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Abstract: Financial institutions play a fundamental role in determining the
sustainability of economies, both in developed and developing countries. However,
the worldwide financial crises made many financial institutions lost their credibility
and CSR engagement has been perceived as a remedy. The aim of this paper is to
analyze the interrelation between being socially responsible and tangible financial
outcome of financial institutions in one of the CEE countries - Poland. Financial
and market data of all the public companies from the financial sector in Poland —
116 financial institutions. The analyzed period is 2012-2015 that gives 257
observations. The empirical results reveal that in case of financial institutions in
Poland the slack resources are strongly related to CSR involvement, however being
socially responsible is not reflected in the bottom line. Polish market and the public
are reluctant in considering the CSR importance and the CSR engagement is not
rewarded. This undermines the role of CSR commitment in financial institutions in
CEECs. It may be assumed that CSR efforts in Poland are not focused properly, or
they are not communicated effectively. On the basis of comparative analysis is
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presented there is a significant difference between CEE countries and other
transitional countries in CSR implementation and communication. The findings are
important in better understanding of the link between CSR engagement and its
tangible outcomes in CEE countries. The conclusions may lead to the improved
decision-making processes concerning CSR activities and their communication.

Keywords: CSR, financial performance, financial institutions, banks, Central
and Eastern Europe, CEE, CEE countries.
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1. Introduction

Financial institutions play a fundamental role in determining the stability of
financial markets, sustainability of modern economies and economic fortunes of
nations. However, after the financial crises of 2008 many financial sector
institutions have lost their credibility in the eyes of the consumers and investors.
The economic crises originated from the financial markets and led to the lower
trust in financial institutions, inferior investments and the recession (Fijatkowska &
Zyznarska, 2017). Social responsibility has been found to be a way for banks and
other financial institutions to earn back their credibility (Cornett et al., 2014).
Accounting information system is responsible for the collection, storage and
processing of financial and accounting data that is used for internal management
decision making, including nonfinancial transactions that directly affect the
processing of financial transactions (Belfo & Trigo, 2013: 537).

Reporting is probably the most important feature of accounting information
system. As Huang and Watson (2015: 3) underline “there is a natural link between
CSR and accounting because the accounting profession has a general responsibility
for the measurement, disclosure, and assurance of information, including CSR-
related information”. Rogosi¢ and Caljkusi¢ (2015) indicate that “‘sustainability
accounting is considered as a complement to the traditional financial accounting
with a purpose to evaluate the environmental, social and governance performance
of a company and to provide the report on this matter”. Accounting information
system should be therefore adjusted to the requirements of the public that becomes
highly aware and sensitive regarding the accountability and disclosure of financial
institutions.

The accountability and responsibility accounts may play an important role in the
legitimizing of the financial institutions’ activities and may be crucial in the
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reconstruction of the public trust. This issue becomes even more important
nowadays, in the face of the new directive concerning the non-financial
information disclosure by the biggest companies in the European Union (Directive
2014/95/EV), that is applicable also to the biggest financial institutions. As Yilmaz
(2016: 96) underlines “The concepts of responsibility, accountability, transparency,
equality and protection of interests, which represent the main components of
corporate management, are impactful and important concepts not only in terms of
social responsibility of accounting, but the whole information system of the
business and specifically the accounting information system”.

CSR value has attained extensive interest among practitioners and academics.
Moreover, the substantial investments in the CRS makes the question concerning
the link between CSR and Corporate Financial Performance continuously
noteworthy. The interest of investors in company’s non-financial performance has
grown significantly over the past few years (Ernst & Young, 2009). It is assumed
that 67 % of investors, while taking economic decisions, consider the non-financial
information disclosed by companies, 89% of investors threats them as the most
important source of information influencing their decision (ACCA, 2013: 50).
Moreover, it is expected that CSR activities may have an influence on the
companies’ overall performance and financial results.

Although CSR is often regarded as a universal concept, it should be highlighted
that its actual meaning changes over time and differs between regions due to
varying socio-political and cultural circumstances (Moon, 2007). This is due to the
fact that the economic conditions, cultural inheritance, political grounds and
government decisions influence the expectations of the users in general and the
stakeholders’ ones in particular, regarding the extent and the domains of the CSR.
“While CSR has a particularly strong resonance in parts of Western Europe, it took
root slowly in Central and Eastern Europe” (Feltham, 2016: 1).

According to the research conducted by Centrum CSR (2009:66) the recognition
and level of implementation of principles of corporate social responsibility was
“most likely still low among corporations in CEE region (there may be a case of
non-communicated CSR)”. However, as it is underlined in the research mentioned
“there is great potential for cooperation between business, civil society groups,
trade unions and the authorities, as well as academics, in the field of social policy,
including outward foreign investment (both incoming and outgoing) in every
country in Central and Eastern Europe”. Although CSR policies would be crucial
to gaining comparative advantage for this region, there are many different obstacles
of CSR implementation and communication, like: negative image of business,
dysfunctional legal background, corruption, weakness of the III sector, difficult
economic situation of many companies, the lack of an ethics and ethical standards,
and difficult situation on the job market (Lewicka-Strzalecka, 2006: 440).
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Furthermore, some studies prove also that less developed and more turbulent
business regulatory and legal systems in CEE countries lead to the situation that
financial considerations take higher precedence over social and environmental
responsibility activities of organizations (Filatotchev et al. 2000, Vynoslavska et
al. 2005). The research of Inglehart and Welzel (2005) indicates that in richer and
more stable countries such as those in Western Europe, individuals are more likely
to have adapted to their current material level with the result that they focus more
on such issues as social welfare and environmental sustainability. Moreover
Steurer and Martinuzzi (2012), prove that Western European countries, particularly
Anglo-Saxon and Scandinavian, governments are significantly more active in
promoting CSR than governments in CEE countries and they conclude that public
policies on CSR reinforce rather than offset the European “CSR gap”.

Market participants in Western European countries have significantly different
perspectives on the importance of corporate responsibilities than those in Central
and East European countries”. Furrer et al. (2010) investigate corporate
responsibilities practices across different societies and different generations within
those societies and they indicate that in Central and East Europe, there is less
tangible evidence that CSR has been high on the business agenda. The accession of
ten Central and East Europe countries to the EU in 2004 and two more in 2007 has
raised significant concerns regarding corporate responsibility priorities in these
transitional economies (Vaughan-Whitehead, 2003). Csafor (2008:115) notices
“Corporate Social Responsibility (CSR) has only a short past in the former socialist
countries of Eastern Europe, but growing demand for CSR can be felt in these
states as well”. CSR research in accounting is definitely more visible within the
international academic community than 40 years ago, but it still seems to be a
research niche in countries that do not have a long CSR tradition and practice, such
as the CEE countries (Albu et al. 2016: 202). While the international CSR research
grew significantly over the last decade, there is a shortage of research investigating
the nature and extent of CSR in CEE' countries, as compared to more developed
countries (Albu et al., 2016: 203).

The primary objective of this paper is to empirically analyze if there is an impact of
being socially responsible on the tangible financial consequences of financial
institutions in one of the CEE countries, namely in Poland. The empirical analysis
aims also in analysis if the financial resources make companies get involved in
CSR. The paper is structured as follows: the next section concerns the social
responsibility and sustainability in financial institutions, the third sections focuses
on the relation between CSR and corporate financial performance. This part is
based on the CSR / CFP relation analysis based on assumptions concerning the
social impact hypothesis, available funding hypothesis (slack resources
hypothesis), positive synergy hypothesis, negative synergy hypothesis, trade-off
hypothesis and managerial opportunism hypothesis. The fourth section contains the
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results of empirical analysis and is followed by concluding remarks and
comparison with the results of other studies concerning different CEE countries.
The findings of this study are important for the financial institution sector in order
to better understand the link between their CSR investment and tangible outcomes
that may lead to the improved decision-taking processes. In the paper the
normative approach to accounting and management is adopted.

2. Corporate social responsibility and financial institutions

The financial services sector is viewed as a central pillar of modern capitalist
economies (Merton,1995; Levine, 1997; 2005). Financial institutions have an
impact not only on financial and economic system, but on a wider community as
well. Their socially responsible practices in particular may have important social
implications, hat is even more emphasized within bank-centric financial systems,
typical of CEE countries (Hernaus & Storjanovic, 2015). The services executed by
banks and other financial institutions are characterized by information asymmetry
and uncertainty which makes trust a necessary condition for doing business (Beck,
2006; Schanz, 2006). Trust is a central strategic issue for financial services firms
(Llewellyn, 2005; Olsen, 2008) and is strictly related to the reputation, that is a
multi-faceted concept embracing many components. Rossier (2003) highlights a
number of reasons why bankers, in particular, have to consider issues of reputation.
The bankers and other participants of financial sector trade money which
represents other people’s security and well-being. They are also involved in a
profession that has been held in contempt, since medieval times because of usury
(Fijatkowska, 2012: 141).

Today the credibility, accountability and reputation of financial sector is in its
foundations and determines the stability of financial markets (Gaultier-Galliard &
Louisot, 2006). Decker and Sale (2009: 137) notice that “reputation is built on the
trust that is established with all stakeholders and as an intangible asset it directly
affects the value of financial services firms and is crucial to their sustainability and
to the economic sustainability of society”. As Stansfield (2006: 470) states
reputation in financial institutions concerns “financial performance and strength,
client trust and confidence, client service, corporate social responsibility, corporate
governance practices, corporate ethics, corporate disclosure practices, as well as
relations with regulatory authorities and compliance in a broad sense”. Decker and
Sale (2009: 137) add that “key CSR principles such as accountability and
transparency are at the heart of regulatory efforts to ensure banks and bankers
operate with trust”. They continue underlining that “reputation is built on the trust
that is established with all stakeholders and as an intangible asset it directly affects
the value of financial services firms and is crucial to their sustainability and to the
economic sustainability of society”.
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UNEP (2004) indicates “The financial sector can play a critical role in the
transformation to a more sustainable environment. As financial intermediaries in an
economy, financial institutions can contribute to mitigating environmental
problems, while at the same time taking advantage of the opportunities that
sustainability offers to the finance sector”. Bossone (2000) and Olson (2006) argue
that trust and confidence in banking will continue to be important and vital to
society’s financial well-being. The concept of Corporate Social Responsibility
(CSR) is closely related to trust and reputation and therefore it is an increasingly
important issue in the international banking industry (Scholtens, 2009) and in the
financial sector as a whole. According to Minor (2009), when managers are asked
why they engage in CSR, they claim it is to secure a better brand and reputation.
However, as Fombrun (1996: 53), suggest “the activities that generate CSR do not
directly impact the company’s financial performance, but instead affect the bottom
line via its stock of ‘reputation capital’ —the financial value of its intangible assets”.

Financial institutions face various pressure to shift to a new business framework
that requires social responsibility approach to their activates. Corporate social
responsibility has been a subject of great interest for more than 30 years among
scholars from multiple management perspectives (Wang et al., 2016: 1084). CSR
can be defined as “the process of communicating the social and environmental
effects of organizations’ economic actions to particular interest groups within
society and to society at large” (Gray et al., 1987: ix). The concept of CSR is
related with sustainability. The relation between CSR an sustainability is
underlined in the definition published by International Organization for
Standardization’s, stating that “Social responsibility is the responsibility of an
organisation for the impacts of its decisions and activities on society and the
environment, through transparent and ethical behaviour that contributes to
sustainable development (..)” (1SO 26000).

CSR is widely understood as an obligation of entrepreneurs to contribute to the
sustainable socio-economic development (IBLF 2003). Sustainable business
models “follow a comprehensive sustainability logic that integrates economic,
ecological, and social considerations with regards to present and future
generations” (Schneider, 2015: 525) - while disclosing information concerning
CSR and sustainability financial institutions often use those two related concepts
interchangeably. As Jurek (2016: 68) underlines “CSR in financial institutions
should not be seen only in terms of interactions between different stakeholders
(Shareholders, investors, depositors, borrowers, regulators) and financial
institutions” in the fields of economic, legal, ethical and philanthropic
responsibility, but “also in the context of their distinctive function of financial
intermediaries” The figure below presents the main internal and external groups of
financial institutions’ stakeholders (as the most important players in the whole
financial institutions’ sector) towards which they should be responsible.
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Figure 1. Internal and External stakeholders of financial institutions

As it was underlined during the World Economic Forum in 2012 “finance plays a
critical role for society at large, serving individuals, families, businesses,
governments and civic institutions. The financial sector performs indispensable
functions such as enabling saving and investment, providing protection from risks
and supporting the creation of new jobs and enterprises. It is critical that the sector
operates to provide these functions for society in a stable, sustainable way”. The
dimensions of CSR in financial institutions, based on the Carrols’ (1991)
framework are presented in the Table 1.

Table 1. Dimensions of CSR in financial institutions

Dimension of Description
responsibility
Economic Financial institutions should improve the wealth of the owners, create
new opportunities for risk management and offer the efficient transfer
of funds
Legal Legal responsibility is largely determined by legal regulations

concerning for example the requirement of maintaining confidence,
the limitations of risk taking, arbitrate relationship between the
financial sector and society.

Regulations constitute a pillar of financial institutions’ responsibility
and are supposed to rebuild trust and prevent from similar to 2007
and 2008 crises.

Ethical Ethical codes should be implemented in financial institutions.
Honesty and good faith, professional integrity, transparency and
accountability are ethical values crucial financial institutions, to
achieve by:

e Integrity —to generate trust that is vital for a financial system
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Dimension of Description
responsibility

to flourish;
e Responsibility — the responsibility to act fairly, i.e. they have
the responsibility not to exclude certain groups.
Philanthropy Philanthropy is concerned with altruistic acts not required by law that
create social reputation and represent a social distribution of some
proportion of profits.
Philanthropy may be expressed also by the volunteering actions and
charitable donations of the employees.

Financial sector due to the crisis in 2007 and 2008 suffers the loss of trust and
credibility. The study of Barjaktarovi¢ et al. (2013) proved negative effects of the
economic crisis on the banking sectors of the selected CEE countries. The financial
and economic crisis strongly influenced the entire world, however, Central and
Eastern Europe (CEE) was particularly severely affected. Zivkovi¢ and Aktan
(2009) stress that the emerging countries are faced with lower liquidity level, more
frequent internal and external shocks, as well as a higher degree of insider trading
causes. These countries are more vulnerable to the factors that generally lead to
banking turbulences and that amplify their impact such as banks and private agents
exposure to currency and maturity mismatch, disruption in international capital
markets, banks panic (Furceri & Zdzienicka, 2010). However, it is worth
mentioning that in 2009, immediately after the crisis, while most of the EU was
wallowing in a recession, the GDP of Poland actually grew by 1.7%. (Eurostat)
This is compared to its European neighbours (the EU27) whose aggregate loss of
GDP fell to 4.2% (Eurostat). Before the crises banks were generally not extensively
involved in CSR and in its disclosure (Novokmet & Rogosic, 2016: 115). Vigano
and Nicolai (2006) indicate that European bankers have been slow in considering
issues of sustainability.

Moreover, the financial sector was traditionally viewed as not having much
negative environmental impact, relatively non-polluting. The main impact on the
society was always concerned mainly with its significant size. After the financial
crisis however, the situation changed; financial sector reputation suffered from the
consumers’ perceptions of the sectors’ crucial role in the crisis. Therefore, since
then CSR activeness and CSR reporting in financial institutions have become one
of the main tools of rebuilding trust (Novokmet & Rogosi¢, 2016: 115). It was
always more important for financial institutions to focus on the “sustainable
finance” that is defined by Strandberg (2005) as the provision of financial capital
and risk management products and services in ways that promote or do not harm
economic prosperity, ecological and community wellbeing. The imperative for the
financial sector became also the proper communication on the responsible attitude
to the business running. Nowadays, one of the most important ways to express the
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social responsibility of financial institutions is the publication of CSR / sustainable
reports and website disclosure. The question arises if the involvement and
communication on CSR brings the concrete tangible results that can be expressed
by improved financial results. The empirical analysis is the subject of the research
that is included in part 4 of this article.

3. Relation between corporate social responsibility (CSR)
and corporate financial performance (CFP) — literature
review

There are three major theories which suggest that companies should be sustainable
and should incorporate corporate sustainability in their core strategic goals, namely
legitimacy theory, stakeholder theory and agency theory (Zyznarska-Dworczak,
2016: 308). In the literature these theories are often contrasted with Friedman’s
(1970) well-known criticism of a firm’s corporate social responsibility initiatives.
These theories primarily suggest positive relationship between corporate
sustainability and company performance (Aggarwal, 2013: 63). Together with
slack resources theory they give foundations to our analysis.

The relationship between CSR and corporate financial performance (CFP) has been
a subject of numerous scientific studies since 50 years (Friedman, 1970; Preston &
O’Bannon, 1997; Waddock & Graves, 1997; McWilliams & Siegel, 2001; Smith,
2002; Orlitzky et al., 2003; Allouche & Laroche, 2005; Margolis et al., 2007;
Aggarwal, 2013; Kleine et al., 2013; Wang et al., 2016). The results do not lead to
uniform conclusions, moreover they are inconclusive and conflicting. Some of
these contradictory results stem from conceptual, operationalization, and
methodical differences in the definitions and application of both social and
financial performance (Griffin & Mahon, 1997: 7).

There is a group of researchers that empirically confirm that the relation between
CSR and CFP is stronger for firms from advanced economies than for firms from
developing economies. This relationship is also significantly different between
industries, sectors and institutions (Wang et al., 2016; loannou & Serafeim 2010).
Furthermore, the researchers affirm that the heterogeneity of the CSR and CFP
relationship may result from the measurement strategies of the two key constructs
of CSR and CFP (Wang et al., 2016: 24). There is no common way of the CSR
measurement. One approach to judge a company as a socially responsibility is its
inclusion into one of the CSR indexes, e.g. Indexes of Corporate Governance (CG),
Indexes of Corporate Social Responsibility (CSR), index of Corporate Social
Performance (CSP), GRI-based Disclosure Index Scores, Respect Index. Another
way to define that a company is socially responsible is the publication of
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CSR/sustainability reports. These approaches of CSR measurement are combined
to the various types of CFP indicators that may be generally divided into two
groups:

1. Accounting-based measures — like ROE (Return of Equity), ROA (Return of
Assets), ROS (Return of Sales), Debt/Equity, Current Ratio, Debt/Assets,
EBIT/Interest Expense, Quick Ratio, Total Assets, EPS, and

2. Market-based measures — like Alpha, Beta, Price/Earnings, CAR (Capital
Adequacy Ratio), Total Return, Mean Abnormal Returns, Risk Adjusted
Return, Stock Price, Market to Book Value.

Combination of these different approaches to CSR and SFP results in multitude of
diverse applications and results of empirical analysis. Additionally, the
interrelation between CSR and CFP may be analyzed twofold :
1. the direction of the CSR-CFP relation,
2. the causality of the CSR-CFP relation:
(a) prior CSR related to subsequent CFP;
(b) prior CFP related to subsequent CSR;
(c) concurrent and across relationship between CSR vs CFP.

The direction of the relationship may indicate positive, negative, mixed or neutral
linkages between CSR and financial performance. Separately, it is possible that
changes in CSR influence financial performance, or the opposite, that change in
financial performance influence CSR (Waddock & Graves 1997: 305), or there is a
synergistic relationship between the two, either positive or negative. By combining
these two dimensions of variation Preston and O’Bannon (1997) yield the six
possible causal and directional hypotheses (Preston & Bannon, 1997: 419-424):
1. with positive direction: social impact hypothesis, available funding
hypothesis (slack resources hypothesis) and positive synergy hypothesis;
2. with negative direction: negative synergy hypothesis, trade-off hypothesis
and managerial opportunism hypothesis.

Positive impact of social performance on financial performance explains social
impact hypothesis, which is a “social impact” version of the stakeholder theory.
This hypothesis assumes that CSR enhances the satisfaction of various stakeholders
— and consequently the firm’s external reputation — leading to better financial
performance, in particular by increasing the efficiency of their organization’s
adaptation to external demands “by addressing and balancing the claims of
multiple stakeholders” (Orlitsky et al., 2003: 405).

Social impact hypothesis assumes that CSR increases managerial competencies,
contributes to organizational knowledge about an entity’s market, social, political,
technological, and other environments, and thus enhances organizational efficiency
(Orlitsky et al., 2003:407. All these “good” effects of CSR are labeled by Waddock
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and Graves (1997) under “good management theory”. Other scholars (McGuire et
al., 1988; Waddock & Graves, 1997; Orlitzky et al., 2003; Seifert et al., 2004;
Daniel et al., 2004, Margolis et al., 2007; Albertini, 2012) suggest that CSR and
CFP are positively associated, “but that the causal relationship is from financial to
social performance” (Preston & O’Bannon, 1997: 423). This slack resources
hypothesis means that better financial results potentially effect the availability of
slack (financial and other) resources that support companies in investing in social
performance activities, such as employee and community relations, or
environmental protection (Waddock & Graves 1997: 312). In this theory CSR is
treated as an outcome of better financial performance and not a cause of it. The
positive synergy hypothesis supposes that higher levels of CSR lead to an
improvement of CFP, which offers the possibility of reinvestment in socially
responsible actions (Allouche & Laroche, 2005). There is a kind of “virtuous
circle” formed by a simultaneous and interactive positive relation between CSR
and CFP (Waddock & Graves, 1997: 306).

However, there is also a negative synergy hypothesis that indicates a “vicious
circle”; higher levels of CSR may lead to decreased CFP. Therefore, synergy
hypothesis assumes that social and financial performance are synergetic, but
whether positive or negative it should be detected based on the available statistical
data (Preston & Bannon, 1997: 424).

Negative social-financial performance relationships can be predicted by other 2
hypothesis: trade-off hypothesis and the managerial opportunism hypothesis. The
trade-off hypothesis indicates, in accordance with Friedman's attitude (1970) and
other neoclassical economists’ arguments, that “a firm’s higher levels of social
performance may lower its financial performance as compared to competitors”
(Preston and O’Bannon, 1997: 421). “Because social action will have a price for
the firm it also entails a competitive disadvantage” (Smith, 2002: 232) to other
firms that are less socially active. The trade-off hypothesis claims that social
accomplishments involve higher costs for an entity, for example capital
expenditures on special equipment, machinery and real estate devoted to CSR, cost
materials and services by purchase of inputs from suppliers who are socially
responsible, higher wages and benefits as well as additional workers to enhance
policies social performance (McWilliams & Siegel 2001: 123). The costs,
according to this argument, fall directly to the bottom line, reducing profits and
thus shareholder wealth (Waddock & Graves 1997: 310).

The managerial opportunism hypothesis indicates negative social-financial
performance relationships stating: higher levels of financial performance lead to
lower levels of social performance and in the opposite direction. While gaining
better financial performance, the management may attempt to cash in by reducing
social expenditure in order to increase their own short-term private gains.
Inversely, with worse financial performance managers may attempt to offset and
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justify their disappointing results by engaging in conspicuous social programs
(Preston & O’Bannon, 1997: 423).

Some theorists (Griffin & Mahon, 1997; McWilliams & Siegel 2001) have a
generally negative attitude to the CSR and CFP analysis; they ponder that the link
between CSR and CFP disappears when more accurate variables are introduced
into econometric models, such as research and development intensity (Allouche &
Laroche, 2005). They argue also that there are so many intervening variables
between CSR and CFP that there should be no reason to expect any relationship at
all. Additionally, the measurement problems are still so wide that it alone can mask
any real linkage that could exist (Waddock & Graves, 1997: 310).

These theoretical assumptions concerning CSR and CFP relationship are
summarized, through the literature review covering the period of 1963-2013 in the
Table 2. They focus in two perspectives regarding CSR / CFP relation: its direction
and its causality. The analysis of literature review presented in Table 2 indicates
that the most popular causality regards social impact hypothesis. Most of analyzed
results (Margolis & Walsh, 2001; Peloza, 2009; Aggarwal, 2013; Clark et al.,
2015; Kochalski, 2016) indicate the positive impact of CSR on corporate financial
performance (CSR as dependent variable). The strength of this relation varies from
44% to 85%. Furthermore, some of the researchers (Margolis & Walsh, 2001;
Orlitzky et al., 2003; Margolis et al., 2007; Albertini, 2012) indicate an inverse
existing positive impact, in which the financial results determine the results of the
CSR activities. This finding, in turn, confirms the assumption of slack resources
hypothesis. Margolis and Walsh (2001) indicate that 53% of the empirical research
reviewed confirms a positive impact of good financial performance on CSR
activities, while 24% shows no relation, 19% mixed and 5% negative relation. This
kind of causality of CSP and CFP researched is often the subject of integrative,
guantitative meta-analyses with a methodologically more rigorous review in many
substantive areas of the bidirectional relationship between CSR and CFP (Orlitzky
et al., 2003; Daniel et al., 2004; Allouche & Laroche, 2005; Margolis et al., 2007;
Wang et al., 2016). Meta-analysis however concentrates on the strength but not on
the direction of the relation.
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Table 2. The results of studies of the empirical relationship between CSP

and CSR presented in the literature
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The negative relation, confirming the trade-off hypothesis, was observed only in
one direction: negative impact of CSR on the CFP. According to the analyze
presented in Table 2 most of the tested research indicates the ratio of CSR-CFP
influence below 10%. The exception - with the much strongest influence - was a
research conducted by Griffin and Mahon (1997). The researchers stated that in the
1980s almost 47% of tested literature position was a study that indicated the
negative impact of CSR on the CFP and in the 1990s - 30%. One more study
(Kleine et al., 2013) has also shown such a high level of negative ratio (29,7%).

We can conclude that in the period from 1972 to 2001, round-about ninety-five
empirical evidences have been provided by Margolis and Walsh (2001) and
Orlitzky et al. (2003) regarding CSR and financial performance. Many academics
tried to analyze the relation between CSR and CFP. The results are not coherent
neither conclusive. The literature review confirms the conclusions of Griffin and
Mahon stated almost two decades ago; they underlined that “although numerous
researches have explored the empirical relationship between SCP and CFP, no
definitive consensus exists. The results have often been contradictory, even within
a given analysis” (Griffin & Mahon, 1997: 6).

Comparing the results with the findings of the study relating the transition
countries we can also see the heterogeneity of the CSR and CFP relationship.
According to the research conducted by Dijalilov (2015: 20) CSR activities may
improve the financial performance of the banks of the transition countries in both,
stable (2002-2005) and turbulent (2008-2012) periods. However, the researchers
have found that the impact of Return of Assets and Return on Equity on CSR is
negative in both periods, while they have found positive impact of CSR on Return
on Assets as well as Return on Equity. To the other conclusions have come
Asatryan R. & Biezinova O. They found that there is a significant positive
relationship between CSR initiatives and financial performance measures in the
selected companies in Central and Eastern Europe, it means they found a positive
relationship between Community Performance (CP), Environment Management
System (EMS) and Employee Relations (ER) and the financial performance in
terms of the ROE and ROA. Unfortunately, there is a lack of research relating the
CSR-CFP in CEE countries, allowing for detailed and comprehensive analysis of
this relationship.

Both in developed and developing countries there is still diversify and lack of an
uniform understanding of CSR-CFP relations, which points to the need for the
research that would order and synthetize the results as well as conclude on the
CSR-CFP direction importance, its strength and dependence on the industry and
size factor. There is also a need of the cohesive understanding of the influence of
the CSR on the economic development in the micro and macro scale.
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The interest in CSR among practitioners as well as academics is still growing and
as it plays a distinctive role within the financial sector institutions the following
analysis will focus on this sector.

4. Relation between corporate social responsibility (CSR) and
corporate financial performance (CFP) — empirical research

4.1. Sample

The financial data has been obtained from audited consolidated financial
statements derived from EMIS database. To the great extent the accounting-based
measures have been used because the audited accounting data is likely to be
authentic and credible and is not influenced by market perceptions or speculations,
and is thus considered less noisy in comparison to market based indicators like
stock returns, share prices, etc. (Lopez et al., 2007). Market value was applied only
as a control variable for size of companies. The data used to verify the hypotheses
concerns listed companies which have the status of financial institution. Financial
institutions in Poland are defined in the Code of Commercial Companies (Art. 4. 8
1. 7) and comprise banks, investment companies, investment funds and trust funds,
insurances, reinsurances, trusts, company pensions, retirement funds or brokerage
houses, established in the Polish Republic or in a country belonging to the OECD.

The research embraced all the companies from the financial sector quoted on the
Warsaw Stock Exchange in Poland. The analyzed period is 2012-2015. The
collected data made it possible to calculate the change in earnings year on year.
Then, the values obtained for each company separately for three consecutive years
were treated as separate observations. In this way, the resulting study sample
consisted of 298 observations. After removal of the observations for which there
were missing data, calculations were performed on a sample of 257 observations.

4.2. Variables
CSR variable

CSR is difficult to measure. One of the approaches defines a socially responsible
company as the one incorporated into one of the CSR indexes. The growth in the
demand for ratings of CSR has resulted in a marked increase in the number of
initiatives supplying CSR ratings to investors and customers (Marquez & Fombrun,
2005: 304). The examples are KLD index, The FTSE 4 Good, Dow Jones S.UlI.
Stoxx, Domini 400 and Respect Index (RI) introduced by Warsaw Stock Exchange.
In many empirical works the definition of being socially responsible is likened to
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one of these indices memberships. Another approach defines socially responsible
company as the one that communicates its CSR engagement disclosing
CSR/sustainable report. In this study both approaches were applied and analyzed.

Financial Performance Measures variable
In this study the following measures of financial performance were considered and
analyzed: book value, market value, ROA and ROE.

Control Variables

The control variable used in this research was the size of the company, based on
the assumption that larger firms are likely to have higher profitability as they have
greater resources for investing in profitable ventures. Other control variables used
in this study are long-term debt to assets ratio as a proxy for risk, and - for the
purpose of verifying hypothesis H1 - the dummy variable indicating companies
incorporated into PL-WIG-BANKI index for banks. We introduce this variable
assuming that banks are financial institutions subject to more stringent reporting
requirements and generally better managed than other financial institutions.

4.3. Research model

The first model intends to examine the impact of the overall sustainability rating of
the financial institution (independent variable - CSR) and CSR reporting on its
financial performance (dependent variables — CFP).

H1: Corporate social performance and financial performance are related
(positively or negatively) across the financial sector institutions

This research hypothesis is based on two other hypotheses:
1. social impact hypothesis (T CSR => T CFP)
2. trade-off hypothesis (ICSR => | CFP)

To verify the research hypothesis about the impact of the publication of the CSR
report and the impact of the fact that the company is listed in a RESPECT Index
(R1) on the change of its financial result in the following reporting year we used an
econometric model:

|
CFP, =a+0-CSP_ + ) B - X, 1 +&
i=1
where CFP; means the change of financial performance at time t (or financial
performance where it is justified), Xi: is control variable at the same time t and
CSP: (corporate social performance) is dummy variable indicating fact of
publication the CSR report or the fact that the company is listed in RI.
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Before we estimated model (1) we check if is there any correlation between CSR;
(or RIy) and financial variables. We used standard Spearman's rank correlation
coefficient. Second test was to show whether the average financial results differ
between companies with different CSR (RI). We used Two-way Factorial ANOVA
(analysis of variance).

The second model intends to examine the impact of financial results on the
probability of publishing a CSR report and on the probability incorporating the
company into RI.

H2: Financial results of financial institution impact (positively or negatively) the
probability of its CSR reporting and the probability of incorporating the company
into Respect Index

This hypothesis concerns two other hypothesis that may be found in the literature:
1. available funding hypothesis (slack resources hypothesis)
(T CFP=>1 CSR)
2. managerial opportunism hypothesis (CFP => | CSR),

In order to verify the second research hypothesis we estimated binary logistic
regression:

7; =Pr(CSP,, =1| X; =X)
T !
) =at 0Pt WIG, L+ B X+
j i=1
where CSPj,: is response variable, equal 1 when company j published CSR report,
or when company j was incorporated into RI, WIG;j; is dummy variable indicated
companies incorporated into PL-WIG-BANKI index for banks and X;: are the
control variables.

log(

4.4. Results of the analysis

The first analysis aimed to test the hypothesis about the impact of the CSR report
publication and the impact of the company's presence on the RESPECT Index (RI)
on the change in the financial results of the following reporting year.

Spearman's correlation coefficients results are presented in Table 3. Statistically
significant correlation occurs between CSR variables (CSR reports / RI) and book
value change, as well as between CSR variables and market value (capitalization).
However, correlation coefficients do not show a clear relationship between these
variables.
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Table 3. Spearman correlation between financial data and CSR & RI from
previous year
Spearman AROA: AROE:; (Marketvalue):  A(Net profit)

t
CSRt1 -0.0589 -0.0496 0.367565 *** 0.06459
Rle1 -0.0693 -0.0989 0.43707 *** 0.01864

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001

The next stage of verification of the first research hypothesis is to check whether
there are significant differences in the average value of the variables reflecting
financial results for the following year between the companies that have published
the CSR report and those that did not published it. In order to analyze it we use
Two-way Factorial ANOVA.

The ANOVA test showed that the hypotheses about equality of vectors concerning
mean value of changes in financial results between groups cannot be rejected (stat.
F= 1,5926; p=0,1627). To verify whether the individual values are significantly
different, one-dimensional results (Table 4) are checked.

Table 4. Two-way Factorial ANOVA of financial data for CSR (1 — publication
of the report ; 0 — otherwise) and RI (1 — company in RESPECT Index; 0 —
otherwise) as a treatment. Depend variables are change of financial data.

AROA:  AROE: (Marketvalue):  A(Net profit)

t

Source F - stat F—-stat F —stat F — stat
CSR:i1 0.0348 0.2898  2.3429 1.8174
Rlt1 0.0331 0.0086  72.115 **** 0.0207
CSR 1*RIl+ 0.0264 05536  0.0639 1.3054

1

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001

The only statistically significant difference regarded the changes in the book value.
A similar test was used for companies that were part of the RESPECT Index
compared to other companies. For the vector of average change of the financial
result between the analyzed groups, the hypothesis should be rejected (stat F =
16,2967; p <0.0001). In this case, for a one-dimensional result (Table 4), the
statistically significant difference occurs between the average market valuation for
RI companies and the rest.
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In case of interaction effect study between CSR and RI it cannot be argued that the
mean values of dependent variables are significantly different (stat. F = 0.2966; p =
0.9145). Since there are statistically significant differences between the average
market value of the RESPECT Index companies and the others, as the next step the
econometric model was applied to test the relationship between the market value
and the RI variable (1 — company in the RESPECT Index; 0-otherwise). As control
variables the employment size and the variable indicating the affiliation to the PL-
WIG-BANKI index were used (1 - company in PL-WIG-BANKI; 0 - otherwise).
The obtained model is shown in Table 5.

Table 5. Linear regression analysis for market value as depend variable

Dependent variable: (market value) Coefficients
Independent variable: Rli.q 5228.723 **** 3026.79 ****
Intercept -222.736 -59.83
Control variables:
PL-WIG-BANK index (0-1) 2026.756 *** -2697.59 ****
Number of employees 1.48606  ****
Dept/total assets -208.691 21.27
Book value 1.90 **>**
Stat. F= 514.88 **** 879.03 ****
R?= 0.896 0.9319

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001

Using standard test we observe that the relationship between all independent
variables in the model and the market value is statistically significant. Similarly,
the fit of the model is high (R2 = 89.6%), the random component is not
heteroscedastic Thus, the relationship between market value and RI can be
indicated.

The second research hypothesis concerned the impact of the financial result on the
company's probability to publish a CSR report and the impact of the financial result
on the probability of the incorporation of the company to the Respect Index. In
order to verify the hypothesis, logit models were constructed separately for the
CSR report publication and RI variables. The results of the analysis are presented
in Tables 6-9.

In each of the estimated models, the ROA and ROE values of the previous year
were used as the financial result. At the same time, it was also verified whether the
fact of being quoted within the PL-WIG-BANKI index of the largest banks quoted
on the Warsaw Stock Exchange, influences the probability of the CSR report being
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published by the company and whether it increases the likelihood of incorporation
into the RESPECT Index.

Table 6. Logit regression analysis using CSR (1 — publication of the report; 0 —
otherwise) as depend variable and financial data from previous year as
independent variables

Dependent variable: publication of the Model 1 Model 2 Model 3
report
Independent variable: ROA 7.668 7.911 7.657
Intercept -9.492 *** -0.431 *** -9.538 ***
PL-WIG-BANK index (0-1) 2.167 *** 2.085 ** 2,127 ***
Control variables:

Dept/total assets 7.206 ** 7.366 ** 7.211 **

Book value 0.00003

Market value 0.00002

Number of employees 0.00004
Hosmer Lemeshow test:  0.9933 0.9954 0.9917
p= 0.4715 0.4949 0.4745
Nagelkerke R?: 78,019 73.849 77.672
AIC:

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001

Table 7. Logit regression analysis using CSR (1 — publication of the report;
0 — otherwise) as depend variable and financial data from previous
year as independent variables

Dependent variable: publication of the Model 1 Model 2 Model 3
report
Independent variable: ROE 0.128 *** 0.279 **** 0.126 ***
Intercept -6.41 *rxx -6.388 **** -6.412 *x**
PL-WIG-BANK index (0-1) 247 xx* 2.040 ** 2.419 ***
Control variables:

Dept/total assets 2.413 2.283 2.416

Book value -0.00001

Market value -0.00005

Number of employees 0.0000004
Hosmer Lemeshow test:  0.9182 0.9981 0.9917
p= 0.48396 0.5544 0.4745
Nagelkerke R?: 76,587 67.108 77.672
AlC:

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001
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Table 8. Logit regression analysis using RI (1 — company in Respect Index;
0 — otherwise) as depend variable and financial data (ROA) from previous
year as independent variables

Dependent variable: company in Model 1 Model 2 Model 3
Respect Index
Independent variable: ROA -4.5651 -4.693 -4.519
Intercept 3.9043 *** 3.6968 ** 3.503 ***
PL-WIG-BANK index (0-1) 0.8131 0.9185 ** 1.1149 ***
Control variables:

Dept/total assets -1.3951 -1.289 -1.093

Book value -0.0002 **

Market value -0.00008

Number of employees faleiaia -0.00012 ***
Hosmer Lemeshow test:  0.5017 0.1377 0.5636
p= 0.4617 0.5018 0.4373
Nagelkerke R?: 96.828 89.247 100.204
AIC:

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001

Table 9. Logit regression analysis using RI (1 — company in Respect Index;
0 — otherwise) as depend variable and financial data (ROE) from previous
year as independent variables

Dependent variable: company in Model 1 Model 2 Model 3
Respect Index
Independent variable: ROE 0.1447 *** 0.294 *** 0.151 ***
Intercept -4.116 ****  -3.7867 **** 4,060 ****
PL-WIG-BANK index (0-1) 1917 ** 1.543 2440 ***
Control variables:

Dept/total assets -0.4726 -1. 3714 -0.6893

Book value 0.00098 *

Market value 0.00019

Number of employees 0.00006
Hosmer Lemeshow test:  0.4818 0. 6335 0.294
p= 0.4638 0.5189 0.4466
Nagelkerke R?: 89.993 80.291 92.560
AlC:

* p<0.1 ** p<0.05 ***p<0.01 ****p<0.001
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In all estimated models, it appears that the ROA value has no statistically
significant impact either on the likelihood of a CSR report being published or on
the likelihood of incorporation into the RESPECT Index (see Table 6 and Table 9).

Models in which the independent variable is ROA tend to generally model the
probability of a dependent variable in a proper way. However, this is the result of
other variables. In turn, the models in which the ROE is taken an independent
variable have a significant effect on the probability of the dependent variable. The
higher the ROE value, the greater the likelihood that the company will decide to
publish a CSR report or that it will be included in the RESPECT Index the
following year. In almost all models, the company's PL-WIG-BANK index
participation has a significant impact on the probability of a dependent variable.

Apart from one case (Table 8, Model 1), this is the most important factor
increasing the likelihood of a CSR report being published and increasing the
probability of inclusion in the RESTECT Index. In all analyzed cases, the best
results were obtained for Model 2, where the control variables are the debt ratio
and the market value of the company. They have the lowest Akaike (1974)
information criterion (AIC), and the highest R% Also based on the Hosmer-
Lemeshow (2013) test there is no reason to reject the hypothesis that the observed
and predicted values are equal.

5. Conclusions

CSR-related matters in CEECs has become “an important concept materializing in
the accounting academic and practitioner literature, as well as in the practices of
local companies” (Albu et all: 193). The 2008 financial crisis brought social
responsibility to the important issues agenda in many financial institutions all over
the world, including the CEE region. Applying more responsible attitude to the
business running and communicating on that was treated as the way of re-
establishing credibility and regaining legitimacy by financial sector.

The study presents the conducted analysis of the link between being socially
responsible and achieving tangible financial outcomes in CEECs, on the example
of Poland. The study attempted also to check if having financial sources influences
the involvement in the socially responsible actions and reporting on that. The
statistical results of the paper reveal that the publication of a CSR report has not
influence the changes in the company's financial results; correlation coefficients
have not shown that there is such a link. This results fall in line with the results
obtained by Stouhal et al. (2015) that empirically proved no relationship between
the disclosure of standalone CSR reports and financial performance in two other
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countries of CEE e.g. Czech and Estonia. On contrary to their study, our research
showed a relatively weak relationship in case of a change in market value. The
results of this analysis demonstrate also that the fact of publishing CSR report did
not reveal significant differences in the financial performance compared to
companies that do not publish this kind of report. This result falls in line with
Djalilov and Holscher (2016: 6), stating “where the business environment is not
well-developed, markets do not reward banks engaged in social and environmental
activities”.

A similar analysis was carried out in the group of companies that were included in
the RESPECT Index and the rest of companies. In case of companies listed in the
RESPECT Index the results demonstrated however, that there is a clear correlation
between the fact that the company is listed on that index and the market value. This
means that companies included in that index tend to have higher market value.
Also the average market value of companies in RESPECT Index is different from
the average market value of other companies. We assume however that this may be
caused also by the specific high requests concerning the inclusion of companies
into this index that appeals not only to CSR engagement but also to the
responsibility concerning financial measures themselves therefore the companies
that are admitted into the index they already have a sound financial situation.

An econometric model presented in the paper was developed to explain the
relationship between the RESPECT Index and the market value in the following
year. In this model as the explanatory (independent) variable, apart from Respect
Index variable (1 in the RESPECT Index; O - otherwise) the size of employment
and the participation in the PL-WIG-BANKI index (embracing the largest listed
banks in Warsaw) were taken into account. There was a statistically significant
relationship between the market value and the three variables tested. These
empirical results give grounds for rejecting the first research hypothesis. In the
same way the social impact and the trade-off hypothesis are denied.

This is a clear sign that the market and the public is reluctant in considering the
CSR importance of financial institutions. The results obtained from the first part of
research highlight that the CSR activities do not impact the bottom line of the
financial institutions or at least that the effects are not seen in the following year. It
may be assumed that or CSR efforts are not focused properly, or they are not
communicated effectively. We assume also that the factor of time is important, we
may expect that the reaction of the public on the CSR activities, especially in case
of the loss of trust, may be delayed. In this study one-year time-lag was applied.
Maybe the public needs more time to recognize the CSR involvement that would
contribute to the improvement of financial performance of socially responsible
institutions. To rebuilt trust and credibility it takes time. One should also consider
that the Polish financial market is still quite young therefore we may assume that
the institutional factors and the development stage of this market influences the
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reaction of the public on the CSR initiatives and the degree to which CSR reports
publications/ being listed on the Respect Index contributes to the financial bottom
line.

In order to verify the second research hypothesis, the probability logit models were
constructed, testing the probability of CSR report publishing and the probability of
incorporating the company into the RESPECT Index depending on the financial
result obtained in the preceding year. It has been shown that ROE is an important
independent variable for both the likelihood of publication of the CSR report for
the following year as well as for the probability of inclusion in the RESPECT
Index. Similarly, the statistically significantly higher probability for the dependent
variable was obtained with the variable informing about affiliation to the PL-WIG-
BANKI index. On the other hand, ROA does not significantly influence the
probability of a dependent variable. This is a result other than that obtained at work
(Waddock & Graves, 1997), where the significant independent variable was ROA.
We may therefore conclude that there is a will of companies from the financial
sector to get involved in the CSR activities (and communicate on them) when the
financial resources permit it. The involvement is surely related to the expectations
of its positive results. This falls in line with the study of Kundid and Rogosié¢
(2011) carried out the empirical research on all banks in Croatia and statistically
confirmed that large and more profitable banks disclose more CSR activities. The
results obtain in our study are however contrary to those achieved by Djalilov
(2015) concerning mainly transition countries, where he found that banks with a
lower level of profitability are more interested to engage in social projects. He also
proved that CSR activities would improve the financial performance of the banks
of the transition countries.

Contrary, our study proves that in Poland the awareness of positive impact of CSR
is higher in the institutions that are willing to engage in the CSR than of the market
and public that stills fails to react on the CSR efforts of financial institutions in the
way it would translate into measurable results for the companies. We may deduct
that there is a significant difference between CEE countries and other transitional
countries. The result of this study fall in line with observations of Grigore and
Candidatu (2009: 84) that while analysing the perception of CSR in Romania and
Bulgaria state: “there is room for improvement in the perception of corporate social
responsibility area, but good social and environmental practices are in place and
they constitute the basis for further development of corporate social responsibility
practices”. The results obtained confirm also the observations of EIms (2006: 206)
concerning the stakeholders’ lack of activism in CEE and the low reaction on CSR.
Elms indicated that “if stakeholders’ value responsibility, corporations will too”.
Although more than 10 years passed since that study, still in Poland the clients do
not value the CSR engagement.
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The present study is subject to certain limitations. Firstly, the sample size is
relatively small, however it covers all the public companies in the financial sector
in Poland in 2012-2015. Secondly, the time frame of the research is fairly short (i.e.
4 years). Thirdly, the study ignores control variables like age of firm, growth of
firm, capital intensity, leverage, risk, R&D intensity, industry type, etc. that may
have significant influence on this relationship. Several control variables that were
considered during data collection included the capital structure (including whether
the company is part of an international financial corporation), the type of financial
activity (banks, insurance companies, investment firms) or the fact that CSR report
submitted to external audit. Due to incomplete data in the database or in some
cases due to heterogeneous information contained in the databases used, these
explanatory variables are also excluded. Another restriction concerns a variable
that informs the CSR report as a variable informing about the applicable social
responsibility policy. We do not have information on the standards that published
CSR reports meet.

Therefore, the results of study should be interpreted in light of these limitations.
The directions of future research could be an attempt to overcome those
limitations. The cross-national comparison could also be valuable to better
understand the specifics of the Polish financial market and CSR in the international
context, especially in the CEE region. Future research could also focus on the
analysis of the CSR activity on the CFP in much longer lag period, the
reconstructed credibility and trust, if ever, may occur after many years and as a
result of a very focused engagement in CSR supported by its effective
communication.
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