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Abstract: This paper is an effort to study the causal relationship between Corporate Social responsibility (CSR)
expenditure of commercial banks Bangladesh and their profits and deposits. We applied OLS estimation on the
panel data of seven commercial banks of Bangladesh from 2011 to 2015. We find a neutral relationship between
CSR expenditure and profit, and a positive relationship between CSR and total deposit.
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I. INTRODUCTION

There has been much talk and some lively debate over whether a firm should involve in social activities. Advocates of
CSR hold that a firm should alleviate society’s problems and the opponents of CSR maintain that business is not to handle
social activities and firm managers should merely try to maximize the shareholder wealth.

The two major theories that support these two opposing camps are the stakeholder theory and the shareholder theory. The
stakeholder theory suggested that a firm should satisfy not just the owners of the firms, but the customers, suppliers,
general public, employees, and others who have an interest in the corporation (Freeman & Evan, 1979), and those
satisfied stakeholders would support the firm’s operations and they, in turn, would contribute in maximizing the profits of
the shareholders or the owners of the firms (Deng, Kang, & Low, 2013). They further argue that a firm can operate in
long-run if the society in which it operates has a better economic condition.

Standing to a sharp contrast to the stakeholder theory, the stockholder theory maintains that the firms engaged in social
activities incur costs and face the disadvantages in market, thereby bring down the profits of stockholders. They claim a
trade-off between interest of society and that of owners, and propose a firm should not try to transfer the resources from
owners to others (Carroll & Shabana, 2010). The early opponents of CSR such as Friedman (1970) argued that social
problems are not the concern of business firms and that social issues should be settled by a free market system.

Apart from the theoretical debates, empirical works also provide conflicting evidences, ranging from a positive to a
negative relation between CSR and profitability of firms. Some empirical studies show, however, no relationship between
them. Some authors such as a McWilliams & Siegel (2000) and others argued that the conflicting results might be due to
the flawed empirical analysis such as misspecification of the model and lack of theoretical supports to their models and
different motives of firms in spending for CSR activities.

39 private commercial banks, listed in the local stock exchange and operating in Bangladesh, constitute a considerable
share of large firms of Bangladesh and they spend a large amount of money in CSR (4461.8 million BDT, according to
Bangladesh Bank report 2013-14).
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However, there has been, to our best knowledge, no empirical investigation so far to analyze the effects of CSR on
profitability for private commercial banks in Bangladesh. This study tries to fill this gap applying an econometric method
on some selected private commercial banks in Bangladesh. Our study also investigates the relationship between deposit
and CSR of the selected banks.

The remainder of the paper is organized as follows: section Il presents an overview of the literature on CSR-profitability
relationship. Section Il deals with hypothesis followed by section IV that discusses the data model and methodology.
Section V presents the estimated results. Section VI contains discussion on our findings and at the end, section VII
presents conclusion and the limitation of this study.

Il. ABRIEF OVERVIEW OF THE LITERATURE

Since the early work of Bragdon & Marlin (1972) and Moskowitz (1972) the empirical literatures on the relation between
social responsibility and company’s performance has expanded substantially. Margolis, Walsh, & Margolis, Joshua D.;
Walsh (2003) provide a summary 127 empirical studies on CSR and financial performance relationship dating from 1972-
2002. About half of the studies, according to that summary, found positive relation between them while, only 9 studies
reveal a negative relation. 28 studies reported no relationship, while 20 studies concluded a mixed set of results. Wu &
Shen (2013) claimed the difference in motives of companies in conducting CSR could be the reason for the conflicting
results.

The empirical studies of CSR-FP link on banking industry are still rare. Using data from banking industry, Simpson &
Kohers (2002) found a positive CSR-FP relationship. Wu & Shen (2013) used the data of 162 banks in 22 countries and
found that CSR positively associates with FP in terms of return on assets, return on equity, net interest income, and non-
interest income and in contrast, CSR and non-performing loans have a negative relationship. Bolanle, Olanrewaju (2012)
applying time series estimation technique with the data of First bank of Nigeria Plc. found a positive CSR-FP relationship.
Majority of the literatures on CSR do not address the issue of CSR relationship. However, the study of Samina (2012)
on 6 Islamic banks indicates a positive correlation between profits and CSR and between deposits and CSR.

This paper tries to shed light on the causal relationship between CSR and profitability, and between CSR and deposits of
the seven private commercial banks of Bangladesh.

I, HYPOTHESIS
Hypothesis 1: CSR positively affect the profitability of banks
Hypothesis 2: CSR positively affects the deposit collection of banks.

The second hypothesis was motivated by the argument of, (Wu & Shen, 2013), that the CSR creates a sense of trust
among the depositors and they are, more likely, ready to accept even lower deposit rate, hence, a CSR bank can draw
depositors away from its competitors.

IV. DATA AND METHODOLOGY

This study used annual data (2011-2015) of total CSR expenditure, total deposit and total profit before tax for 7
commercial banks of Bangladesh. Data are collected from annula report of each bank. The 7 banks are: NCC Bank Ltd.
AB Bank Ltd. Islami Bank Bangladesh Ltd. Mercantile Bank Ltd. South East Bank Ltd. Social Islami Bank Ltd. Dutch-
Bangla Bank Ltd. the selection of the banks was determined by the availability of the data ; the CSR expenditure data
(balanced) could not be traced back to the years before 2011 for rest of the banks.

We applied regression analysis on panel data of 7 banks, where we regressed CSR on deposit. One important point to note
that there could be other factors other than CSR that might affect both dependent variables—deposit and profit— but we
ignored those factors, as our central focus on this study is to investigate relation between CSR and deposit, following
Bolanle, Olanrewaju (2012), and conducted bivariate analysis. Moreover, we argue, as the sample size is quite small we
followed Bolanle, Olanrewaju (2012) and conducted bivariate analysis. We also examined effect of CSR on deposit with
the same bivariate analysis.
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The relationship between CSR and profit; and between CSR and deposit can be examined with the following models

Model 1
Profit=0; + p1CSR + ¢ (1)
Model 2
Deposit=a + p1CSR + & 2

Where, o represents the intercept and & represents the error term.

After transforming all the series to the natural logarithm following Bolanle, Olanrewaju (2012), the model 1 and model 2
can be estimated through 3 different estimation techniques, namely the pooled regression, fixed effect and the random
method.

(i) The pooled regression method: The pooled regression model estimates a common constant for all cross section (i. e
bank) assuming data set is a ‘priori homogeneous’ that is it assume no differences between the estimated cross-sections.

InProfity=a + B, INCSR;; + &;; ©)
InDeposit;; =a + S1INCSR;; + &;; )

Where, i = 1...,.N for each bank in the panel and t = 1,. . .,T refers to the time period. a and ¢ a represent the intercept
and error term, respectively. InProfit, INCSR and InDeposit stand for logarithm of total profits before tax, logarithm of
total expenditure on CSR activities and logarithm of total deposits collected, respectively.

(ii) The fixed effects method: estimates different constant for each cross section (i. e bank)
InProfity=a; + 1 INCSRIt + §&; (5)
InDepositi=a; + f1 INCSR;; + &;; (6)
The subscriptions and variables are as defined above.

(iii) The random effects method: estimates different constant for each cross section (i. e bank) not as fixed as in fixed
effects method, but as random parameters

InPrOfitit=(a+Vi)+ ﬁl InCSRn + & (7)
InDeposit;= (a +v;) f1 INCSR;; + & (8)

Where o represent population average, and v; represents individual differences from the population average and is a
standard random variable. And the subscriptions and variables are as defined above.

If there is no heterogeneity among the cross section, the common constant should be used.

If panel is balanced (i.e. contains all existing cross-sectional data), fixed effects model will work best. On the other hand,
if cross section is more than the time period then the random effect may perform well Asteriou & Hall (2007) However,
almost all of the literature dealing with panel data utilize redundant fixed effects test and Hausman test to decide which
method to use. Redundant fixed effects test check an unobserved heterogeneity in the model, under the null hypothesis of
Ho: a1 = ... = an: =a, against the alternative hypothesis Hi: a3 #. . . # an: #a. If the null hypothesis does not hold the
estimated coefficients from a pooled regression model suffer from serious bias and the model should be estimated with
either fixed effect or random effect model. For the estimated coefficients to be consistent, however, random effect, a;
should not be correlated with independent variables. Hausman test can be applied for this purpose. This test examines the
endogeneity problem (random effect being correlated with independent variables) under the null hypothesis of HO : Corr(
0,CSRy) = 0 against the alternative hypothesis H; . Corr( a,CSR;y) #0. Once the null is rejected, the coefficients
estimated with random effect can be said to be consistent.
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V. EMPIRICAL RESULTS
We transformed all the variables to logarithm form following Bolanle, Olanrewaju (2012)

The fixed effect and random effect estimation of model 1 and model 2, displayed in table I and table Il, show that
coefficient of CSR of model 1, in both fixed and random effect model, is negative but not significant even at 10% level of
significance. This does not support the hypothesis that CSR boosts the profits of selected commercial banks in
Bangladesh. Again, the coefficients of CSR of model 2, in both fixed and random, are positive and significant. The
estimated coefficient of 0.87 and 0.81 indicate that 1 percent increase in CSR leads to 0.87 and 0.81 percent increase in
deposit. This supports our expectation that CSR expenditure can cause the deposit to increase. A bank can attract the
depositors if it engages in CSR activities. The p values (0.00) of redundant test indicate that there is heterogeneity in cross
sections; the pooled regression could be biased. The chi square p-value of Husman test indicates that there is not enough
evidence of inconstancy of estimates parameters with the random effect model.

Table: I results for model 1.

Model 1 (dependent variable

profit)

Fixed Random
Coefficient of CSR -0.37 -0.4
Intercept 28.97*** 29.57***
R-square 0.82 0.038580
P(F-statistics) 0.00 0.258106
DW test 1.87 1.56
Redundant test p(X?) | 0.00
Hausman test p(X?) 0.62

*** represents significant level at 1%. P and X? stand for p-value and Chi-square, respectively.

Table: 11 results for model 2.

Model 2 (dependent variable

deposit)

Fixed Random
Coefficient of CSR 0.87*** 0.81***
Intercept 9.46* 10.62***
R-square 0.90 0.22
P(F-statistics) 0.00 0.00
DW test 1.21 0.88
Redundant test p(X?) | 0.00
Hausman test p(X?) 0.11

*** * represents significant level at 1% and 10%, respectively. P and X? stand for p-value and Chi-square, respectively.
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VI. DISCUSSION ON FINDINGS

We found a neutral relationship between CSR and profits. This supports the idea of Ullmann (1985) and others who
advocate neutral relationship.. One explanation on the favor of the neutral relationship is , as argued by Ullmann (1985),
that there are so many intervening variables between social and financial performance, and one should not except a
relationship to exist. Another explanation for the neutral findings can be that because each firm produces at profit
maximizing level they expend different amount for unique demand for social activities. The amount of CSP produced by
firms will be different but profitability will be maximized and equal, in long-run A. McWilliams & Siegel (2001).

Our results show that the CSR expenditures positively affect the total deposit; as the bank increase the CSR expenditure it
gain more deposit from public. This finding is in line with the findings of Samina (2012) who found a positive
correlation between CSR and deposits.

VII. CONCLUSION AND LIMITATION OF THE STUDY

Taking the data of seven private commercial banks of Bangladesh from 2011-2015, we applied panel regression models.
Our regression results show no relationship between CSR and profit. Moreover, the regression results reveal a positive
relationship between CSR and deposit.

Moreover, the results of this study do not claim that banks should stop spending on CSR. As the Legitimacy theory
suggests a larger firm has the larger responsibility to promote social welfare.

Moreover, because banking industry uses resources of society (i. e scattered savings) more than other industries, it has to
provide positive feedback to the society Wu & Shen (2013), no matter what profit they can earn.

Although we used (5x7=35) observations, a larger cross section or more samples of banks in future studies can, perhaps,
substantially yield more accurate regression results.
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