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ABSTRACT
Existing research about the effect of Corporate Social Responsibility (CSR) on financial
performance show mixed results. Some researchers claim there is a positive relation between
the two, while others suggest this relation is negative or non-existent. Despite these mixed
results, companies show increased interest in CSR, especially in the financial sector.
However, only a limited amount of research has been conducted on the impact of CSR on
financial performance in specifically the financial sector.
Therefore, this literature review looks at the published papers about the effects of CSR on
financial performance, and at the papers that discuss the factors that affect financial
performance in the financial sector. The main objective of this research is to find those by
CSR influenced factors that have a positive effect on financial performance in the financial
sector. Therefore, a total of thirty-two papers are included in the following literature study.
Results show that CSR lowers environmental costs, which enhances the financial
performance in the financial sector. CSR also increases the amount of differentiation, which
in case of CSR is because of the social innovation, has a positive effect on CFP in the
financial sector. Furthermore CSR has a positive effect on corporate reputation and which
through a positive word-of-mouth has a positive effect on the CFP in the financial sector.
Also CSR leads to lower environmental costs and an improved corporate reputation, which
increases the capital of banks and therefore their financial performance.

Keywords: Corporate social responsibility; Financial performance; Financial sector,
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1 INTRODUCTION
Corporate Social Responsibility (CSR) has gained more and more attention over the past few
years, and has become increasingly important in today's economy (De Los Salmones, Crespo
& Del Bosque, 2005; Singh, Islam, & Ariffin, 2014). Corporations believe that carrying out a
CSR strategy will aid them in building a good reputation, which will help them stand out in
their market (Kotler & Lee, 2005; Fombrun & Shanley, 1990). More corporations start to
believe that CSR strategies can be a key to business success (Lichtenstein, Drumwright, &
Braig, 2004). However, only a limited amount of research has been done on how CSR
strategies actually have an impact on financial performance. This was due to the traditional
view towards CSR; they believed that no dimension of CSR could add value, and thus for a
long time CSR strategies were not seen as a possibility to increase profits (Edmans, 2014).
Recently, this view changed and CSR strategies are now seen as a way to increase
profitability, which increased the interest in CSR policies within corporations and increased
the amount of research on the effects of CSR on performance (Giannarakis & Theotokas,
2011).
This interest increased considerably after the global financial crisis in 2008. After the crisis,
CSR strategies, and especially those of financial institutions, became a highly debated topic.
One of the main reasons why the crisis arose was due to the irresponsible behaviour of the
financial institutions (Moldovan & Andrada, 2015). This led to corporations becoming more
committed towards sustainable ways of doing business (Haanaes et al., 2011).
Furthermore, in 2006, Porter and Kramer found that ‘governments, activists, and the media
have become adept at holding companies liable for the social consequences of their
activities’. In response, CSR has emerged as an inescapable priority for business leaders in
every country.’ This is exactly what happened after the financial crisis; the blame was on the
financial sector, and the sector had to react. The financial sector was considered accountable
for the social consequences of the crisis, and this led to the increasing interest in CSR
strategies in the banking sector.
One problem with CSR efforts is that the pressure on corporations in the financial sector to
be socially responsible, while remaining profitable, is increasing every day. However, there is
only a limited amount of research done on how CSR impacts financial performance in the
financial sector (Shen, Wu, Chen, & Fang, 2016), while the impact of CSR on the financial
performance will determine the effort to invest in CSR activities (Servaes & Tamayo, 2012).
One of the large-scale researches done on the relationship between financial performance and
CSR was during the 1980s, when Aupperle, Carrol & Hatfield (1985) conducted an extensive
review of literature on the relationship between profitability and CSR. This review was not
specifically focused on the financial sector, but on financial performance in all kinds of
industries. The results were mixed, and they concluded that it was not possible to speak of a
significant relationship between CSR and profitability. More recent research from Blowfield
(2007) also had problems finding relationships between financial performance and CSR.
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Today CSR is more popular than ever, especially in the financial sector. However, there is
still much ambiguity concerning CSR and its effect on Corporate Financial Performance
(CFP) in the financial sector. Therefore, the aim of this study is to contribute to the literature
about the impact of a CSR strategy on factors that influence the profitability of corporations
in the financial sector. In order to achieve this goal, the following central research question
will be answered:
RQ 1: How does Corporate Social Responsibility influence financial performance in the
financial sector?
To answer the central research question, the following three sub-questions will be discussed:
SQ 1: What is understood as CSR, financial performance, and the financial sector?
SQ 2: What factors influence financial performance in the financial sector?
SQ 3: What is the effect of CSR on financial performance across industries?

The first sub-question will be discussed in the paragraph ‘theoretical background’. In order to
answer the second and third sub-research question, two systematic reviews are conducted,
and the findings of these reviews can be found in the paragraph ‘results’.
The purpose of this study is to investigate how and to what extent CSR strategies can have an
impact on the financial performance of organizations in the financial sector (figure 1). It also
serves to contribute to the literature about the impact of CSR strategies on the performance of
organizations in the financial sector. Important to note is that this research does not look at
the effects of CSR, but looks at the how CSR has an influence on CFP across industries, and
look at the factors that have an influence on CFP in the financial sector. Finally, to answer the
central research question, the overlap between the influence of CSR on factors that influence
CFP across industries and the factors that influence CFP in the financial sector is examined.

Figure 1 Research framework
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The first chapter answers the first sub-question. In order to answer the second and third subquestion, a systematic review is conducted. The method of this review can be found in the
second chapter. In the third chapter the results of the review are presented, and those will be
discussed in chapter four. Chapter five contains the conclusion.
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2 THEORETICAL BACKGROUND
The following chapter presents the components and different definitions of CSR, financial
performance and the financial sector.
2.1

WHAT IS CSR?

It is important to have a clear understanding of what CSR is, before the effects of CSR on
financial performance can be discussed. The increased popularity of CSR caused for many
different concepts to resemble CSR; such as stakeholder management, business ethics, and
corporate citizenship. This leads to a lot of debate about the definition of CSR. Several
different researchers and organizations use their own definition of CSR. Also It is also
possible for the definition of CSR to differ between countries, cultures, communities and in
different periods in time. This makes it hard to develop one definition and concept. There are,
however, some more commonly used concepts of CSR. These concepts are Carroll’s
Pyramid of CSR and the International Framework for CSR (Dahlsrud, 2008; Smith, 2011).
2.1.1

Carroll’s Pyramid of CSR

Archie B. Carroll has written a lot about CSR. He is the developer of the most influential
theories about what CSR is. In his article “A Three-Dimensional Conceptual Model of
Corporate Performance”, Carroll (1979) defines CSR as:
“The social responsibility of business encompasses the economic, legal, ethical, and
discretionary expectations that society has of organizations at a given point in time.”
In his pyramid of CSR (Carroll, 1991), he explains what CSR is and why companies are
involved in CSR. It helps to explain the motives for CSR, and it formed the basis for many
different fields within CSR research.
The pyramid is based on the four different parts of responsibilities that organizations have
(figure 2). These four responsibilities are: philanthropic, ethical, legal, and economic.
Together they make up the whole package of a company’s CSR efforts (Carroll, 1991).
At the bottom of the pyramid are the economic responsibilities. All the other responsibilities
are built upon these economic responsibilities. This originates from the traditional role of
business in our society; to create profit by creating the goods and services that the customers
demand. Businesses need to be able to sustain themselves, and this is done by being
profitable. Businesses which are not profitable go out of business and no longer have the
possibility to be legally, ethically and philanthropically responsible.
One layer above the economic responsibilities, but only slightly less important, are the legal
responsibilities. This responsibility is connected to the economic responsibility in a way that
a business wants to be profitable, but they should achieve this by staying within the law at the
same time (Carlsson & Högsten, 2011). In some regions, legal responsibilities might not be
considered as a part of CSR, but as a normal thing to do for everyone (Bhaduri & Selarka,
2016; Lambooy, 2014; Visser & Tolhurst, 2010).
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Figure 2

The Pyramid of Corporate Social Responsibility (Carroll, 1991)

Furthermore, there are the ethical responsibilities. These are the responsibilities that are not
included within the law. This is the responsibility to act ethically and morally correct. Firms
should go beyond the requirements of the law, in order to respect their stakeholders. The
ethical responsibility is not required, but is rather a societal norm. Firms should try to avoid
or minimize harm to stakeholders.
At the top of the pyramid is the philanthropic responsibility. Businesses are expected to be
good corporate citizens. They should contribute resources to the community, and help
improve the quality of life. Philanthropic responsibilities are not expected to the same degree
as the other responsibilities, and are to a high extent voluntary (Carroll, 1991).
These different responsibilities are dependent on each other, while the success of CSR
depends on how well all of the responsibilities are taken into account. The focus of a firm
therefore should be on the pyramid as a whole (Carroll, 1991). However, in this research the
influence on financial performance is measured and therefore is the independent variable, and
the legal, ethical and philanthropic responsibilities are used as dependent variables.
2.1.2 International Frameworks for CSR
Nowadays a lot of researchers and institutions are trying to create a unified definition of
CSR. Up to today, there still is not one single definition that is accepted by everyone.
However, there are some more frequently used international frameworks for CSR (Dahlsrud,
2008). The most used ones will be discussed below.
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One of the institutions that tried to create a unified definition of CSR is the Commission of
the European Communities (2001). They defined CSR as: “A concept whereby companies
integrate social and environmental concerns in their business operations and in their
interaction with their stakeholders on a voluntary basis.”
Later, in 2011, they redefined their definition to: “the responsibility of enterprises for their
impacts on society” (Commission of the European Communities, 2011).
Furthermore, the World Business Council for Sustainable Development use the following
definition (Holme & Watts, 2000): “Corporate Social Responsibility is the continuing
commitment by business to behave ethically and contribute to economic development while
improving the quality of life of the workforce and their families as well as of the local
community and society at large.”
Another popular, and often used definition to help organizations develop their CSR policies
is the definition of the United Nations Global Compact (2010), which is: “a strategic policy
initiative for businesses that are committed to aligning their operations and strategies with
10 universally accepted principles in the areas of human rights, labour, environment and
anti-corruption.”

Figure 3 The 10 Global Compact Principles (United Nations Global Compact, 2010)

The United Nation Global Impact consists of 10 principles (figure 3). These principles form a
framework for organizations that want to develop a sustainable business model.
Important to mention is that there are differences between how CSR is defined in different
societies across the world. In the United States, CSR is defined more as a philanthropic
model, in which donating a share of profits to charities is seen as CSR. While in Europe CSR
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is more focused on operating businesses in a socially responsible way. And as the societies
grow and change, the definitions of CSR also change over time (Baker, 2004).
For this review the definition of the Commission of the European Communities (2001) is
used; according to Dahlsrud’s (2008) literature review, this is the most commonly used
definition.
2.2 WHAT IS FINANCIAL PERFORMANCE?
In order to answer the research question, it is important to have a clear image of the definition
of financial performance.
According to Kipruto (2014), financial performance is an organization’s willingness and
ability to meet long term financial obligations, as well as being an indicator for an
organization’s financial health. Financial performance refers to whether and to which degree
financial objectives are accomplished. Lähtinen (2009) defined financial performance
measures ‘as the indicators to evaluate the success of economic units in achieving stated
strategies and objectives’.
Other definitions of financial performance are: ‘financial performance is the result of a firm
operations in monetary means’ (Business dictionary, n.d.), ‘Financial performance is a
measure of a company’s ability to generate income over a given period of time’ (Qfinance,
n.d.) and ‘Financial performance is a subjective measure of how well a firm can use assets
from its primary mode of business and generate revenues’ (Investopedia, n.d.).
There is no real consensus on how to measure financial performance. In fact there is a wide
range of financial performance measures. Most of these measures can be divided into two
broad categories: investor returns and accounting returns (Cochran & Wood, 1984). With
investor returns, the returns are measured from the perspective of the shareholder. Indicators
for investor returns are the change in share price, and the dividend income. More common are
accounting returns, which focus on how company earnings respond to different managerial
policies (Cochran & Wood, 1984). The most used accounting measures for financial
performance are Return on Assets (ROA), Return on Equity (ROE) and Return on Investment
(ROI). These indicators capture a firm’s internal efficiency, and measures the overall
financial health of firms. One limitation of accounting measures is that they do not reflect
external market responses to organizations. Despite this limitation, Moore & Spence (2006)
still find that accounting returns are a better predictor for financial performance than investor
returns.
However, there is still a lot of debate about the relation between CSR and CFP. There are a
lot of differences between studies about whether the relationship is positive or negative.
According to Raza, Ilyas, Rauf and Qamar these differences depends on what is used as
performance measure. Yet van Beurden (2008) found that there is ‘clear empirical evidence
for a positive correlation between CSR and CFP’ and that ‘voices that state the opposite refer
to outdated material’. However this positive correlation can also indicate that a better CFP
leads to more CSR, instead of what our research tries to identify; more CSR that leads to a
better CFP. It is important to be aware of this difference.
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3 METHOD
In order to be able to answer the research questions, a systematic review was conducted to
find relevant papers for this literature review. A systematic review is defined as “a review of
a clearly formulated question that uses systematic and explicit methods to identify, select, and
critically appraise relevant research, and to collect and analyse data from the studies that are
included in the review” (Cochrane Public Health, 2005).
In order to answer the second sub-research question, a systematic review was conducted. For
this part of the review, the review question was designed to assess the different factors that
influence financial performance of organizations in the financial sector
In order to find relevant articles, a list of search terms was developed by breaking down the
research question into 4 groupings of keywords: (1) “Factors”; (2) “Influence”; (3) “Financial
Performance”; (4) “Financial Sector”. And again, for all those key terms, a set of specific
search terms was compiled for the full search string. The language of publication was limited
to English, and the year of publication was set after 2008. The year of publication is set after
2008, because this results in those papers published after the Global Financial Crisis which
was in 2007-2008.
This resulted in the final search string that can be found in table 1.
Table 1 Search string used in the first search

TITLE-ABS-KEY

Search term 1 (AND)

( factor* OR aspect* OR element* OR cause* )

Search term 2 (AND)

( Influence* OR effect* OR impact* )

Search term 3 (AND)

( “financial performance”* OR profitability* )

Search term 4 (AND)

( “financial sector”* OR “banking sector”* OR
“financial service industry” )

AND

PUBYEAR > 2008 AND ( LIMIT-TO
( LANGUAGE , "English" )

The final search with this search string was conducted on June 21th 2017 in Scopus. The
search yielded 87 articles (appendix 4).

8

In order to decide if the paper was relevant for answering one or more of the research
questions, the abstract was read, and if necessary to obtain a better idea of the article also the
introduction and conclusion was read. After reading the abstracts, 50 papers were excluded,
leaving 37 papers to be scanned (appendix 5). An abstract was excluded if it was not dealing
with financial performance or if it was not dealing with the financial sector
The remaining papers were quickly scanned by the author, and papers not dealing with
factors that have an effect on financial performance of organizations in the financial sector
were left out; this was the case for 9 papers. Another 18 papers were left out due the lack of
accessibility to the complete article. Figure 4 shows the flowchart of the first search.

87 eligible papers
identified through
Scopus search
Selection criteria
applied to abstracts:
50 papers excluded
37 eligible papers after
reading the abstracts

No access to full
paper: 18 papers
excluded
19 eligible papers after
getting access

10 eligible papers

Not dealing with
effects of CSR on
financial
performance:
9 papers excluded

Figure 4 Flowchart of the first search to find articles to answer SQ2: ‘What factors influence financial
performance in the financial sector?’

This left ten papers to be read in their entirety (appendix 6). The papers that were read in their
entirety were coded using the following coding scheme: (1) “Identification of each paper
(title, authors, year, journal)”, (2) “Concept of the research”, (3) “Methods used for
gathering- and analysing data”, (4) “What affects the financial performance”, and (5) “Data
source”.
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In addition, the main conclusions and any recommendations for further research on the
factors that have an impact on the financial performance in the financial sector were recorded
using an open coding format. The results of this coding are presented below. Each relevant
paper was read entirely, and the key results were noted. Those results of the different codes
then were summarized.
The third sub-research question formulated was designed to assess: (1) the different CSR
strategies that have been applied to improve financial performance and (2) the impact such
CSR strategies have had on financial performance of organizations.
In order to find relevant articles, a list of search terms was developed. This was done by
breaking down the research question into four groupings of keywords: (1) “Corporate Social
Responsibility”; (2) “Strategy”; (3) “Effect”; (4) “Financial Performance”.
For each of these key terms, a set of specific search terms was compiled for the full search
string, in order to ensure that the papers found were relevant. Also the language of
publication was limited to English. Furthermore the date of publication was set after 2008, to
ensure that only research conducted after the financial crisis was found. This resulted in the
final search string that can be found in table 2.

Table 2 Search string used in the second search

TITLE-ABS-KEY

Search term 1 (AND)

( corporate AND social AND
responsibility* OR csr* OR corporate AND
sustainability* OR corporate AND responsibility )

Search term 2 (AND)

( strategy* OR policy* )

Search term 3 (AND)

( effect* OR affect* OR impact* )

Search term 4 (AND)

( financial AND performance* OR profitability* ) )

AND

PUBYEAR > 2008 AND ( LIMIT-TO
( LANGUAGE, "English" )

The final search was conducted on June 14th 2017 in Scopus. The search yielded 185 articles
(appendix 1).
In order to decide if the paper was relevant for answering one or more of the research
questions, the abstract was read, and if necessary to obtain a better image of the article, the
10

conclusion was read as well. After reading the abstracts, 125 papers were excluded, leaving
60 papers to be scanned (appendix 2). An abstract was excluded if it was not dealing with
financial performance or if it was not dealing with CSR.
The remaining papers were completely, but rapidly scanned, and papers not dealing with the
effect of CSR on financial performance were left out; this was a total of 11 papers. Another
27 papers were left out, due to lack of accessibility to the complete article. Figure 5 shows
the flowchart of the second search.

185 eligible papers
identified through
Scopus search
Selection criteria
applied to abstracts:
125 papers excluded
60 eligible papers after
reading the abstracts

No access to full
paper: 27 papers
excluded
33 eligible papers after
getting access

22 eligible papers

Figure 5

Not dealing with
effects of CSR on
financial
performance:
11 papers excluded

Flowchart of the second search to find articles to answer SQ3: ‘What is the effect of CSR on
financial performance?’

This left 22 papers to be read in their entirety (appendix 3) The papers that were read in their
entirety were coded using the following coding scheme: (1) “Identification of each paper
(title, authors, year, journal)”, (2) “Concept of the research”, (3) “Methods used for
gathering- and analysing data”, (4) “Effect of CSR on financial performance”, and (5) “Data
source”.
In addition, the main conclusions and any recommendations for further research on the effect
of CSR on financial performance were recorded using an open coding format. Each relevant
paper was read entirely, and the key results related to effects of CSR on financial
performance were noted.
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The results of both searches can be found in the next chapter. In that chapter, the effects CSR
has on financial performance across industries (results of the second search) are discussed, as
well as whether there is overlap with the factors that influence financial performance in the
financial sector (results of the first search). These overlapping factors tell us how CSR
influences financial performance in the financial sector, and therefore answers the research
question.

12

4 RESULTS
This chapter presents and discusses the results of the conducted searches. First a quick
overview (Journal, Year, Location, Methods) of the studies included is given, and after that
the findings of the studies are presented and discussed in more detail.
4.1 OVERVIEW OF SELECTED PAPERS
The first couple of paragraphs of this chapter will present and discuss some more general
findings of the searches. Those results do not necessary answer the research questions, but it
gives us a good background of the selected papers and can be interesting for future research.
Because those results give an overview of what kind of papers are included and the trends in
those papers. It also gives an indication of which journals are interested in publishing about
this subject and where to eventually find more relevant papers. Also an overview of
All of the selected studies are published in journals (N = 32). As can be seen in the table in
Appendix 7, there are no overlapping journals in the two searches. During the second search,
some of the selected papers are published in the same journal. These journals are ‘Corporate
Social Responsibility and Environmental Management’ (N = 2), ‘Tourism Management’ (N =
2), ‘Ecological Economics’ (N = 2), ‘Journal of Business Ethics’ (N = 3) and ‘Journal of
Financial Stability’ (N = 2).
The selected papers range from a great diversity of journals. Overall the number of papers is
limited, but as can be seen in appendix 7 there is no leading journal in publishing relevant
papers. One reason can be that the journals do not see the importance to publish about the
effects of CSR on CFP, but a more logical reason is that the awareness about the subject is
still low.
The oldest paper is published in 2009 and the most recent one in 2017. As can be seen in
table 3, most research on writing about the factors that influence financial performance in the
financial sector is done in 2016 (N = 5). The most research on the effect of CSR on financial
performance is published in 2016 as well (N = 6). The number of papers found for both
searches increased over the observed years. This growing amount of publications over the
years is interesting. In the first couple of years after the financial crisis, the amount of
published papers about the effects of CSR on CFP was limited. There is a growing trend in
the number of papers discussing this topic. Therefore, the awareness and interest in the
effects of CSR on CFP (in the financial sector) increases the past couple of years. If this trend
is ongoing, in a couple of years a more extensive literature on the effects of CSR on CFP can
be done.
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Table 3 Year of publishing of the used papers

Year

SQ 2 (N=10)

SQ 3 (N=22)

Total

‘What factors
influence CFP
in the financial
sector?’

‘What is the effect
of CSR on CFP
across industries?’

(N=32)

2017

1

1

2

2016

5

6

11

2015

2

4

6

2014

-

2

2

2013

1

2

3

2012

-

3

3

2011

-

1

1

2010

-

1

1

2009

1

2

3

Most of the selected papers focus on data from Europe (N = 9) and Asia (N = 9) (Table 4).
Six papers report on data from Northern America. All those papers with data from Northern
America focus on the influence of CSR on CFP. But none of those papers focus specifically
on the factors that influence CFP in the financial sector. Furthermore six papers include data
from all over the world, and one paper with data from Africa, and one with data from
Australia.
So most of the research is focused on Asia and Europe, and a small amount on North
America. Only a limited number of papers wrote about the effects of CSR on CFP in Africa,
Australia or South America. This indicates that there is less interest (yet) in the effects of
CSR on CFP in these continents. One reason can be the different perceptions of CSR between
continents (Bhaduri & Selarka, 2016; Moon & Orlitzky, 2015; Williams & Aguilera, 2008).
Another reasons can be the different levels of activity regarding CSR around the world (Aras
& Crowther, 2009; Visser & Tolhurst, 2010). When this changes in the future, there is still a
lot to discover about the effects of CSR on CFP in these continents.
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Table 4 Continents of the data used in the papers

Continent

SQ 2 (N=10) SQ 3 (N=22)
‘What factors
What is the
influence CFP
effect of CSR
in the
on CFP
financial
across
sector?’
industries?’

Total
(N=32)

Africa

-

1

1

Asia

4

5

9

Australia

-

1

1

Europe

6

3

9

North America

-

6

6

South America

-

-

-

Worldwide

-

6

6

4.2 USED PERFORMANCE MEASURES
Not all the papers used measurements for financial performance. Some papers do not
measure financial performance at all. In the papers that do measure financial performance,
most papers (N=22) used return on assets (ROA) as a measure for financial performance
(Table 5). Even all the papers (N = 10) found in the first search (SQ 2), used ROA as
performance indicator. Furthermore, eleven papers used return on equity (ROE) as an
indicator for performance and three papers used net interest income (NII). To measure factors
that influence financial performance in the financial sectors, three papers used net interest
margin (NIM). To specially measure the effects of CSR on financial performance, two papers
used EBITDA and nine papers used Tobin’s Q.
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Table 5 Performance indicators used in the papers

Performance indicator

SQ 2

SQ 3

Total

‘What factors
What is the
influence CFP effect of CSR
in the financial on CFP across
sector?’
industries?’
Return on Assets

10

12

22

Return on Equity

6

5

11

Net Interest income

2

1

3

Net interest margin

3

-

3

EBITDA

-

2

2

Tobin’s Q

-

9

9

So almost all experiments discussed in the selected papers use ROA as performance measure.
ROA is an indicator of how profitable a company is relative to its total assets. It is an
indicator of how efficient the management is in using its assets to generate profits. It is
calculated by dividing the annual earnings by the total assets. (Investopedia, n.d.). ROA
provides a more balanced view of profitability compared to traditional metrics (Hagel,
Brown, & Samoylova, 2013). More traditionally, ROE is used as performance measure. It
therefore is not strange that eleven papers used ROE as a performance measure in their
research. ROE is the amount of net income returned as a percentage of the shareholders
equity. It measures the profitability of a company by revealing how much profit a company
generates with the money shareholders have invested. ROE is the net income divided by
shareholders equity (Investopedia, n.d.). However, ROE has some disadvantages. One of
them is that if investors are not careful, they might lose focus of the business fundamentals.
ROE is also a very sensitive leverage (Hagel, Brown & Davison, 2010). The other
performance indicators used in the selected papers are almost always used in combination
with ROA and/or ROE. ROA and ROE are both accounting based measurements. Interesting
to see is that eight papers in the second search (to answer SQ3) used Tobin’s Q to measure
financial performance in their research. Tobin’s Q is a market-based measure and according
to the research of Al-Matari, Al-Swidi & Fazil (2014) it is the most common market-based
measurement. Tobin’s Q is calculated as the market value of a company divided by the
replacement value of the company’s assets (Investopedia, n.d.). Overall, accounting based
measurements like ROA and ROE are better to measure a company’s short-term financial
performance, while market-based measurements like Tobin’s Q are a better representation for
long-term financial performance. For future research on the relationship between CSR and
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CFP an ideal measurement would therefore contain both accounting- and market-based
measurements (Al-Matari, Al-Swidi & Fatzil, 2014).
4.3 CONCEPTS DISCUSSED
The first search consists of ten papers. Five of those papers try to identify the factors that
have a crucial effect on the profitability of banks. One paper analysed the association
between the amount of money spent on advertising by a bank and their profitability. Another
paper studied the link between capital levels of banks and their performance. This paper
studied the link between actual capital levels, performance and capital requirements in the
banking sector. They found that voluntary capital is the sole component of capital that affects
CFP positively and that the effect of regulatory capital on CFP appears to be insignificant (De
Bandt, Camara, Maitre, & Pessarossi, 2017). One paper tested the effects of different bank
business models on profitability. In this paper Mergaerts and Van der Vennet (2016)
documented that business models in the European banking sector are characterized by a
continuum, rather than a discrete set, of possible strategies. Furthermore, one paper
investigated the relationship between the amount of innovation within banks and the
profitability. Finally, one paper examined if banks have difficulties balancing stability and
profitability. Overall there is a limited number of research about the factors that influence
CFP in the financial sector. The existing research that was selected for this review is in good
balance between general and detailed research. And therefore can give balanced information.
The second search consists of twenty-two papers. Almost sixty percent of these papers
examined how CSR affects financial performance (N=13). Two papers examined if CSR has
a bigger effect on financial performance when a company prioritize their CSR activities
specifically. Another two papers investigated the effects and determining factors of CSR..
Another paper investigated the relation between corporate governance and CSR. Whether or
not banks should engage in CSR is investigated in one paper. Another paper shows how hard
it can be to measure the financial impact of investments in CSR. Finally, one paper tested
whether CSR awareness moderates the relationship between CSR and financial performance.
So almost sixty percent of the papers discuss the topic of our interest, namely how CSR
affects financial performance. The other papers go in more detail about a single topic of how
CSR affect CFP, or a similar topic. Advantages of the more general papers are that they give
more and diverse information. However, sometimes details are lacking. The other, more
specific, papers gives us more detailed information, but focus only on a smaller topic. Our
research contains a good mix between more broad papers (N=13) and more detailed papers.
Therefore, this review can give a broad picture of the effects of CSR on CFP in the financial
sector, and at the same time go into detail in some parts.
4.4

FUTURE RESEARCH NEEDS

Recommendations for future research are made in the papers within this review (table 6).
Both in the first (N = 3) and the second (N = 2) search, a total of five papers recommended
that the similar test should be conducted in other sectors in order to generalize the results. To
generalize more findings, two papers recommended to do the same test in other time periods,
while two other papers propose to test in different markets. A total of three papers suggest
that long-term tests are necessary to claim causality. Seven papers suggest that a larger
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sample size is necessary to find the effects of CSR on financial performance, and four papers
recommended to analyse the effects of CSR on CFP in more detail. Furthermore, three papers
suggested that the effect of CSR on CFP should be disentangled even more. This could be
achieved by conducting more research (quantitative), not necessarily more detailed research
(qualitative). Finally, three papers suggested that alternative measurements of financial
performance are necessary in future research.
Table 6 Recommendations for future research from the reviewed papers

Recommendation for future research

SQ 2

SQ 3

Total

‘What factors ‘What is the
influence CFP effect of CSR
in the
on CFP
financial
across
sector?’
industries?’
Similar test in other sectors

3

2

5

Similar test in other time periods

1

1

2

Similar test in other markets

-

2

2

Long term effects for causality

2

1

3

Further disentangle the effect of CSR on CFP

-

3

3

Analyse quality of CSR reporting in more detail

-

3

3

Apply alternative measurements factors
influencing
financial performance

-

3

3

Use larger sample size/more data

-

7

7

Analyse the effect of CSR on CFP in more detail

-

4

4
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So, some of the selected papers suggest some future research needs. From those suggestions
can be concluded that the number of research conducted is still limited. The suggestions also
indicate that the interest in this research field is still growing, and that there is still a lot to
discover. As mentioned earlier, the amount of research on our topic is growing over the
years, and the expectation is that this will continue to grow even more the next couple of
years.
4.5 FACTORS THAT INFLUENCE FINANCIAL PERFORMANCE IN THE FINANCIAL SECTOR
The first search was focused to find papers discussing the factors that affect CFP in the
financial sector. Seventy percent of the papers found a positive relationship between the
number of capital of a bank and their financial performance. Bank capital represents the net
worth of the bank. It is the difference between the assets and liabilities of a bank. The assets
of a bank includes cash, government securities and interest-earning loans. The liabilities of a
bank includes loan-loss reserves and any debt it owes (Investopedia, n.d.). The more capital a
bank has, the more losses on its assets it can absorb before it becomes insolvent. This is also
the reason why bank capital has been in the spotlight a lot since the global financial crisis in
2008. Basel III even introduced a minimum capital requirements for banks to improve the
regulation and risk management within the banking sector. So in order to do better financially
in the financial sector, firms should try to obtain a larger capital. There are several ways to
obtain this. This can be either debt and/or equity capital. Equity capital (capital from sales) is
more preferable, while taking on more debt is not financially viable (Investopedia, 2015).
The benefit of equity capital is that the company does not have to repay shareholder
investments. The costs of equity consists of the return of investment shareholders expect,
based on the company’s performance.
Furthermore, four papers found a positive relationship between cost-efficiency and financial
performance. A bank is cost efficient when they save money by performing their activities in
a better way. This leads to better monetary results and thus a better financial performance
according to Kipruto (2014).
Also single papers found that the firm size, the innovativeness, and the amount of advertising
expenses have an effect on a company’s financial performance. A bigger firm can obtain
more capital and therefore performs better financially. Bigliardi (2013) found that an increase
in the innovation level increases financial performance, because innovations helps to meet the
customer’s needs and helps to differentiate from competitors, which leads to a better position
in the market. And finally advertising expenses influence interest income and ROA which
leads to benefits for the financial performance of banks according to Acar and Temiz (2017).
In conclusion, financial performance in the financial sector is influenced by the following
factors: number of capital of a bank, cost-efficiency of a bank, size of a bank, number of
advertising expenses, and the number of innovativeness.
4.6 EFFECTS OF CSR ON FINANCIAL PERFORMANCE ACROSS INDUSTRIES
The second search has relatively less relevant findings. From the total of twenty-two papers,
six papers identified a positive relationship between a proactive CSR strategy and financial
performance. So when a firm actively is involved in CSR, their CFP will be better.
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Three papers found a significant positive relationship between environmental responsibility
and financial performance. So if a firm uses a CSR strategy, and take more environmental
responsibility, they will have lower environmental costs, which results in a better financial
performance. This is because higher CSR disclosure lowers the cost of equity capital (El
Ghoul, Guedhami, Kwok & Mishra, 2010; Reverte, 2011).
Also two papers identified a positive relationship between CSR and product differentiation,
which increases financial performance. Because CSR activities create competitive advantage
by differentiating products, it distinguishes a product from other products in the market (Lee
& Jung, 2016). CSR can lead products to be conform to social and environmental standards,
which has as benefits that it improves the reputation and gives the ability to charge a
premium price (Boehe, 2009).
Two other papers identified a positive relationship between CSR and corporate reputation,
which again enhances financial performance. Because when the reputation of a firm is better,
their sales will be better and they are able to charge a premium, which will have a positive
effect on their financial performance (Caliskan, Icke, & Ayturk, 2011).
Another paper identified a positive relationship between CSR and the amount of outside
investments made by the firm, which will enhance financial performance. Because for firms,
to engage in activities for the benefit of stakeholders or society as a whole, requires financial
investment outside the firm. This way a firm is able to appeal to customers by showing its
contribution to stakeholders and society as a whole (Lee & Jung, 2016).
Furthermore, one paper identified a positive relationship between the implementation of a
CSR strategy and the corporate governance. Corporate governance is the system of processes,
practices and rules by which a company is directed and controlled (Investopedia, n.d.). It
involves balancing the interest of all the stakeholders of the firm. Ntim and Soobaroyen
(2013) found that better governed firms tend to pursue a more socially responsible agenda
through increased CSR practices. They also found that the combination of CSR and corporate
governance practices has a stronger positive effect on CFP, than CSR alone. So a good
corporate governance enhances the relationship between CSR and CFP (Zagorchev & Gao,
2015).
Finally, one paper identified a positive relationship between amount a firm advertises their
CSR activities and their financial performance. Wagner (2010) found that corporate social
performance affects Tobin’s q (which is a measure for CFP) most strongly for high levels of
advertising intensity.
The chosen papers also identified two negative relationships between CSR and financial
performance. One paper identified a negative relationship between CSR concerns and
financial performance, while another paper identified a negative relationship between the
implementation of CSR and CFP, depending on the size of the firm, while a bigger firm
requires more costs to implement CSR, which in short-term will lower the CFP.
So to answer the third sub research question, the effect of CSR on financial performance
across industries is that CSR: lowers environmental costs, enhances product differentiation,
improves corporate reputation, increases the number of outside investments, and CSR
improves corporate governance. As explained above, all these factors have a positive effect
on financial performance.
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4.7 EFFECTS OF CSR ON CFP IN THE FINANCIAL SECTOR
The main question of this research is how CSR affects financial performance in the financial
sector. The answer to this questions are those factors that overlap between the results of the
two searches. The first search indicated those factors that have an influence on financial
performance in the financial sector, while the second search indicated the effects of CSR on
financial performance across sectors. In this paragraph those two searches are brought
together and there is checked whether there is overlap or not between both searches. Those
overlap is the answer to the central research question. Table 7 gives an overview of the
results of both searches.
Table 7 Overview of the results of both searches

Results SQ 2:

Results SQ 3:

‘What factors influence CFP in the financial
sector?’

‘What is the effect of CSR on CFP across
industries?’

Number of capital of a bank

Lowers environmental costs, which
improves CFP

Cost-efficiency of a bank

Enhances product differentiation, which
improves CFP

Size of a bank

Improves corporate reputation, which
improves CFP

Number of advertising expenses

Increases the number of outside investments,
which improves CFP

Number of innovativeness

Improves corporate governance, which
improves CFP

Looking at the results, there are some factors that overlap. Firstly, the first search found that
financial performance in the financial sector is enhanced by the cost efficiency of banks. As
found by Kipruto (2014), a bank is cost efficient when they save money by performing their
activities in a better way, which results in a better financial performance. The second search
found that CSR activities lowers the environmental costs, which can be seen as a way of
being cost-efficient. In other words, CSR lowers the environmental costs, which makes a
company more cost-efficient, which results in a better financial performance in the financial
sector.
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As is found in the first search, the number of innovativeness has a positive effect on the
financial performance in the financial sector. The second search found that CSR strategy
enhances the number of differentiation within a company. According to Boehe and Cruz
(2010) innovation can lead to differentiation. So, a CSR strategy enhances the product
differentiation, which has a positive effect on the CFP across industries. Improvements in a
CSR process can refer to as ‘social innovation’ according to Rexhepi, Kurtishi, and Bexheti
(2013). And innovation has a positive effect on CFP in the financial sector. Those two
findings together suggest that a CSR strategy enhances differentiation which, when seen as
innovation, has a positive effect on CFP in the financial sector.
Furthermore, none of the other findings of both searches show direct overlap. However there
are some possibilities for potential overlap. For example the finding that CSR increases the
corporate reputation. A better corporate reputation creates a positive word-of-mouth, which is
a kind of advertising (Brooks, 1957). And as is found in the first search, more advertising
positively influences CFP in the financial sector.
Also lower environmental costs and improved corporate reputation through a CSR strategy
can lead to increased capital, which has a positive influence on the CFP in the financial
sector. Lower environmental costs increase capital according to Sandhu (2011). He found
that improved sustainability performance reduces the cost of capital. The more efficient use
of resources results in a better financial performance. According to Roberts and Dowling
(2002) an improved corporate reputation can create value, and it makes replication by
competing firms more difficult. Their research shows that firms with relatively good
reputations are better able to sustain superior profit over time.
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5 CONCLUSION
The research conducted after the financial crisis on the effects of CSR on financial
performance and the factors that have an effect on financial performance in the financial
sector, is limited. However, the research that has been conducted, out of the ones included in
this review, found that the amount of capital, risk taking, cost-efficiency, bank size, inflation,
advertising expenses, and innovativeness have a positive effect on the financial performance
in the banking sector. From the papers in the second search can be concluded that CSR
lowers environmental costs, increases product differentiation, increases corporate reputation,
and increases outside investments. Furthermore, the results second research suggest that
proactive CSR, and the amount of CSR disclosure enhances financial performance. Next to
that, the amount a corporation advertises their CSR efforts enhances their financial
performance.
Together both searches suggest that CSR lowers the environmental costs, which enhances the
financial performance, as is found in the first search that cost-efficiency enhances financial
performance.
Furthermore, the amount of innovativeness has a positive effect on the financial performance
in the financial sector, and CSR increases the amount of differentiation and can be seen as a
form of social innovation.
Finally there were also some indirect findings, namely that a CSR strategy increases the
corporate reputation, which creates a positive word-of-mouth, which is a kind of
advertisement. And more advertising has a positive effect on CFP in the financial sector.
Also lower environmental costs and improved corporate reputation through a CSR strategy
can increase the capital of banks and thus have a positive effect on the CFP in the financial
sector.
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6

LIMITATIONS AND RECOMMENDATIONS FOR FURTHER RESEARCH

This research contains several limitations. The first limitation is that only one database is
used for the searches. This resulted in a limited number of papers that were reviewed.
Especially for the first search, to answer SQ 2, only ten useful papers were found. This makes
it harder to draw relevant conclusions. However, this database is considered to be very
complete. This might account for the limited amount of overall research done on the
discussed topic. Due to the limited time scope included in the search term, a limited amount
of papers is found. This time frame was necessary to find only research conducted after the
financial crisis. Furthermore, the access to some relevant papers is restricted. In the future
this research can be extended with papers that will be written the next couple of years. Future
research could make use of more databases, to get a larger pool of useful papers. In addition,
future research could try to get access to the papers to which access is restricted.
The second limitation of this study is that the second search, to answer SQ 3 results in a
selection of papers that discuss the effects of CSR on CFP, but for all different kinds of
sectors, instead of just the financial sector. Some of these papers already mention that the
results might not be generalizable to other sectors, which makes it hard to get a general view
of the effects of CSR on CFP for one specific sector. For example, findings for the mining
sector, might not be generalizable to the financial sector. However, this paper is able to gain
an overview of all the effects of CSR on CFP.
Another problem is that the definition of CSR differs around the world. The effects of CSR
on financial performance in the financial sector in Asia therefore is not the same as in Europe
or North America. Therefore, findings from Asia are not generalizable to other regions. For
some regions the amount of research on the effects of CSR on CFP is limited and therefore
future research focused on these regions is necessary.
Furthermore, a limitation of this research is that it looks directly at the effects of CSR on the
financial performance across industries, and not first at the general effects of CSR. If the third
sub question was focused on the factors that are influenced by CSR in general, this would
give better view of how CSR influences CFP in the financial sector. Better, because it will
result in an overview of the general effects of CSR, these general effects than can be
compared with the factors found in the other search; the factors that influence financial
performance in the financial sector. This will give a more precise overview of how CSR can
affect CFP in the financial sector. This research skips this more general search because of
time concerns and directly searches for the effects of CSR on financial performance across
industries and look for overlap with the factors that influence financial performance in the
financial sector. Therefore some effects of CSR on factors that have an influence on CFP
might not be included in the results of this research.
The final limitation of this research is that the selection of papers is done by one reviewer.
The selection therefore might be biased, which might have resulted in papers being excluded
which could have been useful. To prevent this, future research could do the Scopus search
again. The new reviewer can act as a second reviewer, or preferably the new research is done
by two or more reviewers who can check each other’s decisions whether to include a paper or
not.
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