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According to the value enhancement and agency cost theory, corporate voluntarily contribution has a
positive or negative impact on the overall performance of a firm. In contrast to these theories
sometimes corporate giving has no impact on the firm’s performance. This article will provide insight
on the impact of corporate giving on Pakistan’s publically traded manufacturing companies. This article
also focuses on the impact of ownership structure on corporate giving. This research aims to spot light
different type of ownership structure and their voluntarily contribution. The variable of corporate giving
is measured by the total value of corporate giving to total sales revenue. Corporate performance will be
measured by return on assets; whereas different types of owner structures are measured by number of
shares owned by family, mangers and Institution. Empirical results will offer valuable insights for the

manufacturing sector
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INTRODUCTION

Different researchers have defined CSR in different
ways. One researcher Walton (1967) defined corporate
social responsibility as the relationship that exists
between the corporation and the society; whereas other
researchers (Wartick and Cochran, 1985; Wood, 1991)
defined the CSR in terms of legal responsibilities, ethnic
responsibilities and philanthropic responsibilities of the
firm. WBCSD (1998) in their research reported that the
CSR is basically defined as the business commitment to
the society to behave ethically and contribute in the
society wellbeing by improving the quality of life of the
employees and their family in the long run. Zenisek(1979)

*Corresponding author. E-mail: khanasma002@gmail.com.

defined the concept of CSR as the strategic plan of
maximizing the overall returns of the shareholders.

In broader term CSR is basically the way of doing
business that has a positive impact on the society. Wang
and Sharkis (2017) stated that the implementation of
CSR governance in order to generate CSR outcomes
influences the financial performance of the firm. Galant
and Cadez (2017) in their study stated that a lot of
empirical researches have been conducted to see the
impact of CSR and CFP but the relationship between
these two variables are equivocal. They further variables
is stated that the difference in the findings of these two

Author(s) agree that this article remain permanently open access under the terms of the Creative Commons Attribution

License 4.0 International License



http://creativecommons.org/licenses/by/4.0/deed.en_US
http://creativecommons.org/licenses/by/4.0/deed.en_US

102 Afr. J. Bus. Manage.

result of different measurements used for analysis
indifferent studies. In another study Kim et al. (2015)
stated that the CSR activities increased financial
performance of the firm if competitive action of the firm is
high and Social irresponsible activities generate high
financial revenues if the competitive action of the firm is
low.

The practice of corporate social responsibility in
Pakistan is still at emerging stage; however reporting
guidelines may have been provided to the corporate
sector from the government of Pakistan. The requirement
for the business responsibility report should be the part of
their annual report. The security exchange commission
is striving to make CSR performance more regulated in
the company. According to the CSR General Order in
November 2009 it is mandatory for the companies to
make monetary and descriptive disclosures in their
Directors Report. According to this law it is the company’s
commitment to operate in an economically, socially and
sustainable manner. The government of Pakistan has
further provided the clarification about the activities that
come under the CSR.

Relationship between CSR and ownership structure

The paper aims to fill the gap that exists in literature on
the impact of CSR activities of the financial performance
of the firm. Galbreath and Shum (2012) stated in their
studies that literature review on the corporate social
responsibility covered most of the researches conducted
by using the sample companies of the developed
countries. This shows that fewer studies have been
conducted in context of the developing countries like
Pakistan. Do companies get reward on their CSR
activities for short term only or it help companies to
perform financially better in the long run? This research
will also focus on the ownership structure of Pakistan and
its impact on the CSR decisions. This paper will analyze
the trend of CSR in the performance of the companies
over the 5 years.

LITERATURE REVIEW
Corporate social responsibility

Margolis and Walsh (2003)in his study on the perspective
of corporate social responsibility stated that in last few
years the corporate firms have started to engage in many
social activities related to health and education once
considered as the governmental activities.

Scherer and Smid (2000) in one of their studies stated
activities that cover in corporate social responsible
activities of the firm. The study explored the activities
including social security, human protection, following
defined ethical codes, protection of natural environment
and firm inclination towards the self-regulations in order

to fulfill the gap in defined legal regulations of the firm for
environmental health.

Braithwaite and Drahos (2000) in his study suggested
that on global level, no state and corporate firms can
alone provide goods to the public. Study stated that it is a
polycentric as well as multilateral process in which
government and the corporate sector have to work
together by defining rules and regulations

McWilliams and Siegel (2001)worked on the
determinants of the firm CSR. The study has analyzed
that the value of firm CSR is dependent on the
characteristics of the firm that includes business diversity,
size of the firm, and income of the consumer, labor and
market conditions. Matten and Crane (2005) in their study
on corporate social activities reported that the firms
nowadays start assuming their role in the society like a
state. They further argue that the company starts working
for the betterment of human rights and environmental
protection that was once considered the responsibility of
the government. The study further argued that this
condition happens when the government of a particular
country failed to work for the basic rights of the citizens,
which was originally the sole responsibility of the
government. Scherer and Palazzo (2007) in their study
stated a lot of researches has been conducted on the role
of CSR in the corporate sector but still there is no concise
and actual definition of corporate social responsibility.

Corporate social financial

performance

responsibility and

There are many researches that have been conducted to
see the relationship that exists between the corporate
social responsibility and financial performance but most
of the researches have been conducted in developed
countries. Only few researches have been conducted to
see the impact. Goss and Roberts (2011) in their study
stated that the company’s involvement in CSR activities
improves its credit rating results in lower debt cost and
improve company’s financial performance.

Mackey (2007) studied the relationship between
corporate giving and the financial performance of the
firm. They examined that managers should not invest in
the social activities of the firm that increase the present
value of future cash flow but increase the market value of
the company. They also stated that the major purpose of
doing business is not just maximizing the profit of the firm
but also to invest for the welfare of the society.

Mishra and Suar (2010) studied that the corporate
social responsibility influences the performance of
financial and non-financial firm of India. The result of the
studies shows that the performance of financial and non-
financial firms increases with the increase in CSR
activities. Stocks listing effect, ownership structure and
size of the firm have been used as a control variable of
the firm Orlitzky et al. (2003) studied the relationship



between corporate giving and corporate financial analysis
by doing meta-analysis of 52 companies. The results of
the studies show that firm investment in environmental
performance pay off and the operationalization between
the corporate financial performance and corporate giving
results in a positive relationship.

Werther and Chandler (2005) stated that it is beneficial
for the firm to invest in the social welfare activities
considered important for the stakeholders. They
concluded that the firm can lost the support of the stake
holders if firms will not take part in the CSR activities that
will reduce the value of the firm

H1: There is a positive relationship between CSR
activities and financial performance of the firm

Corporate social

structure

responsibility and ownership

Coffey and Fryxell (1991) conducted a research to see
the relationship between the institutional ownership and
the corporate giving. The results of their studies show
that there is mixed relationship that exists between the
institutional ownership structure and the corporate
interest towards the social wellbeing.

Rees and Rodionova (2015) explored the impact of
family ownership on corporate social responsibility. The
study included the data of 3,893 firms from 46 countries
of the world. The results show negative association
between the family holding equity and their voluntarily
contribution in the society. Study reported that family
owned companies are closely monitored and do not
make considerable contribution in the society.

Yoshikawa et al. (2014) stated that family owned firms
usually have a long term vision and they are more
concerned about their relationship with the stakeholders
in order to ensure the long-term survival of the company.
He also stated that family owned firms hesitate to invest
in corporate social responsible activities as it does not
guarantee the financial returns. He examined that family
owned firms are usually wealth maximizers and try to
avoid these kinds of expenses.

Coffey and Wang (1998) in his research on the impact
of managerial ownership on corporate philanthropy
concluded that there is a direct relationship between
managerial ownership and corporate giving. He stated
that under managerial ownership the corporate
contribution in the welfare of the society increases.

Lopatta et al (2016) analyzed the relationship between
the bock holder and firms’ corporate social responsibility
on the panel data from year 2003-2012. The study
concluded that there is a negative relationship between
the block holders and corporate social responsibility. Oh
et al. (2011) conducted a study on the large Korean firms.
The study concluded that there is a negative relationship
between the CSR activities and the top management of
the firm. Barnea and Rubin (2010) also conducted
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research on association between the block holder and
insider ownership and leverage on corporate social
performance. Results of the study show that there is a
negative relationship with the corporate social activities.
Cespa and Cestone (2007) stated that the investment in
corporate social responsibility may entrench the
managers to pursue their own interest on the cost of
firms’ value that will attract non- financial stakeholders.

Simerly and Bass’s (1998) conducted an exploratory
study to examine the relationship between the corporate
giving and percentage of stock equity owned by mangers,
CEOs, and institutions. Their research found negative
relationship between the voluntarily contribution and the
ownership structures of the firm. Cox et al (2004) studied
the effect of institutional ownership on the social
responsible activities of the UK based firms. The result
reveals that institutional ownership in long term can
increase the corporate social performance. Kappes and
Schmid (2013) stated that there is a negative relationship
between the family ownership and the corporate
involvement in social welfare activities. Study claimed
that they normally have long term stakes in the firms so
the investment in CSR can reduce their own benefits.
Gjessing and Syse (2007) studied corporate social
responsibility in an Australian company. They reported
that investment institutions diversified in many firms can
be affected by political and social problems. Study also
concluded that in order to compete for the funding
institutional investors should keep their good repute by
doing CSR.

Zattoni and Cuomo (2008) stated that government
ownership has positive relationship with the corporate
social activities. They reported that the engagement in
the corporate social activities will construct the base for
government support. They claimed that winning the
government support by involving in social responsibilities
will not only help in legitimizing the corporate operations
but also increase access to the other benefits like
subsidies and tax reductions that ultimately increase the
profitability of the firm. Cressy et al. (2012) in their
research on government ownership found that the
government ownership increases the CSR activities
depending on the type and size of the government
ownership of the firm.

On the contrary Jia et al. (2009) conducted study in
Chinese firms. They provided evidence that the countries
with low governance and extensive fraud and corruption
result in lower involvement of firms in CSR activities
under higher proportion of government ownership. Dam
and Scholtens (2012) in their study reported that there is
no significant relationship that exists between Institutional
ownership and CSR. Whereas another study conducted
by Barnea and Rubin (2010) concluded a negative
relationship between the CSR and intuitional ownership.
This may be because the Institutional owner has the
huge stake in corporations to make profit.

H2: There is a negative relationship between family



104 Afr. J. Bus. Manage.

ownership and firms’ participation in corporate social
activities
H3: There is a negative relationship between institutional
ownership and firms’ participation in corporate social
activities
H4: There is a positive relationship between managerial
ownership and firm’s participation in corporate social
activities

Control variables

Orlitzky and Benjamin (2001),in his study, stated that the
size of the firm significantly influences the percentage of
profit contributed in social welfare. He concluded that
larger firms with more cash flows in hand make
considerable social contributions.

Adams and Hardwick (1998) and Brammer et al. (2006)
in their studies on the corporate social responsibility
concluded that the firms with high percentage of debt in
their capital structure have less available financial
resources to contribute for the social well-being.

METHODOLOGY
Sample selection

This study includes 54 manufacturing firms listed on Pakistan stock
exchange classified into different sectors. These sectors mainly
include automobiles assemblers, automobile parts, Gas Exploration
and refinery oils, electronics, food and personal care, chemical,
fertilizers, cements and textile weaving and spinning sectors. The
firms included in the sample cover the criteria that they all remain
listed on the Pakistan stock exchange and are involved in the CSR
activities over the study period of 2012 to 2016; also submitted their
annual reports to the Pakistan stock exchange. The data are
extracted from the publically shared annual reports of the firm. The
study consists of 270 observations of study for panel regression
analysis. Firms were selected on the following criteria:

(i) Firms must be in business for the study period

(ii) The firm that remains listed in Pakistan stock exchange over the
period of study

(i) The firm should not have merged.

(iv) The firm should be involved in CSR activities at least once in 5
years period.

Measures

The variables of study was different and used according to their
applicability in the context of Pakistan

CSR activities

The CSR activities were measured by the voluntarily contribution
made by the company over the years. It is measured by the amount
paid as a donation, gift and kind in the annual reports. In previous
study Ali et al. (2010) measured the CSR as the amount paid for
some cause based project or to benefit of employees of the
company. Van et al. (2005) measured the CSR as the sum of the

amount paid for employment welfare and training, social and
community expense and environmental and pollution control
expense. Voluntary contribution of the firm is measured by,

Corporate Giving = Firms Donations+ Kind+ Gifts/ Sales
Revenue*100

Return on assets

ROA is the measure that is widely used by the researchers for
measuring the financial performance of the firm. This measure is
consistent with the previous researches done on the financial
performance of the firm (Orlitzky et al., 2003; Waddock and Graves,
1997).

ROA is calculated by the following formula:

ROA= Profit before tax/ total assets *100

Ownership structure

Ownership structure is divided into three types: managerial
ownership, public ownership, family ownership. Ownership structure
was determined by the number of shares held by the management
of the company, family members, and the general public (Zeitun
and Tian, 2014). This measure is consistent with other researchers
worked on the ownership structure of the firm.

Control variables
Debt ratio

Debt ratio is used as a control variable. Debt ratio is calculated by
total debt divided by total assets. According to Wu (2004) and
Harvey et al. (2004) debt ratio in the capital structure of the firm
determines the amount spent on the CSR activities.

Size

Size of the firm is used as a control variable and calculated by
taking the natural log of total assets. Many researchers stated that
the size of the firm has a subsequent impact on the corporate giving
for social welfare. Researchers have taken natural log of total
assets to measure the size of the firm (Huang and Wong,
2002;Harda, 2006;Doukas and Pantzalis, 2003).

Tools of analysis

This study aims to examine the impact of corporate social giving on
financial performance of the firm and the relationship between the
ownership structure and CSR of the firms in Pakistan by using
Panel regression. A panel set of data incorporates both cross
sectional and time series. Panel data have the characteristics of
capturing the changes that occur with the time. Baltagi et al.(2005)
panel regression has the abilty to control the individual
heterogeneity of the firms in sample and reduce the chances of
multicollinearity.

The following panel regression equations were examined to
analyze the existing relationship between corporate giving, firm
performance and ownership structure. Random effects in
Generalized least square (GLS) regression has been used to
analyze the relationship between the variables. The use of Ordinary
Least Square (OLS) regression does notresult in the efficient
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Descriptive statistics

N Minimum Maximum Mean Std. deviation
MNG 270 0.0000 0.3254 0.009207 0.0336880
FML 270 0.0000 0.8678 0.110174 0.2067658
INST 270 0.0288 10.0000 0.700087 0.2865892
ROA 270 -0.3268 0.3558 0.104874 0.0947151
CSR 270 -0.7628 0.9707 0.016377 0.0978393
Valid N (list wise) 270

CSR: Corporate Social Responsibility; MNG: Managerial Ownership, FML: Family Ownership, INST: Institutional Ownership,

ROA: Return on Asset.

estimation of the regression coefficients. The decision about using
random effect is made on the basis of Hausman test. The
significant result of the Hausman tests reveals that the fixed effect
is more appropriate whereas insignificant test results show random
effect is more appropriate for the panel data (Saleh et al., 2011).
The following are the model of the study.

Research models
Model 1: ROA =Bo+p1VOLi+B.Sizei+BsDRite 1)

Model2: VOL =|30+B;|_FMLi(+ BzMNGi( + leNSi[ +stiZei(+B4DRi[ +£
(2

RESULTS AND DISCUSSION

Table 1 provides the descriptive statistics of company
ownership structure, corporate social responsibility and
profitability ratios. In this study the managerial ownership
of the firm is calculated by the total number of shares
owned by the insiders divided by total number of shares
of the company. The maximum value of the managerial
ownership is 0.325 which shows that the average 0.09%
of shares in Pakistani manufacturing firms is owned by
the managers. The average value of the shares owned
by the family member is 11%. Whereas the maximum
value in the data of family ownership is 86 percent; which
shows that the 86% of company shares are held by the
family members. The average value of the institutional
ownership is .700, which shows that on average 70% of
the manufacturing firms are owned by the institution. The
average value of return on assets of the firms is .1048,
which shows that on average 10.4% of the return is
generated by the assets of the manufacturing companies.
The minimum value of the firm return on assets is -
0.3268, which shows that there is decrease of 32.6% in
the profitability of the firm. CSR is the percentage of
income given as a donation, kind and gifts. The average
percentage of CSR is 0.016, which shows that on
average only 1.6% of the total income is paid out as
donations. The minimum value of the CSR is -0.76, which
shows that there is a 76% decrease in the firm investment

in social responsible activities and the maximum value
shows that the 97% of the income is paid out by the firm
in social responsible activities.

The GLS regression was used to see the relationship
between the corporate social responsibility of the firm and
the financial performance. Figure 1 provides regression
results of model 1. To decide between the fixed and
random effect model Hausmen test was conducted.
Figure 2 shows the results of the Hausman tests. The
insignificant result of the Hasumen test (0.356, P>0.05)
shows that the random effect model is appropriate to test
the model 1 instead of fixed effect model. The results of
the random effect model show that there is an
insignificant but negative relationship that exists between
the corporate social performance and firm financial
performance (-.054, P>0.05). The insignificant but
negative sign shows that the profitability of the firm
decreases with the increase in the corporate social
contribution. Firm’s involvement in the social activities
results in corporate expenses that eventually result in
damaging the profitability of the firm. Whereas the
controlled variables that include size of the firm and debt
ratio has a significant relationship with the profitability
ratio. The size of the firm is inconsistent with the
expected results. The tests found negative significant
relationship between size and return on assets (-0.0094,
P<0.05). Larger firms have more operating expenses that
result in low profitability of the firm. Debt ratio is
significantly but positively related to the firm financial
performance (0.00059, P<0.05). This shows that increase
in the debt ratio increases financial risk of the firm.
Managers have to work hard in order to fulfill the financial
obligations of the firm. The large percentage of the debt
in capital structure increases a firm’s chances of
bankruptcy hence managers prefer to invest the available
cash in positive NPV projects that result in increase in
firms’ profitability (Figure 3).

The second joint model was run to see the relationship
between the ownership structure and firms financial
contribution in social welfare activities. First the Hausman
test was conducted to see the appropriate model for
effect. The insignificant result of Hausman test shows
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hausman fe re
Coefficients
(b) (B) (b-B) sqgrt (diag(V_b-V_B))
fe re Difference S.E.
vol -.0115064 -.0549052 .0433988 .0318094
dr .0005947 .074744 -.0741494 .0683782
size -.0010536 -.0094339 .0083803 .0167218
b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2(3) = (b-B)'[(V_b-V B)"(-1)] (b-B)
= 3.24
Prob>chi2 = 0.3560

Figure 1 .Hausman test results of Model 1.

Random-effects GLS regression Number of obs = 270

Group variable: id Number of groups = 54

R-sqg: within = 0.0001 Obs per group: min = 5

between = 0.1640 avg = 5.0

overall = 0.0268 max = 5

Wald chi2 (3) = 7.32

corr(u_ i, X) = 0 (assumed) Prob > chi2 = 0.0622

roa Coef. Std. Err. z P>|z| [95% Conf. Interval]

vol -.0549052 .0587147 -0.94 0.350 -.1699839 .0601735

dr .074744 .0368328 2.03 0.042 .0025532 .1469349

size -.0094339 .0047714 -1.98 0.048 -.0187856 -.0000822

_cons .3155029 .1104273 2.86 0.004 .0990694 .5319364
sigma_u 0
sigma_e .09479748

rho 0 (fraction of variance due to u_i)

Figure 2. Random —effects of GLS regression.

that random effect model is more appropriate for testing
of results.

The results show insignificant relationship with all types
of ownership structure (Figure 4). The results show that
the managerial ownership has a positive but insignificant
relationship with the firm voluntarily contribution (0.0189,
P >0.05). The positive results show that managers prefer
to invest funds in corporate social responsible activities in

order to earn the good will that result in customers’
loyalty. The family ownership (0.0733, P>0.05) and
institutional ownership (0.0278, P>0.05) also showed
positive but insignificant results. The results of the study
show that there is no significant effect of ownership
structure on their contribution in social responsible
activities. The insignificant result may be the impact of
firms’ lack of interest in the disclosure of their corporate
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—— Coefficients ——
(b) (B) (b-B) sqrt (diag(V_b-V_B))
fe re Difference S.E.
mng .0628911 .0189272 .0439639 .1962987
fml -.1637855 .0733785 -.237164 .2115478
inst .0619011 .0278708 .0340303 .0691884
size -.0112688 .0054177 -.0166865 .0169729
b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2 (4) = (b-B)'[(V_b-V _B)"(-1)] (b-B)
= 2.74
Prob>chi2z = 0.6019

Figure 3. Hausman test results of Model 2.

Random-effects GLS regression Number of obs = 270

Group variable: id Number of groups = 54

R-sqg: within = 0.0003 Obs per group: min = 5

between = 0.0726 avg = 5.0

overall = 0.0134 max = 5

Wald chi2 (4) = 3.30

corr(u_i, X) = 0 (assumed) Prob > chi2 = 0.5085

vol Coef. std. Err. z P>|z| [95% Conf. Intervall]

mng .0189272 .1851639 0.10 0.919 .3439874 .3818418

fml .0733785 .045555 1.61 0.107 .0159077 .1626647

inst .0278708 .0326467 0.85 0.393 .0361156 .0918572

size .0054177 .005065 1.07 0.285 .0045096 .0153449

_cons -.1386406 .1231301 1.13 0.260 -.3799711 .1026899
sigma_u .01356227
sigma_e .09726606

rho .01907128 (fraction of variance due to u_1i)

Figure 4. Model 2: Random effect of GLS regression.

social responsible contribution in annual reports. In
developing country there is subsequent benefit that a
company gets in disclosing their contributions for the
welfare of the society. The limitation of the study is that
the study only included data from the annual reports. In
developing countries like Pakistan firms are not so
regularized for disclosing their contributions in annual
reports. The study has used only one source for
gathering information about the firm investments in social
responsible activities.

Conclusion

107

Corporate social responsibility is an emerging trend in
developing countries like Pakistan. A wide research has
been conducted to see the Impact of CSR on financial
performance of the firm and the impact of ownership
structure on voluntarily contribution in developed country.
The regulations have been developed
encourage firms to declare information regarding their
investments in social wellbeing. In our study on the

in order to
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manufacturing sector of Pakistan we found negative but
insignificant relationship between firm’s involvement in
the social responsible activities and the firm financial
performance. The results also show that there is no
impact of ownership structure on the corporate social
responsible activities of the firm in context to Pakistan.

Limitations and future implication of research

The research has some limitations. The first limitation is
that this research only focuses on 2012-2016. Due to
political instability and other economic condition that has
influenced the business, years after 2016 till 2018 were
not included in the research. Secondly this research also
focused on 54 non-financial firms listed on Pakistan
Stock Exchange from 2012 to 2016. Further research can
be conducted by including industry wise analysis on
relationship between the CSR and firms’ financial
performance. Thirdly multiple measures for financial
performance of the firms can be used to analyze the
relationship between the CSR and financial performance.
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