 5.685 0.624 

  SD 0.034 0.144 0.162 0.066 0.175 2.304 1.359 1.205 0.205 

  Skewness 1.230 0.169 -0.085 1.732 -0.105 -1.736 1.119 1.567 0.731 

  Kurtosis 3.178 1.963 3.164 3.597 3.033 4.668 3.296 5.026 3.013 

Total Mean 0.034 0.312 0.652 0.015 0.637 19.010 1.391 1.919 0.132 

  Min 0.000 0.075 0.045 0.000 0.000 0.000 0.090 0.727 -0.210 

  Max 0.110 0.580 0.998 0.527 0.991 23.192 4.592 5.685 0.624 

  SD 0.031 0.144 0.199 0.045 0.209 2.640 1.245 1.059 0.210 

  Skewness 1.135 0.234 -0.445 1.244 -0.434 -2.867 1.156 1.502 0.636 

  Kurtosis 3.187 2.055 2.676 3.241 2.551 5.802 3.492 5.269 2.963 

 

ROA: return on assets; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders; 

NON-STATE_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by individual and institutional shareholders; STATE_OWN: proportion of aggregate blocks of at least 3% of the 

firm’s outstanding shares held by government; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage.  
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7.3 Correlation analysis  

The following tables, 7.2A and 7.2B, provide Pearson and Spearman rank correlation 

coefficients for a set of variables. The correlation coefficient is a single number that measures 

both the strength and direction of the linear relationship between two continuous variables and 

the ranges from -1 to +1. The negative sign of the correlation coefficient indicates that the 

variables are negatively correlated with another variable, where a positive sign is vice-versa. 

According to Gujarati (2003), the threshold of harmful multi-collinearity of the correlation 

coefficient is positive 0.80 or negative 0.80.  

The presented Pearson and Spearman correlation matrices provide quite similar results. 

Outcomes of correlation coefficients are free from multi-collinearity threat69 as coefficients are 

below the harmful multi-collinearity threshold. However, from the Pearson correlation, the 

lowest coefficient is reported between ROA and LEVERAGE (-0.51), which indicates that a 

high return on assets reduces the firm debt in Chinese SOEs.  

Moreover, the correlation between firm size (LOG_SIZE) and CSR score is 0.27. As expected, 

the strength of the correlation coefficient for both variables is lower than the UK sample firms. 

This result is consistent with prior study as the correlation coefficient between log size and 

CSR scores is around 0.22 in Chinese firms (Kao et al., 2018).  

 

 

 

 

 

 

                                                           
69 Except total blockholders and state blockholders, the correlation between total blockholders and state 

blockholders is over 0.97 because state blockholders are identified from total blockholders. In the regression 

analysis this thesis centered all blockholders variables to deal with multi-collinearity.  
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Table 7.2A: Pearson correlation matrix  

 Variables  (1           (1)   (2)  (3)   (4)   (5)   (6)   (7)   (8)   (9) 

 (1) ROA 1.000         

 (3) CSR -0.203*** 1.000        

 (4) TOTAL_OWN -0.072 0.196*** 1.000       

 (5) NONSTATE_OWN -0.013 -0.097* -0.110* 1.000      

 (6) STATE_OWN -0.066 0.208*** 0.977*** -0.320*** 1.000     

 (7) LOG_SIZE -0.165*** 0.268*** 0.035 0.019 0.030 1.000    

 (8) LEVERAGE -0.505*** 0.105* -0.011 -0.032 -0.004 0.340*** 1.000   

 (9) MTBV 0.459*** -0.266*** -0.126** 0.105* -0.143*** -0.213*** -0.221*** 1.000  

 (10) SALES_GROWTH 0.310*** -0.111* -0.080 0.004 -0.077 0.037 -0.036 0.208*** 1.000 

* p < 0.05, ** p < 0.01, *** p < 0.001 

Table 7.2B: Spearman's rank correlation matrix 

 
 

  Variables   (1)11    (1)   (2)   (3)   (4)   (5)   (6)   (7)   (8)   (9) 

 (1) ROA 1.000 

 (2) CSR -0.208 1.000 

 (3) TOTAL_OWN -0.111 0.242 1.000 

 (4) NONSTATE_OWN 0.046 -0.169 -0.208 1.000 

 (5) STATE_OWN -0.105 0.248 0.980 -0.346 1.000 

 (6) LOG_SIZE -0.346 0.476 0.217 -0.045 0.203 1.000 

 (7) LEVERAGE -0.554 0.146 -0.005 -0.014 -0.007 0.479 1.000 

 (8) MTBV 0.426 -0.251 -0.179 0.167 -0.193 -0.394 -0.308 1.000 

 (9) SALES_GROWTH 0.329 -0.090 -0.087 -0.005 -0.080 0.024 -0.031 0.197 1.000 

Spearman rho = 0.197 
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7.4 Regression analysis - effect of total blockholders and their various types on the 

relationship between CSR and financial performance in Chinese SOEs 

Table 7.3 presents the regression results of the third and fourth research questions, which 

examine the moderation effect of the total blockholders and their various types on the 

relationship between CSR and financial performance in Chinese SOEs. Following prior 

literature (e.g. Hasan et al., 2018), this thesis conducts the hierarchical regression analysis 

three-step approach, which is similar to chapter 6. Firstly, this thesis includes all control 

variables in column 1, then adds the main independent variables CSR and TOTAL_OWN in 

column 2, and finally includes the interaction/moderation variables in column 3 (Li et al., 2009; 

Hasan et al., 2018). 

Table 7.3 column 2 shows the link between CSR and financial performance, where the 

regression coefficient is negative and significant at 5% level. This is because CSR investment 

is an additional cost that is irrelevant with firms’ operation and reduces financial efficiency. 

Prior studies by Friedman (1970) and Cao et al. (2019) support the result as they suggest that 

high CSR investment incurred additional cost for the firm and decreas firm profitability. 

Additionally, Long et al. (2020) show that the relationship between CSR and financial 

performance is negative in Chinese SOEs.  

Column 2 also presents the direction and significance of the relationship between 

TOTAL_OWN and financial performance in China. The regression coefficient is negative and 

significant at 5% level. This result indicates that a high percentage of total blockholders reduces 

financial performance in Chinese SOEs. This result is consistent with Xu and Wang (1997) and 

Li et al. (2013) as they argue that the higher the percentage of blockholders within a firm the 

worse its performance could be for Chinese SOEs. This is because a higher percentage of 

blockholders could conflict between majority and minority blockholders (Hu et al., 2010) (state 

and non-state blockholders in Chinese contexts) as different blockholders have different 

interests in the firm. For example, majority blockholders (state blockholders) may give more 

weight to the maximisation of social welfare instead of increasing shareholders’ wealth (non-

state blockholders) (Li et al., 2013). In line with the argument, this thesis shows that the 

relationship between total blockholders and financial performance is negative and significant 

in Chinese SOEs. This result is also consistent with the UK firms.  
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7.4.1. Effect of total blockholders 

Table 7.3 column 3 shows the variable of interest (CSR×TOTAL_OWN), which uncovers the 

moderation effect of total blockholders on the relationship between CSR and financial 

performance. The regression result shows that the coefficient of CSR × TOTAL_OWN is 

positive (0.0798) and significant (ρ<0.05) in accounting measure. This result indicates a 

positive coefficient of the interaction variable that becomes more positive when total 

blockholders percentage increases in SOEs.  

This finding confirms hypothesis 2, as the total blockholders moderate the relationship between 

CSR and financial performance in Chinese SOEs. The hypothesis is based on the fact that most 

of the blockholders in sample firms are government agencies. These blockholders’ objectives 

include generating employment opportunities and maximising social welfare (Li et al., 2013) 

instead of private benefit. This finding is in line with stakeholder’s theory as total blockholders 

consider stakeholders benefits along with firms’ value maximisation activities. An earlier study 

by Chen et al. (2009) support the argument because the Chinese government held a large 

proportion of shares in SOEs and has significant monitoring and decision-making power in the 

firms. In addition, they can freely invest in CSR, R&D, firm growth and development activities 

which ultimately improve firms’ financial performance in China.  

Agency theory supports the finding as blockholders play a monitoring role in Chinese SOEs, 

mitigating the agency problem between agent and principal (Jensen and Meckling  1976). This 

is because the government employs managers in SOEs to follow government instruction 

instead of pursuing their personal interest in the firm. This kind of behaviour reduces the 

conflict between firm managers and blockholders, which also minimises monitoring cost. 

These actions may reduce needless expenses in the firm, which ultimately increases 

profitability in Chinese SOEs.  

Li and Zhang (2010) argue that Chinese firms may face more severe agency problems that arise 

between controlling and non-controlling shareholders (type two agency problem), as 

controlling shareholders owned significant stock in the firm. Typically, the type two agency 

problem diverts corporate wealth from related firms, and it has a negative effect on corporate 

financial performance (Johnson et al., 2000). However, in this study, the total blockholders 

eliminate the type two agency problem as controlling blockholders are the government whose 

primary intention is stakeholder satisfaction instead of private benefit. Moreover, non-

controlling blockholders would agree with controlling blockholders’ decisions as SOEs receive 
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extra privileges such as easy access to financial resources, tax incentives and less regulation in 

firm operation. These additional incentives may be accepted by the non-controlling 

blockholders as they are also getting benefits from those incentives. Therefore, total percentage 

of blockholders in sample firms positively moderates the relationship between CSR and 

financial performance in China.  

The effect of total blockholders on the relationship between CSR and financial performance is 

further investigated by using the interaction plot below: 

 

 

 

 

Figure 7.1 shows the relationship between CSR and financial performance when the total 

percentage of blockholders are low and high based on the median. The plot indicates a positive 

link between CSR and accounting performance when the total percentage of blockholders are 

above the median. Conversely, the link between CSR and accounting performance is negative 

when the percentage of blockholders are below the median.  

Prior literature such as Maury and Pajuste (2005) and Yan and He (2018) support the finding 

as a higher percentage of total blockholders plays a monitoring role which reduces agency costs 

between shareholders and managers or other minority shareholders that ultimately enhances 

firms’ financial performance.  
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Figure 7.1: Moderation of total blockholders in the relationship between CSR 

and ROA in China 



  

153 
 

Table 7.3: Regression analysis results – moderating effect of total blockholders and their various types (state and 

non-state) 

 (1) (2) (3) (4) (5) 

VARIABLES OLS ROA OLS ROA OLS ROA OLS ROA OLS ROA 

      

CSR  -0.016** -0.018 -0.017 -0.018 

  (-2.117) (-1.407) (-1.379) (-1.324) 

TOTAL_OWN  -0.011** -0.013**   

  (-2.264) (-2.031)   

CSR×TOTAL_OWN   0.080**   

   (1.981)   

STATE_C    -0.011  

    (-1.590)  

CSR×STATE_C    0.077*  

    (1.972)  

NON-STATE_C     -0.0187 

     (-0.443) 

CSR×NON-STATE_C     -0.140 

     (-0.896) 

LOG_SIZE 0.001** 0.001*** 0.001*** 0.001*** 0.001*** 

 (2.122) (6.227) (2.990) (3.001) (2.964) 

LEVERAGE -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** 

 (-5.426) (-11.27) (-5.808) (-5.705) (-5.851) 

MTBV 0.010*** 0.010*** 0.010*** 0.010*** 0.010*** 

 (7.066) (8.365) (6.328) (6.238) (5.989) 

SALES_GROWTH 0.030*** 0.028*** 0.028*** 0.028*** 0.028*** 

 (5.437) (5.053) (5.046) (5.110) (5.164) 

Constant -0.016 -0.016** -0.0164 -0.016 -0.0174 

 (-1.170) (-2.423) (-1.529) (-1.514) (-1.573) 

Observations 535 535 535 535 535 

R-squared 0.536 0.543 0.549 0.548 0.541 

INDUSTRY YES YES YES YES YES 

Year YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: proportion of aggregate 

blocks of at least 3% of the firm’s outstanding shares held by all shareholders; CSR×TOTAL_OWN: interaction between CSR and 

TOTAL_OWN; NON-STATE_C: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by individual and 

institutional shareholders; CSR×NON-STATE_C: interaction between CSR and NON-STATE_C; STATE_OWN: proportion of aggregate 

blocks of at least 3% of the firm’s outstanding shares held by government; CSR×STATE_C: interaction between CSR and STATE_C; 

LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. 

CSR, TOTAL_OWN, NON-STATE_C and STATE_C variables are mean-centered. The maximum VIF is 1.52, which is <5, and thus multi-

collinearity is not a major concern. 

 

Whereas a lower percentage of total blockholders fail to play a monitoring role to minimise 

agency cost, that may negatively influence firm performance. Therefore, the plot indicates that 

a high percentage of total blockholder positively moderates the CSR-FP relationship in Chinese 

SOEs.  
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7.4.2 Effect of state blockholders 

This thesis considers the total blockholders are heterogeneous (Yan and He 2018); therefore, 

state blockholders are treated in a separate regression column. Table 7.3 column 4 shows the 

regression results where the investing role of state blockholders positively moderate the link 

between CSR and financial performance. 

The coefficient of interaction variable (CSR×STATE_C) is 0.0770 and significant at 10% 

level. This result indicates that state blockholders increase the firm’s efficiencies and CSR 

activities, which leads to positive financial performance. The regression result supports 

hypothesis 2.1, as the investing role of state blockholders moderate the relationship between 

CSR and financial performance. This finding aligns with state blockholders controlling all 

SOEs; therefore, those firms have greater access to equity offerings for capital needs and debt 

financing when required. Prior literature also supports the finding such as Wu et al. (2012) state 

that blockholders have a political connection that enables firms to enjoy financial and 

regulatory favour of Chinese SOEs.  

To further investigate the effect of state blockholders and the link between CSR and financial 

performance, the following plot is used: 
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Figure 7.2: Moderation of state blockholders in the relationship between CSR 

and ROA in China  
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Figure 7.2 shows the relationship between CSR and financial performance is positive when the 

percentage of state blockholder is high. Conversely, the relationship between CSR and 

financial performance is negative when the total percentage of shares held by state blockholder 

is below the median. Thus, the plot indicates that a high percentage of state blockholder 

positively influences the relationship between CSR and financial performance, where a low 

percentage of state blockholder has an opposite (negative) impact on the relationship.  

The finding is further supported by Lin and Fu (2017) as state blockholder in China play active 

monitoring roles, reduce information asymmetry and lower agency problems in SOEs. This is 

because state blockholder has the power to access internal and external information and 

managers are required to disclose firm information such as financial, operational and supply 

chain due to political pressure. Thus activities lowering the information asymmetry where 

stakeholders are more familiar with the firm and their operation may reduce unexpected shocks 

and improve financial performance in SOEs.  

Moreover, Wang et al. (2012) and Liang et al. (2015) document that state blockholders have 

political connections which enable them to make key strategic choices, capital structure 

decisions, product-related investment and international market expectation. In line with the 

argument, state blockholders are not only have a direct influence on firms’ financial 

performance but also they influence firm strategic decisions such as CSR investment (Tihanyi 

et al., 2019). Therefore, high CSR activities may enhance positive stakeholders’ responses by 

which firms obtain significant advantages and growth that ultimately increase the financial 

performance of Chinese SOEs.  

Furthermore, Roberts (1992) supports the result as political interference increases firm CSR 

activities and financial performance. This is due to the fact that state blockholders have the 

incentive to drive wealth to obtain social stability (Bai et al., 2006), access to low-cost finance 

(Dewenter and Malatesta 2001), and regulatory efficiency. Thus, CSR activities increase firm 

reputation, reduce finance cost and help the firm become a responsible business that leads to 

the positive financial performance of Chinese SOEs.  

7.4.3 Effect of non-state blockholders  

Table 7.3 column 5 shows the investing role of non-state blockholders on the relationship 

between CSR and financial performance. The regression result shows that the non-state 

blockholders negatively moderate the relationship between CSR and accounting performance. 



  

156 
 

This result reject the hypothesis 2.2; as the coefficient of interaction variable is insignificant at 

10% level. This might be due to SOEs having a small proportion of non-state blockholders, or 

maybe the majority of non-state shareholders are below the threshold (cut-off point 3%); 

therefore, they do not significantly influence the relationship between CSR and financial 

performance in China.  

The investing role of non-state blockholders in the relationship between CSR and financial 

performance is further investigated using the plot below: 

 

 

  

 

Figure 7.3 indicates that the high and low percentage of non-state blockholders are negatively 

influences the relationship between CSR and financial performance, which means both lines 

move in the same direction. However, it is essential to note that the firm’s financial 

performance decreases much faster if the non-state blockholders percentage is above the 

median (high). This means lower non-state blockholders are gradually reduces firm’s 

performance.  
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7.4.4 Results of employed control variables  

This thesis employs additional variables to control relevant factors that influence firm 

performance (Ravid and Sekerci 2020). Following prior literature, Maury and Pajuste (2005) 

and Kim et al. (2019) the employed control variables are LOG_SIZE, LEVERAGE, MTBV 

and SALES_GROWTH.  

Table 7.3 columns 1-5 show the relationship between firm size and financial performance, 

where the coefficient of LOG_SIZE is positive and significant across all columns. This is 

because large firms have better capital structure, human resources and firm reputation which 

enable them to increase the financial performance of Chinese SOEs.  

This thesis also shows (Table 7.3) the relationship between leverage and financial performance. 

As expected, the findings indicate that the coefficient of leverage is negative and significant in 

the panel. This is due to high leverage in the firm limiting the free cash flow, reducing the profit 

margin, and increasing financial risk (Maury and Pajuste 2005). Therefore, high leverage has 

a negative impact on financial performance.  

Moreover, Table 7.3 columns 1-5 show the relation of MTBV to ROA and SALES_GROWTH 

to ROA, where both coefficients are positive and significant. These results are consistent with 

prior literature (Buchanan et al., 2018; Eugster and Isakov 2019). This is because high MTBV 

ratio firms have a lower leverage which reduces bankruptcy risk. On the other hand, high sales 

growth percentages increase revenue, ultimately increasing firms’ profitability for Chinese 

SOEs. 

7.5 Robustness check and additional analysis  

7.5.1 Robustness check  

This thesis conducts several robustness tests to determine the consistency of the main results. 

Firstly, this study employed alternative moderator variables (Erhemjamts and Huang 2019). 

Following Zhang et al. (2014), blockholders are measured as the percentage of the firm’s total 

stock held by the top one, top seven and top ten shareholders. 70 71 This study replaces the 

TOTAL_OWN variable into TOP_1, TOP_3 and TOP_5 moderator variables from the main 

                                                           
70 Other studies measured large shareholders as 5%, 10% and 20% cut-off point (Jo and Harjoto 2011, Harjoto 

and Jo 2011, La Porta, Lopez-de-Silanes, and Shleifer 1999), and others generated dummy variables of large 

shareholders based on different cut-off points (Sahasranaman et al., 2019, Peng and Yang 2014, Denis et al., 

1997).  
71 In the Chinese context there are up to 8 large shareholders; therefore this study selected top one, top three and 

top five blockholders which are denoted as the TOP_1, TOP_3 and TOP_5, respectively.  



  

158 
 

regression model. The regression results are presented in Table 7.4 columns 1-3, which indicate 

that the TOP_1, TOP_3 and TOP_5 shareholders positively moderate the relationship between 

CSR and financial performance.  

Table 7.4: Robustness check – using alternative moderator variables 

 (1) (2) (3) 

VARIABLES OLS ROA OLS ROA OLS ROA 

    

CSR -0.018** -0.018 -0.0173 

 (-2.350) (-1.414) (-1.387) 

TOP_1 -0.009*   

 (-1.923)   

CSR×TOP_1 0.055**   

 (2.118)   

TOP_3  -0.011*  

  (-1.695)  

CSR×TOP_3  0.072*  

  (1.865)  

TOP_5   -0.013** 

   (-2.069) 

CSR×.TOP_5   0.079* 

   (1.958) 

LOG_SIZE 0.002*** 0.001*** 0.001*** 

 (5.999) (3.093) (3.052) 

LEVERAGE -0.010*** -0.010*** -0.010*** 

 (-11.30) (-5.897) (-5.901) 

MTBV 0.010*** 0.010*** 0.010*** 

 (8.318) (6.309) (6.348) 

SALES_GROWTH 0.028*** 0.028*** 0.028*** 

 (4.937) (5.007) (5.026) 

Constant -0.016** -0.017 -0.017 

 (-2.311) (-1.570) (-1.557) 

Observations 535 535 535 

R-squared 0.546 0.548 0.549 

INDUSTRY YES YES YES 

Year YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

 

ROA: return on assets; CSR: percentage of environmental, social and governance (ESG) scores; TOP_1: proportion of aggregate blocks of 

at least 3% of the firm’s outstanding shares held by top  one shareholder; CSR×TOP_1: interaction between CSR and TOP_1; TOP_3: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by top 3 shareholders; CSR×TOP_3: interaction between 

CSR and TOP_3; TOP_7: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by top 7 shareholders; 

CSR×TOP_7: interaction between CSR and TOP_7; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book 

value; SALES_GROWTH: sales growth in percentage. CSR, TOP_1, TOP_3 and TOP_5 variables are mean-centered. The maximum VIF is 

1.52, which is <5, and thus multi-collinearity is not a major concern. 

The regression coefficients are consistent with the main results, and coefficients are significant 

in the column. These results indicate that TOP_1, TOP_3 and TOP_5 blockholders have a 

similar, positive and consistent influence on the relationship between CSR and financial 

performance in Chinese SOEs. 
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Table 7.5: Robustness check – using alternative dependent variables 

 (1) (2) (3) (4) 

VARIABLES OLS ROE OLS ROCE OLS ROE OLS ROCE 

     

CSR 0.0141 -0.015 0.0160 -0.013 

 (0.469) (-1.008) (0.531) (-0.899) 

TOTAL_OWN -0.050** -0.0307***   

 (-2.335) (-3.010)   

CSR×TOTAL_OWN 0.229* 0.176***   

 (1.822) (2.668)   

STATE_C   -0.041* -0.028*** 

   (-1.800) (-2.836) 

CSR×STATE_C   0.205* 0.154** 

   (1.657) (2.466) 

LOG_SIZE 0.007*** 0.004*** 0.007*** 0.004*** 

 (3.052) (6.476) (3.101) (6.456) 

LEVERAGE -0.003 -0.016*** -0.003 -0.015*** 

 (-0.761) (-9.561) (-0.710) (-9.320) 

MTBV 0.026*** 0.019*** 0.026*** 0.019*** 

 (6.247) (8.947) (6.134) (8.581) 

SALES_GROWTH 0.101*** 0.049*** 0.102*** 0.050*** 

 (6.790) (6.361) (6.908) (6.511) 

Constant -0.124*** -0.059*** -0.124*** -0.059*** 

 (-2.646) (-4.132) (-2.667) (-4.065) 

Observations 535 535 535 535 

R-squared 0.489 0.604 0.484 0.601 

INDUSTRY YES YES YES YES 

Year YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROE: return on equity; ROCE: return on capital employed; CSR: percentage of environmental, social and governance (ESG) scores; 

TOTAL_OWN: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders; 

CSR×TOTAL_OWN: interaction between CSR and TOTAL_OWN; STATE_C: proportion of aggregate blocks of at least 3% of the firm’s 

outstanding shares held by government; CSR×STATE_C: interaction between CSR and STATE_C; LOG_SIZE: log of firm total assets; 

LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in percentage. CSR, TOTAL_OWN and 

STATE_C variables are mean-centered. The maximum VIF is 1.52, which is <5, and thus multi-collinearity is not a major concern. 

Furthermore, this study used additional robustness tests by employing alternative financial 

measures as a dependent variable. Following prior literature (Cai et al., 2016; Servaes and 

Tamayo 2013), this study uses two additional dependent variables: ROE and ROCE, to check 

the consistency of the main results. Table 7.5 columns 1-4 show the regression results by 

replacing the dependent variable from ROA to ROE and ROCE. 72 Employing alternative 

dependent variables, the regression output remains positive and consistent with the main 

results73, and coefficients are significant across all columns. These findings confirm that the 

                                                           
72 This study excluded the moderation effect of non-state blockholders because the main result is insignificant at 

10% level.  
73 Main results are on Table 7.3 column 3 and 4, where total blockholders and state blockholders have positive 

effect on the relationship between CSR and FP. 
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total blockholders and state blockholders positively moderate the relationship between CSR 

and financial performance in Chinese SOEs.  

7.5.2 Causality and endogeneity tests  

Regression results could have reverse causality problems, leading to inconsistency of the 

results (Klock et al., 2005; Brown and Caylor 2006; Chung et al., 2011). To deal with the 

reverse causality problems, an additional control variable has been employed. The additional 

control variable is first lagged of the dependent variable (Chung et al, 2011; Dam and Scholtens 

2012). 74 

This study employs L_ROA as a control variable because prior studies claimed that lagged 

dependent variables in the regression can control the possible reverse causality problem 

(Brown and Caylor 2006; Chung et al., 2011).  

The regression results in Table 7.6 (columns 1 and 2) shows that total blockholders and state 

blockholders (CSR×TOTAL_OWN and CSR×STATE_C) positively influence the relationship 

between CSR and financial performance. Furthermore, the results indicate that the main results 

remain consistent, which means the main results are not subject to the reverse causality 

problem.  

Moreover, prior studies have argued that CSR is not an exogenous variable (Cheng et al., 2014; 

Lopatta et al., 2017; Nguyen et al., 2019). This study also assumes that CSR may be an 

endogenous variable that is correlated with right-hand-side regression and the disturbance due 

to the omission of the relevant variables, sample selectivity, self-selection or other reasons. 

Endogeneity causes inconsistency of the employed OLS estimation and requires an 

instrumental variable method like 2SLS75 to find consistent parameter estimates (Baltagi 2005).  

 

 

 

 

 

                                                           
74 First lagged of ROA denoted as L_ROA. 
75 Only second stage results have been explained.  
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Table 7.6: Additional tests – reverse causality, 1st stage and 2nd stage estimation results 

 (1) (2) (3) (4) 

VARIABLES OLS ROA OLS ROA First Stage ROA Second Stage 

ROA 

First Stage ROA Second Stage 

ROA 

       

CSR -0.008 -0.008 -0.011 -0.026** -0.010 -0.026** 

 (-1.145) (-1.107) (-1.134) (-2.210) (-1.006) (-2.222) 

TOTAL_OWN -0.008*  -0.013** -0.013***   

 (-1.711)  (-2.584) (-2.596)   

CSR×TOTAL_OWN 0.048*  0.078*** 0.0677**   

 (1.934)  (2.845) (1.962)   

STATE_C  -0.006   -0.011**  

  (-1.470)   (-2.239)  

CSR×STATE_C  0.046*   0.066*  

  (1.919)   (1.749)  

L_ROA 0.310*** 0.311***     

 (7.085) (7.119)     

LOG_SIZE 0.002*** 0.002*** 0.001*** 0.002*** 0.001*** 0.002*** 

 (7.112) (7.146) (5.958) (6.630) (6.003) (6.731) 

LEVERAGE -0.007*** -0.007*** -0.010*** -0.010*** -0.010*** -0.010*** 

 (-8.714) (-8.672) (-11.24) (-11.66) (-11.15) (-11.58) 

MTBV 0.009*** 0.009*** 0.010*** 0.010*** 0.010*** 0.010*** 

 (6.770) (6.712) (8.219) (8.099) (8.118) (8.017) 

SALES_GROWTH 0.026*** 0.026*** 0.0283*** 0.028*** 0.029*** 0.028*** 

 (4.580) (4.614) (4.986) (4.965) (5.044) (5.013) 

CSR_L2   -0.010**  -0.011**  

   (-4.013)  (-3.161)  

LOG_AGE   0.002***  0.002***  

   (6.314)  (7.392)  

Constant -0.026*** -0.026*** -0.020** -0.017*** -0.020** -0.017*** 

 (-3.963) (-3.976) (-2.551) (-2.611) (-2.580) (-2.636) 

Observations 533 533 534 534 534 534 

R-squared 0.625 0.625 0.551 0.547 0.550 0.547 

INDUSTRY YES YES YES YES YES YES 

Year YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level.  

ROA: return on assets; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWN: proportion of aggregate blocks of at 

least 3% of the firm’s outstanding shares held by all shareholders; CSR×TOTAL_OWN: interaction between CSR and TOTAL_OWN; STATE_C: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by government; CSR×STATE_C: interaction between CSR and 

STATE_C; L_ROA: first lagged of return on assets; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; 
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SALES_GROWTH: sales growth in percentage; CSR_L2: two years lagged of ESG scores; LOG_AGE: log of firm’s age. CSR, TOTAL_OWN and 

STATE_C variables are mean-centered. The maximum VIF is 1.59, which is <5, and thus multi-collinearity is not a major concern. 

Following prior literature, this study employed two instrumental variables: firm age (Jo and 

Harjoto 2012) and 2-years lagged CSR scores (Cui et al., 2018; Nguyen et al., 2019). To 

confirm the choice of instrumental variables is exogenous, this study runs several tests. 76 Table 

7.6 columns 3 and 4 present the 2SLS results where coefficients of the moderator variables 

remain positive and significant in both columns. The results indicate that CSR is not an 

endogeneity variable which means it does not influence the regression results. 

The instrumental variables relevant test and instrument underidentified test confirm that both 

instruments (firm age and 2-years lagged of CSR) are not underidentified and they are relevant 

in the panel. 77 

7.6 Chapter summary  

This chapter discussed and analysed the effect of total blockholders and their various types 

(state and non-state blockholders) on the relationship between CSR and financial performance 

in Chinese SOEs. The main results show that total blockholders and state blockholders 

positively and significantly moderate the relationship between CSR and financial performance. 

However, the non-state blockholders (individual and institutional) do not significantly 

influence the relationship between CSR and financial performance due to sample size and 

ownership structure.  

The results support the empirical studies as the Chinese government controls the SOEs and can 

influence CSR policies and firm decisions. Findings also show that government-controlled 

firms reduce agency problems between agent and principle, increase operational efficiency, 

and reduce information asymmetry by playing an effective monitoring role. Moreover, as 

controlling blockholders have political ties, SOEs receive incentives such as access to financial, 

tax, and firm regulation, enhancing firms’ financial performance. Finally, state blockholders 

seek to invest in firm growth and development instead of private benefit, leading them to 

positive financial performance. The findings of this thesis are robust and consistent according 

                                                           
76 Underidentified test (Kleibergen and Paap 2006), instruments relevant test (Cragg and Donald 1993). 
77 Instrumental variables relevant test Cragg and Donald (1993) presents F-values of 89.079 for 

CSR×TOTAL_OWN and 81.931 for CSR×STATE_C which are higher than the critical value. The Kleibergen 

and Paap (2006) rk Wald F-statistics are higher (49.067 and 29.231) than the critical value (11.04) at a 5% 

maximal IV relative bias for CSR×TOTAL_OWN and 81.931 for CSR×STATE_C, respectively. The 

underidentified tests show the ρ-value of Chi-sq is lower than 5% which mean instrumental variables are not 

underidentified (Kleibergen and Paap 2006).  
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to different robustness tests. Additional analysis also suggests that different countries have a 

diverse effect on ownership structure, CSR policies and firms’ financial performance.  
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Chapter 8: Conclusion and implications 

8.1 Chapter overview 

This chapter offers a summary of the thesis’ motivation and aims, the key findings, contribution 

to knowledge, implications of the study, limitations, and suggested avenues for future research.  

8.2. Overview of the research motivation 

This thesis investigates the effect of total blockholders and their various types on the 

relationship between CSR and firms’ financial performance in the UK and Chinese settings. 

This study mainly highlights that a high percentage of blockholders influence the relationship 

between CSR and firms’ financial performance. Recent corporate scandals and environmental 

violations have put significant pressure on firms to carry out socially responsible business 

practices. Following prior financial scandals - Parmalat (2003); Lehman Brothers (2008); 

Chinese food safety (2008); BP oil spill (2010), Volkswagen diesel emissions (2015), and 

Wirecard in FinTech (2020) (Economist 2004; Liang and Renneboog 2017; Nofsinger et al., 

2019; Jimmie 2020) - many firms are considering CSR investment, where shareholders also 

support this awareness. This is in line with CSR adoption enhancing firms’ financial 

performance and the solution of the agency problem. Stakeholder theory also supports the 

notion that firms should create value for all stakeholders, which can be obtained by engaging 

in appropriate CSR activities.  

Prior literature provides inconsistent results on the relationship between ownership structure 

and CSR as well as CSR and financial performance (Jo and Harjoto 2011; Peng and Yang 

2014; Buchanan et al., 2018). These relationships might be influenced by stakeholders, industry 

characteristics, firm size, business environment, innovation, firms strategy, financial slack, 

board diversity, and corporate regulation (Hull and Rothenberg 2008; Baird et al., 2012; 

Jayachandran et al., 2013; Dixon-Fowler et al., 2013; Flammer 2013; Wang and Choi 2013; 

Duque-Grisales and Aguilera-Caracuel 2019). Hence, Zahra et al., (1993) provide early 

evidence of the effect of corporate ownership on corporate responsibility and corporate 

financial performance. However, prior studies have several limitations; for example, some of 

them have considered all insider shareholders, directors, and institutional ownership instead of 

significant shareholders. A few other considered cross-section data only in the US market, a 

small sample size, and few indicators to measure the CSR performance (Zahra et al., 1993). 



  

165 
 

More recently, Peng and Yang's (2014) study shows that the effect of ownership concentration 

moderates the link between corporate social performance and financial performance. However, 

the study considers divergence as the moderating variable and uses pollution control data to 

measure CSP. Empirical evidence suggests that there is limited understanding of the factors 

explaining the relationship between CSR and firms financial performance. Therefore, this 

thesis concentrates on the effect of total blockholders and their various types on CSR 

engagement and financial performance mechanisms. This is in line with the view that 

blockholders are playing an essential role in the development of corporate governance, strategy 

implementation, cost monitoring, and changing firm responsiveness to external and internal 

factors such as the CSR engagement. As a result, this thesis investigates the influence of total 

blockholders and their various types on the relationship between CSR and financial 

performance. Moreover, it is essential to examine the UK and Chinese contexts, as both 

countries have different corporate structures, ownership types, governance policies, investment 

strategy, and national regulations.  

The aforementioned objectives of the study have been achieved through the following research 

questions: 

1. Does the total percentage of blockholders influence the relationship between CSR and 

FP in UK firms? 

2. Do the various types of blockholders (individual, institutional and state) influence the 

relationship between CSR and FP in UK firms?  

3. Does the total percentage of blockholders influence the relationship between CSR and 

FP in Chinese SOEs? 

4. Do the various types of blockholders (state and non-state) influence the relationship 

between CSR and FP in Chinese SOEs? 

A summary of the key findings which provide answers to these research questions is presented 

in the following section.  

A secondary data approach is employed to tackle these research questions. Data were collected 

from Refinitiv’s Datastream, Refinitiv’s Eikon, and firms’ annual reports. In addition, 

investigations of this study were conducted on a final sample of 482 firms from the UK and 

147 firms from China; data were drawn from the FTSE 350 Index and China Securities Index, 

respectively. The sample period was from 2005-2017 for the UK and 2009-2017 for the 

Chinese firms. This study developed a unique classification of blockholders variables - namely 



  

166 
 

total blockholders, individual blockholders, institutional blockholders, state-blockholders and 

non-state blockholders, who influence the firm’s CSR engagement and financial performance. 

Empirical findings show that each blockholder has its own beliefs (e.g. some blockholders 

assume that investing in CSR increases additional cost for the firm; however other blockholders 

support the CSR investment as they believe that CSR investment develops firm’s sustainable 

growth and financial performance) in terms of its investment decision. Therefore, the 

moderating effect of different blockholders types (individual, institutional, state, and non-state) 

have been tested separately in the UK and Chinese contexts.  

8.3 Key findings  

In the UK context (chapter 6), this thesis addressed the first and second research questions 

employing the secondary data approach. I did this by using the OLS estimation method with 

year and industry control, as well as clustering by firms’ identification number. The first 

regression results highlight that total blockholders negatively moderate the relationship 

between CSR and firms’ financial performance employing both accounting and market 

performance measures. These results align with agency theory (Jensen and Meckling  1976; 

Fama and Jensen 1983) as firms’ managers may highly invest in CSR activities to benefit at 

the expense of shareholders’ wealth where controlling large shareholders are less likely to 

support this behaviour. Interaction plots also show a positive relationship between CSR and 

financial performance when the total percentage of blockholders are below the median. These 

findings also confirm the research hypothesis that a high percentage of total blockholders 

combined with less investment in CSR activities gradually reduces firms’ financial 

performance in the UK.  

The second research question shows that different types of blockholders have a diverse effects 

on the relationship between CSR and financial performance. The regression results show that 

a high percentage of individual and institutional blockholders in the firm negatively moderates 

the relationship between CSR and financial performance. This is in line with both blockholder 

types seeking personal benefit instead of maximising all shareholders’ wealth. Some 

blockholders may be short-term oriented instead of making long-term investment; therefore, 

they are less likely to invest in CSR. Some blockholders also argue that the benefit of CSR 

does not always outweigh the costs for shareholders. The finding indicates that this kind of 

behaviour results in a type two agency problem between majority and minority blockholders 

which ultimately leads to negative financial performance in the firm. These results support the 
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research hypotheses as individual and institutional blockholders negatively influence the 

relationship between CSR and firms’ financial performance.  

The regression results also show that a high percentage of state blockholders in the firm 

positively moderates the relationship between CSR and financial performance. The results 

imply that state blockholders who highly engage in CSR activities create social welfare instead 

of personal benefit. High state blockholders firms also receive several incentives, e.g. 

regulatory, financial, and political, enhancing firms’ financial performance. This result is 

supported by legitimacy theory as firms should act according to their stakeholders’ interests. 

This result also supports the research hypothesis as state blockholders positively moderate the 

relationship between CSR and firms’ financial performance in the UK.  

On the other hand, chapter 7 presents the third and the fourth research questions employing 

secondary data obtained from Chinese SOEs. This chapter also employed the OLS estimation 

method with year and industry control and clustering by firms for the Chinese context. Firstly, 

chapter 7 highlights that total blockholders positively moderate the relationship between CSR 

and firms’ financial performance in Chinese SOEs. This result is consistent with research 

hypothesis 2. The finding shows that the Chinese government owned a significant proportion 

of shares in SOEs, enabling them to monitor and giving them decision-making power in the 

firm. They also engage with various CSR initiatives due to political pressure, which ultimately 

increases firm value. Agency theory also supports this finding as significant monitoring power 

of total blockholders can mitigate the agency problem between shareholders and managers. 

This is because firm’s managers are employed by the government in SOEs; therefore, they 

follow government instruction instead of pursuing their personal interest in the firm. This kind 

of behaviour reduces the conflict between firm managers and blockholders, which also 

minimises monitoring costs. These actions may reduce needless expenses in the firm, which 

ultimately increases firm profitability in Chinese SOEs.  

Secondly, in answer to the fourth research question, total blockholders are classified into two 

different types, state and non-state blockholders, where state blockholders positively influence 

the relationship between CSR and financial performance. This result is also consistent with Lin 

and Fu (2017), as state blockholders in China play active monitoring roles, reduce information 

asymmetry, and lower agency problems in SOEs. This is because state blockholders have the 

power to access internal and external information and managers are required to disclose firm’s 

data such as financial, operational and supply chain due to political pressure. Thus, lowering 

information asymmetry where stakeholders are more familiar with the firm and its operation 



  

168 
 

may reduce unexpected shocks and improve financial performance in SOEs. This finding also 

supports the research hypothesis as state blockholders positively influence the relationship 

between CSR and financial performance. However, non-state blockholders show that they do 

not significantly influence the relationship between CSR and financial performance in Chinese 

SOEs. This is because non-state blockholders are the minority group with no monitoring and 

decision-making power in SOEs.  

In summary, the ownership structure, CSR engagement, and firms’ financial performance are 

different across the different countries, as well as different blockholders types having different 

objectives and beliefs in terms of their investment. The first part of this thesis, using the UK 

context, shows that total blockholders, individual blockholders, and institutional blockholders 

negatively moderate the relationship between CSR and financial performance. However, state 

blockholders positively moderate the relationship. On the other hand, in the Chinese context, 

total blockholders and state blockholders positively moderate the relationship between CSR 

and financial performance. However, non-state blockholders do not have any influence on the 

relationship.  

8.4 Contribution and implication  

The current study makes several contributions and extensions to the existing literature on the 

relationship between CSR and financial performance. Firstly, based on the stakeholder theory 

a number of studies have examined the direct relationship between CSR and firms’ financial 

performance. In contrast, others have examined the direct relationship between ownership 

structure and CSR based on the agency theory, although some recent studies pay attention to 

the influence of stakeholders (Wang and Choi 2013), industry characteristics (Schreck 2011; 

Baird et al., 2012), business environment (Aragon-Correa and Sharma 2003; Flammer 2013), 

financial slack (Duque-Grisales and Aguilera-Caracuel 2019) and gender diversity of the board 

of directors (Isidro and Sobral 2015) on CSR activities. However, no study has been conducted 

to determine the moderating effect of total blockholders and their various types on the 

relationship between CSR and firms’ financial performance. This study bridges the gap in the 

extant literature on CSR by suggesting for the first time that total blockholders and their various 

types influence the relationship between CSR and financial performance. One incremental 

contribution of this thesis is the explicit use of agency, stakeholders and legitimacy theories to 

examine the effect of significant shareholders on the relationship. For instance, prior study 

suggests that ownership structure affects the nature of the agency problem between managers 

and outsider shareholders (Claessens and Yurtoglu 2013). This is in line with managers’ 
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tendency to overinvest in CSR projects, which are associated with conflict between managers 

and shareholders. On the other hand, some shareholders are seems to restrict firms’ CSR 

engagement and manipulate firms’ policies to receive private benefits instead of social and 

environmental considerations. Therefore, this thesis reveals that adequate CSR engagement 

mitigates the conflicting issues and reduces the agency problem between shareholders and 

managers which ultimately enhances firms’ financial performance.  

The second significant contribution is examining the various blockholder types as they are 

diverse groups, pursuing their own goals and the most powerful forces that affect a firm’s 

strategy and performance (Grewatsch and Kleindienst 2017). Prior studies ignored the 

heterogeneity of different blockholders where they treated all blockholders in the same group. 

Unlike previous studies, this current study considers each blockholder type separately and this 

study is able to identify that different types of blockholders have a diverse effects on the 

relationship between CSR and firms’ financial performance. 

The third contribution of this study is the examination of ownership structures and their 

influence on the relationship between CSR and financial performance in the UK and Chinese 

contexts. Prior studies have examined the direct relationship between CSR and firms’ financial 

performance in western/developed countries (Waddock and Graves, 1994; Johnson and 

Greening, 1999; Dam and Scholtens, 2013; Kim et al., 2019), or in emerging/developing 

countries ( Li and Zhang, 2010; Deng et al., 2013; Lau et al., 2016; Guo et al., 2018; Cao et al., 

2019). However, this study investigates the influence of ownership structure on the relationship 

between CSR and firms’ financial performance in both developed and emerging countries. This 

study also suggests that both countries have different social-economic realities, ownership 

structures, corporate control/management policies, and levels of CSR engagement in firms. 

This thesis’s finding come from a unique sample of firms listed in the UK and Chinese stock 

markets. This study also indicates that most UK blockholders are the institutional type who are 

less keen to invest in CSR activities at the expense of shareholders for their private benefit. On 

the other hand, Chinese blockholders are mostly state-owned and engage in CSR activities due 

to political and regulatory reasons and this enhances firms’ financial performance.  

The findings of the study have important implications for corporate managers, investors, 

regulators, policymakers, analysts and intermediaries. From the corporate manager’s 

perspective, it is essential for them to know the influence of CSR engagement on firms’ 

financial performance. The findings show that firms who consistently implement CSR 

activities they benefit from regulatory efficiency, tax incentives, and access to the new sources 
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of finance; these improve stakeholders’, specifically blockholders’ confidence, leading to 

sustainable financial performance in the firm. Conversely, stakeholders could be making a 

misjudgement when a firm does not engage in CSR activities, ultimately reduce firms’ financial 

performance. Therefore, managers should maintain their CSR commitment to keep the firm’s 

positive impression on its stakeholders. Additionally, the finding of this study enhances 

managers’ knowledge to understand the monitoring power of various types of blockholders 

and their investment horizon, which may support managers to secure a long-term source of 

finance for the firm. 

From the investors’ perspective, this study informs investors of the key management policies, 

including potential investment opportunities, growth, and firms’ value maximisation or 

destroying activities. This is in the view of some investors who prefer to buy stock around CSR 

active firms as they seek long-term sustainable returns, while others seek benefit within a short 

period instead of investing in CSR. This study also highlights the role of controlling 

blockholders on CSR investment and firms’ financial performance.  

This thesis has important implications also for analysts and intermediaries as the finding of this 

study can help them to develop appropriate forecast and investment strategies. Findings may 

assist analysts and intermediaries to understand the level of CSR activities and financial 

performance while high percentages of blockholder ownership present in the listed firms. In 

addition to that the finding of this thesis could assist analysts and intermediaries to understand 

the potential growth and sustainable financial performance while blockholder ownership 

monitor the firm activities.   

Furthermore, this study shows the level of CSR engagement in the UK and Chinese contexts 

that the government could utilise around the world. In line with the finding of this study, 

governments around the world can also encourage private and public corporations to invest in 

environmental, social, and corporate governance to make a positive change. This 

encouragement will promote government objectives and meet stakeholders’ requirements, 

including shareholders, for firm sustainable growth and development. Therefore, governments 

can introduce legislations/policies to encourage firms to invest in CSR for sustainable financial 

performance.  

8.5 Limitations and recommendations for future research  

Like any other research project, this thesis is subject to potential limitations. This section 

outlines some of these limitations and recommends possible areas for future research. Firstly, 
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this study employed secondary data from specialised databases (Refinitiv’s Datastream, 

Refinitiv’s Eikon, firms’ annual reports). Although these databases are widely accepted in 

accounting and financial literature, however collecting primary data would strongly support 

the research findings. Therefore, future studies could utilise primary data along with secondary 

data. In addition, data related to the effect of ownership structure on the relationship between 

CSR and financial performance can be collected from a questionnaire survey and face-to-face 

interviews (CEOs, managers, investors, and other stakeholders regarding their decision 

processes in the firm). Hence, the findings of secondary data and primary data could be 

compared to enhance the validity and reliability of the results. 

Secondly, the study’s populations are from the UK and China. Future research could be focused 

on firms in other geographical contexts where ownership structure and CSR regulations are 

different. 

Thirdly, this study has investigated the moderating effect of total blockholders and their various 

types on the relationship between CSR and financial performance. However, non-equity 

stakeholders such as managers, employees, government, regulatory bodies, and the 

environment may also influence the relationship. The moderating effect of non-equity 

stakeholders remains unexplored in the current research. As a result, future research could be 

conducted to incorporate non-equity stakeholders to investigate the moderating effect on the 

relationship between CSR and firms’ financial performance.  

Fourth, this study measures CSR as a proxy of ESG scores which has a number of limitations. 

ESG scores measures are based on available information and reports, which means if a firm 

does not disclose their CSR activities, they scored 0 out of 100. This method indicates that 

firms that do not disclose CSR activities score the lowest. Therefore, future research could 

consider a more comprehensive ESG scoring system, beyond a specialised database (such as 

by using voluntary and mandatory CSR information), to obtain more accurate CSR data.  

Fifth, this thesis investigates the influence of blockholders on the relationship between overall 

CSR (ESG) proxy and firms’ financial performance. However, future research may use 

different proxies of CSR, such as each dimension of ESG proxies (environmental, social, and 

governance) separately in their analysis.  

Finally, since only a few statistical inferences and control variables were employed in this 

thesis to answer the research questions, future research may use more statistical inference and 

control variables, such as foreign blockholders, insider blockholders, and directors in the firm.  
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Appendix 1 

Table A: Definition of employed variables  

Variables Denoted  Definition 

Return on Assets  ROA 

Dependent variables: 

ROA ratio is calculated as income before extraordinary items 

divided by total assets (Source: Datastream 

WC01551/WC02999)  

Tobin Q TOBINQ 

Tobin's q ratio calculated as the market capitalisation of equity 

plus total debt divided by total assets (Source: Datastream 

(WC08001+WC03255)/WC02999)  

Return on Equity  ROE 

The ratio calculated by dividing a company's net income by total 

equity of common shares (Source: Datastream WC08301) 

Return on Invested 

Capital ROCE 

ROCE ratio calculated as net income minus bottom line divided 

by average of last year’s and current year’s (Source: DataStream 

WC08376)  

Earnings per Share EPS (Source: Datastream WC05210)  

ESG Score  CSR 

Independent and moderator variables: 

ESG Score is an overall company score based on the self-

reported information in the environmental, social and corporate 

governance pillars (Source: Datastream TRESGS) 

Total Blockholders TOTAL_OWN 

Aggregate percentage of all shareholders who owned 3% or 

more than 3% of the firm (Source: Refinitiv’s Eikon) 

Individual 

Blockholders IND_OWN 

Aggregate percentage of individual shareholders who owned 3% 

or more than 3% of the firm (Source: Refinitiv’s Eikon) 

Institutional 

Blockholders INS_OWN 

Aggregate percentage of institutional shareholders (financial and 

non-financial shareholders) who owned 3% or more than 3% of 

the firm (Source: Refinitiv’s Eikon) 

State Blockholders  STATE_OWN 

Aggregate percentage of government shareholders who owned 

3% or more than 3% of the firm (Source: Refinitiv’s Eikon) 

Total Blockholders 

Three Months After 

the Year-end TOTAL_OWNCAF 

Aggregate percentage of total shareholders for the sample 

observation three months after the fiscal year-end (Source: 

Refinitiv’s Eikon) 

Individual 

Blockholders Three 

Months After the 

Year-end IND_OWNCAF 

Aggregate percentage of individual shareholders for the sample 

observation three months after the fiscal year-end (Source: 

Refinitiv’s Eikon) 

Institutional 

Blockholders Three INS_OWNCAF 

Aggregate percentage of institutional shareholders for the 

sample observation three months after the fiscal year-end 

(Source: Refinitiv’s Eikon) 
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Months After the 

Year-end 

State Blockholders 

Three Months After 

the Year-end STATE_OWNCAF 

Aggregate percentage of government shareholders for the 

sample observation three months after the fiscal year-end 

(Source: Refinitiv’s Eikon) 

Non-state 

Blockholders NON-STATE_OWN 

Aggregate percentage of total blockholders minus state 

blockholders (Source: Refinitiv’s Eikon) 

UK Blockholders UK_OWN 

Aggregate percentage of all shareholders who owned 3% or 

more than 3% of the firm and shareholders country is in the UK 

(Source: Refinitiv’s Eikon) 

Top Blockholders  

TOP_1, TOP_3, 

TOP5, TOP_7 and 

TOP_10 

Top blockholders measured as first largest shareholders 

percentage, first three largest shareholders percentage, first five 

largest shareholders percentages and so on (Source: Refinitiv’s 

Eikon) 

Industry INDUSTRY 

Control variables: 

All firms grouped according to Industry Classification 

Benchmark (ICB) (Source: Datastream ICBIN) 

Firm Size LOG_SIZE 

Firm size measured as the natural logarithm of firm total assets 

(Source: DataStream WC02999)  

Leverage  LEVERAGE 

Leverage ratio calculated as total debt divided by book value of 

equity (Source: Datastream WC03255/WC03501) 

Market-to-book 

Ratio  MTBV 

This ratio defined as the market value of the ordinary equity 

divided by the balance sheet value of the ordinary equity 

(Source: DataStream WC08001/WC03501)  

Sales Growth  SALS_GROWTH 

Sales growth calculated as current year revenue minus last 

year’s revenue divided by last year’s revenue (Source: 

Datastream WC01001)  

Lagged of ROA L_ROA One year lagged of ROA  

Lagged of TOBINQ L_TOBINQ One year lagged of TOBINQ 

Country Dummy COUNTRY_DUMMY 0 for the Chinese firms, 1 for the UK firms  

Lagged of CSR 

score CSR_L2 

Instrumental variables: 

Two years lagged of score 

Firm Age LOG_AGE 

Firm incorporation date minus trading year - logarithm of the 

value (Source: Bloomberg) 
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Appendix 2 

Table B: Additional analysis – using alternative moderator variables 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

VARIABLES OLS 
ROA 

OLS 
TOBINQ 

OLS ROA OLS 
TOBINQ 

OLS ROA OLS 
TOBINQ 

OLS ROA OLS 
TOBINQ 

OLS 
ROA 

OLS TOBINQ 

CSR 0.027** 0.135* 0.032*** 0.190 0.029*** 0.150 0.034*** 0.211 0.029*** 0.136 

 (2.435) (1.858) (2.886) (1.241) (2.668) (1.006) (3.067) (1.396) (2.719) (0.906) 

TOTAL_OWNCAF -

0.027**
* 

-0.242***         

 (-3.374) (-4.617)         

CSR × 

TOTAL_OWNCAF 

-

0.125**

* 

-0.868***         

 (-2.801) (-2.928)         

IND_CAF   -0.002 0.0565       

   (-0.118) (0.262)       

CSR × IND_CAF   -0.146* -2.252***       

   (-1.893) (-2.931)       

INS_CAF     -0.034*** -0.377***     

     (-4.273) (-3.144)     

CSR × INS_CAF     -0.095** -0.390     

     (-2.158) (-0.667)     

STATE_CAF       -0.048 -0.515   

       (-0.970) (-1.081)   

CSR × STATE_CAF       0.484* 6.738***   

       (1.813) (2.589)   

UK_CAF         -

0.0211** 

-0.342*** 

         (-2.225) (-2.696) 

CSR × UK_CAF         -

0.141*** 

-1.422** 

         (-2.942) (-2.338) 

LOG_SIZE -

0.009**
* 

-0.137*** -0.007*** -0.123*** -0.009*** -0.138*** -0.007*** -0.124*** -

0.009*** 

-0.145*** 

 (-6.040) (-16.18) (-5.148) (-6.775) (-6.026) (-6.668) (-5.128) (-6.874) (-5.691) (-7.135) 

LEVERAGE -

0.020**
* 

-0.202*** -0.020*** -0.207*** -0.020*** -0.206*** -0.021*** -0.216*** -

0.020*** 

-0.198*** 

 (-11.50) (-16.93) (-11.83) (-7.018) (-12.11) (-7.038) (-12.52) (-7.389) (-11.29) (-6.672) 

MTBV 0.011**

* 

0.220*** 0.011*** 0.220*** 0.011*** 0.220*** 0.011*** 0.224*** 0.011*** 0.218*** 

 (13.86) (42.64) (14.09) (19.45) (14.10) (19.17) (14.58) (19.96) (13.95) (19.04) 

SALES_GROWTH 0.024**

* 

0.140*** 0.023*** 0.130*** 0.023*** 0.128*** 0.024*** 0.142*** 0.024*** 0.138*** 

 (4.201) (3.125) (4.124) (2.676) (4.146) (2.719) (4.168) (2.939) (4.218) (2.852) 

Constant 0.180**

* 

3.108*** 0.156*** 2.896*** 0.181*** 3.132*** 0.155*** 2.905*** 0.178*** 3.215*** 

 (7.469) (22.17) (6.598) (9.858) (7.471) (9.764) (6.617) (10.04) (6.981) (10.08) 

Observations 3,721 3,725 3,741 3,745 3,741 3,745 3,741 3,745 3,741 3,745 

R-squared 0.348 0.649 0.342 0.650 0.350 0.653 0.342 0.649 0.347 0.652 

INDUSTRY YES YES YES YES YES YES YES YES YES YES 

Year YES YES YES YES YES YES YES YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level. 

 

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; TOTAL_OWNCAF: 

proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by all shareholders three months after the fiscal year end; 

CSR×TOTAL_OWNCAF: interaction between CSR and TOTAL_OWNCAF; IND_CAF: proportion of aggregate blocks of at least 3% of 



  

175 
 

the firm’s outstanding shares held by individual/family shareholders three months after the fiscal year end; CSR×IND_CAF: interaction 

between CSR and IND_CAF; INS_CAF: proportion of aggregate blocks of at least 3% of the firm’s outstanding shares held by institutional 

shareholders three months after the fiscal year end; CSR×INS_CAF: interaction between CSR and INS_CAF; STATE_CAF: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by government three months after the fiscal year end; 

CSR×STATE_CAF: interaction between CSR and STATE_CAF; UK_CAF: proportion of aggregate blocks of at least 3% of the firm’s 

outstanding shares held by the UK shareholders three months after the fiscal year end; CSR×UK_CAF: interaction between CSR and 

UK_CAF; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in 

percentage. CSR, TOTAL_OWNCAF, IND_CAF, INS_CAF, STATE_CAF and UK_CAF variables are mean-centered. The maximum VIF 

is 2.89, which is <5, and thus multi-collinearity is not a major concern. 

 

Table C: Additional analysis – moderating effect of the UK blockholders 

 (1) (2) (3) 

VARIABLES OLS ROA OLS TOBINQ OLS ROCE (robustness check) 

    

CSR 0.028** 0.124 0.016 

 (2.577) (0.831) (0.860) 

UK_C -0.026*** -0.371*** -0.008 

 (-2.738) (-2.898) (-0.517) 

CSR×UK_C -0.136*** -1.453** -0.139* 

 (-2.912) (-2.463) (-1.819) 

LOG_SIZE -0.009*** -0.148*** -0.005** 

 (-5.879) (-7.152) (-2.203) 

LEVERAGE -0.020*** -0.196*** -0.038*** 

 (-11.25) (-6.679) (-13.81) 

MTBV 0.011*** 0.217*** 0.024*** 

 (13.93) (19.05) (17.06) 

SALES_GROWTH 0.024*** 0.136*** 0.030*** 

 (4.179) (2.823) (2.997) 

Constant 0.184*** 3.265*** 0.151*** 

 (7.143) (10.06) (4.162) 

Observations 3,741 3,745 3,745 

R-squared 0.349 0.653 0.373 

INDUSTRY YES YES YES 

Year YES YES YES 

***sig at 1% level, **sig at 5% level, *sig at 10% level - robust t-statistics clustered at firm-level. 

ROA: return on assets; TOBINQ: Tobin q; CSR: percentage of environmental, social and governance (ESG) scores; UK_C: proportion of 

aggregate blocks of at least 3% of the firm’s outstanding shares held by the UK shareholders; CSR×UK_C: interaction between CSR and 

UK_C; LOG_SIZE: log of firm total assets; LEVERAGE: leverage; MTBV: market-to-book value; SALES_GROWTH: sales growth in 

percentage. CSR and UK_C variables are mean-centered. The maximum VIF is 1.55, which is <5, and thus multi-collinearity is not a major 

concern. 
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Appendix 3 

 

 

 

Figure A and B show the relationship between CSR and financial performance when 

percentages of the UK blockholders is low and high based on the median. Both plots show a 

positive relationship between CSR and financial performance when the percentage of the UK 

blockholders is below the median. Conversely, the relationship between CSR and financial 

performance is negative when the percentage of the UK blockholders is above the median. 

These results indicate that higher domestic blockholders negatively influence the relationship 

between CSR and financial performance in the UK, whereas lower domestic blockholders have 

the opposite effect.  

 

Table D: Descriptive statistics for the UK – centered data 

The table presents the mean, min, max, SD skewness kurtosis (n=3801) 

Des. 

Stat.   

 

ROA 

 

TOBINQ 

 CSR  

TOTAL 

_OWN 

 

IND_C 

 

INS_C 

 

STATE_C 

 

LOG_SIZE 

 

LEVERAGE 

 

MTBV 

 SALES 

_GROWTH 

  Mean 0.062 1.336 0.000 0.000 0.000 0.000 0.000 14.782 0.848 3.000 0.089 

  min -
0.041 

0.272 -
0.474 

-0.403 -0.049 -0.373 -0.011 12.613 0.000 0.578 -0.249 

  max 0.197 3.424 0.370 0.541 0.747 0.594 0.714 18.566 3.872 9.762 0.556 

  Std. 

Dev. 

0.059 0.823 0.153 0.191 0.127 0.185 0.046 1.566 1.020 2.437 0.184 

  
skewness 

0.518 1.110 -
0.025 

0.186 3.155 0.348 3.606 0.824 1.739 1.448 0.714 

  kurtosis 2.901 3.532 2.414 2.470 6.901 2.767 8.582 3.038 5.264 4.367 3.762 
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Figure A: Moderation of the UK blockholders in the 

relationship between CSR and ROA in the UK 

 

Figure B: Moderation of the UK blockholders in the relationship 

between CSR and TOBINQ in the UK 
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Table E: Pearson correlation matrix for the UK – centered data 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

(1) ROA 1.000           

(2) TOBINQ 0.620*
** 

1.000          

 (0.000)           

(3) CSR -
0.092*

** 

-
0.141*

** 

1.000         

 (0.000) (0.000)          
(4) TOTAL_OWN -0.011 0.056*

* 

-

0.387*

** 

1.000        

 (0.514) (0.001) (0.000)         

(5) IND_C 0.097*

** 

0.150*

** 

-

0.194*

** 

0.396*

** 

1.000       

 (0.000) (0.000) (0.000) (0.000)        

(6) INS_C -
0.047*

* 

-0.005 -
0.300*

** 

0.749*
** 

-
0.267*

** 

1.000      

 (0.004) (0.739) (0.000) (0.000) (0.000)       
(7) STATE_C -

0.123*

** 

-

0.160*

** 

0.136*

** 

0.042*

* 

-

0.050*

* 

-

0.171*

** 

1.000     

 (0.000) (0.000) (0.000) (0.009) (0.002) (0.000)      

(8) LOG_SIZE -

0.318*
** 

-

0.429*
** 

0.591*

** 

-

0.403*
** 

-

0.156*
** 

-

0.366*
** 

0.229*

** 

1.000    

 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)     

(9) LEVERAGE -
0.243*

** 

-
0.145*

** 

0.166*
** 

-
0.049*

* 

-
0.027* 

-
0.070*

** 

0.156*
** 

0.290*
** 

1.000   

 (0.000) (0.000) (0.000) (0.003) (0.091) (0.000) (0.000) (0.000)    

(10) MTBV 0.397*

** 

0.668*

** 

-0.014 0.016 0.092*

** 

-0.014 -

0.131*

** 

-

0.204*

** 

0.297*

** 

1.000  

 (0.000) (0.000) (0.404) (0.329) (0.000) (0.383) (0.000) (0.000) (0.000)   

(11) SALES_GROWTH 0.135*

** 

0.111*

** 

-

0.095*
** 

0.031* 0.085*

** 

-0.006 -

0.083*
** 

-

0.073*
** 

-

0.062*
** 

0.069*

** 

1.000 

 (0.000) (0.000) (0.000) (0.061) (0.000) (0.702) (0.000) (0.000) (0.000) (0.000)  

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

 

 

Table F: Descriptive statistics for the Chinese data – centered data 

The table presents the mean, min, max, SD skewness kurtosis (n=536) 

Des. Stat.    ROA  CSR  

TOTAL_OWN 

 

STATE_C 

NON-

STATE_C 

 LOG 

SIZE 

 

LEVERAGE 

 MTBV  

SALES_GROWTH 

  Mean 0.034 0.001 0.008 0.008 0.000 19.010 1.391 1.919 0.132 

  min 0.000 -0.236 -0.636 -0.666 -0.015 0.000 0.090 0.727 -0.210 

  max 0.110 0.268 0.423 0.432 0.512 23.192 4.592 5.685 0.624 

  Std. 
Dev. 

0.031 0.144 0.192 0.202 0.045 2.640 1.245 1.059 0.210 

  

skewness 

1.135 0.234 -0.495 -0.527 3.244 -3.867 1.156 1.502 0.636 

  kurtosis 3.187 2.055 3.115 2.935 6.241 5.802 3.492 5.269 2.963 
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Table G: Pearson correlation matrix for China – centered data 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) 

(1) ROA 1.000         
          

(2) CSR -0.203*** 1.000        

 (0.000)         
(3) TOTAL_OWN -0.004 0.107** 1.000       

 (0.923) (0.013)        
(4) STATE_C 0.000 0.121** 0.975**

* 

1.000      

 (0.997) (0.005) (0.000)       
(5) NON-STATE_C -0.013 -

0.095** 

-

0.109** 

-

0.328**

* 

1.000     

 (0.767) (0.027) (0.011) (0.000)      

(6) LOG_SIZE -0.166*** 0.268**

* 

-0.009 -0.014 0.019 1.000    

 (0.000) (0.000) (0.830) (0.749) (0.665)     

(7) LEVERAGE -0.505*** 0.106** -0.052 -0.043 -0.032 0.340**

* 

1.000   

 (0.000) (0.014) (0.227) (0.317) (0.465) (0.000)    

(8) MTBV 0.459*** -

0.266**
* 

-0.068 -

0.087** 

0.105** -

0.213**
* 

-

0.221**
* 

1.000  

 (0.000) (0.000) (0.116) (0.044) (0.015) (0.000) (0.000)   

(9) SALES_GROWTH 0.310*** -
0.112** 

-0.036 -0.034 0.003 0.037 -0.036 0.208**
* 

1.000 

 (0.000) (0.009) (0.405) (0.430) (0.940) (0.393) (0.399) (0.000)  

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

 

Table H: Descriptive statistics for total assets (SIZE) before and after log transformation  

UK Data 

  Row Data  Log Tranf 

Des. Stat. SIZE LOG_SIZE 

Mean     3.170E+07 1.478E+01 

Std. Dev. 1.580E+08 1.566E+00 

Min 5.095E+04 1.261E+01 

Max 2.390E+09 1.857E+01 

Chinese Data 

  Row Data  Log Tranf. 

Des. Stat.  SIZE LOG_SIZE 

Mean 1.530E+09 1.901E+01 

Std. Dev. 4.120E+09 2.640E+00 

Min 0.000E+00 0.000E+00 

Max 2.600E+10 2.319E+01 
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Table I: Variance inflation factors (VIF) 

UK Data  

  Before centred   After centred 

Variables  VIF 1/VIF   VIF 1/VIF 

CSR 6.800 0.147   1.650 0.607 

TOTAL_OWN 14.810 0.068   1.270 0.790 

TOTAL_OWN*CSR 13.520 0.074   1.090 0.914 

LOG_SIZE 2.120 0.473   2.120 0.473 

LEVERAGE 1.330 0.752   1.330 0.752 

MTBV 1.290 0.773   1.290 0.773 

SALES_GROWTH 1.020 0.981   1.020 0.981 

IND_OWN 15.900 0.063   1.390 0.744 

IND_OWN*CSR 15.430 0.065   1.340 0.744 

INS_OWN 14.350 0.070   1.200 0.832 

INS_OWN*CSR 14.300 0.070   1.110 0.905 

STATE_OWN 56.360 0.018   3.680 0.272 

STATE_OWN*CSR 56.790 0.018   3.550 0.282 

Chinese Data  

  Before centred   After centred 

Variables VIF 1/VIF   VIF 1/VIF 

CSR 10.940 0.091   1.160 0.865 

TOTAL_OWN*CSR 6.350 0.158   1.070 0.937 

TOTAL_OWN  18.910 0.053   1.060 0.942 

LOG_SIZE 1.230 0.813   1.230 0.813 

LEVERAGE 1.180 0.845   1.180 0.845 

MTBV 1.180 0.845   1.180 0.845 

SALES_GROWTH 1.060 0.941   1.060 0.941 

STATE_OWN 6.360 0.157   1.060 0.940 

STATE_OWN*CSR 17.570 0.057   1.060 943843.000 

NON-STATE_OWN 15.450 0.057   1.800 0.882 

NON-STATE_OWN*CSR 15.500 0.058   1.040 0.916 

 

Appendix 4 

Box plots for the UK data before winsorizing outliers 
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Box plots for the UK data after winsorizing outliers at the 5% level 
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Box plots for the Chinese data before winsorizing outliers 
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Box plots for the Chinese data after winsorizing outliers at the 5% level 
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