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ABSTRACT 

In recent · 'nrs, firm , have greatly increased the amount of resources allocated 

to ' R :\ ·ti\ iti~s. This paper studies the empirical relation between corporate 

s ·ial r 'sponsibility ( , R) and fin ancial performance in Kenya of companies 

11 t ·d t~t the airobi Securitic Exchange continuou ly for a period of five 

• ·ars; from 2007 to 20 1\.Corporate socia l responsi bility is measured by the 

amount spent on CSR programs while Financ ial performance is measured by 

et profit. 

According to the major findings of the study, CSR has positive relationship to 

the financial performance. The major significance is noted in the Net profit. 

The study found that there was a genera l upward trend in the amount invested 

in CSR activities between 2007 and 20 li.The highest investment was seen in 

2010 while the lowest in 2007.The study also found that there was an upward 

trend in the performance of firms listed in NSE. The year 2010 was marked 

with the highest expenditure on CSR followed by 2009 in most companies 

whereas 2007 and 2009 were the years that recorded the lowest expenditure on 

CSR among the companies. The be t performing year was 20 II where most of 

the companies registered highest profit followed by 20 I 0 wherea 2008 and 

2007 were the years that recorded the lowe t turnover .along the year in all 

sectors the net profit has been increasing ince 2007. 

A recommendation for improvement of all takeholder hould embrace the 

importace of R in order to achieve the greater pcd rmance efficiency. The 

government hould devel p corp rate cial re pon. ibilit inde. for all 

companic and annually publi hcd in order to promote thi emerging 

phcnom non. 
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CHAPTER ONE: 

INTRODUCTION 

1.1 B:u:kground of th study 

V\ ord Bu in ·ss 'ouncil for Sustainable Development defines social responsibility as the 

ct ntinuing commitment to behave ethically and contribute to economic development 

" hile al o improving the quality of life of its workforce, their families, and the local 

community and the society at large. Corporate Responsibility Index claims that social 

responsibility is achieved when a company has effectively and sustainably built a lasting, 

meaningful relationship within its sector where it belonged and its immediate community 

Scott (2007). In other words, social responsibility concerns the social environment and 

the ever-changing social contract. Importantly, the underpinning is that a company should 

consider the societal impacts of its decisions and actions. Sims (2003) argued that 

companies must act to protect and improve the welfare of the general public. The 

businesses must aim not only on organizational effectiveness but on existence to address 

the needs of society. As social responsibi lity is intertwined with the issue of 

accountability, it can be considered as both critical and controversial because a for-profi t 

company could be the largest and most innovative part of any free society' economy as 

it can drive social progress and affluence (Werther & Chandler, 2006). 

Corporate ocial Responsibility ( R) is titled to aid an organization' mi 10n a well a 

a guide to what the company tands for and will uphold to it consumer . Development 

bu inc ethics i on of the fonn of applied ethic that examine ethical prin iples and 

moral or ethical problem that can ari . c in a busincs. cmiromm.:nt. L 0 26000 is the 

rl:cognizcd international standard for . R. Public sector rganizations for c. ·ample, the 

nitcd ations adhere t the line. It 1s widd accepted that ''R adheres to similar 

principl but \\ ith no ormal ct of legislation. 'I h U h de\ doJ d the Prin ·iplcs I( H 

lnv ui lclin lor invc tin, ntiti . 

li t turc t tin, in m thi \I md 

lu ann . 



(1982), the pnmnr obje ti c of the management of a firm should be maxumzmg 

shareholder we lth. Oth rs · laim that companies should try to be socially responsible, 

and gain sup1 )l't fi.) r their operations from the ir customers, suppliers, employees, 

im t:s l(H's, an I -.,l ·i ·t . in general. The latter suggest that managers should maximize the 

w~ ll - l •tn, l I stakdwkkrs, in general. Some argue that to maintain profitable operations 

ami t ma:imizc shareholder wealth, socially responsible behavior may prove to be a 

path to it 'larkson (I 995), Donaldson and Preston (1995) , Freeman (1984) and Mitchell , 

r\gle. and Wood (1 997). A large body of literature has addressed the relationship between 

corporate social responsibility (CSR) and financia l performance. However, researchers 

have differed in their findings about this relationship Chand (2006); Lee, Faff, & 

Langfield - smith (2009) ; Muise (2009). Because different industries differ in their views 

of CSR, studies involving such industries may be affected by different CSR requirements. 

The study of CSR and its relation to corporate profits is growing. The most recent study 

on this subject by Manescu (201 0) reveals that CSR activities do not generally have a 

negative effect on profitability, but that in the few cases where they have a positive 

effect, this effect is rather small. The Economics and Politics of Corporate ocial 

Performance, by David P. Baron, Maretno A. Harjoto, and lloje Jo (2009), found that, for 

consumer industries, greater corporate social performance is associated with better 

corporate financial performance, and the opposite is true for indu trial indu trie . 

Empirical studies have examined the relation between R end corporate financial 

performance, and while the re. ult are mixed, overall the rc carch ha [! und a p iti e 

but weak correlati n." 

'I he concept of 'orporatc ocial Rc p nsibilit is cl cl linked '' ith th principle or 

. ·u ·tainablc D clopmcnt. which argues that corporation should make decisions based 

not only on financial factors ·uch as profit or di idcnds, but al. l hast::d on th tmmt:diat 

·md lon,-t m1 cial and environmental con ~.:que..; nee..; or thcit .. cti' itic . I he..; con ' c..;pl ot 

v lopm nt . fi t t intn duccd h) the Wl rid t mmt il n on h wiwnmc..;nt 

mpr 1111 Ill 

n th rol in 

n n n 

hi h tl tr 



responsible b ha\'ior an be rc pon ible fo r superior fi nancial performance can be traced 

back to the beginning or th' 1970s Moskowitz (1972), Vance (1975). Meanwhile, the 

perceived r )k )r 't rporations, actors on a global scene, has become even more important 

\\hil' th' "illtn,n •ss or investors to ensure compliance with their beliefs has grown even 

slnm• 't \t 1 r ·sent. firms arc seen not only as responsible to their direct owners, i.e. 

shan:holdcr and debt holders, but to stakeholders as a whole, an enormous step-ahead 

from the era when corporations were profit-maximization entities only e.g. "Public 

pen ions leading the way on SRI", Financial Times weekly review of the fund 

management industry, May 21 ,2007. 

On one hand, there are the views expressed in the traditional neoclassical economics 

Cohen et al. ( 1995) based on increased costs argument. Strin-gent environment regulation 

is believed to lead to higher compliance costs for companies within sensitive sectors of 

the economy such as; oil and gas, implying a competitive disadvantage. As the 

environment is one of the four main production factors, imposing limitations on it 

through in-vestments in cutting edge technologies as a way to reduce pollution, for 

example will necessarily increase the costs Palmer (1995), iebert (1980). n the other 

hand, the revisionist economic view proponents Porter, van der Linde (1995) base their 

theory on cost savings and revenue increases argument. tringent orporate ocial 

Responsibility regulation is assumed to generate a competitive advantage when it i 

complied with through innovative technology. The · need of complying with 

environmental regulation_ will timulate new olution in term of new technology that 

improve re ource pr ducti ity, production pr ce efficienc and a oidancc of wa ·tc. 

I o, better technolog) implie lower en ironmental ri k a · lc · · en ir nm~;ntal ta. c or 

charges will be paid as well a fewer p llution rights " ill be purcha ·ed ( chaltcggcr and 

1uller \99 ) . 

h ' connt:ction b t\\Ct:n corp m lh.: ·ial p rlo nnanct: and mn ln'ln ·ial pmhtabilit ' is 

d on quilibrium 

t ' l. (200 tlu 

lllll 

n t J ri I. th 

ith 

II mp ni . 

\\ ith 

m1 1 .. in• 



well as non-C R ·ompl) ing, have the same rate of expected return and face the same cost 

of cquit) capital llnmi lton ct al. ( 1993). This reasoning is in line with standard financi al 

thcot) (risl-. -n.:turn pamdigm) where only ri sk factors are priced in the market. On the 

oth ·r lwn I. 1! th~..: ri sk assoc iated to Corporate Social Responsibility compliance is 

C\HT • ·th 1 ri · ·d l the market, the same ri sk-return paradigm would imply a negative 

rclaltt)ll I ctwccn corporate social performance and financial performance. 

hareh lder . investors and stakeholders at large make most of their investment deci sions 

ba ing greatly on the fi nancial performance Boron (2000). One construct that may predict 

orporate Financial Performance is (CSR), it is the continuing commitment by a business 

to behave ethically and contribute to economic development while improving the quality 

of life of the work force and their families as well as of the local community and society 

at large Moir (200 1). However, there is a protracted debate about the legitimacy and 

value of corporate responses to CSR concerns. For example, Murphy (2005) de cribed 

CSR as being ' little more than a cosmetic treatment,' and Santiago (2004) report 

advantages of practicing C R. On the other hand, Waddock and Graves (1 997), Hillman 

and Keirn (200 1), Verschoor and Murphy (2002), find that increased R leads to 

enhanced financia l performance. 

Major corporate ethical di asters impacting the environment, human resource ·, and the 

community have heightened the demand for public !irm to voluntarily di cl e their 

C R activities for takeholder . A a re ult, R ha become more than an important 

is ·ue in the bu inc. v.:orld Waller & Lani (2009). In addition, '' R disclosure is an 

c:ten ion of the financial di ·clo ·urc ') tcm, \! hich relkcts the wider anticipation or 
society concerning the role of the bu. inc ·s community in the economy. Furthermon.:, ' ith 

the rapid collapse ( r cross-border ccon mic barriers and the glol alin1tion of bus in~.: s , 

pro rc sivcly the role of : R i being deb. ted in an international ar~.:na: van der l aan 

mith hik ri c • ndk r (200 -). , · Kh n: 2008 d~.: titk l C : " 1 he 

ntinuin ' ommitm nt b · u m to b h:n tnl l ntri l ut I \) nmomi<.: 

hil impr 'in th t u lit. l li o th ' rk 

th I nununit 1t I r " 



1.1.1 Corporate , ocial responsibility in Kenya 
Corporal' soci·1l rc .·ponsibi lity is a relative ly new topic in Kenya. Since government 

authorities ·1\nnr..: nr unabk to combat poverty and ensure sustainable development, 

international )J' 1:\llitations local NGOs and national and international companies need to 

supp1H·t th 'Ill in th~ir dl'orts. United Nations programs have been among the first to 

intrndu ·e th~.: concept or 'SR to Kenya. Kenyan companies, too, are acti vely engaged in 

·o ·ial i · ues. they need to meet the expectations of their foreign trading partners in such 

area · a · labor standards and environmental protection. Some companies are marketing 

innovative products to low-income consumers. For example; M-Pcsa's mobile banking 

ervices. which allow people without a bank account to transfer money using their mobile 

telephones, and Equity Bank, which makes bank accounts available to the poor. Segera 

Conservancy, a German-owned private cattle and wildlife ranch, was the fi rst company in 

Kenya to submit voluntarily to an audit by the Fair Labor Association. 

1.1.2 The Nairobi Securities Exchange 
The Nairobi Securities Exchange is licensed and regulated by the Capital Markets 

Authority. It has the mandate of providing a trading platform for li ted securities and 

overseeing its Member Firms. In Kenya, dealing in hares and sccuri tic tarted in the 

1920's when the country wa still a British colony. However the market wa not formal as 

there did not exist any rule and regulations to govern tock broking aetivitie ·. TheN 'E 

marked the fi rst day of automated trading i~ government bonds through the Aut mated 

Trading ystem in ovcmber 2009. The automated trading in g rnment b nd · marked 

a ignificant tep in the effort by the · and central bank to\ ard creating depth in the 

capital market by pro iding the nece ary liquidit . I· requires li ted companie to 

publish their tinancial r~sult a a tatutory obligation. 'I he e linn. ar~ e.· pected to be 

pace- ·etter · in the di clo ur~ of infonnation regarding \ 'R ~.md linancial performance ( f 



Insurance: ln\'c tm nt: lanufacturing and Allied; Construction and Allied ; and Energy 

and Petroleum. 1 rolik or all companies listed on the stock market is available in the 

SF's ·mnual li1\. tnr . 

1.1 Stntl'ml'nt of the problem 

Th' r ·lation ·hip between 'SR and financial performance ha been investigated for more 

than .. d~.:cadc ·, Park (20 I 0). Studies have found positive, negative and no relationships. 

l he general problem is that the literature presents inconsistent findings on the 

relation hip between CSR and financial performance Lee & Park (20 1 0). The speci fie 

focus of this study is the relationship between CSR and both previous and subsequent 

financial performance of companies listed in the NSE. 

The argument for a negative relationship follows the thinking of those such a friedman 

(1970).According to his view, socially responsible firms have a competitive disadvantage 

Aupperle eta!. (1985), because they incur costs that fall directly upon the bottom line and 

reduce profits, while these costs could be avoided or borne by individual · or the 

government. On the other hand, many empirical results reveal no significant relation hip 

between C R and financial performance. According to this line of thinking 1\man 

( 1985), there are so many variables that intervene between the two that a relation hip 

should not be expected to exist. 

The third view propo e that there i a po itive linkage, ince the actual costs of ' 'R, re 

covered b the benefit . A linn that attempt to deer ase its implicit costs b social\ 

irrespon ·iblc beha ior, for example, neglecting to take mea ·urc against pollution , ill 

cvcntuall incur higher c. ·plicit co ·t . ocially rcsponsiblc companies hc.l\.C less risk or 

n gativc events. It is lc likely for the ·c companies to pa · h~.:a\' · lin s for c. ccss1v 

ollutin •, to have costly law uits a •ain t them. or to c · l~.:ri~.:nc~.: ~ l ·ially n~.: •ath· ~.: L'Vu1ls 

th I \ uld be de tmdivc t th ir r put' tion. 

mp ni R mmitm nt 

n n t r t in mpl • ~lur n · < 

nh 

7. hi hI 

I hi lit. 

l l lu 



turnover, recruitm nt, nnd training co ts. Employees, too, often evaluate their companies 

CSR performatH.:e to kt 'nni ne if their personal va lues conflict with those of the 

husim:ss 's at ''hi ·h tiK' \J ork. . Companies that improve working conditions and labor 

pm · ttl.: ·s ,llsl p~ti '11 ·e increased producti vity and reduced error rates. Regul ar controls 

111 th pn du ·tion J'a ·ilities throughout the world ensure that all the employees work under 

g.~)~)d · ~ nditi n and earn living wages. These practices are costly, but the increased 

l n)ducti\ ity of the workers and improved quality of the products generate positive cash 

11 " · that cover the associated costs. Thus, firms may actually benefit from socially 

re pon ible actions in terms of employee morale and productivity (Moskowitz, 1972; 

Parket & Eibert, 1975; Soloman & Hansen, 1985). 

In Kenya, Corporate managers from various organization and companies benefi ted from 

CSR training organized by Ufadhili Trust (20 11 ). The training was intended to help 

corporate managers gain a deeper understanding of th is important concept and bu iness 

practice. Participants were taken through the process of developing an effective 

community engagement strategy, how CSR can be used to embed responsible bu ine s 

values throughout the company/organizations, and how community engagement if done 

well, has the potential to improve a company ' s reputation and brand value. The training 

wa faci litated by the leading C R expert including; Paul Kasimu- Group I IR Director, 

a t African Breweries, Rehema Muniu of ynovate-Kenya, Maryjka Beckmann of AAR 

Beckmann Trust, Regina Gichuhi ~ ommunity Relation Manager at Barela Bank and 

Ro emary Mutunkei of the Kenya Red ros iet . 

Wayne Vi er (2007) on her tud) n reflccti n. of , R: Ken a 1 till most! stuck in 

the public relations mode. II wever, there arc inspiring example. of \ 'R pra ·ticc, such 

Sa!'aricom' M-PI ' .\ . chemc. which allows the unbankcd to transkr tn< n y b · 

m lbile phone te."t. Similarly l:quity Bank. \\ hieh h \ ·uccc fully tar 't:tl:d the l ) m.:st 

ciety, \\ith . I mill ion account m·tk up O\'l:l' -2% ot til b·mk accounts in 

ll) . 

7 



Astudy on C R in k 11) a's t lecommunication sector: a case study of safaricom (k) ltd. 

According to I ·1labanis ( \998), corporate social responsibility is a set of policies, 

practices 'In I pn ~ram . that arc set in order to achieve commercial success in ways that 

honor ·tht \II . '( mtnl'rcia l, economic and other expectations that the society has for 

bustn •ss 'Ill I making decisions that fairly balance the claims of all key stakeholders. 

()It ·n '( mpanics ·upport or sponsor community events such as medical camps, sports, 

school ice . festivals, scholarship and awards and environmental clean-up. Most 

rganizations encourage their employees to get involved in their communities. It is not 

unu ual to find business people holding key positions as community volunteers. Most 

organization depends on such cadre of volunteers to accomplish their goals. Getting 

involved in such activities would repay the company in a thousand ways one never even 

knew existed (Fry and keim: 94-1 06). 

Although there has been much work in the fi eld , the empirical data is scattered, and 

provides no definitive conclusions on the relationship between C R and a firm's 

performance, whether it is positive or negative. Anecdotal evidence certainly suggests 

that investment in corporate ethics and social respon ibi lity, as well a avoiding negative 

consequences, can often lead to positive payoffs llerremans (1993:60 1 ). lt i al o 

important to acknowledge that while positive or neutra l correlation between social and 

environmental responsibility and superior financial performance have generally been 

supported by the evidence; conclusive cau al link have not. Many , tudie are being 

undertaken, with varying conclusion . 

1.3 Objccth:e of th tudy 

'[he objective of the . tud · will b' to dct~.:rminc th~.: relationship bet\ cen 'SR and 

financial pcrfom1ancc of companies list d at the .' I 



1.4 Significance of the study 

The stud) \\ill b~ imJ ortant to the Finance profession and the standard setting bodies as it 

'Will sht)\\ thl' 1 r ' .' nt r 'la tionship or CSR and financial performance of companies listed 

tn .'I ,, · '' •II a th~.: c:tcnt or its adoption in companies in Kenya. 

'J h' ·tudy ''ill al o be important to the management or companies as they will be able to 

usc the information as a base for making decisions, understand its importance and 

ob ·crvc the trend of the impact of CSR on financial performance. 

Finally, the study wi ll be important to academics and scholars. The present study will 

make recommendations that will be of significance to those who may wish to carry out 

further studies in the area. 



CHAPTER TWO: 

LITERATURE REVIEW 

2.1 lntrodul'ti(m 

'I h · pr • ·i · natun.! or 'SR is understood in different ways, with differences in 

und ·r ·tanding or representation of the concept relatable to different paradigms and 

concern:. Although there are several contested notions of what CSR should be and how it 

·hould work, there is some agreement upon what it broadly entails. A number of concepts 

and issues are subsumed under the heading of CSR, including human rights, 

environmental responsibility, diversity management, sustainability, and philanthropy 

Amaeshi & Adi (2006), meaning that it is a complex area with an interdi sciplinary focus . 

This chapter brings up relevant literature required to find answers and connect to our 

research objective. First, a review of theories that guide this study will be presented to 

give the research a firm theoretical base. Then, empirical studies done on this research 

topic will be looked at which will make it easier to understand the research area. 

2.2 Theoretical review 

2.2.1 The Stakeholder Theory 
The stakeholder theory which holds that busine s organization mu t play an active social 

role in .the society in which it operate . Freeman ( 1984) one of the advocate of 

stakeholder theory, presented a more positi e _v iew of manager' upport of R. lle 

a ·sert that manager mu t atisfy a variet or con. tituents (e.g. inve ·tors and 

harcholdcr , employee . customer·, upplicrs, government and local communit 

organization ) who can influence lim1 outcome ccording to this iew. it is not 

ufticient for managers to focus cxclusi\'cly on the needs or stockholders. or the O\ n ·rs 

of the corporation. Stakl:holder theory implies that it can b~.: b nclicia\ for the linn to 

en' •e in ertain R ctiviti~:: that non- linancial tukchnldcr p n:t:i\ to ht: im1 )r\'11\l 
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Emerging alon 1sidc th~ SR and ' triple-bottom-line' theory, stakeholder theory stands in 

contrast to tht.: t1LO ·lassica l conception of managerial obligations where the social 

n.:sponsil illt\ l r l usin~.:ss is to max imize business. More nanowly, a stakeholder is" any 

indivi lu 11 ot ~roup whose ro le- relationship with an organisation : a) helps to define the 

IJrg•tni ·nion. it · mission, purpose or its goals, and/or b) is vital to the development, 

functioning. ·urvival and success or wellbeing of the organisation and its services, or c) is 

atrectcd by the organisation and its activities" (Werhane & Freeman, 1999). 

fundamental characteristic of stakeholder theory is therefore to attempt to identi fy 

individuals and groups that states, organisations and companies are accountable to, but 

that has also been part of the theory's challenge Anheier (2005); Anderson & 

Bieniaszewska (2005).The interaction between the corporation and its stakeholders is the 

essence of stakeholder theory, and in consequence terms like "participation", "inclusion", 

··voice", "involvement" and "partnership'' is common in stakeholder literature. These 

terms have been put in the same basket named ''stakeholder dialogue" to de cribe the 

involvement of stakeholder in dec ision-making proces es that concern both ocial and 

environmental issues (Rahbek and Pedersen 2006). 

2.2.2 Economic theory 
Ecenomic theory related to corporate social re pon ibility i mainly ba ed on the 

n ironmental component. none hand, t~ere arc the vic\ s .·pre .. cd in the traditional 

n~:oclu · ·icul ~:conomics 'ohcn ~:t ul. ( 1995) hus~:J on in Teased costs argument. ' tring ·nt 

environment regulation i believed to lead to hight.:r compliance cost · for companies 

within sensitive ·ector of the cconom (eg. oil and ga ·), implying a comp ·titi c 

di ndvantagc. s the environment is one or the four main producti m I~ tors. imt osin 1 

limitation on it through inve tmcnts in cuttin • cd •~..: !l.:chnolo k s as 1 \\,\)' to rcdu ·c 

llutit n r c.·arnpl the t.:O I P.tltn~.:t (11>9 - ); Skhl'rt 
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advantage ''hen it ts complied with through innovative technology. The need of 

complying '' ith em irnnm ' t1tal regulation will stimulate new solutions in terms of new 

tcchnolo ,) that impro e resource productivity, production process effi ciency and 

m oid:uH: · nl \\:tst ·. Also, better technology implies lower environmental ri sks as less 

L'll\ tnlt\lll •nt,d ta . cs or charges will be paid as well as fewer pollution ri ght will be 

pur ·has ·d ( ·haltcggcr and Muller 1998). 

&1 
2.2.3 Financial theory 
Financial theories on the connection between corporate social performance and firm 

financial profitabi lity are based on equilibrium asset pricing models as well as on the 

efticient market hypothesis Guenster et al (2005). It predicts three possible relations. One 

direction of reasoning postulates a neutral relation. It assumes that the risk associated 

with compliance with Corporate Social Responsibil ity is not priced, therefore all 

companies, CSR complying as well as non-CSR complying, have the same rate of 

expected return and face the same cost of equity capital, Hamilton et al. (1993). This 

reasoning is in line with standard financial theory (risk-return paradigm) where only ri k 

factors are priced in the market. 

On the other hand, if the risk a sociated to Corporate ocial Responsibi lity compliance i 

(correctly) priced by the market, the same ri k-return paradigm would imply a negative 

relation between corporate ocial performance and financial performance. Thi 

po ibly due to the_ old go emmental intere t for policy implication , i.e. en ironmcntal 

regulation. According to picer (1983), firm \ hich acti el)' ace unt for the \'R ri ·k 

factor are seen a lc s risk invc ·tmcnts relati e t the lirm. that ignore it. ons~.:qucntl . 

on a ri k-adjustcd basi , th ir c pcct d returns are predicted t bdmv. l·inall ·, tht: third 

view postulates that the complianc~.: with orporat So ial R~.:sp m. ibilit principks is nt t 

et tci ntly prict:d by m, rkl:t p. rticipants. A ositivt: or n 'ativ~.: r lation follt ' •s 

d p mlin m the i '11 ofth" in iici nc;. l·or , mplt:. 11 milton tal. ( Jl 9_) \r 'UC th lt 

if ntly I r, num r l tilll ' \h.: th 1 r lbahilit · 
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companies not complying \\ ith the R principles, and their stocks will provide lower 

(higher) risk.-adjust~d r 'tu rn than . ocially responsible companies stocks. 

SitH.:~o: th · :111 " •r to the question whether the ri sk associated to Corporate Social 

1\.•splHl il ilit) issues is correctly priced by the market cannot be given on theoretical 

gn)unds onl ·. it is investors perception of the relevance of the Corporate Social 

Rc 1 on-;ibilit principles that counts in the end. If investors believed that companies 

implementing the Corporate Social Responsibility principles are resource wasteful, they 

\\Ould determine a negative return premium on these companies stocks. To the contrary, 

if C R behavior of companies is in line with investors beliefs, they would determine a 

positive return premium for these companies stocks (Ullman, 1985). 

2.2.4 Value theory 
Value theory claims that although stakeholders are different in terms of their value 

priorities, the interest of a stakeholder's value relative importance that they place on these 

universally important value types Siltaoja (2006). Therefore, large firms have a many 

reputations as there are distinctive groups that take an interest in them Bromley (2002). In 

addition, MacMillan et al (2005) points out that stakeholders prefer coherence with a 

common concern for a reputation entity. lienee, in order to maintain the e firm ' 

reputations, they should improve the relationship with their stakeholder via R 

disclosure. 

Man tudie et out the imp rtance of takcholdcr perception in order to understand the 

nature of a firm' reputation; Do\ ling (2004). In additi n, iltaoja (2006) ·uggcsts that 

value is an over arching matter, mcaning a compan with gl od reputation has \'a lues, 

\\hich suit to individual own values. aluc theory was cmplo ·ed toe pion.! thc nature of 

SR and corporate reputation using qualitathc 'tlt.wja (200 ) chwartz ( ll l 9 'study 

hO\ t n m tivation, II ' di tinct typ~.: of \ \ IIUc , hil:\ cm~.:nt hnlnnism 

tirnul ti n. bcn~.:vol n . n urity that u ~.: them in cultm · 
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eight most common . un C) instrument to use m order to create values (measures) 

through corporllc reputation. 

2 .. ~ Fiuand:lltwrfnrmam'C measures 

ltlwu •h measuring financial performance is considered a simpler task, it also has it 

·pccitic complications. Many researchers use market measures, Alexander and Buchholz, 

( 197~ ): ·ancc. S. C. (1975), others put forth accounting measures Waddock and Graves 

( 1997): Cochran and Wood (1984) and some adopt both of these McGuire, J. B., 

undgren A., Schneeweis, T., (1988). The two measures, which represent different 

perspectives of how to evaluate a firm's financial performance, have different theoretical 

implications Hillman and Keirn (2001) and each is subject to particular biases McGuire, 

Schneeweis, & Hill (1986). 

Accounting measures capture only historical aspects of firm performance McGuire, 

Schneeweis, & Hill (1986). They are subject, moreover, to bias from managerial 

manipulation and differences in accounting procedures, Branch (1983); Brilloff (1972). 

Market measures are forward looking and focus on market performance and hence they 

are less susceptible to different accounting procedure . The tock-market-based mea ures 

of perfmmance also yield obstacles, McGuire, chneeweis, & Branch ( 1986). According 

to Ullmann (1985), for example, the use o~ market mea ure uggest that an investor' s 

valuation of firm's performance is a proper performance mea ure (Me ' uirc , J. B., 
. 

undgren, ., chneev ei , I ., 1988). 

·1 hree measure of financial p rformance arc commonly used: the Market-to-Book rati , 

accounting profit ratios. such as Return on A. ct ·; and stock market returns. We observe 

\'>hich financial pcrformanc mcasun.: i. used in 68 empirical studi~.: s. In thi s stud . to 

·pi in the rei tion hip b t\\ct.:n p rform mt.:c nd coq H.ltc soc ial 

n ibili ty. \t: m urc finand I 1 rnnn in t nn \) pw li t .lll ~.: t t 1. lot the 
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2.4 Empirical review 

In an attempt t umkrstand the relationship between CSR and financial performance, 

thcr' hm· , l~.:~.:n num ·nn1s empi rical studies devoted lo the relabonsh1p between 

l'orpurnl l 'Iii I 1 ~·r!'nnnanc~ and l'uture llnancial performance. The e , tudie have 

~.'l lll ·lud ·d that an ov~.:rall positive relationship between CSR and performance exists, 

tq porting th!.! perspective of CSR. This positive association between CSR and future 

tinam:ial performance, however, has not consistently been the result of prior studies. 

ochran and Wood (1984) , find the relationship between CSR and financial performance 

to be po itive. 

elling and Webb (2006) study on the causal relation between corporate social 

responsibility and financial performance of firms using Granger cau ality models. They 

discovered that the relation between Corporate Social Responsibility and financial 

performance is much weaker than previously thought. They suggest that strong stock 

market performance results in more investment by firms to improve their R. I Iowcver, 

CSR activities do not affect future financial performance of companies. Ver choor and 

Murphy (2002) use the top 100 Best Corporate Citizens of the Busines Ethic magazine 

and conclude that socially responsible firms outperform the &PSOO index. Me uire, 

undgren and chneeweis (1988) find that pa t financial performance has implications 

for the current measures of C R; however, past measures of R have no impact on the 

future financial performance of companie . 

According to Dodd ( 1932), Jarrell and Pcltn11an ( 19 5), Hoffer ct al. ( 19 ): Pre ton and 

'Bannon (1997): Waddock and rave (1997): 1riflin and Mahon (1997): McWilliams 

and Siegel (2000); and imp n and Kohcr (2002), the empirical stud results c n link. 

hnvc nc\'cr been in agreement, as omc stud it.: determined negati\ c correlation, s me 

d t rmincd p itiv corrdation while othc~s dcknnincd no C( m.:lation at all. ·1 h~.: 
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meaningful and rca.onablc, as good relationships with employees, suppliers, and 

customers nrc nc "~~nr fo r the , urvival of a company. Bowman and Ilaire (1 975) 

pointed out th·\t :om' shareholders regard CSR as a symbolic management skill , that is; 

t~s H S) mb1'l nr r ·putation, and the company reputation will be improved by actions to 

upp 11( th ·~ mmunit , resulting in positive inOuence on sales. 

\ccording to \1argolis and Walsh (2002), one hundred twenty-two published studies 

bct\\ccn 1971 and 2001 empirically examined the relationship between corporate social 

rc ·pon ibility and financial performance. The first study was publi shed by Narver 

( 1971 ).Empirical studies of the relationship between CSR and financial performance 

comprises essentially two types. The fi rst uses the event study methodology to assess the 

short-run financial impact when fi rms engage in either socially responsible or 

irresponsible acts and the results of these studies have been mixed. Wright and Ferris 

(1997) discovered a negative relationship; Posnikoff (1997) reported a positive 

relationship, while Welch and Wazzan (1999) found no re lationship between R and 

financial performance. Other studies, discussed in McWi lliams and Siegel (1997), arc 

similarly inconsistent concerning the relationship between 

returns. 

R and short run financia l 

The second type of study examines the relationship between orne mea ure or corporate 

ocial performance and mea ures of long tenn financial perf rn1ance, b u 111g 

• accounting or financial measure of profitabilit . Th studic that e plorc. the relation hip 

between ocial re pon ibilit) and accounting-ba cd perf rn1anc measure · ha e al o 

produced mixed re ·ult . ochran and W d (1984) I cated a positive orrclation between 

n ibilit and ace unting p rfom1ance after controlling for the age < f assets. 

Aupperle. arroll. and llatticld ( 19 5) detected no signt!icant rdation bd\\Ccn ' 'R and 

a firm's ri k djustcd return on a .cts. In contrast, Waddl k and Jl't\\cs (1997 found 

i •ni fie m p t\\ccn an indc. of uHJ H ttc ~ ·ial 1 rlonnan c un l 
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to 3 years, th rcby produ ·ing resu lts which contradict Moskowitz and which indicate a 

negative r lationshi~. 

k· an l·r ,11\d Bu ·hhoL~ ( 1978) improved on Vance's analysis by evaluating stock 

mark ·t I' •rllrmatH.:e of an identica l group of stocks on a risk adjusted basis, yielding an 

inc{)tl ·lusi\c rc ·ult. Several research studies have examined corporate social 

rc ponsibilit ( R) and its effects on business performance, but their results vary 

\\ide!:. I hi may stem from fl awed analyses by regressing financial performance on 

corporate social performance, and/or perhaps from several inadequately controlled 

variables. Previous studies did not recognize investment in research and development as a 

critical variable because there is considerable empirical evidence to indicate that it has a 

strong positive impact on profitability. This misident ifica tion creates biased estimates of 

the fi nancial impact on corporate social responsibility. McGui re, Sundgren and 

Schneeweis (1988) found that prior year's stock returns and accounting-based 

performance measures are re lated to current measures of CSR, but that a past record of 

good social performance does not affect the current financ ial performance of a firm. 

Waddock. and Graves (1997) suggested that positive stakeholder relationships can reduce 

the likelihood of difficulty when dealing with different groups. 

Good social performance and good managerial practice may be re lated, and in turn may 

lead to strong financial performance. I Iillman and Keirn (200 1) found that inc rea ·ed R 

lead to enhanced financial performance and ice ver a. V cr choo~ and Murph (2002), 

u ed the top 100 "Best orp rate itizcns" as reported b} Bu ·iness Hhic magatinc, 

found that firms with trong ocial value and practices c:hibit sup rior financial 

pcrf'om1ancc. Hillman and Keim (200 l) suggested that missp cilication aris · !'rom using 

broad measure: of C. ·R in the Ill( dels, and that a morl: focu. ed approach ts warranted. 

h y concluded that t k holder mana 'Ctncnt leads t) impnncd harcholdn value but 

ial i u panici1 tion I not. 
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30 years of re arch from 5_ previou studies and used meta analytical techniques to 

support th pr position that corporate social performance and corporate financial 

pcrformnnc~.: ar~ 1 ositi d correlated and statistically significant. The meta analysis 

n:wakd a hi ,h 'r 'orrclation between financial performance and a company's 

llllltll'l'lll Ill f' it social impact than between financial performance and a COmpany's 

mana •em 'nt of it · environmental performance. Studies by investment analysts and fund 

munagcr · on the performance of socially responsible investment fund products and 

·u ·tainability indices are also regularly reported in order to attract investors and 

encourage participation. Aupperle e.t al. (1985), Griffin and Mahon (1997), Husted 

(2000), Me Williams and Siegel (200 1 ), Pava and Krausz (1995), Ullmann (1985), 

Wartick and Cochran (1985), Wood (1991 ); Wood and Jones (1995) have proposed 

conceptual explanations for the existence (or lack thereof) of a causal relationship 

between corporate social performance and corporate financial performance, but failed to 

provide clear cut answers. 

Recent investigation undertaken by Baron et al. (2009) demonstrates that the c questions 

remain unanswered. They examined the connection between R and financial 

performance combining the variable "Social Pres ure" a a moderating factor of this 

relation. The inclusion of this factor to the tudy lead to a neutral relation. I Iowever, 

when excluding the activity of the variable " ocial Pre ure" from the model they found 

that the relation is associated to sector, producing a negative relation to indu trial 

corporations, while producing an oppo ite re ult for the commerce and ervice ·e t r . ln 

Dubai, Rettab et al. (2009) found that R affect p sitivel organizational p rformunce. 

'1 he c. ·ami nation of th nature of the relationship between measun.: lor long-term 

financial pcrlonnancc and mcasun.: of · 'R is the second sd that is us d from 

counting and financial mea urc ~ of profitability accordin • to A 1Uikt,\ ct al. (2007) ~ 

• Robert (2< >7)· tc ruir Sun I ' fen ( • Sdm e\\e i (I X ); ~ 1 ·Williams · 

: linJ 

mi 

un iti r 1 ti n hi 1t bilit •. Whit 



Sundgren & chnce\\' -is (I 988) revea led that subsequent performance was less closely 

related to , R than prior p -rrormancc. Aguilera et a! (2007) found that there is strong 

cvidcnc rw n 1 o~iti ~ and signilicant association between them. In addition, 

McWilli:uns .ul l .'i • 1 •I (2000) examined the relationship between two with a regression 

mod ·I th.n m~a:-.urcs financia l performance as the dependent variable while social 

p~rf'ormancc a the independent variable during the period 1991-1996 for 524 large 

com1 anie ·. lhey concluded that there was no link between CSR and financial 

performance if the regression model was properly specified. 

Impson & Kohers (2002) tested the relationship between CSR and financial 

performance in the banking industry where the community Reinvestment Act was used as 

a social performance measure. They found that there is a positive re lationship. Griffin & 

Mahon (1997) revealed that the relationship was mixed between a positive and negative 

relationship. However, most of the findings fo und a positive relationship. Mahoney & 

Roberts (2007) also examined the relationship in a large sample of public companies 

during four years of panel data in Canada. The tudy yie lded no significant re lationship 

between them. Yet, they revealed a significant relationship between some R activ ities 

such as environmental and international activities and linancial performance 

Rettab, Brik & Mellahi (2009) in the UAE market as an emerging economy conducted a 

study on the relation of R and financial performance. They te ted the relati n hip in 

280 industrie (manufacturing, trading and repairing cr ic , hotel and r taurants, real 

c tate, rental, and bu inc ervice , education, bank.ing and financial 'er ices, mining 

and quarrying, and other ). Although there arc ·ome challenge · that h. vc c ntributed t 

ineffective engagement \ ith ·takcholdcr and the lack of c mmunication of \ R 

activitic they found a trong 1 o itive relationship hctwct.:n 'SR and Financial 

P r1ormancc . 



2.4 Conclu ion 

The field of ( \ ' R has grown exponentially in the last decade. Nevertheless, there 

remains a protra 11.:d tk:bat' abou t the legitimacy and va lue of corporate responses to CSR 

~:onn.·m s . lim; stlld ~:-.plon~s the relati onship between CSR and financial performance. 

I h · • i tinu studies on the re lation between CSR and financial performance provide 

mi . •d rc ·ults. This study is moti vated by the lack of consistent evidence on the 

r ·lation hip between CSR and financial performance (Carhart' s, 1997) 



CHAPTER THREE: 

RESEAR 11 METHODOLOGY 

3.1 lntrothu:tion 

'I his ·h,q t ·r s~ts out various stages and phases that were followed in completing the 

~tud~. It imolvcs a blueprint for the collection, measurement and analysis of data. 

~ ~ ccilically it includes the following subsections; research design, target population, data 

collection procedures and finally data analysis. 

3.2 Research design 

The causal study design was employed in this research. Causal research aims to suggest 

causal linkages between variables by observing existing phenomena and searching back 

through available data in order to identify plausible causal relationships. It is concerned 

with determining the cause and effect relationship and to understand which variable is 

dependent and which is independent (Ross, 2005). This research design was the best in 

explaining if two variables are related and if they vary together with the help of enough 

information or data for testing cause and effect relation hip. It aimed to exploring the 

relationship between C R and financial performance o[ companies listed in N E and the 

empirical evidences that help answer the research objective. 

3.3 Population 

1 he population of interest con istcd of all companie li ·ted at the Nair bi tock 

E. ·change. I he tudy includes the li sted companic becau ·e of their in cstor orientation 

and ·tatutory obligations. 

·-'Sample 

Th ample f th tu ly l mpn d of compani continuou I ' li h.:d in thc tot ,1 

20 7 t 20 I I :1 hi mpl ' ill l 
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CSR practices. 1 he. c !inns arc selected ba ed on the fact that they are expected to be 

pace-setter . 

3.5 Data l'Olk~tion 

'I hL· study u ·d both secondary and primary data. Secondary data was collected from 

anmnl n:ports of companies listed in the NSE obtained from Capital Markets Authority. 

hnancial performance measure; in terms of profit after tax for the period of 2007-2011 

\\a · attained from the reports. While Primary data in questionnaire forms were 

administered to companies listed in the NSE to collect data concerning CSR expenditure. 

Financial statements together with the notes to the financial statements including the 

management report will be scrutinized for information regarding CSR and profits in the 

respective companies. A checklist was developed to aid in collection of data, which will 

be based on previous studies in this area. 

This data is useful for generating additional information for the study from already 

documented data or available reports. Cooper and chindler (2003) further explain that 

secondary data is a useful quantitative technique for evaluating historical or 

contemporary confidential or public records, reports, government document and 

opinions. Mugenda and Mugenda (2003) add that, numerical records can also be 

considered a sub category of documents and those records include figure , report and 

budgets. This ba ically implied the incorporation of valuable tati tical data in the study. 

Primary data refers to the information gathered directly from respondents and for this 

tudy the rc earcher u ·ed questionnaire . 'I he que ·tionnaire wa to b used to collect 

mainly quantitative data although ome qualitati\e data wc:r to be collected lrom the 

opL:n cndL:d que tions . ·econdary data irwol\'cd the collection and anal •sis of publishcd 

In 'IIL:rial and information rom other sources uch a annu. I r p ms. published data. 'l hus 

in thi tu ly the rc "m:h r mplo •cd the ll of Uf\c Jlll.: tionnair' for d·Ha ·oJkc tion. 
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and accuracy of data to be collected for the study. The researcher exercised care and 

control to en ·urc all qu 'stionnaires issued to the respondents are received and achieve 

this, th n.:s~:.m.:h r maintained a register of questionnaires, which were sent, and 

rCL'L'i \'l' I. 

J.(l Data :mal~~b and model of the study 

In order to determine the relationship between CSR and financial performance of 

companie li ted in NSE, The study adopted a model on the causal relationship between 

Rand Firm's Financial Performance. This study employed regression analysis, Fogler 

and Nutt (1975); Vance (1975); McWilliams et al. (2000); llull et al. (2008) as the main 

statistical method, where CSR is an independent variable and financial performance is a 

dependent variable. 

Quantitative data collected was analyzed by the use of descriptive statistics using p 

and presented through percentages, means, standard deviations and frequencies. The 

information was then displayed by use of bar charts, graphs and pie chart and in pro e

fonn. This was done by computing percentages of variations as well as de cribing and 

interpreting the data in line with the study objectives and assumptions through u e of 

P S.lnferential statistics regression established the relation hip between R and 

financial performance. The logistic regression u ed in this model wa : 

Where 

Y= hnancial performance (Return on invc ·tmcnt) 

u = onstant 'I crm (the value of I· inancial pcrfonnancc \\hen all \'aria hie m held to 

con tant zero) 
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CHAPTER FOUR 

DATA ANALYSIS, FINDINGS AND INTERPRETATION 

4.1 lntt·odudion 

'I his ·h,lJl~r pr~scnts the data collected from the field which is vital in analysing the 

h) 1 othc e · at hand. The finding are then analyzed and presented using SPSS which 

enabled to get frequency tables, graphs and contingency tables. The questionnaires were 

u ed to collect mainly quantitative data although some qualitative data was collected 

from the open ended questions. Secondary data involved the collection and analysis data 

from the annual reports of companies listed in NSE continuously for 5 years;2007 to 

2011. The frequency tables represent the figures of the basic data while the graphs and 

pie charts help to give a clearer picture of the variables in question. 

4.2 Response Rate 

The population of interest consists of all companies listed at the Nairobi tock Exchange. 

The study included the listed companies because of their investor orientation and 

statutory obligations. Fortunately all targeted responded were cooperated thu the data i 

represented on a basis of eighteen companie ; 100 percent succe . The tudy elected 

companie continuously li ted in theN E for a period of 5 years (2007 t 20 11 ). These 

firm were elected ba ed on _the fact that they arc expected to be pace- cttcr . The e 

companies cut aero all ectors 

-
SECTOR COMPANY 

r-
1. Agriculture REA VIPINGO LTD 
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~· 
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Interpretation 

Among all ectors, t I rnrnuni , tion and technology are the best in terms of net profit in the 

past five year:, foll , d b manufactunng and allied then banking industry, while the bottom 

pcrfornuu' ·otnp·uti · m Jud Agriculture, automobile and accessories then investment 

rcsp•·ttv tv. 

Average CSR expenditure 
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Figure 2: Company average CSR expenditure 

Interpretation 

• 2011 

•2010 

.2009 

• 2008 

• 2007 

Telecommunication and technology companies in the past five years were the companies that 

had the highest expenditure on cs~ followed by manufacturing and allied then construction and 

allied industry, whtle the least included, Agriculture, automobtle and accessories then insurances 

r P ti\<ely. 
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Figure 3: Average net profit 

Interpretation 

The best performing year is 2011 where most of the companies registered highest profit followed 

by201 0 \\hereas 2008 and 2007 were the years that recorded the lowest turnover .along the years 

in all sectors the net profit has been increasing since 2007. 

600Qo 53853.11111 

soooo 45278.11111 

4000Q 

3000Q 
30240.5 

25251.94444 

2000Q 

lOOOo 

0 

2007 2008 2009 2010 2011 

.. 7 



I ntcrpretation 

The year 2010 " 'L ' rn ·whd ' ith the highest expenditure on CSR followed by 2009 in 

most comp<mi . .., "hu"as _007 and 2008 were the years that recorded the lowest 

c p~.:nth t ur · ~'n ·. R among the companies. 

COMPANY AVE.CSR (000) AVE.NETP(OOO) 

N Valid 18 18 18 

Missing 0 0 0 

Mean 39751 .35 2360132.76 

Std . Error of Mean 19092.729 796058.060 

Median 2434.60 1117004.90 

Mode 367(a) 11446(a) 

Std . Deviation 81003.588 3377388 .313 

Variance 6561581307.391 11406751817894.750 

Range 261632 12930052 

Minimum 367 11446 

Maximum 261999 12941498 

Sum 715524 42482390 

Table 2: Quantitative data 

Interpretation 

The average C R expenditure in these companies is kh . 39,75 1,350 per year which i 

equivalent to 1.7 % of the net profit . 



lescriptive 
latistics 

"'-

AVE .C R 
-

\VE.NETP 

NET07 

NETas 

NET09 

~ETlo 

NET11 

CSR07 

CSR08 

CSR09 

CSR10 

CSRll 

alid N (list 
Wise} 

I 
Std. 

N R<lnEI.l Minimum Max imum_ Sum Mean Deviation Variance 

·-
St.1t1q 1c Stutistic Statistic Stati sti c _ Statistic Statistic Std. Error Statistic Statistic 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

261631.8 367.4 261999 .2 715524.4 
-

39751.35 19092.73 81003.59 6.56E+09 

129300_g__ 11445.6 12941498 42482390 2360133 796058 .1 3377388 1.14E+13 

12007456 2974.572 12010431 32841199 1824511 757657 .3 3214468 1.03E+13 

13943632 I -90346 13853286 38333679 2129649 868847 .6 3686208 1.36E+13 

10508489 28271 10536760 38741165 2152287 697382.8 2958745 8.75E+12 

15156038 -8000 15148038 45271702 2515095 915777.7 3885316 1.51E+13 

13282967 -123994 13158973 57224204 3179122 897578.9 3808105 1.45E+13 

167395 0 167395 448166 24898.11 12306.42 52211.71 2.73E+09 

209760 240 210000 536486.8 29804.82 15011.16 63686.94 4.06E+09 

276073 0 276073 815967.6 45331.53 21178.64 89853 .38 8.07E+09 

349000 0 349000 966470 53692 .78 26877 .17 114030.2 1.3E+10 

397720 960 398680 810531.4 45029 .52 25065 .23 106342.8 1.13E+10 

The highest C R expenditure is Khs. 26 1,999,000 and the lowe t i Kh .367,000 where 

the range is Ksh. 261 ,632,000. 

4.3 Model of the tudy 

ij.egre ion 

In order to determine the re lation hip between R and financial performance of 

companie · li ted in F, a m del on the cau al relation hip bet\vccn ''R and Firm' s 

Financial Pcrformanc wa adopted .. This stud · cmplo cd regression ana l sis \ her, 

R is an indcp ndent variable and linancialt crfonmmcc is a dcp ndcnt variabk . 



Model 

Summary 
~td . Error 

Adj usted R of the 

Mod 1 R=cR Square ;>quare Estim ate ~hange Statistics 
--- --~-----T--~-------+-------r---+---1-------~ig. F 

R Square Change F Change df1 ~f2 Change 
r------1--~----~~----~-+~-4~--~~~--

10 .685722p.47021~ 0.437 104 2533934 0.470215 14.20093 1 16 0.0016~ 

J 

AN OVAl 
Sum of Mean 

Model Squares df Square F Sig. 

1 Regression 9.12E+13 1 9.12E+13 14.20093 0.001681 

Residual 1.03E+14 16 6.42E+12 

Total 1.94E+14 17 

a Predictors: (ConstantL AVE.CSR 

b Dependent Variable : AVERAGE NET PROFIT 

Interpretation 
Since p<O.OOS then the model is significant. P=O.OO 1681 

Unstandardized Standardized 

Model Coefficients Coefficients t Jig. _ 
~- ~ --- -·-

Std . . 
B Error Beta 

1- -

1 (Constant) 1223613 669081 
- :-----

~.828)97 0 .0861~ 

AVE.CSR 28.59071 7.586938 0.685722 3.768413 ~001681 
·---

Dependent 

Variable: 

a AVE.NETP 

It is clear ·. 'R affect financial p ' rfom1ance po itivcly since all co nicnts arc 1 )siti-v 

.. o the model will b ·: 

Thi ' ill t th I inan i tl 1 rtonn nee lh: turn nn im ~stnh.: nt in any 

•t n tim th 

h nu in thi m I I ill 



Wlwrc 

I 
Y Finan ·ial p rli.mnan ·e (Return on investment) 

u • ( \Ht t·tnt 'I 'rm (the value ol' Financial performance when all variable are held to 

l:l'll tant ;en ) 

~ 1 = Beta ocfficients 

R \alue (CSR expenditure) 

~ =Error Term 

4.4 Summary and interpretations of the Findings 

According to the study investments in CSR have been increasing over the years from 

2007 to 2011, the highest peak in 2010 and the lowest in 2007. Generally there was an 

upward trend in the performance of firms listed in NSE. There is a clear relationship 

between CSR and financial performance. Thus the company performance has been 

improving as much as investment in C R has. The year 201 0 was marked with the 

highest expenditure on C R followed by 2009 in most companies whereas 2007 and 

2009 were the years that recorded the lowest expenditure on R among the companies. 

The best performing year:. was 2011 where mo t of the companie registered highe t profit 

followed by 2010 whereas 2008 and 2007 were the years that recorded the lowest . 
turnover .along the year in all ectors the net profit ha been increasing ince 2007. 

There i a ·trong po itive relation hip bet\\·een ' R and finan ial performance ince R is 

positive then it ha a p siti e gradient. rhe correlation coerticicnt measures the goodnc 

of lit of the n;grc ·sion equation. \\hich in this study R 0 68S7, shm in' a strong and 

po itin: relationship. 'I he model i. also tgniticant sinct: p<O.oo -. P 0.00168 

'Ill r , n.: pr •iou ~ tu {nth ~ nll: tuly \ ho findin at'l: imil:u t{) thi tudy . 'l hl: 

third 'I\ ' pr th t th rc i l 1) iti' linkt ~ . SR tr 

fi t . lllj \Il l 'llllll itm~nt lll n 



have an increased abilit to attract and to retain employees Turban & Greening (1997), 

which leads to reduce l turnm cr, recruitment, and training costs. Companies that improve 

working conditions nnd labour practices also experience increased productivity and 

reduced 'tTlH' rak s. R~nu\ar controls in the production facilities throughout the world 

cnsun: th.ll .Ill th 'tnployccs work under good conditions and earn living wages. 

Kipk. 'moi (2008) in his study on the relationship between CSR and financial 

p~.:rtonnancc of companies listed in NSE found out that there is a positive relationship 

between the two variables. On the other hand Mwangi (2011) on her study on the 

relationship between CSR and corporate financial performance found out that CSR had a 

negative but insignificant effect on performance at 5%. 

The empirical argument for a negative relationship follows the thinking of those such as 

Friedman (1970).According to his view, socially responsible firms have a competitive 

disadvantage On the other hand, many empirical results reveal no significant relationship 

between CSR and financial performance. According to this line of thinking Ullman 

(1985), there are so many variables that intervene between the two that a relation hip 

should not be expected to exist. 



CHAPTER FIVE 

1!\IARY, ONCLUSION AND RECOMMENDATIONS 

5.1 Summar) 

I hL' main or this study was to determine whether there exists relationship 

b~l\\~ ·n C 'Rand financial performance for companies listed at the NSE continuously for 

tin~ '~ars. !rom 2007 to 201 I. A model on the causal relationship between CSR and 

l· inn· · Financial Performance was adopted. This study employed regression analysis 

\\here C R is an independent variable and financial performance is a dependent variable. 

In summary the initial regression analysis on the companies listed at the NSE main 

market segment reveals a statistically significant the relationship between CSR and 

financial performance 

The study used both secondary and primary data. Secondary data was collected from 

annual reports of companies listed in the NSE obtained from Capital Markets Authority. 

Financial performance measure; in terms of profit after tax for the period of 2007-201 1 

was attained from the reports. While Primary data in questionnaire forms were 

administered to companies listed in the NSE to collect data concerning R expenditure. 

However in conducting the analysis, a number of opportunities for refining the research 

were identified as recommendations. As such thi paper could be considered a further 

step in testing the relationship between C Rand financial performance 

The study found that there wa a general upward trend in the amount in estcd in R 

activitie between 2007 and 20 ll.The highe t inve tment wa.· een in 2010 \ hile the 

lowest in 2007.lhe study al o found that th rc \ a an upward trend in the pcrfom1ancc of 

!inns 1i ted in I . 1 he year 2010 ' as marked \ ith the highest e p nditure on 'SR 

. ollowcd by 2009 in mo t companies whereas 2007 and _009 \\ere the · ~.:ars that 

r ord l th low nditun: on R nmon 1 the ompanic . '1 he ll:st 1 ·rtonnin 1 '<.:ar 

\' 2011 ol th com1 mi r i tcred hi he t pr )fit lolhmed by 20 I 0 

h rc 2 th t te or I I th hm t tumm 1 ,\\on 1 the c:u 

in II th n t pr tt h 111 111 7. 



5.2 Conclusion 

The licld of ( \ ' R) has nrown exponentially in the last decade. Nevertheless, there 

remains'\ prntr,\ '!I..' l d ·bat about the legitimacy and value of corporate responses to CSR 

col1L'l'lll , 'I hi -.,l\1 I plorcs the relationship between CSR and financial performance. 

'I h~: l' . i tin' tudics on the relation between CSR and financial perfmmance provide 

tni . · i r ·suit . I his study is therefore motivated by the Jack of consistent evidence on the 

rdati n ·hip between CSR and fi nancial performance. 

The tudy concludes that investments in CSR have been increasing over the years from 

2007 to 2011, the highest peak in 201 0 and the lowest in 2007. Generally there was an 

upward trend in the performance of firms listed in NSE.There 

is a clear relationship between R and financial performance. Thu the company 

perform~ce has been improving as much as inve tment in R has . 

. 
Among all sectors, telecommunication and technology arc the be t in term f net pro lit 

in the pa t five years, follow d b) manufa turing and allied then b, nk.ing industry," hile 

the b ttom pl:l'fonning companie include griculturc, automobile and ace s oric. then 

investment rc ·pccti ely. Telecommunication and tl.:chnolog • compani~.:s in the 1 ast liv 

year~ were the companic that had the highest e:penditure on ' R. I( 11<.)\\: ·d b 

manufa turin:l and allied then con truction and allied indu try \\hi\· th~..: k ·\st in ·hH.kd: 

ri ulture. ut rm bil an 1 

uth riti mb t u 1 Ill 



international organization,, local NGOs and national and international companies need to 

support them in their efforts. United Nations programs have been among the first to 

introduc th '<m ' LJ t oC 'SR to KcnyaUnder the "Guidelines on Reporting and 

Di sclo" ur~:' in ~ ·nya", companies arc required to disclose CSR based on the themes of 

Fm tn)l\1\l •tHai and Social Stewardship; Code of Ethics; Statement of Compliance and 

S"ttran · '. 

5.3 Poliq Recommendations 

In re pect to the conclusion made in the study, it is quite evident that there is a positive 

relationship. The companies should now refocus of a 'Triple-Bottom Approach' TBL that 

is the totality of the corporation's financial , social and environmental performance in 

conducting its business ifthey are to remain profitable in the future . 

It should be made compulsory for all companies to disclose their C R expenditure since 

this will help researchers to research with much difficulty. Also to determine if the 

expense on CSR programs directly improves the ales of a company hence improved 

performance. And also that all companies should engage in CSR activities 

The study also recommends that if the sole motive of investments in R i to impr ve 

on .company performance, then this motive needs to be revi ed. ince there arc other 

variable which impact on company performance. Thcr fore companies should c. amin 

all their expen e 

ompanies en to be im·csting in wrong programs hence not leading din.:ctl to 

improved ·ale ' hich would lead to improved prolitabilit .. I here i · therefore need to 

invc ·t in program that impn)\'c company sa le . 

Ill ( f R md uniformity Ken). · houl l ha\ ~: ' SR in lc .. 

m ur o Sl in l : in ' ~:n a h\ Ken · l at ion 1l 
"' . 

Bur u limit ti n in utu1 . 



SA Limitations of the study 

The study focused on listed companies only which are in the private sector. These results 

would therefore not necessarily apply to the companies in the public sector. Therefore a 

research should include all companies so that the findings can be concluded to apply 

across all companies. 

Another constraint is lack of a CSR index in Kenya. Therefore there is need to develop a 

measure of CSR index in Kenya by Kenya National Bureau of Statistics to overcome this 

limitation in future, so as to ensure uniformity .Corporate social responsibility was 

measured using CSR expenditure via questionnaires. The study assumed that the 

information acquired was true, which might not be the case. 

Time period (2007-20 11) included in this study did not provide suffic~ent time carrying 

out the research work. A longer period of time should be embraced so as to determine the 

consistency of the e findings. 

1 he e planatory pO\ver of the m del wa very low ugge ting that th variabl s u ed in 

the tud wer not enough t explain the ariancc in perfom1ancc. '1 h rc arc therefore 

other variable which when included\ ould impro\c th planat lJ power of th m i I. 



5.5 Suggestions for further studies 

The stud) re ' OmnH.:n is that more studie should be done in the public sector in order to 

ascertain that r suits hold across all companies, not necessarily on listed companies. 

Mon.· als 1 n · · l \{ l ·done on the determinants of CSR in Kenya. 

It "{lltld al so be useful to determine whether significant relationship emerges as long 

term linancial performance becomes available. The study period could be extended and 

·hort-tenn and long-term measures of financial performance could be employed. 

lore case studies should be done on CSR and multiple dimensions of financial 

performance within the context of a single industry. 

The analysis included only the listed companies at NSE main market segment. Increasing 

the sample size, potentially to other companies not necessarily listed, may allow for a 

better measure of the relationship between CSR and financial performance. 

More studies should be done to determine the impact of R activities ince it doe not 

olely affect company's performance only. In some instances it may not contribute to 

improving financial performance. 
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APPENDICES 

Appendix I: Questionnaire 

I. \ mpany name . . .................................... . 

Ia sification at the Nairobi Securities Exchange 

Agricultural [ ] 

Commercial and Services [ ] 

Telecommunication and Technology [ ] 

Automobiles and Accessories [ ] 

Banking [ ] 

Insurance [ ] 

Investment [ ] 

Manufacturing and Allied [ ] 

Construction and Allied [ ] 

Energy and Petroleum [ ] 

3. In summary, please provide the total amount pent on orporatc ocial 

re ponsibility activities in the years li ted below. 

2007 .. . .. .. . . ... . ..... . .... . .. . 

2008 ..... .. ... .. . ................ . 

2009 ............................ . 

2010 ...................... .. ..... . 

201 1 .......................... .. . 

lhwk~nu 


