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IMPACT OF CORPORATE SOCIAL RESPONSIBILITY
ON FINANCIAL PERFORMANCE OF A BANK

The objective of this paper is to examine the nature of relationship between corporate social
responsibility (CSR) and financial performance of a bank. In this study social responsibility in a
bank it is because has been investigated important for a bank performance. Corporate social
responsibility was measured through a questionnaire containing 52 questions to customers, employ-
ees, and the environment. The study sample included 110 employees, heads, and deputies of a bank
in Iran, Rasht city and its subsidiaries, however, only 59 questionnaires, were completed. To ana-
Iyze the data, the regression method is used. The results showed that return on assets (ROA) of CSR
banks was higher when compared against the non-CSR banks. So, the P/E ratios of CSR banks
are lower when compared to NCSR banks. It can be observed that CSR banks are performing bet-
ter than the NCSR ones.
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Pamin bamip Xozanapacri, ]jl.m,na3 CI)opysaH(bz}p, Ennxam ®@opy3andap
BIIVINB KOPITIOPATUBHOI COIIIAJIbHOI BIAITOBIIAJIBHOCTI
HA ®IHAHCOBI ITOKASHUKHW BAHKY

Y cmammi 0ocaioxwceno 63aemo36 30Kk Midc KOPNOPaAmueHor couiaibHor 8i0noeioatvHic-
mio (KCB) ma ginancoeumu noxasnuxamu bauxiecokoi ycmanosu. Ilpodemoncmposano éasnc-
augicmv KCB 0as ¢hinancosozo ycnixy 6aunky. /las 360py danux euxopucmano auxkemy 3 52 nu-
mans, wo cmocysauce enaugy KCB na xaienmis, nepconar ma cepedosuuie. Anxemy 06y10
po3noecrodxcero ceped 110 cnigpobimuuxie ghiaiii 00H020 ipancvkozo 6anKy, 00HaK 3anoeuuu it
auwe 59 3 nux. Jaa anaaizy danux euxopucmano memoo peepecii. Ii pesyaismamu sunsuau, wo
penmadeavhicmo (honoie couiarvHo 6ionosioaibHux Oankie euwa, Hixc y 6aunkie, AKi He cnogioy-
womv KCB. Anaaociunum uunom eidpeazyeaau i iHWI NOKAHUKU UIHOYMGOPEHHA Mma
npubymrogocmi. Y uiromy, 6aunxu, wo 3aiimaromocs npoexkmamu KCB, € 6iavu ycnimnumu, nisxc
mi, AKI He npuodiiAroNy yéazu KOpnopamueHill couiaivbHil 6ionogioaivHocmi.

Karouoei caosa: couianvha éionosioanvhicms OizHecy; iHAHCO8] NOKAZHUKU,; OAHK.
Dopm. 1. Puc. 1. Taba. 6. Jdim. 11.

Pavun Bammp Xoganapactu, DibHa3 CDopysgmbap, Dabpxam <I)0p§3ambap
BJINMSHUE KOPIIOPATUBHOMU COILIMAJIBHOU

OTBETCTBEHHOCTU HA ®PUUHAHCOBBIE I1OKA3ATEJ/IN BAHKA

B cmamve uccaedosana 63aumocesnzv  medxncoy KOPHOPAMUGHOU  COUUAABHOU
omeemcmeennocmoro (KCO) u ¢punancoévimu noxazameasmu OGAHKOBCK020 Y4peywcOeHUs.
Ilokaszana éaxncnocmo KCO 0asn punancosozo ycnexa b6anka. J{as c60pa 0aHHbIX UCNO01b308aAHA
anxema u3 52 eonpocog o eausnuu KCO na xauenmos b6ankxa, e2o nepconan u cpedy. Ankema
ObLaa pacnpocmpanena cpeou 110 compyonuxos uiuaioé 00H020 Upanckoz2o Ganka, 00HAKO
3anoanuau eé moavko 59 uz nux. /{1a anaiuza OaHHvIX UCNoAv308am memoo peepeccuu. Eé
pe3yabmamosl NOKA3AAU, 4MO HOHOOPEHMAOEeAbHOCb COUUAIbHO OMGEEemCHIGEHHbIX (aHK08
evlule, wem y mex Oamkos, xkomopuie ne npudepycusaiomcs npunyunos KCO. Anaioeuunvim
o0pazom ompeazuposaiu u dpyzue noxazameiu yeHooopazoeanus u npubvlivnocmu. B yeaom,
banku, 3anumarouguecs npoexkmamu no KCO, ycnewnee mex, komopoie ne yoeasrom 004xcHo2o
GHUMAHUSL KOPNOPAMUBHOU COUUAALHOU OMEEMCHGeHHOCU.

Karouesnie caosa: coyuanrvuas omeemcmeeHHOCMb OU3Heca; (huUHaHco8ble noKazamenu,; OaHK.
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Introduction. Banking is among the world's major industries. Banks in developed
countries act as helpful, professional consultants, specializing in raising funds collec-
tion and exchange of necessary information to serve customers in every country.
Banks operating in different countries are often required to play significant roles in
social life of nations according to government programs and regulations. Social
responsibility can increase both long-term profitability and sustainability of banks as
well as enhance organization's reputation. Bank is associated with numerous social
and financial benefits. The objective of this study is to draw a conceptual framework
for examining the linkage between corporate social responsibility and corporate
financial performance and apply this framework in banking in order to examine the
impact of CSR on CFP.

Literature review. In September 2012, J.P. Morgan Chase released a full set of
corporate responsibility reports, highlighting the bank's global efforts to help grow the
economy, strengthen the communities in which it operates, expand educational
opportunity, and promote environmental sustainability. The empirical relation
between corporate social responsibility and corporate financial performance is not
well established in literature. Despite more than 30 years of research and more than
100 empirical studies on the issue, the results are mixed (see, for example, Griffin and
Margolis and Walsh, 2003; Garcia-Castro et al., 2010; Dimson et al., 2013). While
the relation between CSR and financial performance has not been extensively exami-
ned in banking, the existing few studies offer conflicting evidence (Chih et al., 2010;
Wu and Shen, 2013). J.D. Margolis and J.P. Walsh (2003) suggested a positive rela-
tionship between social responsibility and financial performance while M. Friedman
(1970) examined the connection between social and financial performance and
reported a negative relationship between social responsibility and financial perform-
ance.

More generally, recent surveys show that majority of CEOs believe that CSR can
improve firm's competitiveness and is exigent to its future success (Accenture and
UNGC, 2010; MIT Sloan Management Review, 2012). Alternative asset pricing
models have been used in this study.

W.G. Simpson and T. Kohers (2002) studied in the research entitled "The link
between corporate social and financial performance” the relationship between finan-
cial performance and social performance of companies in banking industry of the
Netherlands. It had resulted in a positive relationship between corporate social and
financial performance.

M. Tsoutsoura (2004) in her "Corporate social responsibility and financial per-
formance" showed a significant positive relationship between social responsibility and
financial performance of a company.

E. Nelling and E. Webb (2009) in their "Corporate social responsibility and
financial performance” found a weak negative relationship between social responsi-
bility and financial performance.

Also Vanderlaan et al. (2008) studied in the research entitled "Corporate social
and financial performance” the relationship between financial performance and
social performance of companies and that resulted in finding a negative relationship
between corporate social and financial performance.
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J.-S. Choi, Y.-M. Kwak and C. Choe (2010) researched 1222 companies in
Korea and found a significant positive relationship between corporate social respon-
sibility and corporate financial performance.

Conceptual framework of the research. In this research we have conducted a
comprehensive literature review on both direction of relationship between CSR and
CFP, and the ways to measure them. The result of this review might be concluded in
the following manner to draw the conceptual framework:

1. Various empirical studies around the world have reported a positive, negative,
mixed and neutral impact of corporate social responsibility (CSR) on corporate
financial performance (CFP). Hence, rather than having any preconceived idea on
this direction of the relationship, there needs to be an open view on this: the linkage
between CSR and CFP depends on various factors.

2. Between two common methods of measuring CSR, to use a reputation index
to measure CSP in a bank. The authors will have to develop a questionnaire and ask
the knowledgeable observer to rate the firm on dimensions of social performance.

CFP
Independent |:>
Variables Return on assets (ROA)
Earnings per share (EPS)

Price/earnings (P/S) ratios

CSR

Dependent
in relation to customers Variables
in relation to employees

in relation to the environment

Figure 1. Conceptual Framework

Research objectives. The purpose of this study is to investigate the relationship
between corporate social responsibility and financial performance; to investigate the
relationship between company financial performance and corporate social responsi-
bility in relation to customers; to investigate the relationship between company finan-
cial performance and corporate social responsibility in relation to employees; to
investigate the relationship between company financial performance and corporate
social responsibility in relation to its environment.

Hypotheses of the research:

Hypothesis 1: Between company financial performance and corporate social
responsibility in relation to customers, there is a significant relationship.

Hypothesis 2: Between company financial performance and corporate social
responsibility in relation to employees, there is a significant relationship.

Hypothesis 3: Between company financial performance and corporate social
responsibility in relation to the environment, there is a significant relationship.

Methodology and data collection. This study is descriptive by its nature and with
the aim of application. Regression analysis was used to test the research hypotheses.
Preparation of the gathered data for Excel and SPSS software was used to test the
hypotheses. In order to collect information from library collection, data from the
questionnaire used in the field of CSR containing 52 questions and two options. The
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sample included 110 employees, heads, and deputies of Tose’e ta’avon’s Bank in Iran,
Rasht city and its subsidiaries, however, only 59 questionnaires were completed.

Utilizing this questionnaire survey data was the way that the authors used to
measure the corporate social performance (CSP) index. It has been done to grade the
level of corporate social responsibility of banks at first. Now they could verify the rela-
tionship between CSR and CFP.

Considering the grades the banks were grouped into two categories: CSR banks
and non-CSR (NCSR) banks. Conducting t-tests was helpful to find the difference
between these two categories of banks with respect to their ROA, EPS and P/E ratio
data collected from the published annual reports of these banks.

Data analysis:

Measuring social responsibility. To assess social responsibility as an independent
variable in this study we have used a questionnaire containing 52 questions. The gene-
ral format of questions based on the ISO 26000 standard of corporate social respon-
sibility published in 2010. In preparing the questionnaire, other standards (ISO 9000
and ISO 14000) have also been used in the preparation of some of the questions on
corporate social responsibility.

Measuring financial performance. To measure financial performance as the
dependent variable in this study, ROA is used to measure the earnings before interest
and taxes divided to the average value of the total assets (the value of the total assets
at the beginning of the period plus the value of total assets at the end of the period
divided by two), and also Earnings per share (EPS) or price/earnings (P/E) ratios are
used in the study as the most common measure of accounting returns.

Research Model Results. Multiple regression analysis was used to test the research
hypotheses. In this research we used the t-tests analysis to determine the significance
of the difference of CSR and NCSR. The results are shown in Tables 4—6.

M, =0, +0,(CSRCU);, + a,(CSRWO),, + o, (CSREN),; +¢;, (1)
where M, is the dependent variable that includes ROA, EPS and P/E; ROA —

Earnings before interest and taxes divided by average total assets are worth; EPS —
earnings per share; P/E — Price/earnings ratios; CSRCU — Corporate social respon-
sibility towards customers; CSRWO — Corporate social responsibility towards wor-
kers; CSREN — Corporate social responsibility towards the environment.

Table 1. Regression analysis for the first hypothesis, authors’

Dependent Variable | Independent Variables F Sig. Error result
ROA CSRCU 5.897 0.011 0.145 positive
CSRWO 4.678 0.035 0.163 positive
CSREN 2.456 0.041 0.213 positive

Table 2. Regression analysis for the second hypothesis, authors’

Dependent Variable | Independent Variables F Sig. Error result
EPS CSRCU 2.677 0.125 0.145 negative
CSRWO 3.567 0.298 0.134 negative
CSREN 2.987 0.034 0.231 positive

The Tables 1—3 show the significance of the variables in 0.05. The results in
Tables 2 and 3 show the different impact of EPS and P/E ratio on independent vari-
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ables. In Table 2, EPS has a negative impact on CSRCU and CSRWO. In Table 3 P/E
has a negative impact on CSRCU and CSREN.

Table 3. Regression analysis for the third hypothesis, authors’

Dependent Variable | Independent Variables F Sig. Error result
P/E CSRCU 2.457 0.128 0.196 negative
CSRWO 6.942 0.039 0.243 positive
CSREN 3.865 0.326 0.324 negative

To measure CSR and NCSR among 17 banks and their branches we also pre-
pared the questionnaire to be answered by a head. The results are as follows.

Table 4 shows that the t-test of ROA in CSR banks compared to that of NCSR
banks is 1.576. Thus, we can state that CSR banks are performing better than the

NCSR ones.
Table 4. Return on assets, authors’
CSR NCSR
Sample size (valid N) 6 11
Mean 2.72 1.93
S.D. 0.98 1.64

T-test of the paired sample

Difference in sample mean: 0.725

T-test statistics: 1.576

oo = 1475

Table 5 demonstrates that the t-test of EPS in CSR banks compared to that of
NCSR banks is 1.814. Thus, we can say that CSR banks are performing better than

the NCSR ones.
Table 5. Earnings per share, authors’
CSR NCSR
Sample size (valid N) 6 11
Mean 283.61 72.3
S.D. 602.75 55.6

T-test of the paired sample

Difference in sample mean: 231.616

T-test statistics: 1.814

o = 1475

Table 6 shows that the t-test of P/E in CSR banks as compared to that of NCSR
banks is 0.728. Thus, we can state that NCSR banks are performing better than the

CSR banks.
Table 6. Price earnings ratio, authors’
CSR NCSR
Sample size (valid N) 6 1
Mean 7.21 12.6
S.D. 3.84 13.4

T-test of the paired sample

Difference in sample mean: -4.742

T-test statistics: -0.728

togs = L4T5

Conclusion. Financial performance and social responsibility are both related to
customers. It is suggested that the related aspects such as improved social perfor-
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mance leads to better financial performance. It is also recommended to strengthen
the social dimension in their efforts. In case of ROA, CSR banks performed better
than the NCSR ones. In cases when comparing EPS and P/E ratio data CSR bans
were performing better and in some other NCSR banks were. This study can be con-
sidered a model for future research. Suggestions to future studies could be related to
other aspects of CFP and social responsibility interrelation. One can also use other
measures of financial performance to assess its relationship with social responsibility.
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