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Financial Effects of Corporate Social Responsibility and Information Transparency
(the research for the pharmaceutical industry)

Abstract

The article is devoted to research and evaluation of the usefulness of information disclosed in reports of pharmaceutical
companies. The main purpose of the study was to assess the transparency of the metric, inter-firm comparability of non-
financial reporting data, and to identify the usefulness of the disclosed information for international pharmaceutical
companies. The methodological basis of the research is the harmonization of the requirements of business practice
standards with financial reporting standards. The paper uses the method of proportional-typical selection of stable
structured performance indicators of companies. The authors were not limited to information requests from investors in
one country, individual companies, or priority areas of interests of interested and involved persons. The study approach
implemented for the multilateral consideration of the views of stakeholders. The research database was compiled by
reports of five companies, such as Johnson & Johnson, Novartis AG, Merck KGaA, Sanofi, and Takeda Pharmaceutical
Co. Ltd. from the Global Reporting Initiative Database and financial reports of 20 pharmaceutical companies of the
Access to Medicine Index System in 2014 and 2016. The result of the study is that the total position of 5 companies
moved up from the 8th to the 6th rank. The result of the ratio of growth rates of their total revenue, capitalization and
long-term capital is positive when compared with the growth rate of the quality of their disclosure of non-financial
indicators. Such relationship is the strongest in attracting long-term capital, followed by growth in capitalization and it
is the smallest in growth in revenue. The format of the minimum required set of harmonized indicators helps to increase
the confidence of stakeholders in the financial and non-financial information of socially responsible companies. The
novelty of the results obtained consists in using a metric expression of the quality of reporting indicators to assess their
usefulness in the business practice of companies with a production profile. The results obtained in the course of the
study allow us to make a generalized conclusion that useful information generated on the basis of harmonization of
structured data from financial and non-financial statements contributes to increasing the level of business activity and its
comprehensive performance of all parties involved in the company’s affairs.

Keywords: non-financial reporting, corporate responsibility, information transparency, sustainable development,
business practices harmonization

JEL: F610, G300, Q56
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Social and ecological problems cause a heightened stir in
the society because the assessment of building trust to-
wards a company, loyal relationships between a company
and its prospective customers (buyers), investors (in-
cluding lenders) and partners should be beyond a purely
financial measurement. Piecewise requirements and
recommendations of IASB Board as regards generation of
additional non-financial and nonmonetary information
in its own platform do not satisfy the existing information
requests. So, in September 2015 general public was scan-
dalized by the facts reported by mass media which con-
cerned overpollution of the environment by Volkswagen’s
(VW) cars from 2009 to 2015. Later it affected adversely
the concern capitalization. As a result of the scandal the
stakeholders urged to provide transparency of non-finan-
cial information along with financial one.

Against the background of the stakeholders’ request for
measuring the companies’ impact on the planet applying a
reliable and unified method, in the way their revenues are
calculated at present, there are report forms of multiple
and poorly harmonized voluntary non-financial stand-
ards beyond the bounds of financial information. Therein
an increasingly greater number of decision makers from
companies’ management think it strategically important
to pursue the concept of corporate social responsibili-

ty because the community demands more and more to
establish fair and ethical business practices.

In his full-fledged analysis of business practices of in-
ternational and American companies and organizations
Barukh Lev [1] distinguishes the key sectors for which the
traditional accounting and financial statements model no
longer meets the requirements of stakeholders. Apart from
the financial sphere and mass media sector the author
identified so called capital-intensive segments: pharma-
ceutical, oil and gas, chemical and power-producing in-
dustry. It is the companies with a significant part of capital
tangible assets on the books which release great amounts
of hazardous substances into the atmosphere, water, soil.

A great number of papers offer conclusions on positive
interrelation of meeting CSR by a company and custom-
er behavior which is shown by the customers’ loyalty.
Stakeholders’ loyalty to socially responsible business is
confirmed by researches in the banking sector [2; 3], retail
business [4], mass media and entertainment [5; 6] and in-
surance [7]. But we found a drawback in such studies for
the abovementioned capital-intensive economic sectors
the companies of which should make commitment to CSR
principles a priority managerial task.

Therein one of the problems is how one can convey in a
short and brief way valuable information on its activity to
all concerned parties using communication channels and
platforms which they prefer at reasonable expense [8]. A lot
of organizations do not disclose certain key performance
indicators as, for example, the International Integrated
Reporting Council (IIRC). However, the standard reads that
quantitative and monetized indicators “are extremely bene-
ficial when explaining how an organization generates value,
uses various types of capital and influences them” [9, p. 10].
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In 2014 the European Union passed Directive 2014/95/
EC in implementation of which Guidelines on Non-Fi-
nancial Reporting 2017/C215/01 (Methodology for
Reporting Non-Financial Information) were published
for the reports made by company management. In ac-
cordance with the Guidelines companies should disclose
the business practices formats they followed because it
improves transparency and comparability. But although
the Guidelines mention and offer the companies to base
themselves upon KPI they virtually offer to the companies
of various global economy sectors no way of selecting
KPI and no instrument for quality assessment of non-fi-
nancial information.

In Russia the Concept of Development of Public Non-Fi-
nancial Reporting in Russia indicates the relevance of
making a list of performance indicators. The Concept
contemplates “defining the list of minimum essential basic
indicators for disclosure of information on the perfor-
mance results of a company in the economic, environ-
mental and social spheres...” [10, p 13].

The research conducted by the pharmaceutical company
Johnson & Johnson showed that implementation of CSR
concept into business strategy of social and environmen-
tal aspects advances attaining financial goals of develop-
ment [11]. Improvement of financial results is especially
notable for the companies of business-to-customer sector
which compete on the basis of their reputation and brand
and at the same time use natural resources widely [12].
Cooperation with stakeholders and transparency in CSR
are manifested in the companies’ access to debt capital
(reduction of its cost, easier access). Simplification of
access to financing is accounted for reduction of informa-
tion asymmetry due to activities’ transparency and saving
of agency costs for stakeholders due to increase of their
involvement [13].

In our turn, we put forward the hypothesis that im-
provement of quality of disclosure of significant non-fi-
nancial information by companies from capital-in-
tensive sectors, which comply with corporate social
responsibility requirements, causes increase of stake-
holders’ loyalty: buyers (as growth of the total market
share of sales), lenders (who provide accessibility of
long-term funding sources) and investors (who manifest
their confidence in company’s opportunities for growth
through being active in making deals while shares’ cost
increases).

We think that it is possible to assess company’s com-
mitment to CSR concept and programs on the basis of
measuring/metric approach. The following approaches are
widely spread now:

+  testing of the model of structural equation based
on the assessment of perception by stakeholders’
groups of companies’ social responsibility.
Aggregation of similar CSR researches makes it
possible to make a checklist of CSR definitions
where respondent’s feedback ranges within a
7-point Likert-type scale [2];

Higher School of Economics



Journal of Corporate Finance Research / New Research

2020 | Vol. 14 | # 1

+  assessment of reputation, for example, review of
corporate reputation by Fortune Magazine [14]. The
assessment is made by industry sector analyzers and
people with knowledge of the matter who prepare
ratings for companies. Therein the magazine does not
disclose assessment for all aspects presenting just an
average rating - Fortune’s MAC Rating in the range of
1 to 10 points;

« use of independent ratings, for example, responsible
investment indexes: FTSE4Good Index, the Dow
Jones Sustainability Indices (DJSI), MSCI KLD 400
Social Index, Calvert Social Index etc. [15; 16];

o direct data collection from company reports,
published materials, interview with the management
and its quantitative (availability of indicators,
parameters) and qualitative analysis (data ranking)
[17; 18].

In our paper we develop the last-mentioned approach

finding out financial effects of expanded non-financial

information disclosures. In the study of six largest (ac-
cording to revenues) global pharmaceutical companies

[17] the authors relied just on interviews with managers

conducting only the quantitative analysis of commitment

to CSR programs. At the same time the research [18]

of non-financial reports of international pharmaceuti-

cal companies covers presence of KPI from the Global

Reporting Initiative (GRI) as well as qualitative analysis of

the degree of their disclosure. But the criteria of com-

pany selection are not transparent, the authors have not
substantiated the number of KPI and the applied ranking
system is falling behind similar systems [19] which have
been elaborated more thoroughly.

In Russia some authors also have their requirements to
building of the company indicators system, that is: data
should not be collected by means of complicated, expen-
sive and labour-intensive work; a systemic approach is
necessary to choose indicators; the number of indicators
should be sufficient but, if possible, minimal, and all in-
dicators should be transparent, independent and comple-
menting each other [20]. Therein the indicators offered by
the authors are, as a matter of fact, just the lines of social,
environmental and economic development set by them
without offering any certain metrics.

From the point of view of the quantitative analysis
A.D.Sheremet developed an approximate content of the
indicators of social and environmental conditions of busi-
ness operations [21, p 7], pointing out that such system of
indicators should be stated taking into consideration the
specifics of the types of companies’ business operations. In
our opinion social and environmental indicators should

comprise companies’ operating results instead of condi-
tions; the indicators taken from provided standards of
business practices, their interrelations instead of selected
indicators alone.

We defined the organizations which offer measurable
indicators of efficiency:

»  Global Reporting Initiative [22; 23];
+  Sustainability Accounting Standards Board [24];

«  European Federation of Financial Analysts Societies
[25];

+  The Intergovernmental Working Group of Experts
on International Standards of Accounting and
Reporting of the United Nations Conference on
Trade and Development [26].

Here we list the main characteristic features of the above-
mentioned standards:

+  GRI standards are a well-developed information
platform represented as a set of KPI for all sectors of
global economy;

o SASB standards were developed from the perspective
of the investors’ view of the format of non-
financial reporting. We used KPI of SASB for the
pharmaceutical industry;

+  EFFAS standard was developed for listed companies
and bond issuers. It inspires the capital market
players to implement their KPI in their assessment
models. We used KPI of EFFAS (version 3.0) for the
pharmaceutical industry;

«  UNCTAD facilitates investments, economic
stability and sustainable development by means
of encouraging the best practices of corporate
transparency and accounting.

Applying the proportionally-typical selection for the
purpose of ensuring the selection representativeness we
offer a uniform set (table 1) of 15 significant performance
indicators for the companies of the capital-intensive phar-
maceutical industry (our numeration from 1E to 15S). We
are not limited by stakeholders from one country, compa-
ny or sphere of interest, we rather rely on the approach of
multi-sided consideration of opinions of concerned par-
ties (multi-stakeholder approach) with reference to which
the four abovementioned standards were developed.

The indicators were added to the set if they were present
simultaneously in two or more standards of the four ones
mentioned above. We indicated them in short-hand form

- from new GRI Standards which entered into force on
July 1, 2018 and we found their exact matches to KPI of the
previous standard GRI G4 (General Standard Disclosures).

Table 1. A set of key performance indicators using companies from the pharmaceutical industry as an example

Ne GRI Codes of harmonized
G4 standards

1E EN2 301-2, HC0102-26

32

Name in accordance with GRI Standards

Share of materials which are recycled or reclaim waste materials
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Codes of harmonized

standards

Name in accordance with GRI Standards

2E EN3 302-1, E01-01, HC0102-23 Power consumption within the organization
303-1, E28-01, E28-02, E28-03,  Total amount of water taken in with breakdown according to
3E ENS
HC0102-24 sources
4E EN15 305-1, E02-01 Direct GHG emissions (coverage area 1)
5E EN16 305-2, E02-01 Indirect GHG emissions (coverage area 2)
306-2, E06-01, Overall amount of waste with breakdown according to types and
6E  EN23 .
HC0102-26 disposal methods
308-1,HC0102-30,
7E EN32 V28-03,V28-04, New suppliers assessed against ecologic criteria
V28-05, ISAR4
401-1,HC0102-14, HC0102-16,
8L LAl ISARS, ISAR7, S01-01, $03-01 Share of new employees and staff turnover
403-2, S04-03, S04-04, Types and frequency rate of industrial injuries, occupational health
9L  LA6 HC0102-17, HC0102-18, problems, lost workdays and workplace absence as well as number
ISAR13 of fatalities related to work
10L LA9 404-1, 502-02, Average number of hours of training per year per one employee
HC0102-15, ISAR10
1S SOl 413-1, ISARS,ISARIS5, Engagement with local communities, impact evaluation and devel-
S08-03 opment programs
12§ SO5 205-3,HC0102-27, Proven acts of corruption and actions taken
ISAR16, V02-01
13S  SO6 415-1, G01-01, ISAR14 Donations for political purposes
145 SO8 419-1,HC0102-09,HC0102- Disregard of law and legislative instruments in the social and
22,V01-01, S05-02 economic spheres
158 SO9 414-1,HC0102-29, V28-03, New suppliers assessed against the criteria of social impact

V28-04, V28-05, ISAR4

Source: compiled by the authors

We offer practical implementation of the approach to
ranking taking into consideration business practices of
preparing non-financial reports (using energy companies
as an example) as an instrument of handling non-finan-
cial information. Points are assigned as follows [19]: 0
points - the stated indicator is not shown, 1 point - there
is a short mentioning of the indicator in the report;

2 points - the report presents valuable information
expressed in figures; 3 points — the information is clear,
there are diagrams and their analysis; 4 points - the issue
is described completely.

Use of the mechanism of business practices standards
harmonization and the data ranking instrument helps
to appraise the obtained KPI set using pharmaceutical
companies as an example. The database of our research
comprises reports of sustainable development of com-
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panies from the rating system Access To Medicine Index
(AMI) which describes the best practices of functioning
of 20 most innovative pharmaceutical companies [27]. We
considered reports of companies from AMI list for 2014
and 2016 where we used the following criteria:

«  reports should be entered into a corresponding
database [28];

+  reports should be in accordance with GRI G4
Reporting Guidelines;
»  reports should be made in English or Russian.

Russian pharmaceutical giants were not included in the
lists of Access to Medicine Index. Though subsidiaries

of some companies of the rating publish in Russia some
KPI reports, they are Novo Nordisk AC from Denmark,
Abbott Laboratories from America, Takeda Russia (Japan)
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and Group Sanofi-Russia (France) while we are interested
only in consolidated reports on KPI. The fact that we used
GRI G4 report by Johnson & Johnson for 2015 is an as-
sumption to some extent because since 2016 this company
makes reports in accordance with GRI Standards. Five out
of 20 companies declare openly (table 2) of their commit-
ment to the principles of sustainable development and
social responsibility.

So, there arises the question: are modern companies ready
(in our case pharmaceutical ones) to disclose non-fi-
nancial information which we indicate? We answer this

question analyzing reports of five socially responsible
pharmaceutical companies which published (unlike other
15 companies) KPI reports in GRI Database: Johnson

& Johnson, Novartis AG, Merck KGaA, Sanofi, Takeda
Pharmaceutical Co. Ltd.

Proceeding from the quantitative analysis of representa-
tion of KPI for the five abovementioned companies in
2016 on the basis of the developed unified set (table 1) we
found out that the overwhelming majority of indicators
are already mentioned frequently at present. The average
frequency of their mentioning is 81.3%.

Figure 1. Representation of a set of key performance indicators for pharmaceutical companies for 2016, %

100

60

N I I I I
N I I I I
0_
EN2 EN3 EN8 EN15 EN16 EN23 EN32 LA1

Source: compiled by the authors

LA6 LA9 SO1 SO5 SO6 SO8 SO9

Table 2. Quality of disclosed indicators by socially responsible companies in the pharmaceutical industry

Johnson &
Sempa Johnson

Novartis
Ne

Code 2014 2016 2014 2016

Environmental indicators

Merck KGaA Sanofi

2014

Takeda

2016 2014 2014 2016

1E EN2 1 1 0 2 0 4 3 0 0 2 4 9
2E EN3 4 4 3 3 3 3 3 0 1 1 14 11
3E ENS8 2 2 3 3 0 4 3 2 3 3 11 14
4E EN15 3 3 4 4 4 4 3 4 4 4 18 19
5E EN16 3 3 3 3 4 4 3 4 4 4 17 18
6E EN23 3 4 4 4 4 4 3 4 4 4 18 20
7E EN32 1 2 0 0 2 2 3 2 0 2 6 8
Social indicators

8L LAl 2 2 2 2 3 3 3 0 3 0 13 7
9L LA6 4 3 4 4 4 4 3 0 3 4 18 15
10L LAY 1 1 2 4 4 4 3 2 0 0 10 11
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Johnson &
Sempa Johnson

Novartis
Ne

Code 2014 2016 2014 2016

Merck KGaA

2014

Takeda

2016 2014 2016

Indicators of corruption and engagement with local communities

11S  SO1 1 1 2 3 0 0 3 4 0 0 6 8
12§ SO5 1 1 2 2 3 3 0 1 1 0 7 7
13§ SO6 2 1 2 2 1 1 0 1 0 0 5 5
14S  SO8 1 1 0 0 3 3 0 1 0 0 4 5
158 SO9 1 1 0 0 2 2 0 2 0 2 3 7
Total 30 30 31 36 37 45 33 27 23 16 154 164

Source: compiled by the authors

Figure 2. Quality of disclosed performance indicators by pharmaceutical companies for 2016, points

20
20 19

EN2 EN3 EN8

Source: compiled by the authors

The compound quality improvement rate of disclosure by
the five companies of performance indicators amounted
to (164/154 - 1)-100% = 6.5%. Stakeholders who get an
opportunity to access significant non-financial infor-
mation disclosed by socially responsible companies will
most probably be more ready to credit such companies
and more tending to purchase their shares or products
than those of informationally closed, “non-transparent”
companies. It should be noted that since 2014 to 2016 the
aggregate position of the five socially responsible com-
panies (Johnson & Johnson, Novartis AG, Merck KGaA,
Sanofi, Takeda) in the list of Access to Medicine changed
moving from the 8" up to the 6™ position.

Analysis of the compound quality of disclosure by the
abovementioned five companies of each set of indicators
developed by us (from 0 to 4 points) for 2016 is shown in
fig. 2.

In spite of the high average value of representation of
indicators of corruption combating - 76%, their quality
of disclosure is the lowest in comparison with environ-

35

EN15 EN16 EN23 EN32 LA1

LA6 LA9 SO1 SO5 SO6 SO8 SO9

mental and social aspects. Such undeveloped business
practices of disclosure of corruption issues jeopardize
sustainability of development and require closer attention
of management. The obtained results indicate that the

set of indicators for the pharmaceutical industry we offer
is sought-after, it is included in the existing formats of
non-financial reports, hence it is quite justifiable that it
may be implemented in the existing systems of financial
regulation.

Non-financial reports were in fact published by compa-
nies in GRI Database in the calendar year which follows
the reporting year, therefore we are interested in finan-
cial results of companies’ operation according to their
accounting records as per IFRS as of the end of 2015 and
2017 (we used Bloomberg, Wall Street Journal and Invest-
ing.com databases). It should be noted that for Japanese
companies the financial year ended on March 31, 2016
and March 31, 2018, respectively. Fewer than all compa-
nies in the rating are listed ones and fewer than all used
long-term debts.
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Table 3. Financial data of firms from Access to Medicine Index list, million U.S. dollars

ST Long-term credits ~ Capitalization
— and loans (average per year)

31.12. 31.12. 31.12.

2015 2015 2017 =015 =01
1 GlaxoSmithKline plc 1 35,260 40,763 22,517 19,262 101,510 91,740
2 Johnson & Johnson 3 70,074 76,450 12,857 30,675 277,880 341,890
3 Novartis AG 4 50,258 51,449 17,733 27,892 233,940 205,380
4 Merck KGaA 6 10,204 13,445 10,444 9,648 12,350 13,670
5 Merck & Co. Inc. 7 39,498 40,122 23,829 21,353 147,400 154,920
6 Sanofi 8 37,863 43,481 14,206 17,206 110,740 104,730
7 AstraZeneca plc. 15 24,708 22,465 20,795 21,012 87,340 78,430
8 Gilead Sciences Inc. 32,639 26,107 21,075 30,795 127,060 93,120
9 AbbVie Inc. 9 22,859 28,216 29,240 30,953 98,860 126,400
10 Novo Nordisk A/S 2 15,703 18,017 - - 120,060 107,160
11 Eisai Co. Ltd. 11 4,867 5,646 1,808 1,480 15,610 16,990
12 Bayer AG 10 50,053 42,053 17,303 14,722 112,090 98,000
13 Bristol-Myers Squibb 13 16,560 20,776 6,550 6,975 104,360 97,810
14 Pfizer Inc. 16 48,851 52,546 28,740 33,538 188,560 204,320
15 Takeda Pharmaceutical 20 16,054 16,659 5,702 9,308 36,460 38,790
16 Boehringer Ingelheim 14 16,072 21,685 - - - -
17 Eli Lilly & Co. 17 19,959 22,871 7,972 9,941 83,150 85,720
18 Daiichi Sankyo Co. 19 8,762 9,035 1,647 2,461 12,320 16,470
19 Roche Holding AG 12 48,049 54,695 17,062 16,250 192,230 168,910
20 Astellas Pharma Inc. 18 12,193 12,235 - - 29,250 27,470
Total 580,486 618,716 259,480 303,471 2,091,170 2,071,920

Source: compiled by the authors

Results of analysis of financial data indicate that

the aggregate share of the group of five socially re-
sponsible companies in the total revenue of all 200
companies for a corresponding financial year in-

creased from 184,453/580,486-100% = 31.8% up to
201,484/618,716-100% = 32.6%. By means of similar
calculations we showed growth of long-term borrowed
funds in the total amount from 23.5 to 31.2% and growth
of capitalization of these five companies in comparison
to the 20 companies of the rating from 32.1 to 34%. The
sensitivity coefficient introduced by us evaluates influence
of non-financial performance indicators on financial and
economic performance indicators:

T, =k

s non-fin®

36

This coefficient equals k = 0.38 when comparing the reve-
nue growth rate of (32.6%/31.8% — 1)-100% = 2.5% to the
rate of quality improvement of disclosure of non-financial
indicators of (164 point/154 point — 1)-100% = 6.5%, k =
5.0 and k = 0.91 when comparing with the rate of growth
of long-term capital raising (32.8%) and capitalization
(5.9%), respectively. The stronger the studied relation

the greater the value of the sensitivity coefficient. The
obtained results suggest that the most pronounced finan-
cial effects of stakeholders’ loyalty to socially responsible
business manifest themselves in providing by investors

of long-term debt capital to companies and purchase of
shares, and the least pronounced effect manifests itself in
revenue growth.
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The offered mechanism of business practices standard
harmonization may be applied to any sector of global
economy on the basis of proportionally-typical selection
of key performance indicators of operations. Sufficiency
of the set of indicators should be considered from the
point of view of existence of inter-company comparability
of enterprises of a certain industry sector. The format of

a minimal set of indicators for such case facilitates the
quantitative and qualitative analysis of non-financial in-
formation disclosures and makes it possible to assess loy-
alty of concerned parties to socially responsible business.
Therein introduction of an obligatory mode of prepara-
tion of non-financial reports should provide for a better
information disclosure which, together with calculation
of non-financial indicators, may result in improvement of
efficiency in the spheres which are most important for the
shareholders, other concerned parties and the society in
general.
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