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ABSTRACT

The study intended to determine the effect of cafgosocial responsibility on financial
performance of commercial banks in Kenya. Finanpgiformance was measured by use
of net profits before taxes obtained from auditedtesnents of comprehensive income.
For uniformity purposes, net profits before taxesswhosen since some commercial
banks had treated expenses on CSR as tax exeniptoiliers had not. Investments were
measured by considering loans to customers (exoepther banks and corporations),
investment in treasury bonds and government sesirinvestment in shares for trading
purposes and investment in subsidiaries. InvedtmenCSR was measured using
monetary spending on social activities. Data watiobd from commercial banks
audited financial statements, websites, publicatiamd annual reports. Commercial
institutions that did not participate in CSR adtes or that had not kept data pertaining
to CSR were excluded. Secondary data from the3@@® to 2013 was used for analysis.
Using descriptive research design, the study te$bedlinear relationship between
financial performance and corporate social respditgi The study used multiple
regression analysis and the five years seconddasytdaanalyze the effect of corporate
social involvement on financial performance. Finahperformance was the dependent
variable while corporate social responsibility amyestments were the independent
variables in the multi linear regression. The stuelyealed that not all commercial banks
report their CSR involvement. Out of the 44 comnarbanks studied, only eight
provided the necessary and complete data that p@®p@riate for the study. The study
findings were that expenses on social course hawfact on financial performance of
commercial banks in Kenya.
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CHAPTER ONE
INTRODUCTION

1.1. Background to the Study

Corporate social responsibility has become a compractice among most financial
institutions in Kenya. It is one of the newest ngaraent strategies where companies try
to create a positive impact on society while doginess. Holme and Watts (2000)
defined CSR as the continuous commitment by busiries behave ethically and
contribute to economic development while improvihg quality of life of the workforce
and their families as well as the local communitg 8ociety at large. Businesses can use
ethical decision making to secure their businessesnaking decisions that allow for
government agencies to minimize their involvementhe corporation. Several reasons
have been advanced to explain why commercial uigdits voluntarily engage in social
activities. Most companies practice social actgtito satisfy their primary needs of
presenting themselves as legitimate members oégoowen, 1953). This legitimacy

has led companies to pursue their primary purpbseeking sustainable profitability.

Leaving aside the fact that the corporate sectaviges significant economic benefits to
society, there are growing concerns that largeresp@rovides great opportunities for
companies to use public resources to operate thaimesses (Carroll, 1979). Some
experts are of the idea that most rules and ragaktare formed due to public outcry,
which threatens profit maximization and therefdre well-being of the shareholder and
that if there were no outcry, there would be litégulation (Carroll, 1999). A firm is not

socially responsible if it merely complies with thenimum required of the law, because



this is what a good citizen would do. Eilbert ararket (1973) tried to make a better
understanding as to what social responsibilitylyeakeant by using the expression “good
neighborliness”. They explained that “good neighibess” entailed two meanings. First,
“not doing things that spoil the neighborhood” aetond, “the commitment of business
in general, to an active role in the solution ofatub social problems, such as racial

discrimination, pollution, transportation, or urbdecay”.

1.1.1. Corporate Social Responsibility

CSR is an ethical theory that an entity has angabbn to act in a way that benefits the
society. It is a duty that every individual hasgerform so as to maintain a balance
between the economy and the ecosystems. A tradave#fys exists between economic
development, in the material sense, and the welférthe society and environment.
Social responsibility means sustaining the equilior between the two. It pertains not
only to business organizations but also to everyeovieose action impacts the
environment (Bowen, 1953). CSR activities can beuged into four main categories:
economic, legal, ethical and philanthropic. Sudssification assumes abiding by the
CSR principles, where company’s responsibility togathe society is based on normal
profit maximization, following the legal rules, andoral responsibility as well as
philanthropic activities. CSR as a concept is basedrelationship between business
world and society, and on behaviour of companysatals its main interest groups such
as: employees, buyers, investors, suppliers, logalmunity and special interest groups

(Carroll, 1991).



In order for organization to be sustainable it mistfinancially secure, decrease its
negative environmental impact and act in confornwith the expectations of society.
Although the prime focus of business is genergpirtdits, corporations can contribute to
social and environmental goals by applying corposaicial responsibility as a strategic
line in their core business practices, corporategmnce, and management instruments
(Waddock and Graves, 1997). According to Carro®7@), businesses encompass
economic, legal, ethical and discretionary expemtatthat society has of organization at
any given time. Businesses can use ethical decmimking to secure their businesses by
making decisions that allow for government agentmasinimize their involvement with
the corporation. The best definition of CSR is thgtBowen (1953) where corporate
social responsibility is described as achieving wm@rcial success in ways that honour

ethical values and respect people, communitiestfandatural environment.

1.1.2. Financial Performance

The term “financial performance” is a compositeanforganization’s financial health, its
ability and willingness to meet its long term firgad obligations and its commitments to
provide services in the foreseeable future. Lommgit@bjectives represent the results
expected from pursuing certain strategies whichresgnt actions to be taken to
accomplish long-term objectives. The time framedbjectives and strategies should be
consistent, usually from two to five years (Wel#)08). Financial performance refers to
the act of performing financial activity. In broadsense, financial performance refers to
the degree to which financial objectives being & heen accomplished. It is the process

of measuring the results of a firm's policies apdrations in monetary terms.



Accounting based indicators such as ROA, ROE and &@ture a firm’s internal
efficiency. These indicators are used to measuma'dioverall financial health over a
given period of time and can also be used to coenganilar firms across the same
industry or to compare industries or sectors inr@gagtion. ROA is used to measure the
efficiency of assets in producing income while R@®Easures the performance of the
firm relative to shareholder investment (Marshda®20). Some of the limitations of
accounting measures are that they only captureoridat aspects of the firm’s
performance, are subject to bias from managerialipoéation and the differences in
accounting procedures (McGuire, Schneeweis and HiB6). Accounting measures are
also inward looking since they largely reflect thiciency of internal decisions and
therefore do not reflect external market respots@sganization (Branch, 1983). Despite
the limitations of Accounting based measures, atiog based measures are better

predictors for CSR than market based measures @mmat Spence, 2006).

1.1.3. Corporate Social Responsibility and Financlderformance

Some researchers have argued that CSR can imgrev@mpetitiveness of a company
in the long run, implying a positive relationshiptiveen the CSR involvement of a
company and its financial success (Weber, 2008)e fElationship between CSR and
financial performance represents the least undmistwea of CSR (Angelidis, Massetti
and Magee—Egan, 2008). While studies suggest a paitive relationship (Orlizky,

2003), this connection has not been fully establisand the mechanisms through which
firm’'s financial performance can be enhanced thho@fSR is not well understood

(Jawahar and McLoughlin, 2001). Most researcheggeathat good corporate reputations



have strategic value for firms that possess therm@Ru1987). Firms with assets that are
valuable and possess a competitive advantage mpgcexo earn superior returns
(Neville, Bell and Menguc, 2005). Those whose asset difficult to imitate may also

achieve sustained superior financial performanaer(8y, 1991).

The viewpoint for positive correlation between C&il CFP suggest that a company’s
explicit costs are opposite of the hidden coststakeholders (Briloff, 1972). Therefore,
this viewpoint is proposed from the perspectiveawdiding cost to major stakeholders
and considering their satisfaction (Cornell and ffoa 1987). Commitment to CSR
would result to increased costs to competitiveresd decrease the hidden cost of
stakeholders. Bowman and Haire (1975) pointed loatt tome stakeholders regard CSR
as a symbol of reputation and the company reputatas improved by actions to support
the community resulting in positive influence owerue. Jensen and Meckling (1976)
had an opinion that businesses can turn a soc@lgmn into long term economic
opportunity and economic benefits, productive capabuman competence, well paid

jobs and wealth.

Bowman and Haire (1975) realised that companiesotdey a medium amount of
resources to CSR reported highest ROE indicatingneaerted “U” shape relationship
between CSR and financial performance. Theorefic@lSR is expected to improve a
firm’s financial performance in the long run. Arfiris expected to gain entry into new
but volatile markets, stay competitive, maintaia dustomers apart from increased

revenue, and maintain a better brand image in tes ef its customers, better



understanding of customers’ wants and how to tbhaseé wants into needs. Consumers

have responded in ways that have undeniably shifteld from ‘trend’ to ‘expectation’.

1.1.4. Commercial Banks in Kenya

There are 44 commercial banks in Kenya out of wBitlare locally owned, while 13 are
foreign owned. Three of the locally owned banks @uélicly owned by shareholders
while twenty eight are private. Nine of the foreigwned banks are locally incorporated.
In addition to the forty four financial institutisnthere are seven representative offices of

foreign banks (CBK, 2014).

Commercial Banks have taken keen interest in CSfRdanast few years. This is evident
from their annual reports and websites where theyige a statement on their CSR
involvement. In most of their end of year financiaports, they dedicate pages
highlighting their contributions to CSR. These itudions have engaged in activities that
include education and leadership development, G&iahn literacy and access,
entrepreneurship, agriculture, Health, innovatemyironmental sustainability, enterprise
development, humanitarian intervention, businessc&t community development and

corporate governance and workplace issues.

Commercial banks in Kenya commit their resourcesdaasury bills and bonds, loans and
advances, securities, foreign currencies as thejominvestments apart from owning
subsidiaries and joint associations with other pizgtions. These are considered as the

major sources of income for commercial banks. Téreking act requires all commercial



banks not to advance loans in excess of 80% ofgispohile at the same time deposit a
minimum amount with central bank of Kenya. The mmom deposit is determined by
CBK. Deposit protection act requires all commerdiahks to insure all cash held by
them. Every bank is required to have a minimum teapf Ksh 250 Million and must

retain a core capital of at least 8% of total déd@ilities (CBK, 2014).

1.2. Research Problem

Literature has attempted to explain the economrefies of having a sound long term
financial success and has explored its effect ah gector outcomes, including national
economic growth and income distribution. Finandratitutions with good operating

results and strategies can reduce screening andamog costs and diversify risk across
different projects and overcome liquidity risks waHniultimately provide savers with high
return. Having long term financial success caraettinvestment in long-term projects
while allowing investors access to their savingsslabrt-term notice (Levine, 1991).
These institutions allow cross-sectional diversifien across projects, allowing risky
innovative activity while guaranteeing contractederest rate to savers (King and
Levine, 1993). Financial institutions can boost thte of technological innovation by
identifying the entrepreneurs with most promisieghnologies. Successful institutions
can help reduce liquidity risk and enable long-temvestment (Diamond and Dybvig,

1983). Banks with sound long term performance déer gob security to its employees,
create new employment opportunities, assure govamhrof continuous revenue apart
from satisfying their shareholders’ expectationsoldSmith (1969) demonstrated

empirically the positive correlation between soulmilg term financial performance and



GDP per capita. Reduced control problems of investowners and managers of
enterprises through improved corporate governaaneafso increase savings and capital

accumulation.

Even though the banking industry is one of the npsfitable within the economy,

higher performance could be achieved by engagingorial activities (Grant, 1991).

There is no reason to believe that shareholderswdlieg to tolerate an amount of

corporate non-profit activity which appreciably veds either dividends or the market
performance of the stock (Hetherington, 1973). €feee, when a company increases its
costs by improving CSR in order to increase contigetadvantage, such CSR activities
can enhance company reputation, thus, in the lamg €CFP can be improved by
sacrificing the short term CFP (Balabanis, Philgmsl Lyall, 1998). Today, businesses
that embrace CSR continue to see positive resulth sas; enhanced reputation,
increased sales and customer loyalty, Competitige e Strengthened relationships and
expanded market share. This drives the bottom &sepeople care about how an
organization conducts business. All organizatioagehan impact on society and the
environment through their operations, products sergtices and through their interaction
with key stakeholders (Fox, Mumo and Kavwanga, 20Distitutions can enhance CSR
as part of marketing strategy. As such CSR is itgmbrin all firms (Moore and Spence,
2006). Research points to a positive relationshgtwben CSR and financial

performance. Investment in CSR can attract custgnemable a firm to penetrate a
hostile market and attract highly competitive sta#io will help the firm attain its

mission. A business should operate in a way thasttiety does not feel unappreciated



as it strives to maximize its profits (Hetheringtd®73). Managers should therefore put
in place measures to address issues that affeanaoaities who live in their areas of

operation.

In a competitive market, customers associate thisesevith products and services from
organizations in accordance to their own perceptitmwards such institution and
institutions were becoming socially responsiblehtve good perceptions from their
customers (Marcia, Otgontsetseg and Hassan, 20&B)est institutions appeared to be
rewarded for being socially responsible. Lorrai@@00) realized that a firm size was
directly proportional to the firm’'s CSR investmemhe more a firm invested in CSR, the
more profitable it become. A firm was considerediaity responsible only if it took into

account the social needs of its stakeholders. Img@fation of CSR strategy and firm
size are crucial in determining ROE of a firm (CamPilar, Rosa and Lisa, 2011).
Kitzmuelery and Shimshack (2012) realized that $icould use CSR to maximise profits
while not for profit firms could use CSR to satisfy shareholders. Margolis, Elfenbein
and Walsh (2007) found out that CSR has, indeed,efiact on firm financial

performance. The key finding from these studieth& CSR is important in achieving

customer satisfaction and community appreciation.

Studies in Kenya have proved that there is a liattween CSR and firm profitability.
Okoth (2012), during his study on effect of CSRfioancial performance of commercial
banks in Kenya, realized that CSR has an effecR@A and ROE. Gichana (2004)

realized that all firms listed at NSE had incorggedaCSR in their mission statements.



This was during a study on a survey of CSR prastigeKenya companies listed at NSE.
According to Okiro, Omoro & Kinyua (2013) commeidianks can use CSR to create a
platform for improving their brand value and to mmte themselves. The link between
CSR and corporate performance can only be cleahdf components of the CSR
programs in an organization are clearly identifiedore the relationship of the joint and
several functions can be established (GathunglRateimo, 2013). Institutions that have
remained competitive and that have experiencedlgtgeowth have been embracing
CSR activities for a long time. This has enableshtito flourish in competitive markets
where sellers sell similar goods at similar prig@sg’olo, 2012). This demonstrates that

CSR plays a critical role in a firm’s financial sess.

The aforementioned empirical studies have demdssitrthat there is an association
between CSR and firm’s financial performance. Ttuelies have shown that there is a
close relationship between CSR and firm’s long puofitability. However, these studies
have failed to tell how a firm’s financial performe@e would improve per shilling spent
on CSR. Therefore, these studies have failed tdheleffects that CSR has on a firm’s
financial performance; hence there exists a knogéeghp. This study is therefore aiming
at filling this gap by posing the question: “Doesvasting in corporate social

responsibility activities have an effect on a fisnfinancial performance?”

1.3. Objective of the Study

To determine the effect of corporate social resjality on financial performance of

commercial banks in Kenya.

10



1.4. Value of Study

The study will enable company executives understhatiengaging in social activities
can help in managing emerging social risks as &hobdt of their operating activities.
The study will highlight a better way of marketifay a firm and its management. The
study will help a firm attract, motivate and retammpetent employees who will enable
it realize its objectives. Social activities helpngpanies to be known as responsible
corporate citizens with sensitivity towards socad environmental issues (Carroll,

1979).

By understanding the effect of corporate sociapoesibility activities on financial
performance, investors will determine how to altecdheir portfolio so as to maximise
returns and thereafter change their assessmerdngbanies' performance and will be
making decisions based on criteria that will in€uethical concerns (Carroll, 1991).
Furthermore, this study will add knowledge to poes studies on corporate social
responsibility by adding the component of its effe long term financial performance.
Analysts will find this study helpful when trying understand the effect that engaging

in social activities has on a firm’s long term firecgal performance.

Finally, by investigating the effect of CSR on CRRe study findings will enrich the
discussions on CSR and contribute to the existmgpries and literature on their
association. Other scholars can also use the imafitom gathered to expound on areas
not yet addressed in CSR, corporate strategy aritl Tlre study’s findings will act as

reference material for them while replicating thedy elsewhere.

11



CHAPTER TWO
LITERATURE REVIEW

2.1. Introduction

This chapter highlights various theories on CSRs #mpirical studies on CSR,

theoretical framework and a conclusion from litaratreview.

2.2. Theoretical Review

In spite of the variety and complexity of approahelated to CSR, there are some
proposals which have become mainstream theoriesxamative Corporate Social
Responsibility. Among the theories are; the theofysocial costs, agency theory,

stakeholder theory and relational theory.

2.2.1. The Theory of Social Costs

The focus on corporate non-economic effects orstimo-economic system is the basis
for responsibility allocation Marshall (1920). Inther words, problems of modern
corporate responsibility deal with the fair allaoatof social costs. Moreover, the social
costs literature influences indirectly attempts atsuring social performance. The terms
‘social cost’ point out, at a very basic level obdysis, the same concept. Problems arise
in the literature with regard to the study of ‘ext&@ economies’. According to Marshall
(1920), external economies have to be secured éyctimcentration of many small
businesses of a similar character in particulaalibes or by the localization of industry.
The location of small enterprise is thought of amatter of exogenous advantage when
they can be placed among a cluster of similar prites. There is always some part of

12



the enterprise’s activities that affects the enwment. A transition from ‘external’ to

‘social’ is a short logical passage, in fact soémtes here co-operate with economic.
There are often strong friendships between emptoged employees but neither side
likes to feel that in case of any disagreeabledieai happening between them, they must

go on rubbish against one another (Marshall, 1920).

Pigou (1920) starts out from Marshall’s intuitiansorder to introduce the problem of the
firm’s social costs, or the ‘real’ theoretical basfssocial responsibility. This difference
assumes importance in welfare economics, as ibeasocial revenues or losses. The fact
that we can distinguish between social and priyatdits or losses implies a series of
problems in terms of evaluation. The issue of dooists relates to the organization
originating the costs and to their coverage. Ofttie, the latter produces a huge debate
(Meade, 1973). Based on the fact that the probseaf justifying state intervention in the
economy and making it easier to reach a ‘naturgliildrium, this assumption has

important consequences in terms of social respiitisis.

The state’s role in the economic system aims t@ceucial costs and may be intended as
the state assuming responsibilities in order tegmee the national product and citizens’
welfare. Thus, its natural counterpart should k= tf leaving no responsibilities to the
corporation that produces the cost even if indiyeat involuntarily. This issue makes it
clear that paying for social costs is a matteraftacting and that it has to be assumed
by either the firm or by the state (Coase, 1960pmFa different perspective, Coase

(1960) tries to shift the issue to corporate producfactors. The main thesis is that the

13



costs of the transaction between citizens and govent determine whether the state
intervenes in the economy or not (Coase, 1988)ingawr social costs is a matter of

contracting.

2.2.2. Agency Theory

Generally, ‘shareholder value-oriented’ goes alanthp the agency theory, which has
been dominant in many business schools in thedkstdes (Ross, 1973). In this theory,
owners are the principals and managers are themtagThe manager bears fiduciary
duty towards the owners and is generally subjestriang incentives in order to alienate
their economic interests with those of the ownemd with the maximization of

shareholder value. Today, it is commonly accepted under certain conditions the
satisfaction of social interests contribute to maxing the shareholder value and most
large companies pay attention to CSR particularlgansidering the interests of people
with a stake in the firm. In this respect, Jens2@00Q) has proposed what he calls
‘enlightened value maximization’. This concept sfies long-term value maximization

or value-seeking as the firm’s objective which pésnsome trade-offs with relevant

constituencies of the firm.

To distinguish profitable CSR from others which a@, Burke and Logsdon (1996)
proposed the concept of SCSR to refer to poligeesgrams and processes which yield
substantial business related benefits to the finnparticular by supporting core business
activities, and thus contributing to the firm’s effiveness in accomplishing its mission.

From this perspective, there is an ideal level @&RCdeterminable by cost-benefit

14



analysis and depending on several factors (McWhkiaand Siegel, 2001). This requires a
careful calculation of the optimal level of soamltput in each situation for maximizing

shareholder value.

2.2.3. Stakeholder Theory

In stakeholder theory, the purpose of the firm ascteate wealth or value for its

stakeholders by converting their stakes into gamud services (Clarkson, 1995) or to
serve as a vehicle for coordinating stakeholdeerests (Evan and Freeman, 1988).
Stakeholder theory was first presented as manageeiary. Accordingly, the corporation

ought to be managed for the benefit of its stakadrst its customers, suppliers, owners,
employees and local communities, and to maintaittiegsurvival of the firm (Evan and

Freeman, 1988). The decision making structure gedbaon the discretion of the top
management and corporate governance, and frequienidy stated such governance
should incorporate stakeholder representativekeStdder theory of CSR is related to
the belief that corporations have an obligatiordastituent groups in society other than
stockholders and beyond that prescribed by lawmworucontact (Jones, 1980). Thus,
stakeholder theory takes into account individualgroups with a stake in the company

including shareholders, employees, customers, sr@pid local community.

According to Freeman (1984) the stakeholder conpeptides a new way of thinking
about strategic management. By paying attenti@tredegic management, executives can
begin to put a corporation back on the road to esscHowever, it is also a normative

theory which requires management to have a mor&y du order to protect the

15



corporation as a whole and, connected with this, alm legitimate interests of all

stakeholders (Friedman, 1970). Evan and FreemaB8jlStated that management,
especially top management, must look after thethedlthe corporation, which involves

balancing the multiple claims of conflicting stakéters. The term stakeholder was
meant by Friedman (1970) to generalize the notiostackholder as the only group to
whom management need to be responsible. ‘Staketaan be taken in two senses. In
a narrow sense, the term stockholder includes thoseps who are vital to the survival

and success of the corporation (Freeman and R688).1n a wide sense, it includes any
group or individual who can affect or is affecteg the corporation (Freeman, 1984).
Thus, stakeholders are identified by their intexyestthe affairs of the corporation and it
is assumed that the interests of all stakeholdake hntrinsic value (Donaldson and

Preston, 1995).

The base legitimacy of the stakeholder theory idvem ethical principles; principle of
corporate rights and principle of corporate effe(fiseeman and Reed, 1983). Both
principles take into account the Kant’s dictum exgdor persons. The former establishes
that the corporation and its managers may not tadlae legitimate rights of others to
determine their future. The latter focused on thsponsibility for consequences by
stating that the corporation and its managers aspansible for the effects of their
actions on others. There is the problem of solvounflicting interests between
stakeholders. Several authors, accepting the ksaleholder framework, have used
different ethical theories to elaborate differepp@aches to the stakeholder theory, and

specifically to solve conflicting stakeholder deman It has been proposed, among
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others, the following theories: Feminist Ethics (®ua and Dunn, 1996), the Common
Good Theory (Argandofia, 1998), the Integrative &o€ontracts Theory (Donaldson
and Dunfee, 1999) and the Doctrine of the fair Gmis (Freeman, 1994). Freeman
accepted these pluralistic ethical approaches Bgemting stakeholder model as a

metaphor where different ethical theories find room

2.2.4. Relational Theory

Relational theory has its root from the complexmfienvironment relationships.
Corporate citizenship of the relational theory sgly depends on the type of community
to which it is referred. It is a path that a cogtmn may take to behave responsibly.
Fundamentally, it is about the relationship thatc@poration develops with its
stakeholders, and therefore, the former has toiraomisly search for engagement and
commitment with the latter. Corporate citizensl@pcording to Garriga and Mele (2004),
is an approach used under the integrative andigaliheories and this is supported by
Swanson (1995) and Wood and Lodgson (2002). Thasrthis sub-divided into four
categories namely business and society, stakehafgfmoach, corporate citizenship and

the social contract.

Business and society implies business in societgr&lCSR is the interacting factor
between the two. It is necessary that the Socspamsibility of the business need to
reflect social power that the business possessks. approach is both within the
interactive and ethical theories, where the formmphasizes the integration of social

demands and the later focuses on the right thirechieve a good society (Garriga and
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Mele, 2004). Corporations are proactive in pubhghreports on economic, social and

environmental performance following the idea gbletbottom line (Elkington, 1998).

Stakeholder approach is one of the strategies pfduing the management of the firm.
Corporate relationship of relational theory depeodghe type of community it refers to
while the social contract theory explains the fundatal issue of justifying the morality
of economic activities in order to have a theosdtizasis of analyzing social relations
between the corporation and the society. In thieesialder approach, the purpose of the
firm is to create wealth or value for its stakeleoflby converting their stakes into goods
and services (Clarkson, 1995), or “to serve as lacles for coordinating stakeholder
interests” (Evan and Freeman, 1988). Stakeholdemagh has been developed as one of
the strategies in improving the management of time. fit is a way to understand the

reality in order to manage socially responsibleawvatr of a firm.

The term ‘corporate citizenship’ was introduceaitite business and society relationship
mainly through practitioners (Vidaver-Cohen andmdn, 2000). Since the concept of
corporate or business citizenship is increasingigoaiated with a global sense of
business and with a notion of citizenship whichbgyond national boundaries, Wood
and Logsdon (2002) suggested using the expresbigginess citizenship’ and ‘global

business citizenship’ instead of ‘corporate cit&@p’ to make clear that this term is not
limited to corporate involvement and philanthropydato present a global sense for
citizenship. A firm is not socially responsibleiifmerely complies with the minimum

required of the law (Eilbert and Parket, 1973). Me#1973) argues that a society is a
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series of social contacts between members of soaret society itself. He states that the
business does not act in a responsible manner $edais in its commercial interest but

because it is part of how society implicitly expgebtisiness to operate.

2.3. Determinants of Financial Performance of Comnreial Banks

The determinants of commercial bank’s financialfg@nance can be categorized into
two namely those that management can control aosktthat are beyond management
control (Linyiru, 2006). The factors that managetream control are classified as internal
determinants while those that are beyond their robrare referred to as external
determinants. According to Williams, Molyneux andhofnton (1994), the internal

determinants basically reflect on the differencesbank management policies and
decisions in regard to sources and uses of fundsagement, capital and liquidity

management and expenses management. The managenteited effects on

profitability can be analyzed by examining the coelgnsive income statement and
statement of financial position of these institnfoStatement of financial position items
would illustrate the bank’s management policies dedisions in relation to the sources,

composition and use of funds (Bourke, 1989).

According to Molyneux and Thornton (1992), manageimefficiency in generating
revenues and controlling costs would be reflectedhe statement of comprehensive
income. Management controllable internal deterntimamclude capital ratios, liquidity
ratios, asset and liability portfolio mix and ovedd expenses. On the other hand,

external determinants of commercial bank profitgbitan be sub-classified as either
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environment related factors or firm related factoEswironment related factors as
considered by Short (1979), Bourke (1989) and Melynand Thornton (1992) includes
market structure, regulation, inflation, intereater and market growth. Firm specific

factors include firm size and ownership.

2.4. Empirical Literature

The study by Marcia, Otgontsetseg and Hassan (20istigated whether US
commercial banks in aggregate were taking substansiteps at being socially
responsible, if their socially responsible actestihad changed since the financial crisis,
and whether they were being rewarded for theiroasti The study used publicly
available data on CSR to analyze CSR strengthsC&RI concerns. It found out that the
largest banks consistently had higher CSR streragtdsCSR concerns during the sample
period. Further, this group saw a steep increa§&&SR strengths and a steep drop in CSR
concerns as the worst of the financial crisis pés3ée study also found that more
profitable banks, banks with higher capital ratiasg banks that charged lower fees on
deposits had significantly higher CSR strengthse Tésearchers found out that banks
with more females and minorities on the board oéaors had significantly higher CSR
strengths. Examining the relation between CSR ark Iperformance, the researchers
realized that the largest banks appeared to berdewdor being socially responsible as
both size adjusted ROA and ROE were positivelysigdificantly related to CSR scores.
Thus, after the financial crisis, the biggest batilet had been accused of putting their
own interests ahead of their customers and thendiahsystem as a whole worked to

repair their reputations by turning to more sogiadisponsible activities. For these banks,
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the increased participation in socially responsiaétivities was related to improved

financial performance.

Lorraine (2009) studied the relationship betweerRG®d financial performance using
structural equation modeling. His findings weretttad respondents had knowledge of
the term CSR, however, not all respondents usedtidira CSR and others such as
“corporate citizenship” and “corporate responsipiind sustainability” were offered as
alternatives. It was noted that some SMEs feltwbed “Corporate” alienates small firms
and implies CSR is more complicated than it is @ality, while some large firm

respondents felt the word “Social” confined theiBRC activities to those of a social
nature. With regard to the management of CSR aadjel firms interviewed had devoted
persons or departments to CSR, while no SME hadparate CSR department, the
management of CSR was assumed by senior managemarast cases the CEO. It was
also noted that CSR was more formal, strategic iateyrated into all aspects of the
business in large firms than in SMEs. While deifoms of CSR differed from firm to

firm, Lorraine (2009) realized that a commonalitmang them was that CSR was
generally defined by reference to stakeholder theior that a firm was socially

responsible if it took into account the interestsl aeeds of its group of stakeholders.

CSR activities are positively correlated with fisize.

Carmen-Pilar, Rosa and Lisa (2011) aimed at anajythe effect exerted by CSR on
short-term and long-term corporate financial perfance of European companies listed

in the Stoxx Europe 600 index and Stoxx Europedbusbility index from 2007 to 2010.
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Results revealed that the implementation of a C8Rtegy, the level of economic
development of the country and firm size deterntinle ROE of the firm. The CSP
variable is positively and significantly relatedttee ROE of companies. Thus, companies
with more socially responsible activities improvee tshareholders’ return by realizing
higher CFP. Thus, firms in more developed countiasin significantly better financial
performance than other companies situated in legsldped countries. In contrast, there
was a negative and significant relation betweem’éirvolume of total assets and ROE
which could be due to larger firms having a mormplex organizational structure that is
more formal and centralized than those of smallens. The results for ROA showed
that the estimators obtained using the differentl@also presented differences in terms
of size and level of significance, as was the dasghe ROE specification. The study
found a positive and significant relationship betwéhe ROA variable and CSP and the
classification of the country in which the companyieadquarters were situated, while
the relationship between ROA and firm size was neglg significant. The results
showed a positive and significant relationship lestw CSR, CSP and the level of

development of the country where their headquavters located.

Kitzmuellery and Shimshack (2012), while studyingpmomic perspectives on CSR,
realized that individual preferences were the wtendriving force behind any form of
CSR. In the presence of social stakeholder prefeserfirms may use strategic CSR to
maximize profits, while not-for-profit may use CS#R satisfy shareholders’ social
ambitions. Only if managers take CSR beyond stralegels or shareholder preferences

does CSR constitute moral hazard. The study regahht when people make donations
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or privately provide public goods, such as chatitgre may be many factors influencing
their decision other than altruism. Social pressgudt, sympathy or simply a desire for
a "warm glow" may all be important. Within this fnework two opposing perspectives
on CSR can be taken. First, CSR may constitute emiapform of investment into
innovation that may result in negative costs (nenhdjits) over time. Secondly,
shareholder value maximization in general, as aglprofit maximization in particular,
can motivate CSR. Stakeholders may be endowedregipective social, environmental
or ethical preferences. CSR treats the existense@él or environmental preferences as
exogenously given and focuses on the interacti@taden firms and stakeholders. The
study considered such impure altruism formally dedeloped a wide set of implications.
In particular, the study discussed the invariancepg@sition of public goods, the
sufficient conditions for neutrality to hold, th@tonal tax treatment of charitable giving
and calibrates the model based on econometric estuici order to consider policy

experiments.

Margolis, Elfenbein and Walsh (2007), while cargyiout a meta-analysis of the results
from 167 studies, found that 27% of the analysesveld a positive relationship, 58%
showed a non-significant relationship, and 2% shibaenegative relationship between
CSR and CFP. Building up on the view of CSR assauece, the CSR-CFP relationship
is influenced by both the company’s social perfarogaand institutional norms of CSR
in the firm’s industry. In support of the view th@6R is a valuable resource for firms,
they found that CSR-related shareholder propodas were adopted led to superior

financial performance as compared to firms whos®-@3ated shareholder proposals
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were rejected. The researchers realized that adpfitie proposal led to an increase in
ROA by 0.7% to 0.8%, and an increase in NPM by 1t@%.2% in the two fiscal years
following the adoption of CSR. They also found tha stock market reacted positively
to the passage of close-call CSR proposals inwieeday event window following the
announcement of the vote. A CSR proposal that pags#ded a positive cumulative

abnormal return of 1.9% compared to a proposalftilad.

A study by Gathungu and Ratemo (2013) revealeddisatosure of the CSR activities
by organizations was used as a measurement tgoérédrmance in the sense that the
investment in CSR activities was an indication lué tevel of resources available and
more especially the value that the organization &sctibed to the beneficiaries of the
programs. Though CSR was considered part of theabpes of an organization, its
impact on the organization’s financial performaneas slightly different from that of
other functions such as production, finance, sgliamd distribution. Therefore, if it
would not be possible to establish a clear relatign between CSR and corporate
performance, the social and environmental respdigiof the organization was likely to
remain at the level of empty mission statementsiasoldted add-on activities which in
turn would affect the performance of the organ@atiThe study revealed that CSR
practices were aligned with the strategic intertt #rat generally the CSR programs met

the expectations of employees, investors and lmmaimunities.

Ongolo (2012) investigated the relationship betweg@8R and market share of

supermarkets in Kisumu City for the period 200&2@10. He sought to determine the
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factors that motivated the practice of CSR amosggermarkets in Kisumu City. The
findings revealed that there was a strong relatipgnbetween CSR and market share.
Institutions that had invested more on CSR had bkajbs revenue. The researcher also
realized that there was a positive correlation facieht between market share index and
CSR. Larger supermarkets preferred education, water sanitation while the other

supermarkets preferred to support to the lessrat&uin society as their CSR activities.

Okiro, Omoro and Kinyua (2013) tested the relafop between investment in CSR and
sustained growth of commercial banks in Nairobi @gu The researchers sought to
establish the relationship between banks sustagrevth and CSR. The findings

revealed an increasing positive attitude towardR @&terms of investment. There was a
general agreement that CSR was essential for #teess of the firm. Since commercial
institutions work to generate profits by offeriniget best services to customers, they
would provide proper care to retain its customdree researchers found out that
investment in CSR activities had a positive effenta banks’ sustained growth. The
findings indicate that there was a weak positiMatienship between the variables and
that only 11% of bank sustained growth could belarpd by investing in CSR

activities.

A survey by Gichana (2004) on CSR practice by Kengampanies sought to identify
social responsibility practices by firms listedtire NSE and the factors that explain the
kind of CSR practices adopted by these firms. Thdysfound out that all the companies

practiced long term planning and had strategiesoorial responsibility in place. It was
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observed that majority of these firms focused oaltheand education in their practice
and were responsible to their employees by offetiregn medical, housing and pension
schemes. It was also observed that water consenvaild management was poorly
addressed with most of the respondents focusingnternal implications or their

activities rather than the water situation as alevtum factors that drive companies to
adopt CSR. The recognition of CSR as a core vahgethe most cited explanation. Other
factors include: giving back to the community asway of meeting government

requirement on degradation and as a medium of iseerent.

Okoth (2012) found out that CSR was good for timaricial performance of large and
medium size banks and had no effect on the ROAnalldbanks. The researcher realized
that CSR had a positive and significant effect @ARand ROE for all commercial banks
when aggregated. However, when classified on thesbaf market size, the study
revealed that CSR improved financial performanckafe and medium size banks while
the effect on ROA of small banks was insignificalttis study concluded that CSR had a
positive effect on financial performance of largedamedium size banks and no
significant effect on the financial performancesafiall banks. The researcher concluded
that it was not in the interest of shareholderssfoall banks to engage in CSR activities

as doing so could only drain their wealth withony aeturn.
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2.5. Summary of Literature Review

Studies that have been conducted are based orelieé that a responsible institution is

rewarded for its good reputation and have failedrtove at the same conclusion. Some
of these studies show a positive correlation, stleenegative correlation while others
have shown no correlation at all. A closer exanmabf these studies reveals variations
on data sources, measures used on both dependeinidapendent variables and control
variables. The researchers have not been conclasit@what is the relationship between

corporate social responsibility and financial pariance.

The aforementioned empirical studies have demdssitrthat there is a link between
CSR and financial performance. Most of the eatlydies attempting to identify the
relationship between CSR and financial performahese focused on subjective
technigues to measure CSR. These studies havhaveg¢yer, demonstrated how a firm’s
financial performance would be affected by invegiim CSR activities. The studies have
not explained the motive for commercial institugoto aggressively invest in CSR
activities despite the fact that there is no regaent for them to do so. This constitutes a

research gap which this study is seeking to breach.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1. Introduction

This chapter begins by describing the researclgdesiopted. It then identifies the target
population from which the sample was selected dedsampling techniques used in
identifying the firms that were subjected to thedst The chapter ends by describing the
data analysis techniques used in analyzing the daththe models applied in data

analysis.

3.2. Research Design

The research design used in this study was theipgge design. The descriptive design
leads to the discovery of associations among ttiereint variables. An explanatory case
study was used to explore causation in order td €inderlying principles. The design
was found appropriate for carrying out a holistio, depth and comprehensive
investigation where much emphasis was placed orarnla¢ysis of the effect of CSR on

financial performance of Kenyan commercial banks.

3.3. Target Population and Sample Design

The study targeted commercial banks in Kenya thdtihvested in CSR from the year
2009 to 2013. A non probabilistic sampling desigaswsed since the data was only from
those firms that have incorporated CSR in theiiviigts from the year 2009 to 2013.

Investment in CSR was tested against net profitereéeax for the same period.
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3.4. Data Collection Procedures

The study used secondary data for analysis whicluded data from the company’s
annual reports to shareholders. The nature of dusgd included statement of financial
position, statement of comprehensive income andianreports to stakeholders. The

study covered a period of five years from 2009023

3.5. Data Analysis

The study used Statistical Package for Social $ewrio determine the relationship
between firm's CSR investment and profitability. eTlstrength of the relationship
between CSR and performance was tested using eocaricorrelation coefficient.
Regression analysis was used to determine theomdaip between CSR and firm’s
financial performance at 5% level of significantle regression equation took the form;
NPBT =a + BiX1+BX2+ ¢

Where NPBT is the net profits before tax; Xepresents investment on CSR; X
represents total investments, whikeis the error termf1, B2 anda are constants to be
determined.

Investments includes investment in government #sesir investment in subsidiary,
securities held for trading purposes and loans addances to customers. CSR
investment considered only monetary expenses t@sodial course. Net profits before

taxes (NPBT) were used to measure financial perdaogae.
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1. Introduction

This chapter presents response rate, descripttistats, correlation analysis, regression
analysis and a test of statistics. The chapter evitts a discussion from the research

findings.

4.2. Response Rate

This study analysed 44 commercial banks out of wibialy eight provided the complete
and necessary data for this research. Commerciaksbatudied had government
securities, investment in subsidiaries, securttielsl for trading purposes and loans and
advances to customers as their main source of iacdvtost financial institutions
analysed, even though they participated in CSRiities, had failed to keep proper data
to reflect what they had spent on CSR. Some oktliempanies had treated CSR as part
of marketing expenses. Data on investments wadlyeaailable from all the 44 Kenyan
commercial banks. Since this study was mainly coresk with the effect of CSR on
financial performance, data on only investmentdadtoot be of any help. Data obtained
from the eight financial institutions was analyaeging Excel to determine each of the

firm’'s CSR expenses, investments and net profifisrbdaxes.
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4.3. Descriptive Statistics

The study used two types of data analysis; desegiginalysis and inferential analysis.
The study used Pearson correlation, regressiolysasand t-ratio for inferential analysis
and means, averages and standard deviation forripglese analysis. Commercial
institutions with large capital base had investeghiicantly large amounts on CSR
compared to those with low capital base. The shldy revealed that commercial banks
that invested the largest amounts of money on @&akzed the highest returns. Table 4.1
presents the descriptive statistics of the ovena@wW SR investment during the 2009 to
2013 period. The results revealed that on averag®amercial banks studied had spent
Ksh 73 Million in 2009, Ksh 124 million in 2010, Ks96 million in 2011, Ksh 115

Million in 2012 and Ksh 207 Million in 2013 on CSR.

Year Min Max Mean Variance Standard deviation
2009| 14,500| 160,000/ 73,140 23185336345 48151.15404
2010| 30,500| 362,400| 124,426| 11413103049 106832.1255
2011| 26,160| 175,800, 96,801 2666168416 51634.95343
2012| 29,632| 235,000| 115,264| 5104196152 71443.65719
2013| 29,700| 555,311| 207,816| 33448757103 182890.0137

Table 4.1: Descriptive statistics for overall CSR

On the other hand, these banks had invested betWebln8.7 million and Ksh 273
million on government securities, subsidiaries,usi#ies held for trading purposes and
loans and advances to customers during the 20R01t8. Table 4.2 presents a summary

of the descriptive statistics of total investmeiotsthe years under review.
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Year Min Max Mean Standard Deviation
2009 8,759,532 137,404,000 72,654,815 41939327.52
2010 16,172,710 154,823,728 94,824,081 48859935.15
2011 24,470,836 208,297,358 110,811,206 59465770.34
2012 37,765,343 230,504,366 130,409,019 66081887.28
2013 46,214,995273,184,115 156,005,750 75899410.04

Table 4.2: Descriptive statistics for investments

Commercial banks studies recorded varying finamesallts depending on their mode of
operation and investments. Table 4.3 is a stadisilicistration of financial performance
for the years 2009 to 2013 while table 4.4 is &sdteal illustration for investments, CSR

and financial performance for the entire periodesed by the study.

Year Min Max Mean Std
2009 318,137| 9,002,000 4,430,264 2936869.52
2010 535,083| 13,553,000 6,494,736 4334011.18
2011| 1,147,408 15,129,374 7,771,435 5182162.54
2012| 1,147,408 17,420,000 9,501,834 6525775.39
2013| 1,812,168 20,123,759 10,621,879 6929475.12

Table 4.3: Descriptive statistics for overall ficgal performance

Mean Min Max Std
NPBT 7,746,725.20 318,137 20,123,759 5550376.033
CSR 119,255 14,500 555,311 106503.0113
Investmenty 112,756,284 8,759,532 273,184,115 63440278.15

Table 4.4: Descriptive statistics for overall ficgal performance, CSR and investments
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4.4. Correlation Analysis
Correlation analysis provides a measure of degfessociation between variables in a

regression model. Linear regression used in thidyseéstimates the relationship between
financial performance, investment and CSR. Thassizdl package for social Sciences
(SPSS) version 20 was used to find the statistieddtionship between financial
performance, investment and corporate social respitity at 5% level of significance.
A correlation matrix was used to determine multitnearity between the variables. If
there is a strong correlation between two predictoiables, the correlation coefficient is
close to 1.0. In a situation where two predictatialzles have a correlation coefficient of
1.0, then one of them has to be dropped from theéeinds shown in figure 4.1, none of

the variables is strongly correlated with each othe

NPBT CSR Investments

Pearson NPBT 1.000
Correlation CSR 0.717 1.000
Investments 0.962 0.643 1.000

Figure 4.1: Correlation matrix between the variable

4.5. Regression Analysis and Hypothesis Testing

Coefficient of determination (the percentage vaiatn the dependent variable being
explained by the changes in the independent vasabdnd P-value were used to
determine the overall significance of the model. gkown in figure 4.2, Correlation

coefficient of 0.970 indicates a very strong catiein between the dependent and

independent variables. On the other hand coefficendetermination (R = 0.941)
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indicates that 94.1% of the variation in the finmahcial performance is explained by the
changes in CSR and investments while only 5.9%nexplained. Both investments and
CSR have a direct relationship with firm financipeérformance. The correlation
coefficient (r) determines the magnitude and dioecof the relationship between the
independent and dependent variables. Figure 4 8sshwe coefficients, standard errors,

t-ratio and P- Values for each of the variableslusrghe model.

Model R R | Adjusted| Std. Error of Change Statistics
R? the Estimate

R”Change| F Change

1 0.97 | 0941 | 0.938 |1383010.91§ 0.941 295.571

Figure 4.2: Coefficient of determination

Model Unstandardized Coefficient] t Significance
Coefficient Std. Error

(Constant) -1717925.72( 45032853 -3-815 0.001

CSR 8.702 271 3-204 0.003

Investments 0.075 0.005| 16-391 0.000

Figure 4.3: Standard error, t-ratio and P- Values

Analysis of Variance (ANOVA) consists of calculat®that provide information about
levels of variability within a regression model aiodms a basis for tests of significance.

ANOVA was used to determine the level of variapilitom the mean. It provides a
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statistic for testing the hypothesis tiffat£0 (there is a significant relationship between
the response and predictor variables), againstwhiehypothesis tha; = O (there is no

significant relationship between the response aadigtor variables).

A predictor variable is linearly related with thesponse variable if its P-Value is less
than the level of significance. Using P-Valuesdstton the individual significance, this
study shows that financial performance is affecbsd both investments and firms
engaging in social course. If P-value is foundeoless than the level of significance, a
correlation exists between the response and poediatiables. As shown in Table 4.5, P-
Value of 0.000 is less than 0.05, suggesting thatet is a significant relationship
between the dependent and independent variabldsmusiee study. This clearly indicates
that CSR and investments determine financial pevémice of commercial banks in

Kenya.

Sum of Squares | Df Mean Square F Sig.
Regressior] 1130689680193080.0 2 | 565344840096541.00 295.571| 0.000
Residual 70770610082003.5 37| 1912719191405.5
Total 1201460290275080.0 39

Table 4.5: Analysis of variance

Figure 4.3 illustrates that P-Value for CSR is @.00his being less than 0.05 suggests
that there is enough evidence to support the altee hypothesispg #0) that CSR has

an effect on financial performance at 5% levelighgicance. This suggests that there is
a significant linear relationship between financp@rformance and corporate social

responsibility.
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4.6. Discussion of Research Findings

The study found that CSR is good for the finanpiformance of commercial banks in
Kenya. The study findings are that= -1,717,925,720p3; = 8.702 andB, = 0.075
suggesting that CSR has a positive and directtebiedirm’s financial performance. The
regression coefficients illustrate that if a comam@rbank does not invest or engage in
CSR, it would incur a loss of Ksh 1,717,925,72the Thodel also shows that, for every
unit increase in CSR investment, firm’s financiarfprmance increases by 8.702 units

and by 0.075 for every unit increase in investnegnincome generating activities.

Therefore, a model of two predictor variables (C&RI investments) can be used in
forecasting financial performance of a commercakin Kenya for the period 2009 to
2013. The adjusted R square of 93.8% shows thatmibdel is a fair estimate of the

relationship between financial performance, investtn and corporate social

responsibility. It is therefore reasonable to stdtat CSR helps to improve firm’s

financial performance and that the model below lmamised to fairly determine financial
performance of a commercial bank during the pe?i@@d to 2013.

NPBT =8.702 X CSR + 0.075 X Investments
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1. Introduction

This chapter provides a summary of the study, emieh, recommendations, limitations

of the study and suggestions for further research.

5.2. Summary of the Findings

The study used a cross-sectional research desdjrc@rered the period from 2009 to
2013. Financial performance was measured by useetprofits before taxes obtained
from audited statements of comprehensive incomeeskments were measured by
considering loans to customers (except to othek$amd corporations), investment in
treasury bonds and government securities, investmeshares for trading purposes and
investment in subsidiaries. Investment in CSR maasured using monetary spending
on social activities. A multiple regression modesahen used to analyze data. The study
revealed that CSR has a positive and significdieicebn firm’s financial performance.

The nature of CSR activities also determines thel lef profitability.

The findings of this study agree with those of @k(2012) only that this study reveals
that CSR improves financial performance of all caancral banks irrespective of their
size. The study fully supports the findings of Oleg012) and those of Gathungu and
Ratemo (2013). CSR enables a firm to penetratendng&et, remain competitive in a stiff
and volatile market and generate profits for ageeable future. Commercial banks that

started as small have had their profitability img@ver a long period to the extent that
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they are outshining their “large” counterparts. Bamhat have reported highest profits
have highest Strategic CSR investment comparetidset that report very low profits.
This study’s findings deviate from the findings@kiro, Omoro and Kinyua (2013). The
slight variation is mainly brought about by methlodly used to measure CSR and

location of the study.

Holme and Watts (2000) defined CSR as a continlcmmsmitment by businesses to
behave ethically and contribute to economic devekt while improving the quality of
life of the local community and the society at Earghe objective of this study was to
determine the effect of CSR on financial perforneainé commercial banks in Kenya.
Bowen (1953) specifically stated that companiextima CSR to satisfy their primary
needs of improving their financial performance wlpresenting themselves as legitimate
members of the society. Instrumental theories recend that firms should engage in
CSR activities since it helps them enter new matkadtract cheap and competitive labor,
build their brand name and grow revenues. Thigiarn maximizes shareholder value in
terms of earnings per share, performance of comgaayes in the market and overall
firm growth. When an organization recruits the uptayed and inexperienced youth in a
society, there is usually a relationship that depelbetween the organization and the

society.

The satisfaction of society’s social interests dbates to maximizing shareholder value.
Burke and Logsdon (1996) proposed the concept &R5@ which case, as revealed by

this study, educating a poor bright child, settiqpga health facility where there is none,
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starting an irrigation plant in arid areas and dimgafood to the starving will add more
value than collecting garbage, planting trees antaming a garden. A CSR activity that
affects the majority in the society has a highdecatf than those that favours few
individuals. Therefore, a firm can strategicallypoke a CSR activity that will help it

build a strong relationship with its customers.

5.3. Conclusion

The study intended to determine the effect that @&R on financial performance of

commercial banks in Kenya. The researcher used-s@mdional research design and a
regression model and found that CSR has a postinksignificant effect on financial

performance. This study concludes that CSR forstiezess of a commercial bank since
it helps to improve financial performance. It isetefore, a noble practice for commercial
banks to engage in CSR as part of their operatitigites and set aside funds annually
towards a social course. CSR should therefore beidered as part of daily operating
activities and that for a firm to grow and realiteedreams, it has to engage itself morally

and commit itself at improving the society’s so@al living standards.

The study reveals that highly profitable institmo have heavily invested in CSR
activities for many years while those that have agfsv reported losses have been
considering CSR as unnecessary expenses. Therefmmanercial institutions should

operate outside their normal business activitiesufgport the community. Improving the
livelihood of a community attracts volunteers, ist#s and sponsors who will help a

commercial institution achieve its objectives tossicommunity needs. In return, the
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financial institution will spend less on CSR whaethe same time achieve high returns
from being a good corporate citizen. Being a gootpbarate citizen attracts new and
unexpected customers, new capital, tax exemptigmgernment favors and in the end
achieving greater profitability. This study justéi the reason why successful Kenyan
commercial banks have been aggressive towards tingesn CSR activities than

towards marketing.

5.4. Recommendations

The study found that CSR is good for the finangalformance of all commercial
institution. In agreement with the argument of &man (1970) that the social
responsibility of business is to grow its profilsjs in the interest of shareholders, for
commercial banks to engage in CSR activities asigl@io improves their financial
performance. The researcher recommends that imstisu should partner with other
institutions that offer varying services to jointigvest in common CSR activities as
doing so leads to cost reduction while achievimgilar goals. Financial institutions can
partner with telecommunication industries, manufaog industries, commercial

academic institutions or hospitals to spearheadai@SR objectives.

This study recommends that the Institute of CexdifPublic Accountants of Kenya, being
a professional accounting body, designs a unifoeporting framework for all

institutions to use while reporting their CSR ink@inent. This will not only make it easy
for future researchers to collect research data,vll also enable shareholders to

evaluate the extent to which the firm has invesiedpromoting their company’s
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corporate citizenship. Commercial banks in Kenyandb have a common platform or
procedure for reporting their CSR investment. Oas kb read through their annual
reports to determine the approximate amount indast€SR. Kenyan commercial banks
follow International Financial Reporting Standartfgernational Accounting Standards,
Generally Accepted Accounting Standards and GdgerAlccepted Accounting

Procedures that fail to address CSR investmentsin@ycial banks have also formed
independent companies dubbed “foundation” to smeattiheir CSR activities and have
published CSR information on several pages of taeiual reports, their websites and
their newsletters. These reports, however, lackotmity across the industry hence

making it difficult to determine with precision wihan institution has invested on CSR.

Finally, the researcher recommends that shareloldews be considered regarding how
much the firm should invest on social course arlywald the nature of CSR activities to
be undertaken. Shareholders, being spread alltbeerountry, have vital information on
what the society needs and what will make them ca®o with a brand name.
Management should also carry out a cost benefilysisafor projects they intend to
initiate so as to determine if the firm will fulpchieve its objectives without constraining
finances for other core activities of the organ@atThis will help ensure that in as much
as the firm is socially responsible, shareholdéus’ds are not run down meeting the

interests of the society.
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5.5. Limitations of the Study

In this study, CSR was measured by considering maonspending on social activities.
However, CSR has various dimensions, some monethilg others non monetary. To
determine a linear relationship, numerical valuesraquired in which case it becomes
difficult to capture non monetary measures. Nomritial CSR activities such as man
hours spent in planting trees, sanitary pads ddrtatschool girls, free financial literacy,
fair employment practices, time and resources spemieaning the environment and
food items donated to starving communities and glcgoing children were not captured
in this study due to difficulties in their measukam There is a possibility that the results

of this study would be different if such aspectseveonsidered.

Some commercial institutions had charged their @RRenses under office expenses,
marketing expenses or general expenses and refldogetotals in their statements of
comprehensive income. Notes to the financial statésy however, did not disclose this
fact. This in turn interferes with the net profliefore tax that was used in the study.
Commercial institutions should adequately report their CSR items individually

without generalizing it with other expenses. Funth@re, some institutions treated CSR
expenses as tax exempt while others considerd¢hatwise. Investments only considered
loans to customers, investment in treasury bonagestment in shares for trading
purposes, investment in foreign currencies andsiment in subsidiary. These are not

the only investments affecting profit levels thatcemmercial bank can engage in.
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5.6. Suggestions for Further Research

This study sought to determine the effect of CSRirmamcial performance of commercial
banks in Kenya. The study found that CSR has atipesand significant effect on

financial performance of commercial banks and thatlrives profit levels. The

researcher suggests that the possible effect of @Sithancial performance be extended
to other industries. A study can be conducted terdene if CSR has any effect on the
financial performance of telecommunication industprivate hospitals, insurance
companies, non bank financial intermediaries, mfarance institutions, manufacturing

industry, SMEs among others.

The findings of this study were based on CSR monegaending being regressed on the
financial performance of commercial banks for thens accounting period. In practice,
however, the benefits of CSR may spread over tofditacoming accounting periods.
The researcher suggests that a study be conductistdrmine if monetary spending on
CSR in the current financial year has an effecttlom financial performance for the
subsequent financial years. By engaging in CSRitie8, a bank establishes a strong
relationship with its environment. One would expékbtt as a bank increases its
engagement in CSR activities, non performing lososld reduce as a result of goodwill
from customers. The researcher therefore sugdests istudy be conducted to determine
the effect of CSR on lending by commercial banks,the effect of CSR on loan
repayment by commercial bank’s customers or beitédl, the effect of CSR on

commercial banks loan book or loan portfolio.
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APPENDIX I: Commercial Banks in Kenya

African Banking Cooperation (Kenya)
Bank of Africa

Bank of Baroda

Bank of India

Barclays Bank (Kenya)

CFC Stanbic Bank

Chase Bank (Kenya)
Citibank

Commercial Bank of Africa
Consolidated Bank of Kenya
Cooperative Bank of Kenya
Credit Bank

Development Bank of Kenya
Diamond Trust Bank

Dubai Bank Kenya

Ecobank

Equatorial Commercial Bank
Equity Bank

Family Bank

Fidelity Commercial Bank Limited
First Community Bank

Giro Commercial Bank

Guaranty Trust Bank / Fina Bank
Guardian Bank

Gulf African Bank

Habib Bank

Habib Bank AG Zurich

I&M Bank

Imperial Bank Kenya

Jamii Bora Bank

Kenya Commercial Bank

K-Rep Bank

Middle East Bank Kenya
National Bank of Kenya

NIC Bank

Oriental Commercial Bank
Paramount Universal Bank
Prime Bank Limited

Stanbic Bank

Standard Chartered Bank Kenya
Trans National Bank

United Bank for Africa

Victoria Commercial Bank
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APPENDIX II: Representative Offices of Foreign Banls

Bank of China

Bank of Kigali

Central Bank of India

FirstRand Bank

HDFC Bank Limited

Hong Kong and Shanghai Banking Corporation

Nedbank
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APPENDIX IlI: Data Used for Study

Bank Year InveTsottrilents c}:ék? KSI?]P“ICB)(IO"
Ksh “000” “000”
Barclays Bank 2009| 137,404,000 76,800] 9,002,000
Barclays Bank 2010| 143,143,000 56,400| 13,553,000
Barclays Bank 2011| 136,671,000 64,300| 12,013,000
Barclays Bank 2012| 152,015,000 31,200| 13,020,000
Barclays Bank 2013| 165,921,000 212,700] 11,134,000
Chase Bank 2009 8,759,532 79,500 318,137
Chase Bank 2010] 16,172,710 22,000 535,083
Chase Bank 2011| 24,470,836 63,500 830,171
Chase Bank 2012| 37,765,343 65,000] 1,331,252
Chase Bank 2013] 46,214,995 64,000 2,287,074
Cooperative Bank 2009 66,690,994 70,000| 3,735,695
Cooperative Bank 2010 111,311,254 87,000 5,642,641
Cooperative Bank 2011| 131,452,789 85,200, 6,208,618
Cooperative Bank 2012 149,105,003 89,600/ 9,610,140
Cooperative Bank 2013| 162,424,706 95,540| 10,507,073
Equity Bank 2009 | 76,725,000 80,300/ 5,278,000
Equity Bank 2010 | 111,547,000 83,049 9,045,000
Equity Bank 2011 | 145,692,00¢ 109,200 12,834,000
Equity Bank 2012 | 178,250,000 235,000 17,420,000
Equity Bank 2013 | 219,509,00¢ 555,311 19,004,000
&M Bank 2009 42,958,752 14,500| 1,794,833
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Bank Year InV(-arsottrilents %E Ksl\ktF‘)‘I(?))gO”
Ksh “000” ‘000"
I&M Bank 2010 54,685,021 30,500, 3,004,482
I&M Bank 2011 63,540,23§ 26,160, 4,457,331
I&M Bank 2012 81,444,886 29,632| 4,721,540
&M Bank 2013 | 118,080,066 57,000/ 6,059,818
Kenya Commercial Bank 2009 106,296,558 70,000| 6,425,558
Kenya Commercial Bank 201Q 154,823,728 78,600, 9,797,971
Kenya Commercial Bank 2011 208,297,358 157,000 15,129,374
Kenya Commercial Bank 2012 230,504,366 151,000/ 17,208,143
Kenya Commercial Bank 2013 273,184,115 172,000f 20,123,759
National Bank 2009| 39,838,58§ 17,800| 2,159,441
National Bank 2010| 50,521,712 60,000, 2,697,823
National Bank 2011| 54,829,152 49,100, 2,443,850
National Bank 2012 | 55,247,965 55,659 1,147,408
National Bank 2013| 67,123,657 29,700/ 1,812,168
Standard Chartered 2009 102,565,095 100,680, 6,728,447
Standard Chartered 2010 116,388,222 133,860; 7,681,884
Standard Chartered 2011 121,536,275 108,446] 8,255,135
Standard Chartered 2012 158,939,591 107,020] 11,556,191
Standard Chartered 2013 188,200,846 143,400] 13,354,965
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