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Abstract 
This study aimed to investigate the direct effect of corporate social responsibility disclosure (CSRD) on financial 
performance as well as the indirect impact via accounting conservatism as a mediator variable. The sample of the 
study consisted of 45 industrial companies listed on Amman stock exchange (ASE) over the period 2015-2019, 
CSRD was measured using a 43-item index, data to measure the variables was collected through the financial 
reports of the study sample publicly available on ASE website, Smart PLS3 software was run to examine the 
study hypotheses, the results of the path analysis revealed that CSRD has a positive significant direct effect on 
financial performance, furthermore, accounting conservatism has a positive and significant effect on financial 
performance, this result prove that accounting conservatism has a complimentary partial mediation role between 
CSRD and financial performance, a partial mediation occurs when the direct impact of the exogenous (CSRD) 
remains significant along with the indirect impact in the mediation model, furthermore, it is a complementary 
mediation that occurs when the indirect effect and direct effect remain significant and in the same direction. The 
study recommends that external auditor evaluate and communicate the CSRD level within the auditor’s report. 
Keywords: corporate social responsibility, partial mediation, accounting conservatism, financial, path analysis, 
performance 
1. Introduction 
Corporate social responsibility (CSR) is the act of a firm to integrate social and environmental concerns while 
conducting its operations, accordingly, firms are not only profit oriented, but also consider social and 
environmental interests (Marta,2015), These interactions take place through different channels; the most 
important one is the corporation’s annual report which is used as a mean to influence society’s perception of 
their operations, and to legitimize their ongoing existence (Deegan & Unerman,2011,p231). Although disclosure 
of social responsibility practices is often voluntary, it still attracts The interest of a large number of researchers in 
accounting literature to know the motive behind the corporate social practices, and what CSR actually means for 
an organization (Babalola, 2012), CSR practices can be considered as a good business sense even ends in an 
competitive advantage, CSR practices should be offered to all stakeholders to enable them to make rational 
decisions, and if we believe that companies disclose their social responsibility practices in order to gain the trust 
and support of the society and legitimize their activities, the question remains, do these CSR practices have any 
impact on the performance of companies? During the past decade, Researchers have provided abound studies to 
answer the former question, a lot of CSR studies have been done within the developing countries context, while 
evidences from developed countries still limited (Wahba & Elasayed, 2015). Although Jordan is one of the 
developing countries, it keeps pace with international practices that seek to enhance the level of disclosure and 
transparency. In this context, Amman stock exchange market (ASE) has joined the united nations initiative for 
sustainable markets, accordingly; ASE attaches high priority to social stability and encourages listed companies 
to consider social and environmental activities and to protect human rights, interests of the society and future 
generations. Previous studies conducted in the Jordanian context have had interesting contribution in tracking the 
rapid development in the field of social responsibility practices and disclosure (e.g. Suwaidan et al., 2004, 
Weshah et al., 2012, Abu farha & Alkhalaileh, 2016) this study intends to contribute to the literature in two ways; 
firstly, this paper will examine the direct and indirect impact of corporate social responsibility disclosure on 
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financial performance using accounting conservatism as a mediator variable, Secondly; this paper will add to the 
literature by providing empirical evidence from a developing country. 
The rest of the paper is structured as follows; the second part presents literature review and the study hypotheses, 
the third part presents the research method and design, the fourth part introduces the results, and the fifth part 
concludes the paper. 
1.1 Significance of the Study 
Despite the great interest in examining the association between CSR disclosure and firms’ financial performance, 
the bulk focused on the direct impact of CSR disclosure on financial performance, the current study seeks to 
contribute to fill this gap by providing evidence from a developing country about the indirect impact of CSR 
disclosure on financial performance via accounting conservatism. Furthermore, this paper intends to examine the 
direct impact of CSR disclosure on financial performance using a manually constructed CSR disclosure score. 
1.2 The Objectives of the Study 
This paper has two main objectives, firstly; to examine the direct impact of CSR disclosure on financial 
performance, secondly; to examine the indirect impact of CSR disclosure on financial performance through 
accounting conservatism as a mediator variable. This paper is designed to extend the previous studies by 
examining the role of accounting conservatism on the relationship between CSR disclosure and financial 
performance. This study is designed to provide significant implications to investors, legislators, corporate 
management and researchers. 
2. Theoretical background and hypotheses development 

Previous studies have examined the notion of corporate social responsibility (CSR) from different views as this 
notion overlaps with other concepts such as standards of ethics, environmental responsibility and sustainability 
(Alsamman & Alnashmi, 2016). Researchers have relied on a number of theories that justify the reasons for 
companies to engage and report CSR activities. Legitimacy theory argued that the acceptance and satisfaction of 
the society not only is seen as a resource for the entity, but also a key factor supporting the going concern by 
enhancing society’s satisfaction and the level of being legitimate. Legitimacy theory depends on the notion of 
social contract that allows the entity to use the available resources as long as it conforms in its operations with 
the norms and expectations of the society (Deegan & Unerman, 2011, p. 325). The stakeholders’ theory argues 
that stakeholders are all parties who affect and are affected by the company’s operations, and this is not limited 
to the shareholders only, This theory also argues that the objective of the company is not limited to maximizing 
owners’ wealth, but extends to serve the external parties affected by the company’s operations While the 
signaling theory assumes that successful companies usually send signals by reporting CSR activities to achieve a 
competitive advantage over other companies, and that management may disclose CSR activities in order to 
improve the management's reputation and obtain incentives and rewards (Babalola, 2012). This study takes the 
position of the stakeholders’ theory that defines stakeholders as all parties that affect and affected by company’s 
operations. 
2.1 The Impact of CSR Disclosure on Firms’ Financial Performance 

Babalola (2012) Investigated the relationship between CSRD and financial performance in Nigerian companies 
for the period 1999-2008, the findings showed that Companies spend less than 10% of the income on social 
initiatives, while regression results showed a positive relationship between CSR disclosure and profitability. 
Angelia and Suryaningsih (2015) investigated the effect of social and environmental disclosure on performance, 
the results revealed a significant positive impact of disclosing environmental activities on ROA and ROE, while 
social responsibility disclosure exerts a positive and significant impact on ROE only. Gangi et al. (2018) used the 
agency theory to investigate whether CSR disclosure level has any impact on financial performance, the sample 
consisted of a group of European banks for the period 2009-2015, the results showed positive impacts of CSR 
disclosure on financial performance. Manrique and Ballester (2017) analyzed the effect of environmental 
activities on profitability during the global financial crisis. The study sample consisted of 2,982 companies for 
the period 2008-2015, the results revealed that the adoption of environmental activities will positively affect the 
profitability of companies in both developed and developing countries, but this effect was stronger in developing 
countries than in the developed countries. Madaleno and Vieira (2020) examined the effect of environmental 
disclosure quality of the listed firms in Spain and Portugal covered the period 2010-2017. The researchers added 
the gender variable as a governance dimensions besides the sustainability indicators, the results found that the 
presence of women in the board of directors leads to an increase in financial performance, and that sustainability 
practices enhance the financial position of the company. Oyewumi et al. (2016) examined the importance of 
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reporting investments in social initiatives and disclosing those social responsibility practices. The results showed 
that carrying out social activities without disclosing them will have a poor impact on financial performance. 
Wuttichindanon (2017) examined the reporting alternatives for CSR disclosure and its determinants for the listed 
firms in Thailand, the study include governmental ownership, corporate size, age and financial performance as 
independent variables, the results found that government firms with high government ownership percentage and 
big firms are expected to adopt sustainability report, furthermore, content analyses of CSRD has a positive 
association with the government owner ship, which is consistent the view of stakeholder theory which believes 
that CSR activities are adopted because of the stakeholders power a part from financial performance. Platonova 
et al. (2016 ) Examined the existence of any association between reporting CSR activities and Financial 
performance for Islamic banks in Gulf cooperation council over the period 2000-2014, The results found a 
positive and significant association between reporting CSR activities and Financial performance. In the 
Jordanian context. Abu farah and Alkhalaileh (2016) analyzed the association between CSR disclosure and firms 
Financial performance using accounting and Market based measures Covers the period 2006-2011. The findings 
suggested a significant positive association between CSRD and financial performance measures. Suwaidan et al. 
(2004) Investigated the impact of disclosing social and environmental activities through the financial reports of 
the manufacturing companies listed on Amman stock exchange, the study conducted a manual content analysis 
to build the disclosure index. The findings found that on average company discloses 13 percent of the 37- items 
index. The regression results indicated that profitability and risk are positively and significantly associated with 
CSR disclosure. In the same context. Weshah et al. (2012) investigated the effect of reporting CSR activities on 
profitability in the Jordanian banking sector, the results found a positive association between reporting CSR 
activities and profitability. Depends on the above literature and to examine the direct effect of CSR disclosure on 
financial performance, the first hypothesis can be formulated as follows: 
H1: There is appositive and statistically significant effect of CSR disclosure on the financial performance 
2.2 The Impact of CSR Disclosure on Accounting Conservatism 
Accounting conservatism is one of the important principles of accounting. According to (Basu,1997) accounting 
conservatism is reporting bad news in earnings faster than reporting good news, previous studies have examined 
the association between corporate social responsibility and accounting conservatism. Guo et al. (2020) 
investigated the association between corporate social responsibility and the choices of conservative accounting, 
the results showed an opposite association between conservative accounting and socially oriented firms. Hong 
(2020) analyzed the relationship between sustainability management and conservative accounting, the study used 
ESG index to measure sustainability management, the results revealed that ESG performance is negatively 
related to conservative accounting. Park and Ha (2020) examined the association between social and 
environmental practices and earnings transparency; the results revealed that reporting social and environmental 
practices is positively related to earnings transparency, which enhances market confidence. Bozollan et al. (2015) 
examined the relationship between CSR orientation and earnings management, the sample consisted of 1141 
firms from 24 countries; the results revealed that CSR orientation minimize earnings management practices. 
Depends on the above literature the second hypothesis is: 
H2: There is a positive and statistically significant effect of CSR disclosure on accounting conservatism. 
2.3 Conservative Accounting and Its Effect on Financial Performance 
El-Habashy (2019) examined the association between conservative accounting and financial performance. The 
sample of the study included 40 non-financial of Egyptian companies. Three indicators were used to measure 
financial performance namely is ROE, ROA and Tobins- Q. The results found that conservative accounting 
positively affects the financial performance measures. Sana’a (2016) examined the effect of conservative 
accounting on indicators of financial performance, the study sample consisted of 12 insurance companies listed 
on Amman stock exchange, financial performance was measured using earnings per share and ROA, the study 
concluded that accounting conservatism positively and significantly impacts the indicators of financial 
performance. A high degree of conservative accounting is expected to attract long term investors and creditors 
this in turn will enhance the firm’s financial performance, moreover, conservative accounting decreases the 
management ability to practice opportunistic behaviors by restricting accounting policies and methods. Based on 
the above literature, the third hypothesis can be formulated as follows: 
H3: There is a positive and statistically significant effect of accounting conservatism on financial performance  

2.4 The Impact of CSR Disclosure on Financial Performance through Mediation Variables 
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Some Previous studies have addressed the indirect impact of reporting social and environmental practices on 
financial performance by including mediation variables such as Corporate governance, earnings management, 
ownership structure. Mahrani and Noorlailie (2018) examined the effect of CSR disclosure governance attributes 
on financial performance via earnings quality as a mediation variable measured by the modified Jones model 
(1995), the study sample consisted of 102 listed companies in Indonesia using a purposive sampling model, 
secondary data was collected through financial reports and audited financial statements publicly available, data 
was analyzed using Partial least square, the results revealed that earnings management has fully mediated the 
effect of CSR disclosure on financial performance, the indirect effect analysis showed that CSR disclosure 
positively affect earnings management, furthermore, earnings management has a negative and significant impact 
on financial performance. In addition, the results found a partial mediation role of earnings management between 
good governance and financial performance. Ner and Machdar (2019) investigated whether CSR disclosure has 
any mediating role between firm’s governance and financial performance. The study sample consisted of 
Indonesian firms listed in the LQ 45 index covered the period 2011-2017. The study concluded that governance 
does not impact CSR disclosure, nor does it impact the financial performance. The results also failed to prove 
that CSR has a mediation role between governance and financial performance. Amake and Akogo (2021) 
examined the impact of reporting CSR activities and accruals earnings management, the study sample consisted 
of 20 industrial companies over the period 2013-2019, the results found that CSR disclosure positively impacts 
earnings management practices. The results also found that firms with higher CSR disclosure have higher 
accruals quality. Goncalves et al. (2021) examined the association between practicing earnings management and 
CSR disclosure. The sample of the study consisted of 568 companies for the period 2010-2018; earnings quality 
was measured using the modified Jones model (1995). The results found a negative relationship between 
corporate social disclosure and earnings management; Therefore, managers of high CSR disclosure are more 
committed to professional ethics, the study of Shen et al. (2019) examined the effect of CSR disclosure on 
conservative accounting. The study sample consisted of a group of Chinese companies and for the period 
2010-2018, the results showed that CSR practices positively affect the level of accounting conservatism. These 
effects were positively reflected on the market reaction by attracting investments. In order to investigate the 
indirect impact of CSR disclosure on financial performance via accounting conservatism, the following 
hypothesis should be tested:  
H4: There is a positive significant impact of CSR disclosure on financial performance via accounting 
conservatism as a mediator variable. 
3. Research Methodology 
The aim of this study is to investigate the direct and indirect impact of CSR disclosure on firm’s financial 
performance via accounting conservatism as a mediator variable. Therefore, the appropriate model is to use the 
partial least square modeling (PLS-SEM), which depends on constructing two basic models namely are the 
structural (inner) model and the (outer) or measurement model. The structural model represents the basic 
variables, which are divided into two types: endogenous and exogenous variables, endogenous variables are 
variables that serve as dependent and/or independent variables while exogenous variables are variables that serve 
as independent variables only. More specifically, this study will use only one mediation variable, which is known 
as a simple mediation. The mediation role can be divided into two main types: full mediation and partial 
mediation; the full mediation appears when the indirect effect remains statistically significant while the direct 
effect is not. The partial mediation occurs when the direct and indirect effect remain statistically significant. 
Furthermore, if both direct and indirect effects have the same direction of effect, this is called complementary 
mediation. But if the direct and indirect effects are opposite to each other, then this is called a competitive 
mediation (Hair et.al, 2021) 
Figure 1 illustrates the study model, and table 1 presents the variables’ identification. 
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Figure 1. The path model 

 
Table 1. Variables of the path model 
Hypothesis Independent Mediation Dependent 
H1 CSRD  Financial performance 
H2 CSRD  Accounting conservatism 
H3 Accounting conservatism  Financial performance 
H4 CSRD Accounting conservatism Financial performance 
 
3.1 Sample, Data and Variables Measurement 
The study population consisted of all manufacturing companies listed on Amman stock exchange (ASE) for the 
period 2015-2019. The study excluded companies experienced losses, companies listed in the third market, 
companies with missing data related to the variables measurements; the final sample consisted of 45 
manufacturing company. Data was collected mainly through the financial reports publicly available on the 
website of ASE and on the website of the company.  
Exogenous variable: the level of corporate social responsibility disclosure (CSRD): previous studies have used 
different approaches to measure the extent and level of CSR disclosure. Some studies have used Dowjones 
sustainability index, others have constructed a sustainability index depending on global reporting initiative 
standards, following (Suwaidan et al., 2004, Babalola, 2012, Abu farah & Alkhalaileh, 2016), This paper has 
constructed CSR disclosure index, the first step was the selection of the CSR index check list which consisted of 
four dimensions namely are (environmental disclosure, employee information, community involvement and 
product responsibility dimensions ). The final version of the CSR index check list involved 43 sub items 
concerning the four main dimensions of CSR practices, Manual content analysis was conducted to measure the 
CSR disclosure level using dichotomous technique, therefore, if a company disclose an item it scored (1) and (0) 
otherwise. The total score is derived as a ratio of the full disclosure items to the full items in the check list (43):  CSRD i, t = ∑ D i, t1

43
 

Where:  
CSRD i,t : corporate social responsibility disclosure score of a firm i in year t.  

CSRD 
(Exogenous) 

Financial performance 
(Endogenous) 

Accounting 
Conservatism 
(Endogenous)

        : Direct effect 
        : Indirect effect 

H1 

H2 H3 

H4 
H4 
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D: 1 if the item is disclosed 0 otherwise.  
3.1.1 Financial Performance 
The current paper employs two accounting-based measures of financial performance (F.P); 
(1) Return on assets (ROA), which has broadly utilized by previous studies. (Mahrani & Noorlailie, 2018, 
Marta, 2015, Babalola, 2012), (ROA) is a measure of efficiency which expected to provide effective results 
(Angelia&Suryaningsih, 2015). The following equation represents the ROA ratio: ROA = Net IncomeTotal Assets 

(2) Return on equity (ROE): a measure of profitability used by previous studies (e.g. Ner & Machdar,2019, 
Abunassar &Altwerqi,2021), the ratio of ROE can be derived as follows: 

ROE=     

Endogenous variable: Accounting conservatism is employed as the mediation variable. Following (Ahmed & 
Dnellany,2007, Abunassar &Altwerqi,2021, El-Habashy,2019 ), this study measure accounting conservatism 
using accruals derived by the following equation:  

ACCONS i,t=  , ,  , , × −1 

Where, ACCONS: accrual-based accounting conservatism. 
EXBEXT i,t : income before tax and extraordinary items.  
DEP i,t : depreciation for company i in year t. 
OCF i,t : cash flows from operating activities for company i in time t.  
TA: the Total assets of company I in time t.  
3.2 Data Examination 
In these types of models (PLS-Path model) it is important to ensure the data validity and freedom from errors 
(Hair et.al,2021. Table 2 presents some common tests that help maintaining data validity. 
 
Table 2. Common tests of data validity and rules of thumb 

Test Short description and rules of thumb 

Missing data 
Values not obtained or lost about an observation, 
Missing values should not exceed 15% for an observation, if so the observation may be 
deleted, if less than 5% maybe replaced by the mean, otherwise should be deleted using case 
wise.for more options see (Hair et.al,2021.p80) 

Outliers 
Extreme values, If erroneously should be corrected, if there is no justification then should be 
considered for removal depends on its impact on the results.  

Normal distribution  Kurtosis skewness absolute value should be less than 1 as a proven of normal distribution 

Composite reliability  
A measure of internal consistency, 0.70-090 ensures high consistenecy, values between 0.60 
and 0.70 are acceptable, 0.40-0.60 considered for removal. 

Discriminant validity True measure of distinction, cross loading measures 
Convergent validity Average variance extract should be higher than 0.50. 
Table Source: Author processing depends on (Hair et.al,2021. Pp 80-85, 135-143) 
 
The structural model of the study achieved the requirements of data validity for analysis, normal distribution was 
ensured as the skewness value came within the range -1 and 1, composite reliability test showed values of 0.75 
for CSRD, 0.69 for Financial performance and 1.00 for accounting conservatism. Convergent validity tests 
showed AVE higher than 0.50. 
4. Results of PLS-SEM Analysis 
4.1 The Structural Model Measurements 
The results of PLS analysis was obtained using smart PLS3. Table 3 presents values of R2 and Q2 for the 
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endogenous variables, R2 is an indicator of the model explanatory power while Q2 is a measure of the model 
predictive validity. R2 for accounting conservatism is 0.25 indicating that 25 percent of the change in 
conservative accounting can be interpreted by CSRD, R2 for financial performance is 29 percent of the variance 
in financial performance can be interpreted by conservative accounting, Q2 for the two dependent variables is 
higher than zero which indicates an acceptable predictive validity.  
 
Table 3. Structural Model Measurements 

hypothesis Endogenous constructs R2 Q2 

H4 
Accounting conservatism(ACCONS) 0.25 0.26 
Financial performance(F.P) 0.29 0.29 

 
4.2 Final Results of PLS Analysis and Discussion 
Table 4 presents the results of hypotheses testing using PLS-path analysis, the results illustrate the direct and 
indirect effect for the exogenous and endogenous variables. 
 
Table 4. Results of direct and indirect effect 

Direct effect   

 Independent variable 
Dependent 
variable 

Path 
coefficient(β) 

P-value p≤ 0.05 conclusion 

H1 CSRD F.P 0.34 0.01 yes accepted 
H2 CSRD ACCONS 0.06 0.04 yes accepted 

H3 ACCONS F.P 
0.23 
 
 

0.02 yes accepted 

Indirect effect 
  β p-value p≤ 0.05 mediation Mediation type 

H4 

CSRD       F.P 0.26 0.02 yes 
Yes (β value decreased but still 
significant) 

Complimentary 
mediation 

CSRD       
ACCONS 
 

0.22 0.02 yes - - 

ACCONS      F.P 0.48 0.01 yes - - 
 
H1: The impact of CSRD on financial performance 
The results presented in Table 4 show that the CSRD positively and significantly impact financial performance, 
proofed by the value of the coefficient(β= 0.34 ) at the level of statistical significance(p-value= 0.01) Therefore, 
increasing the level of CSRD will lead to an increase in profitability, this result can be explained That social 
responsibility practices improved the company's image and won the investor's appreciation and respect, which 
was positively reflected on the company's financial performance. These results are coping with the legitimacy 
theory and the concept of the social contract, which sees that focus attention on the expectations of society and 
striving to conform to these expectations will be welcomed by the relevant parties, which will be reflected 
positively on the financial performance. This result also agrees with the stakeholders’ theory, which sees that 
stakeholders are all parties that can affect and affected by the company’s operations. This result is supported by 
the results of previous studies (e.g. Babalola, 2012; Abu Farah & Alkhalaileh, 2016; Madaleno & Vieira, 2020). 
H2: The impact of CSRD on accounting conservatism 
The results found that CSRD positively and significantly impact accounting conservatism, the β value of CSRD 
is 0.06 at a significance level of (p-value = 0.04) which is less than0.05, thus, hypothesis2 is accepted, this result 
implies that Companies that practice social responsibility activities will tend to adopt conservative accounting 
policies and methodsو this conclusion is supported by that found by (Shen et.al, 2019) which concluded that CSR 
positively affect accounting conservatism.  
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H3: The effect of conservative accounting on financial performance 
The coefficient of accounting conservatism variable is 0.23 indicating that accounting conservatism positively 
affect financial performance, this impact is significant at (p-value=0.02). this result indicate that higher 
accounting conservatism will be appreciated by investors and creditors and thus reflected in high financial 
performance, this is supported by those found by (Sana’a, 2016; El-Habashy, 2019; Abunassar & Altwerqi, 
2021). 
H4: The impact of CSRD on financial performance via accounting conservatism 
The results presented in table 4 show that CSRD exerts a positive and significant impact on accounting 
conservatism(the mediation variable), as well as a positive and significant impact on financial performance, this 
result prove that the mediator variable (accounting conservatism) has a complimentary partial mediation role 
between CSRD and financial performance, a partial mediation occurs when the direct impact of the exogenous 
(CSRD) remains significant along with the indirect impact in the mediation model, furthermore, it is a 
complementary mediation that appears when the indirect effect and direct effect remain significant and in the 
same direction (Hair et.al,2021,p237). The use of accounting conservatism is an indicator of financial reports 
quality and thus the quality of profits, which will positively affect the investor’s confidence leading to enhance 
the financial performance. This result is supported by that found by (Shen et.al, 2019) who conclude that CSR 
practices have a positive impact on the degree of conservative accounting. These effects were positively 
reflected on the market reaction. The costs of social responsibility activities are normally high; management 
seeks to compensate those sacrificed resources through adopting more prudent level of conservatism which will 
be reflected in high information quality which in turn enhances the financial performance. 
5. Conclusion and Recommendation 
Previous studies investigated the effect of CSR disclosure on financial performance, this paper intended to 
investigate the direct impact of CSR disclosure on financial performance as well as the indirect impact via 
accounting conservatism as a mediator variable. The results revealed that increasing the CSR disclosure level 
would enhance the company's profitability. The results also showed that accounting conservatism plays a 
complementary partial moderating role in this relationship. These results might serve legislators to urge 
companies to improve the level of CSR disclosure and to practice a prudent level of accounting conservatism. 
The study recommends that the external auditor evaluate the level of CSR disclosure in the financial reports and 
to evaluate the level of accounting conservatism in the financial statements. This study used data for the 
industrial companies only, so it is not possible to generalize these results to other sectors, future studies 
recommended to include other sectors. 
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