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Abstract
Recently the concept of corporate social responsibility (CSR) is being
discussed globally. Previous studies investigated the relationship between CSR
and corporate financial performance (CFP) and findings show varied results. In
this study, we explore and test the relationship between financial performance
and social responsibility activities undertaken by private manufacturing firms
in Tigray Regional State, Ethiopia. We used survey instruments to collect data
from 34 firms over a period of three years. Then, using empirical methods we
tested the hypothesis of the direction of the relationship between CSR and
CFP. Findings indicate that CSR is positively related to better financial
performance, as represented by ROA, ROE, and ROS. This relationship is
statistically significant at the p<0.01 level of significance, supporting the view
that socially responsible firm performance can be attached with achieving
higher financial benefits. Hence, firms should recognize and instill CSR
initiatives into their corporate culture and business operations because
increases in CSR investments can lead to higher CFP while balancing the
needs of their internal and external stakeholders.
Keywords: Corporate Social Responsibility, Financial Performance, ROA,
ROE, and ROS.
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CSR and Financial Performance of Manufacturing Companies
1. Background and Problem Statement
In today’s rapidly changing business environment, firms of all sizes are under
pressure to demonstrate ethical behavior. Business firms are accountable not
just to owners or shareholders, but also to stakeholders, such as employees,
consumers, suppliers, local communities, competitors, and the environment
(Boddy, 2008). According to the social contracts theory, businesses must not
just act in a responsible manner because it is in their commercial interest, but
because it is how society expects the businesses to behave (Gray, Dillard, &
Spence, 1996).
Corporate social responsibility (CSR for short and also called corporate social
performance, citizenship or sustainable responsible business) concept
emphasizes community participation by business enterprises. It proposes that a
private firm has responsibilities to society that extend beyond making a profit.
It is the obligation of the firm’s decision makers to make decisions and act in
ways that recognize the relationship between the business and society. It is
therefore important for a business to continue in its commitment to behave
ethically and contribute to economic development while improving the quality
of life of the work force and the surrounding community. This can be achieved
through the various CSR activities that the business chooses to engage in for
the benefit of its several stakeholders (McWilliams & Siegel, 2001; Hill, 2006;
Mwangi & Jerotich, 2013).
It is generally accepted that corporate social responsibility/performance
(CSR/CSP) could increase corporate financial performance (CFP). Socially
responsible management understands that their company would receive respect
in the business which can result in higher sales, enhance employee loyalty and
attract better personnel to the company. In addition, CSR activities would focus
on sustainability issues and may lower costs and improve efficiencies as well.
The companies would be motivated to profit from a sustainable business
(Cochran & Wodd, 1984; Waddock & Graves, 1997; and Boddy, 2008).
The study of CSR and its relation to financial performance is growing.
Literature provides conflicting results on the relationship between CSR
practice and firm financial performance with some studies showing a positive
relationship (Waddock & Graves, 1997; Hill, Ainscough, Shank, & Manullang,
2007), others negative (Cordeiro & Sarkis, 1997; Wagner, Van, Azomahou, &
Wehrmeyer, 2002) and still others showing that there is no relationship
between the two variables (McWilliams & Siegel, 2000; Aragón & López,
2007).
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CSR is a recent phenomenon in Ethiopian business context. The concept of
CSR is discussed mainly at the university and government levels and its
implementation has been low (Potluri & Temesgen, 2008; Robertson, 2009;
Bedada & Eshetu, 2011). However, these days good starts are evident in some
industries. For instance, Tilahun (2011) mentions that social enterprises as well
as multinational and local companies in the country are playing significant
roles in environment perspective of CSR. By engaging in CSR activities the
firms are working towards improving sustainable environmental management
in the country.
Besides, Ghrmay (2013) investigated the status of CSR in Ethiopian business
context using Carroll’s model: economic, legal, ethical and philanthropic
responsibilities. The study concludes that in Ethiopia the practice of CSR like
many other African countries is on the economic aspect of the Carroll’s model.
Besides, the philanthropic responsibility aspect is widely practiced in the
business. However, the legal and ethical responsibilities are the least in terms
of practice.
Generally, the concept of CSR is not well developed in Ethiopia and the case is
no different in Tigray Regional State. It is with this background that the study
seeks to establish the relationship between corporate social responsibility
practices and financial performance of firms operating in the region. We
selected Tigray region as our study area for various reasons. To the
researchers’ best knowledge there is little study conducted on CSR in Tigray.
This sparked an interest to narrow the research gap by providing empirical
evidence regarding the concept and scope of CSR in the region. The
geographical proximity of the sampled zones to our place of work and our
familiarity with the local language and culture are additional factors. In this
study we would like to investigate to what extent private manufacturing firms
in the region are ethical and socially responsible. Also, we intend to examine
the impact of CSR programs on CFP in sample firms.
The findings of this study can be used as inputs for management of the firms
to evaluate the outcome of investment in CSR in terms of broad company
focused goals and social benefits. This will motivate the firms to plan not only
short-term profits but long-term sustainability of their business. The study also
benefits varied needs of the stakeholders. Specifically, it benefits policy
makers of the region to understand the concept and scope of corporate social
responsibility and get an insight in CSR practices in the light of the
manufacturing sector. This helps the policymakers establish code of conduct
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and policies that enhance CSR practices and solve problems that deter CSR
implementation in the region. Employees and the society also benefit from the
study. The study advises firms to improve the quality of life of the workforce
through honoring labor rights, securing workplace safety and investing in the
employees with internal and external training that help them do a better job.
Similarly, it encourages firms to incorporate community welfare plans with
their operations. Consequently, this lets the society benefit from CSR actions
that target community development. Moreover, the study motivates firms to
conduct business ethically and maintain high quality standards at reasonable
prices. This helps customers and suppliers build healthy relationship with the
firms seeking mutual benefit for both. Besides, this study can add to the
existing body of literature on the relationship between CSR and CFP, in
Ethiopian context.
The remainder of this article proceeds as follows. Section two reviews previous
literature related to CSR and the association between CSR and CFP. Section
three discusses the research design and methodology employed in this study. In
section four empirical results are presented and discussed. Finally, section five
draws conclusions based on the findings and it identifies policy options that
target improvement of CSR programs by firms.
2. Literature Review
Literature about corporate social responsibility and its relationship with
financial performance has been reviewed in this section.
What is corporate social responsibility (CSR)?
The concept of corporate social responsibility is being discussed globally. CSR
is a concept about integrating the environmental and social interests into the
business strategy and everyday practice of an organization. Sapkauskiene and
Leitoniene define CSR as (2014, p.237):
‘‘[…] activity policy and practice of organizations (and individuals)
when the companies voluntarily integrate social and environmental
matters into their business and combine them harmoniously with
economic interests, and the relationships with all stakeholders are based
on the valuable principles of respect for the individual, society and the
environment.’’
It is therefore important for a business to continue in its commitment to behave
ethically and contribute to economic development while improving the quality
of life of the work force and the surrounding community. This can be achieved
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through the various CSR activities that the business chooses to engage in for
the benefit of its various stakeholders (McWilliams & Siegel, 2001; Hill, 2006;
Mwangi & Jerotich, 2013).
Companies perceived to have a strong CSR commitment would receive respect
in the business which can result in higher sales. Besides, the firms often have
an increased ability to attract and to retain employees, which leads to reduced
turnover, recruitment, and training costs (Turban & Greening, 1997). However,
adopting the CSR concepts involves short term or long-term expenditures. The
costs might involve the purchase of new environmentally friendly equipment,
the change of management structures, or the implementation of stricter quality
controls (Zapciu & Hurduzeu, 2015). These practices are costly, but the
increased productivity of the workers and improved quality of the products can
generate positive cash flows that cover the associated costs. Thus, firms may
actually benefit from socially responsible actions in terms of employee morale
and productivity (Moskowitz, 1972).
Measures of financial performance
CFP can be measured by three possible alternative approaches: 1) marketbased measure (Cochran & Wodd, 1984; Simerly, 2003); 2) accounting-based
measure (Turban & Greening, 1997); and 3) perceptual measure (Orlitzky,
Schmidt, & Rynes, 2003). The study of Griffin and Mahon (1997) provides a
list with all measures of CFP used in their examined studies. The results of
their literature review concluded that they have reviewed 51 studies on CSR–
firm performance relationship and found that different types of FP measures
have been used. Firm size, ROA, ROE, asset age, and ROS are the frequently
used FP measures (Mishra & Suar, 2010 p.574). Besides, Yang, Lin, and
Chang (2010) measured financial performance using ROA, ROE and ROS.
Measures of corporate social responsibility
CSR concepts are composed of both internal factors (governance, employees,
etc) and external factors (environmental and community impact). So, when
determining CSR score one has to consider a wide variety of CSR components
to address the problem in measuring CSR. Because social responsibility is
qualitative in nature, there is the difficulty of defining a uniform social
performance measure (Piatti, 2014). Hence, previous researches evaluated the
relation between CSR and CFP using multiple measures.
Different scholars and researchers try to measure CSR using different
indicators or dimensions. For instance, Clarkson (1995) offers a list of
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indicators evaluating CSP/CSR starting from the stakeholder framework.
Others have used various CSR measures, such as self-constructed surveys
(Aupperle, 1991), content analysis of documents (Wolfe, 1991), The Fortune
reputation survey (Brown & Perry, 1994), and the Dow Jones Sustainability
Index (Lopez, Garcia, & Rodriguez, 2007).
Some estimates of CSP try to measure numerical variables corresponding to
the expression of some kind of impact or social output. The Kinder,
Lyndenberger, Domini & Co (KLD) ratings consider, for example, a
corporation’s social actions along the dimensions of local community,
corporate governance, diversity, employee relations, environment, human
rights and product (Andersen & Olsen, 2011).
Giannarakis, Litinas, and Theotokas (2009) mentioned that the stakeholders
that should be taken into account by CSR indicators include Suppliers,
Corporate Governance, Environment, Employees, Customers, and Community.
Igalens and Gond (2005) considered five main dimensions in measuring CSP.
They cover the principal stakeholders: Community and Civil Society;
Corporate Governance; Clients and Suppliers; Hygiene, Safety and the
Environment; and Human Resources.
The relation between CSR and CFP
The topic of CSR has been widely studied among various researchers, and
much of the focus has been on the role of corporation in a society as wealth
maximization or providing socially responsible and ethical output to the
society. Much of the literature in social responsibility has focused on the
relationship between firms’ social and financial performance.
There are mixed evidences of the link between CSR and CFP (Cochran &
Wodd, 1984; Ullmann, 1985). Aupperle, Carroll, and Hatfield (1985) and
Wright and Ferris (1997) found a negative relationship between CSR and CFP.
Posnikoff (1997), Waddock and Graves (1997), McWilliams and Seigel
(2000), and Orlitzky et al. (2003) discovered a positive relationship between
CSR and CFP, whereas in some studies there was no significant relationship
found between the two variables (Welch & Wazzan, 1999; and McWilliams &
Siegel, 2001).
Theoretical framework and Hypothesis development
There is no unified theory on the relationship between corporate social
responsibility and financial performance (for instance, see Simpson & Kohers,
2002; Margolis & Walsh, 2003; Karagiorgos, 2010; Mwangi & Jerotich, 2013).
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Several authors offer conceptual explanations for a negative, neutral, and
positive relationship between CSR/CSP and FP. A negative relationship is
supported by the neoclassical economists arguing that positive social
performance causes the firm to incur costs that reduce profits and shareholder
wealth (Waddock & Graves, 1997; Preston & O'Bannon, 1997). According to
this line of reasoning, companies that engage in CSR programs are at a
disadvantage because they are incurring unnecessary and avoidable costs. On
the other hand, Preston and O'Bannon (1997) offer a "managerial opportunism
hypothesis" as a rationale for a negative CSP-FP link. They suggest that when
financial performance is strong, managers will reduce expenditures on social
performance because they can increase short-term profitability and increase
their personal compensation that is tied to short-term profitability. However,
when financial performance is poor, managers will attempt to divert attention
by incurring expenditures on conspicuous social programs.
The neutral relationship between CSR and FP is explained by the notion that
the overall situation of the firm and society is so complex that a simple, direct
relationship between CSP and FP does not exist (Waddock & Graves, 1997).
According to Ullman (1985), how no relationship exists between CSP and CFP
is that there are so many intervening variables between CSP and FP that there
is no reason to expect any relationship at all. Also, McWilliams and Siegel
(2001) argue for a neutral, or nonexistent, relationship between CSP and FP
from a framework based on a supply and demand theory of the firm which
assumes shareholder wealth maximization. They argue that firms produce at a
profit-maximizing level, including the production of social performance. This
leads each firm to supply different amounts of social performance based on the
unique demand for CSP the firm experiences. In equilibrium, the amount of
CSP produced by firms will be different but profitability will be maximized
and equal.
Quite a lot of explanations for a positive CSP-FP link also exist. First, a
positive relationship exists because according to the ''stakeholder theory'',
managers reap financial benefits by meeting the needs of stakeholders (Preston
& O'Bannon, 1997). A second viewpoint suggests that the actual costs of CSP
are minimal compared to the potential benefits to the firm (Waddock &
Graves, 1997). For example, the cost of providing employee benefits may be
much less than the productivity gains that result. A third argument for this
positive association is the presence of tension between the explicit costs of a
company (such as payment of debentures) and their implicit costs (such as
environmental costs). As a result, according to Cornell and Shapiro (1987),
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companies that seek to reduce their implicit costs by means of socially
irresponsible actions will incur greater explicit costs, resulting in a competitive
disadvantage. Finally, Waddock and Graves (1997) suggest that there may be a
positive CSP-FP link because of a simultaneous relationship combining slack
resources and good management which results in a "virtuous circle" between
CSP and FP.
When no single accepted theoretical foundation with clear empirical
predictions exists, hypothesis development requires some judgment (Simpson
& Kohers, 2002). In this study, we predicted a positive relationship between
CSR and CFP as the findings of most previous empirical studies reveal.
Hence, the hypothesis of this current study could be formulated as follows:
H1: There is a positive relationship between CSR score and CFP.
3. Research Methodology
This section describes the methodology used in this research.
Research Design
The study employs a descriptive research design and establishes the
relationship that exists between CSR and CFP in manufacturing firms.
Applying descriptive design helps to explain phenomena as they exist and
helps understand behavior and the meaning of that behavior in its particular
context (Bryman, 2008).
Population and Sample
The population for this study is the entire privately owned manufacturing firms
operating within Tigray Regional State, Ethiopia. Data collected from the
regional Bureau of Industry and Trade showed that in the year 2014 there were
87 firms in the region engaged in manufacturing sector. We assumed that at
least 30 firms can represent the target population and we actually managed to
collect data from 34 firms. Hence, this study covers a total of 34 private firms,
which have been in operation for at least three years. The population consisted
of firms of varied year of operation- few months through two decades.
Researches show that older firms have better experience of CSR and invest
more in CSR programs than younger firms (Withisuphakorn & Jiraporn, 2015).
So, we believe the study sample should comprise relatively older firms. To
include more mature firms in the study, we subjectively set the cut-off point at
three years of operation. The sample firms were drawn from Mekelle City and
other towns located at Western (Shire Endaselassie), Central (Axum and
Adwa), Eastern (Adigrat and Wukro), and Southern (Alamata) zonal
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administrations. Hence, the sample was selected purposively to be consistent
with the inclusion criteria.
Data type, Source, and Collection method
The study used both qualitative and quantitative data from primary and
secondary sources of data. We employed structured questionnaire to gather
qualitative data from the sample firms. Hence, the sources we used to assign
the binary codes were CSR questionnaires gathered from appropriate offices of
the firms. The questionnaire included four dimensions that are capable of
clearly assessing a respondent's social responsibility orientation (see Table I).
Financial data was obtained from audited reports of the companies covering the
period of 2012-2014. We tried to replicate our data with the methodology used
by most of similar previous studies to ensure they have important relationship
with each other.
Measuring CFP
Financial performance of a firm can be measured different ways. Some studies
used accounting measures while others used market-based measures (Waddock
& Graves, 1997; Simpson & Kohres, 2002). This study used the accountingbased measure. In particular, we followed Waddock and Graves (1997),
Mahoney and Roberts (2007), and Yang et al. (2010) in the use of traditional
financial performance indicators including ROA, ROE and ROS.
To parallel the majority of studies, this study focused on accounting-based
measures of CFP that are least likely to be manipulated (Yoshikawa & Phan,
2003). Also, we preferred analyzing CFP based on accounting measures
because the variables are not subject to the possibility of distortions due to
inflation (Demsetz & Villalonga, 2001). Thus financial performance was
indicated by three financial variables: return on assets (ROA), return on equity
(ROE) and return on sales (ROS). We measured return on assets as the net
profit to total assets ratio. Similarly, return on equity was measured as net
profit divided by equity and return on sales as net profit divided by total sales.
Measuring CSR
There are various ways we obtain CSR related data from firms. Aupperle et al.
(1985) gathered CSP data through the surveying of 241 CEOs. Soana (2009)
pointed out that social performance is measured in various studies by different
methods, including surveys carried out using questionnaires. Waddock and
Graves (1997) state that the MSCI ESG Index, one of the earliest tools for
evaluating CSR performance and one of the most widely used and accepted
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CSP measurement, used CSR questionnaires from corporations’ investor
relations office to collect data on social performance of companies. Following
those studies we employed survey questionnaire to collect CSR related data
and measure them using binary system.
CSR concepts are composed of both internal (governance, employees, etc) and
external (environmental, community impact, etc) factors. Researchers have
used various proxy measures (indicators) to assess CSR initiatives. Mahoney
and Roberts (2007) calculated a composite measure of CSR, based on
community relations, diversity, employee relations, environment, international,
product safety, and other ratings. Aupperle et al. (1985) used four components
of CSR programs in their study -economic, legal, ethical, and philanthropic
responsibilities. Brammer et al. (2006) and Fiori et al. (2009) adopted three
parameters of CSR- employment, environment, and community. Karagiorgos
(2010) measured CSR using two dimensions- social performance indicators
and environmental performance indicators. Hence, we observe that CSR
parameters are not the same for all studies- they differ according to particular
study contexts and justifications of the researchers. In our study we employed
four of five indexes - (1) customers and suppliers, (2) staff, (3) local
community, and (4) natural environment- used by Igalens and Gond (2005).
We have made the modification because our sample companies are those
organized as Private Limited Company or Sole Proprietorship where corporate
governance related issues such as remunerations to BOD members (a case in
Share Companies) do not exist. Also, in this study the social performance
indicators identified by Igalens and Gond (2005) have been modified in some
way to represent the most common Social Responsibility Disclosures
mentioned in Ernst and Ernst Analysis of Annual Reports (Abbott & Monsen,
1979).
The four dimensions selected for the study are proxied by fifteen indicators
shown in Table I below. We checked whether each firm has a positive record
in each of the fifteen indicators.
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Table I
Set of indicators used to proxy the financial and social performance in sample
firms
Ser#
1.

Issue Area
Financial
Performance

2.

Social
Responsibility/
Performance

Dimensions
Profitability
Profitability
Profitability
Customers and
Suppliers
Human
resources

Community
and society

Environment

Dimension/ Proxy
Profitability
Profitability
Profitability
Attention to
customers and
suppliers
Attention to the
staff

Local community
Advantage
(Philanthropic
activities)
Attention to the
natural
environment

Indicators
ROA=Net Income/Total Assets
ROE=Net Income/Equity
ROS=Net Income/Total Sales
 Product safety and quality
disclosures
 Long-term partnerships
 Training
 Employee health and safety
 Positive labor union
 Nondiscrimination and equal
opportunity
 Profit-sharing scheme
 Relationship with community
 Public health services
 Educational services
 Community support programs
 Pollution and/or noise control
 Environmentally sound
resource use
 Repair of environment
 Recycling of waste materials

We rated the companies on the indicated variables using a binary system. If the
company meets the criteria, it scores “1”; otherwise, it scores “0”. At last, a
company’s total CSR score for a year was determined by summing all the
values gathered. For example, a firm that implements recycling programs and
demonstrates concern for the environment in its day-to-day operations, was
regarded as having a positive record along the environmental dimension. A
firm that actively promotes nondiscrimination and equal opportunity policy
received a similar positive score along the human resources dimension.
We have borrowed concepts from previous studies concerning the rating scale
and determination of total CSR score of a firm. The CSR indicators of
Karagiorgos (2010, pp. 94-95) were rated on a scale from 0 to 3. When a
company does not take into account the specific indicator at all, it is rated with
0. A company is ranked with 1 or 2 depending on the broadness of the
description. The company is rated with 3 if it takes the indicator into
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consideration with a satisfying description. Finally, the author computed a
compound CSR score for the analysis by adding both scores (social and
environmental perspectives) for each company. The MSCI ESG Index used
binary codes to measure CSR initiatives employed by companies (Waddock &
Graves, 1997). Mwangi and Jerotich (2013 p. 85) determined the total CSR
score of firms by adding the scores for the five components - Community,
Environment, Staff, Product and Customer - they considered in their study. In
our study we rated the indices using a binary system (0 and 1) and the total
CSR score was calculated by summing all the values gathered from the 15
indicators representing the four CSR perspectives.
Dependent and Independent Variables
In this study the dependent variable is CFP, which is indicated by ROA, ROE,
and ROS and the independent variables are CSR Score, Firm Size, and
Leverage. Past studies suggest that company size and risk (leverage) affect
both firm financial performance and CSR (for instance, see Ullmann, 1985;
McWilliams & Siegel, 2000; and Orlitzky, 2001). So, firm size and leverage
variables are controlled for in this study. Besides, we followed the suggestion
of McWilliams and Siegel (2000) that R&D costs should be included as
another control variable in CSR-CFP study. At first we had included the
variable in the regression model. However, since the firms we sampled did not
have a record for R&D costs, we dropped the variable from the model
altogether.
Size is an important control variable because large firms may both exhibit
greater financial performance and engage in more socially responsible
activities as they tend to have more resources to dedicate to CSR programs
than smaller firms (Udayasankar, 2008). Also, the risk tolerance of
management needs to be controlled for since it influences decision making. For
this study, company size is measured using total assets and risk is measured
using total debt to total assets ratio.
Model Specification
In this study a multiple regression model was established to determine the
relationship between the dependent and independent variables. Control
variables of firm size and leverage were introduced in the regression model as
explained below:
CFP   0   1 X 1   2 X 2   3 X 3  
Where:
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CFP- Corporate financial performance (as measured by ROA, ROE,
and ROS).
β0 - Constant; which would be equal to the mean if all slope coefficients
are 0.
X1 - CSR score (sum of firm CSR practice indexes).
X2 - Total Assets (ln Total Assets).
X3 - Leverage (Total Debt/Total Assets).
β1, β2 and β3 - Regression coefficients associated with each independent
variable.
ε - Error term.

Method of Data Analysis
The collected CSR data were edited, coded, and classified into different
components to facilitate a better and efficient analysis. The CFP data were also
coded and entered into SPSS software package for analysis. Then similar to
previous studies, correlation method was used to examine the relationship
between CSR initiatives and financial performance (e.g., Brancoa &
Rodrigues, 2008; Lungu, Caraiani, & Dascalu, 2011; Carnevale, Mazzuca, &
Venturini, 2012; and Andreaus, Costa, Pesci, & Taufer, 2013). In addition, by
running regression the association and the sign of relationship between the
dependent and independent variables were computed (e.g., Barako & Brown,
2008; Akinpelu, Ogunbi, Olaniran, & Ogunseye, 2013; and Sharma, 2013).
The coefficient of determination, R squared, measure was used to test the
significance of the regression model in explaining the relationship between
CSR actions and CFP. Besides, the P-value and the t-test were used to check
the individual significance of the predictor variables used in the study.
4. Emprical results and Discussion
In this study we used the Pearson correlation and regression methods to
analyze the relationship between corporate social responsibility and financial
performance in the surveyed firms. These analyses are presented in this section
. First of all, let us present the descriptive statistics of respondents and study
variables.
Descriptive statistics of respondents and variables
i. Respondent profile
Data was obtained from 34 private manufacturing firms using questionnaire.
The questionnaire was filled in by respondents from Accounting and Finance
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department or Administration department of each firm surveyed in this study.
Annex 1 shows the respondents' profile.
Regarding age, 76.5% of the respondents were 20 up to 40 years old; 14.7% of
them were 41 up to 60 years old; and 8.8% of them exceeded 60 years of age.
Thus almost 77% of the respondents participated in this research were 40 years
old and below. In terms of gender, 67.6% of the respondents were males and
32.4% were females. We observed that lots of male respondents participated in
this study. In addition, their education level was 29.4% diploma; 52.9%
bachelor degree; 8.8% master's degree; and again 8.8% either 10 th or 12th
grade. So, the majority of the respondents were college/university graduates.
Regarding their service in the firm, 64.7% of the respondents have been with
their firms for 1 up to 5 years and 35.3% of them for above 5 years. Besides,
47.1% of the respondents work in Accounting & Finance department and
52.9% in Administration department of the firms. We mentioned the
departments where the respondents work to tell readers where we have
collected the data from. Since the questionnaire is a recall-based questionnaire
we need to get appropriate personnel to answer the questions. Aupperle et al.
(1985) stated that they gathered CSP data through the surveying of 241 CEOs.
Waddock and Graves (1997) mentioned that the MSCI ESG Index
administered CSR questionnaires to corporations’ investor relations office. We
found in our study that people from the stated departments were more
appropriate to fill in the questionnaires for they have good knowledge to
respond to the CSR related questions. We assumed those people are with
enough information and expertise to answer the questions truthfully. Generally,
the results reveal that the respondents were appropriate in terms of age, gender,
education, working experience and qualification to provide us with the data
required for the study.
ii. Company profile
A total of 34 firms were surveyed in this study. We contacted 22 (64.7%) firms
located at Mekelle City and the remaining 2 (5.9%), 4 (11.8%), 5 (14.7%), and
1 (2.9%) firms located, respectively, at Western, Central, Eastern and Southern
zones of Tigray Regional State. As Mekelle City hosts numerous
manufacturing firms in the region, the majority of the sample was taken from
this city. Table II provides a listing of the five sub-sectors that make up the 34
firms in the sample and the average CSR score for each sub-sector.
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TABLE II
CSR scores of sub-sectors in sample
Sub-sector
N Percent CSR score Min
(a total of
15 base
points)
Chemical & Construction
14
41.2
10.21
7
Materials
Cotton, Textile & Garment
1
2.9
9.00
9
Food, Beverage &
12
35.3
11.17
7
Pharmaceuticals
Leather & Leather Products
2
5.9
12.00
12
Metal & Engineering
5
14.7
12.20
11
Total
34
100.0
54.58

Max

CSR
score
(percent)

13

19%

9
13

16%
21%

12
13

22%
23%
100%

Source: survey, 2015
As can be seen in the table, the surveyed firms were engaged in the
manufacture of chemical & construction materials (41.2%); food, beverage &
pharmaceuticals (35.3%); metal & engineering materials (14.7%); leather &
leather products (5.9%); and cotton, textile & garment (2.9%). Therefore, the
majority of firms included in this study were manufacturer of chemical &
construction materials and only one firm was engaged in cotton, textile &
garment manufacturing. Since the main objective of the study is to establish the
relationship between CSR and FP of manufacturing firms on the whole,
industry type (type of sub-sector) has no implication in establishing the CSRFP link.
Besides, the table shows that there is a focus on CSR in the surveyed firms and
the scores differ across sub-sectors. Consequently, metal & engineering
industry scored the highest CSR points (12.2 score or 23%), while cotton,
textile & garment manufacturing industry scored the lowest points (9 score or
16%). Higher CSR score indicates a better rating and lower score a lower one.
The variation in the score reveals that some sub-sectors have made CSR
initiatives better than others.
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In addition, results show that the sampled firms were engaged in different CSR
components. The study finds that most firms focus on their customers and
suppliers (31%), followed by welfare activities that target the work force
(27%). The environmental concerns are the next component of CSR activities
(23%). The least undertaken activities are those targeted at the local
community (19%). Table III shows the different components of CSR related
activities performed by the firms.
TABLE III
CSR Activities undertaken by firms in manufacturing sector
Sub-sector

Chemical &
Construction Materials
Cotton, Textile &
Garment
Food, Beverage &
Pharmaceuticals
Leather & Leather
Products
Metal & Engineering
Total CSR score (a)
Maximum expected
CSR score (b)
CSR score per CSR
dimension (c=a/b)
Percentage of CSR
focus by firm
(d=c/2.99)

Customers
and
Suppliers (2
base points)
1.93

CSR Dimensions
Staff (5
Local
base
Community
points)
(4 base
points)
3.64
1.79

Natural
Environment
(4 base
points)
2.86

Total CSR
Score
Percent

10.22

19%

2.00

4.00

1.00

2.00

9.00

16%

1.83

4.08

2.58

2.67

11.16

21%

1.50

4.00

3.00

3.50

12.00

22%

2.00
9.26
2*5=10
points
0.93

4.40
20.12
5*5=25
points
0.80

3.00
11.37
4*5=20
points
0.57

2.80
13.83
4*5=20
points
0.69

12.20
54.58
75
points
2.99

23%
100%

31%

27%

19%

23%

100%

Source: Survey, 2015
As we can observe from Table III, each sub-sector in the manufacturing sector
differs in its focus on the concept of CSR. Some firms singled out certain CSR
component, while others preferred to integrate different CSR concepts in to all
aspects of their business practices. This may be due to difference in objectives
and corporate values of the firms.
The findings reveal that the surveyed firms give top priority to their customers
and suppliers. This supports the business practice that the better a firm can
manage the relationships it has with its customers the more successful it will
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become as it gains business benefits from its customers and gets continuous
supply of raw materials and accessories from its suppliers. Also, the firms have
experienced productivity of employees because of their commitment to
improve working conditions and labor practices. Studies show that firms
actually benefit from socially responsible actions in terms of employee morale
and productivity (Moskowitz, 1972).
However, the firms give less attention to being a partner in improving the
health and welfare of the communities surrounding them. The firms should
recognize that assisting the society through health, education and community
services helps them sustain their business. By holding a holistic view of itself
in relation to its stakeholders a socially responsible firm should measure its
performance ‘‘via a triple bottom-line: economic/financial, environmental, and
social’’ (Werner, 2009, p. 546).
iii. Descriptive statistics of variables
The variables used in this study consist of dependent variable and independent
variable. The dependent variables are ROA, ROE, and ROS and the
independent variables include CSR score, firm size, and leverage. Table IV
provides the descriptive statistics for the variables used in the study.
TABLE IV
Descriptive statistics for CSR score and other variables
Descriptive Statistics
Minimu Maximu
Std.
N
m
m
Mean Deviation
CSRscore
10.911
34
7.00
13.00
1.76442
8
ROA
34
-.20
.77 .0750
.18914
ROE
34
-.47
.77 .1084
.30621
ROS
34
-.45
.50 .0129
.21942
Firmsize
16.449
34
13.38
19.61
1.31794
7
Leverage
34
.00
.86 .4084
.27815
Source: Survey, 2015
The average CSR score of the firms operating in various sub-sectors was 10.91
base points, which is equivalent to 73 percent, compared to the maximum of 15
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base points. The figure shows that the firms have been familiar with CSR
programs for the surveyed period. Nevertheless, the firms need to exert extra
efforts to raise this average point further, because more CSR score has direct
implication on the firms' financial performance (see the correlation analysis
below).
The natural logarithm of the average total assets of the firms, rounded to two
decimal places, was 16.45. This is equivalent to Birr 13,936,195 of investment
made in firm assets. In addition, the table shows that the firms earned Birr 0.08
from additional Birr 1 of investment made in assets and Birr 0.11 from Birr 1
contribution made by equity investors. Also, sales for Birr 1 produced a Birr
0.01 of additional return to the firms.
The debt to asset ratio of the firms was on average 0.41, indicating a Birr 0.41
loan claims made against Birr 1 of total assets. This figure shows higher
leverage level as creditors have supplied 41% of the assets owned by the firms.
Correlation Analysis
The study tested the relationship between CSR and CFP of firms using
correlation analysis. Table V provides the correlation matrices for the key
variables.
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TABLE V
Correlation matrices for variables
Correlations
CSRscor
Firmsiz Leverag
e
ROA ROE ROS
e
e
CSRsco Pearson
Correlation
re
Sig. (2-tailed)
N
Pearson
ROA
Correlation
Sig. (2-tailed)
N
Pearson
ROE
Correlation
Sig. (2-tailed)
N
Pearson
ROS
Correlation
Sig. (2-tailed)
N
Firmsiz Pearson
Correlation
e
Sig. (2-tailed)
N
Leverag Pearson
Correlation
e
Sig. (2-tailed)
N

1

34
.453**
.007
34
.559**

1

34
.841*
*

1

.001 .000
34
34 34
.753* .845*
.561**
*
*

1

.001 .000 .000
34
34 34 34
-.029
-.320 -.239
.355*
.870 .039 .065 .173
34
34 34 34

34

-.011 -.315 -.131 -.080

.412*

1

.950 .069 .459 .654
34
34 34 34

.016
34

34

1

**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
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Source: Survey, 2015
Table V reveals that at the p < 0.01 level of significance ROA, ROE and ROS
tend to be positively associated with corporate social responsibility (.453, .559,
and .561, respectively). This finding reveals that firms high in social
responsibility experience higher financial performance (ROA, ROE and ROS)
and those with low social responsibility earn lower financial returns. The result
is consistent with previous studies that have concluded that CSR investments
reap better financial returns to organizations (e.g., McWilliams & Seigel, 2000
and Orlitzky et al., 2003).
The positive association between the financial performance indicators and
corporate social responsibility supports the view that, through its effects on
various stakeholders, social responsibility generates better financial
performance for a firm (Cornell & Shapiro, 1987). We can observe that by
providing a reputation insurance CSR activities lead to greater confidence
among stakeholders in the firm, supporting the financial returns of the firm
(Saeed & Arshad, 2012). Due to commitment to CSR the firms can increase
their sales revenue. In addition, they can attract and retain employees, which
further lead them to reduced staff turnover and other associated costs (Turban
& Greening, 1997).
Besides, we argue that spending in CSR should be considered a strong link
between a firm and its stakeholders. Engagement in CSR helps the firm build a
positive image with diverse parties, such as customers, investors, and suppliers
as stated by Fombrun and Shanley (1990). In addition, CSR helps a firm
develop new competencies, resources, and capabilities, which all can enhance
strong relationship between the firm and stakeholders (Wernerfelt, 1984;
Barney, 1991; and Russo & Fouts, 1997).
Regression Analysis
Regression analysis was used to test our hypothesis using financial
performance as the dependent variable and CSR as the explanatory variable,
controlling for firm size and debt level. As shown in Table V above, none of
the predictor variables is strongly correlated with each other (no correlation
coefficient > 0.8). So, the model has passed the multicollinearity test. Thus it
can be used in forecasting financial performance among the manufacturing
firms.
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The regression model assessed whether CSR is linked to financial performance
and determined in what direction the relationship exists. Table VI summarizes
the regression results.

Variable

ROA
ROE
ROS

CSR
coefficient

Table VI
Regression model summary
p-value
R
R
Adjusted
of CSR
Square R Square

.047
.096
.069

.005
.000
.001

.597
.637
.604

.357
.405
.365

.292
.346
.301

Fstatistic
5.541
6.811
5.736

p-value
of Fstatistic
.004
.001
.003

Source: Survey, 2015
i. ANOVA Test
In Table VI the Analysis of Variance (ANOVA) result has provided P-value <
0.01 of F- statistic for all three conditions, supporting the alternative
hypothesis that there is a significant relationship between better financial
performance and CSR initiative, firm size, and level of debt, against the null
hypothesis that there is no significant relationship between these variables.
Hence, ANOVA test shows the existence of correlation between the response
and predictor variables. Therefore, based on those results of analyses we can
conclude that there is a significant linear relationship between financial
performance and CSR score, firm size, and leverage.
ii. Test for the Significance of the Regression Model
The correlation coefficient (R) is used to check on the magnitude and the
direction of the relationship between the independent and dependent variables.
From Table VI we can observe correlation coefficient of 0.597 for ROA, 0.637
for ROE, and 0.604 for ROS. The results show a positive correlation between
the dependent and independent variables.
The coefficient of determination (R Square) of the study, which measures the
extent to which the independent variables can predict the dependent variable,
shows that 35.7% of the variation in ROA; 40.5% of the variation in ROE; and
36.5% of the variation in ROS are explained by the changes in CSR score, firm
size, and leverage. The adjusted R square (of 29.2%, 34.6%, and 30.1%) also
shows that the model is a fair estimate of the relationship between the
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dependent and independent variables. Therefore, the regression model obtained
for this study can be used to forecast financial performance of the firms.
The regression analysis finds that CSR score of the firms in the survey has a
significant positive relationship with financial performance at the p <0.01
level. The CSR coefficient reveals that a one unit increase in CSR base point
leads a firm to an increase in ROA, ROE, and ROS by 4.7%, 9.6%, and 6.9%,
respectively. This indicates that higher CSR score would produce higher ROA,
ROE, and ROS. This result supports the study hypothesis, which posits that
commitment to CSR would produce better financial performance. The result is
consistent with previous studies, such as Posnikoff (1997); Waddock and
Graves (1997); Hill et al., (2007); Mwangi and Jerotich (2013); and Mujahid
and Abdullah (2014).
CSR initiatives have become an advantage for the firms surveyed in this study.
CSR programs can improve firm image, and thus the firms have benefitted
from increased customer base. Also, CSR programs increase employee morale
and productivity. Besides, since the firms show responsibility for their
concerns the societies can build confidence in the firms. In addition, since the
firms give due concern to the improvement of the natural environment where
they operate their activities, they can attract the attitude of the government
towards them. Overall, CSR initiatives are rewarding not only for stakeholders,
but also for the financial success of the firms.
5. Conclusions and Policy Implications
Recently there have been studies carried out concerning corporate social
responsibility. CSR is a concept about integrating the environmental and social
concerns into the business strategy and everyday practice. This study attempts
to address the question whether corporate social activity is linked to financial
performance of privately owned manufacturing firms in Tigray Regional State,
Ethiopia. Using correlation and regression methods, we tested the sign and
magnitude of the relationship between CSR and CFP in 34 surveyed firms.
Using financial performance as the dependent variable and the CSR score as
the independent variable, the study reveals that a positive correlation exists
between CSR and CFP, which supports those studies that found positive
linkages in the past. This result indicates that firms high in CSR experience
achieve better financial benefits and those low in CSR experience achieve
lower financial return.
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The regression analysis finds that CSR score of the firms in the survey has a
significant positive relationship with financial performance at the p <0.01
level. The CSR coefficient reveals that a one unit increase in CSR base point
leads a firm to an increase in ROA, ROE, and ROS by 4.7%, 9.6%, and 6.9%,
respectively. This further indicates that higher CSR score would produce
higher ROA, ROE, and ROS in the firms. This result supports the study
hypothesis, which posits that commitment to CSR would generate better
financial performance.
Overall, CSR initiatives have become rewarding not only for stakeholders, but
for the financial success of the firms surveyed in this study. Therefore, firms
should always be committed to pursue CSR promoting policy in their day to
day business operations as increases in CSR investments can lead to higher
CFP while balancing the needs of the staff, environment and the surrounding
community at large. We propose implementation of the CSR concepts in all
business operations of the firms.
On the other hand, we were not able to conduct content analysis in this study as
the firms do not have the custom of recording CSR initiatives. The firms only
tell about CSR related issues by recalling some transactions and events that
happened in the past. Obviously, this challenges accurately determining the
presence, nature and scope of CSR activities in the firms. To make things
worse, in such situation some respondents might conceal their true opinions
and instead answer what they think would please the researchers. Therefore,
appropriate policy that requires CSR programs record and disclosure should be
designed. This helps the firms document their CSR actions and reflect their
devotion of' social accounting, which is the impact on the society and
environment. Consequently, the firms would create higher social value that
helps them achieve both reputation and financial success from internal and
external stakeholders.
Recommendation for Further Research
KPMG ‘‘International Survey of Corporate Responsibility Reporting 2013’’
reported CSR activities in 100 largest companies across 41 countries. KPMG
reporting system shows increasing trend of CSR activities in the entire world
(Iqbal, Sarwat, Hasan et al, 2014). So far several studies have been conducted
in the developed world to investigate the CSR-FP link. However, the concept
of CSR as a common business practice has only recently established a foothold
in developing countries, including Ethiopia. We have attempted to establish the
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relationship between CSR and FP drawing data from Tigray region of Ethiopia.
The results of this study can be regarded as a preliminary discussion about the
relationship between CSR performance and FP in the manufacturing firms
operating in the region. In this study only companies operating in
manufacturing sector were considered. We recommend a similar study may be
conducted in other sectors as well. This will be useful in comparing CSR
scores of different sectors in the economy. Also, such a study should be
conducted in other regions to give a more complete picture of the result of CSR
programs in the country.
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Annexes
Annex 1: Demographic characteristics of respondents
1) Respondent's age

Valid

Frequency Percent
23
1
2.9
24
1
2.9
25
1
2.9
27
2
5.9
28
4
11.8
30
3
8.8
31
1
2.9
32
2
5.9
35
1
2.9
36
1
2.9
37
2
5.9
38
1
2.9
39
1
2.9
40
5
14.7
48
1
2.9
50
1
2.9
55
2
5.9
57
1
2.9
64
2
5.9
67
1
2.9
Total
34 100.0
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Valid
Percent
2.9
2.9
2.9
5.9
11.8
8.8
2.9
5.9
2.9
2.9
5.9
2.9
2.9
14.7
2.9
2.9
5.9
2.9
5.9
2.9
100.0

Cumulative
Percent
2.9
5.9
8.8
14.7
26.5
35.3
38.2
44.1
47.1
50.0
55.9
58.8
61.8
76.5
79.4
82.4
88.2
91.2
97.1
100.0
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2) Respondent's gender
Valid
Frequency Percent
Percent
Valid Female
11
32.4
32.4
Male
23
67.6
67.6
Total
34 100.0
100.0

Cumulative
Percent
32.4
100.0

3) Respondent's education level
Valid
Cumulative
Frequency Percent
Percent
Percent
Valid Diploma
10
29.4
29.4
29.4
First degree
18
52.9
52.9
82.4
Second degree
3
8.8
8.8
91.2
Other
3
8.8
8.8
100.0
Total
34 100.0
100.0
4) Respondent's year of service in the firm
Valid
Cumulative
Frequency Percent
Percent
Percent
Valid 1
2
5.9
5.9
5.9
1.25
1
2.9
2.9
8.8
2
2
5.9
5.9
14.7
3
6
17.6
17.6
32.4
3.5
2
5.9
5.9
38.2
4
4
11.8
11.8
50.0
5
5
14.7
14.7
64.7
5.5
1
2.9
2.9
67.6
6
3
8.8
8.8
76.5
7
3
8.8
8.8
85.3
9
1
2.9
2.9
88.2
10
2
5.9
5.9
94.1
15
2
5.9
5.9
100.0
Total
34 100.0
100.0
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5) Occupation of the respondent
Valid
Cumulativ
Frequency Percent
Percent
e Percent
Valid Accounting
16
47.1
47.1
47.1
profession
Managemen
18
52.9
52.9
100.0
t profession
Total
34 100.0
100.0

Annex 2: Regression Results
A) Dependent Variable: ROA
Model Summary
Adjusted R
Model R R Square
Square
Std. Error of the Estimate
a
1
.597
.357
.292
.15913
a. Predictors: (Constant), Leverage, CSRscore, Firmsize
ANOVAb
Sum of
Model
Squares
df Mean Square F
Sig.
1
Regression
.421 3
.140 5.541
.004a
Residual
.760 30
.025
Total
1.181 33
a. Predictors: (Constant), Leverage, CSRscore,
Firmsize
b. Dependent Variable: ROA
Coefficientsa
Unstandardized Standardized
Coefficients
Coefficients
Model
B
Std. Error
Beta
t
Sig.
1
(Constant) .224
.407
.550 .587
CSRscore .047
.016
.443 3.022 .005
Firmsize -.037
.023
-.258 -1.607 .118
Leverage -.139
.109
-.204 -1.269 .214
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Model
1
Regression
Residual
Total
a. Dependent Variable:
ROA

ANOVAb
Sum of
Squares
df Mean Square F
.421 3
.140 5.541
.760 30
.025
1.181 33

Sig.
.004a

B) Dependent Variable: ROE
Model Summary
Adjusted R
Std. Error of the
Model R R Square
Square
Estimate
a
1
.637
.405
.346
.24770
a. Predictors: (Constant), Leverage, CSRscore, Firmsize
ANOVAb
Sum of
Model
Squares
df Mean Square F
Sig.
1
Regression
1.254 3
.418 6.811 .001a
Residual
1.841 30
.061
Total
3.094 33
a. Predictors: (Constant), Leverage, CSRscore,
Firmsize
b. Dependent Variable: ROE
Coefficientsa
Unstandardized
Standardized
Coefficients
Coefficients
Std.
Model
B
Error
Beta
t
Sig.
1 (Constant)
.227
.634
.358 .723
CSRscore
.096
.024
.551 3.908 .000
Firmsize
-.071
.036
-.304 -1.965 .059
Leverage -1.797E-5
.170
.000 .000 1.000
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Coefficientsa
Unstandardized
Standardized
Coefficients
Coefficients
Std.
Model
B
Error
Beta
t
Sig.
1 (Constant)
.227
.634
.358 .723
CSRscore
.096
.024
.551 3.908 .000
Firmsize
-.071
.036
-.304 -1.965 .059
Leverage -1.797E-5
.170
.000 .000 1.000
a. Dependent Variable:
ROE

C) Dependent Variable: ROS
Model Summary
Adjusted R Std. Error of the
Model
R
R Square
Square
Estimate
a
1
.604
.365
.301
.18345
a. Predictors: (Constant), Leverage, CSRscore, Firmsize
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ANOVAb
Sum of
Model
Squares
df Mean Square F
Sig.
1 Regression
.579 3
.193 5.736 .003a
Residual
1.010 30
.034
Total
1.589 33
a. Predictors: (Constant), Leverage, CSRscore,
Firmsize
b. Dependent Variable: ROS
Coefficientsa
Unstandardized Standardized
Coefficients
Coefficients
Model
B
Std. Error
Beta
t
Sig.
1 (Constant) -.111
.469
-.237 .815
CSRscore .069
.018
.554 3.807 .001
Firmsize -.039
.027
-.232 -1.452 .157
Leverage .017
.126
.022 .139 .891
a. Dependent
Variable: ROS
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