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1. Introduction

According to Friedman (1962), the main purpose of corporate activity is
to generate profit. However, in recent years, in addition to profit maximisation,
there has been an increased focus on corporate social responsibility. According to
Agarwal (2008), businesses depend on society for their existence as they receive
inputs from the society (skilled/unskilled labour, raw material, etc.) and it is in
their interest to take care of society.

Despite abundant literature on corporate social responsibility (CSR), there is
not a generally accepted definition of this concept (Dahlsrud, 2008; Wood, 2010).
The concept was perhaps most clearly defined by Carroll (1979: 499), who states
that CSR “must embody the economic, legal, ethical, and discretionary categories
of business performance.” McWilliams and Siegel (2001:17) define CSR as “ac-
tions that appear to further some social good, beyond the interests of the firm and
that which is required by law”, while the European Commission (2011) defines
CSR as “the responsibility of enterprises for their impacts on society” and further
emphasizes that enterprises should “have a process in place to integrate social,
environmental, ethical human rights and consumer concerns into their business
operations and core strategy in close cooperation with their stakeholders.” Aguinis
(2011:855) defines CSR as ‘“‘context-specific organizational actions and policies
that take into account stakeholders’ expectations and the triple bottom line of eco-
nomic, social, and environmental performance.”

Although it is obvious that corporate social responsibility contributes to a
compan company’s reputation, from the managerial point of view, the key issue
is whether and to which extent such a concept contributes to the profitability of
a company. Namely, as Cochran and Wood (1984) assert, if socially responsible
activities were negatively correlated with financial performance, then managers
would not want to pursue such activities, while on the other hand, if such activities
were positively related, then management would pursue such activities and try to
investigate such a relationship.

When investigating a possible CSR impact on financial performance, there
are basically two opposite theories. The first is the one of neoclassical econo-
mists who state that CSR negatively influences the companies’ financial perfor-
mance (Waddock and Graves, 1997; Simpson and Kohers, 2002), as it uses the
companies’ scarce resources in activities which are not in line with the main
purpose of the company, and that is to generate profit. That results in a competi-
tive disadvantage. The second theory is stakeholder theory according to which
CSR is positively associated with financial performance (Bowman and Haire,
1975; Wood, 1991), as investing in CSR contributes to a better reputation which
eventually leads to a better financial result. Therefore, CSR benefits are long-
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term. Fombrun (1996) states that investment in corporate social responsibility be-
comes a strategic investment.

This paper adds to the existing literature by examining the connection be-
tween CSR and financial performance. An empirical study of the relationship
between CSR and financial performance in Croatian listed companies was con-
ducted. The study also examines the differences in CSR implementation according
to company activities.

According to the results of the project “Accelerating CSR practices in the new
EU member states and candidate countries as a vehicle for harmonization, com-
petitiveness, and social cohesion in the EU” (UNDP Croatia March-May 2007),
approximately 200 businesses in Croatia have integrated the concept of corporate
social responsibility into their business.

2. Literature review

CSR, often referred to as corporate citizenship, corporate social performance
(CSP) and sustainable responsible business, is in the focus of interest of man-
agement researchers and business practitioners (Akanbi and Ofoegbu, 2012:375).
According to Waddock and Graves (1997), CSR measurement is a constant prob-
lem in research regarding corporate social responsibility. CSR can be measured
by using two principal methods: reputation index (Moskowitz, 1972) and content
analysis (Bowman and Haire, 1975). In the reputation index, ‘“knowledgeable ob-
servers rate firms on the basis of one or more dimensions of social performance”
(Cochran and Wood, 1984:43). This method has both advantages (the observer
applies the same criteria to all companies observed) and disadvantages (possible
subjectivity of the observer). The second method, i.e., content analysis, is the one
in which “the extent of the reporting of CSR activities in various firm publications
and especially in the annual report is measured” (Cochran and Wood, 1984:44).
Once the variables in content analysis are chosen, the method is much more ob-
jective than the reputation index. However, “the choice of variables to measure is
subjective” (Cochran and Wood, 1984:44). Akanbi and Ofoegbu (2012) and Hasan
and Idris (2009) used a survey questionnaire to measure CSR.

The relationship between CSR and financial performance has been a subject
of many studies but the results are mixed. One of the first studies on this relation-
ship, conducted by Bowman and Haire (1975), showed that the firms with medium
ratings for a degree of corporate social responsibility performed best. Similar re-
sults were obtained by Cochran and Wood (1984). They also maintain that the
evidence of the relationship between CSR and financial performance is weak, to
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say the least. Published research has shown that there is no unambiguous associa-
tion between corporate social responsibility and financial performance. Margolis
and Walsh (2001) reported that among 95 observed studies, when treated as an
independent variable, CSP has a positive relationship with financial performance
in 42 studies, no relationship in 19 studies, a negative relationship in 4 studies, and
a mixed relationship in 15 studies.

However, it is evident that the majority of research studies on the association
between CSR and financial performance have demonstrated a positive relationship
between these two variables (for example, Waddock and Graves, 1997; Hillman
and Keim, 2001; Wood, 2010; Lin et al., 2009; Sun, 2012, Bai and Chang, 2015).
Rettab et al. (2009), Arya and Zhang (2009), Uadiale and Fagbemi (2012), Ismail
and Adegbemi (2013), and Kurapatskie and Darnall (2013) have also confirmed a
positive correlation between CSR implementation and a company’s financial per-
formance.

The results of earlier studies conducted by Aupperle et al. (1985), McWilliams
and Siegel (2000), Surroca et al. (2010) and Aras et al. (2010) did not show any
association between corporate social responsibility and a company’s financial per-
formance (a neutral relation). Nelling and Webb (2009) proved the existence of a
relationship between CSR and financial performance when using traditional ordi-
nary least squares regression models. However, when using a fixed effects Granger
causality approach, they found no evidence that CSR affects a firm’s financial per-
formance. Finally, there are several studies which have found a negative associa-
tion between the two observed variables. This is explained by the fact that socially
responsible companies have unnecessary costs that burden their financial results
(Waddock and Graves, 1997), while on the other hand, managers may reduce invest-
ment in CSR in order to ensure short-term profits (Preston and O’Bannon, 1997).

Orlitzky et al.’s (2003) meta-analysis of 52 studies regarding CSP and finan-
cial performance showed that there is a small but positive association between
CSP and financial performance, whereas the relationship is stronger for account-
ing-based measures than for market-based ones. In 2007, Margolis et al. repeated
a meta-analysis on a sample of 167 studies and reported that the overall effect of
social performance on financial performance is positive but minimal.

Research on the relationship between CSR and financial performance in
Croatian companies is scarce. Vitezi¢ (2011a) investigated the above-mentioned
relationship in selected large Croatian companies and found that socially respon-
sible companies have better financial performance. Vitezi¢ (2011b) also conducted
research on the relationship between selected companies’ financial performance
indicators (ROA, ROE, profit margin, earnings per share and price per share) and
corporate social responsibility and found a positive relationship. Vitezi¢, Vuko and
Morec (2012) used a sample of 42 large Croatian companies (22 that report and
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20 that do not report on CSR activities) and concluded that companies with better
financial results are more aware of their corporate social performance.

Research studies on the relationship between CSR and financial performance
of a company can be divided into those that explore the short-run financial impact
(abnormal returns) when firms engage in either socially responsible or irresponsi-
ble acts (Wright and Ferris, 1997; Teoh et al., 1999; Arya & Zang, 2009) and those
which use measures of long-term financial performance, by using accounting or fi-
nancial measures of profitability (Cochran and Wood, 1984; Aupperle et al., 1985).

One of the earlier research studies on the association between CSR and fi-
nancial performance, conducted by Cochran and Wood (1984), used three ratios of
financial performance: (1) the ratio of operating earnings to assets, (2) the ratio of
operating earnings to sales, and (3) excess market valuation'. Saeidi et al. (2014)
used the following ratios for determining the link between CSR and financial per-
formance: ROE (return on equity), ROA (return on assets), ROI (return on invest-
ment), ROS (return on sales), sales growth, market share growth, net profit margin
(NPM). Griffin and Mahon (1997), Waddock and Graves (1997) and Uadiale and
Fagbemi (2012) used ROA and ROE, while Nelling and Webb (2009) and Sun
(2012) used only one accounting indicator, i.e., ROA. Tsoutsoura (2004) and Aras
et al. (2010) used ROA, ROE and ROS.

The control variable in this study is business activity of the company
(Waddock and Graves, 1997). The companies were grouped according to the
National Classification of Economic Activities. Although many studies have used
company size as a control variable (e.g., Udayasankar, 2007; Aras et al., 2010, the
Sun, 2012), it was not taken into account in this study since the companies listed
on the Stock Exchange are mostly large companies.

After reviewing previous research studies on the link between financial per-
formance of a company and the level of corporate social responsibility, it is evident
that their results are inconclusive. When measuring financial performance, the
authors start with the four most common measures (ROA, ROE, ROS and NPM),
while corporate social responsibility is measured and tested as a one-dimensional
construct. Thereby, the authors set two main (HI and H2) and two auxiliary hy-
potheses (Hla and H1b):

H1: There is a positive relationship between the level of corporate social re-
sponsibility of Croatian listed companies and their financial perfor-
mance.

H1a: There is a positive association between the level of corporate social re-
sponsibility of Croatian listed companies and profitability ratios (ROA,
ROE, ROS, NPM), and

' EV = (market value of equity and book value of debt — total assets) / sales
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H1b: There is a positive association between the level of corporate social
responsibility of Croatian listed companies and accounting categories
of revenue and profit.

H2: Companies vary in the degree of CSR implementation with regard to
activity they do business in.

3. Methodology

3.1. Data collection methodology

Research studies on corporate social responsibility referring to the year 2014
was conducted on Croatian companies in the period from January to March 2015.
The sampling frame was represented by the Croatian companies listed on the
Zagreb Stock Exchange. According to the public announcement of the Official
Register of Regulated Information (SRPI) of the Croatian Financial Services
Supervisory Agency (HANFA), on 25 November 2014 there were 158 such com-
panies. In other words, research is based on the sample made up of a publicly
available list of listed companies®. From a research point of view, the target popu-
lation is rather small (N = 158), and randomized sampling would be inappropriate
for this study. The structured questionnaire addressed to the Chief Accounting
Officer/Chief Financial Officer was sent to 158 companies by ordinary mail and
by e-mail. The research framework did not include cities, companies in liquidation
and delisted (unquoted) entities. The effective response rate was 50.63% (n = 80),
which is considered highly satisfactory (14 and 66 questionnaires were returned by
ordinary mail and by e-mail, respectively).

3.1.1. Sample description

The use of listed companies in exploring the link between CSR and finan-
cial performance in studies is common (e.g., Ducassy (2012) — 44 French listed
companies; Uadiale and Fagbemi (2012) — 40 listed companies; Crisostomo et al.
(2011) — 78 listed companies; Aras and Kutlu (2010) — 40 listed companies). In ad-

> Financial statements of listed companies in the Republic of Croatia referring to previous
reporting periods are publicly available.
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dition, research on CSR conducted in 2007 by the UNDP Croatia (“Accelerating
CSR practices in the new EU member states and candidate countries as a vehicle
for harmonization, competitiveness and social cohesion in the EU”) has shown
that this concept is used mostly by large and listed companies and foreign-owned
companies and exporters. Table 1 provides an overview of the main characteristics

of the sample.

Table 1.
DESCRIPTION OF THE SAMPLE

Variable n %
Manufacturing 35 43.75
Company activity Non-manufacturing 45 56.25
Total 80 100.00
. Pannonian Croatia 57 71.25
gf;‘lflsog‘z‘fa:zfgziﬁ © Adriatic Croatia 23 28.75
Total 80 100.00
Chief financial/accounting officer 47 58.75
Respondent’s position Accounting personnel 24 30.00
within the company Controlling personnel 9 11.25
Total 80 100.00
Certificate below the bachelor level 12 15.00
University and professional undergraduate 5 6.5

Highest level of study programme
educational attainment University graduate study programme 50 62.50
Postgraduate specialist and PhD 13 16.25
Total 80 100.00
0% 51 63.75
0.1-10% 11 13.75
Foreign ownership in the 10.1 - 25.00% 3 3.75
company 25.1 -49.90% 3 3.75
50% or more 12 15.00
Total 80 100.00
Up to 250 38 47.50
250-500 15 18.75
Number of employees 501 or more 27 33.75
Total 80 100.00

Source: Research results
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The surveyed companies were grouped according to the location of their
head offices using the NUTS II classification®® into those located in the Pannonian
Croatia (71.25%) and the Adriatic Croatia (28.75%). The companies’ head offices
are located in 37 cities across Croatia. The largest number of head offices is lo-
cated, as expected, in Zagreb (37.50%), followed by Rijeka and Varazdin with 5%,
while other cities make up less than 5%.

In terms of the respondents’position within the company, they were divided
into Chief Financial Officers or competent financial experts from the Accounting/
Financial Department. The majority of questionnaires were filled in by Chief
Financial Officers and Chief Accounting Officers (these categories account for
58.75% of the total number of surveyed companies), followed by accounting per-
sonnel (30%), while the remaining questionnaires (11.25%) were filled in by, for
example, control officers, accounting advisors or an internal auditors.

As for the level of educational attainment, most respondents have complet-
ed a university graduate programme (M.Econ.) (i.e., 62.50%) and, on average, they
have 15.5 years of work experience. With regard to the ownership in the company,
more than half of the surveyed companies, i.e., 85% are entirely privately owned,
while companies in which foreign ownership exceeds 50% constitute only a small
percentage of the sample (15%).

The National Classification of Economic Activities 2007 was used to group
companies according to their activities. Most companies are in the manufacturing
industry (25%), followed by financial and insurance activities (16.3%). Companies
involved in accommodation and food service activities comprise 15% of the sur-
veyed companies, while 12.5% are involved in agriculture, forestry and fishing.
Other activities make up 31.2%. For the purpose of our analysis, the surveyed com-
panies were grouped into two categories: manufacturing and non-manufacturing
companies. Manufacturing companies include operators involved in manufactur-
ing, utilities, construction, water management, agriculture, fishing and forestry.
The non-manufacturing group comprises trade and service operators and includes
trade, financial and other services, transport and communications, hotels, restau-
rants and tourism. It is evident that non-manufacturing companies are more rep-
resented in the survey than manufacturing companies (56.3% vs. 43.8%, respec-
tively).

> A new classification has been applied since 1 January 2013 (Croatian Bureau of Statistics),
whereas 1 July 2013 is used for the purposes of the Cohesion Policy (since EU accession).
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3.1.2. Questionnaire

The questionnaire was designed with the intention of testing and compar-
ing the understanding and the level of companies’ awareness of the concept of
corporate social responsibility and the level of social responsibility of the same
companies in their business from a financial perspective.

The questionnaire consists of two sections with a total of 32 questions. In
addition to 20 general questions (A), the structured questionnaire contained 12
(B) business demography-related questions. The respondents’ statements (A) were
measured on a five-point Likert scale. The dependent and independent research
variables of are explained below.

3.1.2.1. Dependent variables

A company’s financial performance indicators represent the dependent vari-
ables. The source of accounting data on financial performance was the question-
naire, as well as the database Poslovna Hrvatska (Wwww.poslovna.hr). Respondents
who did not enter the financial performance data were asked to leave their compa-
ny names so that researchers could look up and enter the missing data themselves.
Accordingly, in this part of the dataset there is some missing data (Table 2), either
because the respondents did not provide them or because the data for 2014 were
not available until April 2015.

Financial performance is analysed using profitability ratios: ROE (return on
equity), ROA (return on assets) and ROS (return on sales) and NPM, as well as the
accounting categories of realised profit and annual revenue. These variables were
chosen according to the theoretical framework of this research.

3.1.2.2. Independent variable — corporate social responsibility

Given previous research, it is evident that there is a methodological contro-
versy in choosing the method for measuring social responsibility. The authors
were in favour of one-dimensionality of the construct, which includes questions
on all stakeholders in a company. Independent variables were taken from the ques-
tionnaire conducted by the European Commission in 2012 as part of the research
“Flash Eurobarometer 363: How Companies Influence Our Society: Citizens’
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View”. The survey was created to investigate the perception of citizens about the
impact of businesses on society as a whole. Six particles were used that constitute
part of research in which the authors asked respondents to indicate, according to
their opinion, the main positive impacts of companies on the society. Consequently,
the study of CSR measurement was based on the above methodological assump-
tion itself.

Six items were analysed to measure corporate social responsibility. To what
extent does your company generate benefits for society as a whole (V16): (a) by
paying taxes, (b) by creating new jobs, (c) by developing innovative products and
services, (d) by contributing to economic growth, (e) by ensuring benefits for the
local community, and (f) by providing training for your employees. All items were
measured on a 5-point Likert scale, where 1 indicated complete disagreement with
the proposed statements, and 5 indicated strong agreement.

3.2. Statistical analysis

In order to test the research proposition, several statistical methods were
used. Factor analysis was deployed to test the structure of variables and assess
the dimensionality of the construct being measured. In examining the correlation
between manifest variables, we used Bartlett’s test of sphericity, which should
be statistically significant (p < 0.05), and the Kaiser-Meyer-Olkin (KMO) test.
Fulgosi (1988: 277) states that Kaiser and Rice (1974) set the following scale for
interpreting the KMO test: values around 0.9 — excellent, values around 0.8 — very
good, values around 0.7 — good, values around 0.6, values around 0.5 — poor, and
values under 0.5 — unacceptable.

Psychometric properties of the proposed construct being measured were also
examined. In assessing the reliability of the construct and the dimensions of the
measuring instrument, internal consistency was measured using Cronbach’s reli-
ability coefficient. In addition to the reliability coefficient, the inter-item correla-
tions and the item-total correlation were measured. The #- fest procedure for inde-
pendent samples and ANOVA were used to test the difference between the average
score on the level of corporate social responsibility in the company and business
demography of the surveyed companies. Correlation and regression analysis tested
the relationship of corporate social responsibility of companies and their financial
performance indicators. The analysis of the collected data was conducted by using
IBM SPSS Statistics 22.0 software.
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4. Results and discussion

As the financial performance indicators are the dependent variables of this
research, Table 2 describes the company in terms of the four ratios and two ac-
counting categories.

Table 2.

THE SURVEYED COMPANIES’ FINANCIAL PERFORMANCE
RATIOS AND CATEGORIES

Financial
.. . Standard
performance | n Minimum Maximum Mean .
. deviation
ratios
ROE (%) 74 -47.3 13.3 0.1 7.92
ROA (%) 74 -744.3 236.1 -5.5 92.76
ROS (%) 75 -271.9 28.4 -4.4 37.94
NPM (%) 75 -583.7 44.5 -12.9 79.94
RR (HRK) 69 3,040,700.0 | 22,294,000,000.0 | 1,129,296,981.0 | 2,996,154,988.00
CP (HRK) 69 | -399,229,062.0| 1,139,720,248.0 59,954,059.0 |  250,402,239.00

Source: Research results

2014 data were used for the financial performance ratios and categories of the
surveyed companies as follows: return on equity (ROE), return on assets (ROA),
return on sales (ROS), net profit margin (NPM) as the ratio of net income and
revenues, realised revenue (RR) and current profit (CP).

Factor analysis was used to check the dimensionality of the construct of cor-
porate social responsibility. The values in the correlation matrix for the six ob-
served items are above 0.5, and the value of Bartlett’s test of sphericity for the
correlation matrix statistical significance is x> = 179.94 (df = 15, p < 0.001). The
KMO test result is also satisfactory since it amounts to 0.852. One-dimensionality
of the construct measured with six items was confirmed as all the items are loaded
in one general factor that can be called corporate social responsibility, with factor
loadings on items greater than 0.5 (Table 3).
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Table 3. Table 4.
FACTOR MATRIX - INTERNAL CONSISTENCY OF THE
CORPORATE SOCIAL CONSTRUCT BEING MEASURED
RESPONSIBILITY ITEMS
CSR
Items Factors No. of items 6
Vied 0.890 Cronbach’s alpha 0.847
V16t 0.833 Item average 3.895
Vl16c 0.818 Average inter-item correlation 0.477
V16b 0.731 Average item-total correlation 0.631
Vi6e 0.687 Average 2337
Vl16a 0.539 CSR scale Standard deviation 4815
Source: Research results Source: Research results

Factor analysis suggests that the measured construct is one-dimensional,
which explains 57.63% of variance. Psychometric analysis of the measured con-
struct shows its internal consistency since Cronbach’s alpha is 0.847. The mea-
sured construct has an acceptable level of reliability (Cronbach’s alpha > 0.8) as
well as other psychometric properties (inter-item correlation > 0.4, item-total cor-
relation > 0.6). The above procedures have shown that the measured construct can
be considered reliable and one-dimensional. Based on the results, the proposed
factor may be used as a manifest variable that was built as the average score of the
mentioned variables.
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NATIONAL CLASSIFICATION OF ECONOMIC ACTIVITIES 2007 AND
THE AVERAGE FOR THE CSR SCALE OF THE SURVEYED COMPANIES

Std. Std.
N Mean Deviation Error

Agriculture, forestry and fishing 10 3.68 0.8108 0.25639
Manufacturing 17 4.23 0.4928 0.11952
Electricity, gas, steam and air conditioning | 5.00

supply
Construction 4 3.67 1.0985 0.54924
Whglesale and retail trade; repair of motor g 429 0.5020 0.17748
vehicles and motorcycles
Transport and storage 1 3.50
Accommodation and food service activities 12 322 1.0525 0.30383
Information and communication 3 4.05 0.3859 0.22278
Financial and insurance activities 11 3.85 0.8180 0.24665
Professional, scientific and technical activities 1 4.17

Other service activities 5 4.17 04714 0.21082

Total 73 3.89 0.8026 0.09393

Source: Research results
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Table 6
CORRELATION MATRIX
ROE ROA ROS | NPM RR CP | CSR
Pearson Correlation 1
ROE Sig.
n 74
Pearson Correlation | 0.704™ 1
ROA | Sig. 0.000
n 74 74
Pearson Correlation 0.229"| 0.427™ 1
ROS |Sig. 0.050( 0.000
n 74 74 75
Pearson Correlation 0.119| 0.343"| 0.936™" 1
NPM | Sig. 0.313| 0.003| 0.000
n 74 74 75 75
Pearson Correlation 0.034 0.071 0.096| 0.073 1
RR | Sig. 0.784| 0.564| 0434| 0.550
n 68 638 69 69 69
Pearson Correlation 0.127| 0.301"| 0.212°| 0.135| 0.620" 1
CP |Sig 0.303 0.013| 0.080| 0.270| 0.000
n 68 63 69 69 69 69
Pearson Correlation 0.097| 0.248"| 0.293"| 0.312""| 0.254"| 0.267" 1
CSR | Sig. 0430 0.041 0.015| 0.009| 0.044| 0.034
n 68 68 69 69 63 63 73
*#* Correlation is significant at the 0.01 level (2-tailed)
**  Correlation is significant at the 0.05 level (2-tailed)
*  Correlation is significant at the 0.1 level (2-tailed)

Source: Research results

CSR implementation was analysed in relation to a company’s activity. Table 5
compares the average ratings of CSR practices grouped according to the activities
(F =1.957, p > 0.05), while Table 6 shows these ratings grouped into manufactur-
ing and non-manufacturing (t = 1.09, df = 71, p > 0.05) activities.
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Table 7.

THE AVERAGE FOR THE CSR SCALE AND A BREAKDOWN
OF COMPANIES BY TYPE OF ACTIVITY

- Std. Std. Error t-test for
Activities N Mean Deviation Mean Equality of Means
Manufacturing 32 4.0 0.74 0.1299 t=1.086,df =71,
Non-manufacturing 41 3.8 0.85 0.1327 p>0.05

Source: Research results

Whatever course is taken to analyse business activities, the companies are
homogeneous in terms of the application of CSR practices and activities; in other
words, statistically significant differences have not been found; hence, the hypoth-
esis H2 is rejected. Thus, it is possible to conclude that the surveyed companies
use CSR equally regardless of the activity they perform, and further differences in
companies with regard to this variable were not tested.

The analyses and results described above meet all requirements for testing
the research hypotheses set in this paper. Pearson’s correlation coefficient was
used to assess the relationship between financial performance and CSR (Table 7).

The association between the variable corporate social responsibility and fi-
nancial performance ratios and categories of the companies is positive and statisti-
cally significant for all indicators except for ROE. Correlation analysis was used to
determine the magnitude and direction of the relationship between the variables.
Based on the established association and the value of the predictor variable, re-
gression analysis predicts the values of the dependent variables.
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Table 8.
REGRESSION MODEL COEFFICIENTS
Unstandardized Coefficients | Standardised

Dependent 5 . .

. r r F Standard Coefficients | sig.
variables B

Error Beta

ROE 0.097| 0.009| 0.63 11.241 14.159 0.097 0.430
ROA 0.248| 0.062 | 4.325 2.448 1.177 0.248 0.041™
ROS 0.293| 0.086| 6.285 13.846 5.523 0.293 0.015™
NPM 0.312| 0.097| 7.238 37.306 13.867 0.312 0.009"
RR 0.2541 0.065| 4.211 | 608,649,753,665 | 296,591,549,609 0.254 0.044™
CP 0.267| 0.071 | 4.689 | 101,886,742,874 | 47.052,588,803 0.267 0.034"

**% statistically significant predictor (p < 0.01)
*#* statistically significant predictor (p < 0.05)

Source: Research results

Regression analysis was performed where the independent variable was the
use of corporate social responsibility and the dependent variables were tested one
after another as listed in Table 7. In other words, when testing the hypotheses, only
one variable was identified as independent, while the other six variables were de-
pendent variables. Table 8 shows the results of simple regression analysis, in which
individual parameters of financial performance and the use of CSR were looked at,
and the calculation and assessment of the regression coefficient.

According to the results of correlation analysis, the impact of predictors on
the dependent variable was assessed as statistically significant for all of the ob-
served dependent variables except for ROE (p > 0.05). If the coefficient of deter-
mination and significance of set models are compared, it can be noticed that the
coefficient of determination is highest when NPM is set as the dependent variable
(r>=0.097, F = 7.238, p < 0.01), and for this model it can be concluded that almost
10% of variation (9.7) in financial performance of companies measured by NPM
is the result of variation in the level of implementation of corporate social respon-
sibility practices. In terms of the magnitude of the determination coefficient, the
regression model, in which ROS was set as the dependent variable (r* = 0.086, F
= 6.285, p < 0.05), comes next. In the remaining models, in which the impact of
CSR on dependent variables has been assessed as significant (RR, CP and ROA),
the determination coefficient ranges between 5 and 10%.
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Based on the results, the following conclusions have been drawn about the
hypotheses:

Research Decision on
hypotheses the formulated hypotheses
HI CSR — Financial performance Partially not rejected
Hla CSR — Profitability ratios Partially not rejected
Hlb  |CSR — Account categories Not rejected
Hlc CSR — Company activity Rejected

Although the results of correlation and regression analyses show a statisti-
cally significant positive association between CSR and financial performance, the
magnitude of the variable corporate social responsibility is questionable due to
low coefficients of determination. Considering its limitation to multiple dependent
variables, regression analysis was conducted as a simple regression analysis in
which the impact of other variables that may affect financial performance has not
been tested.

Therefore, the obtained results (r?) were to a certain extent expected, given
that in exploring the link between CSR and financial performance, there are many
variables that intervene. Ullman (1985) even states that because of those interven-
ing variables, the relationship between CSR and financial performance does not
exist.

5. Conclusion

The aim of this research was to determine whether there is a relationship
between the level of corporate social responsibility of Croatian listed companies
and their financial performance, and if so, what kind of relationship that is. A
structured questionnaire was used, and the results showed a statistically signifi-
cant positive association between CSR and financial performance (H1) of compa-
nies measured by profitability ratios ROA, ROS and net profit margin (Hla). One
ratio (ROE) did not show any statistically significant association between CSR
and financial performance of the company although the results of regression and
correlation analyses do not contradict the proposed hypotheses with their posi-
tive values (Hla). The amendments to the Ordinance on the structure and content
of annual financial statements (OG No. 38/08, 130/10) abolished the item of loss
above the equity value. Thus, the total loss is reported exclusively as liabilities for
the year and accumulated loss regardless of whether its value is below the value
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of assets (the sum of positive items of capital and reserves) or the loss exceeds the
value of capital. In the latter case, the item capital and reserves will be in the nega-
tive, the sum total of the liabilities will be lower, because the balance sheet will
be balanced “mathematically” so that the loss above the equity value is reduced
by the remaining liability items (liabilities, deferred revenue and long-term provi-
sions) (Juri¢, 2010: 31) which is in line with the Fourth Directive of the EU.

This study has also showed a positive association between the level of corpo-
rate social responsibility of Croatian listed companies and accounting categories
of revenue and profit (H1b). Furthermore, it was also tested whether there was any
difference in the level of CSR implementation with regard to activity the company
does business in. However, this connection has not been proven so that companies
are homogeneous in the implementation of CSR (H2).

Generally, it could be concluded that this study follows the conclusions of
other research, which demonstrate the positive relationship between CSR and fi-
nancial performance (for example, Lin et al., 2009; Wood, 2010; Sun, 2012; Vitezi¢
2011a and 2011b). Large corporations, whose securities are listed on the stock ex-
change, generally show better results in the implementation of corporate social re-
sponsibility, but they also record better financial results (measured by ROA, ROE,
ROS, and NPM) than companies in which the implementation of corporate social
responsibility is weaker. The paper explains and confirms the fact that the success
of a company does not depend solely on financial indicators, but also on corporate
social responsibility.

Since it is important for managers to know that the use of CSR contributes
to the profitability of a company, this conclusion could be useful for them in mak-
ing decisions related to corporate social responsibility. As stated by Orlitzky et
al. (2003: 426), if “managers believe that CSP is an antecedent of CFP, they may
eventually actively pursue CSP because they think the market will reward them for
doing so.” Moreover, corporate social responsibility should be incorporated in the
business strategy of each company as well as their annual reports.

Research limitations

It should be mentioned that this study has several limitations. First, one must
be cautious when interpreting the results of this study because the association
between CSR and financial performance may be caused by some other factors.
Nelling and Webb (2009) also raise an interesting question: “Does good financial
performance cause a firm to become more socially responsible, or does a high
level of CSR leads to subsequent superior financial performance?”
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Therefore, the obtained results (r*) were to some extent expected, given that in
exploring the link between CSR and financial performance, there are many variables
that intervene. Ullman (1985) even states that because of those intervening variables
the relationship between CSR and financial performance does not exist.

In future research, it would be desirable to measure the impact of other vari-
ables of the business entity on corporate financial performance, i.e., other financial
ratios/categories that can be linked to financial performance (e.g., investment ratios
- earnings per share, dividend per share, dividend payout ratio, the price-earnings
ratio and the dividend yield); variables observed from the managerial perspective
(quality of products/services, processes, cost management system, quality man-
agement system, etc.), as well as other business demography data. Furthermore,
based on the results of this research authors suggest European Commission to
conduct a research on socially responsible business, where companies will be used
as respondents. For such research, it is appropriate to use an adapted measuring
instrument, as the one that has been tested in this paper.

A potential problem with this research lies in the fact that it included data for
one observation year only. Hence, what is recommended is longitudinal monitor-
ing of the connection of both measurable financial and other components of the
company with the level of its CSR implementation.
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ISPLATI LI SE BITI DRUSTVENO ODGOVORAN?
EMPIRIJSKI PODACI 1Z KOTIRAJUCIH PODUZECA

Sazetak

Dana$nja poduzeca posluju u okruzenju koja, osim financijskog aspekta, vrednuju razlici-
te aspekte vlastitog poslovanja. Jedan od njih ukljucuje i odgovornost poduzeca prema drustvu u
cjelini. Glavna svrha ovog rada je istraZiti utjecaj drustveno odgovornog poslovanja (DOP) na fi-
nancijsku uspjeS$nost poslovanja poduzeca koja ¢e biti mjerena omjerima profitabilnosti. Drustveno
odgovorno poslovanje mjereno je pomocu istrazivackog upitnika, dok su za financijsku uspje$nost
koriSteni sekundarni podaci (tj. godiSnja izvjeSca istrazivanih poduzeca). Upitnik je bio upucen
voditeljima racunovodstva/financijskim direktorima kotiraju¢ih poduzeca. Rezultati korelacijske i
regresijske analize pokazuju statisticki znacajnu pozitivnu povezanost izmedu drustveno odgovor-
nog poslovanja i financijske uspje$nosti.

Kljucne rijeci: drustvena odgovornost, financijska uspje$nost, omjeri profitabilnosti, listaju¢a
(kotirajuca) poduzeca, regresijska analiza.



