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Md. Abu Jahid (Indonesia), Md. Harun Ur Rashid (Bangladesh),
Md. Abdul Kaium Masud (Bangladesh), Rizal Yaya (Indonesia)

A LONGITUDINAL STUDY

OF CORPORATE SOCIAL
RESPONSIBILITY EXPENDITURE
AND OWNERSHIP STRUCTURE
OF FINANCIAL FIRMS

Abstract

There is a dearth of longitudinal studies of corporate social responsibility expenditure
(CSRE) and corporate governance in Bangladesh, which has been the impetus for this
study. The study aims to identify the relationship between ownership structure and
CSR expenditure. The empirical study considered a longitudinal period of 2007-2019
of listed financial firms (banks and non-banking financial institutions) of Bangladesh.
The final sample consisted of 461 firm-year observations for 53 firms. The study in-
corporated a set of theories, including agency cost theory and stakeholder theory. The
study applied the ordinary least square (OLS) regression technique to test hypotheses.
The results of multiple regression analysis showed that foreign ownership and manage-
rial ownership contribute positively and significantly to CSRE. However, the study did
not document any relationship between institutional ownership and CSRE. The study
used rigorous and alternative measurement techniques to further verify the findings.
It was concluded that value creation from CSRE is highly dependent on the ownership
structure of financial firms. The empirical study has significant theoretical and mana-
gerial implications.

Keywords CSR expenditure, corporate governance, ownership
structure, banks, Bangladesh
JEL Classification G21, G23, G32, G38, 016

INTRODUCTION

The nature of CSR and environmental investment and expenditure
largely depends on the top management priority; it is also more ev-
ident when the sample consists of developing countries. Investors
are the most influential part of any organization to take any sort
of decision. Not only investment, but also routine business man-
agement decisions depend on the corporate policy pursued by dif-
ferent shareholders and investors. The monetary decision of CSR
mostly depends on the corporate governance elements. Stakeholder
engagement and regulatory compliance also influenced CSR ex-
penditure decisions. Firms in developing countries face limited
stakeholder pressure, and there is also a lack of regulatory compli-
ance (Bae et al., 2018, 2021; Rashid, 2021; Bose et al., 2020a; Masud
et al., 2019, 2018a, 2018b, 2017). In the presence of weak corpo-
rate governance, the financial system of emerging countries like
Bangladesh has a conflict between shareholders and agents due to
the benefits and short-term investment decisions. It is essential to
examine whether the stakeholders and agency theory are the best
approach to explain the relationship between ownership structures
and CSR expenditure.

http://dx.doi.org/10.21511/bbs.17(1).2022.03
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Most of CSR studies highly focused on disclosure performance (non-financial) rather than mone-
tary-based performance (financial). The prior study used content analysis and third-party rating
to evaluate the CSR performance of firms. Nevertheless, the non-monetary nature of content-based
disclosure and rating are not enough to measure the monetary-based CSR performance of firms
(Bose et al., 2020b). The most recent study by Khan et al. (2021) raised the issue of ‘green wash-
ing’ or ‘authenticity effort’ of the sustainability reporting quality of financial firms. CSR expend-
iture is considered a value-driven approach that allures management to invest more in CSR ac-
tivities to inform various stakeholders (Bose et al., 2020b). Khan et al. (2021), Bose et al. (2020b),
and Bhattacharyya and Rahman (2020) empirically proved that CSR expenditure enhances firm
growth, stability, and quality of information because of high-value creation and keeping the com-
mitment. As already mentioned, most of CSR research focused on non-financial performance
measurement rather than financial attributes. Prior studies of Khan et al. (2021), Bose et al. (2020b),
Bhattacharyya and Rahman (2020), Feng et al. (2015), Manchiraju and Rajgopal, (2017), Dharmapala
and Khanna (2018), Kapoor and Dhamija, (2017), and Brammer and Millington (2008) have exam-
ined the actual CSR expenditure performance of firms. Furthermore, the above mentioned actual
CSR expenditure studies examined market value (Bose et al., 2020b), stock return (Bhattacharyya
& Rahman, 2020), quality information of sustainability reporting (Khan et al., 2021), shareholder
value (Manchiraju & Rajgopal, 2017), CSR compliance (Dharmapala & Khanna, 2018; Kapoor &
Dhamija, 2017). No study considered the impact of actual CSR expenditure on corporate govern-
ance. This study was undertaken as an attempt to fill this literature gap.

The study is designed to ask a question under what circumstances corporate governance element
(ownership structure) decides to use CSR expenditure. To explore the research question based on
the literature gap, the study is designed to investigate the extent of the ownership structure impact
on CSR expenditure. To the authors’ knowledge, this is the first study that considers CSR expend-
iture to evaluate the relationship between ownership structure and CSR expenditure. Bangladesh
has recently entered into the list of developing countries. Its financial sector is now booming and
undergoing expansion, with several local and international banking institutions involved in the
field. As new banks are permitted to enter Bangladesh’s financial market, competition in the bank-
ing sector has intensified over time. It is also expected that future competition between public
and private banks will be fierce (Rahman et al., 2021). Moreover, the grounds for considering
Bangladeshi financial firms are as follows:

1) the financial sector is the most regulated in the country compared to the non-financial sector (Bae
etal., 2021);

2) the central bank of the country promulgated CSR regulation since 2008 for the financial sector that
ensures availability of CSR expenditure data of financial sector;

3) Bangladesh is the most emerging economy in the world, while CSR expenditure is very helpful to
mitigate poverty alleviation (World Bank, 2017), along with the achievement of remarkable pro-
gress on the Sustainable Development Goals (SDGs).

To investigate the relationship between ownership structure and CSR expenditure, the study incorpo-

rated a set of hypotheses, including listed financial sector firms of Bangladesh. Finally, the study docu-
mented 461 firm-year observations during 2007-2019.

http://dx.doi.org/10.21511/bbs.17(1).2022.03 25
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1. THEORETICAL DISCUSSION,
LITERATURE REVIEW
AND HYPOTHESIS
DEVELOPMENT

Sound governance inspires CSR performance to
mitigate internal and external limitations and pro-
mote business expansion. Corporate governance
elements contribute significantly to investing in so-
cial and environmental projects, abstaining from
unethical practices, mitigating social legitimacy,
reporting sustainable information, and increasing
growth. Prior literature already evidenced the im-
pact of the corporate governance elements of these
issues (Bae et al., 2018, 2021; Masud et al., 2018a,
2019; Khan et al., 2013). Moreover, both developed
and developing countries are seeing an increase
in the number of corporate sustainability studies
(Rashid, 2021; Khan et al., 2021; Bose et al., 2020a).

1.1. Theory formulation and CSRE

Prior study of CSR investment, CSR performance,
CSR disclosure, and corporate governance exten-
sively used several theories, including agency the-
ory, resource dependency theory, resource-based
view, intuitional theory, legitimacy theory, sig-
naling theory, and stakeholder theory (Oh et al.,
2011; Harjoto & Laksmana, 2016). Most recent re-
search on CSR investment and corporate govern-
ance explored the importance of ownership and
board characteristics elements in the CSR invest-
ment decisions (Bae et al., 2018, 2021; Rahman et
al,, 2021; Khan et al., 2013, 2020; Jahid et al., 2020;
Masud et al., 2018a). Based on the prior literature,
the study used agency cost and stakeholder’s the-
oretical approach to best explain the relationship
between CSR expenditure and corporate govern-
ance from an emerging economy perspective (Bae
et al,, 2018; Masud et al.,, 2018a). The study uses
ownership structures prominently influenced by
the CSR expenditure decision. The study incorpo-
rated agency theory to explain the research frame-
work because agency conflicts have a significant
impact on the CSR decision (Rashid et al., 2021;
Oh et al., 2011; Harjoto & Laksmana, 2016). In
general, there is a conflict between an owner and
an agent because of the benefits and short-term
nature of investment decisions. To avoid these
conflicts, shareholders can work to develop a pos-
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itive reputation for their independence from man-
agement, management guidance, and work ethic
(Rashid et al., 2021). At the same time, a board
can monitor top management policy, regulation,
and implementation regarding CSR expenditure
and investment. Therefore, monitoring and con-
trolling board activities mitigate agency conflict
and enhance board CSR performance. CSR ex-
penditure delivers a powerful message to a vari-
ety of stakeholders, reducing agency conflict and
ensuring management commitment to long-term
development.

Stakeholder theory promotes the relationship be-
tween business and different interested groups,
including customers, lenders, suppliers, work-
ers, government, local authority, environmental
groups, non-government organizations, civil so-
ciety, pressure groups, and media. The success of
an organization mostly depends on the effective
engagement of stakeholders. A stakeholder argues
any issue that is non-favorable to the society and
environment. On the other hand, a satisfied stake-
holder can be used as a brand ambassador. To mit-
igate any social threats and detrimental functions
of the business, CSR expenditure can be used as
an important weapon. Moreover, higher CSR ex-
penditure sends a commitment and faithful signal
to the market that enhances a firm’s visibility and
reputations. Under the stakeholder theoretical
lens, CSR expenditure enhances corporation mar-
ket-based value along with restoring reputation
(Khan et al., 2021; Bose et al., 2020b). Furthermore,
experienced and expert stakeholder group sugges-
tion helps management to ensure effective and
timely decisions on a particular issue. In modern
times, stakeholder engagement is treated as a win-
win situation for both the business and a particu-
lar stakeholder group.

1.2. Hypotheses development
1.2.1. Foreign ownership and CSR expenditure

Foreign owners are from different cultures and
geographies and hold different values and knowl-
edge that help promote more CSR expenditure.
Moreover, foreign shareholders are more aware
of regulation and reputation; therefore, they are
most likely to contribute to social awareness pro-
grams (Khan et al., 2013). Foreign ownership also

http://dx.doi.org/10.21511/bbs.17(1).2022.03



enhances the visibility of firms to different market
forces because of positive influences on corporate
governance. Foreign investors are perceived to
have greater aptitude and capability to run busi-
nesses, relying on creativity, technology, excellent
management experience, and inventive ideas to
turn them around (Al-Gamrh et al., 2020). Prior
research has found an association between for-
eign ownership and CSR disclosure performance
that is positive and significant (Al-Gamrh et al.,
2020; Oh et al,, 2011; Khan et al., 2013). Masud
et al. (2018a) and Bae et al. (2018) found a favora-
ble and substantial association between foreign
ownership and the environmental performance
of South Asian countries. Furthermore, Jahid et
al. (2020) and Khan et al. (2013) found a link be-
tween foreign ownership and CSR disclosure of
Bangladeshi listed companies. They came to the
conclusion that foreign shareholders are more
positive when it comes to CSR. However, Khan
et al. (2021) recorded no association between for-
eign investors and sustainability disclosure of
Bangladeshi firms. Based on the theoretical dis-
cussion and literature review, the study proposes
the following hypothesis.

HI: CSR expenditure is positively and signifi-
cantly associated with foreign ownership.

1.2.2. Institutional ownership and CSR
expenditure

Institutional owners are considered powerful con-
trollers in the corporate governance elements be-
cause they hold a large part of the share (Rashid
et al., 2020). Institutional investors can influence
CSR investment decisions because of voting power
as well as expert resources. Normally, institution-
al investors intended a long-time investment hori-
zon that motivates CSR expenditure. Erhemjamts
and Huang (2019) documented that the longer pe-
riod investment nature of institutions promotes
CSR that increases shareholder value. It is also
mentionable that institutional investors have a
very strong business background and experienc-
es in the industry that motivates them to estab-
lish a long-term relationship with the stakeholders.
Prior literature also argued that the institutional
leadership style also explores CSR performance
because of institutional strategic and responsible
leadership. Prior studies of Oh et al. (2011), Masud

http://dx.doi.org/10.21511/bbs.17(1).2022.03
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et al. (2018a), and Bae et al. (2018) documented a
positive relationship between institutional share-
holders and CSR performance.

Moreover, prior literature also argued that in the
absence of long-term investment instruments in
the emerging economy, institutional investors may
be reluctant to promote CSR performance (Rashid,
2021). The most recent study of Al-Gamrh et al.
(2020), Khan et al. (2021), and Bose et al. (2020b)
documented no relationship between institution-
al ownership and CSR expenditure, while Rashid
and Hossain (2021) documented a positive and
significant association between institutional own-
ership and CSR disclosure. They argued that in-
stitutions own a major amount of a company’s to-
tal shares; institutional shareholders try to exert
control over managers by using various disclosure
tactics, which puts enormous pressure on bank
management to promote CSR and leads to greater
CSRD. Therefore, based on the theoretical discus-
sion and literature review, the study set the follow-
ing hypothesis.

H2: CSR expenditure is positively and significant-
ly associated with institutional ownership.

1.2.3. Director ownership and CSR expenditure

Directors of a firm are mandated for key deci-
sions in the business; therefore, they have active
and influential access to the investment decision.
Moreover, directors have agency conflict with the
owners, so that they like to show business per-
formance in the short term (Khan et al., 2013;
Oh et al,, 2011). In the changing business envi-
ronment, directors are facing different types of
pressures from the stakeholders’ group; as a re-
sult, they are interested in investing in CSR pro-
jects to mitigate internal and external conflicts.
Director shareholding encourages management
for more CSR expenditure and activities because
of managerial reputation. CSR expenditure en-
hances corporation visibility because sharehold-
ing directors are more communicative, energetic,
and ambitious about financial, social, and envi-
ronmental performance. Moreover, they transfer
many responsibilities to resourceful and capable
personnel (Oh et al., 2011). Director shareholding
plays an active role in promoting social and en-
vironmental issues to gain stakeholder attention
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(Khan et al., 2013). Jia and Zhang (2012) docu-
mented two reasons for promoting CSR by the
director ownership, including risk-taking be-
havior by the manager and credible signal to the
external shareholder. Further, a prior study also
argued that holding managerial shares, directors
would be reluctant to promote CSR because they
will play a vital role in decision-making. It is also
considered that managers (agents) will work for
their benefits rather than owners (principal) or
stakeholders because of the long-term nature of
CSR benefits (Masud et al., 2018a).

Prior studies reported mixed results between
CSR performance and managerial ownership. Jia
and Zhang (2012), and C.-Y. Huang and S. W.-L.
Huang (2009) reported a positive and significant
relationship between CSR performance and di-
rector ownership because of reducing agency con-
flicts. Bae et al. (2018), Masud et al. (2018), Oh et
al. (2011), and Khan et al. (2013) reported a nega-
tive and significant relationship between CSR per-
formance and director ownership. Goergen and
Renneboog (2010), Li and Zhang (2010) reported a
non-significant relationship between CSR perfor-
mance and director ownership.

Based on the literature review, a few studies con-
sidered the impact of actual CSR expenditure on
corporate governance. To investigate the research
question based on the literature gap, the goal of
the study is to see how much ownership structure
affects CSR spending. To the best of the authors’
knowledge, this is the first study that is consider-
ing CSR expenditure to evaluate the relationship
between ownership structure and CSR expendi-
ture. Based on the theoretical discussion and liter-
ature review, the following hypothesis is proposed:
H3: CSR expenditure is positively and signifi-
cantly associated with director ownership.

2. METHODOLOGY

2.1. Sample selection

The study considered financial institutions listed
on the Dhaka Stock Exchange covering a period
of 2007-2019 years. DSE has 53 listed financial
firms (30 banks and 23 non-banks). The study
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used secondary data sources to collect dependent
and independent variables. Annual reports of fi-
nancial firms are considered to manage financial
data sources. On the other hand, CSR data is gath-
ered from the Bangladesh Bank (BB, the central
bank of Bangladesh) published reports. BB quar-
terly published CSR reports of the financial sector.
Previous research has shown that the annual re-
port is a more reliable source for measuring corpo-
rate governance and CSR data (Khan et al., 2021;
Bose et al., 2020a, 2020b; Masud et al., 2018a).

The study selected 2007 to 2019 as the sam-
ple year. From the year 2007, BB first published
Banking firms’ CSR data. Moreover, BB prom-
ulgated CSR regulation in 2008 and mandated
tax rebates on CSR expenditure (Masud et al.,
2018a; Bose et al., 2020b). From the year 2012,
BB also published non-banking firms” CSR data.
Therefore, the study has incorporated all CSR ex-
penditure data from the beginning (2007) to the
end (2019) for a most credible result. From the
beginning, the study has documented 574 obser-
vations during the study period. Later, missing
financial and non-financial data were deducted,
including CSR data, ownership data, and finan-
cial data. Finally, the study managed 461 firm-
year observations. Therefore, the study collected
all 53 financial firms’ 461 firm-year observations
for the last thirteen years (Table 1).

Table 1. Sample selection

Year Total Actual
financial firms observations

2007 30 07
2008 . . . . .
2009 . " . . .
00 0 30 30
2011 . " E . " .
2012 . . . " .
a3 s S so
2014 . 5 . " .
2015 . . | . " .
2016 . . . " .
2017 . 5 . " .
o018 sz e
2019 . . . . .
CTotal sz el

http://dx.doi.org/10.21511/bbs.17(1).2022.03
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Table 2. Variable definitions and measurements

" Ab. form : Exp. sign ' Measurements
Dependent variable

CSRE was measured as a ratio of total CSR expenditure scaled by total

Variables

CSR expenditure CSRE : revenue.
Independent variables
Ownership structure
Foreign ownership _FRNO : +  Percentageof shares held by foreigninvestors
Institutional ownership LANSO G F.. Percentage of shares held by institutional investors
Director ownership DRTO +/— : Percentage of shares held by insider directors
Control variables
“‘E.i‘g‘a“rd size ; _ BsIZE o .E.Eercentage of total directors sit on the board
Independent director IND +
Fimsize e FSIZE e e
Returnonassets . LROA ..t Netincomedivided bytotalassets
Leverage -
Advertising expenditure ,
Age + er of years in business
VYeardummy YD . - Yeardummy was created for twelve years.

2.2. Variable measurement
2.2.1. Dependent variable

The study used CSR expenditure (CSRE) as a
dependent variable to find the impact of own-
ership structures on it. Bangladesh Bank (BB)
guided eight areas, including education, health-
care, climate risk management, environment, in-
come-generating activities, infrastructure, cul-
tures and others for the financial sector to spend
money as CSRE. The prior studies extensively
used CSR disclosure and CSR rating to meas-
ure CSR performance (Masud et al., 2017, 2018a,
2019; Bae et al., 2018, Khan et al., 2013, Jahid et
al., 2020; Oh et al., 2011). Disclosure-based CSR
performance failed to capture the corporation’s
actual commitment and contribution to CSR ac-
tivities (Bose et al., 2020b). Prior studies also crit-
icized that content-based disclosure studies only
considered either reported or do not report infor-
mation in the line of guided agendas (Bose et al,
2020b; Abeysekera, 2014). Moreover, non-finan-
cial or non-monetary-based information is unable
to predict actual benefits driven from financial or
monetary activities. Thus, actual CSR expenditure
activities can show a firm’s real achievement and
commitment to these activities (Bose et al., 2020b).
The study likes to argue that CSR expenditure viv-
idly explains the motive of the management to use
money in this area. Following the study of Khan
et al. (2021), Bae et al. (2021), Bose et al. (2020D),
and Bhattacharyya and Rahman (2020), the study

http://dx.doi.org/10.21511/bbs.17(1).2022.03

incorporated CSRE to explore the research goals.
To measure the CSRE ratio, the study scaled total
CSR expenditure by total revenue. CSRE data is
managed from BB’s quarterly published report.

2.2.2. Independent variables

The study used different corporate governance ele-
ments as independent variables, including owner-
ship structure. The study used foreign ownership
(FRWO), institutional ownership (INSO), and di-
rector ownership (DRTO) following the studies by
Jahid et al. (2020), Masud et al. (2018a, 2019), and
Bae et al. (2018). The definition and measurement of
corporate governance data are presented in Table 2.

2.2.3. Control variables

This study used several control variables, includ-
ing board size (BSIZE), independence director
(IND), firm size (FSIZE), firm age (AGE), profit-
ability (ROA), leverage (LEV), and advertising
expenditure (ADV) following Bae et al. (2021),
Bose et al. (2020a), Jahid et al. (2020), Masud et
al. (2019), Khan et al. (2013), and Oh et al. (2011).
In addition, certain alternative variables were em-
ployed to test the study’s robustness. The measure-
ment of all variables is given in Table 2.

2.2.4. Data estimation model

The study used unbalanced panel data. As the data
of this study are static in nature, general regres-
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Table 3. Descriptive statistics

Variable Obs. Mean Std. dev.
CSRE o 060 0005 . . 0.006
FRNO 461 3.311 7.714
wso T e es T a0s
DRTO 461 38.566 15.487
e Tt S e
FRND o 260 0,550
ROA o 6 0.006
ROE o 6L 0053
LEV 461 0.049
T 1211
ADY 361 1.587
AGE 461 8.590

Note: Variable definitions and measurements are given in Table 2.

sion analysis fits best to estimate the relationship
between CSRE and ownership structure. To ana-
lyze the link between the dependent and inde-
pendent variables, the ordinary least square (OLS)
regression model was utilized. Moreover, the
study checked the fixed or random effect model
by using the Hausman test. Hausman’s test results
provided that the fixed effects model runs at a 1%
level of significance. The estimated OLS model is
as follows:

CSRE, =a, + B FRNO, + B,INSO, +
+BDRTO, + B,BSIZE,, + B,IND, +
B.FSIZE, + B,AGE, + B,ROA, + @
+B,LEV,, + B,,ADV,, +

+B,YEAR DUMMY, +¢,,

where CSRE = a ratio of corporate social responsi-
bility expenditure scaled by total revenue by each
sample firm; a, = the constant; g, = error terms; [31
to B, = the coefficients of the variables defined in
Table 1, and 7’ and ‘¥ = the number of banks and
periods, respectively.

3. EMPIRICAL
RESULTS

3.1. Descriptive statistics
The mean and standard divisions (SD) are used to

measure the overall performance of Bangladeshi
listed financial institutions. Table 3 presents the

30

descriptive data of the sample organizations. The
CSRE has a mean of 0.005, which indicates sam-
ple firms spend on average one to two percent of
total revenues as CSRE. CSR expenditure of fi-
nancial firms is different from each other and
CSRE is very limited in amount. Among the own-
ership structure, most of the shares are controlled
by the directors as the percentage of their share-
holding is 38.57 percent, while institutional and
foreign ownership is 16.81 percent and 3.31 per-
cent, respectively. There is a substantial possibility
that directors can influence the board in all deci-
sion-making. The average board size is 13 percent,
where the average size of independent and foreign
directors is 0.17 and 0.23, respectively.

3.2. Correlations matrix

The correlation coeflicient between any pair of
variables utilized in this investigation is shown in
Table 4. It shows whether the correlation between
the variables is substantial in a negative or posi-
tive way. Table 4 shows that CSRE is positively and
significantly associated with directors’ ownership,
the board size, independent directors, firm size,
leverage, and advertising expense. On the contra-
ry, CSRE is negatively significant to ROA; it indi-
cates higher financial performance, lower contri-
bution to CSRE. These results may help in further
regression analysis.

3.3. Bivariate analysis

Multicollinearity is a critical issue to verify the cor-
rectness of a model, since one predictor variable in

http://dx.doi.org/10.21511/bbs.17(1).2022.03
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Variable | CSRE FRNO INSO | DRTO BSIZE IND FSIZSE ROA @ LEV : ADV  AGE
ORE T T - - o A A O
FRNO 1 - -
NSO ~0.178™ - -
DRTO -0.094™ - -
S S S - -
IND | 0088 0189 - - wl R
FSIZE -0.103™" 1 - - - -
A R S R s o - e
LEV. 0353 0154 247 06257 —04197 1 - -
ADV —-0.003 24 0.158 064
AGE 0.110" £ 0092° | 0307 -0178" 0037 | 0054 @ 1

Note: Variable definitions and measurements are given in Table 2. “p <0.10, ” p < 0.05, and ™" p < 0.01.

a multiple regression model might linearly predict
others. When the correlation coeflicient between
any two variables exceeds 0.90, it becomes an is-
sue (Black et al., 2010). The strongest correlation
coefficient in this study is between business size
and leverage; it is 0.625, which is less than 0.90, as
shown in Table 4. As a result, there is no concern
with multicollinearity in this study. In addition,
the study used the variance inflation factor (VIF)
test to see if the model has a collinearity problem.
Table 5 shows that all values below the threshold
of 10 indicate that there is no multicollinearity
among the variables in the study (Hair et al., 1995).

3.4.Regression results

The association between ownership structure and
CSRE performance is seen in Table 5. Static mod-
els such as pooled OLS, fixed effect, and random
effect models were used in the study. The explan-
atory variables explained nearly 44% of the varia-
tion in the dependent variable “CSR expenditure,”
according to the adjusted coeflicient of determina-
tion (Adj. R?). The study can take the unmistak-
able conclusion that this empirical model fits the
data well as the p-value of the F-test is statistically
significant (17.37, p < 0.01). The pooled OLS mod-
el shows a statistically significant impact of own-
ership structure on CSRE performance. However,
endogeneity in ownership pattern is not a concern
for Asian firms; Bangladeshi firms are relatively
stable over time. Additionally, the present study
has used the year dummy to deal with the hetero-
geneity issue by using year-fixed effects.

Table 5 presents the regression result of the study.
The study finds that FRNO is positively and signif-

http://dx.doi.org/10.21511/bbs.17(1).2022.03

icantly associated with CSRP (p < 0.01). Therefore,
HI is accepted and the result is consistent with the
studies by Masud et al. (2018a), Bae et al. (2018),
Khan et al. (2013), and Oh et al. (2011). The result
implies that the higher the percentage of foreign
ownership, the greater the extent of CSR expend-
iture. Therefore, the banks are suggested to in-
vite more shareholders from foreigners. As for-
eign shareholders are more sincere to protect the
stakeholder interests, they are more intended to
create pressure on the firm management to invest
more in CSR functions. On the other hand, the
study found an insignificant association between
INSO and CSRE. Hence, the study rejects H2 and
the result is consistent with the studies by Khan
et al. (2020), Bose et al. (2020), and Al-Gamrh et
al. (2020). Bose et al’s (2020b) study of CSR ex-
penditure and market value found no association
between higher CSRE and institutional ownership
of Bangladeshi banks also supports the findings.
Moreover, a recent study by Khan et al. (2021) al-
so documented no association between sustaina-
bility quality reporting and institutional owner-
ship of Bangladeshi banking firms. The result is
contradictory but convincing in the context of
an emerging economy because emerging econo-
mies like Bangladesh have no a long-term pension
fund and sufficient mutual fund for institutional
investors (Rashid, 2021). The results provide an
insight that institutional owners do not influence
CSR expenditure. Since institutional owners are
more firm productivity-oriented than other own-
ers in Bangladesh (Rashid et al., 2020), they may
be reluctant in contributing to CSR investment. It
is also mentionable that INSO average sharehold-
ing is about 17 percent that is difficult to influence
controlling investors. Prior studies pointed to less
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Table 5. Regression results

. . OLS regression Fixed effect Random effect
Variable Exp. sign VIF
CSRE CSRE CSRE
0.00013™ 0.00013™ 0.000117"
FRNO e 1.17
(0.00003) (0.00003) (0.00003)
0.00001 0.00001 —0.00001
INSTO 4 B
(0.00002) (0.00002) (0.00002)
0.00007""" 0.00007""" 0.00006™"
DRTO /- T 1.49
(0.00002) (0.00002) (0.00002)
0.00024"" 0.00025™" 0.00022™"
BSIZE e 1.51
(0.00007) (0.00007) (0.00007)
0.01657""" 0.01783"" 0.01097""" :
IND e H 1.45
(0.00320) (0.00322) (0.00282) i
H 0.00235™" 0.00241""" 0.00231"" H
FSIZE P 2.24
(0.00025) (0.00025) (0.00025)
: —-0.09193™ -0.09868" —0.02142
ROA T e e e 1.44
(0.04027) (0.04007) (0.03855)
—0.00360 —0.00530 0.00324 :
LEV SOt tetutotsint SO SOOI vt totesstsvs NS S e ses s )12
(0.00614) (0.00614) (0.00606) H
0.17184™" 0.16814"" 0.19405™"
ADV e T B 1.16
(0.03974) (0.03953) (0.04112)
-0.00261"" —-0.00233"" -0.00321""
AGE 0 P mmmmmmmmmmm—m— 1.60
‘ (0.00078) (0.00078) (0.00076)
Year dummy Included
Constant i —0.05086 —-0.05312 -0.05431" ¢
(0.00600) (0.00582) (0.00576) :
F-statistics 17.36733*** 33.69531*** -
0.46591 0.43480 -
0.43908 0.40642 ? -
Observations 461 461 461

Note: Variable definitions and measurements are given in Table 2. Standard errors in parentheses. * p < 0.10, " p < 0.05, and

" p<0.01.

than 50 percent of shareholding investors being
unable to influence firm performance positively
(Al-Gamrh et al., 2020).

In the ownership structure, the last variable is
DRTS, which is positively and significantly asso-
ciated with CSRP (p < 0.01). Hence, the study ac-
cepts H3, and the result is supported by the studies
of Jahid et al. (2020), Jia and Zhang (2012), and
C.-Y. Huang and S. W.-L. Huang (2009). Higher
managerial ownership reduces agency cost and
encourages management to invest more in CSR
expenditure because of managerial and corpo-
rate reputation (Bingham et al., 2011), closely tied
to the firm as a general shareholder (Goergen &
Renneboog 2010), encourages strict monitoring

32

and controlling to any socially irresponsible in-
vestment and behavior (Goergen & Renneboog,
2010), and creates opportunities to establish busi-
ness goals (Li & Zhang, 2010). The study docu-
mented that the average DRTO share is 39 percent
that can control the investment decision over CSR
expenditure. Moreover, prior studies also argued
that higher shareholding by the director reduces
CSR performance because of time horizon, per-
sonal interests, and lack of stakeholder engage-
ment (Dam & Scholtens 2013). Hence, the study
tends to believe that more DRTO helps manage-
ment consider CSRE as a strategic issue rather than
philanthropic that will carry more opportunities
and eliminate possible threats. CSR expenditure
is a very new concept in Bangladesh, which enjoys

http://dx.doi.org/10.21511/bbs.17(1).2022.03



limited social and institutional pressures (Khan et
al., 2021; Bose et al., 2020b). Therefore, at this mo-
ment, it is required to establish strict monitoring
and controlling mechanisms that can be done eas-
ily by managerial investors. The result implies that
the greater the percentage of director shareholders,
the higher the level of CSR expenditure. The result
is also consistent with the recent CSR expenditure
study by Bose et al. (2020b), while they argued that
higher CSR expenditure increases higher financial
performance.

The study also considered a set of control variables,
and the results indicate that BSIZE, IND, FSIZE
and ADVE are positively and significantly related
with CSR expenditure (p < 0.01), and the result is

Table 6. Sensitivity analysis

Banks and Bank Systems, Volume 17, Issue 1, 2022

followed by Masud et al. (2018), Bae et al. (2018),
Khan et al. (2013), and Oh et al. (2011). Moreover,
ROA and AGE are negatively and significantly as-
sociated with CSRE, while LEV has no association.

3.5. Robustness tests

To prove the authenticity, the study incorporated
additional sensitivity analysis. If the main OLS
(Table 5) result is similar to the additional analysis
(Table 6), the findings are robust. For robustness
check, the study used alternative variables both
for dependent and independent variables. First,
the study used an alternative dependent varia-
ble measured as a ratio of total CSR expenditure
scaled by total assets (column 2) and found simi-

Variable CSRE/Assets FRNO = FRND ROA = ROE FSIZE = Revenue
0.00001"" ; - ; 0.00013"" 0.00012""
FRNO P
000000) e 000003) . .. (000003)
NSTO ..7000001 000001 000001 . .. 000001
...000001) o (000002) . . (000002) (000002)
0.00001""* 0.00007°" 0.00007""
DRTO e e e e e e e e et e e e e e e e e e e e es
...{000000) o (000002) (0.00002)
0.00002°" . . 0.00026""
BS/ZE e e e e e e e e e e e e e e e e e e e e et aa e
...000001) o (000007 (0.00007) 000007)
0.00136™" . 0.01716""
IND et e e e e e e e s e e e e et e e e e e e e e e e e e e e e e e e e e e e e s e e e e e e e e e e e e e e e
(0.00025) il (0.00328)
FSIZE s
-0.12155"
ROA
(0.04175)
0.00128
LEV
(0.00625)
0.18963""
ADV e i T s e L D D
o (0:00315) (0039 (0.04054) .
AGE L.o0.000277 70002917 ~0.00233° -0.00210°"
..{o.0000e) o Go.......10.00078) .. (0.00079) .
ROE = o
- - 000212
REVENUE 44444444444444444444444444444444444444444444444444444444444444444444444444
S SRR (0.00026)
- 0.00197"" - -
FRND et e e e e e et e e e e e e e e e e e e e e e e e e e e e e e
- (0.00037) : - -
Year dummy Included
Constant 7000373 T -005098"
.10.00048) _ (00059%6)
F-statistics 15146671 L. A7oa0sares
R 043207 9
Adj. R? 0.40355 0.44758 0.43766 0.41152

Note: FRND presents the number of foreigners on the board; REVENUE indicates the log of total revenues of the individual
firm; ROE represents net income divided by total equity. Standard errors in parentheses; " p <0.10, " p < 0.05, and ™" p < 0.01.
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lar results to the baseline model. Second, the study
took FRND as an alternative proxy of FRNO (col-
umn 3) and reported a positive and significant as-
sociation (p < 0.01), which is also similar to the
baseline model. Third, the study considered ROE
as an alternative proxy of ROA (column 3) and
documented similar findings of the baseline mod-
el. Finally, the study replaced firm REVENUE in-
stead of FSIZE, and the results remain unchanged.
Additionally, every model’s results are in line with
the baseline model that proves the study as robust.

4. DISCUSSION

CSRE is considered a crucial corporate management
mechanism to support sustainability performance
and value creation. BB’s environmental and CSR
policies and regulations have influenced the bank-
ing sector to become a sustainable leader. As a result,
from 2010 to 2019, the financial industry spent more
than doubled its CSR activities. The study chose fi-
nancial organizations from 2007 to 2019 to investi-
gate the elements that determine the impact of cor-
porate governance on CSR expenditure. The prior
literature suggested that the institutional regulato-
ry environment and stakeholder engagement could
better explain CSRE and ownership.

The study tested ownership structure variables,
and the result pointed out that the nature of CSR
expenditure of the country’s financial sector firms
majorly depends on the corporate governance ele-
ments. The study reported that foreign sharehold-
ing significantly influenced more CSR expenditure.
The study believes that cultural differences, best
industry practice experience, and more ingrained
attitudes influence foreign investors to take posi-
tive action of higher CSR expenditure. Moreover,
a foreign investor likes to share the host country’s

social and environmental experiences in the new
business environment because of engaging stake-
holders and creating a positive impression of the
business. Bangladesh is an emerging economy,
therefore, policymakers and business management
should invite more foreign investors to change the
prevailing business environment and enjoy com-
petitiveness. On the other hand, the study did not
find any significant value of institutional share-
holding that is very surprising but consistent with
the prior study. Institutional investors invest in
the long-run project, but in Bangladesh, long-run
business products are absent (Rashid, 2021). It is
also noteworthy to mention that the capital and
money market of the country is run by short-term
investment funds, including mutual funds and su-
perannuation funds (Rashid, 2021). Moreover, the
shareholding pattern of institutional investors of
the country is minimum, which would be a pos-
sible reason for ignoring CSR expenditure. The
study also used managerial ownership and found
a positive association with CSRE. Directors hold
most of the share that makes them controllers of
the management and business. A higher share-
holding pattern helps them to invest higher CSR
expenditure for gaining business reputation, more
visibility, and market growth. CSR expenditure
helps to create value to the business, therefore
director ownership likes to establish strategical-
ly CSR in the decision-making for future bene-
fits. Director-owners control the business, there-
fore, they want to keep the commitment, actual
CSR expenditure helps them to revise CSR policy
and regulations. Moreover, to check the manager’s
CSR expenditure function, it is also required to
establish a strong regulatory framework because
higher shareholding inspires the director to in-
volve political CSR for showing personal power
and implementing political party’s agenda (Uddin
etal., 2016).

CONCLUSION

The study has significant theoretical and managerial contributions. To the best of the authors’ knowl-
edge, this is the first study of the impact of ownership structure on CSR expenditure. Therefore, the
study has a significant contribution to corporate governance theory. CSR expenditure can be utilized to
measure the performance of the corporate governance element. The monetary nature of CSR function
is the new mechanism to evaluate corporate management commitment and performance. Theoretically,
the study contributed to the agency cost and stakeholders. Higher CSR expenditure can be engaged to
reduce agency conflict because management (agent) will be strictly evaluated by the principal (own-
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er). It will be also very fruitful to the owner to check each monetary CSR function performed by the
management (i.e. audited by a third party, assurance statement). On the contrary, stakeholder theory
contributes to the stakeholder engagement mechanism through CSR expenditure. Different stakeholder
groups can scrutinize the actual amount of money used by the name of CSR. Visible CSR expenditure
efficiently and effectively communicates between stakeholders and management that will ultimately en-
hance market reputation, transparency, growth, stability, and performance. Hence, CSRE can be used
as an effective mechanism between stakeholders and management for enhancing trust and confidence.
Moreover, the study has significant managerial and policy implications. Higher CSRE increases profita-
bility and firm value, therefore, strong regulation is inevitable in this sector. Financial firms are utilizing
CSRE for value creation that could be a role model for the non-financial sector. Business management
should use the strategic CSR concept rather than philanthropic. Policymakers should promulgate a ho-
listic mandatory strategic CSR framework to all sectorial firms.

Despite significant contributions, the study is not without limitations. Firstly, the study only consid-
ered listed financial firms. Secondly, it omitted some influential governance variables and the impact
of political CSR expenditure. Thirdly, the study did not incorporate appropriate theoretical setting to
best explain corporate governance and CSR expenditure (i.e. organization identity theory). Lastly, the
study ignored market-driven variables and organizational regulatory forces. Future studies should in-
corporate financial and non-financial firms to investigate all corporate governance elements. Moreover,
a future study can be taken into consideration to investigate regulatory framework, market forces, and
profitability impact on CSR expenditure.
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