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ABSTRACT

Managing the banks activities with special consideration to Corporaie Social
Responsibility (CSR) is a recently emerged standard to address the growing concerns of the
society and the problem of bank’s profitability. In this research study, the CSR techniques have
been contemplated, showing the participation of Islamic banks in comparison to the conventional
banks in order to make the study meaningful.

The study explores the CSR structure, instruments, constructs and prevailing practices in
the banking industry of Pakistan. The study incorporates a sample of five full-fledged Islamic
banks and five conventional banks functioning in Pakistan.

The purpose of this research is to explore the perception of the respondents on CSR and
to analyze the practice of major conventional and Islamic banks of Pakistan in context of CSR.
Data has been gathered from banking practitioners of Islamic and conventional banks through
pre-structured questionnaires and analyzed quantitatively by using Structural Equation
Modelling technique. The key CSR constructs are quotas for social based investments,
employee’s welfare, development based investments, environment based investments, policy to
assist small business, social saving and investments, and charitable activities. The allocation of
resources in banks for CSR accomplishments has not been traced in this exploration. Later, the
rescarch revealed positive perception of respondents regarding importance of CSR and its
incorporation in banking sector of Pakistan. Comparatively, results have revealed that

conventional banks show a higher involvement in CSR practices as compare to Islamic banks.
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CHAPTER 1

I. INTRODUCTION

This chapter describes the main concept of Corporate Social Responsibility (CSR) and
its role in the development of business, economy with a particular focus on the banking sector of
Pakistan, In addition, it generally highlights the basic issues that are addressed in Corporate
Social Responsibility and the implementation of these practices in the banking sector of Pakistan.
Furthermore, the chapter identifies the problems in the practical operations of banks in context of

CSR, outlines the objectives and explains the rationale of the study.
1.1 Background of the Research Subject

Financial sector plays a fundamental role in economic system. Further, this sector is
responsible for provision of financial products, fulfilling customers” financial needs and playing
the intermediary role by connecting the supply and demand channels of money. Banks are the
backbone of any economy. The advancing component of a bank results in wealth creation and
thus, affects the entire money stream of the economy. In extending credit, the banking sector
may also lift the growth of essential sectors of the economy while affecting resource allocation
across the sectors. Moreover, it facilitates enormous volume of money transactions in the market.
Banks associate the monetary transactions through essential players in the economy, ie.
international and local businesses, the government and the households (Jeucken, 2004: 53). Thus,
banks play a central rele in monetary arrangement particularly through the financial market. In
the current era of boosting development of the financial sector and its impact on real sector of the
economy, Corporate Social Responsibility emerges as one of the most valuable and significant

disciplines in the world.



The application of CSR has been a concern for the organizations, business firms,
manufacturing companies, financial institutions and researchers for many decades. CSR is
basically to symbolize corporate actions beyond profit making, which include protecting the
environment, caring for employees, being ethical in trading, and to be involved in the local
community welfare. Some of the main issues addressed in corporate social responsibility are
promoting human rights, community involvement, human resource management, socially
responsible investing and social reporting (CSR-Europe, 2001).

CSR and the banks are a perfect fit for one another in order to make a sustainable match
for the societal benefit with the combination of wealth creation and economic development. Such
activities promote social justice in the society. Banks® sustainability is influenced by its
stakeholders including employees, customers, competitors, government and society at large.
Presently, CSR is a tool of competitive edge for the banks in order to strengthen their repute and
brand image.

Banking sector can have many unethical practices that can be put into question by the
stakeholders. These may include low service quality, discrimination in employees’ affairs,
financing un-ethical projects having negative environmental and social impact and unjust
practices with clients (Amacanin, 2005). Such issues can be addressed through effective CSR.

Banks, like other business organizations, cannot be forced to get themselves engaged in
the socially beneficial initiatives until and unless they themselves become pro-active in adopting
high profile and signified activities at communal level. Banks also face pressure about
sustainability issues from the interest groups, media and government. They need to concentrate
on socially beneficial activities in order to avoid negative reputation. Since last two decades, this

unique responsibility has been steadily incorporated into the banks’ practices due to increasing



demand from civil society and donors. Presently, banks are showing commitments for addressing
the sustainability issues because they are well aware of the increasing expectation of the
stakeholders and the society.

Banking industry is experiencing a high competition in the market. Therefore, in
addition to figuring, mounting and reporting their sustainability objectives and actions, they
ultimately are destined to strive for community welfare benchmarking in competing their
contestants.

There have been many dimensions in which Corporate Social Responsibility initiatives
have to be incorporated in the banking sector policies in order to achieve the organization’s
stability and societal benefit. These dimensions include integration of CSR to existing and new
financial products, management policies and practices, internal business operations and external
social environment.

Another important terminology that came across research is the structural change. CSR
is considered to be a response of the businesses towards the communal concerns. This in return
brings about structural change in the industry. CSR can be a driving force that carries structural
change in the financial industry which consequently makes societal benefits the main concern of
even the most economic and materialistic institutions (Llewellyn, 1998; Decker, 2004).

Researchers justify the presence and incorporation of CSR in the financial policies as a
constituent of publically beneficial structural change initiative thai includes the banks’ active
participation in social responsibility akin to the firms as they interact with vigilant market
contributors. They need to be observant in order to fulfil the demands of influential consumers.
CSR is perceived to be a potent tool in response to induced problems of the financial sector and

can prove to be a strong competitive edge for the institutions. On the contrary, non-integration of



CSR poticies into the financial organization’s active policies can be a high risk factor for them.
As imposed by the regulation, CSR becomes an integral part of the banking system.

According to .WCED Report (1987), “a sustainable development is a development that
meets the needs of the present without compromising the ability of future generations to meet
their own needs” (Peters, 1984). This means that the stride of financial, technological and
economic development should consider the absorptive capacity of the conservational system for
dealing with the lasting ecological deprivation that would consequently weakens economic
growth. Here comes the concept of CSR that eventually protects the absorbent tendency by
introducing the environmental and ethical standards into the practical operations of the
organizations. CSR and sustainable development lead to choose an altered path from the usual
bottom line financial approach to a triple bottom line vision that include the economic, social,
and environmental criteria. The so called 3 P’s ¢riteria include ‘people’ or ‘social value’ for the
development of customers, employees, NGOs and suppliers, inside and outside stakeholders of
the company; the ‘planet’ or ‘ecological value® for a justifiable level of usage of natural
resources and conservational load, presently and in the future, locally and universally; and the
‘profit’ or “financial value’, a level essential to assure the steadiness of the organisation’s
provision of goods and services for an extended period of time.

However, as the concept of CSR has grown across several businesses and disciplines,
the financial service industry has recognized the tactical significance of CSR as a basis of
opportunities and risks (Decker, 2004). For that reason, there has been a growing pressure on

banks to cultivate, distribute and establish pertinent CSR practices.



1.2 Problem Statement

Banks have progressively recognised the pressure from their stakeholders including
shareholders and financiers to do commerce in an accountable and moral manner. Several banks
recognized that environment-unfriendly ventures can have a negative impact on the share prices
and brand repute. Moreover, patrons do exceedingly investigate the bank’s standpoint on CSR
and its financial rules of conduct. Currently, deposit managers give importance to the subject of
virtuous venture, principally to cover CSR in their annual policy statements. In recent years,
socially responsible investors mutually uttered strong apprehension on organizations to take into
account global issues, such as environmental degradation (Cowe, 2002).

Therefore, it would be significant to identify how the banks operating in Pakistan are
responding to CSR a_nd sustainable development issues. Are the banks joining with both
environmental and communal concerns? What are their aims and policies in undertaking CSR

initiatives and how CSR is substantially embedded in their products?

1.3 Objectives of the Study

The aim behind this study is to identify the corporate beneficial activities in favour of
employees and other stakeholders of banks in addition to spreading awareness in line with the
human and societal betterment.

The specific objectives of study are mentioned hereunder:-.

To benchmark the initiatives of financial institutions in Pakistan in building a truly ethical
concept of business that secks to balance profit motives with societal development.

To examine the main components of CSR used in Pzkistani banking sector in context of

conventional and Islamic principles



To execute comparative analysis of conventional and Islamic banks in context of their level of

contribution towards CSR.
1.4 Significance of the Study

Several theoretical and empirical studies have investigated the phenomenon of CSR in
the Western countries. Despite such progress, that is made to enlighten the importance of CSR,
no serious attempt has been made to study this concept in banking perspective of Pakistan. The
proposed study specifically focuses on this huge gap. The emergence of CSR in Pakistan today
requires a thorough examination from both conventional and Islamic perspectives. The concern
over social responsibility is also relevant to Islamic enterprises, which accept ethics and social
responsibility as enduring principles. This study will attempt to fill this gap by providing insights
into centric position on the CSR doctrine,

Corporate Social Responsibility concept has a very vast impact over the economy. This
will not only assist to elevate the economic wellbeing of the general public but also constitute
towards more equitable atlocation of economic resources. Integrating CSR with business polices,
provide competitive edges and market benefits to the banking industry. This integration will help
the banks to ﬁroactively balance short term financial goals with long term goal of sustainable
development through community involvement.

This research mainly focuses on the practice of CSR in banks of Pakistan. The
disclosure and promotion of socially beneficial activities in the financial reporting and public
accountability standards is a big problem that needs to be addressed adequately. Thus, the
outcome of this research provides policy implication to sirengthen employees™ loyalty and

customers’ retention on the basis of participation in societal benefit and betterment in a positive

manner.



The benefits of analysing Pakistani banking sector in connection with CSR are twofold.
First, this study aims to analyse the real scenario of the Istamic banks” participation in CSR in
comparison with conventional banks. Moreover, the study investigates whether the behaviours
identified in previous researches for the CSR practices in developed countries are also found in
Pakistani banking sector. Second, since the last decade long fluctuations are observed in banking
sector of Pakistan which is characterized by integration of CSR into their policies. Each bank is
now having a separate CSR policy, This changing scenario in different periods gives us the
opportunity to test contentions of both the Islamic and conventional sectors. Additionally, it
allows us to explore the reasons behind the encouragement of such values in economic and
financial institutions (Gervais & Odean, 2001).

In this study, the researcher aims to test CSR theories and to identify the practical gap
between the theoretical framework and the practical procedures. The most important factor is to
excavate the customers’ and employees’ behaviour in above said circumstances. Research
attempts to enlighten the ways through which the said institutions can be a milestone for laying
the foundation in building a durable and societal friendly environment.

This study may be helpful for policy makers in the banking sector to have a considerate
insight that CSR could affect their business reputation and sustainability. The results of this
study could be utilized for assistance of strategic planners and higher authorities of banks and
other entities operating in the markets in understanding the working of CSR as a helping hand to
achieve some of the societal objectives. The knowledge on working behaviour of employees and
business preferences of customers may help to design more effective policies. This research
provides suggestions, how the institutions may improve their reputation and returns by properly

utilizing the psychological factors of stakeholders involved in trading of CSR perspective.



1.5 Structure of the Study

After introducing the problem, objectives and significance of the study in chapter one,
chapter two deals with literature review including the theories addressing CSR and interpretation
of its practical operation in different service providing organizations with reference to past
studics, Chapter 3 addresses the development of CSR at international and national level. Chapter
4 illustrates the methodology, selection of econometric model and empirical procedure. Chapter
4 estimates and analyzes the results by using descriptive statistics and SEM technique. Lastly,

chapter 5 provides conclusions and policy recommendations.



CHAPTER NO 2

2, LITERATURE REVIEW

This chapter consists of four parts. First part discusses the concept of CSR. Second part
deals with different theories of CSR. Last part overviews practice of CSR in banks through

interpretation of various empirical studies.
2.1 Concept of Corporate Social Responsibility

A major issue for business entities in history has been whether the corporate decision
makers should consider non-profitable issues of the society or not. Defining the concept of
corporate social responsibility is not an easy task. In 1863, Adam Smith came up with a new
dimension towards business and argued that in exploration of profit generation, business holders
will eventually lead towards the greatest social good with the help of the invisible hand of the
market (Smith, 1995). Later on, various researchers elaborated this concept and highlighted
different factors hindering the effectiveness of invisible hand, e.g. imperfect competition, lack of
customer’s information, etc. (Petkus and Woodruff, 1992). By this, the growing literature has
been continuously attempting in defining the ways where organizations can be considered as
socially responsible.

A variety of meanings can be derived from the term ‘Corporate Social Responsibility’.
The definitions can be grouped into two main groups, namely ‘multidimensional definitions’ and
‘societal marketing based definitions’ (Mohr, 1996). The first category determines the
organization’s main responsibilities. In this category, the work of Carroll (1991) is worth-
mentioning. The author suggested four major dimensions of CSR, namely legal, ethical,
economic and philanthropic and their relation with various stakeholders of the organization that

include owners, employees, customers, the community and the public.



The ‘societal marketing’ is more intellectual version of CSR concept. Societal
marketing concept can be elaborated as a unigue way of conducting business that sustains and
develops the consumers’ condition and the society’s betterment at large (Kotler, 1991). Both
groups of definitions are different at rational level but have a common concern that is the social
responsibility of the business entity. Another addition was made by Petkus and Woodruff (1992)
with the concept of ‘avoiding the harmful activities” and ‘doing well in businesses’. Thus, CSR
can be interpreted as the company’s commitment towards minimizing the harmful effects and

maximizing the long-term positive effects towards the society (Petkus and Woodruff, 1992).

2.2 Theories of Corporate Social Responsibility

CSR develops a framework for the companies to play a positive role in society not only
with the provision and satisfaction of their purely economic and financial interests but also with
active social participation. The literature underpins the concept of CSR with certain theories that

provide the basis for the practical application and guidance. These theories are discussed below.

2.2.1 C(lassical Shareholder Theory

Milton Friedman is the most prominent defender of the classical doctrine regarding
business’s role in society. His two contributions in this regard include his book on ‘Capitallism
and Freedom’ {1967) and the seminal contribution on “The Social Responsibility of Business to
Increase its Profits’ {1996). Both of the contributions focus on the argument that the vision of
having business officials to outspread their societal responsibilities beyond their stockholders’
interest is nothing but a delusion of the nature of a free economy. In such an economy, “there is

one and only one social responsibility of business — to use its resources and to engage in

10



activities designed to increase its profit so long as it stays within the rules of the game, which is
to say, engages in open and free competition without deception and fraud” (Friedman, 1996). He
further elaborated his concept that the organization’s socially responsible activities and
contributions are worth recognizing and worth praising, if they are providing real means for
generating profits in monetary terms and not only as a part of philanthropic contribution

{Freidman, 1970).

2.2.2 Social Contract Theory

The fundamental notion of the social contract theory is by what means a corporation is
to be related with the society. According to this theory, organizations necessarily act in an
accountable modus not merely because it fulfils their commercial interest but for the reason that
society implicitly expects businesses to do so (Moir, 2001). Furthermore, in accordance with the
social contract theory, a business is considered as a social institution and it should be a part of
other social entities, such as the family, religious and educational institutions, in improving the
life standards and essentials. In other words, the corporate social contract theory holds that
business and society are equal partners; each of them is enjoying rights and having reciprocal
responsibilities. Business corporations owe a great social responsibility towards the society
because they take all the necessary resources (e.g. material, capital and human resource) from the

society and in turn, owe a considerably huge responsibility of being participant of common

welfare of the society (Lantos, 2001).
2.2.3  Instrumental Theory
In this theory CSR is considered as a strategic instrument to meet the corporation's

basic economic goals. The proponents of this theory are of the view that company can work on

11



the societal betterment aspects with an insight of exploring ways to fulfil the basic economic
objectives. These activities include charity, supporting poor, quotas for education, supporting
health facilities, and helping the discriminated lot, etc. This will help the corporations in the long
run to achieve good image, strengthen public relations strategy and improve company’s
competitive edge without risking stakeholders’ interest (Windsor, 2001; Lantos, 2001 and 2002;

Johnson, 2003).

2.2.4 Legitimacy Theory

This theory highlights two hidden and reciprocal contracts between the business and the
society. The business has a ‘social contract’ with the society and the society has a contract with
business to let the business continug its operation by observing social responsibility. Company is
basically concerned with the actions it performs and by the perceptions which society has about
its business (Tomer, 1994; Suchman, 1995; Deegan, 2002). The proponents of this theory argue
that the companies engage themselves in the CSR activities only to keep these contacts in
running condition (Davies, 1997). CSR is perceived to be a response of organizations towards

different political, social, legal, economic and ethical pressures.

2.2.5 Stakeholder Theory

The most prominent theory often quoted in CSR literature is the stakeholder theory.
According to this approach, managers can cultivate a socially responsible behaviour in the
society by means of taking care of the rights and needs of all the stakeholders of the business
(Maignan and Ferrell, 2004). By considering CSR during decision making, managers can lead

the companies to be a figure of socially responsible entities (Clarkson, 1995; Donaldson and

12



Preston, 1995; Gibson, 2000; Weiss, 2003). This theory mainly focuses on the broadening of the
concept of fulfilling the rights of the shareholders towards the needs fulfilment of stakeholders of
the company.

From an Islamic perspective the stakeholders, to which the products and services are
targeted in addition to the effects of CSR, can be divided into three kinds based on the
precedence of their rights in the business, First are those who are directly and considerably
affected by the feal or failure of the business, i.e. owners and employees. Second are those who
are adequately affected by the victory and crash of the business and its operations, i.e. dealers,
patrons and government, and third are those who are focused to the externalities of the business,
i.e. surroundings and community (Beekun & Badawi, 2005). Asyraf Wajdi Dusuki (2008)
proposed stakeholder theory because it provides a constructive procedure to build up a socially
accountable conduct with the help of paying attention on the rights and needs of stakeholders in a

business scenario.

2.2.6 Motivational Theory

A twisting argument is provided by Tuzzolino and Armandi (1981) who developed a
motivational theory of organizational communal response. According to them CSR is the
fulfilment of a firm’s “interior and exterior self-actualization requirements™ which are locéted on
the top of the wants pyramid of organization. According to this view, firms adopt CSR activities
for achieving three basic organizational needs. First, need of survival is fulfilled by corporate
profits. Second, safety need is addressed through dividend policy and competitive edge. Third,
affirmative need is fulfilled by trade associations with other groups and lobbies. There are four

broader concepts related to the community ethics that are interrelated intimately. These concepts
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are CSR, corporate good citizenship, corporate social policy procedure and corporate social
responsiveness (Epstein, 1989).

The above mentioned overlapping theories are concerned with the fulfilment of
company’s needs and their practical application in context of CSR. Those who are interested in
the continuity of business operation, opt for legitimacy theory. Stakeholder theory will be
adopted by the companies desiring to fulfil the stakeholder’s needs etc. CSR is considered as an
instrument of stralegic plan by those, who are interested to create good business repute that in

turns resuits in profit maximization.

2.2.7 Corporate Social Responsibility in Islamic Perspectives

Another important scenario is examining the CSR in the light of Islamic teachings. The
concept of CSR in Islam has a specific status. The essence of this concept is based on the
teachings of the Holly Quran and the Sunnah. Additionally, the social responsibility and ethical
standards provide the lasting principles for CSR foundation which makes it more eternal and
enduring (Wilson, 2001; Ahmad, 2002; Ahmad, 2003b). This inherent holistic view, provide a
best alternate for rational framework for man’s interaction with society, humanity and nature
(Ahmad, 2002). Islamic ethical values are concerned with the interests of the entire population
while providing enrichment to the self-interest of the stakeholders, which are consistent with the
centra! values of CSR. {(Ullah and Jamali, 2010)

In Islamic viewpoint, the stakeholders to which the products and services are targeted in
addition to the effects of CSR can be divided into three kinds based on the precedence of their
rights in the business. First are those who are directly and considerably affected by the feat or

failure of the business i.e. owners and employees. Second are those who are adequately affected
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by the victory and crash of the business and its operations i.e. dealers, patrons and government.
Third are those who are focused to the externalities of the business, e.g. surroundings and
community. Islam insists on adopting the just behaviour with all the above-mentioned
stakeholders during the business operations {Beekun & Badawi, 2005).

CSR for Islamic financial institutions (IFI) can be defined in specific terms as it refers to
all the operations carried out by an IFI in order to fulfil its religious, economic, legal, ethical and
discretionary responsibilities as financial intermediary for the individuals and institutions
(AAIOFI Standard No 7). This standard is provided for the specific guidance to the IFIs to
engage in productive CSR activities and disclosure of these activities to the stakeholders.
Religious responsibility refers to the overarching obligation of Islamic financial institutions to
obey laws of Islam in all dealings and operations. Economic responsibility refers to the
obligation of IF] to be financially viable, profitable and ¢fficient. Legal responsibility refers to
the obligation of the ﬁnancial institutions to respect and obey the laws and regulations of the
country in which they conduct their operations.

Ethical responsibility refers to the obligation of IFIs to respect the mass of societal,
religious and customary norms, which are not codified in law. Discretionary responsibility refers
to the expectation {rom stakeholders that IFIs will perform a social role in implementing Islamic
ideals over and abo.ve. the religious, economic, legal and ethical responsibilities. The
responsibilities under the AAIOFI standards are divided into two categories, namely mandatory
and recommended conduct. Within mandatory conduct, there are basic responsibilities, which
[slamic financial institutions must carry out, while there is guidance on the discretionary methods

by which these specific responsibilities may be carried out (AAIOFI Standard, 2008).
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The CSR concept is not an unfamiliar subject to Islam, as it is genuinely encoded in
Shari’ah. Islam visualizes the business firms as caretakers, not just for the financial resources of
stakeholders but also for society’s economic wealth as incorporated in the concept of
vicegerency (Igbal and Mirakhor, 2003). This entails an unavoidable need for organizations to
engage in good CSR patterns in their business operations by addressing all unethical issues
through moral deeds, Alternatively, the main essence of Islam, i.e. Tagwa Paradigm (God
realization) motivates the firms to involve in business operations in socially responsible manners
to avoid the hard consequences in this world and in the Hereafter (Kamali 1989b). Hence, any

organization that claims to be based on Islamic principles would naturally be involved in CSR

practices (Kamali 1993).

2.3 Corporate Social Responsibility and Banking Business

A lot of stuff on CSR focuses on the irresponsibility of the companies, the public
expectation and their reaction towards it {Aman, 2001). There are two kinds of social change
steered with the practice of the CSR, i.e. proactive or reactive social change. An example of
proactive social change is the triple bottom line approach focusing on the three main clements
that are environmental sustainability, economic profitability and the social performance as the
basis for organization success (Hart & Milstein, 2003). Reactive social change steered by CSR
include granting greater prominence to CSR rankings (e.g. 100 Best Corporate Citizens),
integrating global principles of anticipated accountable conduct into organization systems (e.g.
the UN’s Global Compact), and presenting responsibility initiatives (e.g. SA 8000 and AA 1000)

in production processes and international supply chains (Waddock et al., 1994),
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Almost above half of the ‘Fortune Global 500° multinational corporations create an
isolated CSR report yearly and most of them have executives with responsibility for CSR efforts
{Economist, 2005). One common ground in both the cases of reactive or proactive CSR
initiatives is that corporations are being pressurised by the internal and external forces to engage
themselves in CSR activities to meet promptly altering expectations about corporate and its
social responsibilities (Gonzalez & Martinez, 2004; Clark & Hebb, 2004; Economist, 2005).

Another premise related to CSR practice is that some companies embedded CSR action
into their core values whereas some go for only superficial level for only fulfilling the place in
numbers instead of doing that for societal change (Weaver & Cochran, 1999). It is assumed that
the companies usually respond to the changing social expectation from their stakeholders
especially in the practical implementation of the CSR strategy into their strategic objectives. This
assists them not only to alter their corporate culture but also to bring a real social change in
alleviating people standards (Taylor & Scharlin, 2004; Global Compact, 2005).

Banks, being part of business industry, are concerned with the social interest and well-
being of their customers. Some banks even initiated the financial inclusion drivers. With this
action they have proved that they are just more than a business. They have exhibited their
philanthropic side by engaging themselves and encouraging such kind of activities.

The significance of CSR has initiated the need of global recognition by every large and
important business and banking institution. This has also acquired a certain portion and even a
standalone report in the annual reports and accounts information of the business institutions.
Research has proved that a link is established amongst the banks® conduct towards their clients
and the financial exc.lusion of individuals (Chambers, 2004). There is a considerable gap

between what the banks deliver and what they are expected by the customers to deliver. This
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expectation gap makes the customers to get disengaged from the banks which in result leads to
financial exclusion and later on to social exclusion (Chambers, 2004; Mckillip and Wilson,
2007). The need of corporate social responsibility may assist to find the way towards the
problem of including the excluded one by bridging the above mentioned expectation gap
{Chambers, 2004; Kempson & Whyley, 2001},

Banks are self-regulatory institutions which highly focus on reducing the gap of
financial exclusion. However, 1.3 million people are suffering from this gap of financial
exclusion. It is expected that even more people will be financially excluded (BBC, 2009). This
financial exclusion issue is highly noticed in the developed countries like USA and UK. The
Community Reinvestment Act 1977 was approved in USA. Main purpose of this act was to
include the excluded community of red lining. Many scholars raised opinions in favour of this
act as an answer to the criticism raised about the banks’ red lining that created a financial
exclusion gap among individuals (Bernanke, 2005). Some commentators reported that this act
was not that much effective and practical as it was perceived. Later on, this act was amended
several times with certain revised versions to increase the social responsibility of the financial
institutions.

CSR is more than the problem of red lining. CSR for banks mean fair funding or
equitable lending. It also focuses on the information revelation to the customers about the actual
usage of their finances and their ability to manage their funds in a best way. Chatter jee (1996)
put forward the concept of CSR as a characteristic of overall business which involves not only
the profit maximization for the advantage of the shareholders but the implementation of a

socially responsiblc assertiveness in dealing with business. Chatter jee also highlighted that
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profit maximization can be effective for one part of the society (i.e. the shareholders and owners)
and can affect adversely to the other part (in the form of financial exclusion).

Though banking sector is a backbone of any economy, still literature proves that banks
have been Jagging behind in considering the importance and consequences that they could face
because of not participating in socially responsible activities. In this regard, banks in recent past
began to realize the importance of sustainability and started addressing the CSR components, i.c.
environmental protection at first and then the social issue later. Furthermore, they started
integrating environment and society with the policies and norms of the banks (Jeucken, 2002). A
bank could therefore consider two main elements while making a business decision. First,
whether the proposed decision is worthy for the bank's profit maximisation and second, whether
the proposed decision sounds ethical and accountable towards the society. CSR assists to
improve the in-house atmosphere, human resources, governance, public relations, risk
management, and customer relations (AFD, 2009). With the increased emphasis over the
banking sector and the environment, research interests focused on two types of risks. Initially, it
has to save this sector from direct risk of being held liable for polluting the environment with
unethical activities. Later on, it switched towards the indirect risk that leads to the concerns of
goad reputation, responsible lending and ethical business (Jeucken, 2004)

Additionally, different stakeholders have different concerns with the banks. Lenders
would be interested in the channelization of their money and investors might be concerned about
the ups and downs of their share value because of the increase or decrease in the banks
reputation. NGO’s will bother about the considerable economic sectors financed by the banks.
The growth in the market shares and funds of the bank in addition to the investment in the

responsible companies results in the progressive environmental care done by the banks (Jeucken,
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2004). Exploratory research has been carried out on CSR in the European banking sector by
considering three variables that are countering bribery, promoting gender equality and mitigating
climate change. The survey has showed that banks perceive CSR as a course leading from
dedication stage towards substantive and evident results both in internal operations of the bank
and external, societal and environmental dealings (European Union, 2006). Afier getting
acknowledged by the current scenario and emerging from the traditional framework of banking,
this sector is now becoming aware of its social responsibility. Integration of social,
environmental and ethical concerns in decision making process can help banks to achieve short-
run benefits and long run sustainability in addition to the contentment of ethical participation in
society.

There are two directions of empirical research on CSR. One relates to the components
and the other to the impacts of CSR on the performance of bank. This study deals with the first
stream i.e, components of CSR and their application in the banking sector.

Various studies have been conducted about the components of CSR. According to Gray
et al. (1995a) corporate social reporting, being a component of CSR, does not seem to be linked
to the profitability directly at least in the short run. However, the annual survey conducted on
CSR by opinion researchers Mori showed that percentage of the peoples’ perception about the
significance of social responsibility in companies has grown from 28 % to 46 % between 1998
and 2001 reflecting a cumulative awareness of CSR among consumers (The Guardian, 2001b).

Schwartz (1992) observed that in context of socially acceptable behaviour of North
American firms in the 1970s disclosure of information to shareholders included disclosure of the
board of directors, environmental protection, equality of treatment for minorities, profit sharing,

non-monepolistic behaviour, social impact of technology and ethics in advertising.

20



Another valuable research in this area has been done by Vyarkarnam (1992). He has
found that current CSR concerns cover the activities, such as environmental protection,
philanthropy, involvement in social causes and urban investment.

[n 1997, the British De¢partment for International Development communicated about
CSR as a source of protection for the employees and the environment from the undesirable
consequences of the international trade development.

Research has shown several ways in which CSR can heighten organizational
magnetism, aspirant attraction, organizational commitment, work contentment, organizational
citizenship, and even insight of job accomplishment and performance (Booth et al., 2009).

One of the variables widely discussed in context of CSR is the employees’ welfare.
Employces might be concerned with CSR activities and these may help them in many ways. The
needs of employees include control, belongings, family, meaningful existence, compatible salary
package, training, etc. Thus, CSR activities have tendency to fulfil employee’s needs that in turn
are advantageous for bankers and employers (Aguilera et al., 2007; Aguinis, 2010).

The components of CSR of banks may include social expectations, such as establishing
corporale governance, aveiding tax evasion, providing equivalent opportunity for employment,
protecting employees’ rights, struggling against money laundering, supporting environmental
awareness and protecting financial confidentiality. Blow (2003) carried out an empirical research
and found a positive connotation between a company’s social performance by measuring it
through company's repute index, and its financial performance by its retum on equity.

A recent study found that more than 70% of the Irish consumers’ purchases have been
influenced by the companies involved in environmental concerns, while 86% of the respondents

agreed that more likely they buy a product associated with a social cause. These statistics
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highlight the importance for Irish industries to pay consideration to CSR for their business
flourishing (Brennan, 2002}

There is a relative deficiency in empirical studies on the practice of corporate social
reporting in developing and emerging economies. According to a study the influencing factors in
the determination of corporate social reporting are political, cultural and social systems. In this
regard, the equity market and the legal system are not found significant. Main reason for the
organizations in disclosure of environmental and social activities is the mandatory requirement
of the government regulation (Douglas et al, 2004).

Consumers judge those companies on higher rankings that are involved in charitable
activities and develop higher degrees of ‘customer corporate (C-C)’ relationship. This in long run
creates benefits for such organizations as CSR is manipulated to be positively affecting C-C
identification, Thus, it results in high customers donations to the corporate nonprofits (Dutton et
al., 1994; Sen and Bhattacharya, 2001).

On reviewing the methodological literature on corporate social responsibility, an
important study about the role of banks in CSR was presented by Shirley Yeung (2011). The
purpose of the research was to explore the respondents’ perception about the practice of CSR of
main banks in Hong Kong. Primary data was used and the questionnaire was judged on the (7
ponts) Likert scale. Banking related people and finance academic folks were the respondents.
Factor analysis technique and mean square method was used for the final analysis. The study
suggested posilive organizational culture, internal management of people and strategies and
external management as significant factors in order to achieve the betterment of stakeholders.

Another research has been done by Amin and Degirmencioglu (2011) on the

comparative practice of CSR of commercial banks in US and Swedish market. This study has a
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purpose to analyse how far in different nations the practice of CSR of commercial banks matches
with the theoretical framework of CSR. The research has been conducted on four commercial
banks of USA and Sweden. A qualitative approach is used and secondary data js utilized to
derive final results. The banks included ‘Bank of America’, ‘Citigroup’, ‘Nordea’ and
‘commercial banks’. The authors have concluded that commercial banks prove to be better banks
as compated to others because of their better risk management and responsible lending attitude.
Due to this reason, commercial banks have been in a betier position during the financial crises of
2008 comparing other Swedish banks. (Hansson and Strom, 2009; Woolhouse, 2010).
Commercial banks have been successful because they depend on the values of trust,
cautiousness, reliability and long-term relationship not only for the stockholders but also for the
stakeholders (Kroner, 2009).

Another important piece of research work has been done by Dusuki and Abdullah
(2007), who have focused on the patronising of Malaysian customers about Islamic banks. The
study has principally focused on the choices of the Malaysian customers particularly in dual
banking environment with special concentration on the factors relating to CSR. Primary data has
been collected involving 750 respondents from four regions of Malaysia. The criteria of Islamic
Banks ranking in respondents’ opinion has been analysed through Friedman Test. Exploratory
Factor Analysis has been used to explore the deeper consideration of customers about banking
criteria. The findings have revealed that the selection criteria depend upon numerous factors that
include financial and quality services reputation, corporate social responsibility and product
price.

As explained carlier, no serious effort has been done to assess the application of CSR in

the practice of banking sector of Pakistan. Therefore, this study focuses on analyzing various
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factors that determine the comparative application of CSR in the conventional and Islamic banks

of Pakistan.

CHAPTER 3

The first part of third chapter deals with the development of CSR, the second part focuses
on regulatory development of CSR at international level and the third part addresses the

application of CSR in banking sector of Pakistan.

3. DEVELOPMENT OF CORPORATE SOCIAL RESPONSIBILITY

CSR has become an imperative and central aspect of the contemporary society (Baker,
2008). The origin of CSR appears in different forms. Philanthropic standards of the 19th century
could be termed as some of the initial indices of CSR although they have been limited to few
companies tn the earliest stage. In the twentieth century, these ideas have been promoted at
extensive level. President Roosevelt {1937) of USA stated that “we have always known that
heedless self-interest was bad morals, we now know it is bad economics”.

The concept of CSR has been originated by Bowen. According to him business entities
have obligations to “pursue those policies, to make those dimensions, or follow those lines of
action which are desirable in terms of the objectives and values of our society” (Bowen, 1953).
Contrarily, Friedman (1970) and Hayek (1969) have argued that the successful functioning of
our society depends on the role specialization of its institutions. According to them, the
corporation is an economic institution and thus should specialize in the economic sphere;
socially responsible behaviour will be rectified by the market through profits. In Friedman’s

view, business has only one social responsibility and that is to maximize the profits of its owners.
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He has further questioned that apart from maximization of profit to the shareholders, if
businessmen do have a social responsibility, how are they going to know that? Whether the
selected private individuals are cligible enough to figure out what the social interest is
(Friedman, 1970). Regardless of these arguments, enormous economic progress during 20th
century has directed attention towards social and environmental issues within organizations that
have appealed for enhanced moral activities at corporate level. Thus, CSR has been first
appreciated and adopted by the Western countries.

Certain activities have been taken by Western countries in order to encourage and
support CSR at extensive level. An academy of CSR has been established in 2004 in New York
by the Trade and Industry Department as a resource for businesses of different sizes and sectors
seeking assistance in developing and incorporating their CSR policy in their strategic and
functioning activities (Chambers and Day, 2009).

In the Companies Act 2006, it has been made obligatory for corporations to report on
communal and environmental matters in the perspective of advancement of their businesses.
Before 2006, it has remained a trend in large companies that they used to follow the norms of
disclosing their actions beyond profit maximization. Varions organizations have made
considerable contributions to charities on a voluntary basis. Currently, in most developed
countries, socially responsible investments are highly encouraged and practiced. Many
companies even exceed the legal requirements of social investment and go beyond that level for
further improvement (Woodward & Day, 2006). In the United States, almost $2.7 trillion of
resetves are being financed in communally screened investments and one out of these nine

invested dollars goes through some screening system before investment (Social Investment

Forum, 2009),
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Corporate social responsibility includes numerous parts, some of which are industry
specific and others are general. As various effective activities of organisations are invisible, so it
is noticed that responsibility cannot actually be fulfilled until and unless some form of public
reporting is being done. There are certain public reporting guidelines that are generic in nature
and they can be used as a substitute or foundation for fulfilling the CSR public reporting need.
Numerous generic guidelines on CSR are provided by UN Global Compact’, AA1000° and
OECD’. Another set of guidelines are the FORGE guidelines drawn up by and for financial
services industry. The objectives of these guidelines are to:
¢ Develop understanding of the significance of CSR in the financial sector and the role and
challenges of the industry in addressing CSR.

¢ Upturn the commitment of financial industry in responding to CSR and identify aspects of
CSR applied by financial service companies.

¢ Figurc out initiatives acceptable to business in providing assistance for developing an
organized and structured methodology towards CSR.

s Provide a base for attaining better consistency levels through the sector,

o Contribute with practical steps for classifying and listing issues on priority basis, while
designing and executing CSR in management practices

o Expand distribution of the sector’s information regarding CSR administration and reporting,

etc.

' United (iloba) compact is the initiative to encourage the businesses to be responsible towards the society and
sustainability issues.

* AAI000 is a sel of principles/standards for the businesses to behave in responsible, ethical and accountable
manner.

* DECD stands for Organization for Economic Cooperation and Development.
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Moreover, the strategies acknowledged four classifications of CSR, namely office,
market, environment and community. On this bagis, nine largest UK banks have addressed the
problem of products and services access and disclosure in 2006 (Day and Woodward, 2009;
Chambers and Day, 2009)

The research done by Brennan and Pierce (1996) is based on the analysis of the annual
reports of the 125 companies of Ireland and the authors found little social disclosure beyond
statutory requirements. These obligatory requirements have been comprehended in “The
Companies Act 1986", ‘The Safety, Health and Welfare at Work Act 1989 and ‘The Electoral
Act 1997 which covered the disclosures such as addressing the health and safety issues of
employees, employment costs, the donations made to political partics, average employee’
numbers, job and pension pledges, and advancement of disabled employees (Douglas et al,,

2004).

3.1 Regulatory Development of CSR at International Level

The concept of CSR is well recognized at international level. Some nations, such as
France and South Africa, require their listed companies to show compliance with the CSR
activities. Legal requirements for social accounting and auditing do exist. As CSR is a voluntary
concept, so any single definition or specification for it is hardly possible. Whatever comes in t©
the criteria of societal development falls in CSR category. Hence, no national or international
common standard agreement can be drawn on societal or environmental betterment issue. Many
companies produce CSR annual reports that vary in standardization, style or methodology. There

are certain standards made by different organizations in support of CSR.
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Iinternational Organization for Standardization (ISO) has been founded in 1947 and it
has developed numerous standards that in turﬁs address the CSR factors. Some of the standards
include quality management, environmental management, social responsibility, risk
management, | food safety management, information security management and energy
management, etc.

AccountAbility is a foremost organization which is being engaged in providing
inventive solutions to the problems of other institutions regarding social responsibility,
compliance, governance and sustainability issues. Since 1995, the organization is engaged in
betterment of the institutions, NGO’s and other organizations in order to formulate their
organizational structure with the implantation of social, environmental and ethical standards. In
2008, it formulated the AccountAbility AA1000 standards in addition to providing advisory
services to the organizations at international level. These standards are based on the triple bottom
line and focus on green economy, environmental protection, social reporting and assurance.

With the passage of time, certain other developments have been made in the business
world. SA8000 is an audit standard which has been developed by Sociali Accountability
International (SAID) in 1997. It promotes the development, organization and maintenance of
socially responsible practices and provides an excellent option to compare and verify social
responsibility in the organization. This standard is also recognized and added by ISO
certification and focuses on the issues of sustaihability related to workforce and workplace.
Another organization, namely Global Reporting Initiative, has been established in 1997 with the
collaboration of United Nations Environment Programme (UNEP) and other international
institutions. Its first Sustainability Reporting Guidelines have been released in 2000 to address

the sustainability issues and ways to ensure economic stability. It's most widespread standards
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are environmental, social governance, ecological footprint reporting and triple bottom line
reporting.

Employees® welfare remained at forefront during the whole development procedure of
CSR. The ‘Fair Labour Association (FLA) has been established in 1999 and it is involved in
national and international labour laws and devoted towards labour condition worldwide, thus
addressing social aspect of CSR. This association works under International Labour Organization
(ILO) standards and focuses on the internal and external monitoring of the workplace conditions
while maintaining a worldwide spread of its affiliates.

Other considerable inputs have been given by ‘Fair Wear Foundation (FWFY which

was established in 1999 for the betterment of labour conditions and environments. In 2011, the

. foundation had over fifty two member companies joining hands on CSR with specific focus on

employees’ welfare. A proper verification is made by FWF about the implementation of ‘Code
of Labour Practices” in its member companies. Unfortunately, Pakistan is not the part of this
foundation. Employees’ preferences, choices, discrimination, safety, payments and exploitation
of child labour and legality issues are being addressed by this code of ethics,

Another standard has been set by “The Prince of Wales® in 2004 giving a new idea of
dealing not only with ‘us and today’ but also focusing on ‘others and tomorrow’. This project has
been designed to help the investors’ community to move towards sustainable economy.

Later, in 2010, an international standard has been launched by the ‘International
Organization for Standardization’ in order to provide social responsibility guidelines named as
*1SO 26000°. Noticing the current scenario and awareness level of stakeholders about market and
social responsibility, this standard is being designed to encourage the organizations to practice

social responsibility initiatives to benefits the employees, natural environment and communities.
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Standard Ethics is a sustainability reporting agency that has been established in 2001 in
London. The main purpose behind the establishment is promotion of social ethics and
responsibility. In 2013, it has become the first independent European agency that is engaged in
sustainability rating through standard methodology. It has developed standards to promote
corporate ethics, corporate governance and CSR.

Companies listed on Johannesburg Stock Exchange of South Africa have been directed
to generate integrated reports from 2010. Such integrated reports include social, economic and
environmental performance records of that year. This requirement highlights the main trends of
CSR in companies and their actual status in community participation. Moreover, ‘Integrated
Reporting Committee (IRC)” has been founded in order to issue guidelines and to ratify the
companies’ level of involvement,

In 2013, the CSR rules have been launched by the European Commission for the
extension of socictal beneficial activities making the disclosure of non financial information such
as environmental and developmental initiatives, mandatory for all companies. Today, CSR has
attracted various governments in Europe to show their involvement for being the most sensitive
and momentous concept. CSR has now occupied a considerable space in European Union
countries’ regulations and policies.

Though numerous standardized organizations are involved in the practice and
promotion of CSR activities, but there is still a lot to do for its development. CSR is basically a
voluntary concept and its policies and practice differs with diversity of governments,
organizations and soc.ietal needs. It is not being introduced as mandatory in organizations
through regulations. An effective regulation of CSR can only be assured through active

participation of various stakeholders of corporate business.
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3.2 Application of CSR in Banking Sector of Pakistan

CSR is acknowledged as a very significant concept and presently gained considerable
importance in banking sector (Basu and Palazzo, 2008). However, there has been a gap of
research and attention towards CSR in Pakistani banking sector. One of the objectives of this
research is to benchmark the basic CSR initiatives that can be used by Pakistani banking sector
towards ethical business.

Contrary to the West, Pakistan is still lacking behind in application of CSR. The
multinational organizations operating in Pakistan are ahead in CSR race as they are following the
norms of their head offices. Some NGO’s and welfare communities have raised their voices in
favour of CSR to spread awareness in Pakistani business community. Among such companies
only those who have an exposure to the international market are involved in CSR practices.
Before addressing the banking sector of Pakistan, some organizations and standards that laid
down the foundation of CSR and contribute practically in initiating and practicing CSR in
Pakistan are introduced below.

In 1998, Agha Khan Development Network focussed on 'indigenous philanthropy’,
promoted the concept of self-reliance in terms of savings and finances and laid down the
foundation of °“Pakistan Centre for Philanthropy’. This centre basically focuses on the
stakeholders’ involvement and promotion of philanthropy heading towards social investments
(PCP, 2014).

In 2003, the Ministry of Commerce has initiated a forum called “Pakistan Compliance
Initiative™ with the collaboration of textile sector and international buyers. They developed a

national standard which replaced many previous external standards and resultantly was included
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in trade policy of Pakistan. In order to promote this standard, another organization “The Pakistan
National Accreditation Council (PNAC)” was established in 1998, which arranged seminars for
spreading awareness about SA8000 at all major chambers of commerce in the Punjab province.

An association was set up in 2005 named as ‘CSR Associa;[ion of Pakistan’. This
association has made a huge impact in spreading the concept of corporate social responsibility at
corporate level in Pakistan. Currently, it has numerous members that have incorporated CSR
practices into their businesses. This organization helps the companies to be an efficient market
participator by focussing and addressing the CSR activities. The association has introduced the
‘CSR National Excellence Award’. This award encourages the companies to show enhancement
in societal beneficial activities and gain good recognition and repute. CSR Development
Programmes are designed for the assistance of corporations planning to implement the CSR
practices into their operations.

The Securities and Exchange Commission of Pakistan (SECP) approved an order in
2009 that during each year the public companies are directed to disclose their CSR activities. The
disclosure include activities like corporate philanthropy, consumer and environment protection,
emplacement of special persons, development projects, national cause donations, energy
conservations and other CSR deeds. The SECP has also approved additional guidelines named as
Corporate Social Respoﬁsibility Voluntary Guidelines 2013. This standard focuses on the
encouragement of alignment of business strategies with CSR. These guidelines help the
companies to judge their performance and rating by benchmarking the CSR initiatives.

The State Bank of Pakistan (SBP) is itself engaged in numerous CSR. activities. The
Training and Development Department of SBP is focusing on the emplovees’ needs. Its activi.ties

include skills and capabilities’ enhancement, program management and guidance for
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improvement in services, scholarship schemes, internship programs, benefits for exporters, etc.
These activities are positive signs of SBP towards CSR. Unfortunately, this research did not find
any particular regulation or standard passed by SBP for the compliance of CSR disclosures and
initiatives on behalf of banking institutions in Pakistan.

Nevertheless, banking sector of Pakistan is engaged in CSR activities in order to cope
with divergent CSR requirements. The main areas focused by banks of Pakistan are sports,
charitable activities, arrangement of social awareness programs and poverty alleviations, women

empowerment, health and medical services, employees” welfare and social welfare projects.
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CHAPTER 4

4. RESEARCH METHODOLOGY

This chapter deals with the methodology used in exhibiting complete process of our
research work. It explains research design and management of empirical investigation. It
describes the econometric model and provides rationale for the selection of particular variables.
It also examines the data collection procedure as well as method and procedure of data

estimation.
4.1 Universe of Study

The population of this study is banking sector of Pakistan. To have a maiched sample
with the five Islamic banks, we have selected only five major conventional banks. The names of
conventional banks taken as the target population are Allied Bank Limited, Habib Bank Limited,
MCB bank Limited, Bank Al Falah Limited and Askari Bank of Pakistan, Similarly, Islamic
banks include Meezan Bank, Al- Baraka Bank Ltd, Bank Islami Ltd, Dubai Islamic Bank, and

Dawood Islamic Bank.

4.2 Sampling

Sampling attempts to achieve representativeness of the target population. Convenient
sampling is one of the approaches used for sampling. Convenient sampling is basically a type of
non-probability sampling which involves the sample taken from the population that is easily
accessible. It includes choosing the people through personal visits or contacts through
technological means, i.e. internet, telephones etc. An additional benefit of using this fast and
sampling technique is that it is inexpensive mode of certifying sufficient numbers of samples for

a study. Two main drawbacks of this kind of sampling are possibilities of biasness and non-
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representation of population. Both these concerns are minimised to maximum probable extent.
The former one is dealt through homogenous population selection, 1.e, where all individuals can
be regarded as the same type. The second one is addressed through collecting the data from four
major cities of Pakistan, hence providing a significant representative potential. Our study
considered a planned sample size of 600 respondents including 300 responses from conventional

banks and similarly 300 respondents from Islamic banks.

4.3 Research Instrument

This research is a response towards Margollis & Walsh {(2008) future research opening
area of CSR and firms in conducting business. The research instrument is tested before actual
survey in order to identify the potential problems regarding measurement and to know the
preliminary strength and reliability of the research instrument. A total of hundred questionnaires
were distributed to the banks of selected areas of Islamabad and cighty five filled questionnaires
were collected and processed for pilot testing.

Primary data was collected on the basis of a pre-structured questionnaire. The
questionnaire comprises of two sections. First section contains general information about the
bank, branch location, age and gender of the respondent, etc. Second section contains questions
related to the banks’ performance in context of various constructs of CSR. The questionnaire is
consisted of 27 items with six dimensions, namely quotas for employees, social based investment
quotas, development based investment quotas, quotas for environmental protection, micro &
small social investment and charitable activities. This instrument is devised on the basis of the
survey conducted by Dinar Standards and Dar ul Istithmar (2009), who have used 13 constructs

for their rescarch survey. We have selected 6 constructs that directly influence the key variables
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of CSR. For measurement purpose a five-point Likert scale has been used where 1 represents the
lowest degree of agreement and 5 represents the highest degree of agreement.

[t has been observed that questionnaire survey usually gets a low response rate (Parker,
1990) and particularly when the subject matter is CSR, it often yields a little response outcome
(Spence and Lozano, 2000). In order to encourage response rate, a questionnaire with the
common information regarding bank has been demanded, without asking any particular
questions regarding respondents’ personal information, i.e. their names or designations.

Additionally, they have been given a surety of confidentiality, leading to a high response rate.

4.4 Theoretical Underpinning and Research Model

This research is based on the foundation of stakeholder theory that emphasizes on the
protection of the rights of various stakeholders velated to a business otganization. The
stakeholders may include customers, employees, shareholders, government and society.

The research quel is based on a survey undertaken by Dinar Standards and Dar ul
Istithmar (2009). The constructs of this study are constructed through factor analysis which has
selected most relevant variables for analysis, Out of 13 constructs, the most relevant six
constructs are selected to devise our research model. The model, variables and relevant factors

are illustrated in Figure 1.
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4.5  Variables and Hypotheses

The model is based on one dependent variable and six independent variables. Each
independent variable constitutes a hypothesis. The dependent variable is explained below.
4.5.1. Corporate Social Responsibility (CSR)

CSR is a significant concept that coordinates the corporations with the society. It can be
considered as the activities that are tmplemented by a corporation to contribute towards a
healthicr society including its environmental circumstances, social issues, ethical standards and
many others. Additionally, we endorse the idea that corporations have responsibilities to go
beyond their immediate business and financial interests and fulfil their mandatory obligations
placed on them by the legislation or other “‘rules of the game’’ (Carroll, 1979; Windsor, 2001).
Banks are businesses but they also have to behave socially responsible as decisions made by
banks would affect a major part of the society, hence it should focus on broader agenda of CSR,
rather than just focusing on profit maximization [Chatterjee, (1996)].

Here CSR is taken as a dependent and binary variable and it is considered that if an
organization or corporation is fulfilling the below mentioned activities that will be considered as
the socially responsible entity.

Now, the independent variables and relevant hypotheses are explained below.

4.5.2 Quotas for Employee’s Welfare (QEW)

It addresses the issues like monitoring the par excellence customer service skills of
employees, equal opportunity for all employees, merit based salary and promotion structure
without discrimination. It also deals with the policy that specifically requires establishing,

monitoring and acting on realizable targets for employment of staff from disadvantaged
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backgrounds, with disabilities, from a minority group or from under-represented groups in the
formal economy (including females). It includes a policy that specifically prohibits
discrimination including gender, race, religion, disability or socio-¢conomic background
discrimination and penalties for such discrimination and avenues for complaints for such
discrimination without any manner of recrimination. Research stidies have shown that
Employees commitment increases with corporate social contributions (Brammer et al. (2007).

¢ H;, = Quotas for employee’s welfare do impact significantly and positively to the

corporate social responsibility practiced by the banks of Pakistan.

4.5.3 Social Impacts Based Investments Quotas (SIQ)

This concept includes numerous factors which will lead us to the facts of contribution of
the banks related to the social, developmental and environmental betterment of the society. It
includes a proactive policy for social, development oriented and/or environment based
investment quotas, assisting poor and needy individuals and families through financing, assisting
orphans, helping heavily indebted individuals or families with unfortunate circumstances etc.
Provision of health and medical services to the needy people is also included in it. Promoting the
education facilities and discouraging the social evils also come in this category (Greening, 2000),

¢ H; - Quotas for social based investments do impact significantly and positively (o the

corporate social responsibility practiced by the banks of Pakistan.

454 Development Based Investment Quotas (DIQ)
Development based investments include allocation of funds to harness growth potential

for the country of operation, significant contribution to the development of infrastructure in the
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country, supporting SME’s and assistance in the alleviation of social and economic
disadvantages and discrimination (Perrini, 2006).
o Hj;_Quotas for development based investments do impact significantly and positively to

the corporate social responsibility practiced by the banks of Pakistan.

4.5.,5 Environment Based Investment Quotas (E1Q)

Encouraging individuals and institutions to protect and preserve the natural
environment. More specifically increasing the use of renewable, sustainable sources of energy
are the factors that are addressed in this portion (Dasgupta et al., 2001}

e H, = Quotas for environment based investments do impact significantly and positively to

the corporate social responsibility practiced by the banks of Pakistan.

4.5.6 Policy for Micro and Small Businesses, Social Savings and Investments (PMSI)
Small, medium enterprises (SME), micro-financing and social investments are
important social issues. Organizations that are practicing CSR cannot ignore these important
issues. This include assisting micro and small businesses or social savings and investments,
social savings for marriages, children’s education, and community based programs and
encouragement through pro-active policies for family savings and investment, etc (Jenkins,

2006).

o Hs = Policy to assist micro, small business, social savings and investments do impact
significantly and positively to the corporate social responsibility practiced by the banks of

Pakistan.
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4.5.7 Charitable Activities (CA)

There are many charitable activities that lead to the societal betterment in terms of
lifting the living standard of needy people. Organizations are expected to have the pro-active
policies for charitable activities, establishing the fundraising drives, targeting groups,
communities or institutions that require assistance. Poor and needy individuals, orphans, heavily
indebted individuals or families with unfortunate circumstances, health and medical services are
included in this category (Angelidis and Ibrahim, 1993).

¢ H; = Proactive policy applied to support the charitable activitics does impact significantly

and positively to the corporate social responsibility practiced by the banks of Pakistan.

4.6 Data Collection

In this research the data was collected by distributing 600 questionnaires among the
respondents. The potential respondents were the employees and the managers of the banks. At
least five responses from each branch were expected to attain the effective sample size. The
questionnaires were routed towards the respondents through e-mails and personal visits. 120-130
branches of both the conventional and Islamic banks were targeted for the research purpose in
Lahore, Karachi. Islamabad, Rawalpindi. Before handing over the questionnaires to the
employees, all the questions were explained in detail to the respondents for their convenience to
avoid any misunderstanding. The respondents were asked to choose only one answer.

Almost 300 questionnaires were distributed in twin cities of Islamabad and Rawalpindi,
among which we got 285 (95%) responses. Similarly, we distributed 150 questionnaire in each of

the cities of Karachi and Lahore and we got back 140 (93%) and 135 (90%) responses,
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respectively, Thus, out of total of 600 questionnaires, 560 responses (93%) were collected back

and same were processed in the study.

4.7 Estimation Technique and Procedure

The collected data was coded and entered into the SPSS sheet for analysis. The selected
variables were computed using IBM-SPSS-AMOS 20*,

There are two sections of the estimation techniques. One is the descriptive analysis
through frequency distribution and mean values for a more in-depth analysis of the individual
variables for all constructs.

The second section is based on the relationships between CSR and explanatory variables
that are estimated by applying Structural Equation Model (SEM). SEM is basically a
combination of multiple regressions and exploratory factors analysis. It allows assessing
numerous relationships between one or more dependent and independent variables. Since CSR is
a latent variable in the model, so Logit/Probit Models are not applicable in this case and
Structural Equation Modelling is the most appropriate methodology that has been used for
analysis for latent variables. These variables could not be directly observed but they are
measured through certain observed wvariables. These observed variables further lead us to
measure the unobserved variable known as CSR.

There are certain practical advantages of SEM that provide the researcher a better
alternate to empirically analyse the data. First among those is the validity. There are certain

variables that cannot be measured directly and certain other observable indicators are required in

1 SPSS-Amos is basically used for much better and transparent interface, and it allows the researcher to improve the
survey and data collection work, resulting in increased productivity and a much improved quality of reporting.
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order to observe such variables. SEM assists to use various indicators (variables) simultaneously
per observed variable, which further leads to achieve more valid and effective conclusions.

SEM can tackle the problem of measurement error by explicitly adding measurement
error variables that are related to the observed variables’ measurement error areas. Hence, the
conclusion about the relationships between observed variables are not biased; rather the
conclusion is based on perfect refiability variables’ relationship.

One may use variance analysis to test hypothesis in single criterion construct. However,
SEM allows testing the complex model for the compatibility of observed variables with
theoretical model by systematically factoring the variance and covariance. It also assists in
assessment of data and its relationships in addition to the exploratory suggestions for potential
improvement.

The present research has incorporated common ¢lements of above-mentioned theories
and focused primarily on the corporate social behaviour and estimation of reflection of ethical

themes and social accountability in the operations of banks of Pakistan.
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CHAPTERS

5. RESULTS & DISCUSSIONS

This section examines the understanding and practice of corporate social responsibility
in the banking sector of Pakistan. It reflects the results of descriptive statistics. It also contains
comparative analysis of CSR in Pakistani banks. Lastly, it interprets the results of structural

equation modelling techniques in context of importance and application of CSR in the

conventional and [slamic banks of Pakistan.

5.1 Summary Statistics of Responses

The percentages of responses from different cities are presented in Table 1.

Table 1: Summary Statistics of Responses

Cities Total distributed Total collected % of Responses
Twin cities 300 285 95 %
Karachi 150 140 93 %
Lahore 150 135 90 %
Total 600 560 93 %

Among 600 questionnaires, almost 300 have been distributed in twin cities of Islamabad
and Rawalpindi. from where we got 285 (95%) responses. Similarly, we have distributed 150
questionnaire in ¢ach of the cities of Karachi and Lahore and we got back 140 (93%) and 135
{90%) responses, respectively. Thus, out of total of 600 questionnaires, 560 responses (93%)

have been collected back and further processed in the study.



5.2  Analyzing the CSR Application in Banking Sector of Pakistan

The response of the bank staff has revealed the faci that at least most of them are aware
about CSR, even if they do not know about the same terminology, they have awareness of this
concept. Other revelation about practice of CSR has been made through their websites and
annual reports that specifically contain a section regarding CSR and specify concerning arcas
that are being addressed by the bank in the name of CSR. Hence, it has been proved that
Pakistani banking industry is aware of the term CSR and it is being practiced by conventional
and Islamic banks of Pakistan, though with different proportions in different categories.

The results of comparative CSR analysis of conventional and Islamic banks are
expressed through two different approaches. The former approach is descriptive analysis that
reflects the result through frequency distribution in percentages and ratios analysis of responses
and the second approach compares the coefficient values for both types of banks through SEM
analysis and also measure the Goodness of fit index. As a first step, we proceed to the frequency
distribution and ratio analysis through mean values.

5.2.1 Descriptive Analysis based on frequency distribution

The result of descriptive statistics regarding employees’ welfare which is the first construct of
CSR is given below. The foliowing table 2 presents the comparative results of both conventional and
Islamic banks’ respondents’ opinion. The responses are measured against the likert scale, explained in

petcentages. Since we are not dealing with Logit/Probit family, so it’s difficult to talk in terms of

probabilities rather percemtages are used, which is fulfilling the objectives and depicted below.
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Table 2: Frequency Distribution and Descriptive Statistics: Employees’ Welfare

FW1 EW2 EW3 FWa EWS EW6
B 18 Total | CB 1B Total CB 18 Total | CB 1B Total | CB [:3 Total ] B Total
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(sa 77 lo1 168 |74 160 |13a_ |87 )67 158 |72 |72 J1sa |43 |70 |a13 |77 |72 | 349
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::" 4.9201 5.0295 26.5478 5.3740 11.4947 1.935¢
Pl | 0.296 0.284 0.000 0.251 0.022 0.747

NOTE: SDA= Suongly Disagree, DA=Disagree, N=Neural, A=Agres, SA=5trongly Agree, CB=Conventional Banks, IB=Islamic Bank

Chi-sq=Pearson’s Chi-square statistic

EW2 = Customer service skills of cnployeces.

EW4 = Merit based salary and promotion.

EW1 = Quotas for employee’s welfare.

EW3= Equal opportunity for all employecs.

EWS = Quotas for staff employment from disadvantaged backgrounds.

EW6 = Policy that specifically prohibits discrimination.
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The above table reflects that respondents generally consider that employees’ welfare is
significantly related to CSR in banks of Pakistan. More than 20 % of respondents of
conventional banks agreed and 16% strongly agreed upon the variable ‘equal opportunity for all
employees’. On the contrary, 15% of Islamic banks employees agreed whereas 12% strongly
agreed that this variable is positively related to CSR and is practiced by Islamic banks. The
highest value of 19% of agreed and 16% of strongly agreed responses in Islamic banks is
attained by the first variable i.e, ‘quotas for employee’s welfare’ while conventional bank is also
falling on positive side regarding this category by achieving 18% agreed and 14 % strongly
agreed responses. The remaining variables also get positive response as ‘development of
customer service skills of employees’ get a positive response of 19 % (agreed) and 13%
(strongly agree) response whereas 17 % agreed and 11 % strongly agreed is achieved by
conventional bank, Similarly, ‘merit based salary and promotion® got the encouraging response
of 17% agreed and 13% strongly agreed from conventional banks and 14% respondents of
Islamic banks agreed and 13 % strongly agreed that this cons;ruct is practiced by respective
banks. Contrarily, this construct has aiso considerable number of employees, 1.e. 7.7% who
strongly disagree and 9.6 % that disagree about “merit based salary and promotion® practice in
Islamic banks and 5.2% respondents strongly disagree whereas 8.4% of conventional banks
disagree about this construct. Other variables also attained a considerable importance as the
variable ‘quotas for staff employment from disadvantaged backgrounds got 19 (agreed) and 8%
(strongly agreed) from conventional banks and 15 % (agreed) and 13% (strongly agreed)
response is generated from Islamic banks of Pakistan. The percentage of responses for ‘disagree’
and ‘strongly disagree’ for remaining constructs ranges between 2 % to 8 % approximately. In

general, the maximum number of both conventional and Islamic banks® are of positive opinion
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about ‘employees’ welfare’ constructs. Pakistani banks are noticed to be indulged in categories
that include trainings, promotiona! activities, merit based salaries, rewards and incentives and
health and medical services for employees’ motivation, contentment and retention.
The Pearson chi-square test has been used to test if there is significant difference in the responses
of both types of banks. The calculated value of Pearson’s statistic is 2.4985 with p-value of 0.476
indicating that there is no difference in the opinions of the respondents in conventional and
Islamic banks and they consider employees welfare to be a considerable variable of CSR duly
practiced by Islamic banks.

The individual values of Pearson chi-square test for the construct ‘employees’ welfare’ is
given below. The first variable attained the chi-square value of 4.9201 and its p-value is 0.296
which is not less than 5%. This shows that there is no significant difference between
conventional and Islamic banks as far as ‘quotas for employee’s welfare” is concerned. The
second variable that is ‘to develop customer service skills of employees’ achieved a chi-square
value of 5.0295 and its p-value is 0.284 which is not less than 0.05, showing that no significant
ditference is being observed between opinions of conventional and Islamic banks' respondents.’
Equal opportunity for all employees’ attained the chi-square value of 26.5478 with a p-value of
0.000, which certainly shows that opinions of the respondents of Islamic and conventional banks
differ significantly. ‘Merit based salary and promotion® got the chi square value of 5.3740 and
the p—value is 0.251 which is not less than 5%, s0 it is concluded that there is no significant
difference between conventional and Islamic banks for this variable. As far as ‘quotas for staff
employment from disadvantaged backgrounds’ is concerned, its chi square value is 11.4947 and
p-value is 0.022, which is below 53%. Thus, this value proves that the variable has achieved

significant difference between conventional and Islamic banks’ responses. The last variable is
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‘policy that specifically prohibits discrimination’, which has obtained a chi- square value of
1.9369 and its p-value is above 5%, which is 0.747 that has proved this variable’s response is not
significantly different between conventional and Islamic banks of Pakistan.

The average response of all items has been taken together and the pie chart reflects the
difference between conventional banks and Islamic banks based on mean values that are

calculated against likert scale. The responses are presented in the following figure.

Quotas for Employee’s Welfare
(By Bank Type)
conventional islamic

B disagree I neutral
I agree B strongly agree

Graphs by bankiype

Figure 2; Results in Percentages for Employee’s Welfare Quotas (Mean Values)
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The conventional and Islamic banks employees’ perception regarding “social impact based investment quotas® is depicted in Table 3.

Table 3: Frequency Distribution and Descriptive Statistics: Social Impact Based Investment Quotas

Sil
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NOTE: SDA= Strongly Disagree, DA=Disagree, N=Neural, A=Agree, SA=Strongly Agree, CB=Cenventional Banks, IB=lslamic Banks
The numbers i parenthesis represent perogntages,

Chi-sq =Pearson’s Chi-square statistic. Sil = Targets for assisting poor by financing tusiness opportunities. Si2 = Quotas for assisting orphans.
8i3 = Quotas for assisting heavily indebted individuals. 8i4 = Quotas for provisioning of health and medical services, Si§ = Quotas for assisting in
the development of research. 5i6 = Quotas for enceuraging the development of ethical and native societal culture, Si7 = Quotas for discouraging
conttemporary social ills,
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The fifth and sixth variable of “social impact based investment quotas’, are ‘quotas for
assisting in the development of research’ and ‘quotas for encouraging the development of ethical
and native societal culture’. These two variables got a maximum of 13 % strongly agreed
response from convenltional banks which equalizes same amount of responses of 13% from
Islamic banks. 16 % agreed response has been attained from conventional banks for both
categories and 15% and 18% agreed responses from Islamic banks, correspondingly. The banks
invest for the development of social culture and research work to enhance the education and
development sector. The maximum value of 15 % (strongly agree) and 14 % (agree) has been
achieved from Islamic banks in the category of ‘quotas for assisting heavily indebted
individuals’ whereas the conventional banks offer 12% (strongly agreed) and 14 % (agree)
response. The heavily indebted individuals are facilitated through low interest based loans and
[slamic banks provide financing on Qard ¢ Hasana basis. Results have shown that 15 %
respondents are in the favour of ‘targets for assisting poor by financing business opportunities’
and 12% are strongly agreed on this variable in case of conventional banks while 14% of people
have positive opinion and 12% people strongly supported the practice of assisting poor through
financing their business opportunities from Islamic banks side. Conventional banks employees’
opinion about ‘quotas for discouraging contemporary social ills’ got 14% agreed response and
10% strongly agreed and 16 % of respondents have given agreed response while 13 % Islamic
banks’ employees of Pakistan are strongly in favor of this construct, The disagree responses falls
between the range of 3 % to 9 % in both the conventional and Islamic banks. There is no
significant difference observed between the responses of both banks, hence maintaining a

positive value for ‘social impact based investment quotas’. Certain drives have been reported to

51



arrange for spreading social and health awareness i.e AIDS and hepatitis and assisting people for
minimizing social issues.

The Pearson chi-square test values for the construct ‘empléyces’ welfare’ is given below,
The variable ‘targets for assisting poor by financing business opportunities * attained the chi-
square value of 1,7057 and its p-value is 0.790 which is not less than 53%. This shows that there
is no significant difference between conventional and Islamic banks as far as the variable ‘target
for assisting poor by financing business opportunities® is concerned. The second variable that is
‘quotas for assisting orphans’ achieved a chi-square value of 7.5096 and its p-value is 0.111
which not less than 0.05, showing that no significant difference is being observed between
opinions of conventional and Islamic banks® respondents. *Quotas for assisting heavily indebted
individuals® attained the chi-square value of 5.0371 with a p-value of 0.284, which certainly
shows that opinions of the respondents of Islamic and conventional banks, does not differ
significantly. *Quotas for provisioning of health and medical services’ got the chi square value of
6.4231 and the p—value is 0.170 which is not iess than 5%, so it is concluded that there is no
significant difference between conventional and Islamic banks for this variable. As far as ‘quotas
for assisting mn the development of research’ is concerned, its chi square value is 2.9955 and p-
value is 0.559, which is not below 5%. Thus, this value proves that the variable have no
significant difference between conventional and Islamic banks’ responses. The variable ‘quotas
for encouraging the development of ethical and native societal culture’ obtained a chi- square
value of 4.7806 and its p-value is above 5%, which is 0.311 that has proved this variable’s
response is not significantly different between conventional and Islamic banks of Pakistan. The
variable ‘quotas for discouraging contemporary social ills* has a chi square value of 10.6269 and

its p value is 0.031, this p value shows that there is a significant difference between the
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conventional and Islamic banks’ responses as the value attained for this variable is less than 5%.
Collectively, Pearson’s Chi % value for this variable is 4.7105 with a p-value of 0.194. This result
depicts that there is no significant difference in the responses obtained from conventional and
Islamic banks® employees. The average response of all variables of social impact based
investment has been taken calculated on likert scale and the pie chart reflects the difference

between conventional banks and Islamic banks in this context. The responses are presented in the

following graphs.

Social Impacts Based Investments Quotas
(By Bank Type)
conventional iskamic

B disagree R neutral
N =gee B strongly agree

Graphs by banktype

Figure 3: Results in Percentages for Social Impact Based Investment Quotas (Mean

Values)
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Table 4 illustrates the employees™ perception of conventional and 1slamic banks concerning development based investment quotas,

Table 4: Frequency Distribution and Descriptive Statistics: Development Based [nvestment Quotas
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(152 (079 13306) [(12.0) 14D 06D (166 [(13.1) | (9.6 | (12.9) | (14.5) | (27.3)
SA 58 96 154 62 82 134 7 93 164 62 72 i34
009 [arn [ @7s Ty [(a6 125D [z [ae.s 1(53) [ ALD ] (129 ] (23.9
Total 280|280 | 560 780 [ 280 [ 560 280|280 | 560 280 | 280 | 560
(0.0 [60.0y T(100.0) [(50.0) | (50.0) | (100.0) | (50.0) | (50.0) | (100.0) | (50.0) | (50.0) | (100.0)
Chi-sq 254172 7.3525 6.5510 2.6903
P-value 0.000 0.118 0.162 0.611

NOTE: SDA= Strongly Disagree, DA=Disagrez, N=Neura), A=Agree, SA=Sirongly Agree
CB=Conventional Banks, IB=Islamic Banks
The numbets in parenthesis represent percentages.

Chi-sq = Pearson’s Chi-square statistic.

Db1 = Quotas for development invesiments.

Db2 = (uotas that significantly contribute to the development of infrastructure.
Db3 = Quotas that has effects on SME.

Db+ = Quotas Lhat assist in the alleviation of social and economic disadvantage.
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Collectively, the opinions falls in positive category but a difference is being noticed
overall. The maximum positive opinion has been generated for the variable ‘quotas for
development investments’. Conventional banks have earned 10% response of strongly agree for
this variable and Islamic bank obtained 17%, thus highlighting a significant difference. There is
also a difference of opinion on agreed option. Conventional bank got 15 % positive response for
‘quotas for development investments’ while that of Islamic banks is 18% (agreed). ‘Quotas that
significantly contribute to the development of infrastructure’ maintain a collective percentage of
12% agreed and 11% strongly agreed in conventional banks whereas 14% agreed and 15%
strongly agreed in Islamic banks. Moreover, ‘Quotas that has effects on SME’ also bear a
considerable impact on CSR and Pakistani banks are inclined towards certain application of
developmental activitics. There are small percentages of respondents that range between 2% to
10% that have disagreement over the application of development based investments by the banks
but most of them consider ‘development based investment quotas’ as component of CSR and the
one practiced by Pakistani banks. The results have shown that Islamic banks are considered more
positive about the development based investmenis as compared to conventional banks. Overall,
bank respondents remained in favour of quotas for development investment. Banks, being
national exchequer, with the payment of taxes and investments in the economy become a source
of significant contribution towards the growth and development of economy,

The Pearson chi-square values for the construct ‘development based investment quotas’
is given below. The variable ‘quotas for development investments®, have attained the chi-square
value of 25.4772 and its p-value is 0.000 which is less than 5%. Hence, we conclude that there is
a significant difference between conventional and Islamic banks in regard of ‘quotas for

development investments’. ‘Quotas that significantly contribute to the development of
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infrastructure’ achieved a chi-square value of 7.3525 and its p-value is 0.118 which not less than
.05, showing that no significant difference is being observed between opinions of conventional
and Islamic banks’ respondents. The next variable which is ‘quotas that has effects on SME’
attained the chi-square value of 6.5510 with a p-value of 0.162, which definitely shows that
opinions of the respondents of Islamic and conventional banks, does not differ significantly.
‘Quotas that assist in the alleviation of social and economic disadvantages’ got the chi square
value of 2.6903 and the p—value is 0.611 which is not less than 5%, so it is concluded that there
is no significant difference between conventional and Islamic banks for this variable. On the
whole, the results of Pearson’s statistics for ‘development based investment quotas’ is 20.5959
and the p-value is 0.000 which certainly shows that opinions of the respondents of Islamic and
conventional banks differ significantiy.

The average response of the construct of development based investment quotas of CB’s

and IB’s is reflected in the below drawn pie chart.

Development Based Investment Quotas
(By Bank Type)
conventional islamic

MR strongly disagree [ disagree
B ncutral B zgree
B strongly agree

Graphs by banktype

Figure 4: Results in Percentages for Development Based Investment Quotas (Mean Values)

56



The employees’ perception in context of quotas for environment based investment is presented in Table 5.

Table 5: Frequency Distribntion and Descriptive Statistics: Environment Based Investment Quotas

Ebql Ebq2 Ebg3 Ebad
CB 1B Towml | CB B Total | CB 1B Toal __[CB__ |18 Total
SDA [ 45 26 71 27 20 47 77 35 66 34 15 69
8.03) |(46) (2.9 138 |6 @4 (A8 (0 |08 |60 [¢63) |12
DA 56 37 93 47 43 £9 43 42 85 40 47 %7
100) |66 (66 |G |75 1058 770 5 |52 [0 [64 {155
N 50 52 102 78 51 129 7 30 101 54 57 111
39 63 1082 1039 0D @30 (27 G4 |(a80)_[(9.6) [(102) |(19.8)
A 69 100|169 75 §7 162 93 99 192 78 Y] 162
023) 1179 002 (3.4 (155 [(289) | (166) | (170 _| (383} [(13.9) | (15.0) | (28.9)
SA 60 3 125 53 £0 133 46 70 116 74 57 131
007 _|ULe) (223 |08 ({143 [ (2348 (82 1028 oD | (132) |(102) [(233)
Total 280|230 | 560 280 | 280 | 560 280 | 280 | 560 280|280 | 560
(50.0) | (50.0) | (1000} | (50.0) | (50.0y | (100.0) | (50.0) | (50.0y | (100.0) |(50.0y | (50.00 | (100.0}
Chi-sq_ | 15.8918 13.3447 23.9902 3.0871
Pyalue | 0.005 0.010 0.000 0.543

NOTE: SDA= Strongly Disagree, DA=Disagree, N=Neural, A=Agree, SA=Strongly Agree

CD= Conventional Banks, IB= Islamic Banks

The numbers in parenthesis represent percentages.

Chi-sq= Pearson’s Chi-square statistic.

Ebql = Quotas for protecting the environment

Ebg2 = Reducing the negative impact of development on the environment

Ebq3 = Encouraging institutions to protect natural environment

Ebq4 = [ncreasing the use of renewable, sustainable sources of energy
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Generally, conventional and Islamic banks are in favour of this category. As far as the variable of
‘environment based investment quotas’ is concerned, both the conventional and Islamic banks’
respondents think that it is an important component of CSR and it has been practiced by
Pakistani banks. The relative difference is noticed among various responses regarding individual
variables. 15% employees from Islamic banks and 14 % from conventional banks have an
‘agreed’ opinion about ‘increasing the use of renewable, sustainable sources of energy’ whereas
10% of Islamic banks and 13 % from conventional banks strongly agreed on this variable. The
agreement in Islamic banks is achieved by second variable that is ‘reducing the negative impact
of development on the environment”™ by getting 13 % of agreed and 10 % of strongly agreed
responses for conventional banks whereas, 16% of agreed and 14 % strongly agreed response is
attained by the Islamic banks which reflects that certain arrangement has been made in order to
reduce the adverse effects of technological development on the environment. When the
respondents have been asked to show their agreement or disagreement about the third category
which is ‘quotas for protecting the environment’, here the positive responses achieved from
conventional banks for agreed and strongly agreed categories are 18% and 12%, respectively. On
the contrary, the same variable is supported by 18 % agreed responses and 12% strongly agreed
responses from Islamic banks side. The conventional banks’ 17 % respondents have shown
agreed response and 8 % strongly agreed response. Islamic banks’ employees portrayed the
maximum of ]8% response about ‘encouraging institutions to protect natural environment’ and
13 %o strongly agreed response. Majority (10%) of the respondents of conventional did not agree
with the statement *quotas for protecting the environment’, though this is the variable conducting
maximum amount of acceptance as well. 8% of [slamic banks” employees show disagreement on

‘increasing the use of renewable, sustainable sources of energy’. Hence, it can be regarded that
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‘environment based quotas’ is a very important variable qf CSR that should not be
underestimated and few considerable lower percentages are also attained regarding this variable
but Islamic banks performance is better in comparison with conventional banks. Various projects
that are fruitful in environment protection, i.e. renewable energy sources, plantation schemes and
paperless environment, fall in this category.

The Pearson chi-square values for the construct ‘environment based investment quotas’ is
as under. The first variable ‘quotas for protecting the environment’ has attained the chi-square
value of 14.8918 and its p-value is 0.005 which is below than 5%. Therefore, we determine that
there is a significant difference between conventional and Islamic banks with regard to this
variable. ‘Reducing the negative impact of development on the environment * achieved a chi-
square value of 13.3447 and its p-value is 0.010 which is more than 0.05, showing that there is
no significant difference between opinions of conventional and [slamic banks’ respondents. The
next variable is ‘encouraging institations 1o protect natural environment’ and it has attained the
chi-square value of 23.9902 with a p-value of 0.000, which illustrates that opinions of the
respondents of Islamic and conventional banks, do significantly differ from each other. The last
variable is ‘increasing the use of renewable, sustainable sources of energy’ that got the chi square
value of 3.0871 and the p—value is 0.543 which is not less than 5%, hence it is concluded that
there is no significant difference between conventional and Islamic banks for this variable.
Overall, the value of Pearson ‘statistics for the construct of ‘environment based investment
quotas’ is 11.1524, where p-value is 0.025 which is below 0.05. Hence, this highlights that there

15 a significant difference in respondents’ opinions of conventional and Islamic banks of

Pakistan.
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The average response of all variables of environment based investment quotas measured

against likert scale is presented in following pie chart.

Environment based Investment Quotas
(By Bank Type)

conventional islamic

B strongly disagree I disagree
N ouiral T ogrce
HE strongly agree

Graphs by banktypa

Figure 5: Results in Percentages for Environment Based Investment Quotas (Mean Values)

The perception of the respondents of conventional and Islamic banks regarding micro,

small business, social savings and investments is presented in Table 6.
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Table 6: Frequency Distribution and Descriptive Statistics: Micro, Small Business Social Savings & Investments

Msbsl Msbs2 Msbs3
CB B Total CB IB Total CB IB Total
sDA 23 32 55 26 35 61 34 28 62
@1 G7) (9.8) 4.6) (6.3) (10.89 6.0 (5.0) )
XA 49 44 3 42 45 37 42 65 107
o {8.8) (7.9} {16.6) (7.5) {8.04) {15.5) (7.5) (11.6) {1%.1)
69 50 128 71 45 116 53 49 102
{12.3) (10.5) (22.9) {12.7 (8.0} {20.0) {9.5) {8.8) {18.2)
C A 75 85 160 76 93 169 g1 i 162
. (13.4} (15.2) {28.6) (13.6) {16.6) (30.2) (16.3) (12.7) (28.9)
| SA 64 a0 124 635 62 127 60 &7 127
(iL4) {10.7) (22D {11.6] {11.1) {22.9) {10.7) {12.0} 22.7)
Total 280 280 560 280 280 560 280 280 560
(50.0) {30.0) (100.0) {50.0) (50.0) {100.0} (50.0) {50.0} (100.0}
Chi-sq 3.2768 9.0398 8.5364
P-value 0.513 ) 0.060 0.074

NOTE: SDA= Strongly Disagree, DA=Disagree, N=Neural, A=Agree, SA=Strongly Agree
CB=Conventional Banks, 1B=Tslamic Banks

The numbers in parenthesis represent percentages.

Chi-sq= Pearson’s Chi-square statistic
Mshs1 = Policies to assist micro and small businesses social savings and investments.
Msbs 2 = Encourage social savings for marriages, social welfare programs, eto

Msbs 3 = Encourage family savings and invesiment
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Among the three variables of ‘micro, small business, social savings and investments’,
second variable that is ‘encourage social savings for marriages, social welfare programs” achieve
a response of 12% strongly agreed and 14% agreed in conventional banks while that of Islamic
banks’ 11% employees strongly agreed while 17% ‘have showed agreed responses.
Approximately, 16% of conventional bank customers were in favour of the variable ‘encourage
family savings and investment’ while 10 % were strongly in favor of this varable. Islamic banks
got a small percentage in comparison to conventional banks by getting 12 % agreed and 12 %
strongly agreed responses. Altogether, both kinds of respondents were in favor of ‘micro, small
business, social savings and investments’ and consider this construct a productive one in favour
of CSR. Overall, Islamic banks’ respondents showed maximum responses for first two variables
while conventional banks employees scored positive results about “policies to assist micro and
small businesses social savings and investments’. Various strategies are highlighted by the banks
in order 10 assist people through micro-financing and small investment by favourable lending
and constructive investments.

The calculated value of Pearson’s statistic 15 13.6183 with p-value of 0.009 indicating
that there is a significant difference in the opinions of the respondents in conventional and
Islamic banks. As far as the first variable ‘policies to assist micro and small businesses social
savings and investments’ is concerned, the chi square value is 3.2768 and p-value is 0.513,
which is not below 5%. Thus, this value proves that the variable has no significant difference
between conventional and Islamic banks’ responses. The second variable is ‘encourage social
savings for marriages, social welfare programs’, which has obtained a chi- square value of
9.0398 and its p-value is above 5% that is 0.060, which has proved that this variable’s response

is not significantly different between conventional and Islamic banks of Pakistan. The variable

62



‘encourage family savings and investment’ has a chi square value of 8.5364 and its p value is
0.074, this p value shows that there is a no significant difference between the conventional and

Islamic banks’ responses as the value attained for this variable is not less than 5%.

The average response of ‘micro, small business and social saving and investments’ are

presented in the figure as under highlighting the main differences between the CB’s and IB’s.

Micro Small Business and Social Savings and Investments
(By Bank Type)
conventional istamic

B strongly disagree I disagree
B neutral B agree
I strongly agree

Graphs by banktype

Figure 6: Results in Percentages for Micro, Small Businesses, Social Savings & Investment Quotas
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Table 7 describes the variation of responses between conventional and Islamic banks® respondents about *charitable activities’.

Table 7: Frequency Distribution and Descriptive Statistics: Charitable Activities

CAl CAZ CA3
CB 1B Total CB 1B Total CB IB Total
SDA 27 26 53 24 35 59 25 39 64
@8 | ded | (95) (@3) 63) L (10.5) @3 oo oLy
DA 50 37 87 33 31 64 49 13 97
89) | (66) | (15.5) (3.9) | (5.5 | (1L4) @3 _ (.1 16.4)
N 64 58 122 70 52 122 84 63 147
a14) 1004 | 2L8) (12.5)__(9.3)___[(21.8) 500|131 263
A 80 94 174 100 92 192 72 76 148
[(143)__1(16.8) | GLD (79 1 (164) | (34.3) (129) | (136) | (264)
SA 59 65 124 53 70 123 50 59 109
(10.5 | (1L.6) | (22.1) 9.5 1025 | (22.0) @9 |(10.5) [ (19.5)
Total 280 380 560 280 280 560 780 280 560
(50.0) | (500 _ [ (100.0) | (50.0) ] (50.0) | (1000) [ (50.00) |(56.0) | {100.0)
Chi-sq___| 3.6732 74520 73050
P-valve | 0.452 0.114 0.121

NOTE: SDA= Strongly Disagree, DA=Disagree, N=Neural, A=Apree, SA=S8trongly Agree
CB=Conventional Banks, [B=islamic Banks.

The numbers in parenthesis represent percentages.

Chi-sgq= Pearson’s Chi-square statistic

CAl = Support for charitable activities

CA2 = Establish fundraising drives from its clients

CA3 = Organization, target groups that require assistance.



Broadly, the above table has shown a positive response of bank’ respondents towards the
construct of charitable activities. The above table shows a comparative picture of the
respondents’ opinions in detail. The conventional banks respondents gave a response of 11%
strongly agreed and 14 % agreed for the first variable ‘support for charitable activities’, whereas
Islamic banks achieved a highest value of 17% and 12% for this category. Moreover, 14% of
conventional and 17% of Islamic banks’ respondents have neutral opinion about this construct.
The next best positive responses have been gathered for 18% agreed and 10% strongly agreed
whereas Islamic banks have scored the value of 16% as strongly agreed and 13% agreed for the
variable named ‘establish fundraising derives from its clients’. The next variables also attained
higher comparative results by Islamic banks in comparison with conventional banks. Banks
involves themselves in the activities like community welfare, widows’ care, children education,
fund raising drives, management in natural disasters, donation boxes and other such derives are
initiated 10 take participation in charitable activities.

The Pearson chi-square values for the construct ‘charitable activities’ is explained under.
The first variable is ‘support for charitable activities, it has attained the chi-square value of
3.6732 and its p-value is 0.452 which is greater than 5%. Therefore, we conclude that there is a
no significant difference between conventional and Islamic banks in regard of this variable. The
second variable ‘establish fundraising drives from its clients’ achieved a chi-square value of
7.4520 and its p-value is 0.114 which not less than 0.05, showing that there is no significant
difference between opinions of conventional and Islamic banks’ respondents, The next variable
is about 'supporting the ‘organization, target groups that require assistance’ and it has attained
the chi-square value of 7.3050 with a p-value of 0.121, which illustrates that opinions of the

respondents of Istamic and conventional banks, do not significantly differ from each other as the
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value achieved is not less than 5 %. The calculated value of Pearson’s statistic for charitable
activities is 5.4745 with a p-value of 0.242 representing that there is no significant difference in
the opinions of the respondents in conventional and Islamic banks. Following figure illustrates

the average values difference of CB’s and IB’s in context of charitable activities:

Charitable Activities
(By Bank Type)

B strongly disagree [ dJisagree
B neutral EN agree
B strongly agree

Giraphs by banktype

Figure 7: Results in Percentages for Charitable Activities (Mean Values)

5.2.2 Descriptive Analysis Based on Mean Values of Indicators

Now, we analyse the data according to the mean values of the factors involved in
determining the constructs of CSR. Each of the variables of conventional bank is analyzed and is
compared with the Islamic bank. The t-statistics shows the difference between mean responses of

conventional and Tslamic banks.



The first variable is ‘employees’ welfare” and employees are asked this question so that
they could show a clear depiction of the practice made by conventional and Islamic banks in

direction of CSR and in favour of employees, Results are shown in Table 8.

Table 8: Perception of Bank Employees on CSR: Employees’ Welfare

No | Factors CBs IBs t-statistic | Average
(p-value) Mean
1 | Quotas for employee’s welfare 3.79 3.56 -2.1526 3.68
(0.0318)
2 | To develop customer service skills of 347 3.64 1.638 3.56
employees (0.102)
3 | Equal opportunity for all employees 347 3.83 3.5647 3.65
{0.0004)
4 | Merit based salary and promotion 3.29 3.48 1.6643 3.38
{0.0966)
5 | Quotas for staff employment from 3.51 344 -0.7744 3.47
disadvantaged backgrounds (0.4390)
6 | Policy that specifically prohibits 3.51 3.60 0.8774 3.56
discrimination ((.3806) '
7 Average value*® 3.50 3.59 3.55

*Likert scalc mean varies between 1 (strongly disagree) and 5 (strongly agree).
*t-statistic is the t-test for difference between mean responses of CBs and IBs.

The above mentioned table reflects an overall positive trend in the variables’
performance in determining the CSR practice. Mean values show respondent’s positive response
towards this variable and the values reflect that the respondents generally agree that ‘employees’
welfare’ is being practiced by the banks of Pakistan.

‘Quotas for employees’ welfare’ have achieved a mean of 3.79 by CBs, and IBs obtained
the value of 3.56 for this variable. The calculated value of t-statistic for ‘employees’ welfare’ is -
2.1526 with a p-value of 0.0318, which is less than 5% significance level, so we reject_the nul!

hypothests that mean response for ‘quotas for employee’s welfare’ is same for conventional and
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Islamic banks and conclude that there is difference tn the means responses across the two bank
types.

The second factor is about the ‘policy to develop customer service skills of employees’.
CBs obtained a mean value of 3.47 for this factor while IBs achieved mean value of 3.64. The t-
statistics have a value of 1.638 while its p-value is 0.102. The p value is neither significant at 5%
level nor at 10% level of significance. Therefore, we do not reject null hypothesis that the
difference between means responses of CBs and IBs are same.

The maximum mean value is achieved by 1Bs in the variable ‘equal opportunity for all
employees’. 1Bs have attained highest mean value of 3.83 against 3.47 of CBs, which is still
noticeably good. The t-statistics results show that its value is 3.5647 and the p-value is 0.0004
which is cons_iderably below 5% level of significance. Thus, we reject the null hypothesis that
mean responses for ‘quotas for employee’s welfare’ is same for conventional and Islamic banks
and conclude that there is difference in the means responses across the two bank types.

Regarding ‘merit based salary and promotion” IBs performance is better than CBs.
However, both types of banks need to improve their reward system because it can greatly
influence the organizational commitment and performance of employees. Here, the CBs got the
mean value of 3.29 while that of IBs is 3.48. The value of t-statistics for this variable is 1.6643
and the p-valve is 0.0966 which is higher than 5% and lower that 10% level of significance. This
shows that mcans values are statistically significant at 10% level of significance and there is a
difference between the responses of conventional and Islamic banks of Pakistan.

‘Quotas for staft employment from disadvantaged backgrounds’ by CBs and IBs, gained
mean value of 3.51 and 3.44, respectively. It showed a positive relationship with CSR.

Meanwhile the calculated value of t-statistics is -0.7744 while the p-value is 0.4390. This shows
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that we do not reject null hypothesis and there is no difference in the means responses for ‘staff

employment from disadvantaged backgrounds’ across both types of banks.

Respondents gave a positive response when they were asked about ‘banks’ policy that

prohibits discrimination’. CBs scored a mean value of 3.51, which is below 3.60 that are scored

by IBs. The t-statistics results for this variable are 0.8774 and the p value is (.3806. The p- value

proves this variable does not have difference among the conventional and [slamic banks in

context of means values responses.

investment quotas’, their t-statistics and p-values as well.

Table 9 highlights the pattern of mean variations in the construct of ‘social impact based

Table 9: Perception of Bank Employees on CSR: Social Impact Based Investment Quotas

No | Factors t-statistic | Average

CBs IBs (p-value) | Mean

| | Targets for assisting poor by financing business 334 (336 0.1897 3.35
opportunities (0.8496)

2 | Quotas for assisting orphans 332 | 339 0.6685 3.36
(0.5041)

3 3.54 (340 | -1.2858 347
Quotas for assisting heavily indebted individuals (0.1990)

4 | Quotas for provisioning of health and medical 346 1322 | 22790 3.34
SEIviges (0.0230)

5 | Quotas for assisting in the development of 348 | 344 | -0.3531 346
rescarch (0.7241)

6 | Quotas for encouraging the development of 359 (354 | -04718 3.56
ethical and native societal culture {0.6372)

7 | Quotas for discouraging contemporary social ills | 3.56 | 3.25 | -2.8765 341
(0.0042)

8 | Average mean value* 347 |-3.37 3.42

*Likert scale average mean varies between 1 (strongly disagree) and 5 (strongly agree).
*t-statistic is the t-test for difference between mean responses of CBs and IBs,

The first factor of this construct consists of ‘quotas for assisting poor by giving them

business oppottunities. Both the conventional and Islamic banks have showed an overall growth

in this factor and obtained mean values of 3.34 and 3.36, respectively. The t-statistics showed the
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value of 0.1897 while that of p-value is 0.8496. The p-value shows that we do not reject the null
hypothesis that mean response for this variable is same for conventional and Islamic banks and
conclude that there is no difference among the responses of CBs and IB.

“Quotas of provision of health and medical services’ are noticed with the mean values of
3.46 for conventional and 3.22 for Islamic banks. These values give a clear prediction that
conventional banks are more responsive in this context as compared to Islamic banks. This
variable has the t-statistics of -2.2790 and its p-value is 0.0230, which is less than 5%
significance level, so we reject the null hypothesis that mean response for this variable is same
for conventional and Islamic banks and conclude that there is difference in the means responses
across the two bank types.

Similarly, in case of ‘quotas for discouraging social ills’, CBs and [Bs scored mean
values of 3.56 and 3.25, respectively which shows that with some differences Pakistani banks are
involved in social impact based investments. The calculated value t-statistics for this variable is -
2.8765 and that of p-value is 0.0042. This value is less that 5% level of significance, so we reject
the null hypothesis and it is concluded that the mean responses for both bank types are different.

The second factor of this construct relates to ‘quotas for assisting orphans’. The mean
values of CBs and IBs are 3.32 and 3.39 showing slightly above average participation from the
banks. Similarly, in third factor, CBs and IBs achieved 3.54 and 3.40 as mean values for
assisting heavily indebted individuals. The p-value of remaining variables is noticed to be greater
at 5% or 10% significance level, Hence, the remaining variables show that there is not much

ditference among the responses of conventional and Islamic banks.
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Another factor of this construct is ‘quotas for assisting in the development of research’,

The results of mean values in assisting research by CBs and IBs a;re 3.48 and 3.44, respectively.

Hence, the results do not reflect much difference in the CSR performance of both types of banks.

‘Quotas for encouraging the development of cthical and native societal culture’ have

gained mean values of 3.39 for CBs and 3.54 for IBs. This also shows a minor difference
between the CSR practices of both types of banks in Pakistan.

Third construct determining CSR relates to ‘development based investment quotas’. In

this regard, the mcan values of the responses of banks’ employees are depicted in Table 10:

Table 10: Perception of Bank Employees on CSR: Development Based Investment Quotas

No t-statistic Average

Factors CBs [Bs (p-value) Mean

1 [ Quotas for development investments 385 3.33 -5.1146 3.59
| ) (0.0000)

2 | Quotas that significantly contribute to 350 3.23 -2.3832 3.36

the development of infrastructure (0.0175)

3 | Quotas that has effects on SME 3.64 3.51 -1.2585 3.58
(0.2087)

4 | Quotas that assist in the alleviation of 344 3.27 -3.15736 3.36
social and economic disadvantages (0.0018)

5 [ Average mean value* 3.60 3.34 3.47

*Likert scale average mean varies between 1 (strongly disagree) and 5 {strongly agree).
*{-statistic is the t-test for difference between mean responses of CBs and IBs.

All development based investment projects (e.g. schools, hospitals, etc)) proving
beneficial for the society are included in this category. Such investments have significant growth
potential for the country of operation. ‘Quotas for development based investments’ obtained the
mean values of 3.85 and 3.33 by CBs and IBs, respectively. The calculated t-statistics attained

the value of -5.1146 while the p-value is 0.0000 which is below 5% significance level. Hence, it
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can be concluded that we reject the null hypothesis and that there is a significant difference in the
means’ responses across the two bank types.

Similarly the second variable which is ‘quotas that significantly contribute to the
development of infrastructure’ got a value of 3.50 for CBs and 3.23 for IBs. The t-statistics value
for this variable is -2.3832 and the p value is 0.0175 which is considerably below 5% level.
Hence, we reject the null hypothesis that the mean response in regard of this variable is same for
CBs and IBs. Hence, it is verified that there is a significant difference between the mean
responses within the two bank types.

Quotas for SMEs got mean values of 3.64 and 3.51 for CBs and IBs, respectively. The
value t-statistics for this variable is -1.2586 and that of p-value is 0.2087 which is above 5% or
10% level of significance. Hence, we cannot reject null hypothesis for this variable and it is
concluded that this variable is not much difference in the mean responses of both bank types.

Similarly, in the variable ‘quotas for assisting in the alleviation of social and economic
disadvantages’, CBs attained a mean value of 3.44 against a mean value of 3.27 obtained by IBs.
Ilence, it shows that CBs have shown more involvement in improving the situation of
sociocconomic disadvantaged people or groups. The calculated t-statistics have a value of -
3.15736 with a p-value of 0.0018 which is below 3% significance level. Hence, it is concluded
that the null hypothesis is rejected and the means responses have a difference across the two
bank types.

Now we consider the perception of banks™ employees regarding ‘environment based
investment quotas’ and the mean value analysis for each variable of this construct is depicted in

table 11.
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Table 11: Perception of Bank Employees on CSR: Environment Based Investment Quotas

No t-statistic Average

Factors CBs 1Bs {p-value) Mean

1 | Quotas for protecting the environment 350 315 -3.1436 3.33
(0.0018)

2 | Reducing the negative impact of 3.59 3.29 -2.9087 3.44
development on the environment {0.0038)

3 | Encouraging institutions to 343 331 -1.0165 3.37
protect/preserve natural environment {0.3098)

4 | Increasing the use of renewable, 329 3.42 1.1823 3.36
sustainable sources of energy (0.2376)

> | Average mean value* 3.45 3.29 3.38

*|.ikert scale average mean varies between 1 (strongly disagree) and 5 (strongly agree).
*t-statistic is the t-test for difference between mean responses of CBs and 1Bs.

The conventional banks have attained a mean value of 3.50 for the first variable ‘quotas
for protecting the environment’ and Islamic banks achieved 3.15. The calculated t-statistics have
a value of -3.1436 with a p-value of 0.0018, which is below the 5% significance level.
Consequently, it can be regarded as the null hypothesis is rejected and there is a significant
difference between conventional and Islamic banks of Pakistan in this regard.

Similarly, CBs appear to be more involved than IBs in ‘reducing negative impact of
development on environment’ and ‘promoting institutions for preservation of natural resources’.
Mean values attained by CBs and IBs in these factors are 3.59 and 3.29 as well as 3.43 and 3.31,
respectively. The result of t-statistics for this variable is -3.1436 with a p-value of 0.0018. This
shows that we reject null hypothesis that is the means responses for this variable is same for CBs
and 1Bs and conclude that there is a difference between the means responses between two types
of banks.

The only factor where IBs showed better performance than CBs is ‘promoting use of
renewable sources of energy’. This factor includes indicators, such as usage of paper bags,

avoidance of excessive paper usage, eic. Mean values attained by CBs and IBs are 3.29 and 3.42,

respectively. Here, this variable has obtained a t-statistical value of 1.1823 and the p-valuc is
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0.2376 which is above 5% or 10% level of significance. Therefore, we cannot reject null
hypothesis and it is concluded that there is no significant difference between the means responses
between two types of banks.

While considering the construct of ‘microfinance, small business, social savings and
investments’ the results of perception analysis show a positive trend in the employees’ responses.

The results are given in Table 12,

Table 12: Perception of Bank Employees on CSR: Micro, Small Business, Social Savings &

Investments
No t-statistic Average

Factors CBs | IBs (p-value) Mean

I | Policies to assist micro and small businesses 3351339 0.3673 3.37
social savings and investments (0.7135)

2 | Encourage social savings for marriages, social | 3.36  3.40 0.3280 3.38
welfare programs, ete (0.7430)

3 330 | 3.36 0.5467 3.33
Encourage family savings and investment {0.5848)

4 | Average mean value* 334 | 3.38 3.36

*Likert scale average mean varies between | (strongly disagree) and 5 (strongly agree).
*-statistic is the t-test for difference between mean responses of CBs and IBs.

For all three factors, namely promotion of SMEs, encouragement of social savings for
wclfare programs and mobilization of small savings for investment, 1Bs showed a slightly better
performance than CBs, The average mean values for CBs and IBs in this construct are 3,34 and
3.38, respectively. Moreover, as depicted in the above table, the variables have attained p-value
ot 0.7135, 0,7430 and 0.5848 for all the three variables respectively, Hence, the null hypothesis
cannot be rejected as all the values are above 5% or 10% level of significance.

Regarding th¢ CSR construct of ‘charitable activities” the results of employees’

perception are produced in Table 13.
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Table 13: Perception of Bank Employees on CSR: Charitable Activities

Mo Factors CBs | IBs | t-statistic (p-value) A;f::fe

1 348 [ 3.34 -1.3857 14
Support for charitable activities (0.1664)

2 | Establish fundraising drives from its 347 1 3.45 -0.2034 3.46
clients (0.8389)

3 | Organization, target groups that require 326 | 3.26 0.0000 326
assistance (1.0000)

4 | Average mean value* 340 | 3.35 338

*Likert scale average mean varies between 1 (strongly disagree) and 5 (strongly agree).
*(-statistic is the t-test for difference between mean responses of CBs and IBs.

The first factor that determines the banks’ involvement in CSR is “support for charitable
activities”. In this factor, CBs and IBs attained mean values of 3.48 and 3.34, respectively. The
calculated value of t-statistics for this variable shows that the value obtained for this variable is -
1.3857 and that of p-value is 0.1664. This p-value is greater than 10% level of significance. So, it
can be regarded that we cannot reject null hypothesis and there is no significant difference
between CBs and 1Bs. The similar is the case for other two variables. They both have p-values
lower that 3% level of significance as illustrated in above table. Therefore, we reject the null
hypothesis as there 1s no difference in both CBs and 1Bs.

Overall, in the construct of ‘employses’ welfare’, IBs have shown slightly better
performance by achieving 3.59 average mean value in comparison to CBs that have achieved
3.50 mean value. The factors that assist to overweigh the 1Bs performance over their counterparts
include skill development, equal opportunities and merit based salary for employees. The results
show that there is slightly difference between the perception of CBs and IBs respondents. The
construct of ‘social impact based investment quotas’; CBs have shown better performance by
attaining 3.47 average mean value which is greater than average mean value of IBs that is 3.37.

In this aspect, CBs” performance is higher than the performance of 1Bs for factors, such as
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assisting heavily indebted individuals, facilitating health and medical services and discouraging
contemporary social ills. ‘Development based investment quotas’ shows that respondents
dominantly perceived that CBs are more tnvolved by atiaining 3.60 average mean value than [Bs
3.34 in providing finance for socioeconomic development and improving the conditions of low
income earners. The next construct is ‘environment based investment quotas’, a higher
percentage of respondents dominantly perceived that CBs are more involved in application of
this construct as they attained the average mean value of 3.45 which is above than [Bs that have
achieved 3.29 average mean value, in providing finance and launching initiatives for the
preservation of environment. The perception of respondents about ‘micro, small businesses,
social savings and investments’ have obtained the mean value of 3.34 in case of conventional
banks and 3.38 in reasoning the perception analysis of IBs. Considering the construct of
‘charitable activities’, mean values of its variables show that the respondents dominantly
perceived that although both types of banks have been involved in such activities but CBs are

slightly more active (3.40 mean value) than IBs (3.35) in the promotion of charitable activities.

5.2.3 SEM Resnlts of Conventional Banks
With the application of SEM, coefficient values for each variable of conventional and
Islamic banks are obtained through regression analysis. The coefficient values of six factors of

CSR for conventional banks are presented in the Figure 8.
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Figure 8: SEM-CSR Results of Conventional Banks
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Conventional banks have a strong background in financial sector and a long history as
compared to Islamic banks which are still in developing stage. In line with this development, the
results of our SEM analysis reflect relatively better application of CSR by conventional banks
than their Islamic counterparts. The results with regard to each factor of six concerned variables
(constructs) are individually described below.

According to Factor Analysis, the CSR in banks has been categorised in six constructs
and most important one is found to be “environment-based quotas (EBQ)’. This construct has
highest regression coefficient value of 0.82 among others, Hence, it has the highest impact on
CSR. The above figure also explains the relative importance and contribution of individual
factors for particular constructs which ultimately affects CSR. The variables influencing at
maximum to this most effective construct are *quotas for encouraging individuals and institutions
to protect and preserve natural environment’ and ‘reduction in the negative impact of
development on the environment. Thus, these two factors should be focused more specifically by
the banks as they draw a significant impact towards CSR.

Development based quota (DBQ) is the second most important construct considered and
practised by conventional banks. This construct is having a coefficient value of 0.71 and
therefore, it is considered the second best construct contributing towards CSR. The strongest
influence is made by the factor ‘quotas that significantly contribute to the development of
infrastructure’ in the country of operation or for another developing country which has obtained
the coefficient value of 0.68 resulting in maximum contribution.

The value of regression coefficient of ‘micro, small business and social savings and
investments (MSBS)’ is 0.69, hence listing it on the third position in case of conventional banks.

The regression coefficient value of the factor named as ‘encouragement for social savings for
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marriages, children’s education, community based programs or other social welfare programs’ Is
0.71 and it provides the most positive impact towards this construct.

The construct of ‘social impact based investment quotas (SI)* is at fourth place and
obtained coefficient value of 0.63. Here, two individual factors scored the same coefficient value
of 0.49 which are ‘quoias for assisting heavily indebted individuals or families with unfortunate
circumstances® and ‘quotas for assisting the development of research and education facilities’,
particularly those that utilize and empower disadvantaged individuals or communities.

The next positive impact on CSR is harvested by “charitable activities CA)’ by scoring
0.59 coefficient value. The first factor of this construct, ‘support for charitable activities” got the
maximum regression value of 0.73.

The last construct affecting CSR is ‘employees’ welfare (EW)" which attained
regression coefficient value of 0.55. The highest contribution in this construct was made by the
factor ‘equal opportunity for employees’, regardless of gender, religion, disability or

soctoeconamic background, and it obtained the value of 0.65.
5.2.4 SEM Results of Islamic Banks

The regression co-efficient results drawn from SEM technique about the six constructs

of CSR practiced by Islamic banks are presented in Figure 9.
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Figure 9: SEM-CSR Results of Islamic Banks

80



The most important construct of CSR for Isiamic banks is ‘development based quotas
(DBQ)". The obtained regression coefficient value is .61. It reflects that Islamic banks put more
funds in development based quotas and consider it more important than other constructs of CSR.
The impact of individual factors in this construct of CSR for Islamic banks is similar to that of
conventional banks, The vital factor making chief contribution is ‘quotas that significantly
contribute to the development of infrastructure’ in the country of operation or for another
developing country. This variable obtains the regression coefficient value of 0.66 and is having
the maximum importance in the CSR policy of IB’s.

The second best impacting construct is ‘environment based quotas (EBQ)’ having a
regression coefficient value of 0.40. The most significant factor in this construct is proved to be
the ‘quotas for protecting the environment’ by achieving maximum regression coefficient value
of 0.85.

Micro, small business and social savings and investment (MSBS) is the third significant
construct of CSR of Islamic banks. It attained regression coefficient value of 0.37. Islamic banks
put 37% contribution towards this construct and considered it important to some extent. Among
the three of its factors, ‘encouragement towards family savings and investment through proactive
policies’ is the factor achieving the maximum relative significance by achieving 0.73 regression
coefficient value.

The regression coefficient value of ‘social impacts based investment (SI) of Islamic
banks is 0.19. Among seven factors contributing to this construct, most vital one getting
maximum importance from Islamic banks’ perspective is ‘quotas for discouraging contemporary

social ills’. It gained a regression coefficient value of 0.73.
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The construct of ‘employees’ welfare (EW)’ gained a relatively low regression
coefficient value of 0.16. Here, two factors, namely ‘development of customer service skills of
employees” and ‘merit based salary and promotion of employees’, are equally important and both
attained a coefficient vﬁlue of 0.50.

The least important CSR construct of Islamic banks is ‘charitable activities (CA) which
got the coefficient value of -.22. This construct contains three factors. Most vital space is
occupied by the factor of ‘fundraising drives from bank clients” which is rated with a coefficient
value of 0.65. Since the construct of this factor possesses a negative value, therefore the factors

of this construct are plying no positive role in case of Islamic banks.

5.2.5 Comparative SEM-CSR Analysis for Conventional and Islamic Banks of Pakistan

A comparison of CSR coefficient values of conventional. and Islamic banks is given in
Table 14. This comparison allows us to identify the commonalities and differences in context of
practice of CSR by conventional and Istamic banks.

The results of comparative analysis depict that in all constructs of CSR bank employees
perceive comparatively better performance of conventional banks. Specifically, in the constructs
of *environment based investment queotas (EBIQ)Y and *development based quotas (DBQ})’, the
perceived CSR contributions of conventional banks are quite significant with coefficient values
of (.82 and 0.71, with compare to the coefficient values of 0.40 and 0.61 of Islamic banks,
Similarly, in remaining constructs perceived CSR contributions of CBs are more impressive than
that of IBs having the coefficient values of 0.69 and 0.37 for ‘micro, small business and social
savings and investments (MSBSY’, 0.63 and 0.19 for ‘social impact based investment quotas
(S1y’, 0.59 and -0.22 for ‘charitable activities (CA)’, and 0.55 and 0.16 for ‘emplovee’ welfare

(EWY, respectively.
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Table 14: CSR Coefficient Values and p-Values of Conventional Banks (CBs) and Islamic

Banks (IBs).
No | Constructs and Factors CBs IBs
Employees® Welfare (EW) 0.55%** .16
(0.00) (0.273)
1 | Quotas for employee’s welfare (0.45%%% | (0.20%%>
{0.00) (0.00)
2 | To develop customer service skills of employees 0.60%** | 0.50**
(0.00) (0.021)
3 | Equal opportunity for all employees 0.65%** | (.35%*
(0.00) {0.030)
4 | Merit based salary and promotion 0.52%*% | 0.50%*

(0.00) (0.021)
5 | Quotas for staff employment from disadvantaged backgrounds, 0.21%%* | 043
{0.007) (0.024)

6 | Policy that specifically prohibits discrimination, 0.21%*% | (037**
(0.007) | (0.028)
Social Impacts Based Investments Quotas (ST) 0,63 %%* 0.19
(0.00) (0.131)
1 1 Targets for assisting poor by financing business opportunities 0.47*%* 0.12
(0.00) 0.119)
2 | Quotas for assisting orphans 0.40%** [ 0,223
(0.00) (0.003)
3 | Quotas for assisting heavily indebted individuals 0.49%*% | D.44%**
{0.00) {0.00)
4 | Quotas for provisioning of health and medical services 0.47%%% | (. 44%*x
{0.00) (0.00)
5 | Quotas for assisting in the development of research 0.49%+* [ 0.20%**
(0.00) (0.006)
6 | Quotas for encouraging the development of ethical & native 0.46*** | (.35%+%
societal culture - (0.00) (0.00)
7 | Quotas for discouraging contemporary social ills 0.47%%*% 1 (. 73%%*
(0.00) (0.00)
Development Based Quotas (DBQ) 0.71%** | 0.61**
(0.00) (0.031)
I | Quotas for development investments 038%** [ Q27%**

(0.00) (0.00)
2 | Quotas that significantly contribute to the development of | 0.68*%** | Q.66%**
infrastructure (0.00) (0.007)

3 | Quotas that has effects on SME 0.67%** | (.55%*+
{0.00) (0.010)

4 | Quotas that assist in the alleviation of social and economic | 0.60%** 0.34**
disadvantages (0.00) {0.018)
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Environment Based Investment Quotas (EBIQ) 0,82%%* | (). 40%**
(0.00) (0.003)

1 | Quotas for protecting the environment 0.57+%% | (. 85%*
{0.00) (0.00)
2 | Redueing the impact of development on the environment 0.65%** 0.01

(0.00) | (0.834)
3 | Encouraging institutions to protect/preserve natural environment | 0.71¥%* | 0.24%**

(0.00) {0.001)

4 | Increasing the use of renewable, sustainable sources of energy 0.60%** | 0.374**
0.00) | (0.00)
Micro, Small Business and Social Savings and Investments 0.69*** | 0.37%**
(MSBS)

(0.00) | (0.004)
1 | Policies to assist micro and small businesses social savings and | 0.65%*% | 0.22%%*

investments (0.00) (0.004)

2 | Encouraging social savings for marriages, social welfare | 0.71%** | (.52%%*
programs, etc | (0.00) (0.00)

3 | Encouraging family savings and investment 0.50%%* [ (. 73%%*
(0.00) {0.00)
Charitable Activities (CA) 0.59* -0.22

(0.00) (0.149)

1 | Support for charitable activities 0.73%*% | (.28%**

(0.00) (0.008)

2 | Establishing fundraising drives from its clients 0.61%*% | 0,654+
(0.00) (0.00)

3 | Organization, target groups that require assistance 0.49%** | (38¥*+

0.00) | (0.00)

Note 1: P values are presented in parenthesis.
Note 2: ***_** * denote significance at 1%, 5% and 10% significance level.

Although the overall perceived CSR performance of Islamic banks is not impressive,
vet [Bs showed a reasonable level of CSR contribution in the construct of ‘development based
quotas (DBQ), with a coefficient value of 0.61, and a lesser level of CSR contribution in the
constructs of ‘environment based investment quotas {EBIQ) and ‘micro, small business and
social savings and investments (MSBS) with coefficient values of 0.40 and 0.37, respectively.
The perceived CSR performance of IBs in the constructs of ‘social impact based investment

quotas (SI)” and ‘employee’ welfare (EW)’ is quite low with coefficient values of 0.19 and 0.16,
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respectively. No CSR involvement of IBs could be traced in the construct of ‘charitable activities

(CA) with a coefficient value of ~0.22.

5.2.6 Discussion of Coefficient Results

Discussion is based on the findings from evaluation of Pakistani banking sector in
context of CSR practice. This is an innovative study as no other empirical study has been done
yet by the researchers in context of causes of CSR and its component analysis especially in
context of Pakistani banking sector. Still the results of CSR practice in banking sector include a
wide range of factor analysis used as a basis of CSR components in service providing
organizations i.e. banks. The study is composed of most of the supposed relevant variables to
insight the state of affairs. Impact is examined by individual variables used to determine the
constructs of CSR.

As suggested by the researcher Holmes (1976), business should be responsible towards
the solution of social problems even if the business has nothing to do with the causes of those
social problems. Social investment and problem solution construct has been deemed to have
positive relation with the corporate social responsibility. The current research has also got a
positive response of respondents in favour of this constructs though there is a difference between
the ratios of responses. The conventional banks have attained a co-efficient value of 0.63 with a
p-value of 0.00, thus showing it as a highly significant construct in comparison to that of Islamic
banks which has attained the value of 0,19 with a p-value of 0.131. This difference might be
because of the strong base line of customers of conventional banks and their deep routed
business setup. The Islamic banks are probably involved in the customer building phase. Though,

there is a huge difference between the two values, still the results have shown that both the CBs
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and 1Bs do consider social investment based quotas having a positive relation with the CSR and
is being practically implemented by the respective banks.

The construct ‘micro, small business, social savings and investments’ has attained the
coefficient value of 0.69 in case of CBs and 0.37 in case of IBs. Both types of banks achieved a
positive response with certain differentiation of involvement. CBs again showed better response
as compared to IBs. Charitable activities have been deemed to be the constructive part of CSR
[rom the very beginning. CBs achieved a positive coefficient value of 0.59 significant at 1%
level while that of IBs is -0.22. This is the first construct from the banks” side that have attained
a negative value, this might be because of low investments by Islamic banks in this category or
probably because of lack of awareness of bank respondents about the practical operations of
banks in CSR specifically in charitable activities

Employees’ welfare is proved to be a very important construct of CSR. Previous studies
have proved that working for employees’ welfare wins the employees’ loyalty and organzational
commitment that lead to good organizational performance. The employees’ welfare results in
employees’ commitment fowards the organization and that in turn affects the corporate social
responsibility (Ali et al., 2010). This research assist in examining the current situation in banking
sector of Pakistan and find that the construct of ‘employees® welfare” has achieved the same
positive relationship with the CSR as attained in the previous researchers. Both the conventional
and Islamic banks have attained a positive sign that employees’ welfare is a significant
component of CSR and is being practiced by Pakistani banks. Comparatively, conventional
banks have got the coefficient value of 0.55 at 0.00 p-value and Islamic banks have achieved co-

efficient value of 0.16 at p-value of 0.273. Here, conventional banks are noticed to be more
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involved in extending merit-based salaries, promotions and their trainings as compared to
Islamic banks.

In the beginning, the environment based investments and development based investments
were directly included in the CSR components. Later, when the need aroused, they were
embedded as important components of CSR. The World Business Council for Sustainable
Development (WBCSD) emphasized on the development based quotas as a significant
component of CSR, Similarly, the coefficient values of the current research regarding CSR and
Pakistani banks have also achieved a positive response and find development based investment
quotas as an important component of CSR practiced by banks of Pakistan. The value of co-
efficient by conventional banks is 0.7]1 while that of Islamic baﬁks is 0.61. There is a small
difference between th_c two and both are proved to be significant at 1% and 5% level of
significance respectively. Thus, it has revealed that banks of Pakistan have almost similar
approach towards this aspect of CSR and both types of banks are actively participating in
development side.

The Commission of European Communities (2001) has presented a proper definition of
CSR in context of environment protection. Environment based investment has been considered
to have significant impact over the CSR and economy. The resulis of present study are in line
with the previous studies by achieving a positive response and value from the respondents’ side.
The conventional banks have attained 0.82 coefficient value at p value significant at 1% level of
significance. On the contrary, the Islamic banks have attained the coefficient value of 0.40, that
is positive but comparatively less that CBs. Hence, it can be judged through the results that CBs
are exceedingly involved in the environment protection construct as compared to IBs. Hence, it

can be regarded as ‘¢nvironment based investment quotas’ is the significant construct of CSR.
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5.3 Goodness of Fit Indices

Goodness of fit basically describes how well a statistical model fits the data set used in
some research. The results of this analysis are given in Table 15.

Table 15: Goodness of Fit Statistics

S. No. Indexes Values
1 Chi-square 1395.55
2 Goodness of fit index (GFI) (.839
3 Comparative fit index (CFI) 0.659
4 Adjusted goodness of fit index (AGFI) 0.8311
5 Root mean square residual (RMR) 0.133
6 Root mean square etror of approximation (RMSEA) 0.046
7 PCLOSE (default model) 0.986

The chi square value of the mode! at 5% significance level represents that model is good
fit. Tests on the goodness of fit are quite satisfactory. The goodness of fit index (GFI) is at 0.839,
the adjusted goodness of fit index (AGFI) is 0.811, and the comparative fit index (CFI) is 0.659,
These indexes are bounded above by 1, which means it should be less than 1, which indicates a
perfect fit; therefore, the indexes obtained from the model are very good (MacCallum, et al.,
2000). The root mean square residuval (RMR) index has a value of 0.133, and the root mean
square error of approximation (RMSEA) has a value of 0.046; the values of these indexes are
low and therefore are quite good. The p-value of the defauit model is significant at 5% level and
is .986, This finding suggests that model fits the data acceptably, Verifying evidence is provided
by the RMSEA fit statistic — the obtained value of RMSEA is .046 which is well below the
desired limit of .06. qurespondingly, the Tucker-Lewis Index result of default model is 986 that
is fairly above required criteria, whereas it should be above the (.95 threshold, hence

representing a satisfactory model fit.
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Hence, the above mentioned indexes have shown that the variables and the relationship
between dependent and independent variables of this research are significant and their values

have been proved to be a good fit.
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6. CONCLUSIONS AND RECOMMENDATIONS
6.1 Conclusions

This study has analyzed the role of Pakistani banking industry in context of CSR. The
study cxplained major issues involved in the practice of CSR by Pékistani banks.

The results revealed that the banking personnel have a moderate awareness about the
concept of CSR. Additionally, they have a reasonable level of understanding about the
credibility, importance and profitability of CSR concept. Hence, the study found a nexus
between theory and practice of CSR in context of banking sector of Pakistan. The difference in
CSR practice relates to the level of CSR contributions by the conventional and Islamic banks.
The conventional banks, comparing with Islamic banks, are more aware about CSR and they
involve themselves in cthical practice as a part of corporate sector. Islamic banks are least
operative in certain spheres of CSR. The idea of Corporate Social Responsibility is new in
Pakistan. However, our analysis revealed that conventional banks are relatively better involved
in the CSR than Islamic banks. This may be because of the fact that conventional banks have a
long history and the Islamic banks have entered the field a few decades ago. When conventional
banks indulged themselves in modern concept of CSR, Islamic banks remained busy in
strengthening their foundation for providing banking services and building base line of
customers.

However, as the basic concept of Islamic banking industry is based on the principles of
Islamic finance ethics having the characteristics of justice, equality, partnership, risk and profit
sharing, charity and interest free loans, therefore the financing modes and practices themselves

made them responsible towards the society.
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For conventional banks, the CSR concept basically adds into ethical understanding and
fulfilling demands for new trends of market and society but for Islamic banks, CSR constitutes
the rationale of their existence. Most of the respondents of our study were aware of CSR concept
and a moderate number of them did agree about the practice of this concept by the respective
banks. Therefore, it can be concluded that banks’ policies and senior management’s attitude are
the major factors that can be helpful in practising CSR activities in banks.

The outcome of the research highlights the performance of conventional banks more
positive than their Islamic counterparts. The maximum and minirﬁum coefficient values of CSR
activities of conventional banks are 0.82 and 0.55, respectively. The contributions of Islamic
banks towards CSR activities are not so impressive with maximum and minimum coefficient
values of 0.61 and -0.22, respectively.

Both types of banks appear to have focused on the environment and development based
investments in context of CSR activities. Bank empioyees showed their utmost trust towards
these categories and also provided maximum positive response by highlighting that banks do
show concern in the sphere of environment. Similarly, ‘development based quotas’ achieved
second highest attention by the conventional bank and highest attention by the Islamic banks. It
shows that CSR activifies of banks in Pakistan are considerably focused on sustainable societal
development.

Banks’ respondents appear 10 have awareness about the impact of CSR activities on
resource mobilization, cash inflows and customer retention. Hence, it is need of the day that
banks become socially more accountable and receptive towards society. The CSR activities can

be beneficial for long term profitability and survival of banking organizations.
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There are certain issues regarding the application of CSR in the banking sector of
Pakistan, The main issue is about the disclosure and documentation of the corporate socially
responsible activities. Banks usually do not disclose CSR activities. This lack of disclosure could
be due to various reasons. One could be the lack of trust with other organizations. The second
reason could be that no importance is being given to the documentation of such activities as they
are not bound by any legislation. The third could be the small proportion assigned to such
activities, The other side of the picture could be the excessive disclosure of such activities
through websites and financial reports which bank is not doing practicaily. There may be a
biased attitude regarding the disclosure on the part of banks. Another important issue is
regarding the lack of control and check. Banks are neither bound to be responsible and
participative towards the societal betterment nor are they supervised by any authoritative body in
order to keep them in Iing‘ with the CSR principles. Getting bound by some regulation can be a
productive and fruitful action to formalize the procedures with the aim to ensure embedding the
socially acceptable activities within the business operations for societal betterment, CSR
recognition and enhancement in brand repute.

There is no practical platform for the education, awareness and uniform information to
the interested candidates who want to know about CSR. Another issue is that there is no specific
benchmark for CSR measurement on national level. Hence, that lacks of such standard leave no
room for measurement and comparative judgement of CSR practical implication.

6.2 Recommendations

On the basis of our analysis following policy implications are derived,
The concept of corporate social responsibility should be strengthened through people,

processes and management of banks in Pakistan. In this regard, proper training and development
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programs should be arranged to develop different constructs of CSR. It is also important to train
bank personnel and make them well aware of the shori and long term benefits of CSR. Refresher
courses on the relationship of profitability, banking industry and social responsibility may be
arranged. Public-private partnership of training institutions and universities can be used for the
dissemination of awareness and knowledge on CSR.

Both internal and externai management processes should be integrated in corporate
practice in order to facilitate different stakeholders of banks, i.e. customers, employees,
investors, management and community.

Protection of customer rights with proper complaint addressing channel would be a
viable way of becoming socially responsible and getting maximum stakeholders” credibility and
consideration. |

Bank management should have an appropriate proactive policy for strengthening
construciive organizat.ional cuiture and socially responsible attitude among the employees.
Organizational ethics, proper training and internal evaluation as well as attractive reward system
can greatly improve organizational commitment of banks employees for the benefit of
organization and the society at large.

Some regulatory measures may be introduced in respect of minimum level of
investments in the area of CSR and it can be made mandatory for the banks to achieve socially
desired results. A regulatory authority could be the best solution for the promotion of CSR. The
autharity should have the capacity to spread awareness, devise guidelines, implement rules and
monitor and control progress.

The most urgent needed work in regards of CSR field is the standardization of CSR.

Some serious measures shouid be taken in order to buiid up a CSR standard that can be accepted
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nationally and recognized globally, specifically focusing on tﬁe needs of today’s world. Such
effort could become a standard guideline for the organizations to benchmark their CSR activities
and judge their own performance.

This research study also puts forward some areas for future research, First, researchers
may further explore the pattern of resource allocation through various banks of Pakistan in
context of CSR activities. Second, researchers may assess the impact of CSR activities on the

performance of various banks in Pakistan.
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