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CORPORATE GOVERNANCE

EMPIRICAL STUDY ON THE CORRELATION OF CORPORATE
SOCIAL RESPONSIBILITY WITH THE BANKS EFFICIENCY AND
STABILITY

T. A. Vasileva*, A. S. Lasukova**
Abstract

The aim of this paper is to investigate the relationship between the concept of corporate social
responsibility and the most important characteristics of banking — the efficiency and stability in a
sample of twelve Ukrainian banks, which are the biggest banks in Ukraine according to the
classification of the National Bank of Ukraine (NBU). Our research covers the period from 2006 to
2012. Based on the literature review we construct two main hypothesis related to the impact on the
corporate social responsibility concept (CSR) of the following independent variables: 1 — efficiency (as
a short term period characteristics of banking), 2 — stability (as a long term characteristics of banking).
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1. Introduction communication and realization of the stakeholders’
interests.

The extension of the CSR concept in the developed The CSR is one of the most important
countries ensures its effective implementation in the instruments of ensuring a country’s sustainable
developing countries, leading to an increased level development in general and individual business
of responsibility of business entities for the entities in particular. The CSR is an integral
consequences of their activity. The social element and a key instrument of the concept of the
responsibility in banking is realized in the society’s sustainable development declared by such
following aspects: the provision of the society’s international organizations as the World Bank, the
sustainable development, ethical and transparent United Nations, the FEuropean Commission:
way of doing business, staff loyalty, environment Research & Innovation — Sustainable Development)
protection (banks could be the participants of the etc.

"Green Office" initiative), the establishment of The paradigm of sustainable development is

based on the Triple Bottom Line (TBL) approach —
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sustainable development is determined through the
identification of the influence of a company on the
country’s development in the context of its
shareholder value (economic value), social and
ecological capital (social and ecological value).
These are the most important parameters for the
development of any company.

In the context of social and environmental
projects banks have an indirect impact on the
society and the environment through the
mechanism of their customers financing. The main
business practices of banks in these areas are:

e social and environmental risk assessment in the
sphere of finance;

e responsible lending;

» creation of a fund for the financing of social
and environmental projects;

e projects of environmental safety;

e socio-ccological criterion as a key factor in the
selection of customers;

e disclosure of information about the social and
environmental activities, information security
projects.

Most of these practices of socially responsible
businesses are actively used in countries in which
banks have been stably operating for a long time.
Therefore, the biggest problem for Ukraine is to
ensure the financial stability of banks in the context
of their strategic development and the efficiency of
banks’ performance in the context of their social
initiatives policies.

The research of the relationship between the
CSR and the financial performance of business
entities (including banks) is a key scientific
problem that has been described in many
fundamental research papers. The authors of these
works include such scientists as McGuire J.,
Sundgren A., Schneeweis T. (McGuire, J.,
Sundgren, A., Schneeweis, T., 1988), McWilliams
A., Siegel D. (McWilliams, A,, Siegel, D., 2000),
Waddock S., Samuel B. (Waddock, S., Samuel, B.,
1997), Cochran P., Wood R. (Cochran, P., Wood,
R., 1984), Orlitzky M., Schmidt F. and Rynes S.
(Orlitzky, M., Schmidt, F., Rynes, S., 2003),
Aupperle K. E., Carroll A. B., Hatfield J. D.
(Aupperle, K. E., Carroll, A. B., Hatfield, J. D,
1985), Moskowitz M. (Moskowitz, M., 1972),
Alexander G. J.and Buchholz R. A. (Alexander, G.
J., Buchholz, R. A., 1978). All these papers indicate
the existence of the positive, negative or neutral
correlation between the CSR and the financial
performance. The key indicators of the positive
correlation are ROA, ROE, ROI, market share, etc.
(Roman R., Hayibor S., Agle B., 1999; Ullmann A.,
1985). The key indicators of the negative or neutral
correlation between the CSR and the financial
performance are the profits and the amount of
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dividends. (Alexander, G. J.,, Buchholz, R. A,
1978).

In our research we study the correlation
between the CSR and two most important bank
characteristics such as effectiveness and stability of
Ukrainian banks. We also distinguish a short-term
and long-term banking activity. In the second part
of the paper we present the characteristics of the
theoretical model and our hypotheses, the
characteristics of the efficiency and stability
indicators, as well as the general description of the
correlation between the CSR and the stakeholder
approach in the context of sustainable development.
The third part of the paper describes the data set
and the variables. In the fourth part we present the
methods adopted in the econometric analysis, the
results and their implications. In the final fifth part
we present the conclusions and perspectives for the
future research.

2. Theoretical framework and
hypotheses

Among the existing scientific studies concerning
the efficiency of banks under the influence of the
CSR the research of Keffas G and Olulu-Briggs O.
(Keffas, G., Olulu-Briggs, O., 2011) is especially
important. This scientific work is devoted to the
study of bank efficiency. The researchers have
discovered a definite correlation between the CSR
and the financial performance of banks in the USA,
the UK and Japan. All banks in the study were
divided into two groups: in the first group banks
declare the presence of corporate social
responsibility; in the second group of banks the
corporate social responsibility is absent. The
authors note that sustainable banks (those that
implement corporate social responsibility) have a
better capital adequacy, but a lower rate of return
than banks which do not spend money on social
programs. Confirming the hypothesis about the
close positive correlation between the corporate
social responsibility and the financial performance
the researchers emphasize that, in spite of the
significant reduction in liquidity of socially
responsible banks, the implementation of social
programs helps them accumulate competitive
advantages in the long-term perspective.

In accordance with the analytical papers of the
International Monetary Fund the key indicators of
the financial stability of banks are shown in figure
1.

Based on the data of Fig. 1 it's necessary to
underline that these indicators make it possible to
identify the level of bank stability from the
financial perspective - the possibility to repay ones’
obligations in time, to absorb and hedge the risks of
deposits outflow etc. In the context of the corporate
social responsibility concept and implementation of
the stakeholder approach it would be reasonable to
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expand the list of bank financial stability indicators
recommended by the IMF. It is caused by the fact
that the list of indicators presented in figure 1
makes it possible to assess only the financial
stability of a bank ignoring such important elements
of the sustainable development concept as social
and ecological ones.

It is necessary to note that stakeholders'
interests may vary depending on the duration of
cooperation with a bank: most stakeholders are

interested in a stable income at a sufficient level in
the short-term period whereas in the long-term
period they tend to consider their social status, the
career growth, stable development of the bank
leading to an increase in the society’s well-being.
Therefore, in the long-term perspective the key
stakeholder interests include non-material values.
The main indicator of stakeholders' interests in the
long-term period is bank stability whereas in the
short-term period it is efficiency.

Figure 1. Bank financial soundness indicators recommended by International Monetary Fund (IMF, 2006)

Thus, we offer the following hypotheses:

Hypothesis 1: CSR has a positive impact on the
efficiency of banking activity.

Hypothesis 2: CSR has a positive impact on
bank stability.

It is necessary to emphasize that the
verification of this hypothesis is possible only on
the basis of the bank financial stability indicators,

88

i Bank financial soundness indicators
(Capital‘ e Regulatory capital to risk-weighted assets (core).
-based | |- Regulatory Tier 1 capital to risk-weighted assets (core).
— Capital to assets.
— Nonperforming loans net of provisions to capital (core).
— Retum on equity (net income to average capital [equity]) (core).
— Large exposures to capital.
— — Net open position in foreign exchange to capital (core).
— Gross asset and liability positions in financial derivatives to capital.
— Net open position in equities to capital.
|
Asset- A Liquid assets to total assets (liquid asset ratio) {core).
based | |- Liquid assets to short-term liabilities (core).
— Customer deposits to total {noninterbank) loans.
— Return on assets (net income to average total assets) (core).
— Nonperforming loans to total gross loans {core).
> — Sectoral distribution of loans to total loans (core).
— Residential real estate loans to total loans.
—~ Commercial real estate loans to total loans.
— Geographical distribution of loans to total loans.
— Foreign-currency-denominated loans to total loans.
— Foreign-currency-denominated liabilities to total liabilities.
"/
\.
Income ( - -
-and [ |- Interest margin to gross income (core).
expens | |- Trading income to total income.
> e — Noninterest expenses to gross income (core).
based | | parsonnel expenses to noninterest expenses.
.
\—/

whereas the calculation of indicators of the social-
and ecological aspects of banking activity is
impossible due to the lack of specific data for such
expenses.

Hypothesis 3: There is a time lag in the impact
of the CSR measures on the bank’s financial
stability.
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