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Abstract

This study delves into the intricate relationship between Corporate Social Responsibility
(CSR) and corporate performance (measured by earnings) in the context of Central
European countries. The primary purpose is to rigorously analyse the impact of CSR
practices on various dimensions of corporate performance in this region. Recognising
CSR as a multifaceted concept extending beyond financial metrics, the research aims to
uncover the extent to which socially responsible practices contribute to corporate
success, and thus validate and graphically represent the relationship between CSR
strategy and corporate performance, quantified by the level of earnings management.
Employing the ESG score as a key metric for assessing CSR performance, the study
integrates financial and accounting data from a comprehensive sample of publicly traded
enterprises in Central Europe. Through correlation analyses, statistical tests, and
correspondence analyses, the research seeks to elucidate patterns, associations, and
sectoral nuances in the interplay between CSR initiatives and corporate performance. To
make a profit and obtain a competitive edge in the market, businesses must respect the
requirements of all stakeholders. The significance of corporate earnings was supported
by the findings of the correlation analysis, which showed a relationship between the
amount of corporate earnings and the CSR performance of Central European businesses
as determined by the ESG score. Moreover, the results also reveal that the level of
earnings management is strongly influenced by the ESG rating, which provides an
assessment of the sustainability profile or attributes of a corporation or financial
instrument, its exposure to sustainability risks, and its effects on the environment and
society. This investigation not only contributes to the understanding of CSR dynamics
in Central European contexts, but also provides valuable insights for businesses,
policymakers, and stakeholders aiming to foster sustainable and socially responsible
corporate practices.
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Introduction

Socially responsible practices, encompassed under the umbrella of Corporate Social Responsibility
(CSR), have increasingly become integral to corporate success in recent years. CSR refers to a
company's commitment to manage the social, environmental, and economic effects of its operations
responsibly and in line with public expectations. It goes beyond legal compliance and engages in
actions that further social good, beyond the interests of the firm and what is required by law. These
practices can contribute to corporate success, and may build a relationship with corporate
performance, particularly in terms of earnings management. Engaging in CSR initiatives can
significantly enhance a company's reputation and brand image. When a company is perceived as
socially responsible, it tends to attract more customers, investors, and top talent (Mahmood et al.,
2020). This positive perception translates into increased sales, higher stock prices, and better access
to capital, which in general improve the overall financial performance of enterprises. CSR initiatives
build trust and loyalty among stakeholders, including customers, employees, investors, and
communities (Chen et al., 2021). When stakeholders perceive a company as being committed to
ethical and sustainable practices, they are more likely to support the company and remain loyal to its
products or services. Nonetheless, adopting socially responsible practices can help companies
mitigate various risks, including regulatory, legal, environmental, and reputational risks (Wirba,
2023). For example, companies that proactively address environmental concerns are less likely to face
regulatory fines or lawsuits related to pollution or non-compliance with environmental regulations.
Many CSR initiatives, such as energy conservation, waste reduction, and employee wellness
programmes, can result in cost savings and efficiency improvements for companies. Investors are
increasingly considering CSR performance when making investment decisions. Companies with
strong CSR profiles often have better access to capital and investment opportunities (Hohnen, 2007).
Additionally, the popularity of socially conscious investment funds is growing, giving businesses
more ways to receive capital. As a result, it is clear how important the CSR idea is to business practice
and how it affects both financial and organizational performance.

In order to fulfil analyst expectations, achieve bonus objectives, or draw in investors, corporations
may manipulate their financial statements to offer a false picture of their financial success, a practice
known as "earnings management" (Durana et al., 2022). While it may be permissible and lawful to
control earnings to some extent, overly manipulating results might damage investor confidence and
have unfavourable long-term effects. Empirical evidence indicates that corporations with strong
corporate social responsibility plans have lower rates of earnings management (Kim et al., 2012;
Moratis & Egmond, 2018; Gaio et al., 2022; Meyer & Dutzi, 2024). This is so because businesses that
value corporate social responsibility give equal weight to accountability, transparency, and moral
conduct (Zhao & Farinas, 2023). These businesses gain the trust of stakeholders by exhibiting a
dedication to social responsibility, which lessens the need for them to manipulate results in order to
keep investors happy. On the other hand, because they are under more pressure to satisfy investors
and hit short-term financial objectives, businesses with lax or non-existent CSR policies could be
more likely to manipulate results (Meyer & Dutzi, 2024). Nevertheless, these actions may eventually
harm the business's reputation and have unfavourable effects.

In summary, socially conscious business practices improve a company's reputation, foster
stakeholder trust, reduce risks, provide cost savings, and make it easier for businesses to obtain
financing. Given that businesses with high CSR profiles are less likely to participate in financial
manipulation, the link between CSR strategy and earnings management emphasizes the significance
of moral behaviour and openness in corporate governance.

Consequently, in the framework of Central European nations, this study explores the complex link
between business success (determined by earnings) and corporate social responsibility (determines
by ESG rating). ESG (Environmental, Social, and Governance) is a framework used to assess a
company’s practices and performance on sustainability and ethical issues. It helps investors,
regulators, and other stakeholders evaluate how a company manages risks and opportunities related
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to environmental, social, and governance factors. The main aim of the study is to conduct a thorough
analysis of how CSR activities affect different aspects of business performance in this area.
Acknowledging CSR as a complex idea that goes beyond financial measurements, the study seeks to
determine the degree to which socially conscious actions boost business performance. This will
validate and illustrate the connection between CSR strategy and business performance as measured
by the degree of earnings management. Earnings management can be perceived as the practice where
company management deliberately influences reported financial results to meet certain targets or
expectations. This can involve manipulating accounting choices, estimates, or timing of transactions
to present the company’s earnings in a more favourable or sometimes less favourable light. The study
incorporates financial and accounting data from a large sample of publicly-traded firms in Central
Europe, using the ESG score as a major criterion for measuring CSR performance. The research aims
to clarify trends, connections, and sector-specific subtleties in the relationship between CSR activities
and company performance using correspondence analysis, statistical testing, and correlation studies.
The correlation analysis's results, which indicated a link between corporate earnings and the CSR
performance of central European companies as assessed by the ESG score, confirmed the importance
of corporate profitability.

Although previous studies have shown that CSR practices are associated with earnings
management, there is limited empirical research focused specifically on publicly traded firms in
Central Europe. Most existing literature overlooks the regional regulatory and economic contexts,
and few studies use ESG scores as a quantifiable measure of CSR performance in relation to earnings
manipulation. This study addresses that gap by examining the relationship between ESG-based CSR
performance and earnings management in Central European companies.

The article is organized as follows: the most significant studies and research in the subject are
compiled in the literature review. The methodology section outlines the processes used in the study
process and provides basic information on the sample of European firms that were evaluated. The
results and discussion section presents the outputs of the statistical tests and computations and
discusses the study findings in relation to other worldwide studies. The conclusions section illustrates
the study's shortcomings as well as the obstacles facing future research.

1. Literature review

Corporate social responsibility has a major role in a company's corporate brand perception,
commercial success and perception, and appeal to investors, workers, and customers. As a result, it
improves a company's image and generally improves its financial performance. A corporation should
wait to allocate its income to socially responsible activities until it has achieved a satisfactory degree
of economic success, as stated by Gaio et al. (2022), Vishwanathan et al. (2020), D'Amato and
Falivena (2020). One of the most common reasons for declining business financial performance
(Deakin, 1972; Gilson, 1989) is the inability to raise enough money to pay short-term obligations. For
this reason, assessing the efficiency of corporate finance is critical to maintaining financial stability
(Durana et al., 2020; Fialova & Folvarcna, 2020). Ahmadpour and Shahsavari (2016) discovered that
earnings management is a common strategy used by both solvent and insolvent companies to present
their financial performance as favourably as possible. 198 solvent and 55 insolvent firms were
included in the study. One of the models that is most frequently used to determine earning
management is the modified Jones model (Dechow et al., 1995). The nondiscretionary accruals are
determined by the model and are computed using the model's linear regression coefficients. The
discrepancy between total accrual and nondiscretionary accrual is then used to determine the
discretionary accruals, which give the possibility to manipulate results.

Nondiscretionary accruals (NDA) and discretionary accruals (DA) were also employed by
Tbalvandani and Nashtei (2017). They discovered that cash flow was not a significant determinant in
failing enterprises, while accrual quality and portfolio rank were statistically significant predictors of
future profitability in prosperous businesses. The Hoang and Joseph (2019) study shows how profits
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levels are impacted by the application of accounting rules and regimes. However, it is evident that
choosing the earnings manipulation approach is impacted by a difficult financial situation. Managers
of financially distressed organizations are more prone than their counterparts in the financial industry
to use income-decreasing earnings management strategies (Habib et al., 2013). Managers are
motivated to manipulate earnings in both directions (based on financial challenges) since they have
already experienced financial difficulty. On the other hand, Sayidah et al. (2020) study discovered that
management's ability to control earnings within predetermined bounds had no impact on an
organization's financial stability. As a result, financial performance data is crucial for businesses to
establish socially conscious initiatives and have a good influence on society in addition to
demonstrating their competitiveness and stability.

The finding that companies with a history of solid financial performance also showed a high level
of social responsibility lends credence to the idea. On the other hand, companies with less stable stock
prices are unlikely to support socially responsible projects. Numerous studies have found a favourable
correlation between the adoption of the corporate social responsibility concept and enhanced
financial performance (Ali & Kaur, 2021; Jaisinghani & Sekhon, 2022; Gallo et al., 2024; Lorincova et
al., 2024). The concept of corporate social responsibility and earnings management have been shown
to be closely related (Buertey et al., 2019). Businesses that engage in corporate social responsibility
consider tackling social and cultural concerns as part of their global operations, with the goal of
improving both in the process (Kovacova & Lazaroiu, 2021). When applied correctly, this concept
should become ingrained in a business's culture and principles, enhancing its corporate operations
(Ballerini et al., 2022). A company's purpose and core values should be strongly entwined with
corporate social responsibility, which should also play a significant role in marketing and promotion,
strengthening the company's social consciousness and corporate values.

In today’s digitized and data-driven business environment, the principles of corporate social
responsibility are being redefined through the integration of digital technologies, artificial
intelligence, and structured sustainability governance. Traditional CSR frameworks often assumed
that socially responsible initiatives should follow only after a company achieves sufficient financial
success, as highlighted by Teres (2023), Ziabina and Dzwigol-Barosz (2022). However, in the age of
digital transformation, this approach is rapidly evolving. CSR is no longer an afterthought or a
reputational tool, it is increasingly embedded in the digital architecture of modern enterprises,
shaping strategy (Nguyen, 2023), risk management (Metzker et al., 2021), and stakeholder
engagement from the ground up (Eleyan, 2022).

Digital CSR involves the application of digital tools to enhance and scale the social and
environmental responsibilities of a company. This includes the use of artificial intelligence (AI) for
supply chain transparency, blockchain for ethical sourcing verification, machine learning for
optimizing resource efficiency, and digital platforms that foster inclusive stakeholder dialogue. These
technologies enable real-time monitoring and reporting of sustainability metrics, moving companies
away from symbolic or static CSR reporting toward more responsive and dynamic accountability. As
a result, digital CSR can strengthen corporate brand perception, enhance resilience, and build long-
term investor and customer trust factors strongly linked to financial performance in empirical
studies (Lyulyov et al., 2024).

Closely linked to this is the concept of sustainability governance, which refers to the mechanisms,
structures, and processes through which firms manage their environmental and social impacts.
Effective sustainability governance integrates ESG principles into core business operations and risk
management (Us et al., 2023). When powered by digital tools, governance becomes more efficient
and evidence-based, allowing organizations to assess climate-related risks, human rights concerns,
and resource consumption patterns with greater precision (Wu et al., 2025). Digital dashboards,
automated compliance tracking, and Al-driven scenario analysis are increasingly used by firms to
support board-level decisions and regulatory alignment (Ugwa, 2023).
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One of the key enablers of both digital CSR and effective governance is AI-supported transparency.
AT and big data analytics help companies not only to disclose performance indicators with greater
granularity but also to detect and mitigate unethical practices, including greenwashing, earnings
manipulation, and social washing (Moodaley & Telukdarie, 2023). For example, Al systems can
identify discrepancies between reported ESG performance and actual environmental impacts, thereby
increasing corporate accountability and improving investor confidence (Xiao & Xiao, 2025).
Furthermore, as noted in studies by Zimon et al. (2022) and Sihatmi et al. (2024), companies that
demonstrate a commitment to transparency in both financial and non-financial reporting tend to be
more resilient to economic shocks and reputational risks. Nevertheless, Al-supported transparency
must be carefully governed to avoid unintended consequences, such as algorithmic bias or over-
automation of ethical judgments (Papagiannidis et al., 2025). Here, sustainability governance plays a
crucial role by ensuring that the deployment of AT aligns with corporate values and broader societal
expectations. Embedding CSR into AI system design, by considering fairness, inclusivity, and
environmental impact, is becoming a new standard of responsible innovation (Ozkan, 2024).

The convergence of digital CSR, sustainability governance, and Al-enabled transparency
represents a paradigm shift in how companies define and execute their responsibilities to society.
These integrated approaches not only help companies improve their operational efficiency and risk
management but also reinforce their legitimacy and social license to operate (Covucci et al., 2024). As
corporate responsibility becomes more digitized, real-time, and data-driven, businesses that embrace
these changes proactively are more likely to thrive, economically, ethically, and environmentally.

2. Methodology

The main objective of this article is to demonstrate, validate, and visually depict the link that exists
between business success as measured by the degree of earnings management and the CSR strategy.
As a result, two possibilities were investigated:

1. There is a statistically significant dependence between the CSR strategy measured by ESG rating
and corporate performance quantified by the level of earnings management.

2. There are categories of factors (CSR strategy and level of earning management) that are mutually
correspondent.

The purpose of creating the dataset of central European businesses was to describe the relationship
between corporate social responsibility and earnings management. Publicly listed corporations are
the focus of the research because they make verifiable data available in the public domain that can be
used to generate an ESG (environmental, social, and governance) rating, which is a measurement of
the factors that are becoming crucial to corporate strategy and decision-making. Based on their
exposure to ESG risks and how successfully they manage those risks in comparison to peers, industry
leaders and laggards are determined using an approach called ESG rating, which is rules-based. The
ESG grades are as follows: laggard (B, CCC), average (A, BBB, BB), and leader (AAA, AA). A leader
in the industry is a company that manages the biggest ESG risks and opportunities better than its
peers; an average company does a mediocre job of managing the biggest risks and opportunities in
comparison to its peers; a laggard is a company that performs worse than its peers due to high
exposure to and inability to manage major ESG risks.

With an ESG rating reported for three years in a row (2020-2022) and all the financial reports
required to calculate the level of discretionary accruals, there are 490 businesses in central Europe that
meet the requirements for publicly listed businesses (none from Slovakia, Croatia, or the Baltic states
are included due to missing ESG information). The 2020-2022 observation window coincides with a
period of significant macroeconomic volatility due to the COVID-19 pandemic, supply chain
disruptions, and inflationary pressures, which may have influenced both ESG performance and
earnings management practices. During such periods, companies may have faced increased pressure
to meet financial targets, potentially incentivizing earnings manipulation, while simultaneously being
scrutinized more closely for their social and environmental responses. The dataset comprises only
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extremely big public limited firms. Of the total number of businesses examined, almost 48% are from
Germany, followed by Switzerland (31.4%), Luxembourg (7.3%), Austria (6%) and Poland (6%), with
fewer than 1% each from Czechia, Hungary, and Slovenia. The development of the ESG score,
measured on a scale from 0 to 100 points, in the analysed countries is portrayed in Figure 1.

=== ESG Score 2022
=== ESG Score 2021
=== ESG Score 2020
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Figure 1. Development of ESG in the analysed countries.
Source: Own elaboration.

To verify the manipulation of earnings, Dechow et al. (1995) employed a modified version of the
Jones model. Since Kliestik et al. (2020a) demonstrated that this model (Eq. (1) and (2)), which is
based on linear regression, produces the most pertinent findings under Visegrad settings, it was used.

NDA;; AREVt—AREC;; PPE;;

e +a +a + & 1
TAt—1 0 Ajr_q L Ajt-1 2 Aie—a i W
(TA;_y = NDA;; + DAy); (2)

where NDA;; - nondiscretionary accrual in a year t; DA;; - discretionary accrual in a year t;
TA;_, - total accrual in a year t; A;,_; — total assets in a year t-1; AREV;, — annual change in revenues
in a year t; AREC;; - annual change in receivables in a year t; PPE;; — long-term tangible assets in a
year; @y, @1, @, — coefficients; €;; — prediction error.

All firms' financial data (as indicated in the equations) were utilized as input variables in the
modified Jones model. The model determines the nondiscretionary accruals, which are then
estimated using the linear regression coefficients of the model. The discretionary accruals, which
allow for result manipulation, are then calculated from the difference between total accrual and
nondiscretionary accrual for each business in each analysed year. If the discretionary accruals did not
deviate from zero, then it was considered that there had been no manipulation of earnings. Every
year, a single sample t test was conducted to ascertain if the average values of discretionary accruals
deviated from zero. Manipulation is quite likely if the mean value of discretionary accruals deviates
from zero. The higher the evidence of earnings manipulation, the more severe the values and the more
they deviate from zero (Otero-Gonzalez et al., 2021). However, previous studies show that a well-
defined concept of corporate social responsibility promotes greater moral behaviour and open
tinancial reporting, which in turn curbs deceptive behaviour (Zadeh, 2021; Gaio et al., 2022; Martinez
et al.,, 2022).

The Pearson chi-square test was run at the significance level of 0.05 to ascertain the degree of
reliance between the CSR strategy, as determined by the ESG rating, and the company performance,
as evaluated by the earnings management level. An essential precondition for the correspondence
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analysis is confirming that the variable categories depend on one another. If mutual dependency is
verified, the statistical significance of the contingency coefficient is examined, and Cramer's V is
utilized to determine the strength of the connection.

Furthermore, the correspondence analysis is performed to look into the underlying structure of
contingency tables (where categories of factors are comparable to each other) once statistically
significant reliance is discovered between the components being examined. The valuable result of the
correspondence analysis is a depiction of the relationships between the rows and columns of the
studied contingency tables. The rows and columns of the contingency table are represented by the
points when they are projected into the multidimensional space and placed onto the correspondence
map, which employs the Euclidean distance measure. The categories are more comparable and have
stronger mutual correspondence when the points on the correspondence map are closer to one
another. The degree that characterizes the quality of the transfer of multidimensional points into a
correspondence map is determined by the variability of those points. Total inertia is a measure of
variability that is computed for row categories as (Eq. 3):

1> = Zipi+di2 3

where d; is the chi-square distance between row i's profile, p;, is the marginal relative frequency
of row i, and I is the total inertia (Kovacova et al., 2019; Durana et al., 2022). In an analogous manner,
column categories are determined using the same process.

3. Researchresults
The basic descriptive statistics of financial data of all companies, explaining their financial
background and position, are summarised in Table 1.

Table 1. Basic financial information of the analysed central European enterprises.

Current Non-current . Tangible fixed
Debtors Stock liabilities liabilities Depreciation ilssets
mean (th. €) 645,618.45 679,506.16 2,326,170.90 3,050,548.03 402,677.14 1,889,528.7
median (th. €) 91,698.94 74,623.24 265,528.37 284,034.95 43,800.76 169,441.24
std. dev. (th. €) 1,857,308.46 2,864,674.51 10,407,342.4 13,154,462.5 1,625,596.21 6,478,894.68
CV (%) 2.88 4.22 4.47 4.31 4.04 3.43
Intangible fixed assets Ebit Eat Total assets  Current assets Sales
mean (th. €) 1,819,121.0 375,925.8 270,883.4 8,351,551.3 2,887,862.6 5,228,971.1
median (th. €) 87,399.17 50,822.84 33,009.67 1,171,334.85 449,128.38 795,901.50
std. dev. (th. €) 7,534,177.28 1,558,165.41 1,241,079.4 32,074,239.10 11,988,605.79 17,164,898.7
CV (%) 4.14 4.14 4.58 3.84 4.15 3.28

Source: Own elaboration.

The number of businesses having a positive, negative, or zero value for this indicator is shown by
the results of the discretionary accruals calculations made using the modified Jones model (Table 2).

Table 2. Calculated values of DA in the sample of enterprises.

Period Positive value of DA Negative value of DA Zero value of DA
2021/2022 15.71 % 26.53 % 57.76 %
2020/2021 7.55 % 40.20 % 52.25%

Source: Own elaboration.

The findings show that over 40% of businesses had a negative discretionary value throughout the
COVID-19 epidemic period. This suggests that businesses were attempting to reduce their earnings
as a result of their unfavourable financial performance. According to Habib et al. (2013), managers of
financially unstable businesses are more likely than their counterparts in the financial sector to
employ income-decreasing earnings management techniques. Managers are motivated to manipulate
earnings in both directions (based on financial challenges) since they have already experienced

14
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financial difficulty. In contrast, as the situation of the macroeconomic development was slightly
improved in the second analysed period, the financial performance of enterprises was improved and
change in the value of discretionary accruals is also evident. The economic, political, and financial
conditions of a nation have a significant impact on its development, as demonstrated by the findings
of Kliestik et al. (2020b), Svabova et al. (2020), Sumiyana (2020), and Schwab (2019) study.

The next step of the analysis is to determine whether there is a statistically significant association
between the CSR method and earnings manipulation (Table 3).

Table 3. Contingency table of the analysed parameters.

Discretionary accruals
Negative Positive Zero Total
A 27 8 55 90
AA 15 9 44 68
AAA 2 0 19 21
ESG rating B 22 14 32 68
BB 23 21 52 96
BBB 32 17 59 108
CCC 9 8 22 39
Total 130 77 283 490

Source: Own elaboration.

Using the mean values of the two analysed parameters, the Pearson chi-square test was run at a
significance level of 0.05 (Table 4) in order to verify the hypotheses.

Table 4. Confirmation of the relationship between earnings management and CSR level.
P-value of Pearson chi-square test Decision  Cramer’s V P-value of Cramer’s V Decision
0.044 Hl 0.209 0.044 Sig. weak association
Source: Own elaboration.

The chi-square test findings indicate a modest correlation between the examined parameters,
indicating that the ESG rating of the central European businesses has an impact on earnings
manipulation. As a result, the CSR strategy data as determined by the ESG rating might serve as a
reliable predictor of manipulative behaviour. A simple correspondence analysis was carried out in
order to better highlight the relationship between the categories of both variables at the same time;
reciprocal correlations between the row (Table 5) and column (Table 6) categories were examined.

Table 5. Overview of rows points.

Score in Dimension Contribution
ESG score Mass Inertia of Pou.lt to h.lertla of Of Dimension to Inertia of Point
1 2 Dimension
1 2 1 2 Total
A 0.184 0.296 0.450 0.007 0.087 0.378 0.449 0.551 1.000
AA 0.139 0.303 -0.172 0.003 0.069 0.042 0.854 0.146 1.000
AAA 0.043 1.533 -0.425 0.019 0.546 0.079 0.961 0.039 1.000
B 0.139 -0.494 0.164 0.007 0.184 0.038 0.945 0.055 1.000
BB 0.196 -0.287 -0.373 0.006 0.087 0.277 0.525 0.475 1.000
BBB 0.220 -0.107 0.180 0.001 0.014 0.073 0.398 0.602 1.000
CCC 0.080 -0.174 -0.376 0.002 0.013 0.114 0.287 0.713 1.000
Active Total 1.000 0.044 1.000 1.000

Source: Own elaboration.

The values are shown in Table 3, which aids in assessing the contributions made by each row to
the dimension and the dimensions made by the rows. Each row's relative value to the total number of
enterprises (490) is displayed by the mass value. The scores in dimension, which display the scores of
rows in the intended dimensions 1 or 2, serve as a representation of the dimensional distance (used
in the final correspondence map). The column carrying the inertia values shows the amount of
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variance that each row adds to the total inertia value. The contribution of the dimension's point of
inertia, or the dimension of inertia to point, explains the function of each row in the dimension (and
vice versa). The Total column, which displays the percentage of row points on total inertia as well as
the overall contribution of each dimension to the row, contains the most important facts. The results
of the overview column point (Table 6) can also be presented in this manner.

Table 6. Overview of columns points.

Score in Dimension Contribution
DA values Mass Inertia of Poirllt to Irllertia of Of Dimensim} to Inertia of
1 2 Dimension Point

1 2 1 2 Total

negative 0.265 -0.285 0.479 0.010 0.117 0.618 0.400 0.600 1.000
positive 0.157 -0.778 -0.453 0.021 0.515 0.328 0.847 0.153 1.000
Zero 0.578 0.343 -0.097 0.013 0.368 0.055 0.959 0.041 1.000

Active Total 1.000 0.044 1.000 1.000

Source: Own elaboration.

The results show that the two-dimensional correspondence map accurately depicts the researched
categories in both scenarios (rows and column points) since the values of the contributions (Total

column) equal one in every case.

Factor scores are provided for the contingency table's row and column points by the
correspondence analysis findings. The result is a unique corresponding map (Figure 2) for every
column profile (level of earnings management) and row (ESG rating).

Symmetrical Normalization
06
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negative
04

BBB

o)

0,0000

zero
AAA
o]

Dimension2

ccc AA
o o
posttive

04 B

-06
-06 -04 -02 0,0000 02 04 06
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Figure 2. Correspondence map.
Source: Own elaboration.

The final symmetric correspondence map for each year under analysis is shown by overlaying the
two related maps. The correspondence analysis outputs show some extremely intriguing findings, and
it becomes clear how the financial performance of publicly-traded central European enterprises
quantified by the level of earnings management in and their CSR strategy measured by the ESG rating
are related (Raoli, 2013).

The study demonstrates that companies with ESG ratings of A, B, and BBB (a mix of average and
laggards) with average CSR problem management and below average ESG risk management
frequently engage in negative earnings manipulation (income-decreasing behaviour). Income-
decreasing earnings management has been a common practice, with the aim of avoiding taxes and
attributing the entrepreneurs’ personal expenses to the businesses (Francis et al., 2003). Usually, it is
connected to a decline in the market value of the company and poorer financial results. Businesses
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with ESG ratings of BB and CCC (again, a mix of average and laggards) are characterized by positive
earnings manipulation, or income-increasing activities. Kothari et al. (2005) offer factual data to back
up Jensen's (2004) claim. According to their basic hypothesis, companies will probably manipulate
their earnings in order to meet the inflated expectations of their performance that are reflected in
stock prices. This is a common tactic used by businesses with poor financial performance to boost
their market value. The companies that have the finest CSR concepts and, thus, the highest ESG
ratings (AA and AAA), do not engage in any activities that increase or decrease revenue, and they
have zero discretionary accruals. This indicates that the company is financially secure and performing
at a level that is adequate.

The findings indicate that there is a modest but statistically significant correlation between
business profitability as determined by the degree of earnings management and the CSR strategy as
assessed by the ESG rating. In addition, there are categories of factors (CSR strategy and level of
earning management) that are mutually correspondent (see Figure 2). With a focus on a few key
categories that are positively correlated with each other, the examination of business entities' financial
performance in relation to their earnings management strategies and approach to the CSR concept
demonstrates that there is a statistically significant dependence between these two crucial metrics.
Enterprises operate under different constraints and motivations based on their ESG maturity, and
this influences their approach to financial reporting. Businesses with low ESG ratings often operate
with weaker internal controls, lower stakeholder oversight, and fewer reputational constraints. These
enterprises are more likely to face declining profitability or underperformance relative to
expectations. As a result, they have stronger incentives to inflate earnings artificially (income-
increasing manipulation) to attract investors, meet debt covenants, or improve market sentiment.
The potential benefits of such manipulation, such as higher stock prices or easier access to capital, are
perceived to outweigh the risks in the short term, particularly when there is little accountability for
ESG or ethical lapses.

By contrast, enterprises with moderate ESG ratings may not face the same performance pressures
but often lack a comprehensive commitment to transparency. In these cases, companies might engage
in income-decreasing manipulation to reduce taxable income or shift financial results across periods
to smooth performance. Economically, this behaviour is tied to tax minimization strategies and
earnings smoothing to avoid volatility that could raise investor concerns. These companies might not
be driven by a need to impress capital markets, but rather to optimize internal financial planning or
mask inefficiencies. Enterprises with high ESG ratings (e.g., AA or AAA), on the other hand, tend to
have strong governance structures, proactive risk management, and stakeholder-oriented strategies.
These companies often focus on long-term value creation, and the costs of manipulating earnings,
such as reputational damage, regulatory scrutiny, or erosion of stakeholder trust, are higher than any
potential short-term gains. Their alignment with ESG principles discourages both income-increasing
and income-decreasing manipulation because financial integrity is seen as an extension of responsible
corporate behaviour. These firms benefit from lower capital costs, enhanced brand loyalty, and
improved investor relations, making transparent reporting more valuable than manipulated
performance. Therefore, the clustering emerges logically: low ESG enterprises manipulate upward to
survive or appear successful, medium-sized ESG enterprises manipulate downward to manage taxes
or volatility, and high ESG enterprises avoid manipulation to preserve trust and stability. This pattern
reflects how enterprises balance short-term survival incentives against long-term reputational and
financial costs within the framework of their ESG positioning.

The relationship between CSR and financial performance is complex and multifaceted, with
evidence supporting both directions of influence. On one hand, CSR can act as a driver of financial
performance. Companies that engage in socially responsible practices often experience enhanced
reputation, stronger brand loyalty, improved employee satisfaction, and better relationships with
stakeholders (Cardillo & Basso, 2025). These advantages can lead to increased revenues, cost savings,
and reduced risk exposure. For example, environmental initiatives may reduce operational costs,
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while ethical labour practices can improve workforce productivity and reduce turnover (Faeni et al.,
2025). Additionally, CSR can attract investors who prioritize ESG criteria, thereby improving access
to capital (Yu et al., 2024). Numerous empirical studies have found a generally positive relationship
between CSR activities and firm profitability (Cho et al., 2019; Abdulah, 2024; Katenova & Qudrat-
Ullah, 2024). On the other hand, CSR can also be viewed as an outcome of financial performance.
According to the slack resources’ theory, financially successful firms are better positioned to allocate
resources to non-core activities such as CSR (Vitale et al., 2023). In this view, companies invest in
CSR after achieving strong financial results, using surplus profits to improve their public image, meet
stakeholder expectations, or pre-empt regulatory scrutiny (Awa et al., 2024). This perspective suggests
that CSR is often a discretionary expenditure enabled by financial slack, rather than a strategic tool
for improving profitability.

Recent research increasingly supports a bidirectional and context-dependent relationship between
CSR and financial performance (Gu, 2023; Homayoun et al., 2023). In many cases, firms with
sustained profitability can invest in CSR initiatives, which in turn reinforce their market position and
long-term value creation. The strength and direction of this relationship may vary depending on
industry characteristics, market maturity, regulatory environment, and the alignment of CSR efforts
with core business strategies (Bahta et al., 2020). For example, consumer-facing industries may
experience more immediate financial benefits from CSR due to heightened public visibility, while
tirms in heavily regulated sectors may pursue CSR primarily for compliance and risk management
(Arian et al., 2023). In conclusion, CSR can function both as a cause and a consequence of financial
performance. Rather than a simple linear relationship, the interaction between CSR and profitability
is better understood as a dynamic cycle, where financial success enables CSR investment, and
responsible business practices contribute to long-term competitive advantage and financial
sustainability.

4. Discussion

CSR reporting is particularly cognizant of the fact that it affects investment opportunities,
corporate reputation, and financial performance (Hermawan & Mulyawan, 2014; Ali et al., 2022).
This is especially true for publicly traded companies. Habek and Wolniak (2016) provide evidence
that the publication of corporate social responsibility data positively impacts the CSR concept.
Moratis and Egmond (2018) looked at a sample of US-listed corporations to see if accrual-based
earnings management and corporate social responsibility were related. The study's conclusions
showed that businesses that have a bigger environmental impact avoid manipulating their revenues
and perform better in terms of CSR (Siueia & Wang, 2018). Therefore, it is undeniable that companies
that place a high priority on social responsibility are less likely to manipulate results through
discretionary accruals (Kim et al., 2012). The study conducted by Choi et al. (2018) revealed
somewhat different results, indicating that corporate social responsibility programs affect companies'
real earnings management practices but not accrual-based earnings management. On the contrary,
the findings of their research, which were derived from a sample of publicly traded non-financial
organisations, substantiated the significance of the CSR notion as it pertains to managerial
obligations. In the words of Ajina et al. (2019), companies that practice social responsibility are
motivated to demonstrate their dedication to moral conduct by means of cooperation and confidence;
as a result, they significantly curtail the use of earnings management techniques. Discretionary
accruals, or cash flows, are the most resilient part of the model compared to other parts during
expansions and recessions, according to Park and Shin (2015), who also noted that the decline in
persistence for discretionary accruals, or cash flows, is greatest (smallest) during the transition from
an expansion to a recession. Business cycles and macroeconomic variables have a substantial impact
on the quality of accruals, and companies that engage in earnings management are typically more
susceptible to a range of macroeconomic disruptions (Kim & Qi, 2010). Setyoputri and Mardijuwobo
(2020) and Gajdosikova et al. (2022) conducted studies on the influence of corporate qualities on
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earnings management. Their findings revealed specific factors that influence the expression of
earnings management practices. Their financial reporting is of the highest calibre (Nagy et al., 2022).
Gaio et al. (2022) found a negative association between earnings management and corporate social
responsibility, concluding that CSR programs are associated with greater levels of ethical conduct.
Furthermore, firms that prioritize social responsibility exhibit more dependable financial data and
sustainable economic outcomes, which in turn lowers the perceived risk among their partners and
other stakeholders (Shayan et al., 2022). Chen and Hung (2020) corroborated the tendency of
organizations with worse CSR performance to use earnings management strategies. On the other
hand, companies are putting CSR into practice not just to improve information transparency but also
to encourage positive interaction with stakeholders and reduce the likelihood of earnings
manipulation (Ajina et al, 2019). Tran et al. (2022) assert that the idea of corporate social
responsibility (CSR) has important and relevant consequences for different authorities when it comes
to using CSR as a gauge of the calibre of financial reporting. The research conducted by
Dimitropoulos (2022) suggests that companies with strong CSR performance have higher quality
financial reporting and fewer discretionary accruals and income normalisation.

Hermawan and Mulyawan (2014) assert that listed firms understand the value of CSR success as it
reflects their financial performance. The CSR idea presents a number of obstacles to a company's
capacity to remain profitable (Tran et al., 2021). The results of Machmuddah et al. (2020) show that
business value is positively and significantly impacted by corporate social responsibility disclosure,
with the influence of profitability moderating this effect. Profitability has a substantial effect on CSR,
as demonstrated by regression models applied to a sample of Chinese appliance lister firms (Wu et
al., 2021). CSR activities are significantly impacted by financial performance and economic cycles,
both of which have an impact on the integrity of financial reporting (Kyaw et al., 2017). Goncalves et
al. (2021) claim that managers of companies with an established CSR concept act more ethically,
however they fail to include earnings management.

Conclusions

In Central European countries, corporate social responsibility has a major impact on company
performance through a number of interrelated methods. Studies showing strong correlations between
CSR participation and indicators like return on equity, return on assets, and stock market success
attest to the link between robust CSR policies and improved financial performance. Furthermore,
CSR activities support the development of solid stakeholder connections, which in turn strengthens
consumer, employee, investor, and community trust, loyalty, and reputation resilience.
Consequently, this enhances the long-term viability and competitive edge. Effective CSR policies also
reduce the risk of operational interruptions, reputational harm, and regulatory compliance, which
strengthens a company's resilience in unstable market conditions.

Businesses need to respect the needs of all stakeholders in order to turn a profit and get a
competitive advantage in the market. Corporate social responsibility is the term for this. The
correlation study's results, which indicated a positive association between corporate earnings and the
CSR performance of central European enterprises as assessed by the ESG rating, further reinforced
the importance of corporate profitability. This study looks at ways to measure the link between
corporate performance as measured by the degree of earnings management and socially responsible
behaviour in order to validate and visually express the amount to which these practices contribute to
corporate success.

This research looks at how to characterize the relationship between corporate social responsibility
and earnings management in central European listed companies. The study finds a statistically
significant relationship between company profitability as determined by the degree of earnings
management and the CSR strategy as assessed by the ESG rating. Moreover, there are categories of
factors (CSR strategy and level of earning management) that are mutually correspondent. Positive
discretionary accruals, and thus income-increasing earnings management practices are used by the
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enterprises with the average leading to lag value of ESG rating (BB and CCC) and thus weak CSR
concept. The market leaders with the best score of ESG rating (AA, AAA) do not use any revealable
earnings management practices and the calculates not discretionary accrual is not different from zero.
Finaly, the income-decreasing activities (negative discretionary accruals) are typical for the
enterprises with ESG rating at A, B and BBB level.

It may be argued that the study's limitations are related to the time period and the dataset of firms,
which is the main focus of future research and analysis. A critical limitation of this study lies in the
composition of the dataset, which is heavily skewed toward large, publicly listed companies,
particularly from Germany and Switzerland. This overrepresentation limits the generalizability of the
findings to the broader Central European context. Germany and Switzerland possess more mature
economies, well-developed regulatory environments, and greater institutional support for CSR and
ESG reporting compared to other Central European countries. As a result, the CSR strategies and
financial behaviours observed in firms from these countries may not accurately reflect the practices
and challenges faced by companies in smaller or less economically advanced nations in the region.
Moreover, the dataset focuses primarily on publicly traded firms (which are reporting ESG score),
whereas a significant share of enterprises in Central European countries are not listed on stock
exchanges. These unlisted companies operate under different regulatory and market pressures, often
with lower levels of transparency and reduced incentives for formal CSR disclosure or adherence to
ESG standards. Unlike large corporations, SMEs were not required to implement ESG frameworks,
and they typically face fewer legal or institutional obligations to disclose non-financial information.
As a result, their engagement in CSR activities tends to be informal, ad hoc, or based on local
stakeholder expectations rather than standardized ESG metrics. To improve the validity and
inclusiveness of future research, the dataset should be expanded to include a broader and more
representative mix of firms, particularly SMEs and companies from underrepresented Central and
Eastern European countries such as Slovakia, Hungary, the Czech Republic, and Poland, which may
be a difficult task due to underperformed capital market in the most of these countries. This would
allow for a more accurate assessment of how CSR and earnings management practices vary across
firm size, ownership structure, and national context, and would yield more relevant insights for
policymakers, investors, and practitioners seeking to strengthen responsible business conduct across
the region.

For legislators, auditors, regulators, and investors in their endeavours to curtail earnings
manipulation strategies and enhance the calibre of fiscal documentation. The findings of this study,
along with its acknowledged limitations, carry important managerial and policy implications for
stakeholders aiming to foster responsible business conduct and financial transparency in Central
Europe. Given the uneven implementation of ESG standards across firm sizes and national contexts,
regulators should consider expanding the scope of ESG reporting requirements to include not only
publicly listed companies but also large privately held firms and, in a proportionate and flexible
manner, selected small and medium-sized enterprises. Moreover, national CSR strategies should be
adapted to reflect the economic realities and institutional maturity of Central European countries.
Corporate boards, especially in non-listed and medium-sized firms, are encouraged to view CSR and
ESG not merely as compliance requirements but as strategic instruments for enhancing long-term
value. Boards should integrate sustainability objectives into core management processes, including
risk oversight, performance evaluation, and executive remuneration. As the study suggests,
companies with well-developed CSR strategies and strong ESG ratings are less likely to engage in
earnings management practices, indicating a higher level of financial discipline and governance
quality. This proactive approach to sustainability can strengthen stakeholder trust, increase resilience
to market volatility, and ultimately improve competitive positioning. Investors also have a crucial role
to play in encouraging ethical corporate behaviour. Investment decisions should take into account
not only financial indicators but also the reliability and substance of CSR and ESG disclosures.
Companies with weak ESG ratings and signs of earnings manipulation, such as high levels of
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discretionary accruals, warrant closer scrutiny, as these may signal deeper governance or transparency
issues. In contrast, firms with credible ESG commitments and transparent financial practices
represent lower-risk, sustainable investment opportunities.

Companies that integrate corporate social responsibility into their operations need to persuade
their owners and shareholders of the cost-effectiveness of doing so while also claiming that their
financial reporting is accurate, precise, and up to date, and that their earnings management strategies
are mitigated. Moreover, CSR encourages innovation by providing incentives for the invention of
sustainable goods, procedures, and business plans, this boosts competitiveness and long-term value
generation. All things considered, the incorporation of corporate social responsibility into company
plans is essential for promoting good social effect, improving corporate performance, and
guaranteeing the long-term viability of businesses that operate in Central European nations.
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