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Abstract 

Motivated by institutional theory, this study investigates the effect of mandatory corporate 

social responsibility policy on the financial distress likelihood and social 

performance (activity and disclosure) of listed firms. The panel models applied on 800 

firm-year observations for the period 2010 to 2019 and used the Indian stock market as a 

testing ground. The findings show that an increase in social performance activity more 

than likely causes a reduction in the likelihood of financial distress and are significant in 

extraction industries.  Also, financial distress firms do not cause an increase in social 

performance activity of listed firms. The findings also show that the introduction of the 

mandatory CSR policy does not cause a financial distress likelihood of listed firms. Also, 

the study shows that the introduction and implementation of mandatory CSR policy cause 

an increase in the practice of CSR and ultimately increases the social performance 

disclosure of listed firms and is significant in the service industries. Lastly, the 

institutional theory is relevant in the explanation of the relationship of the study. The 

implication from the study shows that the mandatory CSR policy introduction causes 

firms to increase social performance disclosure in its sustainability reporting to 

shareholders. There are no bi-directional studies that examine how social performance 

activity culminating from mandatory policy, worsens or improves financial distress 

likelihood of listed firms. Also, the significance from different industries perspective in 

mandatory CSR policy and social performance disclosure contributes novelty to CSR 

studies. 
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1. Introduction 
Many corporate leaders and investors have reacted to the institutionalisation of CSR 

policy from voluntary to mandatory as established in the Company's Act 2013, section 

135 (Ministry of Corporate Affairs, 2013; Watch, 2019). However, studies showed that 

the change occurred from voluntary to mandatory as a result of a loss of firm credibility to 

commit to undertaking corporate social responsibility (Oberoi, 2018). The CSR policy 

mandates firms to spend 2% of the last three years net profit on CSR activities but this has 

financial implications on the long-term firm survival (Manchiraju and Rajgopal, 2017; 

Linn and Dong, 2018; Shahbaz, 2018; Buallay, 2019; Choi, Han and Kwon, 2019). 

Nonetheless, the mandatory CSR policy effect of causing financial constraints or financial 
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