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Abstract. Corporate social
responsibility is now one of the main
areas of study in the realm of finance
and is taken into consideration when
making investment decisions. Investigating the effect of corporate
social responsibility (CSR) disclosure on financial performance in the
Pakistani banking sector is the goal of this research study. The
Pakistan Stock Exchange (PSX) official website and the annual
reports of listed banks were the sources of the quantitative secondary
data used in this study, which covered the years 2010 through 2020.
Ordinary least squares (OLS) regression, a fixed effect model (FEM)
or random effect model (REM), together with other prerequisite
diagnostic tests, had been used for the quantitative data analysis. The
study used the five dimensions of CSR disclosure as an independent
variable, while return on assets (ROA) and return on equity (ROE),
which measure financial success, are used as dependent variables.
These aspects are, in order, financial, environmental, legal, moral,
and charitable. In the study, control variables including business size,
debt ratio, and capital ratio were also included. The study's
conclusions showed a strong correlation between financial
performance in Pakistan's banking sector and averages across all
categories of corporate social responsibility. The findings also show a
substantial correlation between each chosen CSR disclosure factor,
such as ethical, environmental, economic, and philanthropic, however
only the legal factor significantly affects the financial performance of
Pakistan's banking sector. This study aids businesses in realizing the
value of CSR disclosure, which is crucial for improving the banking
sector's financial performance. The results of this study should have
beneficial practical ramifications for businesses, decision-makers in
government, financial advisors, and Pakistan's banking sector.
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1. Introduction

The term "Corporate Social Responsibility (CSR)" refers to corporate initiatives
and guidelines that assess, oversee, and control an organization's social and
environmental obligations (Aerts & Cormier, 2009). CSR is a key area for
businesses in which the relationship between the organization and the community
can grow. According to the notion of CSR, a company's everyday business
decisions and strategy should take into account its stakeholders, including its
employees, suppliers, consumers, shareholders, and other stakeholders. CSR is a
part of a business's ethical, moral, and legal actions (Moravcikova et al., 2015).
The foundations of Corporate Social Responsibility (CSR) in organizations are
multifaceted and range from instrumental goals (like improving profit) to non-
instrumental purposes, depending on what the corporation views as its role (such
as boosting social well-being). Corporate reputation will improve as a result of
CSR practices (Godfrey, 2005; Saleem et al., 2022). Due to the failure of
commercial banks during the financial crisis, which resulted in macroeconomic
catastrophes, decreased consumption, and elevated unemployment in the real
economy, prior study has only focused on the financial sector. CSR initiatives are
carried out by banks and other financial institutions for the benefit of society and
long-term economic growth. Businesses that engage in CSR initiatives are more
likely to experience positive revenue shocks, which improve their yields and short-
term market performance through factor-adjusted anomalous returns and also help
their CSR reputation (Sehrish et al., 2012). The effective distribution of capital is
significantly aided by the banking sector. The banking industry is aware that all
considerations, including social welfare and regulatory compliance, must be taken
into account when weighing economic benefits (Kilig et al., 2015). To protect the
legitimate interests of its stakeholders, banks are urged to conduct their financing
and investing business in a more moral and socially responsible manner (Chiu,
2014; Saleem et al., 2022). Semenescu and Curmei (2015) claim that in order to
prove their financial soundness to stakeholders, banks with higher risk, as
determined by a higher debt-to-equity ratio, should push more CSR initiatives
(Wadood et al., 2020).

In the literature on CSR, there are three schools of thought that have been
established. The first school of thinking contends that there is a correlation
between corporate social responsibility and financial performance that is favorable
(Huy & Phuc, 2020). The second school of thinking asserts that there is a bad
correlation between financial performance and corporate social responsibility
(Hirigoyen & Poulain, 2015). The third school of thinking, meanwhile,
demonstrates a neutral relationship with CSR and FP. Bagh et al. (2017), revealed
that CSR and FP have a more developed and well-examined relationship. There is
currently no consensus among scholars as to whether there is a positive, negative,
or neutral relationship between corporate social responsibility and financial
performance (Roberts, 1992; Saleem, 2018).
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CSR is a corporate action for the benefit of society as a whole, independent of
legal requirements and the primary objective that corporations are intended to
carry out for the wellness of shareholders only. According to the notion of
corporate social responsibility (CSR), a company's everyday business decisions
and strategy should take into account its stakeholders, including its employees,
suppliers, consumers, shareholders, and other stakeholders. In Pakistan, CSR is
still in its infancy. With time, more ideas about CSR are developed. We chose the
period 2010 to 2020 for data collection because it encompasses a number of
important environmental, social, and governance (ESG) initiatives as well as the
implementation of green banking, its regulations, and Pakistan's corporate
governance standards in 2012, 2017 and 2019. Finally, this study offers managers
and policymakers in the banking sector practical recommendations for evaluating
the value of CSR disclosure reporting and how it affects overall company
performance. To investigate the effects of each chosen aspect of CSR disclosure on
the Pakistani banking sector's financial performance. Corporate social
responsibility and financial performance have a more developed and well-
examined relationship. There is currently no consensus among scholars as to
whether there is a positive, negative, or neutral relationship between corporate
social responsibility and financial performance. As a result, the goal of this
research study is to determine how each chosen CSR dimension affects the
financial performance of Pakistan's banking sector.

2. Literature Review

Corporate social responsibility (CSR) ensures that businesses treat their employees
fairly, provide them with regular vacation time, and care for the environment in
addition to performing humanitarian deeds. It is described as an umbrella phrase
that encompasses a number of interrelated fields, including corporate
sustainability, stakeholder theory, stakeholder theory, and corporate citizenship.
Thuy et al. (2021) study the relationship between CSR disclosure and financial
performance with the mediating function of financial statement comparability
(FSC). In order to create a CSR disclosure score, the study used content analysis of
the data from the GRI Standards on annual reports. The study made use of a
dataset of 1125 firm-year observations from 225 companies listed between 2014
and 2018 on the Vietnam Stock Exchange. According to the results of the OLS and
GMM estimate techniques, CSR disclosure improves the financial performance of
Vietnam's listed enterprises. Platonova et al. (2018) investigate the relationship
between corporate social responsibility (CSR) and financial performance for
Islamic banks in the Gulf Cooperation Council (GCC) region over the period
2000-2014 by collecting CSR-related data through disclosure analysis of the
annual reports of the sampled banks. The findings of this study indicate a
significant positive relationship between Islamic banks' financial success in the
GCC countries and their CSR disclosure. The results show a significant
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relationship between CSR disclosure and the financial success of Islamic banks in
the GCC, indicating that these banks' continuous CSR initiatives may have a long-
term impact on their financial performance. According to Hoang and Tran (2022),
between 2014 and 2018, businesses listed on the Vietnam Stock Exchange
demonstrated a link between CSR disclosure and financial performance. Okafor et
al. (2021) looked into the connection between CSR proxies and corporate financial
performance. The key findings demonstrate that tech companies who invest more
in CSR have a simultaneous growth in revenue and profitability.

Based on a thorough literature analysis, Barauskaite and Streimikiene (2021)
analyzed the advantages and disadvantages of CSR and created a conceptual
framework for connecting CSR with corporate financial success. According to the
study, the majority of studies indicated that CSR and financial outcomes had a
favorable or unfavorable association. Although the adverse and alternative linkages
between these concerns are less usually found in scientific studies, they must
nonetheless be included in the study and given the necessary attention and further
thought. In an Indian context, Magbool and Zameer (2018) made an effort to
investigate the link between corporate social responsibility and financial
performance. For a period of ten years, secondary data have been gathered for 28
Indian commercial banks listed on the Bombay Stock Exchange (BSE) (2007-16).
The findings show that CSR has a favourable effect on the financial health of
Indian institutions. The study's conclusions offer valuable guidance to management
on how to incorporate CSR into the company's strategic goals and transform their
old profit-driven business philosophy into a socially conscious one. The impact of
corporate social responsibility (CSR) investments and transparency on financial
performance of businesses is examined by Oyewumi et al. (2018). To evaluate the
effects of voluntary CSR disclosure on financial performance (FP) in the sub-
Saharan banking industry, Siueia et al. (2019) analyse the top-ranked banks in
Mozambique and the Republic of South Africa. In this study, content analysis was
used to evaluate the return on assets (ROA) and return on equity (ROE), two broad
financial performance measures that are presented in yearly reports in accordance
with International Financial Reporting Standards (IFRS). This study used panel
data from the years 2012 to 2016 to regress FP on CSR disclosure. It found a
significant and positive connection between FP and CSR disclosure, demonstrating
that CSR conduct can help banks perform better.

In light of the findings of earlier studies, it is critical to emphasize the
multidimensional nature of corporate social performance and the necessity of
breaking it down into sub-dimensions in order to better comprehend the
relationship under investigation. As a result, it is anticipated that each of the CSR
disclosure's unique dimension variables—economic, environmental, ethical, legal,
and philanthropic—will have a favorable impact on the financial performance of
Pakistan's banking sector. As a result, the following theories are developed by this
research:
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Hi: All the dimensions of CSR disclosure have a positive impact on the financial
performance of the banking industry in Pakistan.

H.: All the dimensions of CSR disclosure have an individual positive impact on
the financial performance of the banking industry in Pakistan.

3. Research Methodology

To investigate the association, the study used a fixed or random effect model
along with some specific diagnostic tests. Carroll's CSR model, which covers the
five pillars of CSRD—ethical, legal, economic, environmental, and philan-
thropic—serves as the conceptual foundation for the study (Carroll, 2021). For
data collection, the study used annual reports from all banks listed on the Pakistan
Stock Exchange between 2010 and 2020. In accordance with prior research, a
dichotomous process was utilized to collect data for the CSRD index, with an
unweighted scoring method. If an item is disclosed in a bank's report, it is given a
value of 1, otherwise it is given a value of 0 (Gupta & Bansal, 2013). The total
CSRD disclosure for each sample bank is increased by aggregating these scores.

Firm Performance (ROA & ROE) = a + B1 (Ethical) + B2 (Legal) + B3
(Economic) + B4 (Environmental) +f35 (Philanthropic) + Control variable (size,
debt ratio, capital ratio) + e

4. Result and Discussion
4.1. Descriptive statistics

Descriptive statistics provide summary statistics of a given data of financial firms
listed in Pakistan stock exchange. In modest words, descriptive statistic presents
elementary features of the data by reducing big data into simple summary.
Descriptive statistics of variables under research for banking industry top 20 listed
banks in Pakistan stock exchange are presented below table 1 to better recognize
the behavior of variables.

Table 1: Descriptive Statistics (N=220)

Mean Maximum  Minimum Std. Dev.
ROA -3.30 2.04 0.12 1.88
ROE -2.12 452 2.17 1.57
ECO -0.16 1.33 1.29 0.18
ENV  -0.64 0.69 0.61 0.29
ETH -0.28 0.99 0.28 0.18
LEG -0.23 0.52 0.21 0.17
PHI -0.66 0.47 0.08 0.60
CR -1.99 2.95 -5.17 1.42
DR -0.19 0.74 -8.29 0.64
FS 2.10 3.87 -0.20 0.24
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Table 1 shows the results of the descriptive statistic of banking industry to 20
listed banks in Pakistan stock exchange for ROA, ROE, FS, CR, DR, ETH, PHlI,
ECO, ENV, and LEG. All these variables show 220 annual observations.
Descriptive statistic test is used to give descriptive on data for minimum value,
maximum value and standard deviation, also to recognize variables used in this
research, as seen in Table 1. The result for ROA data over time exhibit a mean
value of -3.3016 with the standard deviation of 1.9. The mean value of ROE is -
2.12 and standard deviation is 1.57. The range of the ECO data shows the
minimum and maximum values, which are 1.2862 and 1.3335 with a standard
deviation of 0.1802 respectively. ENV has a mean value of -0.6394 and the
minimum and maximum value is 0.61 and 0.70. ETH has a mean value -0.28 and
the maximum value is observed in this series is 0.99. The LEG represents the mean
value -0.23. The maximum value and the minimum values are 0.52 and 0.21. PHI
has a mean value -0.66. The variable PHI has a range from 0.08 to 0.47 as its
maximum and minimum values. The capital ratio has a mean value of -1.20 and a
standard deviation of 1.42, with the lowest figure being -5.17 and the highest being
2.20. The statistics for debt ratio range from -8.29 to 0.74, with a mean value of -
0.19 and a standard deviation of 0.64, indicating an increase in debt levels.
Additionally, the company size has a mean value of 2.10 and a range of -0.20 to
3.87, indicating a general expansion in the size of the banks and assets over the
given period.

4.2. Correlation

Correlation shows the interdependency and association between two variables. The
correlation coefficient is calculated of the significance in a correlation. The
correlation coefficient has a value between -1 and 1. The table 2 shows the
correlation matrix among financial performance (ROA, ROE), environmental
CSR, ethical CSR, legal CSR, economic CSR, philanthropic CSR and other control
variables are also including in the matrix such as capital ratio, debt ratio and firm
size ROE and ROA is a dependent variable measure of financial performance.

Table 2: Correlation Statistics

ROA ROE ECO ENV ETH LEG PHI CR DR FS

ROA 1.00

ROE 0.03** 1.00

ECO 0.01** 0.04** 1.00

ENV 0.02** 0.04** 0.03** 1.00

ETH 0.05* 0.03** 0.1* 0.02** 1.00

LEG 0.06* 0.03** 0.01** 0.07* 0.02** 1.00

PHI  0.08* 0.02** 0.02** 0.05* 0.03** 0.03** 1.00

CR 0.02** 0.02** 0.04** 0.01*> 0.05* 0.01** 0.05* 1.00

DR 2.01** 0.01** 0.02** 0.06* 0.01** 0.23* 0.01** 0.03** 1.00

FS 0.04*> 0.02** 0.12* 0.02** 0.07* 0.02** 0.05* 0.03** 0.02* 1.00

ROA= Return on Asset, ROE=Return On Equity, Corporate Social Responsibility Demission are
(ECO=Economic, ENV=Environment, ETH=Ethical, LEG=Legal, PHI=philanthropic), CR=Capital Ratio,
DR=Debt Ratio, FS=Firm Size. P < 0.05 * ,P< 0.01** and P <0.001 ***
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4.3. Heteroscedasticity

To check whether there is heteroscedasticity in the econometric regression model,
the current study used the white test. It is very important to check the
heteroscedasticity in the data set as its arrangement it may damage results by
providing false values of t-test and f-test. When error do not consist of constant
variance heteroscedasticity will occur. If p value is greater than 0.05 it means,
there is no heteroscedasticity in the model and if p value is less than 0.05 its means
there is heteroscedasticity in the model. Table 3 presents heteroscedasticity test
results for the banking sector listed in Pakistan Stock Exchange. The P-value of
ROA is 0.006 and ROE is 0.0000 this means that model is fit and has no issue of

heteroscedasticity.

Table 3: Heteroscedasticity Test Results for Banking Sector

Value Probability

ROA 30.58271
ROE  108.4836

0.006
0.000

4.4. Hausman test

To select the best model between FEM and REM, the Hausman test is used.
Because it allows for the selection of an appropriate model for regression analysis,
this test is essential before regression. Table 4 displays the Hausman test results for
the financial institutions listed on the Pakistan Stock Exchange (top 20 listed
banks). The outcome of this test demonstrates that FEM is suitable for all models.

Table 4: Hausman Test Results

Test Summary Chi-Sq. Statistic  Chi-Sq. d.f. Prob.
ROA 16.476 8 0.036
ROE 13.847 8 0.009
ROA with CSR Dimensions 4,993 4 0.028
ROE with CSR Dimensions 10.342 4 0.035

45. Fixed effect model

The present study used a fixed-effects model for regression analysis and results are

report in tables for the banking sector listed in Pakistan Stock Exchange.
Table 5: Fixed Effect Results for ROA and ROE

Variable - .ROA - .ROE
Coefficient  Prob. Coefficient Prob.
ECO 1.717** 0.018 0.921** 0.021
ENV 1.227*** 0.006 0.499** 0.017
ETH 0.272*** 0.007 0.631***  0.003
LEG -0.402** 0.050 -0.400* 0.053
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PHI 0.419* 0.053 0.001** 0.049

CR 0.167** 0.014 0.181* 0.054

DR 0.350***  0.008 0.237** 0.015

FS 0.038***  0.009 0.583** 0.021

C 2.602 0.043 0.588 0.057
R-squared 0.839 0.803
Prob (F-statistic) 0.000 0.000

ROA= Return on asset, ECO=Economic CSR, ENV=Environment CSR, ETH=Ethical CSR,
LEG=Legal CSR, PHI=philanthropic CSR, CR=Capital Ratio, DR=Debt Ratio, FS=Firm Size, P <
0.05 *, P< 0.01** and P <0.001 ***

The fixed effect model's findings for ROA and ROE of financial firms listed on
the Pakistan Stock Exchange are shown in table 5, which shows how the dependent
and independent variables are related. From 2010 through 2020, a total of 11 years,
220 yearly observations are included in the model. The direction of the link
between the dependent and independent variables is indicated by the sign of the
coefficient. Therefore, a positive sign of coefficient signifies a positive relation
between variables. As shown in table, the sign of coefficient for ECO, ENV, ETH
and PHI are positive indicating a significant positive relationship with ROA and
ROE. Whereas, LEG have negative sign of coefficient means legal CSR exhibits
negative significant relationship with ROA and ROE. There are some controls
variables used in the study and they all shows significant positive relationship with
ROA and ROE. The value of R square represents the goodness of fit. In this
model, the value of R squared is 883% and 80% which is good enough and F-
statistic significant indicates the ability of explanatory variable the overall outcome
of the variables. In this table shows the value of F statistic is 0.000 are at the
significant level.

Table 6 shows the results of FEM for ROA and ROE with average of all
dimensions. The findings showed that there is a significant positive relationship
AVG of all dimensions both with ROA and ROE. Likewise, all the control
variables like CR, DR and FS have also shows significant positive results with
ROA and ROE. R square is the measure of accuracy of the model or the percentage
of explained variances represented by the explanatory variables out of all
variances. In this research R-square value is 86% and 84% for ROA and ROE
respectively.

Table 6: Fixed Effect Results of ROA & ROE with Average of all Dimensions

Variable - .ROA - .ROE
Coefficient Prob. Coefficient  Prob.
AVG 0.695** 0.048 0.440* 0.059
CR 0.213** 0.027 0.197** 0.033
DR 0.235*** 0.002 0.258** 0.011
FS 0.328*** 0.005 0.536** 0.026
C 3.763*** 0.001 0.705** 0.050
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R-squared 0.869 0.845
Prob(F-statistic) 0.002 0.000

ROA= Return on asset, AVG= overall dimensions of CSR, CR=Capital Ratio, DR=Debt Ratio,
FS=Firm Size, P <0.05* ,P<0.01** and P <0.001 ***

5. Conclusion, Recommendation and Future Directions

In this study, we look at the impact of CSR dimension on FP in Pakistan's banking
sector over an 11-year period (2010-2020). Our findings indicate a significant
positive relationship between CSR and FP of banks in Pakistan. According to the
findings of this study, companies that spend more on CSR build a physically
powerful relationship with their customers, which help them reduce their financial
risk. This study concludes that banks should priorities CSR activities in order to
improve their profitability. To achieve a higher level of CSR, the government
should encourage banks to participate in CSR activities.

After observing the results of CSR impact on financial performance, the
company should have a CSR policy in place the firm is ready to assist the
community by providing numerous benefits. The CSR should be well-known in a
way that benefits the corporation as well. The CSR should be implemented rather
than just written down. When a company spends money on the society (donation),
the society benefits, but this does not mean that the society will not pay the
organization back. Society also compensates the firm in the form of goodwill,
reputation, or a positive image of the firm in the mind of customers and investors.
Our finding shows that Pakistani banks are mostly working on these five
dimensions of corporate social responsibility such as ethical, economic,
environmental, legal and philanthropic. This study helps the firm managers can
improve their information on corporate social responsibility that they can adapt
disclosure practices relevant to firm. The result of this study is useful for the firms
to recognize their performance aspect that are important to attractive for their CSR
disclosure.

Practically, the findings of current work are beneficial for the firms which
maintain their ideal level of CSR. Managers should take measures to boost the
firm’s worth through the CSR activities so that the firms’ performances can be
increase. Findings are also important from for managers in making financial
decisions. Academically, the findings can enhance the understanding of the
researchers understanding the factors that affect the organizations CSR reporting
disclosure. In this way, the findings can be applied to similar emerging markets.
Hence an extension would be carried by exploring differences and similarities with
other emerging stock market. This study depends on quantitative information
publish in annual reports. Future research may be needed to adopt qualitative data
and used other research methodology to provide enhanced evidence on the link
between CSR and financial performances.
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