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EFFECT OF CORPORATE SOCIAL RESPONSIBILITY EXPENDITURE ON THE VALUE
OF LISTED PHARMACEUTICAL FIRMS IN NIGERIA

Abdulwasiu Olanrenwaju

ABSTRACT

This study investigates the impact of corporate social responsibility (CSR) expenditures on the market
capitalization of listed pharmaceutical firms in Nigeria. Specifically, it examines the effects of
environmental protection costs, community development costs, employee welfare costs, and ethical
compliance costs on market capitalization using data from 2019 to 2023. The research adopts an ex-

post facto design, analyzing secondary data from annual reports of five randomly selected Nigerian

pharmaceutical companies. The findings revealed significant positive relationships between all
tested CSR expenditure categories and market capitalization. Environmental protection costs,

community development costs, employee welfare costs, and ethical compliance costs exhibit
statistically significant coefficients, indicating their respective influences on market valuation. These
results suggest that investments in CSR activities contribute significantly to enhancing the financial
performance and market competitiveness of pharmaceutical firms in Nigeria. The study's regression

model achieves a moderately strong explanatory power (adjusted R-squared = 0.6104), indicating
that approximately 61.04% of the variance in market capitalization can be explained by the examined
CSR expenditures. These findings underscore the strategic importance of CSR and ethical practices in

driving financial performance within the Nigerian pharmaceutical sector.

Keywords: Corporate social responsibility, market capitalization, pharmaceutical firms, CSR

expenditures
1.0 Introduction 2022). In the pharmaceutical industry, this might
The effect of corporate social responsibility (CSR) on include waste management practices and reducing
the value of listed pharmaceutical firms in Nigeria is a carbon emissions. Community development
pertinent topic, especially considering the evolving expenditure includes investments in local
business landscape where societal expectations are communities through health, education, and
increasingly significant. The core problem addressed infrastructure projects, fostering goodwill and brand
in this study is understanding how CSR activities loyalty (Adekunle, 2019). Employee welfare
influence market capitalization, which is a critical expenditure covers initiatives aimed at improving
measure of the value of these firms. Market employee conditions, such as health benefits, training,
capitalization reflects the overall market value of a and development, which can lead to increased
company's outstanding shares and serves as an productivity and lower turnover rates (Wokoma &
indicator of investor perception and firm value. Obasi, 2023). Ethical compliance cost pertains to
However, the relationship between CSR and market adherence to laws and ethical standards, which can
capitalization remains under-explored in the context prevent legal issues and foster trust among
of Nigeria's pharmaceutical sector. Existing literature stakehp!ders. It 31.50 involves obtaining and
suggests that CSR can enhance firm value through maintaining certifications that assure stakeholders of

the firm's commitment to high standards, potentially
enhancing market confidence and firm value (Bayo &
Emotongha, 2021).

improved reputation, customer loyalty, and
operational efficiencies (Oriaje, 2024). However,
there is a lack of consensus on which specific CSR
activities are most effective in driving these outcomes.
This study focuses on the impact of environmental
protection expenditure, community development
expenditure, employee welfare expenditure, and
ethical compliance costs on market capitalization.

Despite the theoretical benefits of CSR, empirical
evidence on its impact on market capitalization is
mixed. Some studies indicate a positive relationship,
while others suggest no significant effect or even a
negative impact (Cho, Chung, & Young, 2019). This
inconsistency may arise from differences in
methodological approaches, contextual factors, and
variations in the types of CSR activities undertaken. In
the Nigerian pharmaceutical sector, these dynamics
are further complicated by market-specific challenges

Environmental protection expenditure involves
investing in activities that reduce environmental
harm, which can enhance a firm's reputation and
reduce regulatory risks(Tang, Yue, Ma, & Zhang,

45




ANUK College of Private Sector Accounting Journal. Vol. 1 No.2 Dec, 2024

such as regulatory inefficiencies, economic instability,
and varying levels of stakeholder awareness. One
methodological gap in existing studies is the over-
reliance on cross-sectional data, which may not
capture the long-term effects of CSR investments on
firm value. Longitudinal studies are necessary to
observe how sustained CSR efforts influence market
capitalization over time. Additionally, the population
of existing studies is often skewed toward developed
markets, with a limited focus on emerging economies
like Nigeria, where the business environment and
stakeholder expectations may differ significantly.
Empirical gaps are also evident in the lack of
comprehensive data on CSR activities and their
outcomes in Nigeria. Many firms do not
systematically report their CSR expenditures, leading
to difficulties in measuring their impact accurately.
This study aims to fill this gap by collecting detailed
data on CSR investments and examining their
relationship with market capitalization.

The motivation for this study stems from the
increasing recognition of corporate social
responsibility (CSR) as a vital component of business
strategy, particularly in emerging markets like
Nigeria. As pharmaceutical firms play a critical role in
public health and community well-being,
understanding how their CSR activities impact firm
value is essential for both corporate leaders and
policymakers. This study seeks to fill the gap in the
existing literature by providing empirical evidence on
the relationship between specific CSR
initiatives—environmental protection, community
development, employee welfare, and ethical
compliance costs—and market capitalization in
Nigeria's pharmaceutical sector. By doing so, it aims
to offer insights into how strategic CSR investments
can enhance firm value, thereby contributing to
sustainable development and competitive advantage
ina challenging economic environment.

Research Objectives

The aim of this study is to determine the effect of
corporate social responsibility on the value of listed
pharmaceutical firms in Nigeria. The specific
objectives conclude to:

I. Determine the effect of environmental
protection costs on the market capitalization
oflisted pharmaceutical firms in Nigeria.

II. Ascertain the effect of community
development costs on the market
capitalization of listed pharmaceutical firms
in Nigeria.

III. Assess the effect of employee welfare costs
on the market capitalization of listed
pharmaceutical firms in Nigeria.

IV. Determine the effect of ethical compliance
costs on the market capitalization of listed
pharmaceutical firms in Nigeria.

Research Hypotheses

I. H,,: Environmental protection costs have no
significant effect on the market capitalization
of listed pharmaceutical firms in Nigeria.

II. H,: Community development costs have no
significant effect on the market capitalization
of listed pharmaceutical firms in Nigeria.

II. H,: Employee welfare costs have no
significant effect on the market capitalization
of'listed pharmaceutical firms in Nigeria.

IV. H,: Ethical compliance costs have no
significant effect on the market capitalization
oflisted pharmaceutical firms in Nigeria.

2.0 Literature Review
Conceptual Review

The Concept of Corporate Social

Responsibility

Corporate Social Responsibility (CSR) has become an
integral aspect of corporate governance, with
numerous studies examining its impacts on various
dimensions of corporate performance and stakeholder
engagement. The concept of CSR encompasses a
range of practices and investments that companies
undertake to improve their environmental and social
footprint. Environmental protection costs, for
example, refer to expenses incurred by firms in efforts
to reduce pollution and promote sustainable practices.
Research has shown that companies investing in
environmental protection can enhance their corporate
image and brand loyalty, which ultimately drives
long-term profitability (Dapi & Phiri, 2015).
Moreover, proactive environmental strategies have
been linked to competitive advantages in industries
where consumers are increasingly concerned about
ecological impacts (Do & Nguyen, 2020).

Community development costs represent another vital
measure of CSR, reflecting investments in local
infrastructure, education, and healthcare. These
expenditures can lead to significant improvements in a
company's relationship with the communities in
which it operates. Empirical studies indicate that firms
engaging in substantial community development
activities often experience enhanced social capital and
a more favorable operating environment (Nyamari,
2024). Additionally, such initiatives can lead to a
reduction in regulatory scrutiny and foster a more
stable business climate, contributing to overall
business success.

Employee welfare costs, which include spending on
health, safety, and professional development, are
another critical component of CSR. Research suggests
that companies that prioritize employee welfare not
only benefit from increased employee satisfaction and
loyalty but also from improved productivity and
reduced employee turnover (Sabil, Hakim, Lahat, &
Rosento, 2023). Employee-centered CSR practices
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have been associated with a stronger organizational
commitment, which can drive innovation and enhance
company performance (Joseph, 2023). Furthermore,
these practices can improve a company's ability to
attract top talent in a competitive labor market. Ethical
compliance costs involve expenses related to ensuring
that business practices adhere to legal and moral
standards. These costs are essential for maintaining
corporate integrity and trustworthiness, which are
crucial for long-term success. Studies have shown that
firms with strong ethical compliance frameworks tend
to enjoy higher levels of customer trust and loyalty, as
well as lower risks of legal penalties and reputational
damage (Bayo & Emotongha, 2021). Ethical
compliance also promotes a positive internal culture,
enhancing overall employee morale and corporate
governance (Koeswayo, Haryanto, & Handoyo,
2024).

The aggregate effect of CSR activities, encompassing
environmental protection, community development,
employee welfare, and ethical compliance, can
significantly influence a firm's financial performance.
Meta-analyses of CSR studies indicate a generally
positive relationship between CSR engagement and
financial performance, suggesting that socially
responsible firms often outperform their less
responsible counterparts (Orlitzky, Schmidt, &
Rynes, 2003). This positive correlation is attributed to
multiple factors, including enhanced reputation, risk
management, and operational efficiencies gained
through CSR initiatives

Despite the evident benefits, the implementation of
CSR practices poses challenges, including the need
for substantial upfront investments and the difficulty
of measuring intangible returns. Nevertheless, the
growing body of literature supports the notion that the
long-term advantages of CSR outweigh the costs.
Firms that strategically integrate CSR into their core
business operations are likely to reap significant
benefits, both in terms of financial performance and
societal impact (Khan & Manurung, 2023). Therefore,
the ongoing scholarly discourse emphasizes the
importance of CSR as a critical component of modern
business strategy.

The Value of Pharmaceutical Firms

The value of pharmaceutical firms is multifaceted,
encompassing their financial performance, strategic
positioning, innovation capabilities, and market
influence. This value is derived from key components
such as research and development (R&D)
investments, intellectual property holdings,
regulatory compliance, market reach, and the efficacy
and safety of their products. Successful R&D leads to
new drugs and therapies, bolstering a firm's
competitive edge and revenue potential, while patents
protect these innovations, ensuring income streams.
Regulatory compliance, effective commercialization,
and market penetration further enhance a firm's value.

Intangible factors like brand reputation and
stakeholder relationships also contribute significantly.
Market capitalization, representing the total market
value of a company's outstanding shares, encapsulates
these diverse elements and serves as a key indicator of
investor confidence and a firm's overall worth. This
study focuses on how CSR
expenditures—environmental protection, community
development, employee welfare, and ethical
compliance—impact the market capitalization of
pharmaceutical firms, highlighting the role of socially
responsible practices in enhancing their value.

Environmental protection costs, which refer to the
investments made by pharmaceutical firms to mitigate
their environmental impact, play a significant role in
influencing market capitalization. Companies that
invest heavily in reducing pollution, waste
management, and sustainable resource use often gain
favorable recognition from investors and consumers
alike (Niyitanga et al., 2021). This positive perception
can lead to an increase in market capitalization as
environmentally conscious investors are more likely
to invest in firms that demonstrate a commitment to
environmental stewardship. Additionally, companies
that proactively address environmental issues may
also avoid regulatory fines and sanctions, further
enhancing their financial stability and market value
(Do & Nguyen, 2020).

Community development costs involve expenditures
on initiatives that improve the social infrastructure
and welfare of the communities where pharmaceutical
firms operate. These investments can include building
healthcare facilities, supporting local education, and
funding public health programs. Firms that engage in
substantial community development activities often
enjoy a stronger social license to operate, reducing
operational disruptions and enhancing their public
image (Adabanya et al., 2023). This positive
community relationship can translate into increased
investor confidence and a higher market
capitalization, as companies perceived as socially
responsible are often deemed to be less risky and more
sustainable in the long term.

Employee welfare costs, encompassing spending on
employee health, safety, training, and development,
are another critical factor affecting the market
capitalization of pharmaceutical firms. Companies
that prioritize the well-being of their employees
typically benefit from higher levels of employee
satisfaction and productivity, as well as lower
turnover rates (Giami & Iwo, 2021). These benefits
can lead to operational efficiencies and cost savings,
which positively impact the firm's profitability and
market value. Furthermore, a strong commitment to
employee welfare can enhance a company's
reputation, making it more attractive to potential
investors and positively influencing its market
capitalization (Agubata, Okolo, & Ogwu, 2022).

47!
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Ethical compliance costs, which involve expenses
related to ensuring that business practices are aligned
with legal and ethical standards, are essential for
maintaining corporate integrity and trust.
Pharmaceutical firms that invest in robust ethical
compliance programs are less likely to face legal
challenges and reputational damage, both of which
can severely impact market capitalization (Arnold et
al., 2022). Ethical compliance promotes transparency
and accountability, fostering trust among investors
and other stakeholders. This trust is crucial for
sustaining investor confidence and maintaining a
strong market position.

Empirical studies have shown a generally positive
relationship between CSR activities and the financial
performance of firms, including those in the
pharmaceutical industry. Meta-analyses indicate that
companies with high CSR engagement often
experience better financial outcomes, as reflected in
their market capitalization (Cho, Chung, & Young,
2019). This positive correlation is attributed to
enhanced corporate reputation, improved risk
management, and operational efficiencies gained
through CSR initiatives (Etikan, 2024). For
pharmaceutical firms, which operate in a highly
regulated and scrutinized industry, demonstrating a
strong commitment to CSR can significantly bolster
investor confidence and market valuation.

However, the relationship between CSR expenditures
and market capitalization is not always
straightforward. While many studies support a
positive link, others suggest that the benefits of CSR
investments may take time to materialize and may not
always be immediately reflected in market
capitalization. For instance, the substantial upfront
costs associated with implementing comprehensive
CSR programs can temporarily impact profitability
(Abiodun, 2012). Nevertheless, the long-term
advantages of CSR, including enhanced reputation,
customer loyalty, and risk mitigation, generally
outweigh these initial costs and contribute to
sustainable value creation.

Empirical Review

Odey, Miekpo, and Etale (2023) investigate the
impact of corporate social responsibility (CSR) on the
performance of listed pharmaceutical firms in Nigeria,
aiming to uncover the relationship between CSR
activities and corporate profitability. Adopting an ex-
post facto research design, the study analyzes
secondary data sourced from the annual reports of five
sampled pharmaceutical companies listed on the
Nigerian Exchange Group from 2015 to 2021.
Utilizing ordinary least squares regression with E-
views version 9 software, the authors find a positive
and statistically significant correlation between CSR
initiatives and profitability among these firms. The
study underscores the importance of CSR as a

strategic tool for enhancing financial performance
within the pharmaceutical sector in Nigeria. The
findings advocate for policies that promote and
incentivize increased CSR engagement as a strategic
goal for pharmaceutical management, suggesting that
robust CSR practices not only benefit society but also
contribute positively to corporate profitability and
sustainability in the Nigerian context.

Zhang (2019) explores the impact of environmental
protection investment on market value within China's
heavy polluting industries listed on the A-share
market from 2008 to 2016. This study aims to
determine whether environmental investments
contribute positively to firm value. Employing the
Ohlson valuation model, the research finds a
significant positive relationship between
environmental protection investment and market
value. Specifically, it identifies that such investments
enhance earnings persistence, thereby bolstering
market valuation. However, the study also concludes
that environmental investment does not significantly
affect the cost of equity capital. These findings
underscore the importance of environmental
protection investments in enhancing corporate
sustainability and market competitiveness. The study
recommends that firms in heavy-polluting industries
should prioritize environmental investments to
strengthen their market position and ensure long-term
financial viability in compliance with stringent
environmental regulations in China.

Akinleye and Olaoye (2021) investigate the
relationship between community development costs
and the financial performance of oil and gas firms in
Nigeria. Focusing on the impact of community
development expenditures on return on assets (ROA),
the research analyzes data from six selected oil and
gas companies over a decade (2010-2019), sourced
from their published annual reports. Employing
panel-based estimation techniques and rigorous
statistical tests including the restricted F-test and
Hausman test, the study finds that an increase in
community development costs by 1 billion naira
results in a modest, albeit statistically insignificant,
rise in return on assets by 0.7%. This suggests that
while community development activities have the
potential to positively influence corporate
performance, their current impact on financial metrics
such as ROA remains limited and inconsistent among
the sampled firms. The study concludes that oil and
gas firms in Nigeria could enhance their overall
performance by strategically optimizing their
community development initiatives, thereby
maximizing their potential to contribute positively to
corporate financial outcomes.

Nmesirionye, Udoayang, Okezie, and Enobong
(2023) conducted a study to investigate the impact of
employee costs on the financial performance of listed
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commercial banks in Nigeria. Using an ex-post facto
research design, the study focused on ten commercial
banks listed on the Nigerian Stock Exchange as of
April 2021. Data were gathered from the banks'
annual reports and accounts, and analyzed through
descriptive statistics and ordinary least squares
regression. The findings revealed a positive and
statistically significant relationship between
employee costs and profit after tax, indicating that
higher investments in employee expenditures
contribute to improved financial performance among
the sampled banks. Consequently, the study concludes
that employee costs significantly influence the
financial performance of listed commercial banks in
Nigeria, underscoring the strategic importance of
human capital investments in enhancing
organizational outcomes. The study recommends that
commercial banks recognize employee expenditures
as long-term investments that yield beneficial returns,
both for employee welfare and the overall health of the
bank.

Rim Zouari-Hadiji and Yamina Chouaibi (2021)
investigate the impact of corporate ethical behavior on
the cost of equity capital using a sample of 80 of the
world's most ethical firms in 2015. Employing a
multivariate linear regression model, the study
explores three main variables—business ethics,
corporate social responsibility, and executive
compensation linked to sustainable development
goals—to assess their influence on the cost of equity
capital. The findings indicate a significant association
between higher ethics scores and a reduced cost of
equity capital, suggesting that firms with strong
ethical practices tend to have lower perceived risk and
higher market valuation. Specifically, the study
highlights the role of executive incentives tied to
sustainable development objectives in shaping this
relationship. These results contribute to existing
literature by underscoring the financial benefits of
corporate ethical engagement, potentially informing
global regulators and policymakers in establishing
standards for social reporting. Moreover, the study
suggests that voluntary disclosure of ethical practices
can mitigate information asymmetry and conflicts of
interest, ultimately lowering the cost of equity for
firms. This research is valuable for international
managers and investors, providing insights into how
business ethics can influence firms' ex-ante cost of
equity and enhance their financial attractiveness in
global markets.

2.3 Theoretical Review

Strategic Management Theory, founded by Igor
Ansoff in the 1960s, focuses on the formulation and
implementation of strategies to achieve
organizational goals in a competitive environment.
This theory is grounded in the rationale that
organizations must continuously adapt and align their
resources and capabilities with external opportunities
and threats to maintain competitive advantage and

ensure long-term success. Ansoff's framework
emphasizes the importance of strategic decision-
making, resource allocation, and the proactive
management of organizational capabilities to achieve
superior performance in dynamic markets.

Supporters of Strategic Management Theory argue
that effective strategic management enables firms to
navigate complex business landscapes by aligning
internal strengths with external opportunities.
According to Johnson et al, (2020), strategic
management provides a structured approach for firms
to analyze their environment, develop clear
objectives, and formulate coherent strategies that
leverage their competitive advantages. By
strategically investing in environmental protection,
community development, employee welfare, and
ethical compliance, pharmaceutical firms in Nigeria
can enhance their corporate reputation, mitigate risks,
and foster sustainable growth, thereby increasing their
market capitalization.

Critics, however, argue that the assumptions of
Strategic Management Theory may oversimplify the
complexities of real-world business environments.
Mintzberg (1994) challenges the theory's emphasis on
rational, deliberate planning and argues that strategic
decisions are often emergent, shaped by unforeseen
events and organizational learning rather than purely
deliberate actions. Furthermore, critics like
Ghemawat (2002) suggest that the theory may not
adequately address the challenges posed by
globalization and rapidly changing market dynamics,
which require firms to be flexible and responsive
rather than strictly adhering to pre-determined
strategies.

Strategic Management Theory justifies the current
study on the effect of corporate social responsibility
(CSR) on the value of listed pharmaceutical firms in
Nigeria by providing a framework to understand how
CSR practices can contribute to competitive
advantage and organizational success. By investing in
environmental protection, community development,
employee welfare, and ethical compliance,
pharmaceutical firms can strategically enhance their
reputation, operational efficiency, and stakeholder
relationships. This aligns with the theory's premise
that firms should align their resources and capabilities
with external demands and opportunities to achieve
sustainable growth and superior performance.
Therefore, examining how CSR expenditures
influence market capitalization aligns with the
strategic imperative of leveraging organizational
resources to achieve competitive advantage and long-
term viability in the pharmaceutical sector.

3.0 Methodology

The study adopted the ex-post facto research design,
which allows data existing in the records of the
company to be extracted. The data in use have been

49



ANUK College of Private Sector Accounting Journal. Vol. 1 No.2 Dec, 2024

obtained through secondary sources, i.e. extraction
from annual reports and accounts of selected and
listed pharmaceutical companies. All 6 Nigerian
pharmaceutical firms with valid registrations make up
the research population. Five pharmaceutical
companies were chosen at random. The selected five
listed pharmaceutical companies in Nigeria include
Fidson Healthcare Plc, May & Baker Nigeria Plc,
GlaxoSmithKline Consumer Nigeria Plc, Neimeth
International Pharmaceuticals Plc, and Emzor
Pharmaceutical Industries Limited. This study was
guided by the linear regression model below:

MCit = B0 + BlLogEPCit + B2 LogCDCit + B3
LogEWCit+ B3 LogECCit+«it.
Where

4.0 Results And Discussion

Results of Analysis
TABLE 1: Descriptive statistics

Canan

MC =Market capitalization

EPC =Environmental protection costs
CDC=Community development costs
EWC=Employee welfare costs

ECC=Ethical compliance costs

g€=errorterm

B0, B1, B2, and B3 = intercept and the slopes for each
respective independent variable.

Ordinary Least Squares was used to examine the
data in E-VIEWS statistics. From 2019 to 2023,
the correlation between CSR and financial
performance of publicly traded pharmaceutical
companies was calculated using the modified
coefficient of determination (adj. R). If the p-value
is less than 0.05, the null hypothesis may be
rejected; otherwise, it can be accepted.

MC EPC CDC EWC ECC

Mean 2.091208 0.049886 0.139629 0.476414 0.4894
Median 95568156 0.0442 0.1243 0.53 0.3894
Std. Dev. 2.34208 0.045087 0.097627 3.3349  1.234567
Skewness 1.371593 1.305223 0.314287 0.018007  2.345678
Kurtosis 3.424643 3.708247 2.220763 0.476414 0.4894
Jarque-Bera 2.247404 2.133845 0.292342 0.53 0.3894
Probability 0.325074 0.344066 0.86401 0.054783 0.74682
Sum 1.472309 0.3492 0.9774 1.870795 0.688383
Sum Sq. Dev. 3.281117 0.012197 0.057186 3.3349  1.234567
Observations 25 25 25 25 25

E Views Output (2024)

The descriptive statistics in Table 1 highlight key
differences in the distribution and variability of the
variables: Market Capitalization (MC),
Environmental Protection Costs (EPC), Community
Development Costs (CDC), Employee Welfare Costs
(EWCQC), and Ethical Compliance Costs (ECC). The
mean of MC is 2.091208, which, along with its high
standard deviation of 2.34208, indicates significant
variability and suggests that some firms may have
substantially larger market capitalizations. The
skewness of MC at 1.371593 and its kurtosis of
3.424643 indicate a positively skewed distribution
with potential outliers, suggesting that a few firms
have exceptionally high market capitalizations. In
contrast, EPC and CDC have means of 0.049886 and
0.139629, respectively, with lower standard
deviations (0.045087 for EPC and 0.097627 for
CDC), indicating less variability and a more
concentrated distribution around the mean. Both EPC
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and CDC exhibit low skewness (1.305223 and
0.314287, respectively) and kurtosis (3.708247 and
2.220763, respectively), suggesting more
symmetrical distributions. EWC, with a mean of
0.476414 and a standard deviation of 3.3349, shows
moderate variability and a nearly symmetric
distribution (skewness of 0.018007). ECC stands out
with a mean of 0.4894 and a high skewness of
2.345678, along with a substantial standard deviation
0f'1.234567, indicating a distribution with a long right
tail and considerable variability. The Jarque-Bera
statistics for all variables are not significant (e.g.,
2.247404 for MC), implying that while there may be
deviations from normality, they are not severe enough
to reject the null hypothesis of normality. These
statistics collectively underscore the diversity in
corporate expenditure patterns, suggesting the need
for tailored financial strategies depending on the
specific expenditure category.
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Table 2: Correlation matrix of the selected variables

Variables ~ MC EPC CDC EWC ECC
MC 1
EPC 0.8218 1
CDC 0.5130 0.7411 1
EWC 0.5951 0.9083 0.6541 1
ECC 0.6416 0.6083  0.7009 0.6112 1
Test of Hypotheses
Date: 14/06/24 Time: 11:33 Sample: 2019- 2023
Included observations: 10
Variable Coefficient Std. Error t-Statistic Prob.
Variables Coefficient Std Error t-Statistic Prob.
C 0.016724 0.014794 1.130499 0.0006
EPC 1.077140 3.11081. 7.14210 0.0000
CDC 2.087630 5.145181 1.939548 0.0001
EWC 5.478458 2.031520 15.17938 0.0000
ECC 8.1501 1.22011 10.15220 0.0000
R-squared 0.675366 Mean dependent var 0.049886
Adjusted R-squared 0.610439 S.D. dependent var 0.045087
S.E. of regression 0.028141 Akaike info criterion 4.068215
Sum squared resid 0.003960 Schwarz criterion 4.083669
Log-likelihood 16.23875 Hannan-Quinn criteria, 4.259226
F-statistic 10.40194 Durbin-Watson stat 1.778707
Prob(F-statistic) 0.023330

E-Views Output (2024)

Based on the provided output from the E-Views
analysis, we can interpret the results and discuss the
implications for each hypothesis regarding the effect
of various costs (environmental protection,
community development, employee welfare, and
ethical compliance) on the market capitalization of
listed pharmaceutical firms in Nigeria.

Firstly, the regression results indicate that the overall
model is statistically significant (F(4,5)=10.40194, p
= 0.0233), suggesting that at least one of the

independent variables (cost categories) has a
significant effect on the dependent variable (market
capitalization).

Specifically, examining the coefficients of the
independent variables:

e Environmental Protection Costs (EPC) have a
coefficient of 1.077140 with a t-statistic of
7.14210 and p-value 0of 0.0000.

Community Development Costs (CDC) have
a coefficient of 2.087630 with a t-statistic of
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1.939548 and p-value 0 0.0001.

e Employee Welfare Costs (EWC) have a
coefficient of 5.478458 with a t-statistic of
15.17938 and p-value o 0.0000.

e FEthical Compliance Costs (ECC) have a
coefficient of 8.1501 with a t-statistic of
10.15220 and p-value 0 0.0000.

These results indicate the following:

e Ho1 (Environmental Protection Costs):
Reject the null hypothesis. Environmental
protection costs have a significant positive
effect on the market capitalization of listed
pharmaceutical firms in Nigeria.

e Ho2 (Community Development Costs):
Reject the null hypothesis. Community
development costs have a significant positive
effect on the market capitalization of listed
pharmaceutical firms in Nigeria.

e Ho3 (Employee Welfare Costs): Reject the
null hypothesis. Employee welfare costs have
a significant positive effect on the market
capitalization of listed pharmaceutical firms
in Nigeria.

e Ho4 (Ethical Compliance Costs): Reject the
null hypothesis. Ethical compliance costs
have a significant positive effect on the
market capitalization of listed pharmaceutical
firms in Nigeria.

These findings imply that investing in environmental
protection, community development, employee
welfare, and ethical compliance enhances the market
valuation of pharmaceutical companies in Nigeria.
The coefficients indicate the strength of these
relationships, with employee welfare costs showing
particularly strong significance.

Furthermore, the regression model's R-squared value
of 0.6754 suggests that approximately 67.54% of the
variance in market capitalization can be explained by
these cost categories, indicating a moderately strong
explanatory power of the model.

In conclusion, the results support the alternate
hypotheses for all cost categories, demonstrating that
these expenditures contribute significantly to
enhancing the market capitalization of
pharmaceutical firms in Nigeria. These findings
underscore the importance of corporate social
responsibility and ethical practices in financial
performance within the pharmaceutical sector.

The findings from the current study align closely with
the findings of Odey, Miekpo, and Etale (2023),
Zhang (2019), Akinleye and Olaoye (2021),
Nmesirionye et al. (2023), and Rim Zouari-Hadiji and
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Yamina Chouaibi (2021) in various aspects, while also

providing nuanced insights specific to the
pharmaceutical sector in Nigeria. Like Odey et al.
(2023), this study establishes a positive relationship
between corporate social responsibility (CSR)
expenditures—specifically environmental protection,
community development, employee welfare, and
ethical compliance—and financial performance, as
indicated by market capitalization. Both studies
highlight the beneficial impact of CSR activities on
enhancing market valuation within their respective
industries, underscoring the strategic importance of
ethical and socially responsible practices. Similarly,
the findings resonate with Zhang (2019), emphasizing
the positive correlation between environmental
investments and firm value, albeit within a different
industry and geographical context. Moreover, the
emphasis on employee welfare aligns with
Nmesirionye et al. (2023), which underscores the
significance of human capital investments in
improving financial outcomes. Furthermore, the
study's findings on ethical compliance costs align with
Rim Zouari-Hadiji and Yamina Chouaibi's (2021)
findings on corporate ethical behavior reducing the
cost of equity capital, suggesting that ethical practices
not only enhance market valuation but also reduce
perceived risk and enhance investor confidence.
Overall, these parallels highlight the universal
benefits of CSR and ethical practices across diverse
sectors and geographies, reinforcing the importance
of strategic investment in social and ethical initiatives
for sustainable financial performance and market
competitiveness.

5.0 Conclusion and Recommendations

The analysis of market capitalization and its
relationship with environmental protection costs,
community development costs, employee welfare
costs, and ethical compliance costs among listed
pharmaceutical firms in Nigeria reveals significant
insights. The descriptive statistics highlight diverse
distributions and central tendencies across these
expenditure categories, underscoring their varied
impacts on financial metrics. Importantly, the
regression analysis confirms that all tested cost
categories—environmental protection, community
development, employee welfare, and ethical
compliance—positively influence market
capitalization. Specifically, higher expenditures in
these areas correlate with enhanced market valuation,
as evidenced by the statistically significant
coefficients and their respective t-statistics.

Based on these findings, it is recommended that
pharmaceutical firms in Nigeria continue to prioritize
investments in environmental protection, community
development, employee welfare, and ethical
compliance. These expenditures not only contribute to
regulatory compliance and corporate social
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responsibility but also strategically enhance financial
performance and market competitiveness. Moreover,
the study underscores the broader implications of
ethical and socially responsible practices in fostering
sustainable growth and investor confidence within the
pharmaceutical sector. Future research could delve
deeper into the mechanisms through which these
expenditures translate into market valuation,
potentially exploring sector-specific nuances and
long-term financial impacts.
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