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Purpose: This article analyses the relationship between the inclusion of the CSR policy in the
bank's strategy and the level of stock exchange quotations and financial results (achieved
profitability ratios), based on the example of Poland.

Design/methodology/approach: The article examined whether socially responsible banks
obtain better stock exchange quotations and show higher profitability (improvement of
profitability ratios). Secondary data used in the article concern 9 banks. The analysis period
covers the years 2009-2019, in which the WIG-RESPECT index was calculated. The control
group consists of four banks, two of which did not join the analyzed index, while two more
only joined it after 6 or 7 years.

Findings: The study leads to the conclusion that CSR has a positive impact on the level of
quotations and an improvement of the financial ratios of banks classified as socially responsible
compared to the control group. However, just belonging to the group of banks perceived as
socially responsible does not guarantee success in the form of higher quotations and
an improvement of financial ratios.

Research limitations/implications: The sample for comparison is small, and the adopted control
group is not fully homogeneous. The study only covered one country and therefore does not take
into account the institutional differences between various economies and banking systems.
The proposed directions for further research are to find an answer to the question whether the
banks that introduced the CSR policy into the strategy with delay improve their results.
Practical implications: Banks should include CSR activities in their strategy, as they may bring
benefits in the form of increased market quotations and profitability ratios. Exchange investors
should take into account the involvement of banks in CSR activities, as they may affect the
effectiveness of bank operations and, consequently, the level of their market valuation.

Social implications: Since socially responsible banks receive better market ratings and
improvement of profitability ratios, it is expected that their activity in this area will develop,
which will bring social benefits.

Originality/value: A comparison was made of the market valuation and financial ratios of
banks, broken down into declaring and not declaring activities in the area of CSR.
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1. Introduction

Banks are key institutions for the functioning of the economy (Scholtens, 2009) because,
as intermediaries between savers and investors, they co-decide on the allocation of resources in
the economy (Moufty et al., 2021). They play an important role in the context of sustainable
economic development for at least two reasons. Firstly, they decide what type of activity the
enterprises will receive financing for, and one of the criteria for granting a loan may be the
borrower's compliance with the principles of sustainable development. Secondly, the banks
themselves can focus their business strategies and organizational culture in line with the
recommendations of corporate social responsibility (CSR) (Nizam et al., 2019; Dedu et al.,
2021).

The intangible nature of financial services, which hinders their measurement and
comparison, speaks in favor of expanding the importance of CSR in banks' strategies. For this
reason, it becomes important to maintain an appropriate reputation, depending on e.g. effective
communication with customers (Walsh, Beatty, 2007). CSR policy may be an element of
a differentiation strategy based on emphasizing the quality of products and services, customer
orientation and building the image of a good employer in order to gain a sustainable competitive
advantage (Sen et al., 2006).

Most authors point out that the reputation of the banking sector as a whole deteriorated
during the 2008 global financial crisis. In the public perception, banks contributed to its
creation, and during the crisis, they did not fulfil their obligations towards their stakeholders
(Esteban-Sanchez et al., 2017). Although banks' efforts to build an accountable reputation for
CSR have a positive effect on their results, the results of research on this issue are ambiguous,
especially when it comes to the crisis period. Forcadell, Aracil (2017) found a negative
relationship between CSR and financial results in the period after 2008, Esteban-Sanchez et al.
(2017), while the research by Ganga et al. (2018) indicated the positive impact of CSR
involvement on the financial performance of banks. Regardless of the profitability of CSR
activities during the crisis, one of the ways to strengthen the credibility and confidence of
stakeholders after the global financial crisis was the intensification of corporate social
responsibility activities by banks (Miralles-Quiro6s et al., 2019).

This article analyses the relationship between the inclusion of the CSR policy in the bank's
strategy and the level of stock exchange quotations and financial results (achieved profitability
ratios), based on the example of Poland. The first part presents an overview of the literature on
CSR, with particular emphasis on references to the banking sector. This review includes, inter
alia, research results on the effectiveness and profitability of CSR activities. The following
sections present the research assumptions, the method used and the results of the research.
The originality of the undertaken research consists in comparing the financial results and stock
exchange quotations of the banks declaring inclusion of CSR in their strategy with other banks.
The article ends with the sections of discussion and conclusions.
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2. Literature review

In search of a competitive advantage, more and more often enterprises reach for values
consistent with CSR, trying to act as a good employer, citizen, neighbor. According to many
authors, CSR, taking into account social and environmental goals as well as economic goals
should become an element of the enterprise's strategy, because it is expected by the economic
environment (Valeute 2015; Masoud, 2017; Suriyankietkaew, Petison, 2020).

One of the main reasons for the interest in CSR on the part of enterprises is the creation of
an image-based reputation (Pérez, 2015; Engizek, Yasin, 2017), which is an important element
of the differentiation strategy, mainly directed to customers (McWilliams, Siegel, 2011; Fatima,
Elbanna, 2023). An appropriate image is also conducive to increasing employee satisfaction
(Gond et al., 2010; Kolk et al., 2016) and other entities in the environment (Fombrun, van Riel,
1997; Jeffrey et al., 2019). This enables the improvement of the use of the enterprise's resources
(better use of human resources, reduction of energy consumption and waste reduction, reduction
of insurance costs, legal problems) (Maignan, Ferrell, 2001), contributing in the long term to
the reduction of costs and risk (Saeidi et al., 2015). All of the above image effects should result
in improved competitive position, market success and the possibility of achieving above
average profit (Roberts, Dowling, 2002; van Marrewijk, 2003; Hsueh, 2014; Achi et al., 2022).

Building and managing reputation is especially important in the service sector due to the
intangible nature of the offer. CSR activities can help build a strong reputation and better
relationships with key stakeholders (Hillman, Keim, 2001; Kabus, Dziadkiewicz, 2022).
Seen from this perspective, CSR programs can be treated as investments in reputation and
relationships with stakeholders, in particular with customers (Narwal, 2007, McDonald,
Rundle-Thiele, 2008, Ramzan et al., 2021). CSR initiatives targeted at customers have
a significant impact on: the company's (brand) assessment, confidence in the value and quality
of the service (product), which translates into intentions of buying (Bhattacharya, Sen, 2004;
Mohr, Webb, 2005; Poolthong and Mandhachitara, 2009; Lécuyer et al., 2021), customer
satisfaction and loyalty (Marin et al., 2009; Stanaland et al., 2011; McDonald, Lai, 2011;
Mandhachitara, Poolthong, 2011; Perez et al., 2013; Muflih, 2021) and recommendations
provided to other customers (Goyal, Chanda, 2017).

CSR activities contribute to the creation of a good image in the society, which creates
favorable relations with all stakeholders. Good CSR performance, including investment in
personnel, can provide increased ability to attract and retain valuable employees, increase
satisfaction, motivation, morale, productivity, commitment and loyalty of existing employees,
and reduce potential employment problems and costs (Branco, Rodrigues, 2006; Moutfty et al.,
2021). The accountability of banks to their shareholders helps to increase their confidence,
making it easier to attract more investors, lenders and depositors, ultimately leading to

improved long term financial results (Zhou et al., 2021).
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The obtained reputation may translate into the higher earning potential of banks in terms of
net interest income. Customers taking into account the bank's reputation resulting from, inter
alia, CSR may be willing to accept a lower interest rate for their deposits if they come from
a bank with strong CSR features (Wu and Shen, 2013). Some companies prefer loans from
reputable banks, even if they have to pay higher interest rates on loans (Kim et al., 2005).
A strong reputation for CSR may also allow banks to charge higher fees and commissions for
additional services (Wu, Shen, 2013).

The above considerations indicate the need to invest in CSR as a way of building a bank's
reputation. It should be noted here that not all authors share this opinion. Research by Ruiz and
Garcia (2020) on the example of Great Britain and Spain shows that the relationship between
CSR and bank reputation is small (there may be a positive, negative or zero relationship
between various CSR constructs and the bank's reputation). The reasons for this state of affairs
were indicated by the instability of the financial system and the focus of CSR initiatives on
restoring the lost reputation of banks (after the 2008 crisis), and not on real social problems.
Other authors point out that CSR spending certainly improves public relations, but there is no
certainty about the customer's reaction (Morrison, Bridwell, 2011).

One of the reasons why customers do not react to CSR initiatives may be insufficient
communication. A critical prerequisite for reaping the benefits of involvement in CSR resulting
in the expected customer behavior (increased loyalty, satisfaction, positive relay of information)
1s making customers aware of such activities and a customer understanding of the social issues
in which banks engage (Fatma, Rahman, 2016; Cheung et al., 2020; Oyewumi et al., 2018).
Research indicates that customers’ ability to accurately identify companies’ CSR activities is
generally quite low (Bhattacharya, Sen, 2004). Therefore, banks should not only inform but
also educate customers, making them aware of the importance of CSR activities (Pomering,
Dolnicar, 2009).

The choice of methods and channels for the presentation of undertaken CSR initiatives and
the selection of areas in which banks need greater visibility are the most important for the
effectiveness of social marketing strategies (Hildebrand et al., 2011). These activities should be
long-term and comprehensive, also covering the communication of all CSR activities. While
initiatives directed at customers are rather visible to them, initiatives addressed to other
stakeholders (i.e. employees, suppliers, investors) are less visible, and they also influence
customer behavior (Pirsch et al., 2007; Fatma et al., 2014). The conclusions of the E&Y study
(2016) indicate that disclosing CSR efforts (sustainability reports) brings the organization
a better reputation, meeting employees' expectations, reducing incorrect information about the
enterprise, improving social performance, increasing customer loyalty, etc. Other studies
indicate that a higher level of CSR disclosure has a positive effect on the valuation of the
company's shares (Mallin et al., 2014), and this effect is more visible in industries with a higher

impact on the environment (De Klerk et al., 2015).
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One of the basic strategic decision-making problems is the direction and scope of CSR
activities undertaken. It is advisable to invest in activities that are closely related to the mission
and value of the company and at the same time contribute to social development. The condition
for the effectiveness of the message addressed to consumers is adjustment to their expectations
and motivations as well as the adoption of an appropriate schedule of social initiatives and their
appropriate promotion (Becker-Olsenetal, 2006).

Credibility plays an important role in the perception of CSR activities by customers.
Research on banks in the EU and the US revealed a significant positive correlation between the
internal social dimensions of sustainable development and banks' performance. An exception
was the link between the environmental dimensions of sustainability and bank performance,
as customers did not associate banking as an environmentally threatening sector. Customers
may treat bank information on environmental activities as greenwashing (Brammer, Pavelin,
2006; Grougiou et al., 2014), i.e. a strategy according to which companies, in order to attract
environmentally friendly investors and customers, disclose manipulated information (reporting
CSR activities that they do not undertake or undertake to a small extent) (Saeed, 2021).
The argument against undertaking a greenwashing strategy is that it may reduce the
effectiveness of real CSR initiatives (Parguel et al., 2011), and the results obtained by Goss and
Roberts (2011) and Lecuyer et al., (2021) indicate that efforts to manipulate stakeholders
through greenwashing are likely to be ineffective.

CSR practices in particular sectors of economic activity are relatively “homogeneous” due
to: regulations imposed by the state, influence of stakeholders, imitation of other organizations
and unification of jobs in the sector. In pursuit of social legitimacy, organizations implement
projects aimed at customers, communities and the environment, even though they involve costs
and time (Khan et al., 2020). The scope of undertaken CSR activities depends on the decisions
of managers whose task is to protect the interests of the corporation, taking into account the
validity of the claims of various stakeholders (Donaldson, Preston, 1995; Maignan, Ferrell,
2004). Basically, managers act as shareholder agents as owners of the company, controlling the
day-to-day operations of the enterprise and making all investment and financial policy
decisions. As managers do not usually own the companies they manage, their interests do not
always align with those of shareholders (Chakraborty et al., 2019). Part of the publication points
out that CSR policy can be used by managers as a way to gain private benefits (such as personal
reputation) and not to increase shareholder value (Barnea, Rubin, 2006; Barnea, Rubin, 2010;
Chahine et al., 2019).

The scope of undertaken CSR initiatives depends on the intensity of competition and the
financial situation of the organization. On the one hand, market competition drives company
ethical behaviour, due to pressure from customers, competitors, or concerns about reputation.
On the other hand, strong competition in the market reducing profitability may force companies
to save on, for example, non-basic activities (including CSR expenses) in order to maintain

profits (Shleifer, 2004; Forgione, Migliardo, 2020). When the level of competitive activities in
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a given sector is high, a positive image related to CSR can improve the company's financial
performance, while when the level of competitive activities is low, the lack of such activities
(omitting CSR expenditure) may improve financial results (Kim et al., 2018).

It is pointed out in the literature that past profitability (availability of financial resources)
and the company's social performance are positively related. Investing in social performance is
also found to be positively related to future financial performance. This type of feedback is seen
as a result of good organizational management (Waddock, Graves, 1997). Companies
voluntarily engaging in CSR activities expect that it will bring them financial benefits.
In addition, they not only build their image as socially responsible, but also profitable (having
funds for social expenditure) (Aswani et al., 2021).

Some authors emphasize the importance of the economic approach, writing that CSR should
have a business justification (Esken et al., 2018; Wagner-Tsukamoto, 2019). According to this
group of authors, the actions taken can be treated as socially responsible only when they bring
positive financial effects (Lantos, 2001). Proponents of the economic approach state that there
is an optimal level of investment in CSR that maximizes profit while satisfying stakeholders
(consumers, investors, employees and the community) (McWilliams, Siegel, 2001; Barnett,
Salomon, 2012). This level can be determined by analyzing the costs and benefits of investing
in CSR. Godfrey et al., (2009) suggest the existence of an optimal level of CSR from the point
of view of limiting broadly understood risk.

Most meta-analyses indicate a positive impact of the implementation of CSR rules in an
enterprise on its profitability (Orlitzky et al., 2003; Allouche, Laroche, 2005; Boaventura et al.,
2012; Wang et al., 2015; Mikotajek-Gocejna, 2016; AidEIMekki, 2020), with some of them
having a small impact (Margolis et al., 2009; Gallardo-Vazquez et al., 2019). However,
it should be pointed out that it is really a minority, but some studies show that the relationship
between CSR and financial results may be neutral or even negative (Boyle et al., 1997;
McWilliams, Siegel, 2000; Hirigoyen, Poulain-Rehm, 2015; Zhao, Murrell, 2016; Lee et al.,
2018). According to Bruno and Lahouel (2021), discrepancies in the results obtained by
individual researchers are the result of: discrepancies in the adopted definitions, differences in
the selection of ratios, differences in the selection of databases, methodological problems in the
correct selection of the sample, ignoring organizational differences and sensitivity to the time
scale.

Discrepancies in the obtained results also occur in surveys concerning the banking sector.
Most of them show a positive relationship between CSR and bank profitability. An example
can be the research conducted in the USA, according to which there is a positive and significant
correlation between financial results and CSR (Simpson, Kohers, 2002; Cornett et al., 2016;
Miller, 2016). Research based on international comparisons covering a larger number of
countries indicates that CSR of banks is positively related to financial performance in relation
to traditional measures (including ROA and ROE) (Shen et al., 2016; Esteban-Sanchez et al.,
2017; Wu et al., 2017). Weber (2017) found a positive relationship between sustainability
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performance and bank financial ratios (i.e. total assets, net profit, ROA and ROE) of Chinese
banks. However, there are also studies indicating the lack of a statistically significant
relationship between CSR and financial performance, e.g. in the case of banks in Italy (Soana,
2011).

Attention should be paid to the two previously mentioned (Bruna, Lahouel, 2021) reasons
for differences in the obtained test results, in the form of failure to take into account
organizational (institutional) differences and sensitivity to the time scale (other reasons for
differences in test results refer to the heterogeneity of definitions, adopted indicators and
samples research.

An empirical study carried out by Belasri et al. (2020), based on an international sample of
banks, made it possible to conclude that the CSR of banks is positively related to their
effectiveness, and this relationship depends on the institutional context. CSR has a positive
effect on the efficiency of banks only in developed countries, which have a high degree of
stakeholder orientation and appropriate institutional features.

The study in Nigeria may argue the lack of a positive relationship between CSR and
financial performance in developing countries. According to the researchers, the reason for the
negative impact of CSR on bank results was the poor disclosure of actions taken by banks
(Oyewumi et al., 2018). Other studies contradict the conclusion that in developing countries,
banks do not benefit from applying CSR rules. Research in India (Magbool, Zameer, 2018)
shows the positive impact of CSR on financial results, socially responsible banks gain
a competitive advantage in Jordan (Abu-Alkeir, 2021), and in Bangladesh the average rate of
return on assets of socially responsible banks is higher than in other banks (Ahamed et al.,
2012).

A very important aspect from the perspective of the impact of CSR on financial results is
the difference between the long-term and short-term effect. Undertaking CSR activities is
associated with incurring costs, which may have a negative impact on the financial result in the
short term (Hillman, Keim, 2001). This effect is temporary, and in the long run, CSR activities
should bring good reputation to banks and enable them to attract additional customers (Zhou
et al., 2021). If the expected reputation can be built up, one can expect higher profitability of
the resources involved, a better financial situation and a higher market valuation (Garriga, Melé,
2004). Therefore, CSR should be treated as a strategy that allows for higher returns in the long
term, offsetting the costs incurred in the short term (Forgione, Migliardo, 2020).

Referring to the scale of operations, the research gives different answers to the question of
what the impact of the size of banks is on the activities undertaken in the area of CSR.
According to Forgione and Migliardo (2020), banks that dominate the market do not feel the
moral pressure of public opinion to undertake social initiatives (they do not undertake a wider
range of initiatives than smaller banks). In turn, the research of Cornett et al. (2016), indicates
that the largest banks, to a greater extent than smaller banks, conducted socially responsible

activities (e.g. lowering deposit fees, increasing services for low income communities.
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Based on the results of the above mentioned research on the discussed issues, the article
hypothesized that: socially responsible banks obtain better market ratings and have

a higher profitability (improvement of profitability ratios).

3. Research metodology

All banks that meet three conditions at the same time were selected for the analysis:
headquarters based in Poland, belong to the WIG-Banki index and have been listed on the
Warsaw Stock Exchange since at least 2009. These criteria were met by 9 banks.

The WIG-RESPECT index, which has been listed on the Warsaw Stock Exchange since
19 November 2009, was used to distinguish socially responsible banks. This index functioned
until the end of 2019 (since 1 January 2020, by a Resolution of the Stock Exchange
Management Board, it has ceased to be published and was replaced with another index referring
to CSR, covering all the largest companies listed on the stock exchange). Companies that
wanted to be included in the WIG-RESPECT index underwent a three stage assessment,
including an assessment of the liquidity of trading on the stock exchange, corporate governance
practices and activities addressed to stakeholders as part of CSR, which were assessed from the
perspective of environmental, social and economic factors (http://www.respectindex/...).

For the purposes of the analysis, the banks that were accepted into the WIG-RESPECT
index at the beginning of its operation were accepted as socially responsible. The first two
(Handlowy, ING) joined the index in 2009. Three more (MBank, Millennium, Santander
Polska) joined the index in 2010. It was assumed that these banks implemented the CSR policy
before joining the index of socially responsible companies.

The control group consists of the remaining banks that meet the adopted criteria. Two of
them did not enter the WIG-RESPECT index at all (PKO BP and BOS). Two more banks joined
the index, but only after several years of its operation (BOS in 2015 and Pekao in 2016). They
were added to the control group, assuming that they had applied the CSR policy too briefly for
its positive effects to be visible in the financial results.

An important additional piece of information about the banks forming the control group is
the fact that they occupy the extreme positions in terms of total assets. In 2009, PKO BP and
Pekao had the highest level of assets (in 2019, SantPL was promoted to second place ahead of
Pekao). The two remaining banks belonging to the control group (BOS and Getin), both at the
beginning and at the end of the analyzed period, had the lowest sum of assets among the
9 analyzed banks.

The research period covered the years 2009-2019, in which the WIG-RESPECT index was
operating on the Warsaw Stock Exchange. The verification of the hypothesis was based on the

available financial data of banks and stock exchange levels. The share prices of the analyzed



The impact of CSR on stock exchange quotations... 237

banking companies are the closing values at the last trading session in a given year. The index
method was used in order to obtain comparability of data, in the case of stock exchange
quotations, assuming the level of quotations at the end of 2009 (i.e. the year in which the
WIG-RESPECT index appeared on the Warsaw Stock Exchange) as the base value. As part of
the stock price analysis, a comparison of the banking sector index (WIG-Banki) to the entire
market (WIG), the index of socially responsible companies and the index of the largest
companies listed on the Warsaw Stock Exchange was presented. To analyze the differences
between the banks accepted as socially responsible and the control group, a chart showing
changes between the beginning and end of the analyzed period was used, as well as a tree
diagram for changes in exchange rates of the surveyed banks in the years 2009-2019.

With regard to the profitability analysis, the basic profitability ratios ROA, ROE and ROAA
were calculated on the basis of the annual financial statements of the companies for the years
2009-2019. The analysis began with changes in the levels of profitability ratios in individual
banks between the beginning and the end of the analyzed period. As an initial method of
analysis, a ranking approach was used, taking into account the positions of individual banks,
and the arithmetic mean of the achieved financial ratios for the groups of banks being compared.
To check how different the achieved financial ratios differ in the analyzed groups of banks,
tree diagrams were used to change all the analyzed profitability ratios in the years 2009-2019.
At the end of the research part, the principal component analysis method was used, which
simultaneously took into account: the change in the stock exchange rate between the beginning
and the end of the analyzed period and the average levels of ROA, ROE and ROAA ratios
obtained by individual banks.

4. Results

The impact of CSR on stock exchange quotations

Changes in the level of quotations of banking companies should be considered amongst the
entire market and its selected segments. In the years 2009-2019, the Polish banking sector
improved its performance much slower (15.32%) than the overall market (44.63%) (Table 1).
This could be the result of the financial crisis of 2008, which caused an increase in the share of
non performing loans in the loan portfolio, as well as a decline in customer and investor
confidence in the banking sector as “complicit” to the crisis. In the analyzed period,
the WIG-RESPECT index (socially responsible companies) improved its quotation by 45.94%.
Referring to the 5 banking companies that co-created it, it should be pointed out that compared
to the sector index (WIG-Banks), they showed a much better improvement in quotations.
Admittedly, two of them underestimated the RESPECT index (one of them recorded a 26%
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drop in quotations, while the other grew by only 21.88%), they are, however, the smallest of
the analyzed banks, with the lowest share in the index. The three remaining banks with higher
shares in the index recorded increases in quotations in the analyzed period exceeding the
increase in the RESPECT index (increases from 49.77% to 159.62%). Therefore, the banking
sector companies raised the WIG-RESPECT index and did not lower it.

The performance of the banking sector in Poland should also be related to the WIG-20
index, which groups the largest companies. In the conditions of the Polish stock exchange,
banks are relatively large economic organizations. In 2009, 5 out of 9 analyzed banks were
included in the index of the 20 largest companies, three more constituted the “reserve”
(they were considered candidates for the index). In 2019, 4 of the analyzed banks remained in
the index, and two more were treated as reserve banks.

In the analyzed period, the index of the largest companies on the Warsaw Stock Exchange
dropped by 9.99%. One of the reasons for the relatively weak growth of the banking sector in
Poland is therefore the size of banks as economic organizations (their affiliation to the
WIG-20) at a time when investors shifted their investment preferences to smaller companies.

The ten year period of the analysis seems to be enough to answer the question — Is there
a visible effect of the increase in quotations and improved profitability of socially responsible
companies compared to the control group? Considering the differences between the changes in
the level of quotations of the analyzed banks, between 2009 and 2019 there is an advantage of
the banks that joined the WIG-RESPECT index in the years 2009-2010 (the first five in Fig. 1).
Quotations improved four out of nine banks (Table 2), all belonged to the group of socially
responsible. At the end of 2019, all banks from the control group had lower quotations than at
the end of 2009.
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Figure 1. Change in the stock exchange rate of the surveyed banks in 2009-2019 [in %].

Source: own study based on data from the Warsaw Stock Exchange.
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The only bank among those classified as socially responsible, whose quotations at the end
of 2019 were lower than at the end of 2009, was Bank Handlowy. In terms of ranking, it was
overtaken by PKO BP, which is not included in the RESPECT index (PKO BP recorded a lower
decline in quotations than Bank Handlowy). However, it should be noted that the quotations of
Bank Handlowy have dropped in the last two years (Table 2). In the entire analyzed period,
it dropped below the quotations from 2009 only three times, which happened six times in the
case of PKO BP.

The comparisons of the relative changes in the level of quotations of socially responsible
companies compared to the control group, based on a comparison of the end and beginning of
the analysis period, indicate a clear advantage of socially responsible companies.

The conclusions from the tree diagram for the exchange rate changes of the examined banks
in the years 2009-2019 are not so clear (Fig. 2).
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SantPL PKOEP Pekao MBank Handlowy
Nillennium Getin BOS NG

Figure 2. Tree diagram for changes in exchange rates of the examined banks in the years 2009-2019.
Source: own study.

It shows that the closest proximity is shown by the quotations of two pairs of banks included
in the control group, i.e. PKO BP and Getin (neither entered the WIG-RESPECT index),
as well as Pekao and BOS (both entered the index with a long delay). Changes in the quotations
of banks classified as socially responsible have much higher dissimilarity measures than other
banks. The exception is the pair SantPL and Millennium, whose quotation fluctuations are the
closest to each other among the 9 analyzed banks. The indication that membership of the
WIG-RESPECT index could be one of the factors taken into account by stock exchange
investors, on the basis of the tree diagram, is therefore slightly weaker (taking into account the
low similarity of socially responsible banks) than the conclusions drawn from the comparison

of quotation changes at the beginning and end of the period analysis.
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The impact of CSR on profitability ratios

Based on the data concerning the beginning of the analyzed period (2009), it can be stated
that in the case of the Polish banking sector, the statement about the relationship between the
interest in CSR activities and the achieved profitability level is not confirmed. The two largest
banks on the market that were assigned to the control group (PKO BP, which did not join the
index, and Pekao, which joined the index in 2016), distanced most of the banks that decided to
join the WIG-RESPECT index at the beginning of the analysis period. As indicated by the data
(Tables 2-4), these banks in 2009 were ranked first and third (in the case of ROA), second and
fourth (ROE) and first and second (ROAA).

We begin the assessment of the impact of CSR on profitability ratios in the banking sector
with their changes between 2009 and 2019. ROA was improved by 4 banks, including
3 classified as socially responsible and one that did not belong to the RESPECT index
(Appendix 1). In terms of ranking, socially responsible banks took the first two places and,
respectively, fourth, sixth and seventh when it comes to improving ROA.

In the case of ROE, an improvement was recorded by four banks, including 2 classified as
socially responsible (Appendix 2). In terms of ranking, socially responsible banks took the first
two places and, respectively, fifth, seventh and ninth when it comes to improving ROE.

In the case of ROAA, an improvement was recorded by three banks, including 2 classified
as socially responsible (Appendix 3). In terms of ranking, socially responsible banks were
ranked first, third, fourth, fifth and ninth, respectively, when it comes to improving ROAA.

As the ranking approach only shows the advantage of socially responsible banks in the case
of ROA but does not give clear indications in the case of other ratios, the average values of
financial ratios for both groups of banks at the beginning and end of the analyzed period were
calculated (Table 6).

Table 1.

Changes in selected stock exchange indices in the years 2010-2019 compared to 2009 [in %]
Index Years

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

WIG 18.77 -5.98 18.69 | 2826 | 28.59 16.21 29.43 59.42 44.28 44.63
WIG 20 14.88 | -10.22 8.13 0.51 -3.05 | -20.74 | -18.45 3.03 -4.69 -9.99
WIG 17.93 -7.63 13.28 36.55 35.64 3.71 6.72 | 45.55 27.00 15.32
Banki
WIG RES- | 31.44 16.65 50.75 48.89 55.57 32.00 | 46.35% 79.05 62.47 | 4594
PECT

Source: own study.
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Table 2.
Change in the stock exchange rate of the surveyed banks in the years 2010-2019 compared to
2009 [in %]

Bank Years
2010 | 2011 2012 2013 2014 2015 2016 2017 2018 2019

Handlowy 33.57 -3.00 40.43 50.00 52.79 2.71 9.13 16.97 -1.29 | -26.00
ING 14.62 0.77 16.67 45.32 79.36 50.19 | 106.92 | 163.59 | 130.77 | 159.62
Mbank 16.92 -5.38 25.38 92.31 91.54 20.77 28.94 78.85 63.15 49.77
Millennium 2.08 | -20.83 -7.92 50.00 72.92 15.83 8.13 86.25 84.79 21.88
SantPL 13.11 18.95 27.32 | 104.00 97.37 49 .47 66.32 | 108.55 88.53 61.79
BOS -5.88 | 4484 | -63.24 | -4240 | -58.33 | -79.06 | -86.92 | -89.87 | -90.99 | -91.27
Pekao 10.70 | -12.68 3.59 11.01 10.51 | -11.26 | -22.20 | -1991 | -32.59 | -37.88
Getin 28.49 | -21.23 | -68.49 | -57.88 | -79.22 | -86.37 | -88.38 | -84.58 | -98.10 | -84.17
PKO BP 14.08 | -15.47 -2.89 3.74 -5.89 | -28.08 | -25.95 16.61 3.87 -9.32

Source: own study.

Table 3.

Return on Assets (ROA) of the surveyed banks in 2009-2019 [in %]
Bank Years

2010 | 2011 2012 2013 2014 2015 2016 2017 2018 2019

Handlowy 1.34 2.01 1.74 2.23 2.14 1.90 1.27 1.33 1.24 1.30
ING 0.99 1.17 1.26 1.06 1.11 1.04 1.04 1.07 1.11 1.08
Mbank 0.16 0.73 1.16 1.17 1.16 1.09 1.06 0.91 0.83 0.90
Millennium 0.00 0.69 0.92 0.90 0.94 1.07 0.83 1.02 0.96 0.95
SantPL 1.74 1.96 2.05 2.44 1.90 1.52 1.81 1.59 1.65 1.31
BOS 0.22 0.42 0.40 0.20 0.36 0.33 -0.24 -0.29 0.23 0.35
Pekao 1.85 1.89 1.98 1.96 1.76 1.63 1.36 1.31 1.33 1.20
Getin 0.95 1.02 1.85 6.55 2.08 1.29 1.19 1.78 1.04 -7.17
PKO BP 1.48 1.89 1.99 1.93 1.62 1.30 0.97 1.01 1.05 1.15

Source: own study.

Table 4.

Return on Equity (ROE) of the surveyed banks in 2009-2019 [in %]
Bank Years

2010 | 2011 2012 2013 2014 2015 2016 2017 2018 2019

Handlowy 8.14 11.63 11.43 13.13 13.31 12.78 9.14 8.86 7.72 9.05
ING 12.18 13.32 13.72 10.23 11.14 9.95 10.55 11.96 11.90 11.44
Mbank 3.06 9.34 14.18 12.45 11.79 11.64 10.62 9.36 7.66 8.65
Millennium 0.05 7.97 10.17 9.79 9.99 11.29 8.48 10.10 8.76 9.07
SantPL 15.56 15.36 16.40 16.29 13.91 11.34 12.32 11.34 10.79 10.12
BOS 2.92 5.83 5.37 2.35 4.45 4.24 -3.48 -3.38 2.48 2.98
Pekao 13.18 12.49 13.62 12.64 11.89 11.33 9.79 9.95 10.64 10.03
Getin 8.29 9.64 1826 | 31.11 1239 | 9.92% 10.06 14.22 8.30 | -188.32
PKO BP 11.31 15.04 16.67 15.29 12.83 11.74 8.59 8.83 8.58 9.57

Source: own study.
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Table S.

Return on Average Assets (ROAA) of the surveyed banks in 2009-2019 [in %]
Bank Years

2010 | 2011 2012 2013 2014 2015 2016 2017 2018 2019

Handlowy 1.74 2.51 2.18 2.85 2.69 2.34 1.60 1.69 1.64 1.68
ING 1.15 1.38 1.54 1.25 1.33 1.34 1.28 1.40 1.49 1.44
Mbank 0.26 0.97 1.48 1.43 1.46 1.40 1.31 1.22 1.16 1.23
Millennium | -0.01 0.87 1.41 1.13 1.20 1.38 1.04 1.39 1.30 1.27
SantPL 2.15 2.54 2.56 3.03 2.36 1.96 2.26 2.04 2.15 1.63
BOS 0.28 0.48 0.49 0.22 0.41 0.42 -0.27 -0.38 0.36 0.49
Pekao 2.21 2.26 2.40 2.40 2.13 1.97 1.60 1.64 1.46 1.55
Getin 1.01 0.97 2.11 8.40 2.11 1.70 0.23 1.82 1.43 -5.60
PKO BP 2.84 2.40 2.52 2.39 2.03 1.61 1.18 1.14 1.42 1.54

Source: own study.

Table 6.
Arithmetic means of financial ratios for the group of socially responsible banks and the control
group in the years 2009 and 2019

Index Bank group Years
2009 2019
ROA Socially responsible 0.846% 0.874%
Control group 1.125% 0.745%
ROE Socially responsible 7.798% 7.872%
Control group 8.925% 7.645%
ROAA Socially responsible 1.058% 1.208%
Control group 1.585% 1.023%

Source: Own calculations based on Appendices 1-3.

For all analyzed financial ratios, the arithmetic means at the beginning of the analyzed
period were higher in the control group (treated as a whole). The situation was reversed at the
end of the research period. This was a consequence of the fact that all arithmetic means of ratios
improved in the group of socially responsible banks (treated as a whole), while they deteriorated
in the control group. The above comparison definitely supports the hypothesis about the positive
impact of CSR activities on profitability (improvement of its ratios) in the Polish banking
sector.

As the achievable changes in ratios depend on their initial level and taking into account that
the beginning and end of the period in the study may only generate errors, a more detailed
analysis was based on the evolution of the analyzed financial ratios over the entire period.

Tree diagrams were used to check whether socially responsible banks differ from the control
group in terms of the achieved profitability ratios. The first of the diagrams concerns ROA.

When analyzing the tree diagram for ROA achieved in the analyzed period, on the one hand,
it points out that two small banks from the control group show the highest level of dissimilarity
to the analyzed group, which is especially visible in the case of Getin bank. On the other hand,
the two remaining banks from the control group are very similar to each other and to the group
of socially responsible banks. The greatest similarity is between Millennium and Mbank,
two of the socially responsible banks.

The next diagram (Fig. 4) relates to ROE.
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Figure 3. Tree diagram for ROA of the examined banks in the years 2009-2019.

Source: own study.
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Figure 4. Tree diagram for ROE of the examined banks in the years 2009-2019

Source: own study.

The conclusions from the tree diagram in relation to ROE that are achieved by the analyzed

banks are similar to those in the case of ROA. Again, the same two banks from the control

group show the highest level of dissimilarity to the analyzed group (which is especially visible

in the case of Getin bank). The two remaining banks from the control group are very similar to

each other (with a greater similarity between Pekao and ING than between PKO BP and Pekao)

and to the group of socially responsible banks.
The last tree diagram presented relates to ROAA.

As in the previous two cases, the ROAA achieved shows the highest level of dissimilarity

to the analyzed group in the case of the same two banks from the control group (especially in
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the case of Getin bank). The two remaining banks from the control group are very similar to
each other and to the group of socially responsible banks. The results obtained are very similar
to those of the ROA (the greatest similarity is between Millennium and Mbank, the second most

similar is between banks from the control group — PKO BP and Pekao.

010

0,02

Getin Mille nnium MG PKO BP Handlowy
BOS MBank SantPL Pekao
Figure 5. Tree diagram for ROAA of the examined banks in the years 2009-2019.

Source: own study.

To sum up, the tree diagram analysis for profitability ratios is ambiguous. Small banks
belonging to the control group differ significantly from other banks. Their example could
indicate that there is an impact of CSR on profitability ratios. However, this observation does
not apply to the other two banks that form the control group — the profitability ratios they
achieve are similar to those achieved by socially responsible banks. It should be remembered
that the banks PKO BP and Pekao were the largest banks on the market in the analyzed period.
Their size may be a factor determining the relative stability of their financial situation to
a greater extent than undertaking CSR activities.

From the perspective of socially responsible banks, they are often more similar to PKO BP
and Pekao than to one another (to other banks belonging to the WIG-RESPECT index since its
inception). Thus, the analysis of tree diagrams shows the existing differences between financial
results within the group of socially responsible banks. This confirms the differentiation within
this group of banks, which was already noticed in the preliminary analysis based on the ranking
method (a large range of positions taken in the statements concerning the improvement of
financial ratios.

To summarize the considerations on the similarity between the analyzed groups of banks,
and thus also to answer the question to what extent CSR activities affect the quotations and

profitability of banks, the main component analysis method was used, for which the change of
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the stock exchange rate between the beginning and the end of the analyzed period and the
obtained average levels of ROA, ROE and ROAA. (Fig. 6).

Principal component analysis confirms the conclusions of the tree diagram analysis.
On the one hand, two small banks belonging to the control group deviate the most from the
other banks. On the other hand, the features of PKO BP and Pekao are closest to those of the
two socially responsible banks (Handlowy and SantPL).

3.0
25
20 NG
15
MBank
10 MiIIeBniEr"%
05 BOS
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PKQEBP
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Getin
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Figure 6. Principal component analysis and classification for the examined banks in the years 2009-
2019.

Source: own study.

5. Discussion

The article contributes to the discussion on the connection of CSR activities with stock
market quotations and profitability of enterprises, especially banking companies. On this basis,
it can be used for discussion in a number of areas which have been alluded to in previous
publications.

In the case of the Polish banking sector, it cannot be confirmed that banks with a strong
financial position are more willing to invest in CSR in order to strengthen their reputation and
emphasize the profitability of operations (having funds for social expenditure) (Aswani et al.,
2021). The banks joining the WIG-RESPECT index in the years 2009-2010, treated as a whole,
deviated from the banks in the control group in terms of profitability. This was mainly the result
of the participation in the control group of the two largest banks on the market, having
arelatively strong and stable financial position. An additional explanation for the slightly lower
initial profitability ratios of socially responsible banks may be the effect of the short period,
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i.e. before applying to the index of socially responsible companies, banks probably undertook
cost generating CSR activities, which contributed to their lower results in the short term
(Hillman, Keim, 2001; Zhou et al., 2021).

The results of the rankings indicate a significantly higher improvement in the stock
exchange quotations of banks classified as socially responsible as compared to the control
group. This advantage is much higher than the advantage in improving profitability ratios,
especially visible in terms of ranking. This may indicate that investor decisions are more
influenced by the improvement of the bank image that is related to CSR activities or by
considering the composition of the WIG-RESPECT index when building investment portfolios
(selection of socially responsible entities in the first place.

The difference between socially responsible banks and the control group would be even
more visible if the control group did not include PKO BP bank, which did not join the
WIG-RESPECT index, and recorded only a slight drop in prices. Its lack of interest in joining
the index may confirm the hypothesis that the largest banks on the market are not interested in
bearing the costs of CSR activities (Forgione, Migliardo, 2020). Based on the above
observation, Pekao, the second largest bank by assets only joined the WIG-RESPECT index in
2016.

In the case of an improvement in financial results, the advantage of socially responsible
banks over the control group is especially visible in changes in the arithmetic average levels of
profitability ratios for selected groups of banks. This may indicate the building of a stronger
organizational culture and more effective management methods in socially responsible banks
(Waddock, Graves, 1997). If we treat the analyzed groups of banks as two separate entities,
it can be concluded that belonging to the group of socially responsible banks brings the expected
results in terms of improving long-term financial results (Zhou et al., 2021) and higher market
valuation (Garriga, Melé, 2004).

However, it should be pointed out that the analysis of changes in profitability ratios in
individual banks shows that they are highly diversified. For example, in terms of ranking,
Santander PL, which belongs to the socially responsible group, came last in the ROE
improvement ranking, and Millennium was the last in ROAA improvement. This indicates that
just belonging to the group of socially responsible banks does not guarantee success in the form
of improvement of all financial ratios.

The obtained results are admittedly not fully unambiguous, but they support the theoretical
indications as to the inclusion of CSR in the strategy of banks.

Practical implications of the article can be related to managers in the banking sector and
stock market investors. Banks should include CSR activities in their strategy, as they may bring
benefits in the form of increased market quotations and profitability ratios. Stock exchange
investors should take into account the involvement of banks in CSR activities, as they may
affect the effectiveness of bank operations and, consequently, the level of their market

valuation.
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6. Conclusions

The article contributes to the debate concerning the impact of CSR practices on the financial
performance and listing level of companies in the banking sector. The study confirms the results
of most previous studies, pointing to the positive impact of CSR activities on the market
valuation and on the financial results achieved in the banking sector (Simpson, Kohers, 2002;
Cornett et al., 2016; Miller, 2016; Esteban-Sanchez et al., 2017; Weber, 2017). In this way,
it contributes to both theoretical and empirical considerations.

Our study has some limitations in terms of any generalizing the obtained results. The sample
for comparison is small, and the adopted control group is not fully homogeneous (two banks
with a delay in entering the WIG-RESPECT index and two not interested in participating in it).
The study only covered one country and therefore does not take into account the institutional
differences between various economies and banking systems.

Admittedly, the period adopted for the study is ten years, so it allows to check the long-term
effects, but only two of the banks from the control group operated for three or four years in the
index, which does not allow for a full assessment of the results of including socially responsible
activities in their strategy. Additionally, the analysis is based on comparisons of two groups of
banks, one of which declares a long-term CSR policy, but we have not analyzed the actual CSR
activities undertaken by individual banks (their scale and direction).

The proposed directions for further research are related to the above limitations. First of all,
it is necessary to find an answer to the question whether the banks that introduced the CSR
policy into the strategy with delay (joined RESPECT in the years 2015-2016) improve their
results (will there be a positive long-term effect of CSR activities). This will enable the analysis
of market quotations and financial results obtained by these banks in the coming years.

A promising direction for future research seems to be checking what specific CSR activities
individual banks focus on and how these activities affect financial results and the level of stock
exchange quotations. Such a study would mainly refer to the identification of standard
(implemented in most banks) and specific (undertaken by individual banks) CSR activities, the
evolution of directions and scale of spending funds on CSR and their assessment from the
perspective of bank stakeholders.
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Appendix
Appendix 1.
Change in ROA of the surveyed banks in the years 2010-2019 compared to 2009 [in %]
Bank Years
2010 2011 2012 [ 2013 [ 2014 [ 2015 | 2016 2017 | 2018 [ 2019
Handlowy 50.11 29.96 66.36 59.86 41.80 -5.59 -0.72 -7.15 -3.33 -30.16
ING 17.47 2691 7.01 11.54 4.89 4.16 7.34 12.05 8.44 5.24
Mbank 355.61 618.50 | 628.00 | 619.67 | 57835 | 555.39 467.29 | 417.24 | 460.65 | 295.11
Millennium 20 744.84 | 27465.61 2679593 | 28131.59 | 32094.98 | 24 689.04 30524.57 | 28667.90 | 28 302.08 17 079.89
SantPL 12.69 17.95 40.28 9.31 -12.38 4.43 -8.57 -5.04 -24.53 -32.84
BOS 87.06 79.40 -9.82 60.83 50.53 | -209.81 | -229.78 5.21 56.93 75.03
Pekao 1.79 7.05 5.97 -4.89 -12.30 -26.70 -29.41 -27.99 -35.42 -42.52
Getin 7.48 95.87 | 592.72 120.07 36.58 25.62 88.32 9.72 | -858.71 -61.55
PKO BP 28.18 35.01 30.98 9.68 -11.74 -34.04 -31.83 -29.12 -21.89 -21.59
Source: own study.
Appendix 2.
Change in ROE of the surveyed banks in the years 2010-2019 compared to 2009 [in %]
Bank Years
2010 | 2011 2012 [ 2013 [ 2014 | 2015 | 2016 2017 | 2018 [ 2019
Handlowy 49288 | 4045 61.32 63.61 57.11 1238 8.89 5.14 1127 | -1547
ING 9.41 1264 | -15.99 849 | -1826 | -13.34 178 231 6.04 | -10.52
Mbank 20557 | 36391 | 307.52 | 28573 | 281.02 | 247.66 | 20645 | 15074 | 183.10 | 104.66
Millennium | 14757.14 | 18863.09 | 1814879 | 1852637 | 20949.43 | 15714.63 | 1873594 | 16240.82 | 16814.62 | 11592.09
SantPL 127 538 471 | -1060 | 2711 | 2080 | -27.10 | -30.66 | -3495 | -41.78
BOS 99.55 8381 | -19.71 5227 | 4512 | 21907 | 21547 | -1531 1.99 11.95
Pekao 5.3 335 -4.10 982 | -1401 | 2571 | 2451 | -1927 | 2390 | -29.74
Getin 16.29 120.18 275.13 49.39 19.64 21.31 71.45 0.04 -2370.82 0.73
PKO BP 3297 | 4737 | 3520 13.45 380 | 2402 | 2194 | 2420 | -1540 | -1428
Source: own study.
Appendix 3.
Change in ROAA of the surveyed banks in the years 2010-2019 compared to 2009 [in %]
Bank Years
2010 | 2011 2012 2013 [ 2014 [ 2015 | 2016 2017 | 2018 [ 2019
Handlowy 44.28 25.03 63.65 54.37 34.64 -8.21 -2.85 -5.61 -3.41 -27.23
ING 20.77 34.59 9.31 16.16 16.66 11.41 22.15 30.32 25.30 23.85
Mbank 27496 | 47417 | 45491 | 463.16 | 442.03 | 406.82 | 373.84 | 349.72 | 377.64 | 279.11
Millennium -7 706.44 -12422.14 -9 965.83 -10 593.45 -12200.89 -9214.82 -12261.28 -11 497.51 -11260.11 -7 565.81
SantPL 18.39 18.98 40.86 9.56 -8.74 4.91 -4.96 -0.15 -23.99 -29.44
BOS 69.78 72.73 -21.01 4241 4631 | -19545 | -233.08 28.02 70.39 109.37
Pekao 2.38 8.75 875 | 372 | -11.05| -2746 | -2576 | -34.14 | -29.89 [ -33.17
Getin -3.65 | 109.82 | 73373 | 109.34 | 68.74 | -76.91 80.65 | 41.68 | -656.25 | -65.68
PKO BP 1539 | -1146 | -15.96 | -2854 | -4337 | -5845 [ -60.02 | -49.91 | -4571 [ -41.49

Source: own study.



