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Abstract

The objective of the study was to investigate the impact of corporate social responsibility on
bank’s performance in Nigeria. The ex-post-facto research design was adopted, and the study
focused on selected banks. A yearly panel series data from 2007-2016 were sourced from the
banks’ annual reports and Nigerian Exchange Group. The data was subjected to panel regression
analysis to estimate the parameters of the model. The findings revealed that CSR have a
significant and positive impact on net profit margin, suggesting that firms actively engaged in
corporate social responsibility initiatives tend to experience better profitability. The analysis also
shows a negative relationship between corporate social responsibility and earnings per share,
indicating that corporate social responsibility may contribute to long-term value creation. Firm
size emerges as a crucial factor in determining financial performance. Larger firms generally
enjoy higher returns on equity and are more efficient in utilizing their assets to generate returns.
The study concluded that the dual-edged nature of corporate social responsibility engagement,
where the benefits to profitability and long-term value must be balanced against the potential
short-term financial drawbacks. The study therefore recommended that firms should strategically
integrate corporate social responsibility initiatives with their core business objectives to maximize
the positive impact on profitability. firms should carefully evaluate the timing and scale of their
corporate social responsibility investments. Firms should focus on streamlining operations to
prevent the erosion of net profit margins. This can be achieved by adopting advanced
technologies, optimizing supply chains, and reducing unnecessary overhead costs. Banks should
establish clear metrics for evaluating the success of their corporate social responsibility programs,
regularly review their impact on financial performance, and adjust as needed to maintain a balance
between social responsibility and profitability.

Keywords: Bank Performance, Corporate Social Responsibility

1.0 Introduction

Even while the concept of corporate social responsibility (CSR) is not new to the banking
industry, given the status of the economy today, especially in developing countries like Nigeria,
it has become the most successful means of integrating moral principles into financial sectors.
Businesses participate in CSR after establishing a highly successful operation that greatly
enhances the business's profitability, growth, and market position. Businesses are becoming more
interested in CRS as they grow, revenue, and recognition within their industry. CSR focuses on
businesses' dedication to improving social circumstances, stakeholder interests, and sustainable
development. CSR can also be categorized as a marketing or commercial strategy. A business
plan that affects the banking industry's efficacy and efficiency and is seen as a means of enhancing
its reputation and drawing in new clients. CSR is more than just a legal obligation to follow the
law; it is a mandate that forces businesses to voluntarily go above and beyond in improving the
lives of their workers and their dependents, the elderly, and society. These can be attained through
the provision of basic infrastructure, health care services, educational training, skill development
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initiatives and others. The interaction between (commercial) enterprises and society is a
fundamental or shared characteristic of CSR concerns (Ibrahim & Hamid, 2020).

A fundamental tenet of finance theory is that the financial manager's main goal is to maximize
shareholder wealth and share price to improve the company's performance (Bushra, 2017). CSR
is a phenomenon that encompasses the social, ethical, and environmental responsibilities of
businesses. Although the idea of CSR is not new to the banking sector, it has emerged as the most
effective way to incorporate moral values into financial sectors given the current state of the
economy, particularly in developing nations like Nigeria. A business plan that affects the banking
industry's efficacy and efficiency and is seen as a means of enhancing its reputation and drawing
in new clients. CSR is more than just a legal obligation to follow the law; it is a mandate that
forces businesses to voluntarily go above and beyond in improving the lives of their workers and
their dependents, the elderly, and society. These can be attained through skill-building initiatives,
basic infrastructure provision, health care services provision, educational training, and so forth.
The interaction between enterprises and society is a fundamental or shared characteristic of CSR
concerns Bank performance, on the other hand, can be described as an indication of how a bank
uses its resources in a way that allows it to accomplish its goals. It entails implementing a set of
metrics that reflect the bank's present situation and the degree to which it can accomplish the
intended goals. The efficiency of the banking industry is crucial since it is seen as an essential
component of a contemporary economy.

CSR plays significant responsibilities in businesses, which is why literature is expanding. For
example, CSR enables businesses to boost stakeholder loyalty, investor appreciation, and a great
reputation, all of which lead to higher profits Siam et al. (2019). Additionally, CSR gives
businesses the chance to train their staff properly, which improves business performance (Cristea
& Nitescus, 2020). According to stakeholder theory, CSR improves financial performance since
a company's long-term relationships with its stakeholders are what make it possible for it to
succeed. The shift from traditional value creation and profit maximizing for shareholders to a
more comprehensive focus on value creation and profit maximization for stakeholders is the focus
of CSR (Susanto, 2019). The connections between shareholders and stakeholders will be able to
grow sustainably because of this change. Stakeholders are now valuable assets for any business,
and to maintain ongoing value creation, it is critical for businesses to balance the interests of
stakeholders and shareholders Jamali (2020).

The purpose of this study is to investigate how CSR affects Nigerian banks' performance. Given
the importance of banks to the economy and their profound effects on society and the
environment, CSR is a crucial topic for contemporary banking systems. CSR is the term for
businesses’ need to conduct their operations in a sustainable and socially conscious way,
considering how their actions affect stakeholders and the environment. The following data and
statistics illustrate the issues with CSR in contemporary banking systems: Because of their
policies and the projects they fund, banks have a big influence on the environment. For instance,
since the Paris Agreement was signed in 2015, the 60 biggest banks in the world have financed
more than $3.8 trillion worth of fossil fuel projects, according to an analysis by the Rainforest
Action Network. This funding exacerbates the effects of climate change, including rising sea
levels, droughts, and floods. Banks can solve this problem by implementing ecologically friendly
procedures and funding initiatives that support the objectives of the Paris Agreement.

For contemporary financial institutions, diversity and inclusion are also crucial CSR concerns.
CSR helps the contemporary banking systems to foster financial inclusion. Access to basic
financial services, such bank accounts and loans, is necessary for many people and enterprises to
increase their capacity to engage in the economy and attain financial stability. Banks may solve
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this problem by creating services and products like mobile banking and microfinance that are
available and reasonably priced for marginalized communities. Lastly, for contemporary banking
systems, philanthropy and community involvement are crucial components of CSR. By
participating in community development initiatives and helping philanthropic causes, banks can
have a good impact on their communities. For instance, according to a Committee Encouraging
Corporate Philanthropy study, with $23.2 billion in gifts in 2020, the banking industry was the
biggest corporate donor. Additionally, banks might promote small enterprises or invest in
affordable housing as part of their community development initiatives (Ademosu & Aimurie,
2020). In an attempt to address the difficulties encountered by the host communities, the effects
of CSR on bank performance in Nigeria have not yet been determined, which is why this study is
necessary.

This study's primary goal is to ascertain how CSR affects Nigerian banks' performance.
Nonetheless, the following are the precise goals: to ascertain how Nigeria's net profit margin is
affected by CSR. to determine how Nigeria's return on equity is affected by CSR. to ascertain
how Nigeria's return on assets is affected by CSR. The following research issues are intended to
be addressed in this paper: (a) What effect does CSR have on Nigeria's net profit margin? (a)
How does CSR affect Nigeria's return on equity? (c) How much does return on assets in Nigeria
depend on CSR? (d) How does CSR affect Nigerian earnings per share?

2.0 Empirical Review

Several research on this topic has been conducted in various nations worldwide. Additionally, it falls
under the following subheadings: Nigerian studies, studies from developing countries, and studies
from developed countries. The impact of CSR on the performance of South Africa's top commercial
banks was investigated by Naurikay and Adefemi (2023). The direction of the association between
CSR and FP was investigated using a correlation analysis. Regression analysis was also used in the
study to look at how CSR affected FP. Overall, the results show that CSR had a beneficial impact
on Standard Bank and Nedbank's ROA, NPAT, and NPM. This result is consistent with most of the
research on the connection between FP and CSR. This implies that CSR aids in enhancing banks'
performance.

Mahbuba and Farzana (2013) investigate the connection between CSR and profitability in
Bangladesh. The study made use annual report of the Dutch Bangla Bank Ltd from 2002 to 2011.
The study discovered a favorable correlation between profitability (as determined by profit after
taxes) and CSR, as evaluated by CSR expenditure. Using primary data, Dabbas and Al-rawashdeh
(2012) investigated how CSR affected the financial success of Jordanian industrial firms. To get
responses to the surveys, they selected 50 employees from Jordanian industrial businesses.
According to the report, there is a substantial correlation between CSR initiatives, such giving money
or starting non-profits, supporting charitable causes, and the financial success of industrial
companies. However, there is no relationship between industrial businesses' profitability and
awareness and guidance efforts.

Using a sample of 25 companies from the SRI-KEHATI Index and spanning the years 2005-2010,
Wibowo (2012) investigated the relationship between CSR disclosure and profitability (as
determined by Return on Asset). Results indicate a positive relationship between social performance
and firm profitability as well as a favorable relationship between corporate profitability and social
performance. Shruti (2014) investigated how UK companies' financial performance was affected by
their disclosure of CSR. To confirm the effect of CSR disclosure on businesses' financial success,
he ran a linear regression on the data. Over a five-year period, from 2008 to 2012, the study examined
CSR disclosure in terms of disclosed CSR keywords on the companies' annual reports. Return on
assets (ROA), Tobin's Q, and total shareholder returns (TSR) were used to gauge the companies'
financial performance. The outcome shows that, for the chosen industries in the UK, CSR has no
111
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discernible effect on financial success over the long or medium term.

Using linear regression analysis and the Granger causality test, Hirigoyen and Poulain (2015)
investigated the relationship between CSR and firms' performance based on 329 listed companies in
the US, Europe, and Asia-Pacific region during 2009-2010. The study employed market behavior,
governance, social commitment, human resources, human rights in the workplace, and
environmental respect as stand-ins for CSR. The study's conclusions demonstrate that increased
social responsibility has a detrimental effect on CSR in addition to not producing better performance.
Mehwish (2018) used the banking sector in Pakistan to investigate CSR and how it affects financial
performance.

CSR significantly improves ROE and ROA, according to the results of his analysis, which was
conducted using the Ordinary Least Square (OLS) regression technique to ascertain the relative
reputation of individual variables and identify which independent variable influences the dependent
variables represented by the sign of beta coefficients. CSR and business performance: An empirical
study of Jordanian companies registered on the Amman stock exchange was conducted by Najeb
and Awni (2017). To arrive at their findings, they employed regression, correlation, and descriptive
statistics on a purposively sampled data set. CSR, accounting-based performance (ROA, ROE, and
ROCE), and market-based performance were found to be positively but not significantly correlated,
but the EPS ratio showed a significant correlation and the ROS ratio a negative one. According to
the results of the RE model, there is a negative correlation between market-based company
performance (ROA, ROS, P/R, and EPS), accounting-based firm performance, and CSR. As a result,
the null hypothesis is rejected by the Hausman test results. However, because the Hausman test
results are negligible, ROE, ROCE, and P/V - the metrics used to assess the company's performance
- are all positive. This indicates that result lists are not statistically validated by the most statistically
significant findings.

Singh (2014) investigated the impact of CSR disclosure on the financial performance of UK
enterprises. Using CSR disclosure in terms of published CSR keywords on the firms' annual reports
over a five-year period from 2008 to 2012, the study is expanded to include three UK businesses:
the extraction of natural gas and crude oil, the mining of metal ores and preparations, and the
manufacturing of basic pharmaceutical products and pharmaceutical preparations. The study's
findings demonstrated that, both in the short and long term, there is no discernible effect of CSR
disclosure on financial performance. for the chosen industries. In the Baltic States of Latvia,
Lithuania, and Estonia, Aile and Bausys (2013) investigated the connection between CSR initiatives
and business financial success from 2009 to 2011. To ascertain which specific CSR categories have
the most impact on a firm's financial performance, CSR are separated into five areas: workplace,
marketplace, environment, community, and other CSR. CSR was measured using the content
analysis methodology, and regressions were performed to ascertain the association between CSR
and firm financial success, as measured by ROA. The findings demonstrated that CSR initiatives
had no bearing on the financial success of Baltics businesses. Nonetheless, it was discovered that
several CSR categories influenced ROA.

The effect of CSR on the financial performance of deposit money banks in Nigeria is examined by
Halima and Bandi (2022) using annual reports and financial statements of thirteen banks for the ten-
year period following recapitalization (2005-2014). The financial performance variables of the
banks, ROA, ROE, ROD, and PAT, as well as CSR expenditure, were measured and analyzed. The
results showed that prior financial performance had a significant positive effect, and that there were
strong positive effects between the variables under investigation. Based on these findings, CSR
expenditure has a significant positive impact on current financial performance in the Nigerian
banking sector. Therefore, the study concluded that there is a positive correlation between banks'
financial success and their CSR. As a result, banks should diversify their CSR programs and increase
their commitment to CSR to improve both their financial performance and the social welfare of
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society.

Shehu (2013) investigated how CSR affected the earnings after taxes of a few Nigerian deposit
money institutions. And found that there is a weak positive correlation between CSR and PAT, which
was significant at 5%. They advised the banking industry to view CSR as a key factor in increasing
an organization's profitability. because investors and customers will buy more of your shares and
products, respectively, the more you devote yourself to CSR, and vice versa. Peters and Bagshaw
(2014) find that the banking industry has the highest level of corporate governance disclosure when
compared to the other two industries. They also showed that firms' decisions to disclose information
about their corporate governance online are influenced by the sector's level of control. Additionally,
there were no notable differences in financial performance between companies with a low corporate
governance quotient and those with a higher corporate governance quotient.

Ajide and Aderemi (2014) used information from the annual reports and accounts of twelve
commercial banks for the year 2012 solely to investigate the impact of CSR misclosure on bank
profitability in Nigeria. ROE was included in the model as a dependent variable. Independent factors
were CSR disclosure scores, bank size, and owners' equity. According to the findings, owners' equity
has a negative correlation with bank profitability, although banks' size and CSR disclosure score
have a positive correlation. Jimoh et al. (2015) conducted a study on Nigerian listed deposit money
banks to investigate the relationship between CSR spending and profitability. The annual reports of
fifteen listed banks covering the years 2005-2013 were the source of secondary data. Out of the
twenty-one licensed deposit money banks (DMBSs) in Nigeria were chosen using the purposeful
sampling technique. To evaluate the association, panel data regression analysis, correlation, and
descriptive statistics were used. The results show that CSR spending and profitability have a
substantial positive correlation (r = 0.2584). of the banks that were sampled. To boost their long-
term profitability for survival and, consequently, optimize the advantages for sustainable
development, they advised banks to carefully consider the CSR expenditures they make.

Okegbe and Egbunike (2016) looked at the financial performance and CSR of a few Nigerian traded
companies. An ex-post facto research design was used in the study. Thirty companies quoted in
different areas of the NXG. Multiple regression analysis was used to analyze the data. According to
the study's findings, return on assets and CSR disclosure are positively correlated in Nigerian traded
businesses. It was suggested that Maisaje (2015) investigate the effect of CSR on the financial
performance of Nigerian listed deposit money banks in light of this study. Panel data from listed
deposit money institutions spanning ten years, from 2005 to 2014, is used in the study. Three
indicators of CSR - community CSR, human resource management, and charitable contributions -
were employed, along with two indicators of financial performance: return on assets and net profit
margin. According to the study, financial performance and CSR are positively correlated. The study's
three CSR metrics require more research into the literature that supports them, even though the two
financial performance metrics it used are in line with the body of existing research.

lya et al. (2015) investigates how First Bank Nigeria Plc's performance from 2001 to 2014 was
affected by its investments in CSR. The study's secondary sources of data were yearly reports and
bank pamphlets. The data was analyzed using the Ordinary Least Squares (OLS), Augmented
Dickey Fuller Technique (ADF), Breusch-Godfrey serial correlation (LM) test, Breusch-Pagan-
Godfrey Heteroskedasticity test, and Pairwise Granger Causality test. According to the OLS
statistics, First Bank Nigeria Plc performs better when its CSR spending increases. In line with the
theoretical expectation, the coefficient of CSR expenditure is statistically significant. All the model's
variables are stationary at 1% and at first difference, according to the ADF unit root result. According
to the Granger causality result, First Bank Nigeria Plc's performance is influenced by CSR. The
results of the serial correlation and heteroskedasticity tests show that the data does not exhibit either
of these characteristics.
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Odetayo et al. (2014) conduct an empirical investigation of the relationship between Nigerian banks'
profitability and CSR. Data was gathered over a ten-year period (2003—-2012) from the annual reports
of six selected banks. The statistical method used to examine the data gathered with STATA 11 was
simple regression analysis. According to the regression analysis, Nigerian banks' profitability and
their business social responsibility spending are significantly correlated. Folajin et al. (2014)
investigate how CSR affects and find that while investing in CSR has a short-term negative impact
on net profit, it will yield higher returns over time. Adeboye and Olawale (2012) use the t-test to test
the difference between financial performance and ethicalstandard of doing business and find that
there is no significant difference between financial performance and ethical standard of doing
business. Adeyanju (2012) uses data of 40 limited liabilities firms quoted in NXG. Data collected
were analyzed using correlation regression and Analysis of variance (ANOVA). The result of the
study reveals that firms examined contributed an infinitesimal amount of their gross earnings to
societal accountability. Abdulrahman (2013) investigates how CSR affects the profit after taxes of a
few Nigerian deposit money institutions. Through content analysis, the study employs secondary
sources of data from the NXG fact books for the study period (2006-2010) as well as the annual
reports of a few chosen banks. Regression and correlational analysis are used in the study to interpret
the hypothesis's outcome. The findings indicate a weakly positive correlation between PAT and
CSR.

The impact of CSR on the performance of South Africa's top commercial banks was investigated by
Naurikay and Adefemi (2023). Annual time series data covering the years 2002—-2021 were used. To
give solid data, this study adds to the body of existing literature by investigating the impact of CSR
on various financial performance metrics, including return on assets (ROA), net profit after tax
(NPAT), and net profit margin (NPM). The direction of the association between CSR and FP was
investigated using a correlation analysis. Regression analysis was also used in the study to look at
how CSR affected FP. Overall, the results show that CSR has a beneficial impact on Standard Bank
and Nedbank's ROA, NPAT, and NPM. This result is consistent with most research on the
connection between FP and CSR. This implies that CSR aids in enhancing banks' performance. The
report suggests that regulations that promote investment in CSR be put in place by South Africa's
regulatory body. Halima and Bandi (2022) find showed that prior financial performance had a
significant positive effect, and that there were strong positive effects between the variables under
investigation. CSR expenditure has a significant positive impact on current financial performance in
the Nigerian banking sector The study found a favorable correlation between banks' CSR and their
financial performance. As a result, banks should diversify their CSR programs and increase their
commitment to CSR for both financial and social benefits.

3.0 Methodology

The study uses annual accounting reports to source data. Management and external stakeholders
typically view annual reports as the most significant and impactful source of organizational
information. (Beretta & Bozzolan, 2004; Ndukwe, 2009). The management believes that the annual
reports are the most effective way to inform internal and external stakeholders about the company's
performance.

Model

The company's size, as determined by its total assets, is a key control variable in this study.
According to certain research (Waddock & Graves, 1997; Ullmann, 1985), smaller businesses
typically invest less in CSR. According to Orlitzky (2001), larger businesses participate in more
and better social projects than smaller, less visible businesses because they are more visible.
Because larger companies undoubtedly have more resources available for CSR initiatives
(Margolis et al., 2007) and draw greater attention from various stakeholders whose needs are of
utmost importance, this appears to be likely.
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This study used linear regression analysis to determine the effect of CSR on the financial
performance of Guinness Nigeria PLC. CSR is measured by donations (CSRD) made by the
company during the review period, the size of the firm is measured by total asset and financial
performance is measured by net profit margin (NPM), return on equity (ROE), return on asset
(ROA) and earnings per share (EPS).

The model of the study is expressed in linear regression model as shown below:
Yit= o+ BuXit + P2Xit+ €it

(1)
Where, Y is the dependent variable which describes corporate performance indicators such as Net
Profit Margin, Return on Equity, Return on Asset and Earnings per Share. X is the independent
variables which represent the CSR;itand the size of the firm measured by the total assets; X1 =
CSR Donation in natural log (CSRD:i), X2 = Size of the firm (total assets) in natural log (S1Ziy),
¢ is the error term, a is the intercept, B1 and B2 are the coefficients of the independent variable.
The model is further expressed for the individual indicators as follows.

NPMit = a + B1CSRDit + B2SI1Zi + €t (@)
ROEit= o + B1CSRDit + B2SIZit + €iy (3)
ROAi{ = o + B1CSRDi + B2SIZi¢ + eig 4)
EPSit=a + B1CSRDit + B2SIZit + €iy (5)

The statistical technique employed is the simple linear regression analysis. All the hypotheses
were tested using the student t-test statistic at 5% level of significance. Statistical Package for
Social Sciences (SPSS) version 23 was utilised in data analysis.

4.0 Analysis

The summary statistics table provides an overview of the key financial variables under study,
highlighting their mean values, standard deviations, and the range between their maximum and
minimum values. These variables are critical indicators of the financial health and performance
of firms, offering insights into profitability, efficiency, and CSR. Net Profit Margin (NPM) has
an average value of 9.29, with a standard deviation of 3.54, indicating moderate variability around
the mean. The maximum NPM observed is 19.63, while the minimum is 4.96. This range suggests
that while some firms are highly profitable, others operate with much tighter margins, reflecting
differences in operational efficiency and market conditions across firms.

Earnings per Share (EPS) displays a mean of 0.21, but with a notably high standard deviation of
14.43, indicating significant variability in earnings among the firms studied. The maximum EPS
recorded is 18.18, while the minimum is -65.86, which includes negative values, suggesting that
some firms have experienced losses significant enough to reduce their earnings per share to below
zero. This wide range underscores the disparities in financial performance across the sample, with
some firms thriving while others struggle.

CSR Donation (CSRD) has a mean of 3.68 and a standard deviation of 2.82, reflecting moderate
variability in how much firms are investing in CSR initiatives. The maximum CSRD value is
9.45, and the minimum is 0.91, indicating that while some firms are highly committed to CSR,
others contribute relatively less, possibly due to differing priorities or resource constraints. Return
on Assets (ROA), a measure of how efficiently a company uses its assets to generate profit, has
an average value of 32.71 with a standard deviation of 12.51. The range of ROA values, from a
maximum of 53.28 to a minimum of 9.14, suggests that asset utilization efficiency varies
significantly among firms. Firms with higher ROA are more effective at converting their
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investments into profits, which may reflect superior management practices or advantageous
market positions.

Return on Equity (ROE), which measures the return generated on shareholders' equity, has a mean
of 18.92 and a relatively high standard deviation of 16.91. The maximum ROE observed is 72.84,
and the minimum is 5.39, indicating substantial variation in how well firms are using equity to
generate profit. This variation could be due to differences in financial leverage, management
efficiency, or market conditions. Firm Size (SI1Z), represented by total assets, has an average value
of 3.18, with a standard deviation of 5.40, indicating significant variability in firm sizes within
the sample. The maximum size recorded is 15.33, while the minimum is -13.13, which may
include negative values due to accounting practices like write-downs or impairments. The wide
range in firm size reflects the diversity of firms included in the study, from large enterprises to
smaller companies with fewer assets. In conclusion, the summary statistics reveal considerable
variability in key financial indicators across the firms studied, reflecting diverse financial
performance, asset utilization, profitability, and commitment to CSR. These variations suggest
that while some firms are performing well across these metrics, others face challenges that may
impact their overall financial health and sustainability. The insights gained from these statistics
provide a foundation for further analysis, which could explore the underlying factors driving these
differences in performance.

The correlation analysis provides valuable insights into the relationships between various
financial variables, illustrating how they interact and influence one another within the firms
studied. The table presents the correlation coefficients between key metrics such as Net Profit
Margin (NPM), Earnings per Share (EPS), CSRD, Return on Assets (ROA), Return on Equity
(ROE), and Firm Size (SIZ). The significance levels of these correlations are also indicated,
showing which relationships are statistically significant. Net Profit Margin (NPM) exhibits a
strong positive correlation with most of the variables, indicating that as NPM increases, there is
a tendency for other financial performance metrics to improve as well. Specifically, NPM has a
significant positive correlation with Earnings per Share (EPS) at 0.411, Return on Assets (ROA)
at 0.744, Return on Equity (ROE) at 0.656, and Firm Size (SIZ) at 0.800. These relationships
suggest that firms with higher profit margins tend to generate more earnings per share, utilize
their assets more efficiently, provide better returns to equity holders, and are generally larger in
size.

Earnings per Share (EPS) also shows significant positive correlations with several variables. It is
positively correlated with ROA (0.455), ROE (0.427), and SIZ (0.329), indicating that firms with
higher EPS tend to have better asset utilization, higher returns on equity, and are larger in size.
However, the relationship between EPS and CSR Donation (CSRD) is negative (-0.199), though
not statistically significant, suggesting that firms with higher earnings may not necessarily
contribute more to CSR initiatives. CSR Donation (CSRD) is negatively correlated with most
financial performance metrics, indicating that higher CSR contributions are associated with lower
financial performance in the short term. CSRD shows a significant negative correlation with NPM
(-0.286), ROA (-0.511), ROE (-0.571), and SIZ (-0.274). This suggests that while CSR is
important for long-term sustainability and reputation, it may have a short-term trade-off with
profitability and financial returns.

Return on Assets (ROA) is strongly correlated with both ROE and SIZ, with correlation
coefficients of 0.962 and 0.778, respectively. The high correlation between ROA and ROE
suggests that these two metrics are closely aligned in measuring firm performance, as both are
dependent on how effectively the firm utilizes its resources to generate profits. The positive
correlation with SIZ indicates that larger firms tend to have better asset utilization. Return on
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Equity (ROE) similarly shows strong positive correlations with ROA (0.962) and S1Z (0.675),
reinforcing the notion that larger firms and those with better asset utilization tend to provide
higher returns to equity holders. The negative correlation with CSRD (-0.571) suggests that firms
focusing more on equity returns may allocate fewer resources to CSR. Finally, Firm Size (S1Z2)
is positively correlated with most financial performance metrics, including NPM (0.800), ROA
(0.778), and ROE (0.675). This indicates that larger firms generally perform better in terms of
profitability and returns, likely due to economies of scale and more efficient resource utilization.
However, the negative correlation with CSRD (-0.274) suggests that as firms grow larger, they
may not proportionately increase their CSR contributions.

In summary, the correlation analysis reveals that profitability, efficiency, and firm size are closely
intertwined, with larger and more profitable firms generally showing better financial performance
across various metrics. However, the trade-offs between financial performance and CSR
contributions highlight the complex decision-making processes that firms must navigate to
balance short-term profitability with long-term sustainability and social responsibility. These
insights emphasize the importance of a strategic approach to financial management that considers
both economic and social factors.

Table 1:

Summary Statistics Results
Variable Mean Std. Dev. Maximum Minimum
NPM 9.29 3.54 19.63 4.96
EPS 0.21 14.43 18.18 -65.86
CSRD 3.68 2.82 9.45 0.91
ROA 32.71 12,51 53.28 9.14
ROE 18.92 16.91 72.84 5.39
SIZ 3.18 5.40 15.33 -13.13

Note: NPM is Net Profit Margin; ROE represents Return on Equity; ROA stands Return on Asset; EPS represents Earnings per
Share; CSRD represents CSR Donation and SIZ stands Size of the firm (total assets).
Source: Aurthor’s Computation, 2024

Table 2:
Correlation Analysis
Variable NPM EPS CSRD ROA ROE SIZ
NPM 1
EPS 0.411*%** 1
CSRD -0.286* -0.199 1
ROA 0.744***  (0.455*** -0.511*** 1
ROE 0.656***  0.427*** -0.571***  0.962*** 1
SIZz 0.800***  0.329** -0.274* 0.778***  0.675*** 1

Note: ***indicate significant at 1%; **indicate significant at 5%; *indicate significant at 10%.
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Source: Aurthor’s Computation, 2024

The regression analysis examines the interaction between key financial performance metrics -
Net Profit Margin (NPM), Return on Equity (ROE), Return on Assets (ROA), and Earnings per
Share (EPS) - and two key independent variables: CSR Donation (CSRD) and Firm Size (S12).
The analysis reveals the extent to which these factors influence financial outcomes in both the
short and long run. The relationship between NPM and CSRD is positive and significant, with a
coefficient of 0.431399 and a p-value of 0.0103. This suggests that an increase in CSR is
associated with an increase in net profit margin. Firms that engage in CSR may benefit from
enhanced reputation, customer loyalty, and operational efficiencies, leading to higher profit
margins. Conversely, the interaction between NPM and SIZ shows a negative coefficient of -
0.003409, with a p-value of 0.0697, which is slightly above the conventional significance level
of 0.05 but still indicative of a trend. This suggests that larger firms might face diminishing returns
on their net profit margins, possibly due to increased complexity and overhead costs as firm size
expands.

For ROE, the interaction with CSRD vyields a very small and statistically insignificant coefficient
of 0.000052 (p-value 0.9620), indicating that CSR do not have a meaningful direct impact on
return on equity. However, the interaction between ROE and SIZ has a positive coefficient of
0.026467 and is statistically significant with a p-value of 0.0354. This indicates that larger firms
tend to have higher returns on equity, likely due to more effective use of equity capital, access to
better financing options, and economies of scale. The relationship between ROA and CSRD is
positive but not statistically significant, with a coefficient of 0.007956 and a p-value of 0.1223.
This suggests that while there may be a positive association between CSR and asset utilization
efficiency, the impact is not strong enough to be statistically significant in this analysis. The
interaction between ROA and SIZ is positive and significant (coefficient of 0.002069, p-value
0.0168), indicating that larger firms are generally more efficient in using their assets to generate
returns.

The EPS interaction with CSRD is particularly notable, showing a negative and highly significant
coefficient of -0.042238 with a p-value of 0.0000. This indicates that higher CSR contributions
are associated with lower earnings per share. This result suggests that while CSR are important
for long-term sustainability and reputation, they may come at a short-term cost to earnings. On
the other hand, the interaction between EPS and SIZ is positive, with a coefficient of 0.014177
and a p-value of 0.0683, suggesting that larger firms may have higher earnings per share, although
this result is just on the borderline of conventional significance levels. The constant term (C) in
the regression is highly significant with a coefficient of 17.486330, indicating that when all
variables are held constant, the base level of financial performance across the metrics studied is
substantial.

The R-squared value of 0.998342 indicates that the model explains nearly all of the variance in
the dependent variables, suggesting a very strong fit. The F-statistic is also highly significant (p-
value of 0.0000), further confirming the robustness of the model. In conclusion, the regression
analysis highlights the nuanced impact of CSR and firm size on various financial performance
metrics. While CSR positively impacts on net profit margins, they seem to detract from earnings
per share, indicating a potential trade-off between short-term earnings and long-term
sustainability initiatives. Firm size generally has a positive effect on financial performance,
particularly in terms of return on equity and asset utilization efficiency, although the impact on
net profit margins may diminish as firms grow larger. These findings underscore the importance
of balancing CSR initiatives with financial performance goals and managing the complexities
that come with firm growth.
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Variable Coefficient Std. Error t-Statistic Prob.
Dependent Variables: NPM, ROE, ROA, EPS

NPM*CSRD 0.431399 0.150657 2.863443 0.0103
NPM=*S|Z -0.003409 0.001767 -1.928952 0.0697
ROE*CSRD 0.000052 0.001071 0.048276 0.9620
ROE*SIZ 0.026467 0.033176 0.797778 0.0354
ROA*CSRD 0.007956 0.004906 1.621709 0.1223
ROA*SIZ 0.002069 0.002009 1.029729 0.0168
EPS*CSRD -0.042238 0.007884 -5.357612 0.0000
EPS*SIZ 0.014177 0.007311 1.939149 0.0683
C 17.486330 2.906720 6.015830 0.0000
R-Squared 0.998342

F-statistic 833.4787

P-value of F-statistic 0.0000

Source: STATA output, 2024.

5.0 Conclusions

The comprehensive analysis conducted on the interaction between CSR, firm size, and various
financial performance metrics provides a deep understanding of how these factors influence the
overall success of firms. The study reveals that CSR have a significant and positive impact on
Net Profit Margin (NPM), suggesting that firms actively engaged in CSR initiatives tend to
experience better profitability. This outcome can be attributed to enhanced customer loyalty, a
stronger brand reputation, and more efficient operations that often accompany responsible
business practices. However, the analysis also shows a negative relationship between CSR and
EPS, indicating that while CSR may contribute to long-term value creation, it can lead to short-
term financial costs that reduce immediate earnings available to shareholders.

Firm size emerges as a crucial factor in determining financial performance. Larger firms generally
enjoy higher returns on equity (ROE) and are more efficient in utilizing their assets to generate
returns (ROA). This suggests that economies of scale, improved access to resources, and stronger
market positions enable larger firms to perform better financially. Nonetheless, the data also
indicate that as firms grow, they might face challenges that could diminish their net profit
margins. This decline could be due to increased operational complexity, higher administrative
costs, and potential inefficiencies that arise with scaling. The findings highlight the dual-edged
nature of CSR engagement, where the benefits to profitability and long-term value must be
balanced against the potential short-term financial drawbacks. For larger firms, the advantages of
scale are clear, but managing growth effectively is crucial to maintaining profitability. The study
underscores the importance of strategic planning in both CSR initiatives and firm expansion to
achieve optimal financial outcomes. Firms must carefully navigate these dynamics to ensure
sustained financial performance while fulfilling their broader social responsibilities.

Based on the conclusion drawn from the analysis, the following recommendations are proposed.
First, firms should strategically integrate CSR initiatives with their core business objectives to
maximize the positive impact on profitability. By aligning CSR with areas that directly contribute
to operational efficiency and customer engagement, firms can enhance their Net Profit Margin
(NPM) without compromising short-term financial metrics like Earnings per Share (EPS).
Second, to mitigate the negative impact of CSR on EPS, firms should carefully evaluate the timing
and scale of their CSR investments. Implementing CSR in phases and ensuring they are supported
by a strong business case can help balance long-term social objectives with the need to maintain
shareholder value. Third, as firms grow in size, they must focus on streamlining operations to
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prevent the erosion of net profit margins. This can be achieved by adopting advanced
technologies, optimizing supply chains, and reducing unnecessary overhead costs. Regular audits
and performance reviews can help identify areas where efficiency can be improved. Fourth,
continuous monitoring and assessment of CSR are essential to ensure they deliver the intended
benefits without imposing excessive financial burdens. Firms should establish clear metrics for
evaluating the success of their CSR programs, regularly review their impact on financial
performance, and adjust as needed to maintain a balance between social responsibility and
profitability.
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