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Abstract

Our research has the basic purpose of finding itingact of corporate social responsibility on shaledrs
wealth and firms financial performance. We haveecteld three variables consisting of independeniabiar
(corporate social responsibility), and dependemiasée (firms financial performance and sharehadsealth)
to conduct our research to find out the impact ofg@rate Social Responsibility on Shareholders thieahd
Firms Financial Performance. We tried to examine ¢ffect either it is positive or negative betwestial
corporate responsibility and shareholders weailtimsf financial performance. We have selected thepsa of 10
firms that are highly rated as corporate sociapoesibility firms and 10 Non corporate social rasgbility
firms and evaluate their financial performance mees in accounting terms like ROA and ROE and
shareholders wealth measures like EPS and stook and try to find out whether there is any diffexe present
between financial performance and shareholderstivealCSR and Non CSR firms and supports our regit
doing previous literature survey about that tofar research result shows the significant positélationship
between Corporate Social Responsibility and firfimancial performance and shareholders wealth.

Keywords: Corporate Social Responsibility, Firmsn&ncial Performance; Shareholders Wealth, Corporate
Social Responsibility Firms, Non- Corporate So&8akponsibility Firms.

1. Introduction

The concept of corporate social responsibility iest evolved in 1950's at that time it is known Sscial
responsibility. In 1953 the first publications abdiue Social corporate responsibility has beeroduced in the
market in the shape of book published by Howard &wowBefore the emergence of corporate social
responsibility concept the basic aim of the orgatiins was to earn maximum profit neglecting thet faat
how adversely their operations affect the overadiaty.

Corporate Social Responsibility concept has given much importance from past few years to analyze i
effects on shareholders wealth and firms finanpmiformance in academic research. By the help e$eh
previous academic researches on that topic we tioidohd out the effects of corporate social resploifity on
shareholders wealth and firms financial performanaaur research.

CSR is the basic part of every firm's corporateatsigy in today’s competitive environment betweea th
successful firms. First, we have to understangtbper meaning of corporate social responsibibtamalyze its
effects on shareholders wealth and firms finangiaiformance. Followings are the some of the general
definitions of Corporate Social Responsibility eledted by various researchers.

Corporate Social Responsibility concept is fordesl firms to not just having their focus on the fio&l growth
in terms of attaining higher profits but also takeonsideration about the importance of workingtfe welfare
of other societies and forcing the firms to takeeaaf their employees and families as well.

According to Srivastava (2012) the basic focus &RCconcept is to provide prime benefits to empleyee
environment, customers, society and shareholdelishware considered as stakeholders of the firm. The
stakeholders are all the interested parties thet lirectly or indirectly affected by the overaliganizations
processes.

Fasanya & Onakoya (2013) revealed that the term 83Rirm’s responsibility towards its stakeholsland its
commitments towards its overall firm’s activitiesdaprocesses.
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2. Literature Review

CSR can be well-defined as the progressing orgaoimd commitment to work for the betterment of the
workforce of the organization to attain ethicalued as well as to improve the overall performanicéhe
organization that can also contribute to the ecaaatevelopment of that country. CSR is the respulitsi
taking by the organizations to design their adigitin such a way that they can also facilitate ehmployees,
customers, shareholders and stakeholders includagnvironment as well. CSR concept is the medumlitiy

by the organization to build an effective relatibipsbetween their business environment and theath&ciety
that are affected by the organizational processes.

Corporate Social responsibility can be definedhasarganizational responsibility to develop thewgesses in a
way that taking into the account social, environtakrand social aspects in their strategies andsiog on
fulfilling the other Stakeholders interests as well

Now look at the some of the definitions of CSR pregd by some of the authors.

AGUILERA (2007) revealed that corporate social mesibility forces the firms to work under the coptef

socially responsible firm wherever they operatérthasiness, legitimately fulfill the needs anddadxtra care
of the concerns of all the stakeholders. All thteriested parties of the firm's actions and perfaoroeathat
determine their future growth are called stakehslaé the firm.

As expressed by Bichta (2003) in countries thatllaeemembers of European state have to follow thequibed
regulations about environment safety, maintainiaties relationship in between workforce and thefigiving
equal opportunities to all the workforce of tharfiat workplace, providing better health and safatylities to
the workforce at workplace are some of the regutatithat have developed by European member staigriy
20th century. By looking at the above statementcene conclude that the Government can also influ¢hee
organizations to implement Corporate Social Respditg as the part of their strategies for the tbahent of
the general society and environment of the specdimtry. But these kind of practices are more comin the
European countries and if we talk about Asian coestthey are not keen to follow the Corporate &oci
responsibility concept and Government also do ray pheir role in forcing the organizations to ramly
involving in the activities to earn maximum proftisit also take into the consideration of improvihg social
and environmental conditions which is the one efithplications of CSR in the developing Asian coigst

Followings are the responsibilities of Organizasiothat underlines in the concept of Corporate $ocia
Responsibility.
2.1 Responsibility towards Organization itself

The responsibility of an organization is to work fbe improvement in their overall processes tmeaaximum
profit which is the basic objective of an organiaat

2.2 Responsibility towards Employees

Since employees are the integral part of an orgéinizs they have to work for the betterment ofrtk@iployees
by giving them suitable environment, giving themely payments, look for their health improvemenbykvfor
the betterment of their family and finally encouragthem to take part in the organizational decisimaking.

Brine (n.d) explored that the firms which facilgattheir workforce by providing them better workic@nditions
to taking their interests in considerations wilsults in better quality of their products and eigraced higher
level of growth in their profits. Companies that nwdor their employees under the lightening concept
corporate social responsibility are often faced lemployee turnover and retain their employeelseattaximum
rate as their employees are fully satisfied withirthvorking condition and all the other facilitipsovided by the
organizations.

2.3 Responsibility towards Shareholders

As shareholders are the owners of the organizaitoissthe responsibility of the organizations &csre their
investments and put all the possible efforts tovjpl® them a maximum return on their investments.

When organization are meeting their responsibditaf securing shareholders’ investment and gaventhe
maximum returns it results in adding in the valdigeh® organization and goodwill of the organizatian the
market and more investors are attracted towards diganization and make their investment in termis o
purchasing shares of that organization.

2.4 Responsibility towards customers
It is the utmost responsibility of the organizasaw provide the customers the better productsingeell the

182



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vols, No.31, 2014 IISTE

quality standards having low price. As customess the main sources of an organization to earn maxim
profit making them responsibility results in eagihigher profits as the organizations built theligbiof
satisfying their customers and making them loyatamer? Albuquerque (2013) expressed that CSR ean b
used to maximize firms value by minimizing the sysatic risk and can considered as the investment in
maintaining customer loyalty. As mentioned eartteat investing in Corporate social responsibilibyprovide
better products to the customers results in aahjeeustomer loyalty to increase the firms valuepsufed by

the earlier mentioned research as well.

2.5 Responsibility towards Environment

It is the responsibility of the organization to id@stheir processes that are environmental frieraailgt work for
the betterment of environment in a way that thémukl be proper process of managing the indusiraite that
should not harm the environment.

There is an criticism on Corporate social respalitsilas well like it was said by the some authtrat it work
against the agency theory that tells us that theagers are working in the organizations as the taayeh their
basic goal is involving in the activities that mazing the profits of the organizations rather thake in
consideration of other factors like work for thettbement of employees, customers, stakeholdersthad
environment. This criticism can be neglected inaywhat if you work for the employees than they m@re
engaged to the organizations and effectively ddhmgjr tasks that adds value in the organizationadrall
performance. According to Rangan (2012) most offittmes in today’s era are implementing some pradctiof
CSR in their operations regardless of the ongoiitizism on CSR.

According to Foote (2010) the importance of CSRoemt to improve the firms performance is mostlycdssed
around the results inference by various researc®ISSR can negatively, neutrally and positivefea$ the
firm’s financial performance.

The effects of implementing the CSR on firm’s perfance are very vast.

Poddi & Vergalli (2009) implies that the honorafitens that implement the CSR idea results in bdtieg term
performance. These firms are subjected to somg easts that results in achieving higher profitshy increase
in their sales due to the fact that they maximimgrtsocial responsibility and minimize their loregm costs that
will increase their goodwill.

The above mentioned research shows that therpasitive relationship between CSR and firms perfomoe as
organizations that involves in the Corporate socésponsibility have better long run performancethaesy

develop a goodwill and effective reputation in thesiness environment for their organizations byngknto

account the society betterment in their processdsdacisions and design their processes that aioemental
friendly which remove the harm of environment inieththe societies are lived.

Fasanya & Onakoya (2013) revealed that CSR is dlsec thool to the financial development of the fimterms
of attaining higher profits by adopting the proceésaking community and society welfare in consadi®ns by
the firm. Most of the studies conducted on evahgatihe effect of corporate social responsibility fom’s

financial performance show the positive relatiopshibetween them.

Peloza (2009) expressed in his research papeff®astudies conducted including academic and picotr
resources, negative relationship between CSR an fperformance have been reported by 15% studiiés,
studies revealed that there is a neutral relatiprisbtween CSR and Firms performance but mostesthdies
(63%) showed the positive relationship between @8&Rfirms performance. The above given statistesaled
that the investment in the Corporate social respditg penetrate the firms overall financial penfoance.

Kercher (2006) revealed that the first we havexangne that whether CSR have the main focus omggaki
considerations all the stakeholders of the firnooly to increase the value of the shareholderstivealfirms
decision making process which is mostly discusdamlie CSR. Some of the followers of shareholdersrthe
argued that the elementary aim of the organizatien® increase the shareholders wealth and sontbeof
followers of stakeholder’s theory concept argueat the organizations should take into accounthallihterested
parties of the firm like customers, employees dmdenvironment as well.

The earlier debate about Corporate Social Respiifsils that either the organizations should wddt the
betterment of shareholders or stakeholders buthé durrent era of Corporate Social Responsibilitg t
organizations need to focus on the both aspects. arjuments of Shareholders theory proponents ean b
satisfied in a way that the firms implementing Gogde social responsibility concept work for thakstholders
like customers, employees and the environment iitiwthey operate that contribute in the long-tetracgss
and profitability because the customers are thé&lsmirce of firms which they earn profit througfeetively
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work done from their employees as they are thechassources of an organization. We can say th#teif
organization work for their customers and employtest help in attaining maximum profits and longrru
success, it also affects the shareholders wealthpasitive way as they are concerned with theitaiufity of
the firm from which they can earn their maximurnuras.

Iwu-Egwuonwu (n.d) expressed that CSR can be cersidas the practice that evolved from the previesied

notation that profits can be increased by the fithat maintain their better relationships with thretbckholders
by taking best care of their interests, and takingonsiderations about the social empire. Mosthef studies
result revealed that relationship between CSR @mdsf financial performance is positively relatédle can

inference the results from the above stated relsehat there is a positive relationship between@B&® and the
firm's performance and if the organizations workr fihe stakeholders interest it ultimately affecte t
shareholders wealth in a positive way as well aadimize the shareholders wealth.

Different researchers conclude that shareholdesryhmay results in decreasing organizational perdmce in
the current business setting.

According to Servaes & Tamayo (2012) firms thatehhigh customer responsiveness, CSR have posffeet e
on firm’s value. Customer awareness is very impartariable that also contribute its importancel@veloping
the positive relationship between the CSR and fiatue. Taking in consideration the interest of oostrs of
organizations adds the value in firms performantderms of profitability of the firm which in turnthe
maximization of shareholders wealth.

Problem Statement

> Definition of Corporate Social Responsibility iffdrent in different countries. You have to undanst
the perspective of each country about the Corp@atgal Responsibility concept.

» There is criticism about the Corporate Social resfulity that it violates the concept of Agency
theory.

» In Asian countries the concepts of Corporate SaReéponsibility have not been given the desired
importance as compared to the Developed Europeantré®s. In Asian countries they are more
concerned with the just profit maximization.

3. Methodology

3.1 Sample

To define our sample we have to consider the pmlie evaluate the firms which are considered asaSoc
Corporate Responsibility firms that should incluigeour sample. For this purpose we have followed th
following steps.

» We have selected the firms that are listed in stoathanges that follow the concept of CSR to clisck
effects on the firm’s performance and shareholdexaith.
> In second step we selected the groups of Non Carmpaocial Responsibility firms and the firms that
implement the Corporate Social Responsibility talgre some of the differences in their financial
performance for the particular time period.
> Finally, we selected our sample size of the firrhattimplement corporate social Responsibility
concept.
We have selected 10 firms from different sectoe #re considered as Corporate Social Respongifiilihs
and 10 firms that are Non Corporate Social Respditgifirms. We analyze the financial data of yexrl1 for
these firms and try to examine the impact of CSRiroms financial performance and shareholders teal
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Exhibit-1- CSR and Non CSR firmsincluded in our sample

CSR Firms

Non CSR Firms

1-Nestle Pak Ltd

1-Murree Brewery Company Ltd.

2-Unilever Pak Ltd

2-Clover Pak Ltd

3-Bata Pak Ltd

3-Dost Steel Ltd

4-D.G Khan Cement Ltd

4-Lucky Cement Ltd

5-Shezan International Ltd

5-National Foods Ltd

6-Colgate-palmolive Pak Ltd

6-Data Agro Ltd

7-Fauiji Fertilizer Company Pak Ltd

7-Descon Chemicals Ltd.

8-ICI Pak Ltd

8-Leiner Pak Gelatine Ltd.

9-Nishat mills Ltd

9-Masood Textile mills Ltd

10-Kohinoor mills Ltd

10-Mukhtar Textile mills Ltd

3.2 Basic Methodology
We have selected the mixed Methodology in whichtnyego analyses the effects of CSR on Firms peréorce
and Shareholders wealth.

3.2.1 Financial Analysis

In first step we analysed the financial data ofghkected CSR firms by looking at their ROE and R@#os to
check the effects of implementing CSR in the fimnsFirms financial performance in terms of its peddility.

For the purpose of analyzing the effects of CSFSbareholders wealth we analyzed the stock pric#sedirms
and EPS implementing Corporate Social Responsikilitd compared these stock prices with Non- Cotpora
Social Responsibility firms to check its impact®hareholders wealth.

3.2.2 Literature Survey

We try to analyze the effects of CSR on Firms penfmce and Shareholders wealth by looking at theipus
literature of different authors about that concapd try to evaluate the impact of CSR on Firms kéie and
Non-financial performance and on shareholders Wwealt

4. Hypothesis

We are trying to evaluate our hypothesis using eboentioned methodology. Followings are our Hypsithe
H1- Corporate Social Responsibility has the sigaifit positive impact on Shareholders wealth.

H1la- Corporate Social Responsibility has the sigaift negative impact on the Shareholders wealth.

H2- Corporate Social Responsibility has the sigaifit positive impact on firm’s financial performanc
H2a-Corporate Social Responsibility has the sigaiit negative impact on firm’s financial performanc

We trying to inference our results of above mergbilypothesis about the Corporate Social Respdingiby
using the above mentioned methodology in which @@ social responsibility is Independent varisdnhel
firms performance and Shareholders wealth are dlpevariable.

5. Findings and Discussion

By looking at the ROA and ROE ratios of CSR firnssc@mpared to Non CSR firms we can evidently say th
there is a significant positive impact of CSR om#s Financial performance because the ROA and Rifi&sr
are high in Corporate Social Responsibility firms @mpared to Non CSR firms. Nestle Pak Ltd whih i
considered as the highly rated Corporate Sociapomesbility firm outperforms Non Corporate Social
Responsibility firm Clover Pak Ltd in terms of R@#d ROE ratio as Nestle Pak Ltd reports ROA of yeHrl
22.37% as compared to Clover Pak Ltd which is 8.@5%h ROE ratio of Nestle Pak Ltd in same year iB%
as compared to 16.56% of Clover Pak Ltd. Approxétyaall the Corporate Social Responsibility firnhsit are
included in our sample outperform the Non Corpoi®deial Responsibility firms in terms of their fimaal
performance that is measured with the help of R@&ROE ratios. By looking at the above given stiagswe
accept the H1 hypothesis that say that thereignifisant positive impact of CSR and CSP.

We analyzed the EPS and price of the stock of G@isfand Non CSR to evaluate the relationship oR@8&d

185



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vols, No.31, 2014 IISTE

Shareholders wealth. The EPS of highly rated C8R ffinilever Pak Ltd of year 2011 is 307.11 as camgado
Non CSR firm Murree Brewery Co. Ltd that reports tow EPS of 30.02. The Stock price of Unilever &k

is 317.15 in year 2011 as compared to stock pric14.41 Murree Brewery Co. Ltd. The CSR firms atwh
CSR firms that are included in our sample shows shme results as well. By looking at the above mive
statistics we can generalize our findings thatdghem significant positive impact of CSR on shateéérs wealth
and hence accepts the H2 hypothesis. (Exhibit-fudies the CSR and Non CSR firms that are includeaur
research)

Look at the some of the others researches that tivieheck the impact of CSR on CP and Shareholdeadth
and analyses the results in support of our findings

Tsoutsoura (2004) expressed that socially respln§iins can gain lots underpinned benefits suppgrthis
view by the results that tells us that there iggaiicant positive effects of CSR on firm’s finaatperformance.

According to Brine (n.d.) most of the researchasaghthat there is possible relationship between @&dRfirms
financial performance after taking in to considienas about CSR by the firms.

Hayne (2010) stated that the results of their nagiaysis show that there is a positive effect apocate social
performance on corporate financial performance.ofding to Afiff & Anantadjaya (2013) the resultsost that
CSR employee, CSR community, firm's size, profiipiand leverage have significant effect towardnfs

stock price.

Ming Shiu & Lin Yang (n.d.) revealed that the firfasnd and stock prices can produce insurance ffkets by
engaging their activities in accordance with theR@®ncept and these effects are also remains figetoterms.
Bayoud (n.d.) expressed that in order to improve the firm’s financial performance; the firms are increasing their

focus on corporate social responsibility developmnetheir annual reports.

Firms focus on the employee confession, environata@ligclosure, customer disclosure and societyalisce to
increase firm’s financial performance.

6. Conclusion

We can conclude that CSR concept is very impoffanthe firms to attain maximum Financial Perforroann
today’s competitive environment. Our results sholieg there is a significant positive impact of C&ml firms
financial performance and shareholders wealth layyaimg their accounting measures like ROE, ROASERd
price of the stock of particular CSR firms and camgpthese results to the Non CSR. We analyzedthieat
accounting measures of CSR firms are higher tham G8R firms which concludes our discussion as C&R h
positive impact on the Firms Financial Performaand Shareholders Wealth.

We also include previous literature survey on tbptic to give evidences of the results that havenbmncluded
by other authors after their research on that topsupport of our results.

References

Aguilera, R . V ., Rupp, D .E ., Williams, C .A & Ganapathi, J. (2007). Putting the S back irpomate
social responsibility: A Multilevel theory of sotiahange in. Academy of Management Review 2007,
32(3), 836-863.

Albuquerque, R ., Durnev, A . , & Koskinen, Y. (&). Corporate social responsibility and firm risk:
Theory and empirical evidence. P.1.

Afiff, S . , & Anantadjaya, S .P. (2013). CSR & Remance: Any evidence from Indonesian LQ45?.
Integr. Bus. Econ. Res. 2(1), 85-101.

Bayouda,N .S . , Kavanagh M . , & Slaughterc, Gd)nThe effect of corporate social responsibility
disclosure on financial performance in Libya. P.30.

Bitcha, C. (2003). Corporate social responsibiityle in Government policy and regulation? .P.9.

Brine, M ., Brown, R ., & Hackett, G. (n.d). Corate social responsibility and financial perforain
the Australian context. P.50,54.

Footea, J . , Gaffney, N . , & Evans, J .R. (20XDprporate social responsibility: Implications for
performance excellence. Total Quality Managemeh(i8) 799-812.

Fasanya,l .O ., & Onakoya, A .B .0. (2013). DoespOrate Social Responsibility Improve Financial
Performance of Nigerian Firms? Empirical Evidenceont Triangulation Analysis. ACTA

186



www.iiste.org
mip

IS

European Journal of Business and Management
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online)
Vol.6, No.31, 2014

UNIVERSITATIS DANUBIUS. 9(3), 22-36.

Hayne, C. (2010). THE IMPACT OF CORPORATE SOCIAL FEEORMANCE ON CORPORATE
FINANCIAL PERFORMANCE: A META-ANALYSIS. P.11.

lwu-Egwuonwu, R .C. (n.d). DOES CORPORATE SOCIAL S#ONSIBILITY (CSR) IMPACT ON
FIRM PERFORMANCE? A LITERATURE EVIDENCE. P.25-26.

Kercher, K. (2006). Corporate Social Responsibilitimpact of globalisation and international business.
P.2.

Poddi, L . , & Vergalli, S. (2009). DOES CORPORATOCIALRESPONSIBILITY AFFECT THE
PERFORMANCE OF FIRMS ?. P.1.

Peloza, J. (2009). The Challenge of Measuring FEi@himpacts From Investments in Corporate Social
Performance: Journal of Management. 35(6), 1518-154

Rangan, K ., Chase, L .A ., & Karim, S. (2012hy\Every Company Needs a CSR Strategy and How to
Build It. Harvard Business School. P.2.

Servaes, H . , & Tamayo, A. (2012). The Impact ofgorate Social Responsibility on Firm Value: The
Role of Customer Awareness. P.21.

Shiu, Y ., & Yang, S. (n.d). Does Engagement impBoate Social Responsibility Provide Insurance-lik
Effects?. P.27.

Srivastava, A .K ., Negi, G ., Mishra, V ., &iRiey, S. (2012). Corporate Social ResponsibifitfCase
Study Of TATA Group. Journal of Business and Mamaget. 3(5), 17-27.

Tsoutsoura, M. (2004). Corporate Social Respoiigibdnd Financial Performance. Haas School of
Business. P.18.

Annexure-1
Corporate Social Responsibility Firms

Company Name ROE ROA EPS SP
1-Nestle Pak Ltd 98.57% 22.37% 121.11 167.86
2-Unilever Pak Ltd 151.02% 40.16% 307.11 317.15
3-Bata Pak Ltd 34.06% 23.29% 102.1 433.57
4-D.G Khan Cement Ltd 2.37% 1.37% 1.09 69.98
5-Shezan International Ltd 23.29% 11.81% 24.09 58.84
6-Colgate-palmolive Pak Ltd 44.88% 31.81% 41.51 38.45
7-Fauiji Fertilizer Company Pak Ltd 160.58% 23.13% 334 38.26
8-ICI Pak Ltd 20.25% 13.92% 14.76 115.52
9-Nishat mills Ltd 16.21% 10.79% 13.78 100.67
10-Kohinoor mills Ltd 9.12% 4.13% 2.27 32.88

Source: State Bank of Pakistan (Financial Statements analysis of Companies listed in Karachi Stock

Exchange of year 2006-2011)

Annexure-2

Non Corporate Social Responsibility Firms
Company Name ROE ROA EPS SP
1-Clover Pak Ltd 16.56% 8.05% 4.23 41.93
2-Murree Brewery Company Ltd. 19.57% 16.669 30.02 244.41
3-Leiner Pak Gelatine Ltd. 0.47% 0.26% -0.46 528.
4-Dost Steel Ltd -1.73% -0.52% -0.16 8.9
5-Lucky Cement Ltd 16.34% 10.87% 12.56 85.88
6-National Foods Ltd 43.46% 13.09% 5.72 22.27
7-Data Agro Ltd -1.62% -0.76% -0.38 12.72
8-Descon Chemicals Ltd. 0.25% 0.06% -0.12 2.43
9-Masood Textile mills Ltd 24.10% 6.93% 6.79 77
10-Mukhtar Textile mills Ltd -11.24% -7.52% -0.37 3.14

Source: State Bank of Pakistan (Financial Statements analysis of Companies listed in Karachi Stock

Exchange of year 2006-2011)
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