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Abstract 
 
The relationship between the social performance (CSP) and the financial 
performance of business corporations has been a topic of interest and controversy 
and serious empirical research on the association between financial and social 
performance indicators has been going on for several decades. 
In this paper we supplement existent research by studying the link between CSP and 
ownership structure in Europe. 
Neither theory nor empirical studies seem to agree to what effect is more likely to 
emerge or under what conditions large shareholders are beneficial or not to the firm’s 
other stakeholders. 
To our knowledge there are very few empirical studies on CSR that take into account  
the firm’s ownership structure  and there is no empirical evidence for Europe. 
Ownership structure can affect positively corporate financial performance. One can 
argue that  large shareholders tend to keep a stake in the firm on a long-term basis; 
therefore, given funds availability, managers can more easily adopt strategies that 
yield on CSR as a possible source of competitive advantage. Moreover, due to their 
greater visibility to general public, major shareholders have the incentive to promote 
corporate socially responsible activities especially  those that have a strong social 
impact on the community. 
The presence of a higher ownership concentration can lead to a higher level of CSP, 
as a result of mitigation of agency costs. When financial performance is strong, the 
presence of major shareholders may prevent management from attempting the 
opportunity to “cash in” by reducing social expenditures in order to take advantage of 
the opportunity to increase their own short-term private gains.  
Ownership structure can also have an expected negative relationship with CSP: if the 
large shareholder has only a temporary stake in the firm, he may prevent 
management from allocating funds on long- term horizon investments, such as those 
in CSR. The same result would be possible in presence of low level of financial 
performance: in this case, large shareholders may exercise their control over 
management decisions, in order to maximize shareholders’ wealth.  
We use a sample of European firms during the period 2001-2003, to test our 
hypothesis.  
The observations are displayed divided on the three main different European CG 
systems –Anglo-Saxon, Germanic and Latin- to which each company belongs. 
 
Key words: corporate social responsibility, corporate governance, corporate social 
performance, ownership structure 
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Introduction 
 
The relationship between corporate social performance (CSP) and corporate  
financial performance (CFP)  has been a topic of interest and controversy for more 
than half a century. The aim of this paper is to extend the existing research on the 
relationship between Corporate Social Performance and Corporate Financial 
Performance (CFP) by examining the effect of ownership structure on Corporate 
Social Responsibility (CSR) as measured by  Corporate Social Performance (CSP).  
 
In this section we begin by defining terminology. Then we move to undertake a 
review of the existing literature, followed by a section on the methodology used to 
test our hypothesis – does ownership structure have an effect on CSR? We use data 
from different sources, separate it into three major stakeholder models Anglo-Saxon, 
Germanic and Latin to test our hypothesis. The final section presents our results and 
concludes on possibilities of further research. 
 
CSR is a varied and complex phenomenon; it is difficult to give a single, universally 
applicable and accepted definition, especially given the great diversity of enterprises, 
stakeholders, environments and social objectives. Within the EU there are three fairly 
similar interpretations of CSR.  
 
The European Commission (2001) defines CSR as “a concept whereby companies 
integrate social and environmental concerns in their business operations and in their 
interaction with stakeholders on a voluntary basis”. On the other hand the 
Commission of the European Community has issued a Green Paper on a European 
framework for CSR.i The Green Paper defines CSR as follows: “CSR is essentially a 
concept whereby companies decide voluntarily to contribute to a better society and a 
cleaner environment.” Thus “ though the prime responsibility of a company is 
generating profits, companies can at the same time contribute to social and 
environmental objectives through integrating CSR as a strategic investment into their 
core business strategy, their management instrument and their operations.” Being 
socially responsible, according to the Commission, means, “not only fulfilling legal 
expectations, but also going beyond compliance and investing “more” into human 
capital, the environment and the relations with stakeholders.” 
 
The Green Paper provides different interpretations of the term stakeholder. The first 
one is motivation related: people are more likely to take an interest in a process when 
they believe that they have a stake in its outcome. The second emphasises that the 
word is complex and many people may be affected by a decision. Moreover, the CSR 
model endorsed by the Commission, the OECD Guidelines, and many similar soft-
law instruments assume that corporations should be managed to pursue the interest 
of all “stakeholders. 
 
At a company-level, Corporate Governance (CG) refers to the relationship between 
corporate owners (shareholders) and managers, and is central to the notion of 
‘‘agency’’ (Jensen, 2001). Under situations of ‘‘good’’ corporate governance, 
managers are held accountable for the performance of a company by a board of 
directors, whose job is to represent the interests of shareholders. Under ‘‘bad’’ or 
‘‘poor’’ corporate governance, there is a breakdown in the system. Managers may 
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take actions that are not in the best interests of the shareholders, the board of 
directors does not adequately monitor management’s activities, shareholders do not 
pay close enough attention to the company’s performance, or some combination of 
the three. 
 
 
Literature Search 
 
A fairly comprehensive literature search has revealed a lack of cohesive thinking 
among the related concepts of corporate ownership, CSR and governance. 
 
Some proponents of CSR consider it to be “not about motivation or relationship, but 
about entitlements.”ii A corporation must be accountable to all stakeholders and its 
objective is to balance their competing interests. Under this model the corporation 
does not have a substantive objective. Indeed, as Steinberg has pointed out, 
“substantive objectives are systematically undetermined by essential features of the 
stakeholder doctrine.”iii At best, guided by some undefined notion of balanced 
stakeholder benefits (or even public interest), a corporation’s objective would be set 
on a case by case basis in function of how the stakeholders’ interests are traded off 
in a particular case. As a related matter, the idealistic stakeholder model raises a 
question as to who decides how the corporation’s purposes are to be accomplished.  
 
Bergkamp, Hunton & Williams (2002) state that there is a “system error” inside the 
CSR model: “It fundamentally misconceives the legal system and market economy, 
and confuses the respective roles of government and of private actors.”iv Thus, 
corporation would have only one SR: to maximise profits towards their shareholders. 
If corporations have responsibilities versus stakeholders or society in general, the 
managers would became civil servants rather than follow the interests of the 
shareholders. According to the Authors “the stakeholders model would undermine 
private property because it denies corporations (and, indirectly, its shareholders) the 
right to determine how their property will be used, and requires that corporation use 
their assets for the benefit of all stakeholders.” In this way, owners’ property would be 
used for public good without compensation. 
 
Husted (2003) develops a framework to compare the alternative modes of CSR 
governance and identifies the key drivers that affect governance choice, including 
associated costs. He supposes that the problem for senior management is to 
determine which CSR governance structure or mode is most effective, describes and 
compares the different modes of CSR governance. Using the concepts of centrality 
and specificity developed by Burke and Logsdon, a framework is then built to guide 
managers in the decision regarding the best way to undertake CSR activities. Husted 
identifies three types of most common modes of CSR governance: (1) corporate 
charitable contributions, (2) in-house projects and (3) collaborative model.v  
 
Charitable contributions involve the transfer of financial and/or other resources from 
the firm to non-profit organizations that undertake charitable, social, educational, 
community, or scientific work. In-house projects involve extensive corporate 
participation in the planning, execution, and evaluation of social projects. Generally, 
the company allocates financial and other resources to the project, which is 
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implemented through an organizational unit within the firm. Collaborative projects 
involve a partnership between the firm and a non-profit organization, in which the firm 
transfers resources to the non-profit partner in order to carry out CSR activities 
jointly. As with in-house projects, the benefits of collaborations are multifold, but 
accrue to both the company and the non-profit partner, while costs are shared. When 
choosing a CSR governance structure, senior managers need to take into 
consideration costs, especially those associated with the basic tasks of governance. 
 
For supporters of the ‘‘stakeholder theory’’ of the firm, shareholders are but one of a 
number of important stakeholder groups. Like customers, suppliers, employees, and 
local communities, shareholders have a stake in, and are affected by, the firm’s 
success or failure. The firm and its managers have special obligations to ensure that 
the shareholders receive a ‘‘fair’’ return on their investment; but the firm also has 
special obligations to other stakeholders, which go above and beyond those required 
by law. In cases where these interests conflict, the demands and interests of some 
stakeholders, including shareholders, must be moderated or sacrificed in order to 
fulfil basic obligations to other stakeholders. Heath and Norman (2004) states  that 
because of the extraordinary status and control, stakeholder theorists have tended to 
devote relatively little attention to defending shareholder rights. The assumption has 
been that shareholders already have the power to ensure that their interests are 
taken into account by the firm and its managers. Stakeholder theorists who have 
considered the basis for shareholders’ rights have usually tried to demonstrate why 
these rights should be limited or circumscribed by the rights or interests of other 
stakeholder groups. The recent spate of corporate scandals in the United States and 
elsewhere has dramatized, once again, the severity of the agency problems that may 
arise between managers and shareholders.  
 
There are a few different corporate governance (CG) models. North American CG 
models focus on shareholder as the primary stakeholder. Firm is examined under the 
conditions in which stakeholders have expectations and their interests are 
considered in managerial decision – making.  
 
Bergkamp, Hunton & Williams (2002) agree with Sternberg who observes that the 
stakeholder model is incompatible with CG. They state that CG is based on 
managerial authority and accountability. Director are responsible to the shareholders, 
other managers are accountable to the board of directors for succeeding in reaching 
firm’s objectives and maximizing long term shareholder value. The result is a loss of 
accountability since accountability is directed towards multiple subjects. Measuring 
performance against the objective of balanced stakeholders benefits is full of 
unpleasant difficulties.  
 
As Hansmann and Kraakman (2000) have shown, not the shareholder model, but the 
shareholder-oriented model of the corporation has gained wide-spread support and 
displaced the alternative models in most of the world. The success of the 
shareholder-oriented model is attributable to factors such as the diffusion of equity 
ownership, the emergence of active shareholders representatives and interest 
groups, and the competitive success of British and American corporations. This 
standard model of the corporation, for the most part, enhances efficiency. The 
stakeholder approach of recent environmental policymaking thus is inconsistent with 
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the shareholder model of corporate law. That does not mean that convergence of CG 
is inevitable and quick.  
 
The role of large owners in the economy is one of the most important topics in 
corporate governance. Theoretically, large owners (blockholders) may play a 
valuable role by reducing the familiar (type 1) agency problems between shareholder 
and managers, but recent research has emphasized that large blockholdings give 
rise to a second (type 2) agency problem between blockholders and minority 
investors (Shleifer and Vishny, 1997, Becht, Bolton and Röell, 2002). Empirically, 
several papers have analysed the impact of ownership structure on firm performance 
(Short, 1994, Demsetz and Lehn, 1985; Becht, Bolton and Röell, 2002), but a causal 
link has not been established (Holderness, 2003), partly because most studies have 
had to rely on cross-sectional data and partly because it is difficult to find good 
instruments to isolate the effects of ownership structure from that of many other 
variables, which affect firm performance.  
 
In fact if ownership is endogenously determined by performance-maximizing agents 
there may be no equilibrium effect of ownership structure. Historically, an enormous 
number of papers have examined the effect of ownership structure on economic 
performance measures using single equation regression models (Short 1994). But 
recently a second generation of studies applying simultaneous equation models have 
picked up on a point raised by Harold Demsetz (1983) that ownership is an 
endogenous variable, and that this needs to be taken into account when estimating 
its effect on performance. Simultaneous equation studies by Loderer and Martin 
(1997), Cho (1998), Himmelberg, Hubbard and Palia (1999), Demsetz and Villalonga 
(2001) have tended to reinforce this view. For all we know, the role of large owners 
will moreover be likely to vary over time periods and countries as a function of the 
legal system and other kinds of regulation (Shleifer and Vishny, 1997, La Porta et al. 
1998, 1999, 2000).  
 
La Porta et al. (1998) suggested to break down the sample by country in order to 
examine the impact of country-specific institutional differences like the legal systems 
differences. But the results do not appear particularly encouraging. For example, the 
dividends blockholder ownership interaction effect becomes insignificant in many 
countries, partly perhaps because of a smaller number of observations. It comes out 
significant in countries as different as Austria, France and Norway which score quite 
differently on the investor protection measure suggested by La Porta et al. Moreover, 
country variations in dividend payout ratios appear not to be correlated with investor 
protection or legal system – for example the average pay out ratio in Europe is not 
statistically different from that in the US/UK.  
 
Gugler and Yurtoglu (2003) present interesting results which indicate that large 
external shareholders may act as watchdogs on incumbent controlling shareholders. 
Nevertheless previous research has found a high correlation between ownership 
share of the largest owner and the closely held shares measure (Thomsen and 
Pedersen, 2000).  
 
Thomsen contributes to the literature by examining how dividend policy and capital 
structure moderates the relationship between ownership and firm value. He uses 
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dividend policy as a way to test for type 2 agency conflicts between blockholders and 
minority investors. The main research question addressed in his paper is how 
dividend policy and capital structure moderate the relationship between ownership 
and firm performance in different institutional settings. He found a negative effect of 
the level of blockholder ownership on firm value. This effect was at least partly 
attributable to interaction effects with dividend policy in that firm value was less 
negatively affected in European companies with high pay out ratios, low investment 
rates and a smaller equity base. The results indicate that blockholder ownership is 
excessive from a minority shareholder viewpoint and that private benefits may be a 
motive for retaining earning rather than paying them out as dividends.  
 
Cho (1998) examines investment as an intermediate variable between director 
ownership and performance measured by Q-values. On a sample of 326 Fortune 500 
firms in 1991 he finds that Q-values have a positive impact on director ownership and 
that director ownership has a significant non-monotonous effect on investment, which 
again has a positive impact on Q-values. When taking this into account in a 3-
equation model simultaneously determining director ownership, Q-values and 
investment, the non-monotonous effect of ownership structure on Q-values becomes 
insignificant. 
 
Himmelberg, Hubbard and Palia (1999) use a panel of 300 Compustat firms over the 
period 1982-1992 to control for fixed firm effects as an indicator of unobserved firm 
heterogeneity which influences both ownership structure and Q-values. They find a 
significant impact of director ownership on Q-values even after controlling for some 
observable determinants of ownership structure, but the impact becomes insignificant 
when the fixed firm effects are taken into account. 
 
In summary, empirical research has tended to find a positive direct effect on 
performance of insider ownership or similar measures such a director ownership, 
ownership concentration or owner control dummies. But the effect has tended to 
become insignificant when attempts were made to control for the determinants of 
ownership structure. 
 
A number of efforts have been undertaken to integrate principles of stakeholder and 
agency perspectives on management (Hill and Jones, 1992) and to operationalize 
stakeholder concepts so that they might have instrumental value (Donaldson and 
Preston, 1995; Jones, 1995). Building on these efforts, Guay, Jonathan and Doh 
(2004) suggest that stakeholder advocacy and shareholder activism can accomplish 
NGO goals, and the simultaneous pursuit of these strategies can be particularly 
effective.  
 
For Heath and Norman (2004) “principal–agent theory” deals with situations in which 
one person, the principal, wants to induce another, the agent, to perform some task 
that it is in the principal’s interest, but not necessarily the agent’s. Almost any real-
world principal-agent relationship will involve some combination of internal and 
external control. In general, the employees, managers and shareholders of a firm all 
have a common interest in ensuring the success of the enterprise. Individuals can 
often derive personal advantage from actions that are contrary to the common 
interest; in other words, they can ‘‘free ride.’’ In effect, a productive, successful firm is 
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a ‘‘public good’’ for its members. The separation of ownership and control in the 
modern corporation also generates the potential for significant free-rider problems 
between managers and shareholders. This potential divergence of interests is what 
makes it fruitful to conceive of the relationship between managers and shareholders 
as a principal–agent relationship. 
 
The primary function of CG structures is to mitigate or resolve these collective action 
problems. The principal–agent framework becomes interesting when there is some 
information asymmetry between the principal and the agent. The second major 
control mechanism is the discipline imposed by  the stock market through the threat 
of hostile takeover. Managerial waste and inefficiency tend to depress stock value, 
which makes the firm a more attractive target for a buyout. Such a change usually 
results in a consolidation of ownership, which gives the new shareholders both the 
power and the incentive to dislodge the old management, and then profit from the 
subsequent increase in the value of the firm.  
 
The conclusion is that there is a need for a fundamental reconsideration within CSR 
and SHT (shareholder theory) circles of the demotion of shareholders to the status of 
‘‘just another stakeholder group’’ – at least when it comes to thinking about CG 
structures and corporate law reform.  
 
Apart from McGuire et al. (1988) – who find a link between both future financial 
performance and CSR on one side and past financial performance and CSR on the 
other side – none of the earlier studies explicitly tests the direction of causality 
between the two variables. Hence, more recent studies suggest that it is in the 
interest of a major shareholder to ensure that his firm has the link between financial 
performance and corporate responsibilities. The main reason why a major 
shareholder should be concerned with his firm’s level of SR is that a weak level of SR 
may negatively affect the firm’s value.  
 
Waddock and Graves (1997) acknowledge the issue about the direction of causality: 
better financial performance may be caused by a higher level of CSR and vice-versa. 
They argue that the relationship between financial performance and social 
performance will be negative, if SR imposes a cost on the firm. The cost of being 
socially responsible (for example by investing in pollution control) will make the firm 
less competitive, if its competitors decide not to incur this kind of cost. Alternatively, 
the link will be positive, if the benefits from being socially responsible exceed the 
costs. Waddock and Graves advance two different arguments about the direction of 
the causality between financial performance and CSR. The argument which 
advocates that financial profitability causes corporate responsibility is based on 
Jensen’s (1986) free-cash flow hypothesis. Firms with excessive free cashflows may 
divert some of these cash flows to social causes. The argument which states that 
CSR influences financial performance is based on the rationale that a high level of 
CSR is embedded in good corporate management. A high degree of CSR will ensure 
good relationships with all the firm’s stakeholders and thereby improve the firm’s 
financial performance. Waddock and Graves conclude that there is no evidence that 
CSR always affects financial performance in a negative way, but that there may be 
cases where too many funds are diverted to activities of CSR. 
 

CRRC 2008: Call for Papers open!
         7-9 September 2008
     Queen's University Belfast
  http://www.crrconference.org



 8

The study by Hillman and Keim (2001) is based on a model that splits CSR into two 
components, each of which is expected to have a different effect on financial 
performance. First, good stakeholder management is expected to have a positive 
impact on firm value. Second, participation at broader social issues is hypothesized 
to have a negative effect on corporate performance. Hillman and Keim find strong 
evidence for this. Hillman and Keim’s model explicitly allows for the possibility of 
having a negative or positive relationship between firm value and social 
responsibility. The model includes both the good management hypothesis and the 
free cash flow hypothesis. They use the annual change in the market value added 
(MVA) as well as ROE, ROA and the market-to-book-value ratio as performance 
measures. They find that when current financial performance is measured by MVA, 
financial performance depends positively on stakeholder management, and 
negatively on social issue participation. When either the current measure of 
stakeholder management or social issue participation is regressed on the previous 
year change in MVA, then the regression is not significant. This suggests that 
financial performance depends on SR and not the other way round. Surprisingly, 
Hillman and Keim do not find that financial performance depends on either of the two 
components of SR if the alternative measures of financial performance are used. 
Concerning the two components of social responsibility, they find corroboration of 
their two hypotheses: stakeholder management has a positive effect on financial 
profitability whereas social issue participation has a negative effect. 
 
There are also a number of studies that concentrate on just one area of social 
responsibility such as environmental friendliness and charitable contributions. 
Klassen and McLaughlin (1996) develop a theoretical model on the link between 
financial profitability and environmental responsibility. Stock markets react negatively 
to the announcement of environmental accidents. Depending on the magnitude of the 
pollution expenditures by the industry, the overall effect on the stock return then 
becomes negative for firms in relatively dirty industries, but remains positive for firms 
in relatively clean industries. Klassen and McLaughlin interpret this result by saying 
that ‘… first-time awards to firms operating in a dirty industry are treated with 
skepticism by the financial markets…’. An alternative interpretation of this result, 
which the authors of the paper fail to suggest, is that in certain industries the costs 
from good environmental management significantly exceed the benefits and 
therefore change the relationship from a positive one to a negative one. 
 
Use of different Corporate Governance Systems 
 
A system of CG is defined as a more-or-less country-specific framework of legal, 
institutional and cultural factors shaping the patterns of influence that stakeholders 
exert on managerial decision-making.  At present there are four main corporate 
governance systems or groups among the industrialized countries. They are: (1) 
Anglo-Saxon countries (the USA, the UK, Canada and Australia), (2) Germanic 
countries (Germany, the Netherlands, Switzerland, Sweden, Austria, Denmark, 
Norway and Finland), (3) Latin countries (France, Italy, Spain and Belgium) and (4) 
Japan (which is considered an isolate). This division into four groups is used to 
classify governance systems.  
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Systems of CG can be divided roughly into “market-oriented” systems (Anglo-Saxon 
countries, e.g. the USA and the UK) and “network-oriented” systems. In turn, 
network-oriented systems come in distinguishable forms in the Germanic countries 
(e.g. Germany and the Netherlands), in Latin countries (e.g. France and Italy), and in 
Japan. The characteristic of the market-oriented systems is an active external market 
for corporate control, which serves as a mechanism for shareholders to influence 
managerial decision-making in an indirect manner. By contrast, in the network-
oriented systems oligarchic groups with different identities substantially sway 
managerial decision-making by more direct modes of influence. Especially the limited 
voting rights of independent shareholders, cross-shareholdings and interlocking 
directorships indicate the network orientation.  
 
In the Anglo-Saxon countries one specific stakeholder can be identified which can 
exert a substantial influence on managerial decision-making: the influence of shareh-
olders is strongly institutionalised  in these countries. The firm is conceived as a 
combination of managerial directors operating for the benefit of shareholders, or as 
an instrument for the creation of shareholder wealth. In connection, the law strongly 
protects shareholders. Stock markets play a more important role in Anglo-Saxon 
countries than they do in the other groups of countries. Anglo-Saxon stock markets 
are utilized more intensively by domestic companies for raising capital in comparison 
to Germanic and Latin ones.  
 
Systems of CG in the industrialized nations also differ markedly with respect to their 
ownership structures. The structure of ownership has two mutually related 
dimensions: the concentration of ownership and the identity of shareholders. In 
general, in the Anglo-Saxon countries firms are relatively widely held (low ownership 
concentration). Ownership concentration is significantly higher in Germany, and 
especially in the Latin countries. Especially in the USA individuals own a large portion 
of the shares of quoted companies. The degree of individual ownership is much 
lower in the UK, while the vast majority of the other shares are held by financial 
institutions. The ownership structure in the Anglo-Saxon countries partly explains the 
existence of an active market for corporate control. Finally, the Anglo-Saxon system 
of CG is characterized by relatively short-term economic relationships.  
 
Regarding the Germanic countries, the corporation is considered as an autonomous 
economic entity constituting a coalition of various participants, such as shareholders, 
corporate management, employees, suppliers of goods and services, suppliers of 
debt and customers, striving for the continuity of the firm as a whole. The “one share, 
one vote” principle pursued in the Anglo-Saxon countries does not prevail in the 
Germanic countries. Dutch, Swiss and the firms from the other Germanic countries 
also have and utilize the ability to limit the power of the shareholders by several 
protective measures.  
 
Stock markets play a less important role in the economy of Germanic countries than 
they do in Anglo-Saxon countries, and an active external market for corporate control 
is almost non-existent. Generally, in the Germanic countries influence on managerial 
decision-making is not exerted via the “invisible hand” of stock markets, but via the 
visible hand of dialogue between the management board and the supervisory board 
around the negotiation table. The ownership structure in Germanic countries partly 
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explains the absence of an active market for corporate control. The more 
concentrated companies are held, the more mechanisms shareholders can use 
effectively to influence managerial decision-making in a direct manner, and the less 
acute is the “option of last resort” to correct managerial decision-making by (the 
threat of) a hostile takeover. This applies in particular to Germany, where companies 
are very densely held. The other dimension of ownership structure, shareholder 
identity, also helps explain the absence of a market for corporate control. Over the 
course of time, German banks have played a pivotal role in the establishment of the 
current ownership structure. Shareholders in the Latin countries are probably more 
influential than in the Germanic countries since shareholder sovereignty is viewed as 
an important concept, but their influence is not as decisive as in the Anglo-Saxon 
countries. The “one share, one vote” principle does not apply in general.  
 
Regarding the influence of shareholders more specifically, the Latin countries are 
characterized by financial holdings and cross-shareholdings, government control and 
family control. One common form is where corporations and their subsidiaries hold 
each other's voting rights reciprocally. Another form is where companies place their 
shares within a limited group of “friendly” companies. Family control is even more 
important in Italy. Stock markets play a much less important role in the economy of 
Latin countries than they do in the Anglo-Saxon countries. The ownership structure in 
the Latin countries partly explains the minor role the market for corporate control 
plays. Ownership concentration is relatively high in France, Italy and Spain. In Italy, 
family or industrial groups hold controlling interests in many listed corporations. With 
respect to sustain long-term economic relationships, there is scant documentation on 
the Latin countries. In view of the reciprocal shareholdings, family ownership and 
government control it seems likely that long-term relationships are encouraged rather 
than disfavored by the institutional environment.  
 
In a series of influential papers La Porta, Silanes, Shleifer and Vishny (henceforth La 
Porta et al.) have argued that national legal systems differ with regard to investor 
protection, and that this has implications for insider ownership and market valuation.  
Others have emphasized the importance of a wider set of institutional differences – 
including  the structure of the financial system, financial regulation and 
complementary institutions (Roe 1991, 1994, Whitley 1994, Pedersen and Thomsen 
1997, 1999) which in effect make each nation a unique case. National differences 
have a strong influence on both ownership structure and market valuation, and it 
cannot be taken for granted that they do not influence the functional relationship 
between them. Roe (1994) and Pedersen and Thomsen (1997) find strong nation 
effects on corporate ownership structure. Thomsen and Pedersen (2000) also find 
strong nation effects on the market valuation of European companies. La Porta et al. 
(1998, 1999) argue that relatively weak systemic investor protection in civil law 
systems leads to higher levels of insider ownership (control by large owners) 
compared to common law systems, because control by large owners functions as an 
alternative control mechanism to legal protection. Furthermore, systemic investor 
protection has a positive impact on market valuation because investor protection 
increases insider owners´ costs of diverting resources to their private benefit. 
Specifically, they argue that investors are better protected in common law regimes 
and that share valuation therefore tends to be higher in common law compared to 
civil law systems. 
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Because of different national characteristics, it cannot be taken for granted that the 
relationship between ownership structure and economic performance is the same in 
the US and in continental Europe. Likewise it could very well have different 
implications for company behaviour if the largest owner is a family, a bank or another 
corporation. This point has been stressed by Gedajlovich (1993) and Thomsen and 
Pedersen (1998, 2000). While the literature (quoted above) may reflect a US 
institutional setting in which large companies are normally controlled by institutional 
investors or other portfolio investors with similar behavioural characteristics, 
European companies have much higher levels of insider ownership which means that 
the identity of the largest owner matters correspondingly more. 
 
Methodology and Results 
 
Hypothesis 
 
In forming our hypothesis there are three main issues to address: (1) the relation 
between CSP and value creation of a firm, (2) the direction of causality (Waddock 
and Graves, 1997) and (3) the possible effects of different ownership structure (i.e. 
different level of ownership concentration) on CSP. 
 
The literature review has shown that there is no conclusive evidence on a positive or 
negative relationship between CSP and corporate financial performance. Preston 
(1997) suggests an interesting framework of the possible combinations among the 
sign of the relationship and the direction of causality. If we hypothesize that there is a 
positive relation between CSP and CFP, this could be determined either by the 
impact of CSP on CFP (“Social Impact Hypothesis”), nor by the influence of CFP on 
CSP (“Available Funds Hypothesis”). If we hypothesize that there is a negative 
relation, this could be again due to the effect of CSP on CFP (“Trade-off Hypothesis”) 
or to the opposite (“Managerial Opportunism Hypothesis”). 
 
 In this framework we consider the possible role played by the presence of major 
shareholders in the ownership structure of a company, trying to find a logical 
matching with the theoretical implications of the link CFP-CSP, focusing our attention 
on those hypothesis that consider CSP as the dependent variable  (i.e. CSP is 
influenced by CFP). Ownership structure can affect positively  corporate financial 
performance. One can argue that  large shareholders tend to keep a stake in the firm 
on a long-term basis; therefore, given funds availability, managers can more easily 
adopt strategies that yield on CSR as a possible source of competitive advantage. 
We can link this hypothesis with the “Available Funds Hypothesis”. 
  
Moreover, due to their greater visibility to general public, major shareholders have 
the incentive to promote corporate socially responsible activities especially  those 
that have a strong social impact on the community. 
The presence of a higher ownership concentration can lead to a higher level of CSP, 
as a result of mitigation of agency costs. When financial performance is strong, the 
presence of major shareholders may prevent  management from attempting the 
opportunity to “cash in” by reducing social expenditures in order to take advantage of 
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the opportunity to increase their own short-term private gains. We can link this 
hypothesis with the “Managerial Opportunism Hypothesis”. 
 
Ownership structure can also have an expected negative relationship with CSP. 
Relying on the “Available Funds Hypothesis”, it is possible to argue that, if the large 
shareholder has only a temporary stake in the firm, he may prevent management 
from allocating funds on long- term horizon investments, such as those in CSR. The 
same result would be possible  in presence of low level of financial performance: in 
this case, large shareholders may exercise  their control over management 
decisions, in order to maximize shareholders’ wealth. Under the “Managerial 
Opportunism Hypothesis”, in presence of lower financial performance, major 
shareholders can prevent managers from engaging in conspicuous social programs 
realized in order to offset, and perhaps to justify, their  disappointing results. 
These assumptions lead to the following hypothesis: 
 
Null hypothesis: The presence of a high level of ownership concentration leads to 
better  corporate social performance 
 
Alternative hypothesis: The presence of a high level of ownership concentration 
leads to lower level of corporate financial performance 
 
Data and methodology 
 
To test our hypothesis, we used a sample of European companies which at the end 
of April, 2004 were included in the database of SIRI Company, containing CSR 
valuation for the years 2001, 2002 and 2003. For comparability and consistency, we 
selected only those firms for which market and financial data was available during the 
four-years sample (year 2000 is included to allow variables time-lag).  This selection 
criteria results in a pooled-sample of 646 firms. Table 1 shows the characteristics of 
the sample. Due to the purpose of the study, the observations are displayed divided 
on the three main different European CG systems –Anglo-Saxon, Germanic and 
Latin- to which each company belongsvi.  
 
Corporate social performance:The ratings used in our study are provided by SIRI 
Company, an international network of social responsible investment firms that 
annually evaluate the social performance of the major firms in the MSCI World on key 
stakeholder issues through publicly available information and interviews of key 
personnel. The CSP measure adopted in this study is, therefore, a composite 
measure, that take in to account the complexity of the concept of CSP. SIRI 
Company rates firms on seven attributes: employees, customers, environment, 
community, business ethics, corporate governance and suppliers, providing a 
multidimensional assessment. Each of these categories is rated on a scale ranging 
from 1 to 10 and the weight of the single stakeholder’s rating in the final score 
depends on the relevance/importance in the specific industry. The final score takes 
also in to account the possible controversies with social partners the firms could be 
involved in. Moreover, industry-specific weights allow us to perform a multi-industry 
analysis. Industries in fact exhibit special uniqueness in that the internal 
competencies or external pressure inherent in the industry create a “specialization” of 
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social interests that must be taken into account when we evaluate a firm’s social 
performance. 
 
Ownership structure: Blockholder ownership is measured by the fraction of closely 
held shares, including shares held by owners who hold more than 5%; shares held 
by officers, directors and their families, share held in trust, shares held by another 
corporation (except in a fiduciary duty by banks) or shares held by pension/benefit 
plans. This measure is somewhat broader than the measures of blockholder 
ownership used in several studies on ownership and performance since it involves 
the holdings of insiders (managers) as well as large outsiders investors. The main 
benefit of the measure is that it is available as a time series in the Worldscope 
database with up to ten consecutive years of observations for relatively large sample 
of US and European companies. Since the ownership share is confined to the 
interval between 0 and 100, we used a logit transformation of the variable in the 
statistical analysis. 
 
Corporate financial performance:To measure long-term value creation, we used the 
Market Value Added (MVA), calculated as the market value of the firm less the total 
book capital that has been invested in the firm. In other words, MVA represents the 
value added over and above the amount that investors  have put into the firm. This 
differs from traditional performance measures in a couple of important ways that are 
crucial for our analysis. First, whereas many traditional metrics (such as accounting 
earnings or return on investment) are single-period measures of performance, MVA 
represents a long-term performance measure, and can therefore be compared with 
CSP in a more correct way, since it represents the outcome measure of socially 
responsible investments made by the firm, which are long-term horizon investments. 
Second, many performance metrics are backward looking, reporting what has been 
done, whereas MVA represents a forward-looking market measure in that the current 
market value of the firm reflects its future cash flows, and therefore incorporates the 
effects and the future impact of a firm’s socially responsible behaviour on firm value 
creation. 
 
Control variables: Because size, risk and industry have been suggested in previous 
articles to be the factors that affect CSP. Each of these characteristics was 
operationalized as a control variable. We use the natural logarithm of assets as a 
proxy of firm size. Firm size can affect CSP because larger firms have greater 
visibility and, therefore, engage in more and better social performance initiatives than 
smaller firms with relatively lower visibility. This may occur because firms in a mature 
stage attract more attention from external constituents and need to respond more 
openly to stakeholder demands (Waddock and Graves, 1997). In addition, small firms 
need an entrepreneurial spirit for growing. Often their strategies in early stages of 
firm growth emphasize a more basic financial orientation rather than a socially 
responsible approach. Because of these reasons, firm size would be expected to 
have a positive correlation with CSP. 
As a proxy of financial risk, we use the percentage of debt on common equity. 
From the perspective of instrumental stakeholder theory (T. Donaldson&Preston, 
1995; Jones, 1995) or good management theory (Waddock &Graves, 1997), CSP is 
expected to decrease firm financial risk. Firm risk may not only increase because of 
increasing probability of civil legal proceedings, criminal legal proceedings, or both, 
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but it also may increase because of the increasing likelihood of regulatory 
intervention by state or federal governments if firms do not proactively engage in 
socially responsible actions. On the other hand, firms with high CSP may be 
characterized as having good relations with a variety of primary and secondary 
stakeholders. 1995). In sum, based on this set of arguments derived from the 
stakeholder approach, financial risk is anticipated to decrease with increasing CSP.  
Moreover, the level of CSP may differ because of  nation-specific effects, depending 
on the degree of a nation  “social culture”. We therefore construct  a country index 
(average levels of CSP for nation) and control for this index when estimating the 
relation between value creation and CSP. Industry was determined by 2-digit SIC 
code and it is expressed by dummy variables. These dummies adjust for possible 
differences between the different industrial sectors. The data on ownership, financial 
figures and SIC codes were extracted from the Worldscope database. 
 
 
 
 
 
 
The general hypotesis stated earlier can be restated as: 
 

ttttttt CountryIndRiskSizeCHSMVACSP εββββββα +++++++= −−−−− 165141312110  
 
CSPt   = Corporate social performance of the company at year t 
MVAt-1 = Market Value Added at year t-1 
CHSt-1   = Natural logarithm of Closely held shares at year t-1 
Sizet-1  = Natural logarithm  of Total assets at year t-1 
Riskt-1  = Total debt/Common equity at year t-1 
Ind  = Dummy variable that capture industry fixed effects 
Countryt-1 =  Country average level of CSP at year t-1  
 
Major findings and discussion 
 
Regression analysis was used to test our hypothesis, using CSP as the dependent 
variable, while controlling for size, risk,  industry and country-specific effects  in terms 
of diffusion of corporate socially responsible behaviour.  
 
Descriptive statistics of the social, financial and ownership variables used in the 
analysis are provided in Table 2. As can be seen, the sample’s average level of 
ownership concentration confirms the difference between the two “macro” CG 
systems, the market-oriented (Anglo-Saxon), where, on average, only the 8% of the 
outstanding shares are in the hand of major shareholders, and the network-oriented 
(Germanic and Latin), where the percentage is around 30%. The CSP measure is, in 
general quite low (<5): this fact must be taken into account when we examine the 
results of the analysis. Correlations statistics are provided in Table 3. Table 4  
presents the result of the regression, performed using a 1-year lag between the CFP 
and the CSP measurement. As reported in the first column of Table 4  we could not 
infer any significant relation between neither the lagged  value of MVA nor the level 
of closely held shares and CSP. The coefficient of  control variables have the 
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expected sign and significance. CSP is positively correlated with size and the 
coefficient is highly statistically significant: this confirm the hypothesis that larger 
firms, due to their greater visibility are engaged in better social responsible initiatives.  
CSP is also positively and statistically significantly related to the average level of the 
country-specific CSP, indicating the relevance of a “socially responsible culture”  at a 
national level. Also the coefficient of risk presents the expected sign (even if, in this 
case, the level of significance is lower). 
 
To further investigate the impact of ownership concentration on CSP, we performed  
two more sets of regressions on different sub-samples. 
 

1) A first set of regressions was performed filtering  companies on the basis of  
the system of Corporate Governance to which each company belongs, 
according to the traditional classification (Anglo-Saxon, Germanic and Latin). 

 
2) For the full sample and for each of the three sub-samples, we performed 

regression on the two sets of companies which belong to the extreme quartiles 
of MVA, in order to determine how firms with very weak and very strong  
financial performance  differed in their treatment of stakeholders 

 
The results obtained by crossing the two sub-samples categories reveals, with the 
exception of the total sample of companies of Latin CG system, a negative and 
statistically significant (at various level of p) relation between ownership 
concentration and CSP . The coefficients of MVA are, again, not significant. The 
negative relation between ownership concentration and CSP in all the lower quartiles 
of MVA could be explained with the role of ownership structure relying both on the 
“Available Funds Hypothesis” and  the “Managerial Opportunism Hypothesis” in the 
case of weak financial performance. 
 
Due to the kind of data we used to measure ownership concentration, is not possible 
to fully explain the results relative to the higher quartiles of MVA. Ideally, future 
studies should look at the identity of major shareholders, since different categories 
(families, financial institutions, foreign investors…) can differently affect the level of 
the firm’s CSP, in term of different time horizon of their stake-holding and/or of their 
different level of visibility to the community. 
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Table 1 

Sample distribution by Corporate Governance System and Year 
 
 
    Corporate Governance System 

            YEAR Anglosaxon Germanic Latin Total 
 2001 65 101 60 226 
   (28,8%) (44,7%) (26,5%) (100,0%) 
  

2002 75 106 76 257 

   (29,2%) (41,2%) (29,6%) (100,0%) 
  2003 30 81 52 163 
   (18,4%) (49,7%) (31,9%) (100,0%) 
   

Total 170 288 188 646 

   (26,3%) (44,6%) (29,1%) (100,0%) 
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Table 2 
 

Descriptive Statistics 
 
  N Minimum Maximum Mean Std. Deviation 
CSP  .298 8.229 4.826 1.546 
MVAT  -81,836,310 212,172,564 9,417,482 20,860,525 
Closely held 
shares%  .010 98.610 23.637 22.838 

Total assetsT  80,479 925,792,000 48,952,518 114,480,806 
Totdeb% 
commeq T  78.910 2,655.050 173.728 346.663 

Valid N 
(listwise) 647         

 
Anglosaxon
   N Minimum Maximum  Mean Std. Deviation 
CSP  1,03 8,07 5,44 1.37 
MVAT  -81,836,310 180,629,638 12,240,905 27,317,367 
Closely held 
shares%  0,01 61,92 8,78 13.59 

Total assetsT  198,157 618,304,000 53,504,147 116,683,703 
Totdeb% 
commeq T  -1078.91 1233.42 119.05 237.12 

Valid N 
(listwise) 170         

Germanic  N Minimum Maximum Mean Std. Deviation
CSP   0.298 8.229 4.797 1.567 
MVAT  -14,595,422 212,172,564 6,462,942 18,606,497 
Closely held 
shares%  0.020 98.610 28.348 23.768 

Total assetsT  80,479 925,792,000. 33,627,724 102,292,253
Totdeb% 
commeq T  -642 2,638.44 156.60 350.83 

Valid N 
(listwise) 286         

Latin   N Minimum Maximum Mean     Std. Deviation
CSP  0.41 7.59 4.31 1.46 
MVAT  -12,093,060 84,761,388 11,390,491 16,450,198 
Closely held 
shares%  0.040 77.93 29.85 22.17 

Total assetsT  495,225 824,255,744 68,312,963 126,820,802 
Totdeb% 
commeq T  -712.32 2.655. 249.336 407.253 

Valid N 
(listwise) 187         
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Table 3 
Correlations 

 
A) Total sample 
 

  CSP MVAT-1 MVAT MVAT+1 
Closely 
held 
shares% 

Total 
Assets 

Total 
debt% 
common 
equity  

        
CSP 1       
MVAT-1 0,132(**) 1      
MVAT 0,099(*) 0,901(**) 1     
MVAT+1 0,079(*) 0,783(**) 0,898(**) 1    
Closely held 
shares% -0,241(**) -0,081(*) -0,079(*) -0,051 1   

Total Assets 0,218(**) 0,361(**) 0,293(**) 0,226(**) -0,200(**) 1  
Totdeb% 
comm.equity  -0,063 0,036 0,015 -0,019 -0,002 0,445(**) 1 

 
B) Anglo-saxon 
 

  CSP MVAT-1 MVAT MVAT+1 

Closely 
held 
shares% 

Total 
Assets 

Total 
debt% 
common 
equity  T 

        
CSP 1       
MVAT-1 0,113 1      
MVAT 0,069 0,899(**) 1     
MVAT+1 0,066 0,786(**) 0,921(**) 1    
Closely held 
shares% -0,236(**) 0,155(*) 0,137 0,150 1   

Total Assets 0,324(**) 0,327(**) 0,254(**) 0,186(*) -0,146 1  
Totdeb% 
commequity 0,018 0,046 0,063 0,069 -0,169(*) 0,394(**) 1 

Cont. 
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C) Germanic  
Cont. 

 

  CSP MVAT-1 MVAT MVAT+1 

Closely 
held 
shares% 

Total 
Assets 

Total 
debt% 
common 
equity  

        
CSP 1       
MVAT-1 0,182(**) 1      
MVAT 0,163(**) 0,912(**) 1     
MVAT+1 0,128(*) 0,806(**) 0,898(**) 1    
Closely held 
shares% -0,126(*) -0,166(**) -0,155(**) -0,131(*) 1   

Total Assets 0,293(**) 0,386(**) 0,300(**) 0,248(**) -0,194(**) 1  
Totdeb% 
commequity  0,012 0,121(*) 0,065 -0,019 -0,130(*) 0,466(**) 1 

 
D) Latin 
 

 CSP MVAT-1 MVAT MVAT+1 

Closely 
held 
shares% 

Total 
Assets 

Total 
debt% 
common 
equity   

        
CSP 1       
MVAT-1 0,087 1      
MVAT 0,028 0,889(**) 1     
MVAT+1 0,037 0,784(**) 0,856(**) 1    
Closely held 
shares% -0,197(**) -0,060 -0,065 -0,055 1   

Total Assets 0,161(*) 0,299(**) 0,280(**) 0,208(**) -0,241(**) 1  
Totdeb% 
commequity -0,105 -0,113 -0,110 -0,126 0,113 0,483(**) 1 

**  Correlation is significant at the 0.01 level (2-tailed). 
*  Correlation is significant at the 0.05 level (2-tailed). 
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Table 4. 

The relationship between ownership concentration and CSR 
 

  
Dependent 
variable: CSP         

                       Corporate governance System    

 Total   Anglosaxon    Germanic   Latin  Independent 
variables Total 

sample Q1 MVA Q4 MVA Total Q1 MVA Q4 
MVA Total Q1 

MVA Q4 MVA Total Q1 
MVA 

Q4 
MVA 

              
Closely held 
shares% -0.018 -0.138+ -

0.234(**) -0.15(**) -0.492(*) -0.38(**)  -0.001 -0.262+ 0.088 0.152+ -
0.537(*) 0.055 

MVA  -0.004 -0.044 -0.031 -0.014 0.072 -0.058  0.018 0.060 0.098 -0.107 0.259 -0.088 
Total 
Assets 

 
0.285(***) 0.223+ 0.158(*) 0.603(***) 0.121 0.389(*)  0.258(**) 0.227 -0.281 0.319(*) 0.743  

1.015(**)

Totdeb% 
commeq  -0.103+ -

0.0239(*) 
     -
0.203 -0.084 0.545 -

0.435(**)  -0.033 -0.034 -0.037 -0.094 -0.406 -0.561 

AvgCSP 
_country 0.356(***) 0.452(***) 0.275(**) 0.145(**) -0.449 0.558+  0.190(**) 0.166 0.082 0.329(***) -0.136 -0.111 

              
R2 0.341 0.234 0.388 0.578 0.603 0.863  0.332 0.466 0.652 0.399 0.778 0.656 
Adj.R2 0.304 0.456 0.354 0.483 0.166 0.779  0.259 0.222 0.533 0.285 0.489 0.505 
F 9.018(***) 6.866(***) 3.662(***) 6.092(***) 1.379 10.240  4.572(***) 1.907(**) 5.507(***) 3.841(***) 2.694(**) 4.354 
             

   

         + p < 0.10; * p < 0.05; ** p< 0.01; ***p < 0.001 

 
 
                                                
Notes 
 
i Commission of the European Community, Green Paper on promoting a European Framework for 
CSR. COM (2001) 366 final, Brussels, 18.7.2001 
ii Sternberg E., op. cit., p.12 
iii Sternberg E., op. cit., p.18 
iv Bergkamp L., Hunton & Williams, op. cit., p.146 
v These three modes parallel the three forms of contractual governance postulated by Oliver 
Williamson (1985): market, hierarchy, and hybrid. Joseph Galaskiewicz enumerates many kinds of 
CSR activities, but they can all be summarized by these three basic types (Galaskiewicz J., 1997, An 
urban grants economy revisited: Corporate charitable contributions in the Twin Cities, 1979–81, 1987–
89, Administrative Science Quarterly 42, 445–471. 
vi In the Anglo-Saxon group we included UK and Ireland; in the Germanic group, we included 
Germany, the Netherlands, Denmark, Sweden, Switzerland, Austria, Norway, Finland; in the Latin 
group, we included Italy, France, Belgium, Spain. 
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