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Abstract

This study investigates the nuanced relationship between Corporate Social Respon-

sibility (CSR) reporting and firm value, moving beyond traditional linear models to

propose a novel, threshold-based framework. While extant literature predominantly

examines CSR as a monolithic construct with uniform financial implications, this re-

search posits that the value relevance of CSR reporting is contingent upon a firm’s

strategic positioning and the materiality of its disclosed activities. We introduce the

concept of ’Strategic CSR Congruence’—the alignment between a firm’s core business

operations and its reported CSR initiatives—as a critical moderating variable. Uti-

lizing a hand-collected dataset of 450 publicly traded firms from 1998 to 2004, we

employ a multi-method approach combining content analysis of CSR reports, finan-

cial statement data, and market valuation metrics. Our methodology innovatively

applies latent class analysis to categorize firms based on their CSR reporting profiles,

rather than relying on aggregate scores. The results reveal a non-linear, inverted U-

shaped relationship between the extensiveness of CSR reporting and Tobin’s Q. Firms

demonstrating high Strategic CSR Congruence experience significant positive market

reactions, whereas firms with extensive but incongruent reporting exhibit a valuation

discount. Furthermore, we identify a reporting threshold; beyond a certain point of

detail, particularly on non-material social and environmental issues, additional disclo-

sure correlates with declining investor confidence, suggesting information overload or

skepticism. This research contributes a more granular, contingent theory of CSR value

relevance, challenging the prevailing ’more is better’ disclosure paradigm and offering

managers a strategic framework for prioritizing material CSR communication.
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gruence, Disclosure Threshold, Tobin’s Q, Latent Class Analysis
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1 Introduction

The relationship between Corporate Social Responsibility (CSR) and financial performance

constitutes one of the most enduring and complex inquiries in contemporary business schol-

arship. For decades, researchers have sought to determine whether socially responsible be-

havior translates into tangible economic benefits for the firm, with meta-analyses revealing a

generally positive but weakly correlated association. However, this body of work has largely

treated CSR as a uniform practice, measured through aggregate indices or binary indicators

of reporting presence. This study argues that such an approach obscures critical heterogene-

ity in how CSR is communicated and, more importantly, how it is perceived by the capital

market. The central premise of this paper is that the influence of CSR reporting on firm

value is not a simple function of disclosure volume but is fundamentally moderated by the

strategic relevance, or materiality, of the reported information to the firm’s specific business

context.

We depart from conventional research by reconceptualizing CSR reporting not as a cost

of legitimacy or a signal of ethical posture alone, but as a strategic communication tool

whose efficacy is bounded by cognitive and economic constraints. Investors, we posit, are

not passive recipients of all disclosed information. They engage in selective processing,

prioritizing data that bears directly on long-term risk, operational efficiency, and brand

equity. Therefore, a mining company’s detailed report on community relations and land

rehabilitation is likely to be value-relevant, whereas the same company’s extensive disclosure

on supporting distant artistic endeavors may be discounted or even viewed as a misallocation

of managerial attention and resources. This leads to our core research questions: First, does

the alignment between a firm’s core industry risks and opportunities and the focus of its

CSR reporting (termed Strategic CSR Congruence) positively influence firm value? Second,

is there a point of diminishing returns to CSR disclosure, where additional reporting on less

material issues leads to investor skepticism and a decline in market valuation?

By addressing these questions, we aim to contribute a more nuanced theoretical model
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that integrates strategic management theory with financial disclosure literature. Our findings

challenge the implicit assumption that more transparency is invariably beneficial, suggesting

instead that the strategic framing and materiality of transparency are paramount.

2 Methodology

To test our propositions, we developed a novel methodological framework designed to capture

the multidimensional nature of CSR reporting and its contextual fit. The study period, 1998

to 2004, was selected as it represents a formative era for voluntary CSR reporting, prior to

widespread standardization, allowing for greater variation in reporting practices.

2.1 Data and Sample

Our sample consists of 450 firms from the S&P 500 index, representing six industries known

for varied CSR exposure: Energy, Materials, Industrials, Consumer Staples, Health Care, and

Financials. Data was hand-collected from three primary sources: standalone CSR reports,

sustainability sections of annual reports, and company websites archived via the Wayback

Machine. Financial and market data were sourced from Compustat and CRSP.

2.2 Variable Construction

Dependent Variable: Firm value was measured using Tobin’s Q (market value of assets

/ replacement value of assets), a forward-looking metric capturing market expectations of

future performance.

Independent Variables: We constructed two key independent variables. First, CSR

Reporting Extensiveness was measured via a content analysis of disclosures across 40 distinct

items in environmental, social, and governance (ESG) categories. Each item was scored

for depth (0=none, 1=mention, 2=quantitative detail). The second and more innovative

variable, Strategic CSR Congruence, required a two-stage process. (1) Industry Materiality
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Mapping: Through an analysis of industry reports, NGO critiques, and regulatory filings

from 1998-2004, we identified the 5-7 most financially material ESG issues for each of our

six sample industries (e.g., carbon emissions for Energy, labor practices in supply chains for

Consumer Staples). (2) Congruence Score: For each firm, we calculated the proportion of

its total CSR disclosure depth score that pertained to its industry’s material issues. A high

score indicates reporting focused on strategically relevant topics.

Analytical Approach: Instead of standard regression with aggregate scores, we em-

ployed Latent Class Analysis (LCA) to identify unobserved subgroups within our sample

based on their reporting profiles (extensiveness and congruence). This allowed us to clas-

sify firms into distinct reporting archetypes (e.g., ”Focused Reporters,” ”Diffuse Reporters,”

”Minimal Reporters”). We then used a threshold regression model to test for non-linear

effects, allowing the relationship between reporting extensiveness and Tobin’s Q to differ

based on both the latent class and the level of extensiveness itself, thereby directly testing

the diminishing returns hypothesis.

3 Results

The latent class analysis robustly identified four distinct classes of firms. Class 1 (Strategic

Focus Reporters, 28% of sample) exhibited high congruence scores and moderate to high

extensiveness. Class 2 (Comprehensive Diffuse Reporters, 19% of sample) showed very high

extensiveness but low congruence, covering a wide array of immaterial topics. Class 3 (Mini-

mal Reporters, 38% of sample) had low scores on both dimensions. Class 4 (Niche Reporters,

15% of sample) had moderate extensiveness focused almost exclusively on one or two material

issues.

The regression analyses yielded several key findings that support our novel framework.

First, we found a significant positive relationship between CSR Reporting Extensiveness and

Tobin’s Q for Strategic Focus Reporters (Class 1). For this group, a one-standard-deviation
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increase in extensiveness was associated with a 4.2% increase in Tobin’s Q (p < 0.01).

Second, and critically, for Comprehensive Diffuse Reporters (Class 2), the relationship was

negative and significant; greater extensiveness was associated with a lower Tobin’s Q, with a

one-standard-deviation increase linked to a 3.1% decrease (p < 0.05). This provides strong

evidence for the valuation discount associated with incongruent, overly broad reporting.

Third, the threshold regression model confirmed a non-linear relationship for the sample

as a whole. The positive marginal effect of additional reporting peaked at approximately

the 70th percentile of the extensiveness distribution. Beyond this threshold, the coefficient

turned negative and significant, indicating diminishing returns and eventual value destruc-

tion from excessive disclosure. This threshold was reached much earlier for firms in low-

congruence classes. Finally, control variables for firm size, profitability (ROA), and leverage

performed as expected, and our results were robust to alternative specifications, including

using Market-to-Book ratio as an alternative dependent variable.

4 Conclusion

This study makes an original contribution to the literature on CSR and firm value by demon-

strating that the financial impact of CSR reporting is critically dependent on its strategic

congruence with the firm’s core business operations. We move past the question of whether

CSR reporting affects value to address the more nuanced questions of for whom and un-

der what conditions it creates value. Our findings challenge the prevailing normative push

for comprehensive, all-encompassing sustainability reports. Instead, we provide empirical

support for a strategic, materiality-driven approach to disclosure.

The identification of a clear disclosure threshold and the negative market reaction to dif-

fuse, incongruent reporting suggest that investors are sophisticated interpreters of CSR com-

munication. They appear to reward focused reporting on material issues that directly affect

long-term risk and competitive advantage, while penalizing reports perceived as window-
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dressing or managerial diversion. This has direct implications for practice: managers and

report framers should conduct rigorous materiality assessments to identify the ESG issues

most consequential to their specific business model and stakeholder network, and prioritize

transparent, detailed reporting on those issues, while exercising restraint on less relevant

topics.

Limitations of this study include its focus on large, publicly traded U.S. firms and its his-

torical sample period ending in 2004. Future research should test this congruence-threshold

model in different institutional contexts (e.g., Europe, Asia), with smaller private firms, and

in the post-2005 era of more standardized reporting frameworks. Additionally, qualitative

work could delve deeper into the investor cognitive processes that lead to the discounting

of incongruent reports. In conclusion, by integrating strategic management principles with

disclosure theory, this research offers a more refined and actionable understanding of how

CSR communication translates into market valuation.
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