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ABSTRACT: This document analyzes whether belonging to the Global Compact (GC) affected the 
Return on Equity (ROE) in 1,000 of the largest Colombian companies that reported their financial 
information to the Superintendency of Corporations in 2017. The impact was calculated using the Ordinary 
Least Squares (OLS) with standard errors and Feasible and Generalized Least Squares (FGLS) models; the 
variables ROE and GC were linked to each other by considering control variables such as financial 
variables (size and leverage) and non-financial variables (economic sector). Statistically, no significant 
relationship was found between the return on equity and these companies being members of the 
Global Compact; which is consistent with the neutrality hypothesis, which affirms that socially 
responsible companies do not experience changes in economic benefits or in the wealth of 
shareholders, hence showing that socially responsible investments have no effect. This research 
contributes to the empirical research on the relationships between finance and corporate social 
responsibility, which contributes to decision making in the field of sustainability by companies.  

KEYWORDS: Profitability Ratios, Social Responsibility, Financial Statements, Linear Regression 
Model, Corporations   

Introduction 

Companies engage in Social Responsibility (CSR) for multiple reasons, including improving 
their financial performance. Engaging CSR is a choice and not an imposition by some agent 
within the economic system, which means the entrepreneur needs to be sensitive towards 
society and the environment.  

When a company joins the Global Compact (GC), it does so because it wants to show its 
commitment to the environment and society. The GC is an initiative by the United Nations (UN) 
that implies fulfilling the ten Millennium Development Goals and the seventeen Sustainable 
Development Goals.  

Having described above, the objective hereof is to analyze whether or not belonging to the 
Global Compact (GC) affected the return on equity (ROE) of the one thousand largest Colombian 
companies that reported their financial information to the Superintendence of Corporations in 2017. 
The effect was calculated using the Ordinary Least Squares with standard errors and Feasible and 
Generalized Least Squares models; the variables ROE and GC were related, the size and leverage 
(financial variables) and the economic sector in which each company performs (non-financial 
variable) were taken as control variables. 

This document sets off with this introduction, moves on to the methodology, the results, and 
ends with the conclusions.  

Literature review 
Figure 1 shows the literature review about relationships between social performance and 
financial performance. 
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Figure 1. Summary of literature 
Source: Authors' Own elaboration 

Methodology 
The companies included in the sample numbered one thousand and were classified into six different 
sectors: agriculture, trade, construction, manufacturing, mining and services (categorical control 
variable). The observations of each company belong to the financial balance sheets reported in 2017, 
from which the variables profitability of equity (ROE) (dependent variable), size of the company 
(logarithm of assets), and level of leverage (quotient between liabilities and assets) were constructed. 
The last two are financial control variables. 

Taking as a reference the companies included in the GC, a dummy variable was constructed 
which took the value of 1 when the company was affiliated to GC and 0 if not. The descriptive 
statistics of these variables are shown in table 1. 

Table 1. Descriptive statistics of the variables for the whole base 

Variable Obs. Average Stnd. Dev. Min Max 
ROE 1000 0.318 7.096 -24,31 220,83 
GC 1000 0.102 0.302 0 1 
Size 1000 19.39 1.296 14.97 25.41 
Leverage 1000 0.623 0.493 0 12.37 

Source: Authors' Own elaboration 

In order to determine the effect of belonging to the GC on the member companies, the function 
proposed in the document by Ortas, Álvarez, and Garayar (2015) was used, with the difference that 
the dependent variable herein is the ROE (equation 1). This equation was estimated using the 
Ordinary Least Squares (OLS) with standard errors and Feasible and Generalized Least Squares 
(FGLS) models. 

ROE = β0 + β1 GC + β2 Size + β3 Leverage + β4 ∑Sector + Ɛi (1) 

Where: 
β0, β1, β2, β3, β4 are the regression coefficients. 

Ɛi is the error term. 
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Results 
Table 2 shows the results of regressions by OLS and FGLS. The returns on equity were found to be 
statistically not different between those companies that belong to the Global Compact and those that do 
not. Furthermore, no strong correlation between the explanatory variables and the ROE was 
demonstrated. 
	

Table 2. Regression results for ROE 

ROE 
 OLS (Robust Errors) FGLS 

Constant -3.776 0.415 
 (4.321) (0.414) 

GC -0.703 0.109 
 (0.745) (0.074) 

Financial control variables 
Size 0.187 -0.014 

 (0.216) (0.021) 
Leverage  0.420 -0.261** 

 (0.432) (0.059) 
Non-financial control variables 
Trade -0.022 0.0462 
 (0.108) (0.035) 
Construction 0.018 0.0545 
 (0.149) (0.061) 
Manufacturing 0.056 0.0485 
 (0.060) (0.036) 
Mining -0.241 0.0282 
 (0.384) (0.054) 
Services 1.108 0.0144 

 (0.867) (0.068) 
 

Test F 1.37  
Chi2 Test  41.55** 
R2 0.0067  
N 1000 620 

Source: Authors' Own elaboration 
 

Conclusions 
The non-existence of a statistically significant relationship between return on equity and companies' 
membership to the Global Compact, which is consistent with the hypothesis of neutrality, which states 
that socially responsible companies do not experience changes in economic benefits or in shareholders' 
wealth, thereby showing that socially responsible investments have no effect. For this specific case, it is 
suggested that there may be very different factors from those defined herein that affect the ROE, many 
of them probably discretionary and subject to the internal management of each company. 

This research contributes to empirical research on the relationships between finance and 
corporate social responsibility which contribute to corporate decision-making in the area of 
sustainability. 
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