
111111Copernican Journal of Finance & Accounting

	 e-ISSN 2300-3065
p-ISSN 2300-12402024, volume 13, issue 4

	 Date of submission: November 6, 2024; date of acceptance: December 20, 2024.
*	 Contact information: geeta.singh25august@gmail.com, IBS Hyderabad (ICFAI 

Foundation for Higher Education), Hyderabad, India, phone: 8096508380; ORCID ID: 
https://orcid.org/0000-0002-1210-2229.

Singh, G. (2024). Do Foreign Institutional Investors Impact Compliance with CSR Expenditure 
Regulation? Evidence from India. Copernican Journal of Finance & Accounting, 13(4), 111–127. 
http://dx.doi.org/10.12775/CJFA.2024.020

Geeta Singh*

IBS Hyderabad

do foreign institutional investors impact compliance 
with csr expenditure regulation? evidence from india

Keywords:� foreign institutional investors, CSR, business groups, agency problem, 
India.

J E L Classification:� G380, G390, G320, M140.

Abstract:� The paper examines the impact of foreign institutional investors’ (FIIs)  
equity holding on the non-compliance with the mandatory CSR expenditure of the In-
dian firms from 2016 to 2020. Using a sample of 1,423 listed firms, we employ OLS and 
Logit regression models to establish that an increase in the FIIs reduces the extent 
of non-compliance with mandatory CSR expenditure and the likelihood of such non-
compliance. Findings of the study support the monitoring role of the FIIs in reducing 
information asymmetry and agency problem. Further, we provide the channel for the 
negative relation between FIIs and non-compliance as FIIs’ capability to reduce free 
cash flows of the firms. Given the presence of business groups in India, we conduct an 
additional analysis for the relation between FIIs and non-compliance with CSR regula-
tion in business groups, and report a more pronounced negative relation in the mem-
ber firms. Our study can provide insights for the policymakers and investors to under-
stand the importance of FIIs in compliance with the regulation and in impacting the 
firms’ reputation.
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 Introduction Introduction

Institutional investors (II) are more sophisticated informed investors than in-
dividual investors, and they get involved in the firms based on the well-ana-
lyzed information (Amihud & Li, 2006). Given their access to more resources, 
professional expertise, and economies of scales, IIs have the ability and incen-
tive to analyze information regarding the investee firms. Thus, IIs take in-
formed decisions to invest in a firm. Further, with their vast resources, these 
investors can monitor the firms where they have substantial shareholding. 
This monitoring by IIs leads to an improvement in the corporate governance 
of the participating firms (Gillan & Starks, 2000, 2003; Aggarwal, Erel, Ferreira 
& Matos, 2011; Dyck, Lins, Roth & Wagner, 2019). However, it is worth noticing 
that all institutional investors cannot be grouped into a single category; rather, 
there are investors who are domestic and are exposed to the same regulatory 
environment, while others are foreign and may face more information asym-
metry. There is an information gap between domestic institutional investors 
(DII) and foreign institutional investors (FII) (Tsang, Xie & Xin, 2019; Singh & 
Pathak, 2024). FIIs are the external investors facing the disadvantage of being 
distant and not enjoying proximity to the firms like DIIs; thus, they demand 
more information and induce more transparency in the firms they invest in. 
Therefore, we focus on the role of these outside investors in mitigating infor-
mation asymmetry and inducing governance in the firms. 

One of the recent shifts across the world is the conscious participation of 
the firms in the corporate social responsibility (CSR) (Laskowska, 2018). As-
set managers and analysts are integrating the corporations’ pursuits for CSR 
engagement and related information while making investment decisions (Io-
annou & Serafeim, 2015; Amel-Zadeh & Serafeim, 2018). At this stage, it can be 
postulated the FIIs also impact the decision of the extent of a firm’s engagement 
in the CSR, since they are active investors in the firm. India is the first and only 
country in the world to mandate CSR expenditure for firms satisfying certain 
criteria. In 2014, under Section 135(1) of the Companies Act of 2013, any Indi-
an firm fulfilling certain criteria is mandated to spend at least two percent of 
the average net profits during immediately preceding financial year(s) on CSR 
related activities, and needs to comply with CSR provisions of the Companies 
(CSR Policy) Rules of 2014 (Potharla, 2024). The criteria include: (i) net worth 
of rupees 500 crore or more; (ii) turnover of rupees 1,000 crore or more; or (iii) 
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net profit of rupees 5 crore or more (www1). We suggest that if foreign institu-
tional investors induce transparency and engage in monitoring activities, then 
they pressurize the firms to follow and comply with the CSR regulations. The 
reputation-building hypothesis (Freeman, 1984; Makni, Francoeur & Bella-
vance, 2009) postulates that CSR engagement of the firms leads to building and 
enhancing their reputation in the market (Buchanan, Cao & Chen, 2018). This 
reputation leads to them fetching higher premium in market valuation (Kumar 
& Singh, 2024). Hence, it can be claimed that FIIs promote optimal allocation 
of firms’ resources and mitigate an agency problem in the firms, encouraging 
them to comply with the mandates and fetch higher market premiums. 

In this study, we focus on the non-compliance with the CSR regulation by 
many Indian firms because of a  greater proportion of such firms. For exam-
ple, Bhattacharyya and Rahman (2019) observe that 40 percent of Indian firms 
have failed to comply with the mandatory CSR expenditure as of 2016. Simi-
larly, Kumar and Singh (2023) report that 34 percent of the Indian firms were 
not following the CSR policy of mandatory expenditure as on 2020. Though we 
observe that the percent of non-compliant firms has decreased from 2016 to 
2020, there is still a great proportion of such firms. Thus, we focus on the role 
of FIIs in impacting the extent of such non-compliance. Our study is motivated 
by two papers. First, Marshall, Rao, Roy and Thapa (2022), who examine the 
preference of different FIIs to invest in the socially responsible Indian inves-
tee firms for two years, from 2015 to 2016. The authors examine the impact of 
compliance with the CSR expenditure regulations on the investment by FIIs; 
however, since we can observe that FIIs have a monitoring role in enhancing 
the corporate governance, we propose that having large foreign investors as 
shareholders impacts many decisions of the firms, including their compliance 
with the regulations. Therefore, ex-ante, we posit the causal relation from FIIs 
towards compliance with CSR regulation. It is observed that though the Indian 
Companies Act of 2013 had legislated the CSR policy with effect from April 1, 
2014, many of the companies either did not invest in CSR-related activities im-
mediately, or did not report their CSR expenditure until 2015, with the expec-
tation of a change in government in 2014 (Kumar & Singh, 2024). Thus, with the 
new government reinforcing the CSR regulation, most of the companies start-
ed reporting the CSR expenditure data from 2016 onwards. With the limited 
data of the initial two years (2014–2016), data utilized by Marshall et al. (2022) 
can lead to a selection bias and provide skewed insights. We extend the data to 
2020 to develop a better understanding of the regulation. Secondly, Rahman 
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(2021) motivates us to investigate the role of FIIs regarding the CSR compli-
ance, as he shows that an increase in the shareholding of the institutional inves-
tors leads to more compliance with the CSR expenditure regulation. However, 
Rahman (2021) considers only either presence or absence of the foreign insti-
tutional investors by introducing a binary variable to depict this, ignoring the 
extent of their holding. We analyze the extent of FII participation by their per-
cent of shareholding in the firm, as a continuous variable, emphasizing on the 
level of FIIs’ holding. This is because the block holding by FIIs would impact the 
firm’s decision to a greater extent than FIIs being minority shareholders. With 
this background, we develop the following hypothesis:

H1: Foreign institutional investors decrease the non-compliance with the 
mandatory CSR expenditure.

The study is organized in five sections. Section 2 provides data utilized and 
methodology adopted for this study. In Section 3, results are presented with 
a discussion on the findings. Section 4 provides additional analysis, and, finally, 
we conclude the paper in Section 5.

Data and methodologyData and methodology

The sample period for the study is from 2016 to 2020, since we exclude  
COVID-19 pandemic period of 2021 and 2022. According to the report by Dasra 
and Bain & Company, titled “India Philanthropy Report 2021”, domestic firms 
of the country have experienced a decline in profitability during the 2020–2021 
period, such that the listed companies’ profitability had reduced by 62  per-
cent in the months immediately following India’s initial COVID-19 lockdowns 
(www2). The decrease in profitability has a direct impact on the CSR expendi-
ture. This suggests that the objective of our study to examine the impact of FII 
on CSR expenditure (our main argument) may not remain robust due to the in-
clusion of COVID-19 periods. Therefore, it is important that we segregate our 
study period from the COVID-19 pandemic period. In addition, Vinod, Umesh, 
and Sivakumar (2023) observe that the behavior of Indian firms during the 
COVID-19 pandemic changed in relation to the CSR expenditure, from being 
reactive to proactive during the different phases of the pandemic. Further, it 
is also observed that many FIIs, mostly US-based funds, started withdrawing 
from the Indian markets since January 2022, immediately after the COVID-19 
pandemic (www3). In order to avoid the confounding impact of COVID-19 on 
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FIIs, as well as CSR expenditure, we confine our study until 2020. Considering 
the fact that CSR regulation came into existence in 2014, with most of the firms 
reporting CSR expenditure from 2016 only (Kumar & Singh, 2024), our data 
starts from 2016. Firm-level data is sourced from Prowess, a database for the 
financial performance of the companies to decipher trends in the Indian econ-
omy and maintained by the Centre for Monitoring Indian Economy (CMIE). Our 
final dataset consists of 3328 firm-year observations from 1423 non-financial 
firms listed on the National Stock Exchange and Bombay Stock Exchange, af-
ter excluding government and financial firms, those with missing observations. 
We test the hypothesized relation through the following model: 

𝑁𝑁𝑁𝑁�� � 𝛽𝛽� � 𝛽𝛽�𝐹𝐹𝐹𝐹𝐹𝐹�� �  𝛽𝛽�𝑋𝑋�� �  𝛽𝛽�𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐹𝐹��𝐹𝐹��� � ���                                                         (1) 

where Xi,t is a vector of firm- and industry- specific variables following the extant 

literature, explained in Table 1. FII represents a continuous variable, measuring the 

engagement of the foreign institutional investors through their percent shareholding in the 

firm. 𝑁𝑁𝑁𝑁�� is a continuous variable for measuring non-compliance with CSR expenditure in 

OLS regression as N_CSR; and for Logit regression, 𝑁𝑁𝑁𝑁�� is a dummy variable assuming a 

value of 1 when the firms’ mandatory CSR expenditure exceeds actual CSR expenditure, 

and 0 otherwise. 

Table 1. Variables Definition 

Variables Definition 

Variable Definition 

Actual CSR expenditure (ACSR) 
It is the actual amount spent by the firm on CSR-

related activities in a given year. 

Non-compliance (NC) 

 

It is a continuous variable, measured as the 

difference of mandatory CSR expenditure and 

actual CSR expenditure as N_CSR. 

It is a dummy variable (NC) assuming a value of 

1 when firm does not comply with the 

mandatory CSR expenditure, and 0 when it 

complies with the regulation. 

Foreign institutional investors 

(FII) 

Shareholding of foreign institutional investors in 

percent. 

Leverage (Lev) 
Ratio of book value of total borrowings (Long-

term + short-term) to the total equity of the firm. 

Age (Age) Number of years since inception. 

Beta (Beta) 
The slope coefficient of regression of a firm’s 

monthly returns on the market returns. 

Cash Ratio (CR) 
Cash and cash equivalents as a proportion of 

firm’s total assets. 

	 (1)

where Xi,t is a  vector of firm- and industry- specific variables following the 
extant literature, explained in Table 1. FII represents a  continuous variable, 
measuring the engagement of the foreign institutional investors through their 
percent shareholding in the firm. NCit is a continuous variable for measuring 
non-compliance with CSR expenditure in OLS regression as N_CSR; and for Log-
it regression, NCit is a dummy variable assuming a value of 1 when the firms’ 
mandatory CSR expenditure exceeds actual CSR expenditure, and 0 otherwise.

Table 1. Variables Definition

Variable Definition

Actual CSR expenditure (ACSR) It is the actual amount spent by the firm  
on CSR-related activities in a given year.

Non-compliance (NC) It is a continuous variable, measured as the difference of mandatory 
CSR expenditure and actual CSR expenditure as N_CSR.
It is a dummy variable (NC) assuming a value of 1 when firm does not 
comply with the mandatory CSR expenditure, and 0 when it complies 
with the regulation.

Foreign institutional investors (FII) Shareholding of foreign institutional investors in percent.

Leverage (Lev) Ratio of book value of total borrowings (Long-term + short-term) to 
the total equity of the firm.

Age (Age) Number of years since inception.

Beta (Beta) The slope coefficient of regression of a firm’s monthly returns on the 
market returns.
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Variable Definition

Cash Ratio (CR) Cash and cash equivalents as a proportion of firm’s total assets.

Profitability (ROA) Return on assets is proxied by the ratio of profit after taxes and total 
assets.

Size (Size) Natural log of firm’s total assets.

Promoter ownership (PO) Proportion of the promoters’ shareholding in the firm (in percent).

S o u r c e : compiled by authors.

Empirical results and discussionEmpirical results and discussion

First, we report the sample statistics of all the variables in Table 2 (Panel A). The 
NC variable is 0.35, suggesting that 35 percent of firm-year observations are 
not complying with the mandatory CSR expenditure. FII mean value is 7.8 per-
cent, such that in Indian firms, the average shareholding by FIIs is 7.8 percent; 
however, it is maximum to the extent of 52 percent, while some firms do not 
have participation from these investors (minimum being zero). Maximum and 
minimum values of Age, Lev, Profitability, Beta and Size show that our sample 
has a mix of firms at different stages of life cycle, level of debt, profits gener-
ated, risk, and size. In a balance sample, our data constitutes 2,387 firm-year 
observations.

We also conduct a  univariate test for the difference in the mean value of 
FIIs’ shareholding for firms complying with CSR regulation in terms of the ex-
penditure they are making towards CSR activities in Panel (B) Table 2. For this, 
we divide our sample into two sub-samples – complying firms and non-com-
plying firms – and calculate the average FII holding of these categories. We ob-
serve that the mean FII is 7.492 percent for firms which are following CSR ex-
penditure mandate (FII_C), whereas it is 7.293 percent for non-complying firms  
(FII_NC). Difference in the mean of FII shareholding in these subsamples is 
0.199, which is significant. This supports our argument that there is a relation 
between FIIs and CSR expenditure.

Table 1. Variables…
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Table 2. Descriptive Statistics

Panel A: Descriptive Statistics

  Mean Median  Max  Min  Std. Dev. N

ACSR 68.49 11.00 8493.0 0.10 339.29 2387

Age 35.77 30.00 159.0 3.00 21.89 2387

Beta 1.21 1.19 2.91 -0.20 0.45 2387

CR 2.09 1.34 309 0.03 7.49 2387

Lev 0.94 0.33 156.6 0.00 5.06 2387

FII 7.81 4.57 51.65 0.00 9.25 2387

NC 0.35 0.00 1.00 0.00 0.48 2387

N_CSR -4.44 0.00 2325 -1868 107.61 2387

Profitability 0.06 0.05 0.87 -1.09 0.08 2387

Size 9.39 9.27 16.09 5.38 1.45 2387

PO 56.90 58.69 89.77 0.00 14.62 2387

Panel B: Univariate Test for Difference in FII Holding

Mean Difference t-stat

FII_NC 7.293
0.199** 2.06

FII_C 7.492      

N o t e : Table 2 presents the descriptive statistics of all the variables employed in the study in Pan-
el A. Univariate results for the differences in means for FIIs’ holdings in compliant and non-com-
pliant firms are presented in Panel B. The t-statistics for the difference in means of two subsam-
ples are based on the assumption of unequal variances. ***, ** and * show significance level at 1%, 
5% and 10%, respectively. The definition of variables is reported in Table 1.

S o u r c e : compiled by authors.

Next, we present the linear association among the variables employed in this 
study through the extent of correlation among them. We present correlation 
matrix in Table 3. In this Table, in alignment with the hypothesized relation, we 
observe that FII is positively associated with actual CSR expenditure (ACSR); 
however, there is a negative correlation between non-compliance with the man-
datory CSR expenditure. This provides us preliminary evidence for the positive 
and negative association of ACSR and N_CSR (and NC) with FIIs, respectively.
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Table 3. Correlation Matrix

  ACSR Beta CR Lev FII NC N_CSR Profit-
ability Size

Beta 0.041**

(0.043)

CR -0.001 0.010

(0.944) (0.617)

Lev -0.008 0.106*** -0.029

(0.699) (0.000) (0.159)

FII 0.226*** -0.008 -0.001 0.036*

(0.000) (0.683) (0.958) (0.079)

NC -0.038* -0.018 0.037* -0.022 -0.004*

(0.062) (0.377) (0.072) (0.277) (0.084)

N_CSR 0.039* -0.010 -0.007 0.006 -0.024** 0.203***

(0.058) (0.627) (0.735) (0.771) (0.036) (0.000)

Profit-
ability

0.017 -0.278*** 0.028 -0.163*** 0.054*** -0.003 -0.023

(0.398) (0.000) (0.174) (0.000) (0.008) (0.882) (0.262)

Size -0.027 0.044** -0.073*** 0.030 -0.009 0.017 0.008 0.028

(0.190) (0.032) (0.000) (0.150) (0.669) (0.404) (0.709) (0.165)

PO -0.082*** -0.014 0.000 -0.019 -0.401*** 0.047** -0.072*** 0.001 -0.035*

  (0.000) (0.501) (0.983) (0.362) (0.000) (0.021) (0.000) (0.972) (0.088)

N o t e : ***, ** and * shows significance level at 1%, 5% and 10%, respectively.

S o u r c e : compiled by authors.

Next, we present the results of the baseline regression Eq. (1) in Table 4. In Col-
umn (I), we take actual CSR expenditure (ACSR) as the dependent variable and 
analyze its association with FII. We observe that FII positively impacts ACSR, 
such that an increase in the participation of FIIs, in terms of their shareholding, 
leads to an increase in the expenditure on CSR related activities by the compa-
ny. Thus, FIIs promotes CSR engagement of the firms. Further, considering the 
extent of non-compliance with CSR (N_CSR) as a dependent variable in Column 
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(II), we find that the coefficient of FIIs’ percent ownership is negative. This im-
plies that the presence of FIIs reduces the non-compliance with the mandato-
ry CSR expenditure. This supports our hypothesis, in alignment with the find-
ings of Rahman (2021). We suggest that these results can be attributed to the 
monitoring by the FIIs and their capability to reduce the agency problem and 
information asymmetry in the firms. We take non-compliance as a dummy de-
pendent variable (NC) and run logit regression to understand the likelihood of 
a firm to not comply with the CSR expenditure mandate. In Column (III), FII is 
negatively related to the NC, such that an increase in the equity holding of the 
FIIs reduces the likelihood of a  firm to not comply with the CSR regulation. 
However, this relation is weaker than with the magnitude of the non-comply-
ing CSR expenditure, since it is significant at 10 percent level only. We can infer 
that FIIs monitor the firms and influence them to follow the mandates as per 
the regulations. This is true in terms of mandatory CSR expenditure regulation, 
as observed in Colum (II) and (III) of Table 4. 

Table 4. Result of the Baseline Regression Eq. (1)

Dependent Variable ASCR N_CSR NC

Variables (I) (II) (III)

C -70.910 26.461 -1.266**

(0.194) (0.143) (0.001)

FII 6.569*** -1.262*** -0.009*

(0.000) (0.000) (0.078)

Age 0.001 -0.016 0.001

(0.997) (0.339) (0.641)

Beta 34.471** -4.624* -0.099

(0.018) (0.086) (0.314)

CR -0.098 -0.048 0.016

(0.909) (0.260) (0.381)

Profitability 63.038** -31.481 -0.484

(0.046) (0.530) (0.396)

Size -4.997** 0.926* 0.035

(0.026) (0.062) (0.250)



	       Geeta Singh120120

Dependent Variable ASCR N_CSR NC

Variables (I) (II) (III)

Lev -0.722* 0.209*** -0.012**

(0.058) (0.000) (0.001)

PO 1.248** -0.474** 0.006*

(0.009) (0.003) (0.066)

Industry FE Yes Yes Yes

Time FE Yes Yes Yes

N o t e : *, ** and *** denote the rejection of null hypothesis at 10%, 5% and 1% level, respectively. 
Values in parentheses are p-values.

S o u r c e : compiled by authors.

To test the conjecture of FIIs reducing the agency cost and monitoring the 
firms, we take a proxy of information asymmetry through free cash flow (FCF). 
Jensen (1986) proposes the free cash flow (FCF) hypothesis, and argues that in 
the absence of profitable investment opportunities, managers of a firm can use 
free cash flow for personal gains and expropriate the outside investors. These 
outside investors can be FIIs or other non-promoter investors. Following Lins, 
Volpin, and Wagner (2013) and Attig, Boubakri, Ghoul, and Guedhami (2016), 
we calculate free cash flow as the difference between operating income before 
depreciation and capital expenditures deflated by total assets. As per Gillan 
and Starks (2000, 2003), Aggarwal et al. (2011), Dyck et al. (2019), and Singh 
and Pathak (2024), FIIs reduce this agency problem and information symme-
try through monitoring the firms. Therefore, we regress FCF on FII in Table 5 to 
examine the empirical impact of FIIs’ holding on the agency problem, proxied 
through FCF. The results of OLS regression suggest that FIIs negatively impact 
FCF, providing evidence for the monitoring role of these institutional investors. 
In Column (I), the dependent variable is FCF, which is negatively associated 
with FII, such that an increase in the shareholding of FII leads to a decrease in 
the FCF, or a reduction in the agency problem. Next, as per our argument, more 
agency problem should lead to less investment in CSR, and, therefore, we re-
gress FCF on ACSR and non-compliance with the CSR mandate (N_CSR) and ob-
serve from Column (II) and (III) that an increase in the FCF leads to a reduction 

Table 4. Result…
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in CSR expenditure and increase in the non-compliance with the CSR expendi-
ture mandate, respectively. This provides us the channel for our findings, i.e., 
FIIs reduce non-compliance with the mandatory CSR expenditure by reducing 
information asymmetry and agency problem.

One of the concerns in our findings can be the presence of endogeneity is-
sue. To address this, we employ generalized methods of moments (GMM) and 
re-run our baseline regression model. Results presented in Column (IV) of Ta-
ble 5 show that our results are consistent with the earlier findings, and thus, 
the model is free from the endogeneity problem.

Table 5. Regression Results Showing Channel of the Impact  
of FII on Non-Compliance with CSR Expenditure Regulation

Dependent Variable FCF ASCR N_CSR N_CSR (GMM)

Variables (I) (II) (III) (IV)

C 0.633*** 0.189*** 22.947*** 6.671***

(0.000) (0.000) (0.000) (0.000)

FII -0.002*** 6.042*** -0.415*** -1.255***

(0.000) (0.000) (0.000) (0.000)

FCF -9.988*** 1.265***

(0.000) (0.000)

Age 0.000 0.048*** -0.011** 0.074***

(0.288) (0.000) (0.005) (0.000)

Beta -0.049** 22.861*** -1.551*** 26.647***

(0.021) (0.000) (0.000) (0.000)

CR 0.000 -0.042* -0.112** 4.615

(0.554) (0.065) (0.001) (0.814)

Profitability -0.111** -22.145*** -11.114*** 12.593***

(0.043) (0.000) (0.000) (0.000

Size -0.009** -3.568*** 0.087* -2.469**

(0.020) (0.000) (0.083) (0.003)

Lev 0.000 -0.518*** 0.037 0.124

(0.873) (0.000) (0.419) (0.104)
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Dependent Variable FCF ASCR N_CSR N_CSR (GMM)

Variables (I) (II) (III) (IV)

PO 0.001** 0.152*** -0.360*** -0.615***

(0.038) (0.000) (0.000) (0.000)

Industry FE Yes Yes Yes

Time FE Yes Yes Yes  

N o t e : *, ** and *** denote the rejection of null hypothesis at 10%, 5% and 1% level, respectively. 
Values in parentheses are p-values.

S o u r c e : compiled by authors.

Additional AnalysisAdditional Analysis

It is worth noticing that one of the distinctive characteristics of the Indian mar-
ket is the presence of the largest number of business groups for any country. 
Business groups can be defined as a set of publicly traded, legally independent 
firms operating across different industries, however, linked through substan-
tial cross-ownership and generally controlled by families (Khanna & Palepu, 
1999, 2000). Therefore, we analyze the association of CSR and FIIs in firms af-
filiated to business groups. In Column (I), Table 6, we observe that groups in-
vest in the CSR activities more than the standalone firms, as evident from the 
positive coefficient of Group. Further, with the increase in the equity holding 
of the FIIs, CSR expenditure further increases in the group-affiliated firms, as 
FII*Group is positive and significant. Regarding non-compliance with the man-
datory CSR expenditure, we observe that such non-compliance further reduc-
es with the increase in the equity holding of FIIs, when the firm is a member of 
business groups, as per the results presented in Column (II), Table 6. Taking 
non-compliance as a dummy variable (NC), we again provide evidence for the 
decreasing likelihood of non-compliance with the mandatory CSR expenditure. 
The tendency of business groups to avoid non-compliance with the mandatory 
CSR expenditure can be attributed to their concerns over maintaining reputa-
tion in the market (Khanna & Palepu, 2000; Mukherjee, Makarius & Stevens, 
2018; Holmes Jr, Hoskisson, Kim, Wan & Holcomb, 2018). The positive reputa-
tion of the business groups’ members is important for them, as it boosts their 
access to foreign capital and technological resources (Lamin, 2013). Follow-

Table 5. Regression…
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ing Manos, Murinde and Green (2012) and Manos, Murinde and Green (2007), 
business groups are closed structured with cross-holding among the promot-
ers of member firms. Outside investors, like FIIs, suffer from a higher degree of 
information asymmetry. Participation by the monitoring FIIs in such business 
groups leads to better governance and reduced information asymmetry. This 
pushes the member firms to comply with the regulations of the country, espe-
cially the CSR expenditure regulation, along with driving their reputation in 
the market. 

Table 6. Additional Analysis

Dependent Variable ASCR N_CSR NC

Variables (I) (II) (III)

C 68.194** 28.772*** -0.381**

(0.041) (0.000) (0.037)

FII 0.242* -0.639*** -0.012**

(0.072) (0.000) (0.021)

Group 3.656** -2.033*** -0.266***

(0.019) (0.000) (0.000)

FII*Group 1.905* -0.067** -0.009**

(0.097) (0.001) (0.010)

Age 0.048 0.046*** 0.001*

(0.566) (0.000) (0.101)

Beta -1.786* -1.358*** -0.048*

(0.067) (0.000) (0.084)

CR -0.086** -0.059** 0.009

(0.022) (0.001) (0.230)

Profitability -8.279** -27.301*** -0.468*

(0.023) (0.000) (0.054)

Size 0.773 0.069 0.015**

(0.334) (0.229) (0.005)

Lev 0.099* 0.146*** -0.009*

(0.073) (0.000) (0.060)
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Dependent Variable ASCR N_CSR NC

Variables (I) (II) (III)

PO -0.898** -0.456*** 0.005**

(0.039) (0.000) (0.008)

Industry FE Yes Yes Yes

Time FE Yes Yes Yes

N o t e : *, ** and *** denote the rejection of null hypothesis at 10%, 5% and 1% level, respectively. 
Values in the parenthesis are p-values.

S o u r c e : compiled by authors.

 Conclusion Conclusion

We provide the first study to analyze the impact of equity participation of the 
foreign institutional investors on the violation of the mandatory CSR expendi-
ture in Indian firms. From the results presented in Table 4, it is evident that 
the higher the participation of FIIs in firms, the higher their CSR expenditure, 
and the lesser the non-compliance with the mandatory CSR expenditure. Fur-
ther, the study of ours is the first one to empirically provide the channel of such 
a relation. Results presented in Table 5 suggest that the FIIs push the firms to 
comply with the CSR regulation by reducing the information asymmetry and 
agency problem, as proxied by the extent of free cash flow. Our results support 
the monitoring role of the FIIs in Indian firms. Given the large number of busi-
ness group affiliated firms in India, we provide additional analysis focusing on 
the behavior of the FIIs in the group member firms. Supporting the notion of 
business groups’ legacy of many years, FIIs contribute towards such reputation 
maintenance and reducing information asymmetry by pushing them to comply 
with the CSR mandate, and thus, a more strengthened relation between FIIs 
and non-compliance in the business groups.

Our study provides insights for the policymakers for encouraging foreign 
investors to invest in Indian firms, since the presence of such outside investors 
pushes the firms to follow regulations – CSR regulation in this study. Further, 
this study can guide investors to understand the level of information asym-
metry in the firms through the participation of the foreign institutional inves-

Table 6. Additional…
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tors. Future work can be extended to compare the role of FIIs in other emerg-
ing economies through other regulation, not confined to only CSR regulation.
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