Hebron University

Faculty of graduate studies

Corporate Social Responsibility in Listed Companies in Palestine

Securities Exchange (PSE) and its Relation to Profitability

By

Rund "*"Mohamad Bader"* Fannoun Altamimi

Supervisor

Dr.Samir Abuznaid

Submitted in Partial Fulfillment of the Requirements for The Degree of
Master of Business Administration, Faculty of Graduate Studies at Hebron

University, Hebron, Palestine

2010



Corporate Social Responsibility in Listed Companies in Palestine

Securities Exchange (PSE) and its Relation to Profitability

By

Rund "Mohamad Bader' Fannoun Altamimi

This thesis was successfully defended on ---------------- and approved by:
Committee members: Signature

Dr. Samir abuznaid Supervisor

Dr. Marwan Jaload External Examiner

Dr.Sharif Abukarsh Internal Examiner



DEDICATION

To my parents
My Father, my model & pacemaRer, thank you for your
encouragement and insistence on us to be better and give

more.

My Mother, thanks for always being there for me, whenever
I needed you, you were there with open arms.

To my father and mother in law thank you for your
continuous encouragement

To my husband, words can't honor you, thanks for your
support, without you I wouldn't succeed.

To my children, zainah, youcef and youmna

To my sisters and brothers, life worth's nothing without you

To all of my family

I dedicate this work,



ACKNOWLEDGEMENT

First and foremost | wish to express gratitude to my supervisor Dr.Samir Abuznaid for

his continuous support and valuable comments.

Thanks also go to the panel of examiners for their precious time and comments.

I would like to thank the MBA Program team who enables me and others to engage in

such an enlightening, enjoyable and momentous intellectual experience as this.
I owe special thanks to all the teaching staff in business administration master
programme in Hebron University for their readiness to give of their time and knowledge

through their constructive advice and guidance throughout the process of this thesis.

My sincere appreciation goes to Dr. Raja Osaily for her support and continuous

enthusiasm to bring out this study.

Special thanks go also to my colleagues from the MBA program for their cooperation and

their constructive discussions.

| also express my gratitude to the respondents of the study who participated in my

survey; their candid responses contributed to the achievement of the study objectives.

Last but not least, | wish to thank all who have, directly and indirectly contributed to my

research and coming up with this work.

To all of them, 1 am deeply thankful and God bless you all.



ABSTRACT
Corporate Social Responsibility (CSR) in Listed Companies in Palestine
Securities Exchange (PSE) and its Relation to Profitability
BY

Rund "Mohammad Bader" Fannoun Altamimi

Supervisor
Dr.Samir Abuznaid

This study aims to recognize the extent of applying corporate social responsibility (CSR)
in listed companies in Palestine Securities Exchange (PSE) and its relation to
profitability. Social responsibilities towards workers, environment, marketplace and
community were investigated, the profitability status of listed companies during the
interval (2004-2008) was also investigated using the accounting -based profitability
indicators (return on asset (ROA), return on equity (ROE), net profit margin and earnings
per share (EPS)) and the market-based indicators (market share price (MSP)), the
correlation between CSR and profitability was then investigated. This study aims also to
find out whether there are differences in the application of CSR between listed companies
due to the year of establishment, firm size, sector, CSR motive, CSR application in the
organization structure, manager's educational level, experience and specialization. The
CSR procedural definition in this study encompasses its legal, ethical and discretionary
parts, the economic one was excluded. The descriptive methodology is used, and a survey
questionnaire was directed to (127) branch managers to measure their social
responsibility, only (117) questionnaires were retrieved, that is; (92%) of the population.
Financial information concerning profitability was retrieved from the annual reports
available on their website and on the 2006, 2008 annual guidebooks. Results revealed
high level of social responsibility of listed companies in (PSE); their commitment to the
legal and ethical parts of CSR was higher than that of the discretionary one.

Responsibility towards market place was the highest, followed by responsibility towards



workers, community and then the environment. The insurance sector was the most
profitable sector, while the industry was the least, the service and banking sectors were
the most responsible sectors, while the investment and the industry ones were the least.
(50%) of the population applied CSR to support their images and for altruism, while only
(8%) were seeking profitability. Finally results revealed that listed companies that were
established between (1999-2003) ,companies managed by marketing managers, or
managed by low experienced ones ,were more responsible towards workers, community
and environment, while older companies, companies managed by managers with
specializations other than marketing ,business administration, accounting or finance ,or
managed by high experienced managers were more responsible towards marketplace.
Results also revealed that companies with more capital, higher number of workers, and a
CSR department were more responsible than others.

The researcher has come out with several recommendations directed to three different
parties, some are directed to corporations, such as cooperating to offer huge voluntary
projects to the local community such as infrastructure projects, others were directed to the
legislation council such as providing privileges to socially responsible companies, for
example; tax deduction, and finally suggestions are made for further researches such as

studying this issue from other stakeholders' points of views.
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CHAPTER 1
THE PROBLEM AND ITS BACKGROUND

1.1 Introduction:

Businesses have traditionally defined themselves purely as economic entities maximizing
returns for their owners. Today, however, business organizations are being called upon to
play a broader role in society. The need for companies to redefine themselves as
economic and social entities is embodied in the concept of corporate social responsibility
whereby companies are increasingly being called upon to be good corporate citizens in
the Communities in which they conduct their business operations. This important view is
strengthened by what is called the triple bottom line, that is, the obligation on companies
to care for three distinct dimensions which are: the financial health of the company and
the need to increase stakeholders’ wealth, the safety of workers and products, the well
being of the natural and social environment in which companies operate (Mak'ochieng,
2003)

Corporate social responsibility (CSR) is viewed as a comprehensive set of policies,
practices, and programs that are integrated into business operations, supply chains, and
decision-making processes throughout the company and usually include issues related to
business ethics, community investment, environmental concerns, governance, human
rights, the marketplace as well as the workplace. (Wildfeir-Field, 2008)

Rating agencies like Kinder Lynden burg Domini (KLD) and Ethical Investment
Research Service (EIRIS) have come up with large lists of issues they consider as CSR
activities such as charitable giving, relations with indigenous people, the compensation of
top management, employment of women, minorities and disabled, the retirement benefit
program, the firm’s liabilities for hazardous waste, use of recycled materials and
alternative fuels, etc (Dam, 2006). Also many corporate activities that further social
welfare are mandated by law, such as equal employment opportunity and medical leave
(Barnett, 2005).

Each company differs in how it implements corporate social responsibility. The

differences depend on such factors as the specific company’s size, the particular industry



involved, the firm’s business culture, stakeholder demands, and how historically
progressive the company is engaging in CSR. For successful implementation, it is crucial
that the CSR principles are part of the corporations values and strategic planning, and that
both management and employees are committed to them. Furthermore, it is important that
the CSR strategy is aligned with the company’s specific corporate objectives and core
competencies (Tsoutsoura, 2004)

So, does CSR build or destroy corporate wealth? Should corporations worry about their
social impact? Or should they just go for profits and trust that everything else will fall
into place?

From an economic perspective, companies would be expected to engage in such activities
if the perceived (measured or unmeasured) benefits exceeded the associated costs in the
view of the decision-making entity. Recent theories of CSR conjecture that companies
engage in “profit-maximizing” CSR, based on anticipated benefits from these actions.
Examples of such benefits might include reputation enhancement, the potential to charge
a premium price for its product(s), or the enhanced ability to recruit and retain high
quality workers. (Paul & Siegel, 2006)

Corporate social responsibility is now widely accepted as a major contributor to company
profitability. Profitability is defined as the ability of a firm to generate profit. Most of the
empirical researches examining CSR and financial performance or profitability suggest a
positive relationship. There have been a number of well-cited references such as
(Cochran and Wood, 1984; Margolis and Walsh, 2003) and the meta-analyses by
(Orlitzky, Schmidt, and Reynes, 2003) providing a thorough examination of empirical
research that extends over five decades. Despite the quantity of empirical studies and the
academic rigor applied in comprehensive reviews of this literature, the relationship
between CSR and financial performance is far from clear. Financial performance is
typically defined in such studies in terms of either (short- or long-run) stock prices or
accounting profitability (e.g., return on equity, return on asset, return on investment, or
net profit margin) .(May, 2006)

This study aims to explore the reality of applying social responsibility in listed companies
in Palestine securities exchange (PSE) and its relationship to profitability. These

companies were chosen according to their importance and role in the Palestinian



economy, besides that the application of corporate social responsibility needs huge
expenditures and thus huge capital that listed companies in the PSE. The results and
recommendations of the study are supposed to better clarify the CSR issue to the target
population, help them to identify more opportunities to gain a competitive advantage,
increase the trustworthiness of the firm and strengthen relationships with important
stakeholders, decrease transaction costs and thus leading to financial gain Thus, from
this angle, one can view CSR as an investment, perhaps with sizeable financial returns, in

addition to or despite any benefits that might accrue to society.

2.1 Statement of the problem:

The main problem of this study is to recognize the extent to which listed companies in
(PSE) apply corporate social responsibility and explore its relationship to profitability.
To achieve the objectives of the study, the researcher intends to answer the following
main question:

To what extent CSR is being applied in listed companies in Palestine securities
exchange (PSE) and its relation to profitability?

This leads to the following sub-problems:

1. To what extent CSR is being applied in listed companies in (PSE) mainly in the
following fields: responsibility towards workers, environment, marketplace and
community?

2. What is the profitability status of the listed companies in (PSE) during the interval
(2004-2008)?

3. What is the relationship between being socially responsible and the profitability
of the listed companies in (PSE) during the interval (2004-2008) measured by
(ROE, ROA, EPS, profit margin and MSP)?

4. Are there any differences in the application of CSR in listed companies in PSE
according to the year of establishment, firm size (expressed by firm's capital and
number of employees), sector, CSR motive, CSR application in the organization
structure, manager's experience, manager's educational level, and Manager's

specialization?



3.1

Objectives of the study:

The study aims to achieve one major objective that is to:

4.1

Explore the extent of applying corporate social responsibility (CSR) in listed

companies in Palestine securities exchange (PSE) and its relation to profitability.

This leads to the following minor objectives:

1)

2)

3)

4)

Measure the extent to which listed companies in Palestine securities exchange
(PSE) apply corporate social responsibility (CSR) in the following fields:
responsibility towards workers, environment, marketplace, and community.
Recognize the profitability status of the listed companies in Palestine Securities
Exchange (PSE) during the years (2004-2008),using the profitability indicators
(1) return on asset(ROA),(2) return on equity (ROE), (3) earnings per
share(EPS),(4) net profit margin, and (5) market share price(MSP).

Explore the relationship between being socially responsible and the profitability
of the listed companies in the (PSE) during the interval (2004-2008), measured by
ROA, ROE, net profit margin, EPS, and MSP.

Explore whether the application of corporate social responsibility differs between
the listed companies in PSE due to (1)the year of establishment,(2)firm size
expressed by the firm's capital and number of workers,(3) sector, (4)CSR motive,
(5)CSR application in the organization structure,(6) manager's experience, (7)

manager's educational level, (8)and specialization.

Significance of the study:

The importance of this study falls into three main categories:

1.4.1 Scientific importance: This study aims to add value to the Palestinian literature

specifically in the field of corporate social responsibility, since there are few studies in

Palestine concerning this area as far as the researcher is aware. Also this study may be

capable at generating further studies in the same field.

2.4.1 Practical implications:

1.2.4.1 Regarding corporate sector: the importance of this study lies in its attempt to

find out the relationship between applying corporate social responsibility and the



profitability of listed companies in PSE in an objective manner. The results and
recommendations may encourage corporations to identify more opportunities to gain a
competitive advantage, increasing the trustworthiness of a firm and strengthen
relationships with important stakeholders, decreasing transaction costs and thus leading
to financial gain.

2.2..1 Regarding the community: In short, studying corporate social responsibility is
important because businesses are part of the wider social system. A local community has
a strong impact on the survival of business since business derives some of its inputs like
human capital from the community. Likewise, society has the expectation that business
will take active steps to assist it to solve some of its social problems. (Mak'ochieng,
2003).When corporations realize the importance of social responsibility to its existence;
they will serve communities through adoption of social programs, which will provide

social benefits to community members.

5.1 Scope and limitations of the study:
1.5.1 The scope of the study
1.1.5.1 Place scope: This study is limited to the listed companies in PSE that met the
following conditions:
1 Companies listed before (2004),since the scope of this study extends for five
years from (2004-2008)
2 Shares haven't been suspended from trade during the interval (2004-2008).
3 Only companies in west bank are included; those in Gaza strip have been
excluded.
2.1.5.1 Population scope: This study is limited to the managers of all branches of the
listed companies in PSE that meet the above conditions.
3.1.5.1 Time scope: This study was carried out in the period between (March,15th 2009-
June, 1% 2010).
4.1.5.1 Subject scope: The study is limited to the following parts of corporate social
responsibility: the (1) ethical, (2) legal and(3) discretionary; the economic part has been
excluded. Also only responsibility towards (1) workers,(2) environment,(3) marketplace,

and(4) community has been searched. Responsibilities towards investors and government



have been excluded.

2.5.1 Limitations of the study:
This study is determined by the following:

1. The points of views of only branches' managers of the listed companies, due to
the difficulty of contacting with top level management represented by general
managers ,executives and board of directors. Recommendations and directions by
these companies were to contact with their branches in different cities in
Palestine.

2. Only listed companies before (2004) and those whose shares haven't been
suspended from trade were included, this means (17) company from (41), this was
necessary so that the financial information during the last 5 years is available.

3. The lack of the Palestinian literature concerning the field of social responsibility

in general, and specifically its relation to profitability.

6.1 Glossary, acronyms and procedural definitions of the study concepts:

1.6.1 Glossary and procedural definition:

1.1.6.1Corporate social responsibility:
Carroll (1979) has argued that "The social responsibility of business encompasses the
economic, legal, ethical and discretionary expectations that society has of organizations
at any given point in time, where:
1 Economic: responsibility to produce goods and services that society wants and
sell them at a profit
2 Legal: obey the law which represents the basic “rules of the game” by which
business is expected to function
3 Ethical: behaviors and Ethical norms that society expects business to follow
which are beyond what is required by the law
4 Discretionary: represents voluntary roles
The social responsibility of corporations can be directed to different stakeholders. The

literature that was reviewed categorized these stakeholders in different ways, for



example( Nickels, Mchugh,& Mchugh,2007) considered customers, investors, employees
and the society at large the stakeholders to whom businesses are responsible. While
(Ebert and Griffen, 2007) considered four areas of concern :responsibilities towards the
environment, customers, employees and investors. The European commission developed
and distributed a survey questionnaire to raise awareness in CSR, it categorized areas of
responsibilities to those towards employees, marketplace ,community ,environment and
the corporate values. For the purpose of the study the researcher has chosen to define
CSR consistent with Carroll (1979),with the economic part being excluded ,and to
investigate this social responsibility towards workers, marketplace, community and

environment. In other words the researcher's definition of CSR is " the continuous
commitment of business to behave ethically and legally towards workers ,marketplace,
community and the natural environment, and contribute in voluntary activities towards
them to participate in the economic development and improve the quality of life of the

workforce as well as the local community and society at large."

2.1.6.1 Responsibility towards workers: Committing an ethical and legal behavior
towards workers in addition to participating in voluntary social activities that enhance the
social welfare of workers. By law, business can't practice numerous forms of illegal
discrimination against people in any facet of the employment relationship, such as
discrimination on the gender, origin, or family basis. Also fair salaries, Healthy and safe
workplace conditions, equal opportunities for rewards, employment and promotion,
providing a comprehensive health insurance, and when terminations or layoffs are
necessary treating employees with respect and compassion (Ebert&Griffin, 2007); these
activities meet the companies' legal, ethical and social responsibilities.

Voluntary activities, that corporations are free to engage in, such as granting loans, or on
account payments, offer scholarships to their superlative children, available
transportation, nurseries for working mothers' children, extra health insurance, residential
projects, empowering workers in the discussion of critical issues, financing employees -
who are getting married, Helping employees to maintain proper job skills by evaluating
their performance and training them.

3.1.6.1 Responsibility towards environment: Involves activities that attempt to protect



the natural environment, such as delivery and use of energy (Ebert&Griffin,
2007),Pollution prevention, waste minimization, and recycling (European commission,
Accessed: October 28"™ 2009) conducting educational sessions about environmental
issues, awarding distinguished workers in this area, participating in local or global
environmental conferences, educating people about environmental issues, cooperating
with government to solve environmental issues, and donating to support environmental
issues.(Aburshaid,2006)

4.1.6.1 Responsibility towards market place: Market place involves customers,
suppliers, and other companies including competitors, responsibility toward marketplace
involves activities that meet its social, ethical and legal obligations. (European
commission, Accessed: October 28" 2009) including honesty in contracts and dealings,
committing fair competition (Alghaby&Alamery,2005),insuring consumer rights,
committing its financial obligations on time, providing quality products with fair prices,
taking customers' and suppliers' complaints into account, keeping suppliers aware of
future schedules, negotiate with them on delivery times and fair prices for both sides,
describe its products honestly, labeling them with instructions of use and an address or
telephone number to insure feedback or a way customers can contact with the company
(Ebert & Griffin, 2007), taking the habits and norms of society into account when
advertising, (European commission, Accessed: October 28™ 2009),and Providing after-
sale service. (Essa, 2009)

5.1.6.1 Responsibility towards community: Involves activities such as charitable
donations, sponsoring activities concerning health, culture or sport, supporting
institutions concerning minorities such as women, people with special needs, supporting
the youth, Offering training opportunities to people from local community, open dialogue
with the local community on adverse, controversial or sensitive issues that involve the
company, purchase locally, encourage employees to participate in local community
activities, contributing in solving social problems such as unemployment, or in disasters,
contributing in infrastructure projects, supporting scientific research in universities and
colleges, and giving priority to particular groups when employing such as needy

people(European commission, Accessed: October 28" 2009)



6.1.6.1 Corporate (corporation): A business that is legally considered an entity separate
from its owners and is liable for its owner's debts, owner's liability extends to the limits of
their investments. (Ebert & griffin, 2007, P.92)

7.1.6.1 Profitability: The efficiency of a company or industry at generating earnings
(Total income minus total expenses; synonymous with profit.). (Profitability, accessed:
September 7th 2009)

The measures of profitability that the researcher will use in this study include accounting-
based and market-based indicators. Accounting-based indicators are the same as those
used by (Elyan ,1994) including:

1. Net profit margin

States how much profit the company makes for every dollar of sales. If a company
reports that it earned 6% last year, this statistic usually means that its profit was 6% of
sales.net profit margin can be calculated as follows:

Net profit margin= net income/net sales = ------------ %

A relatively high profit margin is obviously desirable .This ratio gives a measure of net
income dollars generated by each dollar of sales. And both terms of the equation come
from the income statement. (Peavler, accessed: March 6™ 2009).

Net profit margin for each year of the study years (2004-2008) was calculated then the
average was retrieved.

2. Return on assets:

(Also called Return on Investment), it measures the efficiency with which the company is
managing its investment in assets and using them to generate profit. It measures the
amount of profit earned relative to the firm's level of investment in total assets. ROA can
be calculated as follows:

Return on asset (ROA) = net income/total assets =------------ %

Net Income is taken from the income statement and the total asset is taken from the
balance sheet. The higher the percentage, the better, because that means the company is
doing a good job using its assets to generate sales. (Peavler, accessed: March 6™ 2009)
Return on asset for each year of the study years (2004-2008) was calculated then the

average was retrieved.
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3. Return on equity:

The return on total equity measures the return to both common and preferred
stockholders; it measures profitability related to ownership. (Connexions, 2009).This
ratio is perhaps the most important of all the financial ratios to investors in the company.
It measures the return on the money the investors have put into the company. This is the
ratio potential investors look at when deciding whether or not to invest in the company. It
can be calculated as follows:

ROE=Net Income/Stockholder's Equity = %.

Net income comes from the income statement and stockholder's equity comes from the
balance sheet. In general, the higher the percentage, the better, with some exceptions, as
it shows that the company is doing a good job using the investors' money. (Peavler,
accessed: March 6™ 2009]

Return on equity for each year of the study years (2004-2088) was calculated then their
average was retrieved.

4. Earnings per share (EPS):

The net income of a firm divided by the number of its outstanding shares, the shares held

by the stockholders. (Business dictionary.com, accessed: April 4™ 2009)

EPS = net income/ Number of shares outstanding

Earnings per share for each year of the study years (2004-2008) were calculated then the
average was retrieved.

Market —based indicators are also used in this study as many previous studies such as
(Soana, 2005; Webb & Nelling, 2006) including:

5. Market share price:

Is the market price of a unit of ownership in a company, or how much this unit of
ownership is sold at market (Accounting glossary, Accessed: January 15" 2010)

Percentage change in market share price during the interval (2004-2008) was calculated

as follows:
Percentage change in MSP = Average MSP (2004-2008)-MSP (2004) *100%
(2004-2008) MSP (2004)

8.1.6.1 Palestine securities exchange (PSE): Palestine Securities Exchange (PSE) was

11



established in 1996 as a private shareholding company in Nablus city and held its first
trading session on the 18™ of February 1997. The PSE has become a public shareholding
company as on February 2010 responding to principles of transparency and good
governance. The PSE operates under the supervision of the Palestinian Capital Market
Authority and in accordance with the Securities Law No. (12) 2004 and its bylaws, in
addition to modern regulations, which form a strong basis that ensure a fair trading
environment. The PSE strives to provide a market for trading securities and financial
instruments that is characterized by equity, transparency and competence, serving and
maintaining the interest of investors. Today, the PSE has (41) listed companies across
five main economic sectors; banking, insurance, investments, industry, and services. It
common values are: good governance, transparency, efficiency, fairness & equal
opportunity. (PSE, 2010)

2.6.1 Acronyms:

CEO : Chief Executive Officer

EIRIS : Ethical Investment Research Service
EPS : Earnings Per Share

FTSE4 : Financial Times Stock Exchange
GAAP : Generally Accepted Accounting Principles
KLD : Kinder Lynden burg Domini

MSP  : Market Share Price

MMI  : Medicus Mundi International

NGO : Nongovernmental Organizations
PSE : Palestine Securities Exchange

ROE : Return On Equity

ROA  :Return On Asset

ROI : Return On Investment

ROCE : Return On Capital Employed

7.1 The study model:
The relationship between the study variables can be represented by the following model,

in which corporate social responsibility is the independent variable and profitability is the

12



dependent one. See figure (1.1)

Figure (1.1)
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CHAPTER TWO
THEORITICAL FRAMEWORK AND RELATED LITERATURE REVIEW

This chapter consists of two parts; the first is a theoretical framework concerning the
study variables, while the second involves review of related literature and studies.

1.2 Theoretical framework

1.1.2 Corporate social responsibility

1.1.1.2 Meaning of corporate social responsibility:

The meaning of social responsibility in business is ambiguous. While there is no
universally accepted definition of corporate social responsibility, it is usually described in
terms of a company considering, managing and balancing the economic, social and
environmental impacts of its activities. (Brine, Brown, & Hackett, 2007)

Mak'ochieng (2003) has quoted the definition of Carroll(1979) who provided the most
widely accepted four-part modern definition of corporate social responsibility and he has
modified it over the years. According to Carroll “The social responsibility of business
encompasses the economic, legal, ethical, and discretionary expectations that society has
of organizations at any given point in time”. Where the:

Economic responsibility: is the responsibility to produce goods and services that society
wants and to sell them at a profit.

Legal responsibility: The law represents the basic “rules of the game” by which business
is expected to function. Society expects business to fulfill its economic mission within the
framework of legal requirements set forth by the society’s legal system.

Ethical responsibility: represents the kinds of behaviors and Ethical norms that society
expects business to follow. These extend to Behaviors and practices that are beyond what
is required by the law.

Discretionary (philanthropy): These represent voluntary roles that business assumes but
for which society does not provide as clear-cut an explanation as it does for Ethical
responsibility. ( Mak'ochieng, 2003)

The World Business Council for Sustainable Development in its publication "Making
Good Business Sense” by Lord Holme and Richard Watts used the following definition.

"Corporate Social Responsibility is the continuing commitment by business to behave

15



ethically and contribute to economic development while improving the quality of life of
the workforce and their families as well as the local community and society at large.
(Holme&Watts, 2009)

The CSR definition used by Business for Social Responsibility (2002) is: "Operating a
business in a manner that meets or exceeds the ethical, legal, commercial and public
expectations that society has of business."

The European Commission defined CSR as "A concept whereby companies integrate
social and environmental concerns in their business operations and in their interaction
with stakeholders on a voluntary basis."(European Commission, 2002, P.3)

While Heal's (2004) definition of corporate social responsibility: “Corporate social
responsibility involves taking actions which reduce the extent of externalized costs or
avoid distributional conflicts."(Heal, 2004, P.12)

2.1.1.2 Components of corporate social responsibility:

Carroll (1991) has suggested that corporate social responsibilities consist of four main
responsibilities; these components are expressed in table (1.2).

Carroll (1991) has also arranged these components in a pyramid beginning with the basic
building block notion that economic performance under girds all else. At the same time
business is expected to obey the law because the law is society's codification of
acceptable and unacceptable behavior. next is the business's responsibility to be ethical at
its most fundamental level, this is the obligation to do what is right, just and fair to avoid
or minimize harm to stakeholders (employees, consumers the environment and
others).Finally business is expected to be a good corporate citizen this is captured in the
philanthropic responsibility wherein business is expected to contribute financial and
human resources to the community and improve the quality of life.

In sum ,the total corporate social responsibility of business entails the simultaneous
fulfillment of the firm's economic, legal, ethical and philanthropic responsibilities, stated
in more pragmatic and managerial terms, the CSR firm should strive to make profit,

obey the law, be ethical and a good corporate citizen
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Table (1.2)

Components of corporate social responsibility

Economic
component

Legal component

Ethical component

Discretionary
component

It is important to
perform in a manner
consistent with
maximizing earnings
per share

It is important to perform
in @ manner consistent
with expectations of
government and law

It is important to
perform in a manner
consistent with
expectations of
societal mores and
ethical norms

It is important to
perform in a manner
consistent with the
philanthropic and
charitable expectations
of society

It is important to be
committed to beings
profitable as possible

It is important to comply
with various federal
,State and local
regulations

It is important to
recognize and
respect new or
evolving/moral
norms adopted by
society

it is important to assist
the fine and
performing arts

it is important to
maintain a strong
competitive position

It is important to be a
law —abiding corporate
citizen

It is important to
prevent ethical
norms from being
compromised to
achieve the corporate
goals

it is important that
managers and
employees participate
in voluntary and
charitable activities
within their local
communities

It is important to
maintain high level of
operating efficiency

It is important that a
successful firm be
defined as one that
fulfills its legal
obligations

It is important that
good corporate
citizen ship be
defined as doing
what is expected
morally or ethically

it is important to
provide assistance to
private and public
educational institutions

It is important that a
successful firm be
defined as one that is
consistently profitable

It is important to provide
goods and services that
at least meet the
minimum legal
requirements

It is important to
recognize that
corporate integrity
and ethical behavior
go beyond mere
compliance with
laws and regulations

It is important to assist
voluntarily those
projects that enhance a
community' s "quality
of life"

Source: Carroll (1991)
http://www.cba.ua.edu/~aturner/MGT341/MGT341%20Readings/Pyramid.pdf [last

accessed 10th September, 2009]
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3.1.1.2 The Role of Business in Society:

The relationship between the corporate sector and society has become more complex, or
at least the complexities are becoming more recognized. (Mak'ochieng, 2003).

Birch (2003) quoted from Frederick, Davis and Post (1988) their argument that a
business is an integral part of the society in which it operates and as such it is vitally
important for business managers to be aware of the social environment and to interact
with it skillfully and carefully. Business operations occur in a complex social
environment and businesses have a social and moral obligation to take care of the society
in which they operate. If a business fails to take care of its social environment, its long -
term survival may be jeopardized. The company (or organization) needs to change in
response to a changing world, while simultaneously preserving its core values and
purpose. Business needs mechanisms of forward progress, experimentation and
entrepreneurship, or continuous self improvement. It needs to create consistent alignment
to preserve its core values and purpose and stimulate progress. Above all it needs
resiliency and an ability to bounce back from adversity. (Birch, 2003)

Many large companies around the world are beginning to recognize that legitimacy in
society is an active responsibility not a passive one, and that commercial success will
increasingly favors the community—based, stakeholder-inclusive companies .in the twenty
first century businesses have a role to be socially responsible in society for two main
reasons: firstly, a business system in general and the corporation in particular are
creations of society and are enfranchised to function by society; secondly, although the
business system and its constituent institutions are primarily oriented towards economic
goals, the pursuit of economic goals inevitably generates a variety of social effects.
(Mak'ochieng, 2003).

May (2006) has explained this by quoting Shocker & Sethi (1973): “Any social
institution, and business is no exception, operates in society via a social contract,
expressed or implied, whereby its survival and growth are based on: (1) the delivery of
some socially desirable ends to society in general, and (2) the distribution of economic,
social or political benefits to groups from which it derives its power. In a dynamic
society, neither the sources of institutional power, nor the needs of its services are

permanent. Therefore, an institution must continually meet the twin needs of legitimizing
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and relevance by demonstrating that society requires its services and that the groups'
benefiting from its rewards has society’s approval.”’(May, 2006, P.17)

For these reasons, it is inevitable and proper that society should call for businesses to be
more socially accountable and evaluate their corporate performance more broadly.
(Mak'ochieng, 2003)

Companies need to answer two aspects of their operations. 1. The quality of their
management both in terms of people and processes, see business in society (figure 1.2),
the inner circle) 2. The nature and quantity of their impact on society in the various areas.
(Baker, 2009)

Outside stakeholders are taking an increasing interest in the activity of the company(See
figurel.2: the outer circle) what the company has actually done, good or bad, in terms of
its products and services, in terms of its impact on the environment and on local

communities, or in how it treats and develops its workforce. (Baker, 2009)

Figurel.2: Business in society
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Source: Baker (2009): http://www.mallenbaker.net/csr/definition.php[Last accessed on
1st September, 2009]

The long-run interests of business in a reasonably open, flexible, and pluralist society are

better served when business organizations are perceived to adopt an activist posture
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towards society’s problems and discontents than when they are perceived to behave
negatively or with indifference. More people - individuals and groups - are “calling on
business to be more economically, environmentally and socially sustainable; to be
accountable and transparent; to be inclusive, to be ethical and more equitable.
(Mak'ochieng, 2003)

That prosperity for all mankind in the future paradoxically lies in business broadening its
citizenship role and becoming a more conscious and involved social participant. The
challenge for business, therefore, is to find ways of playing its proper role in society
according to the demands of the social will. This is where corporate social responsibility
comes in: it looks at the proper role and impact of business in modern society and decides
whether businesses should just exist to maximize profit or whether they have other
functions in society apart from employing people, making profit, paying taxes and
obeying laws and regulations. It would appear as though the debate about the proper role
of business in the modern society has evolved into two opposing view points. At one end
is the view that the sole responsibility of business in society is to produce economic
goods in response to economic motivation and to maximize the interests of shareholders.
At the other extreme those who hold this view argue that a business organization has
other broader responsibilities to play in the society apart from just maximizing returns for

its owners. (Mak'ochieng, 2003)

4.1.1.2 Other Areas of corporate social responsibility:
In addition to areas of responsibility mentioned in chapter one, which are responsibility
towards workers, environment, marketplace and community) there are other areas of

social responsibility the current study doesn't include that a firm can engage in, such as:

1. Responsibility towards investors (owners or shareholders)

Because shareholders are the owners of a company, it may sound odd to say that a firm
can act irresponsibly toward its investors, but managers can abuse their responsibilities to
investors in several ways. As a rule, irresponsible behavior toward shareholders means
abuse of a firm's financial resources. In such cases, the ultimate loses are indeed the

shareholder-owners who do not receive their due earnings or dividends.
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Aspects of being irresponsible toward shareholders may involve:

Misrepresenting of finances: Certain behaviors regarding financial representation are
illegal. in maintaining and reporting its financial status, every corporation must
conform to generally accepted accounting principles(GAAP).sometimes, unethical
managers project profits far in excess of what they actually expect to earn; others go
so far to hide losses or expenses in order to boost paper profits. They may also slant
their financial reports so as to make their firm seem much stronger than is really the
case.

Improper financial management: organizations or their officers are guilty of blatant
financial mismanagement, offenses that are unethical but not necessary illegal, for
example paying excessive salaries to senior managers.

Insider trading: illegal practice of using special knowledge about a firm for profit or
gain. When someone uses confidential information to gain from the purchase or sale
of stocks. (Ebert & Griffin, 2007)

Managers should work to maximize profit as much as possible, maximize share and firm

value, increase sales, enhance the reputation and image of the corporation, and protecting
the firm's assets. (Alghalby&Alamery, 2008)

2. Responsibility towards government

According to Abu Rshaid (2006) Aspects of responsibility toward government may

involve:

Paying taxes on time and according to rules.

Cooperating with government in its attempts to improve areas of scientific researches.
Reinforcing the reputation of the country and government when dealing with other
countries.

Respecting the civil rights of everybody without any discrimination for any reason
Reinforcing the government's efforts in dealing with social illnesses such as
unemployment

Contributing in solving social, economic and cultural problems hand in hand with
government

Helping the government in training and qualifying individuals in the community

21



3. Responsibility to the development of nation
If companies are involved in international businesses, they must contribute heir effort
towards development of their country by earning foreign currency, earning goodwill and

reputation in global market, make good relationships among nations (Paliwal, 2006)

5.1.1.2 Motives for engaging in corporate social responsibility (CSR):

As we all know, adopting the CSR principles involves costs. These costs might be short
term in nature or continuous outflows. These costs might involve the purchase of new
environmentally friendly equipment, the change of management structures, or the
implementation of stricter quality controls. Since being socially responsible involves
costs, it should generate benefits as well in order to be a sustainable business practice.
(Tsoutsoura, 2004)

A corporation could not continue a policy that constantly generates negative cash flows.
The shareholders invest their money in a corporation, expecting the highest possible risk
adjusted return. Therefore, being socially responsible should have bottom-line benefits in
order to be sustainable. Socially responsible corporate performance can be associated
with a series of bottom-line benefits. But in many cases, it seems that the time frame of
the costs and Benefits can be out of alignment, the costs are immediate, and the benefits
are not often realized quarterly (Tsoutsoura, 2004)

According to the literature reviewed by the researcher, she has noticed that different
headlines refer to the same context .some researchers called them drivers, or reasons,
others called them motives or even benefits, whatever they are called, they all almost
agree on the same reasons for why corporations should engage in CSR.The researcher has
summarized the efforts of previous researchers in the following points:

1. Profit

Is a key motive to engage in CSR, The firm exists for profit maximization. With this in
mind, the chief motive for a firm to engage in CSR will be as a mean of making profits,
for example by improving its image or attracting new markets. (Curran, 2005) There is
also increasing evidence that socially responsible business practices can actually increase
profits (Kotler & Lee, 2005)
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2. Image and reputation

Corporate social responsibility offers a mean by which companies can manage and
influence the attitudes and perceptions of their stakeholders, building their trust and
enabling the benefits of positive relationships to deliver business advantage. (Brine,
Brown, & Hackett, 2007)

For example Starbucks, in a competitive and image-conscious market, has found it
worthwhile to invest in avoiding conflicts that could damage its reputation, and in
publicizing its links with Conservation International. Specifically, Starbucks has made a
substantial investment in sourcing coffee from growers with an environmentally friendly
profile, in association with the NGO Conservation International, and has recently agreed
to purchase coffee through the Fair Trade NGO, which guarantees that the prices paid to
growers are in excess of world prices and provide a reasonable living standard. Starbucks
is therefore taking preemptive action on both the possible sources of conflict with society.
(Heal, 2004)

3. Altruism

Is another motive, it is no longer disputed that altruism exists, though it is still difficult to
demonstrate that firms engage in it. For example, although firms donate money and
services to charity, this may be altruistic, or for tax breaks, or to appeal to consumers.
(Curran, 2005)

4. Better environment to operate

when an organization improve the quality of life of customers, integrate private good and
public good, and concentrate on solving a particular problem of the society, it will
automatically solve its own problems and operate in better environment .CSR contribute
to the development of a "healthier” community (e.g. through a better qualified workforce
or a reduction in the level of crime), thus creating a more favorable business
environment. (Paliwal, 2006).

5. Government laws and regulations

Sometimes the government laws and regulations force the business organization to
behave in socially responsible manner to survive in long run (Paliwal, 2006).The UK is
one of the few countries with a minister responsible for CSR. This minister is responsible

for the implementation of the government aims to raise awareness of CSR, to use public
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policies to provide guidance, promote consensus on UK and international codes of
practice and promote a framework for social and environmental reporting and labeling.
(Curran, 2005)

6. Long -term survival:

According to Paliwal (2006) if an organization wants to survive in the long run, it has to
establish a loyal brand of customers, repeat customers etc .Suppose if they do harm to the

society by their irresponsible conducts, society will not allow them to exist in the future.
7. Employee recruitment, motivation and retention

Companies continually search for ways to find talented employees and employees are
looking beyond paychecks for company values that match their own (Kotler &lee, 2005).
People seek to work for good Companies, companies they can be proud of. They do not
like having to justify or excuse their companies to their friends and families (Heal, 2004).
Recent surveys indicate that corporate social responsibility is increasingly an important
factor in attracting and retaining a talented and diverse workforce .Companies that
account for the interests of their employees by offering good working conditions will
achieve better performance in terms of quality and delivery, and, therefore, experience
higher levels of productivity. (Brine et al., 2007)

8. Learning and innovation

Learning and innovation are critical to the long-term survival of any business. Corporate
social responsibility can be a vehicle for business to respond to environmental and
societal risks and turn these into business opportunities. (Brine et al., 2007)

9. Risk profile and risk management

Corporate social responsibility offers more effective management of risk, helping
companies to reduce avoidable losses, identify new emerging issues and use positions of
leadership as means to gain competitive advantage. (Brine et al., 2007)

The cost of conflicts with other groups in society, especially aggressive non-
governmental organizations (NGOs), can be very high, such conflicts can depress
earnings and share prices and give competitors an opportunity to seize market share.
(Heal, 2004).

Companies that adopt the CSR principles are more transparent and have less risk of
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bribery and corruption. In addition, they may implement stricter and, thus, more costly
quality and environmental controls, but they run less risk of having to recall defective
product lines and pay heavy fines for excessive polluting. They also have less risk of
negative social events which damage their reputation and cost millions of dollars in

information and advertising campaigns. (Tsoutsoura, 2004)
10. Competitiveness and market positioning

More buying options in a global marketplace means consumers and investors have
greater choice in where they choose to do business (Kotler &lee, 2005).Corporate social
responsibility branding can draw consumers away from competitors and thereby improve
profitability. (Brine et al., 2007)

11. Preempting future regulations

Analogue to staying ahead of the competition, firms might want to stay ahead of the
government. Regulations are not static and firms might have strategic reasons to preempt
the introduction of new government regulation. In a model of voluntary pollution control,
an increased threat of government regulation induces firms to voluntary reduce emissions
before the new laws are actually passed. In their model, they show that without voluntary
control, the new regulation laws will potentially be stricter. Firms therefore have an

incentive to self-regulate (Dam, 2008).

12. Liability management

Corporate social responsibility can be seen as a way to avoid environmental scandals,
consumer boycotts, or law suits one of the reasons for consumer boycotts is
dissatisfaction with corporate policy after receiving information on how goods are
produced. (Dam, 2008)

13. Vertical product differentiation

Corporate social responsibility can be a form of vertical product differentiation. In
marketing, product differentiation refers to the alteration of a product to make it more
attractive to the target market. (Dam, 2008) showed that a sufficiently large group of

consumers is willing to pay a bit extra for a product, if it has been produced in an
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environmental friendly way.

14. Improving stakeholder relationships

Good stakeholder relationships can serve as social credit thereby facilitating business
operations. (Dam, 2008).

15. Lowering the cost of capital

Some shareholders do not merely care about cash flows, but also about how these cash-
flows are generated .when they choose their portfolio they will take into account the
company scores on issues of CSR determined by Rating agencies like Kinder Lynden
burg Domini (KLD).socially responsible investors are implicitly willing to accept a lower
rate of return. (Dam, 2008)

16. Operational efficiency

Corporate social responsibility can offer opportunities to reduce present and future costs
to the business thereby increasing operational efficiency. (Brine et al., 2007) For
example, reducing packaging material or planning the optimum route for delivery trucks
not only reduces the environmental impact of a company’s operation, but it also reduces
the cost. Also adopting CSR lead to reduced turnover, recruitment, and training costs.
(Tsoutsoura, 2004).Many companies are just not seeing the savings available from better
management of materials and processes, perhaps because these in many cases are non-
cash costs. (Heal, 2004)

6.1.1.2 Models of corporate social responsibility:

Many researchers have identified several models of CSR; these models specify either

stages of or approaches to CSR such as Zadek (2004), Burton & Thakur cited in Paliwal

(2006), Ebert & griffin (2007) and Ackerman's model, only one will be explained in this

study:

1. Zadek's five stages of CSR:

Zadek (2004) identified five stages of corporate social responsibility, the defensive,

compliance, managerial, strategic advantage, and civil stages as follows:

= Defensive stage: the company faces a high degree of criticism from a number of
stakeholders such as stockholders, customers, or employees. The corporation's

communication department responds to their concerns by rejecting the allegations and
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/or denying the link between the company and the negative consequences of their
business or its products or services. At this stage there is only one bottom line-
financial profit effectively the company focuses on the bottom line and doesn't
recognize CSR as a mean to be more profitable. They tend to follow laws and
generally accepted business practices but do not see a role for corporations at the civil
society table.

= Compliance stage: visible attempts are made to build reputation and prevent law suits.
CSR is seen as a cost of doing business. The primary objective is to comply (usually
visibly) with the agreements made with critics. They will ensure that they did what
they agreed to do but usually do so in order to avoid litigation and to protect the
company's reputation.

= The managerial stage: it becomes increasingly cognizant that its attempts must be
commitments to ensure that all stakeholders are treated ethically. Accompany begins
to recognize that long-term problems require more than public relations strategies.
The company will have to give managers of the core business responsibility for the
problem and its solution .solutions for questionable business practices become an
issue for all mangers throughout the organization. For example, changes in
compensation, managing inventory, supplier relations, and practices of partner
organizations must be made throughout the system and across borders the
organization and its management starts to believe that a healthy society is also good
for business.

= The strategic advantage stage: reveals to the company that its ethical practices yield
greater profits through customer commitment, employee loyalty, or environmentally
sustainable practices.

= The civil stage: is when a company wants to make sure everybody does it. CSR

innovators lobby all businesses in the industry to adopt a CSR program (Zadek,2004)

7.1.1.2 Argument against and for CSR:
1.7.1.1.2 Major arguments for CSR:
There are several arguments for CSR such as:

1 Itisin the best interest of the business to promote and improve the communities
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around the business

Social actions can be profitable

It is the ethical thing to do

It increases the viability of the business system

It is necessary to minimize government regulation

Socio-cultural norms require it

Laws cannot be passed to satisfy every need ,therefore business must contribute to
societal responsibilities

Promotes long-term profits, the stock market will view the company as less risky
and open to public attack

Promote long-term economic lifting .(May, 2006)

Society has revised its expectations for business institutions .(Mak'ochieng, 2003)
Shifting balance of power: economic power has shifted to the corporations; they,
therefore, should have an increasing role in and responsibility for addressing
social problems. For example, the government sets the regulations and the
minimum standards for the workplace, but a company can further improve the
work environment and the quality of living of its employees. A firm cannot ignore
the problems of the environment in which it operates. The poverty of a nation's
citizens, political unrest, and the exhaustion of natural resources can have
destructive effects for a corporation. (Baker, 2009)

The business and its surrounding environment depend on each other for their
long-term survival this mutual interdependence between business and society
places a responsibility on business to exercise care and social concern to its
external environment when conducting its business operations. Many people say
that, if business depends on the resources in society in order to function, then it
must also actively take part in responding to society’s concerns with regard to
solving social problems (Mak'ochieng, 2003)

Corporations exist and act by permission of society at large and/or of the state.
Corporations are obliged to consider all possible “constituents” or stakeholders
because they make up society at large. These constituents were the ones who gave

corporations permission to do business in the first place and thus it is they to
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whom corporations are obligated.(Curran, 2005)

Firms have a duty to all their stakeholders, not just to their shareholders. It is in
the interest of firms to be responsible to all stakeholders: good labor relations
means lower staff turnover, good environmental stewardship means less fines and
litigation. (Curran, 2005)

An organization's unique combination of human, organizational and physical
resources and capabilities will underpin its sustainable competitive advantage and
thus predict financial performance. Resources and capabilities that are intangible
and difficult to replicate are more likely to result in a sustainable competitive
advantage that is relationships with all stakeholders, including non-market or
sociopolitical stakeholders, may constitute a sustainable competitive advantage,
and thus affect organizational performance. For example, favorable employees
relationships help reduce turnover and increase commitment; quality products and
fair pricing contribute to customer loyalty; and favorable community relations
allow organizations to contribute to local planning and problem solving.
Stakeholder relationships, therefore, can be viewed as an intangible and difficult
to replicate resource providing the organization with a sustainable competitive
advantage. (Neville, 2005)

2.7.1.1.2 Major arguments against CSR:

Major arguments against CSR include:

1 It violates pure profit maximization, (Curran, 2005) as Friedman (1970) put it:

“There is one and only one social responsibility of business — to use its resources and

engage In activities designed to increase its profits so long as it stays within the rules of

the game, Which is to say, engages in open and free competition, without deception or

fraud”

2 The cost of social responsibility is too high and would increase prices too

much.

3 Business may lack social skills to solve social problems.
4 It would dilute more retrospective purposes of business.

5 It would weaken national balance of payments because the price of food
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would need to go up to pay for social programs.

6 Business already has too much power; such involvement would make business
more powerful.

7 Business and government equal monolith, a more pluralistic position would be
preferred.

8 Social actions are difficult to measure.(May, 2006)

9 Business could treat their CSR activities as moral substitutes to compensate
for other irresponsible activities.(Sachs, Maurer, Ru”hli, & Hoffmann, 2006)

8.1.1.2 Determinants of corporate social responsibility:
Campbell (2007) offers an institutional theory of CSR consisting of a series of
propositions specifying the conditions under which corporations are likely to behave in

socially responsible ways:

1. Financial Performance and Economic Environment

Corporations will be less likely to act in socially responsible ways where they are
currently experiencing relatively weak financial performance, since firms that are less
profitable have fewer resources to spare for socially responsible activities than firms that
are more profitable

As to the economic environment, Campbell (2007) also proposes that Corporations will
be less likely to act in socially responsible ways where they are operating in a relatively
unhealthy economic environment where the possibility for near-term profitability is
limited., For instance, when inflation is high, productivity growth is low, consumer
confidence is weak, it appears that it will be relatively difficult for firms to turn a healthy
profit in the near term, and then they will be less likely to behave in socially responsible

ways

2. Competition

Corporations will be less likely to act in socially responsible ways if there is either too
much, or too little competition. In situations where competition is extremely intense,

corporations will act in social irresponsible ways to save money since their profit margins
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are narrow enough to put shareholders value at risk .At the other extreme, in situations
where competition is nil, a corporation may have little interest in using philanthropy to
enhance its competitive advantage to improve its long-term financial performance, since

its stakeholders, e.g., customers or suppliers, have few alternatives.

3. Law Environment

Corporations will be more likely to act in socially responsible ways if there are strong
and well enforced state regulations in place to ensure such behavior, particularly if the
process by which these regulations and enforcement capacities were developed was based
on negotiation and consensus building among corporations, government, and the other

relevant stakeholders.

4. Private Regulation and the Presence of Independent Organizations

Corporations will be more likely to act in socially responsible ways if there is a system of
well-organized and effective industrial self-regulation in place to ensure such behavior,
particularly if it is based on the perceived threat of state intervention or broader industrial
crisis, and if the state provides support for this form of industrial governance,
Corporations also will be more likely to act in socially responsible ways if there are
private, independent organizations, including NGOs, social movement organizations,
institutional investors, and the press, in their environment who monitor their behavior

and, when necessary, mobilize to change it.

5. Business Education Environment

Corporations will be more likely to act in socially responsible ways if they operate in an
environment where normative calls for such behavior are institutionalized in, for
example, important business publications, business school curricula, and other

educational venues in which corporate managers participate.

6. Labor-Employer Relation
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Corporations will be more likely to act in socially responsible ways if they belong to
trade or employers' associations, but only if these associations are organized in ways that
promote socially responsible behavior, Corporations also will be more likely to act in
socially responsible ways if they are engaged in institutionalized dialogue with unions,

employees, community groups, investors, and other stakeholders

2.1.2 Profitability:

Profitability definition and indicators:

1.2.1.2 Profitability definition:

Profitability is the Ability of a firm to generate net income on a consistent basis. It is
often measured by price to earnings ratio. (Profit, n.d.)

Every firm is most concerned with its profitability. One of the most frequently used tools
of financial ratio analysis is profitability ratios which are used to determine the
company's bottom line. (Peavler, n.d.)

Profit is the making of gain in business activity for the benefit of the owners of the
business, and is defined in two different ways, one for economics and one for accounting.
(Profit, accessed: September 7th 2009)

1 Accounting profit is the difference between price and the costs of bringing to market
whatever it is that is accounted as an enterprise (whether by harvest, extraction,
manufacture, or purchase) in terms of the component costs of delivered goods and/or
services and any operating or other expenses. (Profit accounting, accessed: September 7th
2009]

2 Economic profit is the difference between a company's total revenue and its
opportunity costs it is the increase in wealth that an investor has from making an
investment, taking into consideration all costs associated with that investment including

the opportunity cost of capital. (Profit economic, accessed: September 7th 2009]

Analysis of profitability is of vital concern to stockholders since they derive revenue in
the form of dividends. Further increased profits can cause a rise in market price, leading
to capital gains. Profits are also important to creditors because profits are one source of

funds for debt coverage. Management uses profit as a performance measure. (Gibson,
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2007)

2.2.1.2 Measuring Profitability:

Profitability measures are important to company managers and owners alike. If a small
business has outside investors who have put their own money into the company, the
primary owner certainly has to show profitability to those equity investors.

Profitability ratios show a company's overall efficiency and performance. According to
(Peavler, accessed: March 6™ 2009)

These ratios can be divided into two types: margins and returns. Ratios that show margins
represent the firm's ability to translate sales dollars into profits at various stages of
measurement. Ratios that show returns represent the firm's ability to measure the overall
efficiency of the firm in generating returns for its shareholders.

Chapter one includes details about some measures of profitability that will be used in this

study.

3.1.2 Corporations:

1.3.1.2 The corporate entity:

The corporation is the dominant form of business enterprise in the modern world. Those
that are not corporations will normally be small businesses involving a single working
proprietor or few people in partnership.(Chryssides&Kaler,1993)

It is this separateness from people which defines corporate status

Corporation can be defined as: business that is regarded as a distinct entity in its own
right, separate from all or any of the people associated with it. Having this status means
that the courts will recognize the business as possessing legal rights and duties in much
the same way as an individual human being. It is regarded as something which of itself,
can enter into contracts, own and dispose of property, incur and be owed debts, inflict and
suffer damage, sue and be sued, be victim and perpetrator of crimes and so on.
(Chryssides&Kaler,1993)

The process of becoming a corporation, called incorporation, gives the company separate
legal standing from its owners and protects those owners from being personally liable in
the event that the company is sued (a condition known as limited liability). Incorporation

also provides companies with a more flexible way to manage their ownership structure.
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(Investor words, accessed: October 20™ 2009)

2.3.1.2 Publicly-held Corporation:

A company issuing stocks traded on the open market, either on a stock exchange or on
the over-the-counter market. Individual and institutional shareholders constitute the
owners of a public company, in proportion to the amount of stock they own as a
percentage of all outstanding stock. Thus, shareholders have final say in all decisions
taken by a public company and its managers, especially through its annual shareholders'
meeting. Public companies have greater access to financing than other companies, as they
have the ability to issue more stock. However, they are subject to greater regulation: for
example, they must file reports with the Securities and exchange on their earnings and
they are more likely to be subject to corporate taxes. A public company is also called a

publicly-traded company. (Farlex Financial Dictionary, 2009)

3.3.1.2 Advantages of corporations:

There were two principal benefits of the corporation, the first is limited liability: which is
a legal principle holding investors liable for a firm's debt only to the limits of their
personal investments in it. The second benefit is continuity, because it has a legal life
independent of founders and owners, a corporation can at least in theory continue
forever.(Chryssides & Kaler,1993)

Also Shares of stocks may be sold or passed on to heirs (ease of transformation of
ownership) and most corporations also benefit from the continuity of professional
management. Finally corporations have advantages in raising money, by selling stock
(unlimited resources), they expand the number of investors and the amount of available
funds. Continuity and legal status tend to make lenders more willing to grant loans.
(Ebert &griffin, 2007)

4.3.1.2 Disadvantages of corporations:
Although a chief attraction is ease of transforming ownership, this same feature can
create complications. For example using a legal process called a tender offer —an offer to

buy shares made by a prospective buyer directly to corporation's shareholders-a
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corporation can be taken over against the will of its managers. Another disadvantage is
start-up cost. Corporations are also heavily regulated. The biggest disadvantage of
corporations is double taxation-a situation in which taxes may be payable both by a
corporation on its profit and by shareholders on dividend income. (Ebert& griffin, 2007)
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CHAPTER TWO
2.2 LITERATURE REVIEW

This section attempts to view some important efforts of previous Arab and foreign
researchers in the field of corporate social responsibility. This section was divided into
Arabic and foreign studies, as follows:
1.2.2 Arabic studies:
1. (Abu Rshaid, 2006): Social responsibility and its impact on performance: an
empirical study of private hospitals in Amman:
This study aimed to explore the impact of the adoption of corporate social responsibility
on private hospital's performance in Amman (social, environmental, and financial
performance),and investigate the reality of applying CSR in these hospitals, and finally to
investigate the relationship between social responsibility adoption and relative efficiency
of private hospitals in order to understand the operational practices of this relationship to
achieve higher performance and efficiency levels and to develop an understanding of the
importance of social responsibility. The descriptive approach was used, and a survey
questionnaire was targeted to a population of general managers in 34 working private
hospital in Amman, the data was analyzed using SPSS program. The findings revealed
that hospitals in Amman adopt CSR moderately and that there is a positive relationship
between the adoption of CSR and financial performance (measured by ROA, ROE, ROS)
and between CSR and hospital's relative efficiency. The researcher has come out with
several recommendations; she has recommended that special interested parties should
grant companies engaging in CSR different facilities in doing their business to motivate
them and others to adopt CSR.

2. (Elyan , 1994): The status of social responsibility of corporations listed in
Amman financial market and its impact on performance: an applied study:

This study aims to highlight the status of social responsibility in public share-holding

companies registered in Amman financial market since 1985 and during the interval

(1985-1991), and whose shares have not been suspended from trade during this interval.

By measuring the practice of social activities related to society and its employees. In
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addition to its philosophy towards social responsibility in order to determine if there is a
significant relationship between social responsibility and financial performance. The
study used a three grouped questionnaire. This questionnaire was dispatched to 122
share-holding companies registered in Amman financial market .the study has concluded
that the companies contributed to social responsibility activities through their
contribution in society oriented activities and its contribution to employees by giving
them the extra benefits without the existence of clear philosophy toward the social
responsibility. Also the study concluded that there is a difference in the economic sector's
contribution to social responsibility. Finally the study reveals that there is a positive
relationship between corporate social responsibility and financial performance. The
researcher has come out with several recommendations, for example he has
recommended that corporations should develop a philosophy directed towards being
socially responsible, and spread it out throughout the corporation to avoid contradictions
between what they are actually applying and what they are believing in.

3. ( Alagha,2007 ):The relationship between committing social responsibility and
marketing attitude and performance in industrial organizations in Gaza strip:
This study aimed first to recognize the extent of committing social responsibility by
industrial business organizations in the private sector in Gaza strip, and the relationship
between this commitment marketing attitude and financial performance. And second to
find out relationship between social responsibility and marketing attitude (together as
independent variables) and financial performance. A survey questionnaire directed to the
industrial organizations was used. The results revealed that the average of committing SR
IS 62% which means moderate level of commitment, and that there is a relationship
between committing SR and the marketing attitude in, and a positive relation between SR
and financial performance measured by return on investment ROI and return on equity
ROE, but no relation with return on sale ROS. Finally the results revealed that there is no
relationship between committing SR and the marketing attitude (as independent variable)
and financial performance. The study recommended that corporations should spread out
CSR philosophy among employees through practicing, & sessions, also disclose its CSR
activities to the audience so that people are aware of the companies' contributions to

society.
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4. (Alkughun, 2003): Financial Statements and Reports as the Tools to Evaluate
the Financial Performance Of the Public industrial Companies listed in Palestinian
Securities Exchange During the Period (1998 -2000):

This study aimed to evaluate the financial performance of the public Companies in the
industrial sector of Palestinian Securities Exchange during the years (1998-2000) a
Comprehensive evaluation to cover several issues such as:. Liquidity, Financial capital
structure, Efficiency and activity, Profitability, the financial market, Production
management, Marketing management, Social responsibility, and Prediction of financial
failure or stability. Reports and the published financial statements issued by these
companies during this period were used. The analytical descriptive methodology was
used. The study has been conducted on the five public industrial companies listed in PSE.
Results concerning social responsibility revealed the prevalence of high concern,
commitment and a sense of social responsibility of the industrial sector's companies in
Palestine Securities Exchange towards the community, environment or their staff.
Whereas social responsibility towards the clients and consumers has not received a

worth- mentioning concern.

5. (Manhal, 2000): The internal social performance and its relation to job
turnover: a domain study on the south petroleum company and the public company
for iron and steel:

This study aimed to measure social responsibility represented by the internal social
performance and its relation to job turnover in two companies considered from the largest
companies in Iragq. The south petroleum company and the public company for iron and
steel .The social performance measure that was used was represented by the quality of
workers' lives, work place conditions, equity in employment, and the development
opportunities as main indicators branch to a large group of subsidiary indicators each was
evaluated according to a three dimensional measure that is; the extent of management
concern, what is available now, and what is supposed to perfectly be available. Results

revealed the existence of a negative correlation between social performance and job
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turnover, since the job turnover in the south petroleum company that recorded a better

social performance was less than that of the public company for iron and steel

6. (Jarboa,2006):The extent of measuring and disclosing the social responsibility
information in the annual reports of companies in Gaza strip:
This study aimed to recognize the extent of applying social responsibility in industrial
publicly-held companies in Gaza strip and whether disclosure of financial information
concerning SR in annual financial statements is applied. The researcher designed two
Questionnaires depending on the previous studies and the theoretical Framework,
distributed to (70) Financial Managers and Accountants in These companies in Gaza
strip. The results revealed that the accounting and auditing professional associations in
Palestine Have given no attention to social responsibility accounting, and that the general
frame of social responsibility in Palestine is non-specific until now, and no specific
dimensions of SR were agreed upon. Also the results revealed that rationing social
responsibility accounting is possible by identifying its categories, fields, objectives and
variables, accordingly methods of disclosing and measuring its results in an objective
manner can be defined. The researcher introduces a set of recommendations to support
these companies to comply with laws and regulations to protect the environment from
pollution and detriments resulting from operating its activities and to disclose all the
activities which cause social effects, such as: education, employees' health,

environmental pollution and resources consumption.

7. (Alghaby & Alamery, 2005): Social responsibility of business organizations and
the transparency of information system: applied study on a sample of
commercial Jordanian banks:

This study aimed to find out if there is a positive relationship between the social role of

organization and the nature of its information system with emphasizing on its

transparency. More precisely find out the relationship between the three different patterns
of social responsibility the (economic, social, social-economic) and the transparency of
information systems. The study population was the Arab working commercial banks in

Amman only; a sample of (7) banks was taken and 63 subsidiaries of these (7) banks
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which represent 41.7% of the total number of these banks and their subsidiaries. A survey
questionnaire and interviews was used. The results revealed that the relationship between
the two variables is weak, and social responsibility justifies only 4.88% information
system transparency, and this is a low percentage. Also results revealed that information
systems are transparent in banks adopting the economic pattern of social responsibility.
And not transparent in those adopting the social pattern, but transparency is moderate in
banks adopting the social-economic pattern of social responsibility. The researcher has
come out with several recommendations, for example he has recommended
encompassing corporate social responsibility and business ethics as independent courses

in education in colleges and universities.

2.2.2 Foreign studies:

1. (Laffer associate, 2005): Does Corporate Social Responsibility Enhance Business
Profitability:

This paper aims to investigate whether Corporate Social Responsibility Enhance Business
Profitability: it examines the differences between the 28 CSR companies who were
among the Business Ethics Top 100 Corporate Citizens every year from 2000-2004, to
their competitors and industry averages. The results found no significant positive
correlation between CSR and business profitability as determined by standard measures.
In each of the three profitability comparisons (compound annual net income growth, net
profit margin and stock price appreciation) with their peers, only a minority of the 28
CSR-leading companies in each comparison outperformed their peers. In addition, being
a CSR-leading company was negatively or not correlated with compound annual net
income growth, net profit margin and stock price appreciation. The results do not
conclusively prove that CSR initiatives have a slight negative impact on businesses
financial performance. They are, however, strong evidence against the claim that CSR
initiatives have universal or systematic positive financial impacts on businesses. Perhaps
the most that can be said at this point is that research in this area should continue.

2. (Tsoutsoura, 2004): Corporate Social Responsibility and Financial Performance

This study explores and tests the sign of the relationship between corporate social

responsibility and financial performance. Using extensive data over a period of five years
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the dataset includes most of the S&P 500 firms and covers the years 1996-2000. The
relationship is tested by using empirical methods. CSR was measured using KLD rating
data and the Domini 400 Social Index. Firm financial performance was measured by
accounting variables. The financial data used are return on assets (ROA), return on equity
(ROE), and return on sales (ROS). The source of data is the COMPUSTAT database. The
results indicate that the sign of the relationship is positive and statistically significant;
supporting the view that socially responsible corporate performance can be associated
with a series of bottom-line benefits. Future research in this area could proceed in a
number of directions. For example more extensive studies are needed to explore the
causal mechanisms linking CSR to profitability and to determine whether or not those
relationships hold consistently over time. Also the source of the connection between CSR
and profitability has rarely been systematically investigated.

3. (Soana,2005): The relationship between corporate social performance and

corporate financial performance in the banking sector:

This study attempted to investigate the possible connection between social performance
and financial performance in the banking sector, a quantitative analysis on a sample of 21
international banks rated on 31/12/2005 by Ethibel, and 16 Italian banks rated on
31/12/2005 by AXIA has been developed. A further investigation to examine the link
between corporate governance and financial economic performance was carried out on a
sample of 31 Italian banks rated in April 2005 by AEI. The eventual correlation between
social performance (proxied using ethical ratings) and financial economic performance
(proxied using market and accounting ratios) has been examined. The results revealed no
significant relationship between CSP and CFP, But when Further correlations were
investigated between each single ethical component used in the determination of the
synthetic ethical rating and financial indicators, a negative correlation was detected
between one component of the Ethibel rating which is "internal social policy" and ROA,
Price to Book Value and Price/Earning Ratio, and a positive relationship was detected
between some components of the Axia ethical rating such as “corporate governance™ and
ROA, "employees" and cost/income ,"international operations™ and price to book value.
Following the demonstration of the lack of homogeneity of ethical quantitative judgments

between the various agencies specialized in the same issuing banks; the CSP has been
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approximated by means of an ethical rating calculated by different agencies, the
researcher recommended that future research on this theme should be taken into
consideration.

4. (Brine, Brown, and Hackett, 2007): Corporate social performance and financial

performance in the Australian context:

This paper examines the relationship between the adoption of corporate social
responsibility and the financial performance of the top 300 ASX (Australian securities
exchange) listed companies in Australia for the 2005 financial year. A total of 277
companies remained in the sample after companies with missing data were eliminated.
Corporate social responsibility measurement based on whether companies made separate
sustainability disclosures beyond what is required of them by the regulatory framework.
Data was gathered from publicly available information, as well as a confidential list
provided to the researcher by the Department of Environment and Water Resources and
the Centre for Australian Ethical Research .A number of economic drivers for corporate
social responsibility have been identified that may explain its voluntary adoption by
companies. The preliminary results revealed no statistically significant relationship
between corporate social responsibility and financial performance; however, a number of

opportunities for refining the research were identified.

5. (Webb and Nelling, 2006):Corporate social responsibility and financial
performance: the "'virtuous circle™ revisited:
This paper aims to analyze the existence and direction of causality between corporate
social responsibility (CSR) and financial performance by using a more comprehensive
data set and an improved statistical methodology. The sample extends from 1993 to 2000
and Includes data on more than 600 U.S. firms. The financial performance is assessed
using both accounting (return on assets, or ROA) and market-based (common stock
returns) measures. The KLD index is used as the measure of corporate social
responsibility. Causality was analyzed using standard ordinary least squares (OLS)
regression analysis, and found that the two variables appear to be related when using
traditional statistical techniques. However, when using a time series fixed effects
approach, the relation between CSR and financial performance is much weaker than

previously thought. It also found little evidence of causality between financial

42



performance and narrower measures of social performance that focus on stakeholder
management. The results suggest that strong stock market performance leads to greater
firm investment in aspects of CSR devoted to employee relations, but CSR activities do
not affect financial performance. The study concluded that corporate social responsibility
is driven more by unobservable firm characteristics than by financial performance.

6. (Becchetti, Giacomo, Pinocchio, 2005): Corporate Social Responsibility and
corporate performance: evidence from a panel of US listed companies

A Paper presented at the XIII Tor Vergata Financial Conference This paper investigates
whether inclusion and permanence in the Domini social index (DS1400) affects corporate
performance measured by (ROE, ROI, ROCE, total sales per employee) on a sample of
around 1,000 firms in U.S, in a 13-year interval by controlling for size, industry, business
cycle and time invariant firm idiosyncratic characteristics. The empirical approach allows
the researcher to disclose many unexplored dimensions of the CSR/corporate
performance relationship. The results found partial support to the hypothesis that
corporate social responsibility is a move from the shareholders wealth to a multi —
stakeholders' welfare target. Results revealed that workers in SR firms produce “larger
cakes” (total sales per employee are significantly higher), but a smaller portion of these
cakes goes to shareholders (returns on equity are significantly lower when large caps or
R&D investing firms are not in the sample) and returns on capital invested and on
investment are always lower). A second robust finding is the significantly negative
impact (both in terms of productivity and return on equity) of exit from the Domini index.
This result documents the arising of negative consequences when a CSR stance is

abandoned.

7. (Curran, 2005): Assessing the rate of return of the adoption of corporate social
responsibility initiatives:

This thesis represents group of studies conducted in one, it investigates the relationship
between corporate social responsibility (CSR) and financial performance. This thesis
contains a systematic review of a Thirty-four studies that examine the relationship
between corporate social performance and financial performance. This review was

carried out using a modified Cochrane systematic review method; the results showed that
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70% of the studies reviewed showed a positive and statistically significant relationship
between CSR and financial performance. This study also contains three empirical studies.
The first study, Is an event study, which assessed the impact of the Financial Times Stock
Exchange (FTSE4) Good Index on firm price. The study examined the return to
companies being included in the FTSE4Good index that signals good performance in
terms of CSR.The results of this event study showed that companies are not rewarded for
being included in the index and are not penalized for being deleted from it. Companies
can move in and out of the tradable index, and do so because of changes to the market
capitalization or because of changes in name due to mergers and acquisitions and not
solely due to changes in their environmental or social performance status. Also results
revealed that companies are not benefiting from raised share prices if they are included in
the index, but they gain a reputation benefit from being seen as a constituent. The second
empirical study, aimed to identify the probability of a company passing a social and
environmental screen -the activity of selecting a company for inclusion in socially
responsible funds based on a company’s social and environmental record. (Curran,
2005)- given information about the company’s size, financial performance and sector.
The Calvert Social Index Universe was obtained for March 2003. Companies that passed
Calvert’s screen were coded as 1 and those that failed coded as 0: this was the dependent
variable. The explanatory variables were five different financial indicators to examine the
relationship between size and financial performance and passing the screen. Market
capitalization data were obtained from the Calvert database. The datasets for the other
financial indicators were obtained from DataStream. Results showed that companies with
small market capitalization, low income gearing and high net profit margins were more
likely to pass the screen than other companies. Companies in the energy sector were less
likely to pass than other companies and financial sector companies more likely to pass.
The third empirical study aimed to assess the effect of passing a Socially Responsible
Investment (SRI) screen on the financial performance of companies. The Calvert dataset
contained 514 companies, of these 213 companies failed the screen and 300 passed. Each
company in the dataset was associated with its sector. There were 12 sectors. DataStream
provided the financial data used in this paper. Market to book ratio and earnings per share

(EPS) data were downloaded for each month for each company in the sample from 1st
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January 2000 to 1st May 2003 and for the same day of each month. Return on equity
(ROE) was downloaded for four years as an annual time series on 1st January 2000,
2001, 2002 and 2003.The results showed that there was a relationship between passing
the screen and higher earnings per share, but the relationship between passing the screen
and other financial indicators was not proven. Also companies in the energy, auto,
consumer staple, integrated oils, materials and processing, and utilities sectors are more
likely to fail the screen than companies in the non-polluting sectors such as healthcare,
financial services and technology .A final empirical study: In this study, full-time and
part-time MBA (Masters of Business Administration) students from the Edinburgh
Management School32 were asked to respond to a choice experiment questionnaire. The
MBA students were selected to be the sample population for the survey because they
have either been involved in making investment decisions for themselves or for their
employers, or because they are likely to do so in the future. The Edinburgh MBA is well
known to have a financial services focus. The students came from a variety of business
backgrounds: private and public sector. They had in common that they had completed a
mandatory business ethics module in their first term. The students were not a random
sample of individuals, but they were considered to be a useful group as they were
business minded and informed about corporate social responsibility issues. Out of 108
different questionnaires that were handed to the MBA students over 2 days, were
returned. Respondents valued the non-financial attributes of companies (quality of
products, reputation, environmental management and human rights) at least as much as
the financial attributes (financial performance) of companies. In fact respondents valued
the environmental and human rights attributes of companies more than any other
attributes (except for reputation in one scenario). The researcher has recommended
making case studies of different companies in the food supply chain. These will identify
the intangible assets at work in each link of the food chain and show where the pressure
points are for inclusion of CSR.

8. (Orlitzky, Schmidt, and Reynes, 2003): Corporate social and financial
performance: a meta-analysis’’:

This paper aims to show that the mainstream claim that there is little generalized

knowledge about CSP and CFP is built on shaky grounds. Providing a methodologically
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more rigorous review than previous efforts, the researcher conducted a meta-analysis of
52 studies (which represent the population of prior quantitative inquiry) yielding a total
sample size of 33,878 observations. This meta-analysis has shown that (1) across studies,
CSP is positively correlated with CFP,but CSP appears to be more highly correlated with
accounting-based measures of CFP than with market-based indicators (2) the relationship
tends to be bidirectional and simultaneous, (3) reputation appears to be an important
mediator of the relationship, CSP reputation indices are more highly correlated with CFP
than are other indicators of CSP (4) stakeholder mismatching, sampling error, and
measurement error can explain between 15 percent and 100 percent of the cross-study
variation in various subsets of CSP—-CFP correlations. Corporate virtue in the form of
social and, to a lesser extent, environmental responsibility is rewarding in more ways
than one. The researcher has suggested future researches for example; social
responsibility values and market CFP .and that managers must pursue CSP as part of their
strategy for attaining high CFP.

9. (Margolis, Elfenbein and Walsh, 2007): Does it pay to be good? A meta-analysis
and redirection of research on the relationship between corporate social and
financial performance:

This study has aimed to find out the relationship between corporate social performance

and corporate financial performance .a meta-analysis of 192 effects revealed in 167

studies was conducted. The researchers' review of researches on corporate social and

financial performance encompasses studies from 1972 through 2007. They selected
studies to include in the meta-analysis in five ways. First, articles covered in the sixteen
prior reviews of the literature. Second, they searched the ABI/Inform, JSTOR, and

2 ¢e

EBSCO databases using the keywords “social performance,” ‘“social responsibility,”

29 ¢ 29 ¢

“socially responsible,” ‘“charitable,” “philanthropy,” and ‘“environment.” Third, they
manually checked the table of contents of seven of the top journals in the management
field (Academy of Management Journal, Administrative Science Quarterly, Journal of
Management, Journal of Organizational Behavior, Organization Science, Organizational
Studies, and Strategic Management Journal). Fourth, he learned of some papers through
informal efforts, such as inquiries with colleagues, suggestions from seminar participants

where they presented related work, and papers mentioned by colleagues. Fifth, they
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identified articles that were referenced by studies found using the four earlier methods.
The overall effect is positive but small (mean r=0.13, median r=0.08). Looking deeper,
the researcher has analyzed these effects across nine categories of CSP. And has found
that the association is strongest for the analysis of the specific dimensions of charitable
contributions, revealed misdeeds, and environmental performance and when CSP is
assessed more broadly through observer perceptions and self-reported social
performance. The association is weakest for the specific dimensions of corporate policies
and transparency and when CSP is assessed more broadly through third-party audits and
mutual fund screens. Although the results suggest no financial penalty for CSP, they

indicate at least as strong a link from prior CFP to subsequent CSP as the reverse.

3.2 Discussion of literature review and its relation to this study:

As we have noticed, most previously previewed studies-especially the English ones- have
focused on the link between corporate social responsibility and financial performance,
our study focuses only on CSR link with profitability indicators — such as the study of
(Laffer associate, 2005),which is the closest study to this study .Also the study of Elyan
(1994) is almost similar to this study but it detects the relationship between CSR and
financial performance. According to Elyan (1994) financial performance can be
measured by three different groups of financial indicators and they are activity ratios,
profitability ratios, and growth ratios, the researcher excluded activity and growth ratios.
Other studies have linked CSR with performance in general which includes
environmental, social and financial performance as (Abu Rshaid, 2006) did. Others
linked with information system transparency (Alghaby & Alamery, 2005), or with the
marketing attitude (Alagha, 2007).Others focused on the extent of measuring and
disclosing the social responsibility information in the annual reports such as (Jarboa,
2006).

The researcher has made use of these studies in procuring more knowledge in this field
and developing the study instrument which is a survey questionnaire directed to the listed
companies' branches' managers.

The empirical link between corporate social performance (CSP) and corporate financial

performance (CFP) has been steadily investigated for 35 years. (Margolis, Elfenbein &
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Walsh, 2007). Determining how social and financial performances are connected is
further complicated by the lack of consensus of measurement methodology as it relates to
corporate social performance. Some studies have used survey instruments to measure the
degree of social responsibility such as (Elyan, 1994; Abu Rshaid, 2006). Others have
used ethical ratings, sustainability disclosure, KLD or fortune reputation indices such as
(Tsoutsoura, 2004; Soana, 2005; Brine, Brown, and Hackett, 2007; Curran, 2005; laffer
associate, 2005) .While others have used a meta-analysis approach such as (Margolis,
Elfenbein and Walsh, 2007) and (Orlitzky, Schmidt, and Reynes, 2003) .This study uses a
questionnaire directed to the listed companies' branches' managers to measure the degree
of social responsibility. Although measuring financial performance is considered a
simpler task, it also has its specific complications. Here, too, there is little consensus
about which measurement instrument to apply. Many researchers use market measures
such as market share price ,others put forth accounting measures (Tsoutsoura, 2004;
Elyan, 1994; Griffin, Mahon, 1997) and some adopt both of these (Soana, 2005; Webb &
Nelling, 2006; Orlitzky, Schmidt, & Reynes, 2003). The two measures, which represent
different perspectives of how to evaluate a firm’s financial performance, have different
theoretical implications and each is subject to particular biases. The use of different
measures, needless to say, complicates the comparison of the results of different
studies.(Tsoutsoura, 2004).This study uses the well-known profitability indicators which
include both accounting —based (ROA, ROE, net profit margin and EPS) and market —
based (market share price MSP) measures.

The previous studies have targeted different sectors or populations such as the industrial
sector, listed companies in financial markets, banking sector, hospitals, private sector
companies and others .This study has targeted the listed companies in Palestine securities
exchange PSE as the study of (Elyan, 1994) that targeted listed companies in Amman
financial market and Brine, brown, and Hackett (2007) that targeted listed companies in
Australian securities exchange.

In sum ( Soana, 2005; Brine, brown, and Hackett, 2007; laffer associate, 2005; Griffin,
Mahon, 1997) have detected no significant relation between corporate social
responsibility and financial, performance including profitability. While (Tsoutsoura,
2004; Velde, Vermeir and Corten, 2005; Curran, 2005; Becchetti, Giacomo, Pinocchio,
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2005; Orlitzky, Schmidt, & Reynes, 2003; Abu Rashid, 2006; Alagha, 2007; and Elyan,
1994) have conducted a positive relationship between corporate social responsibility and
financial performance. While (Webb & Nelling, 2006) suggest that strong stock market
performance results in leads to greater firm investment in aspects of CSR devoted to

employee relations, but CSR activities do not affect financial performance

4.2 What distinguishes this study from previous studies:

The researcher can summarize what distinguishes her study from previous studies by the
following points:

1.This study is considered a pioneer in West Bank, specifically in the area of CSR and its
relation to profitability as far as the researcher is aware.

2. Previous studies in this field have been conducted in Gaza strip targeting only the
industrial sector, while this study is targeting all sectors in Palestine securities exchange
3. This study aims to recognize whether the application of CSR differs between
companies according to many important variables such as the sector, firm size, CSR
motive and how CSR is being applied in the organization structure.

4. It uses a variety of performance indicators ranging from accounting indicators (ROA,
ROE, net profit margin) to market-based indicators (EPS, MSP).

5. It bases on a 5 — year's time series, which is long enough to reflect the true status of
profitability of listed companies
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CHAPTER THREE
RESEARCH DESIGN AND METHODOLOGY

1.3 Introduction:

This chapter describes the methodology used in this study, the population and sample of
the study, the study tools, validity and reliability of the instrument, in addition to the
statistical processing used in analyzing data.

2.3 Methodology:
The descriptive methodology is used since this methodology is used to reflect the current
facts concerning corporate social responsibility and its relation to profitability within a

specific time frame .

3.3 Data collection and tools:
To achieve the objectives of this study, the researcher has used two types of resources:

1. Secondary data and information: the researcher has used books, journals,
previous literature related to this study, and a number of periodicals available on
the internet.

2. Primary data: for primary data the researcher has used two tools:

1) Survey questionnaire: The stages of the questionnaire development are summarized
as follows:
o After a long period of reading and searching books, researches, papers,
and related questionnaires such as those in studies of Elyan (1994), Abu
Rshaid (2006), and another one developed by the European commission
under the title awareness raising questionnaire to raise awareness about
CSR, the questionnaire's questions were formulated to answer the first
question of the study, that is; to reflect the extent of applying CSR in listed
companies.
O After developing the first draft of the questionnaire the researcher together
with her supervisor have reviewed its comprehensiveness, and preparing it
for validation by a group of references.

The last form of the questionnaire consists of two parts:
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= Part one: contains general information divided into two sections: the first is
Personal information such as qualifications, specialization, and the number of
experience years in the current job. The second concerning Information about the
company including year of establishment, company name, sector, size ( capital, &
number of workers),the application of CSR in the organization structure, and the
motive of applying CSR.
= Part two: contains (73) sentences measuring the extent of applying CSR in listed
companies in PSE, and distributed among four areas of responsibility:
Responsibility towards employees: (1-23)
Responsibility towards environment: (24-35)
Responsibility towards market place: (36-52)
Responsibility towards local community: (53-73).
The Likert five point scale was used, the scale ranged from very high degree, to very low
degree. See appendix (1) the Arabic questionnaire/appendix (2) the English questionnaire
2) Annual reports: The annual reports of listed companies during the years (2004-
2008) were also reviewed to extract the needed information about their profitability,
including ROA, ROE, net profit margin, MSP, and EPS.

4.3 Validating and pre-testing the questionnaire:
The validity of the instrument was investigated by offering it to a group of (7) specialists

including academic, professionals in the field, statistical and language specialists from
different universities in West bank. See appendix (3).References were asked to read the
questionnaire and make all the revisions they find appropriate .Their suggestions were

taken into account, and finally the final version of the questionnaire was developed
5.3 The reliability of the study tool:

The internal consistency was verified using Cronbach Alfa equation for consistency, and

the results were as follow. See table (1.3)
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Table (1.3)

Results of consistency coefficient (Cronbach Alfa) of the study tool

number | Aspect Number of Cronbach
sentences coefficient
1 Responsibility towards employees 23 0.80
2 Responsibility towards environment 12 0.93
3 Responsibility towards market place 17 0.79
4 Responsibility towards local community 21 0.93
Total degree of social responsibility 73 0.96

The values in table (1.3) show that the tool of the study is highly consistent and is

acceptable for the purposes of this study.

6.3 Population of the study:

The population of this study consists of all managers of the branches of listed companies

in various sectors in PSE that meet the following conditions:

1) Listed before (2004), since the scope of this study depends on using the financial
information of five years from (2004-2008) so as to reflect the real profitability of the

company.

2) Shares haven't been suspended from trade during the interval (2004-2008).

3) Only companies in west bank are included; listed companies in Gaza strip have been
excluded. Table (3.3) shows the five different sectors in PSE accompanied with the

number of companies in each sector, and appendix (4) will exhibit the details about

companies within each sector.

Table (2.3)

Sectors in Palestine securities exchange

Number Sector Number of companies
1 Banking 7
2 Insurance 5
3 Industry 10
4 Investment 8
5 Service 11
Total 41
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After excluding companies that haven't met the above conditions, and another two that
refused to participate in this study (Jerusalem Pharmaceutical, & The National Carton
Industry), a total number of only (17) companies remain, which will be the subject of this
study. Appendix (5) exhibits the excluded companies and reasons behind exclusion.
Table (4.3) shows the number of companies that remains within each sector.

The population of this study will be the branches' managers of the (17) companies, which
is a total number of (127) managers. Appendix (6) exhibits the details about the
population of the study.

Table (3.3)

Companies participating in the survey within each sector

number Sector Number of Percentage of | Percentage of
companies sector population

1 Banking 3 42.9% 17.7%
2 Insurance 2 40% 11.8%
3 Industry 5 50% 29.4%
4 Investment 3 37.5% 17.7%
5 Service 4 36.4% 23.4%

Total 17 100%

For the purpose of the study all branches' managers were surveyed. A total of (127)
questionnaire were distributed, (117) were retrieved, that is ;( 92%) of the population.
Demographics of the study sample are explained in table (4.3) and table (5.3).

In table (4.3) it is noticeable that there are no managers within the sample with economy
specialization. (75%) of the managers were with bachelor degree, almost (48%) of them
have a certificate in business administration specialization, and (49%) have more than 10

years experience.
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Table (4.3)

Demographics concerning the branches' managers

Variable Levels Number Total
Manager's educational level | Bachelor and less 88
More than bachelor 29 17
Manager's specialization Business administration 56
Accounting 23
Marketing 9 117
Finance 22
Economy 0
Others 7
Manager\s experience 5 years and less 16 117
From 6-10 years 44
More than 10 years 57

In table (5.3) it is noticeable that there are (96%) of the managers worked in companies
established between (1990-2003) only (4.3%) of them worked in companies established
before 1990,these companies are the industrial ones ,(48%) of the managers were from
the service sector,(45%) of the managers managed companies with capital more than
(50%) million, while (70%) of the manages managed companies with number of workers
exceeds (200) worker,(66%) of them managed companies having a CSR permanent

department,(50%) of the managers considered supporting the image of their companies as

the CSR motive.
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Table (5.3)
Demographics concerning the listed companies

Variable Levels Number Total
Year of establishment Before 1990 5
From 1990-2003 112
Sector Banking 29
Investment 4
Industry 5 117
Insurance 23
Service 56
Capital Less than 10 million $ 20
From 10-50 million $ 44 117
More than 50 million $ 53
Number of workers Less than 100 17
From 100-200 18 117
More than 200 82
Applying CSR through Individual manager 17
Permanent department 77
Permanent committee 22 117
Others 1
CSR motive Profit 10
Support the image 59 117
Altruism 32
Others 16

8.3 Treatment of data:

After collecting the questionnaires, data was entered into the computer for analysis. The

scale used for analysis was as follows:

1. (5) was given to very high degree

2. (4) was given to high degree
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3. (3) was given to moderate degree
4. (2) was given to low degree

5. (1) was given to very low degree

The statistical analysis was accomplished using the Statistical Package for Social

Sciences (SPSS) program according to the following details:

1.

The study questions were analyzed by retrieving means and standard deviations,
and approving the following criteria:

= High degree if the (mean > 3.66)

= Moderate degree if mean between (2.33-3.66)

= Low degree if the (mean < 2.33)
Pearson correlation coefficient was used to investigate correlations between
social responsibility and every measure of profitability.

Cronbach alpha correlation coefficient was used to investigate consistency.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION

This chapter will exhibit the results of the study by answering its questions as follows:

1.4 Main question: What is the reality of applying corporate social responsibility in

listed companies in Palestine securities exchange (PSE) and its relation to

profitability?

This leads to the following minor questions:

1.1.4 To What extent corporate social responsibility (CSR) is being applied in

listed companies in (PSE) mainly in the following fields: responsibility

towards employees, environment, marketplace and community?

To answer this question means and standard deviations of the degree of applying social

responsibility in listed companies in PSE were retrieved .see table (1.4)

Table (1.4)

Means and standard deviations of the four areas of applying social responsibility in listed

companies in PSE ordered descending

Number Area of responsibility mean Standard deviation Degree
3 Responsibility towards market place 4.3881 0.17064 High
1 Responsibility towards workers 3.6741 0.39568 High
4 Responsibility towards community 3.5763 0.68724 Moderate
2 Responsibility towards environment 3.1261 0.93347 Moderate
Total degree of social responsibility | 3.7222 0.46347 High

Results in table (1.4) revealed the following:

1. The total degree of applying corporate social responsibility in listed companies in

PSE was high with mean (3.72) and standard deviation (0.463). According to the
researcher point of view this high degree of social responsibility due to the
commitment in the legal and ethical parts of CSR by almost all companies in PSE
may be to avoid future legal problems with governmental parties, this legal/ethical
commitment raised the total degree of social responsibility, as we will see in the

coming results. These results exceeds those of Abu Rshaid (2006) that revealed a
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moderate application of CSR in private hospitals in Amman, and the study of
Alagha (2007) whose ones also revealed a moderate commitment in SR by
companies in private industrial sector in Gaza strip, while those of Carroll,
Hatfield, & Aupperle (1985) revealed that 62% of the listed companies in Forbes
1981 Annual Directory employed social forecasting and 45% from them had a
CSR committee in their board of directors.

Social responsibility was the highest towards market place with mean (4.39) and
standard deviation (0.17). followed by Responsibility towards workers with mean
(3.6741) and standard deviation (0.395), then Responsibility towards community
with mean (3.58) and standard deviation (0. 687), finally responsibility towards
environment with mean (3.13) and standard deviation (0.933). This result is
almost similar to Abu Rshaid's (2006) that revealed high degree of the private
hospitals' social responsibility towards customers that came in the second place
after responsibility towards owners.

Responsibility towards marketplace has got the highest mean, the researcher
believes that the dimensions used to measure responsibility in this field are in the
core of any business, and serve its interests first and foremost, that is achieving
profit and maximizing it. Enterprises are basically human organizations that rely
on a web of internal and external relationships which are vital for mutual
prosperity. The way in which these working relationships are managed is often
vital to the success of an enterprise. Good relations with customers and suppliers
bring gains for both sides. Good networking is critical to success. A quick way to
improve company’s performance is to share experiences with suppliers,
customers, other like-minded enterprises and local business organizations.
Customers' satisfaction is the key to any company's success; a corporation can
achieve a good Reputation by satisfying customers, through the word of mouth
ads for example, this reputation is crucial to ensure success in the marketplace,
since more customers means more sales, more involvement and expansion in the
market, A company that doesn't act responsibly toward its customers will
ultimately lose their trust and their business. Good relations with suppliers

guarantee a smooth flow of the supply chain, companies must maintain quality
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relationships with their suppliers through respecting terms of payments, honesty

in contracts and dealings, and through promoting ongoing dialogue with their key

ones about prices ,schedules or other issues , since once the suppliers are not

comfortable in their dealings with one company they will engage with another and

this is of course not in the company's best interest and will serve their

competitors. fair competition is the ethical thing to do and will avoid them future

legal problems

Dimensions that were used to measure the degree of social responsibility towards

marketplace meet the legal, ethical and social dimensions see table (2.4),

Table (2.4)

Means and standard deviations of the dimension used to measure responsibility towards

marketplace ordered descending

Number Statement Mean Standard Degree
deviation

Q52 Handling customers complaints 4.7265 44767 High

Q36 Honesty in its contracts 4.7009 45985 High

Q51 Providing a telephone number with its products 4.6325 51859 High
for feedback

Q38 Paying its financial obligations on time 4.6239 50389 High

Q50 After sale service 4.5641 60721 High

Q39 Fair competition 45214 51859 High

Q37 Honesty in its dealings 4.5043 50213 High

Q46 Labeling its product to provide people with 4.4444 53247 High
needed information

Q40 Handling suppliers complaints 4.4359 56301 High

Q45 Honesty when describing its product 4.4188 65967 High

Q43 Agreeing on fair prices for its suppliers and for 4.3932 54071 High
it self

Q42 Negotiating with suppliers on delivery 4.3846 55470 High
schedule

Q48 Providing a quality product 4.2906 49235 High

Q47 Adequate prices for its customers 4.2821 48860 High

Q44 The society's Habits when advertising 4.2735 51902 High

Q41 Keeping suppliers aware of its future needs 4.2564 51115 High

Q49 returning goods principle 3.1453 94015 Moderate
Total degree 4.3881 17064 High

61




Results in table (2.4) showed that:

1. All the dimensions used to measure responsibility towards marketplace have got
degrees with the highest goes for Handling customers complaints with mean
(4.73) and standard deviation (0.45), most of these dimension either serve their
interests, such as handling complaints of customers and suppliers, or previously
demanded and specified by business ethics -such as honesty in dealings and
contracts, and fair competition- or regulated by laws specifically the law of
protecting the Palestinian consumer which outlined the consumer rights, such as
labeling products, providing quality products and fair prices.

2. The lowest degree in this field was moderate for returning goods principle with
mean (3.1453) and standard deviation (0.94), this moderate degree is probably
due to the product/service diversity between different companies in different
sectors. For example Services provided by the banking, or insurance sectors can't
be returned.

3. The researcher concludes that listed companies in PSE are highly meeting the
legal and ethical parts of SR, that both together meet the social one of CSR
towards marketplace.

Responsibility towards workers came in the second place with mean (3.6741) and

standard deviation (0.395). See table (3.4)

Results in table (3.4) revealed that:

1. Responsibility towards workers came in the 2™ place, as a result to the legal /ethical
and sometimes voluntary commitment by these companies towards their workers, to
retain ,motivate, increase their loyalty and productivity, and develop their skills that
all first and foremost serve the companies' best interests. The researcher believes that
workers are important stakeholder of the company, and the long-term success of
business and the ability of manager as an effective entrepreneur often depend on the
knowledge, skills, talent, innovative creativity and — particularly the motivation of

employees.
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Table (3.4)

Means and standard deviations of the dimension used to measure responsibility towards

workers ordered descending

Number Statement Mean Standard Degree
deviation
Q9 | A comprehensive health insurance 45470 .59445 High
Q2 | Developing its workers skills through training 4.4615 59507 High
Q1 | Developing its workers skills through 4.4444 49904 High
performance evaluation
Q3 | Equity in treating workers on sex basis 4.2650 .63508 High
Q8 | Fair wages to its workers 4.2650 79213 High
Q21 | Treating its workers respectfully at the end of 4.2650 49815 High
their service
Q13 A healthy work environment 4.2393 59668 High
Q11 | Equal employment opportunities 42222 58885 High
Q20 Treating its workers respectfully when lay off 4.2051 .60939 High
for some reason
Q22 Respecting its workers ethical behaviors 4.2051 65044 High
Q4 Equity in treating workers on origin basis (place 4.1709 67327 High
of living)
Q6 Presenting financial awards to its workers 3.9744 75955 High
Q12 Empowering its workers in important issues 3.9744 1.01252 High
Q5 Equity in treating workers on family basis 3.7436 1.22583 High
Q7 Granting loans to its workers 3.6838 1.01412 High
Q14 Flexible working hours 3.4957 86726 Moderate
Q15 Extra health insurance for workers 3.4615 .87630 Moderate
Q19 The ability to work at home 2.8120 1.60243 Moderate
Q18 Have a nursery for women workers' babies 2.7778 1.79132 Moderate
Q23 Insuring transportation for its workers 2.7265 .94343 Moderate
Q17 Helping workers getting married 2.6496 1.03654 Moderate
Q16 Providing scholarships for workers' superlative 2.5470 1.11026 Moderate
kids
Q10 Residential projects for its workers 1.3675 48420 Low
Total degree 3.6741 .39568 High

As enterprise grows, it will need people that a manager can rely on and delegate to

because of this companies must work hard to retain their workers, they need the

experience that workers gain in their companies, Being responsible towards

employees will lead to Effective Internal partnerships and create relationships that
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improve business’ flexibility, responsiveness and ability to share knowledge between
workers. A motivated staff often leads to a stable, loyal contented workforce — and
helps to build a good reputation for the company, which is a good way to attract
talented workforce .this result contradicts with those of Abu Rashid's (2006) which
revealed low degree of the private hospitals' responsibility towards employees since it
came in the last place after responsibility towards owners, customers, government,
minorities and special needs' people

2. Most dimensions with high means are either specified by business ethics such as
respecting workers ethical behaviors, or specified by the labor law such as equity in
treating, employing, and promoting workers, and providing a comprehensive health
insurance (4.55).

3. Most Voluntary activities of responsibility towards workers have got the lowest
means since these activities are not forced by laws such as establishing residential
projects (1.37)- that need great financial ability-or providing scholarships for
workers' superlative children (2.55), Helping workers getting married (2.65), and
Insuring transportation for its workers (2.73); due to the high fixed costs concerning
transportation and the dispersion of the workers' living places. See table (3.4),but
some voluntary activities have got high means such as developing workers skills
through training, awarding workers, empowering and granting them loans. training
workers is for the companies' best interest first and foremost to keep their workers up
to date with technology and everything related to their businesses and increase
efficiency and productivity. Awarding and granting loans to workers in their difficult
circumstances will motivate them, and increase their loyalty and productivity

4. In sum, listed Companies are highly responsible towards workers, and they are more
legally and ethically responsible towards them, than voluntarily. The results of
Alagha (2007) were consistent with the above results; he concluded that the
responsibility of the industrial sector in Gaza strip towards employees was (63%)
which is higher than their responsibility towards community and environment
(61.3%).

Responsibility towards community came in the third place with mean (3.58) and standard

deviation (0. 687), see table (4.4).
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Table (4.4)

Means and standard deviations of the dimension used to measure responsibility

towards community ordered descending

Number Statement Mean Standard Degree
deviation

Q58 Presenting non financial donations to charitable 4.1453 86368 High
institutions

Q57 Presenting financial donations to charitable 4.0684 90712 High
institutions

Q53 Offering training opportunities to local 4.0085 70093 High
community members such as fresh graduates

Q55 Purchasing locally to encourage local industries 3.8632 199919 High

Q61 Sponsoring cultural activities 3.8462 94336 High

Q72 Contributing in disasters 3.8462 1.17161 High

Q56 Involving its employees in local community 3.7778 1.04313 High
activities

Q71 Solving the unemployment issue through 3.7692 199468 High
creating new job opportunities

Q63 Sponsoring sport activities 3.7094 1.07527 High

Q54 Discussing important issues concerning the 3.6667 84077 High
company with the community

Q70 Supporting Social Institutions concerning 3.6410 1.17782 Moderate
people with special needs

Q59 granting scholarships for superlative students 3.5983 1.29362 Moderate

Q60 granting scholarships for needy people 3.5385 1.33609 Moderate

Q62 Sponsoring health activities 3.5299 1.28367 Moderate

Q64 Raising education level by supporting schools 3.4274 91271 Moderate

Q69 Supporting Social Institutions concerning youth 3.2564 1.09980 Moderate
ISsues

Q68 Supporting Social Institutions concerning 3.1880 1.04165 Moderate
children issues

Q73 Participating in infrastructure projects 3.1538 1.39960 Moderate

Q67 Supporting Social Institutions concerning 3.1197 1.08407 Moderate
women issues

Q66 Ignoring specific groups when recruiting such 3.0256 60830 Moderate
as needy people

Q65 Neglecting scientific research in universities 2.9231 85252 Moderate
Total degree 3.5763 68724 Moderate

Results in table (4.4) come out with the following:

1. Companies are moderately behaving responsibly towards community, since they

are part of this community, their duty force them to contribute but
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economic/political instability and the difficult circumstances our country went
and still going through limited their contributions to only few donations or
sponsoring ,their commitment in this duty will in the long-run enhance their
reputation and image or increase customer recognition and esteem .Businesses
also have an interest in the surrounding community to satisfy an inherent need to
survive and prosper. These needs are, amongst others, to source labor and
management, and to serve various links in the supply chain. This result agrees
with Abu Rshaid's (2006) that revealed moderate level of CSR of the private
hospitals towards community.

2. The highest degrees go for presenting financial and non-financial donations to
charitable institutions with means (4.1453), (4.0684) successively, and Offering
training opportunities to local community members such as fresh graduates with
mean (4.02).From the researcher point of view these are contributions companies
are capable to offer, and they are the minimum things companies may introduce to
their local community .

3. The lowest degrees go for Supporting Social Institutions concerning women
issues and Participating in infrastructure projects with means (3.12),( 3.15)
successively, after those that went for Neglecting scientific research in
universities (2.11) and Ignoring specific groups when recruiting such as needy
people, which is a good thing since the latter two are negative sentences. Projects
such as the infrastructure one needs huge expenditures.

Finally responsibility towards environment was with mean (3.13) and standard deviation
(0.933).see table (5.4).
Results in table (5.4) revealed the following:

1. Moderate degree of responsibility towards environment, the researcher thinks that
this area of responsibility have got the lowest degree due to the absence of
awareness in issues concerning environment, and sustainable development in spite
of the existence of particular laws in Palestine concerning the environment but
these laws seemed to be inactive. According to Abu Rashid (2006), private
hospitals' responsibility towards environment has also got moderate degree, but it

has got more attention than responsibility towards employees, on the contrary of
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this study, where responsibility towards environment has got the lowest degree.

Results of Elyan (1994) also revealed high responsibility of the industry sector

towards environment due to the rules forced on this sector by law.

Table (5.4)

Means and standard deviations of the dimension used to measure responsibility towards

environment ordered descending

Number Statement Mean Standard Degree
deviation
Q35 Keeping the environment clean 4.3248 1.07342 High
Q26 Having means for preserving water 3.6154 1.21660 Moderate
Q25 Having means of preserving energy 3.5726 1.38537 Moderate
Q27 Recycling 3.4444 1.46478 Moderate
Q33 cooperation with government in issues 3.2564 1.08400 Moderate
concerning environment
Q24 Participating in environmental projects 3.2222 1.50923 Moderate
Q28 Conducting environmental sessions for its 3.1368 1.38281 Moderate
workers
Q34 donations for environmental projects 29231 1.12306 Moderate
Q29 Participating in local environmental 2.7949 1.27670 Moderate
conferences
Q31 Educating audience about environmental 26752 1.34439 Moderate
issues
Q32 Awarding workers participating in 2 4444 1.00382 Moderate
environmental activities
Q30 Participating in international environmental | 2.1026 76996 Low
conferences
Total degree 3.1261 03347 moderate
2. All companies in this survey agreed upon keeping the environment clean which
was the only sentence in this field with high mean (4.33).Pollution in any facet is
an issue that is forbidden by the Palestinian law No.(7) concerning the
environment for the year 1999.
3. Recycling is an issue mentioned by this law but it seemed that listed companies
are moderately applying it (3.44).
4. Voluntary environmental activities such as having means for preserving water and

energy have got the highest moderate degrees (3.62), (3.57) successively. Others

such as participating in international environmental conferences has got the
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lowest mean (2.10).
5. The researcher concludes that listed companies’ responsibility towards
environment meets only their minimum obligations towards it.
Again, it is a worth mentioning thing to conclude that listed companies in PSE gives
more attention to the legal and ethical parts of social responsibility in all areas, than the

discretionary one. In other words they meet their minimum obligations.

2.1.4 What is the profitability status of listed companies in Palestine securities
exchange (PSE)?

To answer this question means or averages of the five profitability measures (ROA, ROE,
EPS, net profit margin, MSP) during the period (2004-2008) were retrieved for each
sector, See table (6.4).See appendix (7) (Values of the five profitability measures during
the interval (2004-2008) for each company)

Table (6.4)
The profitability measures' averages for the different sectors during the period (2004-
2008)

Company's name ROA | ROE | EPS | Net profit margin | MSP
Banking sector average 0018 | 064 | 0176 0.194 *1.289
Insurance sector average 0047 | 0.179% | 0.281* «0.83 1.188
Investment sector average 0.061* | 0103 | 0.115 -0.078 0.822
Service sector average 0.058 | 0.081 | 0159 0.016- 0.164
Industry sector average 0.035 | 0.091 | 0108 0.046 0.087
Listed companies average 0.043 | 0096 | 0.153 -0.098 0.71

*Goes for the higher percentage
Results in table (6.4) revealed that:

1. The MSP has got the highest average in all sectors except in the industry sector
where EPS was the highest. According to Tsoutsoura (2004) accounting
measures such as ROA, ROE, and EPS capture only historical aspects of firm
performance. They are subject, moreover, to bias from managerial manipulation
and differences in accounting procedures, while Market measures such as MSP
are forward looking and focus on market performance. They are less susceptible
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10.

11.

to different accounting procedures and represent the investor’s Evaluation of the
ability of a firm to generate future economic earnings.

The insurance sector is the most profitable sector in terms of ROE, EPS, and net
profit margin with averages (0.179), (0.281), (0.83) successively, while the
investment sector is the most profitable in terms of ROA with an average (0.061),
but the banking sector is the most profitable in terms of MSP with an average
(1.289).

The insurance sector's profitability indicators are all above listed companies'
averages.

The banking sector's EPS, MSP and net profit margin, are above the listed
companies' averages.

The service sector's ROA, EPS, and net profit margin are above the listed
companies' averages.

The industry sector's profitability indicators are all below the listed companies'
averages except the net profit margin

And finally the investment sector's profitability indicators are all above the listed
companies' averages except EPS

These results lead the researcher to conclude that the industry sector is the least
profitable sector, while the most profitable one is the insurance, this may due to
the high net profit margin of the insurance sector (0.83) and the low one
concerning the industry sector (0.046)

Return on asset (ROA) was the highest in investment sector (0.061) followed by
service (0.058), insurance (0.047), industry (0.035) and then banking (0.018)
sectors. Sectors such as the investment, service, and insurance have fewer assets
than the industry one, which yields higher return on asset.

Return on equity (ROE) was the highest in insurance sector (0.179), followed by
investment (0.103), industry (0.091), service (0.081) and then banking (0.064)
sectors.

Earning per share (EPS) was the highest in insurance ((0.281, banking (0.176),
service (0.159), investment (0.115) and then industry (0.108),this may be
explained in higher net income achieved by sectors providing services since they
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incurred less costs.

12. Net profit margin was the highest in insurance sector (0.83) followed by banking
(0.194), industry (0.046), service (-0.016) and investment (-.078).This can be
explained similar to the explanation concerning EPS, but as an exception in this
case lower net profit margin concerning service sector can be referenced to the
low net profit margin concerning some companies in this sector such as PLAZA,
and the Arab hotels, but if we take a deeper look to that concerning PALTEL
company in table (7.4) we will notice very high net profit margin (0.322).

13. Market share price (MSP) was the highest in banking sector (1.289) followed by
insurance (1.188), investment (0.822), service (0.164) and then industry (0.087).

Averages of the five profitability measures were also retrieved for each company, see

table (7.4).

Results in table (7.4) revealed the following:

1. Within the banking sector, Palestine investment bank has the highest indicators, in
the insurance sector ,ROA,ROE,EPS of national insurance were higher than those
of Alahlia insurance group, but net profit margin and MSP of Alhlia were higher.

2. In the investment and service sectors Palestine development and investment
(PADICO) and Palestine telecommunications (PALTEL) successively have the
highest indicators

3. Jerusalem Cigarette has the highest ROA, ROE, EPS, in the industry sector, but
the vegetable oil industries has the highest MSP and net profit margin.

4. PALTEL group is the most profitable company at the level of all listed companies
in terms of ROA (0.180),ROE (0.269),EPS (0.540), while Alahlia group is the
most profitable in terms of net profit margin (0.955),and Palestine investment
bank is the most profitable in terms of MSP(2.49)

According to Alagha (2007) the financial performance averages of the industrial

companies in Gaza strip were 19.2% for ROE, 18.9% for ROS, 12.2% for ROI

Table (7.4)
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The profitability measures' averages for all companies during the period (2004-2008)

Company's name *ROA | *ROE | EPS | *Net profit margin | *MSP
Arab Islamic bank 0.014 | 0.069 | 0.112 0.286 0.68
Palestine Investment Bank 2.49
0.046 | 0.147 | 0.437 0.448
Al-Quds Bank 0.697
-0.005 | -0.023 | -0.021 -0.153
Banking sector average 0018 064 | 0176 0194 1.289
Ahleia Insurance Group 0.046 | 0.176 | 0.163 0.955 1.866
National Insurance 0.51
0.048 | 0.182 | 0.398 0.704
Insurance sector average 0047 | 0179 | 0281 0.83 1.188
Palestine Development & Investment 1.163
0.109 | 0.144 | 0.213 0.432
Palestine Industrial Investment 0.2
0.075 | 0.072 | 0.132 0.320
The Palestine Real Estate Investment 1.104
0.000 | 0.092 |-0.001 -0.982
Investment sector average 0061 | 0.103 | 0115 .0.078 0.822
The Arab Hotels -0.009 | -0.010 | -0.009 -4.265 0.236
Arab Real Estate Establishment 0.033
0.072 | 0.092 | 0.121 0.081
Palestine Telecommunications 0.335
0.180 | 0.269 | 0.540 0.322
Arab Palestinian Shopping Centers 0.052
-0.013 | -0.026 | -0.018 -0.041
Service sector average 0.058 | 0.081 | 0159 0.016- 0.164
Arab Company for Paint Products 0.266
0.0476 | 0.185 | 0.074 0.123
Palestine Poultry -0.244
0.030 | 0.039 | 0.045 0.040
Jerusalem Cigarette 0.185
0.086 | 0.196 | 0.299 0.097
Palestine Plastic Industrial -0.052 | -0.067 | -0.049 -0.183 -0.25
The Vegetable Oil Industries 0.475
0.063 | 0.01 | 0.173 0.152
Industry sector average 0035 | 0091 | 0.108 0.046 0.087
Average for all companies 0.043 | 0.096 | 0.153 -0.098 0.71

*Values in the above table are percentages

3.14 What is the relationship between being socially responsible and the
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profitability of the listed companies in (PSE) measured by (ROA, ROE, EPS, net
profit margin, MSP)?

To find out the relationship between applying corporate social responsibility in listed
companies in PSE and their profitability, Pearson Correlation coefficient was retrieved
between CSR and the five profitability indicators, as follows:

1.3.1.4 Correlation between CSR and ROA

Pearson correlation coefficient was retrieved, see table (8.4)

Table (8.4)
Results of Pearson correlation between social responsibility and return on asset (ROA)
Variable Pearson correlation coefficient(r) Statistical
significance
Applying social responsibility 093 0.681
ROA '

Results revealed that statistical significance is (0.681) which is larger than (0.05), this
means that there is no correlation between CSR and ROA.

This result agrees with Carroll, Hatfield, & Aupperle (1985) who observed no statistically
significant relationship between CSR and ROA, their results revealed that the
profitability of firms that did social forecasting and those having a corporate social
responsibility committee on their corporate boards wasn't statistically different from that
of firms that did no forecasting or other firms. This result also agrees with soana's (2006)
that detect no significant relationship between (the social performance of a sample of
international banks rated by Ethibel and a sample of Italian banks rated by Axia) and
accounting & market measures of performance. But when Further correlations were
investigated between each single ethical component used in the determination of the
synthetic ethical rating and financial indicators, a negative correlation was detected
between one component of the Ethibel rating which is “internal social policy” and ROA,
Price to Book Value and Price/Earning Ratio, and a positive relationship was detected
between some components of the Axia ethical rating such as "corporate governance™ and
ROA, "employees" and cost/income ,"international operations" and price to book value.
This result disagrees with Abu Rashid (2006) who detected a positive relationship
between the adoption of CSR and ROA.

2.3.1.4 Correlation between CSR and ROE
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Pearson correlation coefficient was retrieved, see table (9.4)

Table (9.4)
Results of Pearson correlation between social responsibility and return on equity (ROE)
variable Pearson correlation coefficient( r) Statistical
significance
Applying social responsibility
ROE 0.126 0.576

Results revealed that the statistical significance is (0.576) > (0.05).which means that
there is no correlation between CSR and ROE.

This result agrees with Curran's (2005) who implied that the relationship between
passing the screen (selecting a company for inclusion in socially responsible funds based
on a company’s social and environmental record) and market to book ratio and ROE was
not proven. And disagrees with Becchetti, Giacomo, Pinocchio (2005) whose results
revealed that applying CSR increase total sales per employee but cause lower (returns on
equity only when large caps or R&D investing firms are not in the sample),and with Abu
Rashid (2006) who detected a positive relationship between the adoption of CSR and
ROE, and Alagha (2007) who also detected a positive relation between SR and financial
performance measured by return on investment ROI and return on equity ROE, but no
relation with return on sale ROS.

2.3.1.4 Correlation between CSR and EPS
Pearson correlation coefficient was retrieved, see table (10.4)

Table (10.4)
Results of Pearson correlation between social responsibility and EPS
variable Pearson correlation coefficient( r) Statistical
significance
Applying social responsibility 0.130 0.563
EPS

Results revealed that there is no correlation between CSR and EPS since statistical
significance is (0.563) >0.05.

This result contradicts with Curran (2005) whose results revealed a relationship between
passing the screen and higher earnings per share.

2.3.1.4 Correlation between CSR and net profit margin
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Pearson correlation coefficient was retrieved, see table (11.4)

Table (11.4)
Results of Pearson correlation between social responsibility and net profit margin
variable Pearson correlation coefficient( r) Statistical
significance
Applying social responsibility -0.322 0.154
Net profit margin

Results revealed that the statistical significance is (0.154) > (0.05), this means that there
is no correlation between CSR and net profit margin. This result agrees with the analysis
done by Laffer associate (2004) to compare the (28) company who were among the
Business Ethics Top 100 Corporate Citizens with their competitors and industry averages
every year from 2000-2004, there was no significant positive correlation between CSR
and business profitability as determined by standard measures. In each of the three
profitability comparisons (compound annual net income growth, net profit margin and
stock price appreciation) with their peers, only a minority of the 28 CSR leading
companies in each comparison outperformed their peers. In addition, being a CSR-
leading company was negatively or not correlated with compound annual net income
growth, net profit margin and stock price appreciation.

The researcher believes that CSR has no effect on net income, that is; companies
applying CSR will not increase or decrease their sales, or costs, may be in the short-term
thus net income won't be affected, which in turn will not affect the profitability indicators

that all rely on net income.

2.3.1.4 Correlation between CSR and market share price (MSP)
Pearson correlation coefficient was retrieved, see table (12.4)

Table (12.4)
Results of Pearson correlation between social responsibility and MSP
variable Pearson correlation coefficient( r) Statistical
significance
Applying social responsibility -0.216 0.360
MSP

Results in table (12.4) revealed that the statistical significance is (0 .360) > 0.05. So there
is no correlation between CSR and MSP. Increases in the company's MSP result from
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many things such as increases in sales, or increased demand on its product or shares,

from the researcher point of view CSR seemed not to affect these issues.
Webb and Nelling's (2006) results agrees with this result in that CSR do not affect firm's

financial performance, and the only aspect of CSR driven by stock market performance is

employee relations, That is; strong stock market performance leads to greater firm

investment in aspects of CSR devoted to employee relations, but CSR activities do not

affect financial performance.

In sum, the researcher concludes the following:

1. No correlations were detected between CSR and the listed companies'

profitability during the interval (2004-2008) measured by (ROA, ROE, EPS, net
profit margin and MSP), although many previous studies have proved the
existence of either a positive or negative correlation..

From the researcher point of view The positive correlation, is the logical one
since it was justified by several reasons that all at the end lead to firm's
profitability such as enhancing the firm's reputation and image, attracting talented
workforce, increasing the loyalty and productivity of workers, increasing sales
and many other benefits. But the question that comes into our minds now, why

CSR of listed companies in PSE are not correlated to their profitability?

To answer this question the researcher has suggested several reasons that all at the end

pour into one that is the political/economic instability of Palestine, detailed as follows:

The current political situation of west bank has affected all aspects of our lives
especially the economic one, the ordinary consumer when buying a product
doesn't care if the company is a friend of the environment or if it is socially
responsible towards its workers or if it is supporting charitable institutions or
commit its financial obligations and contracts, all he/she cares about is the price
and sometimes the quality, their bad economic situations have led them to think
this way.

Companies are supposed to commit their social responsibilities whether the
ethical or the legal ones since these are issues either mandated by law or
specified by business ethics and companies are aware of keeping their records

clean and legal to avoid any future litigations or problems and to protect their
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reputation not to increase their profits. Whereas the voluntary social practices of
some of these listed companies such as PALTEL and PADICO are considered
duties they must commit towards their community since they are part of this
community who suffered a lot during the last five years ranging from the
invasions, to the elections followed by the severance of donations from donor
countries and international organization, ended by the war on Gaza strip, all these
led to increases in the poverty and unemployment rates, besides, these companies
are leading ones and hard figures who are watched by the audience who expects a
lot from them. These voluntary practices might not increase their profitability in
the short-term due to the stronger overwhelming political reasons as Campell
(2007) proposes " Corporations will be less likely to act in socially responsible
ways where they are operating in a relatively unhealthy economic environment
where the possibility for near-term profitability is limited " For instance, when
inflation is high, productivity growth is low, it appears that it will be relatively
difficult for firms to turn a healthy profit in the near term, exactly the same as our
Palestinian economy and then they will be less likely to behave in socially
responsible ways, this can be an evidence that these voluntary practices aims first
and foremost to support their community but there is no doubt that they will
enhance their reputation ,increase their market share, and customers' loyalty
which is in the long- term-that is not the subject of this study- will lead to
profitability.

CSR may considered as a tool to gain a competitive advantage in case of high
competition, but in our community, CSR leading companies have no competitors,
such as PLATEL, this may support the claim that they practice voluntary
activities to support their community, first and foremost ,regardless of any
financial benefits that they may accrue. This may be evidenced by what Campbell
(2007) has proposed that" Corporations will be less likely to act in socially
responsible ways if there is too little competition in situations where competition
is nil, a corporation may have little interest in using philanthropy to enhance its
competitive advantage to improve its long-term financial performance, since its

stakeholders, e.g., customers or suppliers, have few alternatives"
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o The economic and political pressures of life have affected the psychological side
and the way Palestinian people think, they became more negative, they do not
believe in change, they just want to live their lives, they don't have that peace to
think of issues such as CSR, Or supporting CSR companies.

o Lack of awareness concerning social responsibility ,consumers are not aware of
the importance of this topic, and the importance of supporting socially responsible
companies to distinguish them from other irresponsible ones. Investors also lack
this awareness, when investing in a firm they do not consider its social record, all
they care about is its share price.

o socially responsible companies towards workers may increase their loyalty and
productivity ,or a socially responsible company that provide services may
increase its customers , but there are always some stronger reasons that devastate
the rules of the game ,that all pour into one reason, that is, the political and
economic instability that lessens the firm's profitability

Webb and Nelling's (2006) results disagreed with the current results, they suggested that

corporate social responsibility and financial performance appear to be related when using

traditional ordinary least squares (OLS) regression models. However, this relation is
found to be much weaker when examined using a fixed effects Granger causality
approach.

Orlitzky, Schmidt, and Reynes (2003) in their meta analysis also revealed that CSP is

positively correlated with CFP, but CSP appears to be more highly correlated with

accounting-based measures of CFP than with market-based indicators, and the
relationship tends to be bidirectional and simultaneous, their results also revealed that

CSP reputation indices are more highly correlated with CFP than are other indicators of

CSP

4.1.4 Minor question four: Are there any differences in the respondents' answers

regarding the application of CSR in listed companies in PSE according to the year

of establishment, firm size (expressed by firm's capital and number of employees),
sector, CSR motive, CSR application in the organization structure, manager's
experience, manager's educational level, and Manager's specialization?

To find out whether there are differences in the respondents' answers regarding the
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degree of applying corporate social responsibility in listed companies in PSE, means for

the answers of the population members were retrieved according to the variables

previously mentioned in the above question as follows:

1.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the year of establishment?

Means for the respondents' answers regarding the application of CSR due to the year of

establishment variable were retrieved, see table (13.4)
Table (13.4)

Means for the respondents’ answers regarding the application of CSR due to the

year of establishment

Total |Responsibility | Responsibility | Responsibility | Responsibility
degree towards towards towards towards
Year of establishment of CSR| workers environment | market place | community
Before 1990 Mean 3.2260 3.2174 2.4375 4.4412 2.7024
Number 5 5 5 5 5
Standard | .51371 40320 .88290 14804 .75930
Deviation
Between Mean 3.7397 3.6903 3.1504 4.3863 3.6072
1990-2003 Number 112 112 112 112 112
Standard 45420 38741 92955 17166 .66744
Deviation

Results in table (13.4) revealed that:
1. There are differences in the total degree of applying CSR due to the year of

establishment for the newer interest. Listed companies that were established

before (1990) have less social responsibility with mean (3.23) than those
established between (1990-2003) with mean (3.74). This result is consistent with

those of Cochran and wood (1984) who confirmed that the Average age of

corporate assets is found to be highly correlated with social responsibility

ranking, justifying this in three points, one possible explanation is that firms with

older assets constructed plants in a period when regulatory constraints were less
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severe than they are today. Another explanation is that older firms may possess
less flexibility in adapting to social change. Management of "older” firms may
simply be less responsive in both business and social dimensions than
management of "younger" firms. And finally the type of managers that "old"
firms attract may differ from those attracted by "young" firms. The researcher is
totally agree with Cochran and wood's opinion and she thinks that managers of
younger firms are more likely to adapt the new theories or trends in business and
rely on them as means to grow up and invade the market than those of the older
firms who relies more on their originality and early existence in the market.

2. Responsibility towards marketplace was higher in older companies with mean
(4.44), may be because the concept of responsibility towards marketplace carries
dimensions in the core of any business not luxury ones, besides the long

experience needed to deal with customers, suppliers and competing firms.

2.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the capital?

Means for the respondents' answers regarding the application of CSR due to the capital

variable were retrieved, see table (14.4)

Results in table (14.4) revealed that

1. There are differences in the total degree, and the degrees of the four areas of

applying CSR due to the capital, where companies with capital more than (50%
million) have more social responsibility with mean (4.14) than companies with
capital between (10-50$%) million with mean (3.46) which in turn have more
responsibility than those with capital less than 10 $ million with mean (3.19).
From the researcher point of view more capital means more wealth in the form of
money or properties, which means more transactions, more involvement in
society. Let us explain this more simply, as a person grows his/her
responsibilities grow, and people expect more from him/her. Exactly as
companies As much as they grow in terms of capital, resources including human
resources, they'll become a hard figure that will be watched by the audience

whose expectation form these companies will raise. These companies must work
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hard to satisfy the audience including all their stakeholders, so as to meet their

expectations and enforce their images and reputations
Table (14.4)
Means for the respondents' answers regarding the application of CSR due to capital

Total | Responsibility | Responsibility | Responsibility | Responsibility
degree of towards towards towards market towards
Capital CSR workers environment place community
Less than 10$ Mean 3.1938 3.3652 1.9417 4.3294 2.8024
million Number 20 20 20 20 20
Standard .26452 24327 53057 .22854 45551
Deviation
From 10-50$  Mean 3.4630 3.4318 2.5928 4.3663 3.2630
million Number 44 44 44 44 44
Standard | .36133 .38197 48731 18334 .63378
Deviation
More than 50$ Mean 4.1367 3.9918 4.0157 4.4284 4.1285
million Number 53 53 53 53 53
Standard | .07913 13321 24022 12120 14635
Deviation

According to Tsoutsoura (2004) The Size of the firm is an important factor, since larger
firms seem to adopt the CSR principles more often, as they grow; firms attract more
attention from stakeholders.

Consistent with this result, Those of Alagha (2007), which revealed that there are
intrinsic differences in the application of CSR between industrial companies in Gaza strip
due to their products' nature, firm size whether expressed by number of employees or
capital, while there are no differences in the application of CSR due to the degree of

competition companies are objected to.

3.4.1.4 Are there any differences in the respondents’ answers regarding the
application of CSR in listed companies in PSE due to number of workers?
Means for the respondents' answers regarding the application of CSR due to the number

of workers variable were retrieved, see table (15.4)
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Results in table (15.4) revealed that:

1. There are differences in the total degree and the degrees of the four areas of
applying CSR in listed companies due to the number of workers for the interest
of those with number of workers more than (200) with mean (3.91), followed by
companies with number of workers between (100-200) with mean (3.39), then
those with number of workers less than (100) with mean (3.16).

Table (15.4)

Means for the respondents' answers regarding the application of CSR due to the number of workers

Total | Responsibility | Responsibility | Responsibility | Responsibility
degree of towards towards towards market towards
Number of workers CSR workers environment place community
Less than 100 Mean 3.1636 3.3708 2.2647 4.2491 2.5714
Number 17 17 17 17 17
Standard | .35030 .35426 45856 27866 .50899
Deviation
From (100-200) Mean 3.3919 3.6014 2.1065 4.3497 3.1217
Number 18 18 18 18 18
Standard | .38477 .39828 .82881 12676 41263
Deviation
More than 200 Mean 3.91045 3.7529 3.5284 4.4254 3.8844
Number 82 82 82 82 82
Standard | .35815 37563 71923 .13068 48769
Deviation
2. Results revealed that companies with the largest number of workers seemed to be

more socially responsible, although more workers means more expenses and
costs, but it also means expansion, more involvement in the market and more
operations .The researcher has previously mentioned that as much as companies
grow in terms of capital, including human capital, their stakeholders' expectations
including their workers will become higher, companies need their skillful
workers, they must behave responsibly towards them to meet their expectations
and retain them. Motivating workers in any facet leads them to be more,

productive and loyal. Also being a company with social responsibility reputation
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towards its workers is considered a way to attract new talented and skillful
workers. Recent surveys indicate that corporate social responsibility is
increasingly an important factor in attracting and retaining a talented and diverse
workforce. (Brine et al., 2007)

4.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the sector?

Means for the respondents’ answers regarding the application of CSR due to the sector

variable were retrieved, see table (16.4)

Results in table (16.4) revealed that:

1. The total degree of applying CSR and the degrees of responsibility towards
workers, environment and community were the highest in the service sector with
mean (4.0829) for the total degree, followed by the banking sector with mean
(3.48), the insurance sector with mean (3.30), the industry sector with mean
(3.27) and finally the investment sector with mean (3.23).

2. The service followed by the Banking sector come first, In general profit margin
in sectors that provide services to audience such as the banking, and service
sectors is higher than that of the industry sector, because the former sectors do
not incur high costs as the industry one whose costs are greater since there are
machines, production, maintenance, inventory, transportation and other activities,
while the former sectors incurred only administrative costs. In addition, sectors
such as the banking and service are distinguished in their direct interaction with
audience; this creates more rooms for social responsibility, since this audience is
the reason behind their existence. Also it will worth economically to provide
extra benefits to workers in these two sectors since the number of workers in
such sectors is high, this is consistent with the result in part (3.4.1.4) of this
question which revealed that as much as the number of workers in a company
increases, its social responsibility will also increase .While in sectors such as the
insurance the number of workers is not that high, so providing extra benefits to
them will not be economically justified. This doesn't mean that the insurance
sector is not socially responsible; it is only that there are more rooms for the

service and banking sectors to behave responsibly. the insurance sector's
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responsibility towards community do not exceed supporting charitable
institutions or sponsoring cultural, health or sport activities to perform their duty
towards their community and enhance their images, their responsibility towards
market place is for their best interests. The social responsibility of the banking
sector towards its workers is also justified in its attempts to retain them, since the
experience in such sectors is very important. Also training workers in such
sectors that required accuracy is very important.

Responsibility towards marketplace was the highest in the industry sector,
although its total degree of social responsibility was low due to the low net profit
margin of the industrial companies since they incurred higher costs than any
other sector .from the researcher point of view; suppliers as well as customers are
very important stakeholders to the industrial companies, especially suppliers.
Suppliers are the first ring in the manufacturing supply chain, keeping good
relations with them are very important to guarantee a smooth flow of the rest of
the chain until setting prices that satisfy their customers. In the industrial sector
also there is a room for more application of the returning goods principle, and the
average age of the industrial companies is higher than that of other companies in
other sectors, this result is consistent with that in part (1.4.1.4) of this question
which revealed that responsibility towards market place was the highest in older
companies, that is companies established before 1990, these companies were the
industrial ones. This result was justified by the high experience and commercial

cleverness needed to deal with merchants and competitors.

The results of Elyan (1994) are consistent with the current results in only one aspect, that

is the high contribution of the service sector of Amman securities exchange in CSR, and

extremely contradict with them in that the industry sector of Amman securities exchange

seemed to be highly responsible, while the industry sector in PSE wasn't that responsible,

also his results revealed low degree of social responsibility of the insurance and banking

sectors of Amman securities exchange, While these sectors have got higher degrees in
applying CSR in PSE.

While Curran (2005) found out that those companies in the energy, auto, consumer

staple, integrated oils, materials and processing, and utilities sectors are more likely to
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fail the screen(selecting a company for inclusion in socially responsible funds based on a
company’s social and environmental record) than companies in the non-polluting sectors
such as healthcare, financial services and technology.
If we want to discuss the above results in the light of results in question two and three
concerning profitability status and correlation between CSR and profitability we'll find
that:
1. The insurance sector is the most profitable sector but it is not the most responsible
one
2. The service and banking sectors are the most responsible ones and their
profitability status is good ;
3. The industry sector is the least profitable sector, and it is also the least responsible
one.
4. The investment sector is a profitable sector but it's social responsibility is low,
although PADICO which is an investment company is a socially responsible one.
But when its socially responsible efforts are aggregated with the efforts of other
investment companies the whole sector seemed to be the least responsible sector.
From the above we'll notice that some sectors are profitable but not that socially
responsible, this support the result of question three that encompasses no correlation
between CSR and profitability. The researcher believes that there are many other factors
control the application of CSR other than profitability such as the firm size (capital and
number of workers),type of product /service provided, and above all the privacy of our
Palestinian community and its difficult circumstances that made it a duty on these
companies to contribute regardless of their profitability, but there is no doubt that these

contributions differ from one company to another according to their profitability.

Table (16.4)

Means for the respondents’ answers regarding the application of CSR due to the sector
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Total [Responsibility | Responsibility | Responsibility | Responsibility
degree towards towards towards market towards

sector of CSR Workers environment place community

Banking Mean 3.4799 3.4198 2.5833 4.3387 3.3629
Number 29 29 29 29 29
Standard | .20563 15207 .38058 16612 52418
Deviation

Investment Mean 3.2295 3.1087 2.5833 4.3971 2.7857
Number 4 4 4 4 4
Standard | .85067 74168 1.06719 .25584 1.36111
Deviation

Industry  Mean 3.2740 3.2609 2.4792 4.5441 2.7143
Number 5 5 5 5 5
Standard | .15818 .20700 55015 .08824 .05499
Deviation

Insurance Mean 3.2972 3.4159 2.0725 4.3606 3.0062
Number 23 23 23 23 23
Standard | .22983 13486 .50709 22031 .38158
Deviation

Service Mean 4.0829 3.9764 3.9108 4.4128 4.0309
Number 56 56 56 56 56
Standard | .30697 29144 51776 13995 46817
Deviation

5.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the CSR motive?

Means for the respondents' answers regarding the application of CSR due to the CSR

motive variable were retrieved, see table (17.4)

Table (17.4)

Means for the respondents’ answers regarding the application of CSR due to the CSR motive

CSR motive

Total

Responsibility

Responsibility

Responsibility

Responsibility
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degree of towards towards towards market towards
CSR Workers environment place community
Profit Mean 3.5096 3.4261 2.7167 4.5353 3.2238
Number 10 10 10 10 10
Standard .04557 .09570 .21588 .08061 18244
Deviation
Supportthe  Mean 3.8168 3.7332 3.3362 4.3938 3.7159
image Number 59 59 59 59 59
Standard 46778 40007 .88368 .15687 12272
Deviation
Altruism Mean 3.5522 3.6481 2.6745 4.3585 3.2961
Number 32 32 32 32 32
Standard 52957 45108 1.08227 .21359 .72861
Deviation
Others Mean 3.8459 3.6631 3.5105 4.3346 3.8423
Number 16 16 16 16 16
Standard .10006 14513 16517 .10428 19551
Deviation

Results in table (17.4) revealed that:

1. There are differences in the total degree of applying CSR due to the motive,

companies whose motivations were to support their images and altruism are the
most responsible with mean (3.85), followed by those who aimed only to support
their image (3.81) and then by those who applied it for altruism (3.55),
companies that were motivated by profit are the least responsible with mean
(3.50). The researcher believes that the Palestinian listed companies do not apply
CSR to gain profits, especially in the short- term, their duty force them to do so,
because they are extremely aware of the unhealthy economic environment that
prevent such a strategy from achieving profits, only a minority believed that CSR
can lead to profits, this minority represented only (8%) of the population and it is
not that responsible.

Companies that were highly responsible towards environment and community
were motivated by altruism and supporting their images, the researcher thinks

that this is a logical result since behaving responsibly towards a community such
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as the Palestinian one must be for altruism -that will in the long-run contribute to
their market share - since there is no room for other purposes such as profitability
especially in the short run. Whereas companies that were highly responsible
towards their workers were motivated by supporting their images, may be to
attract talented workforce. While those who were highly responsible towards
market place were motivated by profit, since market place is the place where
companies sell, buy and gain profits.

According to Waddock and Graves (1997), meeting Stakeholder expectations before

they become problematic indicates a proactive attention to issues that otherwise

might cause problems or litigation in the future. In other words being socially

responsible to avoid future litigations.

6.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the CSR application in the

organization structure?

Means for the respondents' answers regarding the application of CSR due to the CSR

application in the organization structure were retrieved, see table (18.4)

Results in table (18.4) revealed that:
There are differences in the total degree of applying CSR due to how it is applied in
the organization structure. companies with permanent department apply CSR the
most (3.85), followed by those applying it through permanent committee with means
(3.69).Companies where CSR is the responsibility of an individual manager have
lower mean (3.2232), and companies that have no particular way for applying CSR
got the mean (3.14).the researcher thinks that specialization in doing business is very
important to the success of any mission, applying CSR through a specialized
department, is better than applying it through a committee or by an individual
manager who is busy in managing his company, delegating the issue of social
responsibility to a specialized department is more systematic and for the company's
best interest, it will have its own manager, policy, guidelines and workers whose sole
purpose to work on social responsibility, generate ideas, arrange them, with previous

studies and specific budget, then presenting them to the top level management for
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approval. Still applying CSR through a permanent department is better than applying

it through a committee, members of the committee may have a variety of tasks to

accomplish, they won't be able to focus on only one mission, Committees will be

enough and good in situations where companies are not considering CSR on a

continuous basis, while companies such as PALTEL who adopt CSR in its activities

on a continuous basis, a department is necessary.

Table (18.4)
Means for the respondents’ answers regarding the application of CSR due to how it is applied in the
organization structure

Total | Responsibility [ Responsibility | Responsibility [ Responsibility
CSR applicationin  Jdegree of towards towards towards towards
organization structure CSR Workers environment [ market place | community
Individual Mean 3.2232 3.2276 2.3873 4.3875 2.7535
manager  Number 17 17 17 17 17
Standard 48937 432200 514500 .294160 77942
Deviation
Permanent Mean 3.8506 3.8255 3.3700 4.3820 3.7223
department Number 77 77 77 77 76
Standard 43744 28231 1.01562 14261 .62865
Deviation
Permanent Mean 3.6849 3.5138 2.8902 4.4064 3.7424
committee  Number 22 22 22 22 22
Standard 20142 .38903 .38780 13933 19970
Deviation
Others  Mean 3.1370 3.1304 2.0833 4.4706 2.6667
Number 1 1 1 1 1
Standard 3.2232 3.2276 2.3873 4.3875 2.7535
Deviation

7.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the manager’s experience?

Means for the respondents’ answers regarding the application of CSR due to manager's

experience were retrieved, see table (19.4)
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Results in table (19.4) revealed that:

1. There are differences in the total degree and the degrees of applying CSR towards

workers, environment and community due to the manager's experience, for the

interest of managers with experience less than (5) with mean (4.14) that is; they adopt

CSR principles more often, followed by those whose experience ranging from (5-10)

years with mean (3.77), and finally by those with the highest experience mean

(3.56).The researcher thinks that the culture, way of thinking, and the enthusiastic

spirit differ between different generations. From the researcher point of view fresh

managers or managers with low experience are more willing to adopt the new trends

or theories in business, more willing to adapt to changes than the older managers.
Table (19.4)
Means for the respondents’ answers regarding the application of CSR due to the

manager's experience

Total |Responsibility [ Responsibility | Responsibility | Responsibility
degree towards towards towards towards
Experience of CSR Workers environment [ market place | community
Less than 5 years Mean 4.1447 3.9891 4.0885 4.3750 4.1607
Number 16 16 16 16 16
Standard | .06023 .09592 12349 11135 10415
Deviation
From (5-10) Mean 3.7777 3.7421 3.2083 4.3971 3.6407
Number 44 44 44 44 44
Standard | .44406 37135 97754 15851 .62700
Deviation
More than 10 Mean 3.5607 3.5332 2.7924 4.3849 3.3626
years Number 57 57 57 57 57
Standard | .46107 40467 .82693 .19385 72541
Deviation

This result contradicts with Alagha's (2007) who indicated no differences in the

application of CSR in industrial companies in Gaza strip due to the managers

experience.

2. There are also differences in the degree of applying CSR towards market place but it
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is for the interest of managers with experience ranging from (5-10) years. From the
researcher point of view the art of dealing with suppliers, customers and competitors
needs experience and involvement in market more than needing science and new

theories of business.

8.4.1.4 Are there any differences in the respondents’ answers regarding the
application of CSR in listed companies in PSE due to the manager's specialization?
Means for the respondents’ answers regarding the application of CSR due to the
manager's specialization were retrieved, see table (20.4)

Results in table (20.4) revealed that:

1. Companies managed by managers specialized in marketing (4.04) are more
socially responsible than those managed by managers with other specializations
such as business administration (3.79), finance (3.60) and accounting (3.53) .the
reason may due to marketing people awareness of CSR as a marketing approach.
50% of the population considered supporting the images of their companies as
the motive to adopt CSR. CSR works on enhancing the image and reputation of
any company, attracting customers, suppliers and talented workers, but managers
must always be aware of the means needed to disclose their social activities and
take advantage of advertising to market their companies.

2. Responsibility towards marketplace is the highest in companies managed by
managers with other specialization such as chemical engineering, from the
researcher point of view responsibility towards market place as | previously

mentioned depends more on experience whatever the specialization is.

Table (20.4)
Means for the respondents’ answers regarding the application of CSR due to the manager's
specialization
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Total [Responsibility | Responsibility | Responsibility | Responsibility
degree of towards towards towards towards

Manager's specialization] CSR Workers environment [ market place | community

Business Mean 3.7901 3.7477 3.2798 4.3792 3.6514

administration Number 56 56 56 56 56
Standard | .51506 42644 1.02142 .18901 73844
Deviation

Accounting  Mean 3.5337 3.4537 2.6667 4.3887 3.4244
Number 23 23 23 23 23
Standard | .42029 .37236 .69222 16133 13476
Deviation

Marketing Mean 4.0381 3.9179 3.8981 4.4575 3.9101
Number 9 9 9 9 9
Standard | .18093 .21569 .35789 .10094 32072
Deviation

Finance Mean 3.6027 3.5830 2.8864 4.3449 3.4329
Number 22 22 22 22 22
Standard | .36910 .26924 .82598 .14556 .58891
Deviation

Others Mean 3.7671 3.7826 3.1667 4.5042 3.4966
Number 7 7 7 7 7
Standard | .41134 40709 91160 14748 .64115
Deviation

9.4.1.4 Are there any differences in the respondents’ answers regarding the

application of CSR in listed companies in PSE due to the manager's educational

level?

Means for the respondents' answers regarding the application of CSR due to the

manager's educational level were retrieved, see table (21.4)

Results in table (21.4) revealed that there are almost no differences in the total degree

and the degrees of the four areas of applying CSR due to the manager's educational level.

Table(21.4)

Means for the respondents’ answers regarding the application of CSR due to the manager's
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educational level

Total [Responsibility | Responsibility [ Responsibility | Responsibility
Manager's educational degree of|  towards towards towards towards
level CSR Workers environment [ market place | community
Bachelorand  Mean 3.7179 3.6709 3.1307 4.3884 3.5622
less Number 88 88 88 88 88
Standard | .46602 39744 94398 17145 69563
Deviation
More than Mean 3.7350 3.6837 3.1121 4.3874 3.6190
bachelor Number 29 29 29 29 29
Standard | .46354 39711 91701 17115 67127
Deviation

The researcher thinks that applying CSR is something not correlated to the educational

level, since managers are not specialized in CSR, they have different specializations

whatever their educational level, and CSR is something they learn by the market or by

other companies whether in their own region or other regions.

This result agrees with Alagha's (2007) that indicates no differences in the application of

CSR in the industrial companies in Gaza strip due to the managers ' educational level.

CHAPTER FIVE
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1.5 Introduction

This chapter will exhibit the findings of this study, by answering its questions as follows.

1.6 Summary of findings

1.1.6 Findings of the first question: To What extent corporate social responsibility

(CSR) is being applied in listed companies in (PSE) mainly in the following
fields: responsibility towards employees, environment, marketplace and

community?

Results of the first question revealed the following:

1.

High level of commitment in corporate social responsibility in listed companies in
Palestine securities exchange (PSE).

The social responsibility of listed companies were the highest towards
marketplace (including customers, suppliers and competitors), followed by
responsibility towards workers, responsibility towards community and finally
towards environment.

Listed companies in PSE are highly meeting their legal and ethical
responsibilities towards market place, that both together meet their social one
Listed Companies are highly responsible towards workers, and they are more
legally and ethically responsible towards them, than voluntarily.

Listed companies are highly ensuring a comprehensive health insurance, training
and evaluating their workers' performances.

Listed companies rarely establish residential projects for their workers, provide
scholarships for their superlative children, and ensure transportation or nursery
houses for working mothers' babies.

Listed Companies are moderately responsible towards community, mostly
through financial and non- financial donations, offering training opportunities,
purchasing locally, sponsoring, contributing in disasters and helping in solving the
unemployment issue.

Listed companies' responsibility towards environment meets only their minimum
obligations towards it that is not polluting the environment.

Listed companies in PSE give more attention to the legal and ethical parts of

social responsibility in all areas, than the discretionary one. In other words they
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meet their minimum obligations towards workers, environment, community and

marketplace.

2.1.6 Findings of the second question: What is the profitability status of listed

companies in Palestine securities exchange (PSE)?

Results of the second question showed:

1

The insurance sector is the most profitable sector in terms of ROE, EPS, and net
profit margin, while the investment sector is the most profitable in terms of ROA,
but the banking sector is the most profitable in terms of MSP.

The insurance sector's profitability indicators are all above listed companies'
averages.

The banking sector's EPS, MSP and net profit margin, are above the listed
companies' averages.

The service sector's ROA, EPS, and net profit margin are above the listed
companies' averages.

The industry sector's profitability indicators are all below the listed companies'
averages except the net profit margin

The investment sector's profitability indicators are all above the listed companies'
averages except EPS

The industry sector is the least profitable sector, while the most profitable one is
the insurance.

PLATEL Company is the most profitable company at the level of all listed
companies in terms of ROA, ROE, EPS, while Alahlia group is the most
profitable in terms of net profit margin, and Palestine investment bank is the most
profitable in terms of MSP.

3.1.6 Findings of the third question: What is the relationship between being socially

responsible and the profitability of the listed companies in (PSE) measured by
(ROA, ROE, EPS, net profit margin, and MSP?
Findings of the third question revealed the following:

1. No correlations were detected between CSR and the listed companies'

profitability during the interval (2004-2008) measured by (ROA, ROE, EPS, net
profit margin and MSP), that is; applying CSR doesn't affect positively or
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negatively on firm's profitability

4.1.6 Findings of the fourth question: Are there any differences in the respondents’

answers regarding the application of CSR in listed companies in PSE according to

the year of establishment, firm size (expressed by firm's capital and number of

employees), sector, CSR motive, CSR application in the organization structure,

manager's experience, manager's educational level, and Manager's specialization?

findings showed the following:

1.

Listed companies that were established between (1990-2003) have more social
responsibility than those established earlier, except in the field of responsibility
towards marketplace

As much as the firm size increases in terms of capital and number of workers as
much as its social responsibility increases.

Total degree of social responsibility, and the degree of responsibility towards
workers, environment, and community are the highest in the service sector,
followed by the banking, the insurance, the industry and finally by the investment
sector.

Responsibility towards market place is the highest in the industry sector.

The service, banking and insurance sectors are responsible sectors and they are
profitable ones, while the industry sector is a sector with low responsibility and
low profitability, also the investment sector is the least responsible but it is
profitable, this support the findings that revealed no correlation between CSR and
profitability.

CSR motive for most listed companies were enhancing their images and altruism,
only a minority was motivated by profit

Listed companies that are motivated by altruism and supporting the images of
their companies are the most responsible companies followed by those who want
only to support their images, then by those who apply CSR for altruism, and
finally by those who seek profits.

Listed companies that are highly responsible towards market place are motivated
by profit.

Listed companies that apply CSR through a permanent department are more
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socially responsible than those applying it through a committee or an individual
manager

10. Companies managed by managers with low experience are more socially
responsible than those managed by managers with higher experience in all fields
except in the field of responsibility towards marketplace.

11. Companies managed by managers specialized in marketing are more socially
responsible towards workers, community and environment than those managed by
managers with other specializations such as business administration, accounting
or finance ,while those managed by managers with specializations other than all
those mentioned above ,such as electric engineering are more socially responsible
towards marketplace.

12. There are no differences in the total degree of applying CSR in listed companies

in PSE due to the educational level

2.5 Conclusions:

Based on the findings , the researcher has arrived to the following conclusions:

1. The high degree of the listed companies' social responsibility is due to their
commitment in the ethical and legal behaviors towards workers, environment,
marketplace and community.

2. Achieving profits and maximizing it is the core purpose of any business, this is why
responsibility towards marketplace is the highest, since market is the place where
companies sell and buy and make profits.

3. Ensuring a comprehensive health insurance, training and evaluating workers'
performance are things listed companies afford to do and they are in their best interests
first and foremost, while other voluntary activities such as establishing residential
projects, nursery houses, or transportation need more expenditure.

4. Listed companies' duty towards their community force them to behave responsibly
towards it mostly through financial and non-financial donations, offering training
opportunities, or purchasing locally, only a minority is capable on participating in huge
projects such as infrastructure ones.

5. The absence of awareness in issues concerning environment and sustainable
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development, although there are laws in Palestine concerning the environment, but these
laws seemed to be inactive, or neglected.

6. Listed companies' social responsibilities towards workers, environment, market place
and community meet only their minimum obligations towards them, to avoid future
problems or litigations with them ,while the discretionary part of social responsibility has
got lower degrees in all fields due to its voluntary nature.

7. Dealings in the marketplace need experience more than science or theories because of
this, results of responsibility towards market are for the interest of the industrial
companies that were established earlier and managed by high experienced managers.

8. The net profit margin in sectors such as the insurance, service, banking and
investment sectors is higher than that in the industry sector due to low costs incurred by
the former sectors, only administrative costs are incurred ,while costs in the industry
sector are higher since there are machines, production, maintenance, inventory,
transportation and other activities

9. Sectors such as the service and banking are more socially responsible than others
since such sectors have more rooms to apply CSR, their higher number of workers, the
importance of experience ,their direct interaction with audience and their higher profit
margin.

10. CSR and profitability are not correlated ,in other words it is not necessary that those
who are socially responsible will gain profits or those who are profitable will apply CSR
.due to the moderate variables that interrupt the natural flow of this relationship, these
variables are the political and economic instability that definitely has affected the
economic status of companies and consumers, besides the lack of awareness by investors
and consumers of CSR and its importance and role.

11. Older listed companies while doing their business depend on the classical approach,
their experience and early existence in the market such as the industrial companies,
whereas younger companies are more willing to adapt to changes.

12. As companies grow they attract more attention, their stakeholders' expectations will
rise, so companies must work hard to meet their stakeholders' expectations.

13. As the number of workers in a company grows, it becomes more economically

justified to provide them with extra benefits or facilities, such as transportation,
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residential projects or nursery houses. Besides that their workers' expectation will raise
and they must work to meet their expectations.

14. The longer age, the greater experience and the importance of the supply chain in the
industrial sector yields greater responsibility towards marketplace.

15. Large corporations are behaving responsibly to support their images and community
that needs assistance in the middle of the difficult circumstances it went and still going
through which is in the long run will increase their market share, customers' loyalty and
thus profitability.

16. Specialization in doing business is the key to the success of any mission, that's why
companies with CSR permanent department are more socially responsible than others.

17. Fresh managers or those with low experience are more enthusiastic ,more willing to
adapt to changes and adopt the new trends and theories of business such as CSR

18. CSR is a marketing approach; this is why companies managed by marketing
managers are more socially responsible towards workers, community and environment,
while responsibility towards marketplace relies more on experience and long existence in

the market rather than using CSR as a marketing approach

3.5 Recommendations:
Based on the foregoing conclusions, the researcher has come out with the following

recommendations:

1.3.5 Recommendations for corporations:

The researcher recommends the following:

1. Large companies with good profitability indicators and a good social record
must move to the next step of social responsibility. That is offer more
voluntary projects to their communities and workers, either separately or by
cooperating with other large companies to improve the social welfare of the
workforce and contribute in the community development. Huge projects may
include participating in infrastructure projects, establishing residential projects

for workers, and nurseries for working mothers' children. Cooperation is
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recommended in such cases to bear the costs associated with such projects and
to give a chance to companies who do want to make something to the
community but their humble financial status doesn't allow them to do so.
2. Companies may offer more benefits to their workers such as :
= Grant them a percentage of profit each year;
= helping those who are getting married
= Helping workers who want to travel for al hajj or Alomra.
= Awarding them by arranging journeys to foreign countries
These issues will motivate workers, push them to be more productive and loyal to their

companies, besides a CSR reputation towards workers will attract talented workforce.

3. For corporations who don't already have a box for corporate social responsibility, it is

good to have one, or to specify a percentage of the budget for voluntary social activities.

4. All companies — regardless of size or sector can help to reduce the negative
environmental impacts by reducing energy consumption, Minimizing waste and by
recycling materials. Even modest improvements can make a profound difference when
aggregated with the efforts of other businesses. Not only industrial companies can recycle
any sector, any person can be a friend of the environment, so companies must play a role
in this area and encourage their workers to be a pioneer, so this will be reflected on their
own lives. For example each company can buy different containers for recycled garbage
and categorize them, for example one for papers, and another for water phials, and so on.

But of course this requires another recycling specialized party to deal with.

5. Conducting sessions about CSR in universities and colleges to raise awareness in this

area

2.3.5 Recommendations for legislation council:

The following are recommendations for legislation council:
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1. Develop a specialized system for social accounting to distinguish between social
companies and others, & then Grant privileges and facilities to those who
voluntary engage in CSR .for example, tax deduction.

2. Identify a CSR supportive philosophy at the country level through developing a
national treaty encourages social groups to believe in serving the community

3. Developing new ways of measuring the reputation of companies and how people
view these companies, by a group of specialists and academics, such as
"reputation indices", or a measurement like the KLD for rating companies as
social or not, since the measurement that has been used in this study to measure
social responsibility depends on the views of the management not the audience
who deals with them. Developing such a new ways will push these companies to
compete with each others to be the best.

4. Put more restrictions on the companies' behaviors concerning the environment, by
making the Palestinian law No.(7) concerning the environment for the year 1999
active and applying its mentioned punishments when necessary.

5. Educating the audience about this issue through magazines, newspapers, or
conferences, because as much they are more educated about CSR as much their

expectations from what the companies could offer raise.

3.3.5 Suggestions for further researches:

Further researches are extremely needed, since the Arabic literature in general and the
Palestinian one particularly lack in this area while the English literature is flourishing.
More researches concerning CSR and its relation to financial performance can be
made on other sectors rather than the listed companies. such as the public sector
Future researchers can be made on the same sector that is; listed companies but
involving more companies, since this study was restricted to the availability of
financial information of only (17) company, involving larger number of listed
companies will give more accurate results.

Studying this issue from other points of views, the stakeholders' views (customers,
suppliers, government, & investors) since the current study reflects the point of views

of managers who usually tend to give a positive picture about their companies.
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4. Studying CSR and its relation to other variables such as, customer satisfaction,

attracting talented employees, reputation, and many other variables.

1. BIBLIOGRAPHY

A. Books:
1. Chryssides, G.,& Kaler,J. (1993).An introduction to business ethics. London:

102



International Thomson business pres (ITP).
Ebert, R., & Griffen, R. (2007).Business essentials (6™ Ed). Texas: prentice hall.

. Gibson, Ch. (2007).Financial statement analysis (2nd Ed.).Englewood Cliffs, NJ:

Prentice-Hall.

Kotler, P. & Lee, N. (2005). Corporate social responsibility: doing the most for
your company and your cause. Hoboken, NJ: wiley&sons

Nickels,W., Mchugh,J.,& Mchugh,S. (2007).Understanding business. New York:
McGraw-Hill.

. Paliwal, M. (2006). Business ethics (1st Ed). new Delhi: New age international
publisher

Rocky, V. (2003). The CSI Handbook (6th Ed). Cape Town, South Africa:
Trialogue Publications. Cited in May, J. (2006). An understanding of corporate
social investment within the context of the SAPPI forest products division in
South Africa. Unpublished master thesis, Rhodes University, South Africa

. Smith, N.C. (1990). Morality and the Market Consumer Pressure for Corporate
Accountability. London: Routledge. Cited in May, J. (2006). An understanding of
corporate social investment within the context of the SAPPI forest products
division in South Africa. Unpublished master thesis, Rhodes University, South
Africa

. Journals and dissertations:

. Aburshaid, Gh. (2006).Social responsibility and its impact on performance: an
empirical study of private hospitals in Amman. Master thesis,Jordan University,

Amman, Jordan.

. Alagha, M. (2007). The relationship between committing social responsibilities
and the marketing attitude and financial performance of industrial institutions in
Gaza strip. Doctoral dissertation .Alazhar University. Gaza strip, Palestine
www.alazhar.edu.ps/staff/65/Recearch.ppt [accessed: January 1st 2010]

. Aupperle, K., Carroll, A. & Hatfield, J. (1985) .An empirical examination of the

103


http://www.alazhar.edu.ps/staff/65/Recearch.ppt

10.

11.

relationship between corporate social responsibility and profitability. Academy of
Management Journal, 28(2): 446-463.

Bibri, M. (2008) .Corporate Sustainability/CSR Communications & Value
Creation: A Marketing Approach. Master thesis, Blekinge Institute of
Technology, Karlskrona, Sweden.

Birch, D. (2003). Corporate Social Responsibility: Some Key Theoretical Issues
and Concepts for New Ways of Doing Business .Journal of New Business Ideas
and Trends, 1(1):1-19.

Campbell, J. L. (2007). Why Would Corporations Behave In Socially Responsible
Ways? An Institutional Theory of Corporate Social Responsibility. Academy of
Management Review, 32(3):946-967, cited in Chih' H., Chen, T.Y., Chih, and
H.L. (2007).0On the Determinants of Corporate Social Responsibility:
International Evidence on the Financial Industry. Working paper, JEL
classification:  G21, G34, G38, and M41l. HTTP://academic-
papers.org/ocs2/session/Papers/B8/862-1300-1-RV.doc [accessed on March 10"
2010]

Carroll, A.B (1979).A Three-dimensional conceptual model of corporate social

performance. Academy of Management Review, 4: 497-505.Cited in
Mak'ochieng, A. (2003). A case study of the strategic nature o f Daimerchrysler
South Africa's corporate social investment programs in the local communities of
the broder-kei region in the Eastern Cape Province. Master thesis, Rhodes
University, South Africa.

Cochran, P., and Wood R. (1984) .Corporate social responsibility and financial
performance. Academy of Management Journal, 27 (1): 42-56.

Curran, M. (2005). Assessing the rate of return of the adoption of corporate social
responsibility initiatives. Master thesis, University of Edinburgh. , Scotland.

Dam, L. (2008).Corporate Social Responsibility and Financial Markets. Doctoral
dissertation, Nederland.

Elyan, M. (1994). The status of social responsibility of corporation listed in
Amman financial market and its impact on performance: an applied study. Master

thesis, Jordan University, Amman, Jordan.

104


http://academic-papers.org/ocs2/session/Papers/B8/862-1300-1-RV.doc
http://academic-papers.org/ocs2/session/Papers/B8/862-1300-1-RV.doc

12.

13.

14.

15.

16.

17.

18.

Alghaleby, T., & Alamery, S. (2005) Social responsibility of business
organizations and the transparency of information system: an applied study to a
sample of the commercial Jordanian banks"
unpanl.un.org/intradoc/groups/public/documents/.../unpan006259.pdf [accessed
January 19" 2009]

Gordon, M. (2006). Taking the Lead: A Case Study of Corporate Social
Responsibility in Thailand. The Journal of Social Change, VOL.1.

http://www.journalofsocialchange.org/e/Journal_27181.htm [accessed
October10th 2009]

Jarboa', Y. (2006).The extent of measuring and disclosing the social responsibility

information in the annual reports of companies in Gaza strip: an exploratory study
to the points of views of financial managers and accounting department'’s
managers in the publicly-held industrial companies in Gaza strip. The Islamic
university journal.15 (1):239-181.
http://www.iugaza.edu.ps/ar/periodical/articles/human15(1)2007%20pp239-
281.pdf [accessed on October 102009]

Alkughun, H. (2003).Annual reports and financial statements as the tools to
evaluate the financial performance of the industrial sector's listed companies in
Palestine securities exchange: an applied analytical study during (1998-2000).
Doctoral dissertation, University of Sudan for science and technology, Sudan.
http://blogs.najah.edu/staff/emp_2150/article/article/file/abstractar.pdf [accessed
on November 21st 2009]

May, J. (2006). An understanding of corporate social investment within the

context of the SAPPI forest products division in South Africa. Master thesis,
Rhodes University, South Africa

Margolis, J., & Walsh, J. (2003).Misery loves companies: rethinking social
initiatives by business. Administrative Science Quarterly, 48(2): 268-305
Mak'ochieng, A. (2003). A case study of the strategic nature o f Daimerchrysler
South Africa's corporate social investment programs in the local communities of

the broder-kei region in the Eastern Cape Province. Master thesis, Rhodes

105


http://www.journalofsocialchange.org/e/Journal_27181.htm
http://www.iugaza.edu.ps/ar/periodical/articles/human15(1)2007%20pp239-281.pdf
http://www.iugaza.edu.ps/ar/periodical/articles/human15(1)2007%20pp239-281.pdf
http://blogs.najah.edu/staff/emp_2150/article/article/file/abstractar.pdf

19.

20.

21.

22.

23.

24,

University, South Africa.

McWilliams, A., & Siegel, D. (2001). Corporate Social Responsibility: A Theory
of the Firm Perspective. Academy of Management Review, 26(1):117-127.
Orlitzky, M., Schmidt, F. & Reynes, S. (2003).Corporate social and financial
performance: a meta-analysis. Organization Studies, 24(3):403-41

Sachs, S., Maurer, M., Ru"hli, E., & Hoffmann, R. (2006).Corporate social
responsibility from a ‘‘stakeholder view’’ perspective: CSR implementation by a
Swiss mobile telecommunication provider .Corporate Governance, 6 (4).
Shocker, A.D., and Sethi, S.P. (1973). An Approach to Incorporating Societal
Preference in Developing Corporate Action Strategies. Management Review:
California. Cited in May, J. (2006). An understanding of corporate social
investment within the context of the SAPPI forest products division in South
Africa. Master thesis, Rhodes University, South Africa

Wartick, S., and Cochran, P. (1985). The Evolution of the Corporate Social
Performance Model. Academy of Management Review, 10(4): 758-769.

Zadek, S. (2004).The path to corporate responsibility. Harvard Business Review,
82 (12): 32-125.

. Working papers

Barnett, M. (2005, October) .Stakeholder influence capacity and the variability
of financial returns to corporate social responsibility. A paper presented at:
Corporations as social change agents forum. University of South Florida, October
2005.http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1154827 [accessed:
January 2" 2009]

Becchetti, L., Giacomo, S., and Pinocchio, D. (2005, December) .Corporate
Social Responsibility and corporate performance: evidence from a panel of US
listed companies. CEIS Tor Vergata Research Paper Series, presented at the X111
Tor Vergata Financial Conference. 26(78), University of Rome Tor Vergata,
December 2005.

www.econometica.it/allegati/Becchettil.pdf [accessed: January 2" 2009]

Brine, M. Brown, R., and Hackett, G. (2007). Corporate social performance and

106


http://www.econometica.it/allegati/Becchetti1.pdf

2009]

financial performance in the Australian context. Working paper.
www.treasury.gov.au/documents/1268/PDF/04 CSR.pdf [accessed: May10th
2009]

Dam, L. (2006).Corporate social responsibility in a general equilibrium stock

market model: Solving the financial performance puzzle. CCSO Working paper,
University of Groningen.

http://www.eco.rug.nl/ccso [accessed: May 1% 2009]

Heal, G. (2004, December). Corporate social responsibility-an economic and
financial framework. Paper presented at: the conference of the Monte Paschi Vita.
Columbia business school, Columbia, December 2004.
http://papers.ssrn.com/sol3/papers.cfm?abstract id=642762 [accessed:
January 1st 2009]

JoTao, L., and Jos’e, S. (2007).CSR and Social Marketing: What is the desired

role for Universities in fostering Public Policies? .MPRA working Paper No.
2954, University of Beira Interior.
http://mpra.ub.uni-muenchen.de/2954 [Accessed may 1st 2009]

Mackey, A., Mackey, T., and Barney. (2005).corporate social responsibility and
firm performance: investor preferences and corporate strategies. Working paper.
Ohio State University.

http:// papers.ssrn.com/sol3/papers.cfm?abstract_id=816425 [Accessed: May 10™

Margolis, J., Elfenbein, H., Walsh, J. (2007, November). Does it pay to be good?
A meta-analysis and redirection of research on the relationship between corporate
social and financial performance. Working Paper, Harvard Business School,
November 1, 2007.
http://stakeholder.bu.edu/2007/Docs/Walsh,%20Jim%20D0es%201t%20Pay%20t
0%20Be%20Good.pdf [accessed: January 2" 2009]

Paul, C., Siegel, D. (2006, October).Corporate social responsibility and economic
performance. An updated version of the paper presented at: the international
centre for corporate social responsibility workshop, University of Nottingham,
October 2004.

107


http://www.treasury.gov.au/documents/1268/PDF/04_CSR.pdf
http://www.eco.rug.nl/ccso%20%5baccessed:%20May
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=642762
http://mpra.ub.uni-muenchen.de/2954

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=900838 [accessed: march 2™

2009]
10. Soana, M. (2005). The relationship between corporate social performance and

corporate financial performance in the banking sector. SSRN Working paper.
http://ssrn.com/abstract=1325956 [accessed: may 2™ 2009]

11. Tsoutsoura, M. (2004). Corporate Social Responsibility and Financial

Performance. Working Paper, Center for Responsible Business. UC Berkeley,
http://www.escholarship.org/uc/item/111799p2 [accessed: April 2nd 2009]

C. Web sites:

1.

Accounting glossary. Share price.
http://www.accountingglossary.net/definition/435-Share_Price. [Accessed:
January 15" 2010]

Baker, M. (2009). Corporate social responsibility.

http://www.mallenbaker.net/csr [Accessed: September 1% 2009]

Business for social responsibility (BSR). (2002).Introduction to Corporate Social
Responsibility. www.bsr.org [accessed: April 6™ 2009]

Business dictionary.com. Earnings per share (EPS).
http://www.businessdictionary.com/definition/earnings-per-share-EPS.html
[accessed: April 4™ 2009]

Carroll, A.B (1991, August).The pyramid of corporate social responsibility:
towards the moral management of organizational stakeholders. The Business
horizons, P.39-48.
http://www.cba.ua.edu/~aturner/MGT341/MGT341%20Readings/Pyramid.pdf
[Accessed: September 10" 2009]

Connexions.Profitability ratios. http://cnx.org/content/m15556/latest/ [Accessed:
September 7™ 2009]

European commission. Corporate social responsibility: Awareness-raising

questionnaire. http://
ec.europa.eu/enterprise/policies/sustainable/questionaire_en.pdf [Accessed:
October 28" 2009]

108


http://ssrn.com/abstract=1325956
http://www.escholarship.org/uc/item/111799p2
http://cnx.org/content/m15556/latest/

10.

11.

12.

13.

14.

15.

16.

17.

European commission. (2002). Communication from the commission
concerning Corporate Social Responsibility: A business contribution to
Sustainable Development
http://www.trade.ec.europa.eu/doclib/docs/2006/february/tradoc_127374.pdf
[accessed: October 28™ 2009]

Farlex Financial Dictionary. (2009). Public company. http://financial-

dictionary.thefreedictionary.com/Publicly+held+corporation.[ accessed :
September 7™ 2009]
Friedman, M. (1970, September 13). The social responsibility of business is to

increase its profits. The New York Times Magazine. http://www-
rohan.sdsu.edu/faculty/dunnweb/rprnts.friedman.dunn.pdf [accessed: September
8™ 2009]

Holme, R. Watts, B. (2000). Corporate social responsibility: making good

business sense. The World Business Council for Sustainable Development.
www.whcsd.org/includes/getTarget.asp?type=d&id=ODc5Nw [accessed: May 7™
2009]

Investorword.com.Corporation.

http://www.investorwords.com/1140/corporation.html [accessed: October 20™
2009]
Laffer Associates. (2005). Does Corporate Social Responsibility Enhance

Business Profitability.
www.arduinlaffermoore.com/PDF/Does%20Corporate%20Social%20Responsibil
ity%20Enhance%20B [accessed: May 6™ 2008]

Peavler, R. Use Profitability Ratios in Financial Ratio Analysis.

http://bizfinance.about.com/od/financialratios/a/Profitability Ratios.htm
[accessed: March 6™ 2009]

Profit (accounting).http://en.wikipedia.org/wiki/Profit_ (accounting) [accessed:
September 7th 2009]

Profit (economics). http://en.wikipedia.org/wiki/Profit_ (economics) [accessed:
September 7th 2009]

Profit. http://en.wikipedia.org/wiki/Profit [accessed: September 7th 2009]

109


http://www.trade.ec.europa.eu/doclib/docs/2006/february/tradoc_127374.pdf
http://www-rohan.sdsu.edu/faculty/dunnweb/rprnts.friedman.dunn.pdf
http://www-rohan.sdsu.edu/faculty/dunnweb/rprnts.friedman.dunn.pdf
http://www.wbcsd.org/includes/getTarget.asp?type=d&id=ODc5Nw

18. Palestine securities exchange (PSE). About PSE. http://www.p-s-
e.com/PSEWEBSite/english/AboutMarket.aspx [accessed: October 10th 2009
19. TakinglTgloba. (2007). Understanding corporate social responsibility.

http://wiki.tigweb.org/index.php?title=Understanding_csr [accessed: May15th
2009]

20. Wildfeir-Field, N. (2008). The Evolution of the Ukrainian Corporate Citizen,
USAID. http://ukraine.usaid.gov/lib/ukrainian%20summit%?20speech.pdf
[accessed: April 6™ 2008]

21. Wizard of business analysis. Profit margin ratios.

http://www.bizwiz.ca/profitability ratio calculation formulas/profit margin rati
o.html [Accessed: September 7 2009]
22. Wizard of business analysis. Profitability Ratios Calculation Formulas and

Explanations
http://www.bizwiz.ca/profitability ratio calculation formulas/profitability ratios.
htm [accessed: September 7" 2009]

2. APPENDICES

Appendix (1): The Arabic questionnaire

110


http://www.p-s-e.com/PSEWEBSite/english/AboutMarket.aspx
http://www.p-s-e.com/PSEWEBSite/english/AboutMarket.aspx
http://ukraine.usaid.gov/lib/ukrainian%20summit%20speech.pdf
http://www.bizwiz.ca/profitability_ratio_calculation_formulas/profit_margin_ratio.html
http://www.bizwiz.ca/profitability_ratio_calculation_formulas/profit_margin_ratio.html
http://www.bizwiz.ca/profitability_ratio_calculation_formulas/profitability_ratios.htm
http://www.bizwiz.ca/profitability_ratio_calculation_formulas/profitability_ratios.htm

Appendix (2): The English questionnaire

Appendix (3): List of references

Appendix (4): List of all listed companies

Appendix (5): Listed companies excluded from the population

Appendix (6): Population of the study

Appendix (7): Values of the five profitability measures during the interval
(2004-2008) for each company

Appendix (1): The Arabic questionnaire:

sl

111



Slall Gabandd (Gou 3 As el QIS dgasa

O rinall ¢ hhadl salud)

Pan 5 Lbial 54

o dall Sl *ie Laa) Al gpad) Gudsd a8y olyia daale Al e 4l o2a Sl
e eV 513 (& fialal) das il YWl @lld 5 agll aile 5 bl 3h0 oulaads Gsu
) 5 pew )iSall Cilyd) aad gl 8 1Al dxals
Lo st Al lasbeall 0h Lo eiling Lggle BaY) 5 4ilin) sla iy sehd oSipumn o gl 1]

csalall il ahe Y ) aadis o g Al Ayl Jelatia

aSiglat Cpuam o8I
sl

D" 5% dead )

Fax: 02-22208

L) 5 Gaaad) 5 Lglale ola Ligiliy LOIAT Capesily AN U (o ainnall a1 2 l€ 00 e Laia¥) Al gl *
SLall A (ppaend sy (52l sl b Aanlusall agala due sl b 8 Raaluall 5 sl painal) 5 bl
JSS psinall 5 agdlile 5 dlalall (5580

sdale Uil 1dgY) s Al
rdsand) (e (AN 3 gard) (B o sall JAN aSila) a8 puag g2l

duadd iy (i

112




sl e el 2 | Bl eSS ] el a1
i pae g il 4 Gneii 3 Jaulase 2 Jleel 3,000, bl paadil)(2
) 2l e b a5

s 10 e 5S13 i 10-5 (0.2 O sin 5 (ga AL T & 5ol @l s e (3

Alall A4k

A ydll ¢ alily (@

AS ) ausl(]

2003-1990 .2 1990 Jé. 1 ol 5 (2

aileasll 5 cpddll 4| deliall 3| Lyl el ] Jes 53 g Uaill(3

AS )l 4

Cus firm size 48,4 aaa(4

Vst 0sle 50 0 siSH3 03:e(50-10) = .2 010 e L1 capital Jwl i
BYEN BYEN

Jde 200 oo €13 | dale (200-100) o .2 Jale 100 e i 1 Oilalall 2xe

a4l 3 Laida gdailas a2 SR e, 4l g paal) (3kai(5

A<l b Lelaiay)

( ) s sy 4 P o

laall painall (848,81 5 ) a aeal A5 2 ol Al ] Guhil Hali(6

e inY) 4y susall

A<, b
( )asdld e 4] eldal) bl |3

1A g 3al)

d\”mwwgﬁi@ﬁ& QE}S’J‘&%&W@Y\@M‘ d".ukﬂ duhquhﬂ@m\ abﬁl\
A g pa kil o) pa jal) (B (X) BULE) g s A

da da da dap | A 8,adl) PO
Jaa Jaa
Calalad) olad Lo Laiay) Al giganall: J59) Jlanal)
Sl ) aas
1) i DA e lelale Clga ok | ]
Ao Ak s DA e Lealile hlea gl | 2
Ao Ao Ao dap | Aae 5,ad1) PO
Jaa Jaa
oinll e el galelad) Cpyslslad) |3

113




(Aedipna: (8l (&) Jea¥l e oLy Galalal) cp 5)slsal

ALl e oy cplelall s 5)sbosdl)

oplelall b Bl aai

leaa) ¢lelall im  ie

Oalalell dlsle iliiye e

O| 0 Q| N »n| B~

Oilalall Jali am ali s

Culelall € ayjlie 4o | 10

bl e pal s | 1

elgl) aalsal) Lsdlio b Lol culelall Wllyi) | 12

sl 45l Amn Jac Ay i | 13

alsal U dje Jee el i | 14

culelall ila) aia s s | 19

Colelal) Ll (e (0 sitall Ayl e s | 16

zlsill e clidl clalall sacblisa | 17

e alall ¢l dald Ailian yen oaeli | 18

Gl e Jeall AglSa) ag | 19

L Gand el die aljialy Lplole Aleles | 20

Lasdll Al v alpial Leglile dlalaa | 21

e Sllaall e GIAlS Jsid) DAY Jalad) sl il | 22

padll day el (90 de g il

olelall EDLalgall el | 23

Apaal) Al olad Lo Laia) A ghocall: D Jlaal

(s N paas

Gl e ddailaal aplie b daalad) | 24

Bl nd 5 Sy olud) | 25

slaall a5 iy oDl | 20

(recycling) sl 41 sl | 27

A apalsall Joa ol Glalall 4,885 )y ae 28

el Al clyaigall Al | 29

Adsll Al paisally AS5laal) |30

g Al

Aiadly Falaia) Lslly jppenl) it | 31

114




Al ail) Jlae & Cisaiall Galalad) slalS

32

Ly Glay Lo AasSal e diglat clBdle Al | 33
i) Lloadl) ae ) dle ey ais | 34
35

) Capgli ane 8 daalaal)

(AY) GlA 5 cpaysall 5 Cbisl) 5 sad) olad Ao Laial) A shucall: B Jlaal)

ile Al (el
laagie o alyl | 36
ledlalae 3 LYY | 37
saasall e lse b Alall Lgilall) yps | 38
e syl dusdlially QY0 [ 39
sl (5585 dallas | 40
Deinds il Lelalial e cpaysdl e300 | 4
bl velse o leadyge ga sl | 42
lnsal 5 L Bampe Jland ) deastl | 43
lgierd/lgatiad Lleall die pdind) clile | 44
Lleal) b ks Ly Lghard/lgatiie Ciay | 49
LU il ellginall 3335 (inserts) alshlly claiial ades | 40
el danlin Slaad | 47
3asa ) cled/cilatia Ll a3 | 48
lelad play) fae alaie) | 49
after sale service wall s Lo doxsy Ll 355 | 0
Aaabl) 4330 e ledsan Glaal Leiila s leilatie G4 | O]
S (558 dallea | 52
(laal) adianall slad 4o Latial) Al giesall: gl Jlaal)
tele A Lasal
2380 g AIIS Jladll il Y 5 pad e | 3
el asinall o A8, (3 Janll 5fia ppnlse A28la | 54
Al clelivall paiil Gulae (pdyse o lse cpali | 93
Ao Ao Ao dap | Aae 5,ad1) PO
Jaa Jaa
56

Aol pinall cillalis b Legkele )3

115




57

@bl at Jie dail) 4l ayliie (any acd

i)l gl e cleys ok | 8

Osiall paled mia cppali | 59

) il (6 Cpmlindll e (s | 60

) dgelaay) bl e, | 61

Laal) e lany) bl 4le, | 62

Ll Ao laay) el agle, | 63

ol gy laall painall 8 slail) (sina by | 04
alaall 5 Claalall 8 alell Gl Jlaa) | 65
ConlinallS Cala il die Jaad) s (8 Aisma il Jalas | 66
shall (s daigall iaall acinall Clwsge pes | 67

JLYY )5y digall el aaimall ilassge pea | 68
Gl (g Adigall ia) adina) il s | 69
Lalal) cilalia¥) s ddieall ad) painall e pea | 70
saa Jeo (el Alladl A Ja 5 dealadl) | 71
Ell) Alla b daalall | 72

73

A e glaally Lags 5 sl Ayl @il (adle e Jpeanll 8 aSie) dla b sidaadle

”AS "‘)J._I daad' JJ_)::\:AL)S‘

reaildl
f i ASTY) 2l

aSiglat e oS1

Appendix (2): The English questionnaire:

By the name of god

Questionnaire

116




Directed to listed companies in palatine securities exchange

Dear respectful managers

This questionnaire comes within a study under the title "The reality of applying corporate
social responsibility in listed companies in Palestine securities exchange and its relation
to profitability” .And this is in partial fulfillment of the requirements of the master's
degree in business administration from Hebron University under Dr. Samir Abuznaid
supervision.

| hope that you will carefully read and answer this questionnaire's paragraphs, taking into
account that your information will be treated in full secrecy and only for scientific
research purposes.

Thanks for cooperation

Researcher

Rund bader fannoun

CSR: the continuous commitment of business to behave ethically and legally towards
employees ,marketplace, community and the natural environment and contribute in
voluntary activities towards them to participate in the economic development and
improve the quality of life of the workforce as well as the local community and society at

large.

Part one: general information:
Please put your answer number in the second column:
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a) personal information

1.scientific 1.less than 2.bachelor 3.master 4.other specify ()
qualification bachelor
2.specialization 1.business 2.accounting | 3.marketing | 4.finance | 5.economy | 6.other (
administration )
3.years of 1.less than 5 2.(5-10)years | 3.more than 10 years
experience in years
current job
b)Information about the company
1.name
2.year of 1.Before 1990 2.from 1990-2003
establishment
2.sector 1.banking | 2.investment | 3.industry | 4.insurance | 5.service
3. firm size :
-capital 1. lessthan 10 | 2.(10-50 )million $ 3. More than 50 million $
million$
- number of 1.less than 100 | 2.from (100-200) workers | 3.more than 200 workers
employees workers
4.applying 1.individual 2.permenant | 3.permenant | 4.other specify( )
CSR through manager department | committee
5.motive of 1.for profit 2.for image | 3.alturism 5.other specify ()
application
Part two:
The following paragraphs related to measure the extent of applying corporate social
responsibility I listed companies in PSE, please put (X) mark in the square that fit your
answer:
Num. Paragraph Very High neutral Weak Very
high degree degree weak
degree degree
Aspectl:Responsibility towards employees:
The management gives attention to :
1 Developing its workers skills
through performance evaluation
2 Developing its workers skills
through training
3 Equity in treating workers on sex
basis
4 Equity in treating workers on origin
basis (place of living)
5 Equity in treating workers on family
basis
Num. Paragraph Very High neutral Weak Very
high degree degree weak
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degree degree

6 Presenting financial awards to its
workers

7 Granting loans to its workers

8 Fair wages to its workers

9 A comprehensive health insurance

10 Residential projects for its workers

11 Equal employment opportunities

12 Empowering its workers in
important issues

13 A healthy work environment

14 Flexible working hours

15 Extra health insurance for workers

16 Providing scholarships for workers'
superlative kids

17 Helping workers getting married

18 Have a nursery for working mothers'
babies

19 The ability to work at home

20 Treating its workers respectfully
when lay off for some reason

21 Treating its workers respectfully at
the end of their service

22 Respecting its workers ethical
behaviors

23 Insuring transportation for its

workers

Aspect 2: Responsibility towards environment:

The management gives attention to :

24 Participating in environmental
projects
25 Having means for preserving
energy
26 Having means for preserving water
27 Recycling
28 Conducting environmental sessions
for its workers
29 Participating in local environmental
conferences
30 Participating in international
environmental conferences
31 Educating audience about
environmental issues
Num. Paragraph Very High neutral Weak Very
high degree degree weak
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degree degree
32 Awarding workers participating in
environmental activities
33 cooperation with government in
issues concerning environment
34 donations for environmental projects
35 Keeping the environment clean
Aspect 3:Responsibility towards marketplace:
The management gives attention to :
36 Honesty in its contracts
37 Honesty in its dealings
38 Paying its financial obligations on
time
39 Fair competition
40 Handling suppliers complaints
41 Keeping suppliers aware of its future
needs
42 Negotiating with suppliers on
delivery schedule
43 Agreeing on fair prices for its
suppliers and for it self
44 The society's Habits when
advertising
45 Honesty when describing its product
46 Labeling its product to provide
people with needed information
47 Adequate prices for its customers
48 Providing a quality product
49 Returning goods principle
50 After sale service
51 Providing a telephone number with
its products for feedback
52 Handling customers complaints
Aspect 4: Responsibility towards local community:
Management gives attention to:
53 Offering training opportunities to
local community members such as
fresh graduates
54 Discussing important issues
concerning the company with the
community
55 Purchasing locally to encourage
local industries
Num. Paragraph Very High neutral Weak Very
high degree degree weak
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degree

degree

56 Involving its employees in local
community activities

57 Presenting financial donations to
charitable institutions

58 Presenting non financial donations
to charitable institutions

59 granting scholarships for superlative
students

60 granting scholarships for needy
people

61 Sponsoring cultural activities

62 Sponsoring health activities

63 Sponsoring sport activities

64 Raising education level by
supporting schools

65 Neglecting scientific research in
universities

66 Ignoring specific groups when
recruiting such as needy people

67 Supporting Social Institutions
concerning women issues

68 Supporting Social Institutions
concerning children issues

69 Supporting Social Institutions
concerning youth issues

70 Supporting Social Institutions
concerning people with special
needs

71 Solving the unemployment issue
through creating new job
opportunities

72 Contributing in disasters

73 Participating in infrastructure

projects

Note: in case you want to know the results of this study, please provide us with the

following information:
NN 1= ——

Thanks for cooperation

Appendix (3): List of references
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Appendix (3)
List of references

Number Name University Faculty
1 Dr.Sharif Abukarsh Hebron university Faculty of Finance and
management
Dr.Raja Osaily ALQuds Open University | Faculty of education
Dr.Zyad Qannam Al Quds University Sustainable rural
development program
4 Dr.Suhail Sultan Palestine Polytechnic College of administrative
University sciences and informatics
5 Dr.Belal Alfallah Palestine Polytechnic College of administrative
University sciences and informatics
6 Dr.Marwan Jaload Palestine Polytechnic College of administrative
University sciences and informatics
7 Dr.Youcef Abufarah ALQuds Open University | Faculty of administrative

and economic sciences
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Appendix (4)

List of all listed companies in PSE

number Company name Trading Arabic name
symbol
1 Arab Islamic bank AlB o) Sy el
2 Alrafah Microfinance Bank AMB 3 garall oy jliiall Jy el ol 1) el
3 Bank of Palestine BOP Cplanald oy
4 Palestine Commercial Bank PCB rhuldll g ladll el
5 Palestine Investment Bank PIBC bl L) el
6 Quds Bank QUDS il el
7 Palestine Islamic bank IBOP abaddll Sl i)
8 Ahleia Insurance Group AlIG Calill AdaY) de ganall A8 )5
9 AL-Mashreq Insurance MIC Calill (3 piiall A< 45
10 National Insurance NIC il gl paalil) A< 55
11 Trust International Insurance TRUST Calill Apallall a3 4S5
12 Palestine insurance PICO Opalill pplanild
13 Arab Investors ARAB o) g el A< L
14 Al-I’Timan for Investment & 11D daaiill 5 el plaity) Syl
Development
15 Jerusalem Real Estate Investment JREI A )l ol Hlafiin S uaall 4S50
16 Palestine Development & Investment | PADICO DY) g dsanill planals A< 55
17 Palestine Investment PID elaV 5 Hlafiin U dgulandal) A< H5)
& Development
18 Palestine Industrial Investment PIIC elall Ll plald 48 55
19 The Palestine Real Estate Investment PRICO @ teal) LI cplandd A< 5%
20 Union Construction & Investment UCI OlaiaY g jlee DU alasy) A8y
21 The Arab Hotels AHC (@aliall Ay pall A gall AS H
22 Arab Real Estate Establishment ARE A el 4 el Ao sal) A8 44
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23 Grand Park Hotel & Resorts HOTEL alaain¥ 5 @atall & L il e 4S50
24 Nablus Surgical Center NSC il sl all Gl S a8 )%
25 Palestine Telecommunications PALTEL dgnlauldll LAty AS i
26 Palestine electric PEC el oSl dundanll) A< L))
27 Arab Palestinian Shopping Centers PLAZA | Gsmill S|l dpislandl] 4y jall 48 00
28 The Palestinian Company for WASSEL Glaadll a5l dpiaalal) A< )

Distribution i 5l

& Logistics Services «\WASSEL
29 global COM GCOM YLD o oS Jusha &S 4
30 | Al-wataniah Towers ABRAJ agilagll )l
31 The Ramallah Summer Resorts RSR A Bl calias
32 Arab Concrete Products ACPC Osblll il il 4 jall 48 L2
33 Arab Company for Paint Products APC Gllaall delical Ay jal) 48,40
34 Palestine Poultry AZIZA Cnbald (al 92 38 5
35 Birzeit Pharmaceuticals BPC 45 w38,
36 Golden Wheat Mills GMC 2 madl) allas AS
37 Jerusalem Cigarette JCC ol e A8 5
38 Jerusalem Pharmaceutical JPH Apdall O paniiall guadl) A8 )5
39 Palestine Plastic Industrial LADAEN colalll e lual (plaudd 4 45
40 The National Carton Industry NCI 058 delial 4k ol) 48 i)
41 The Vegetable Oil Industries VOIC Al &g Yl ailas 48 5%

Appendix (5): Excluded companies from the population

Appendix (5)
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Excluded companies from the population
Appendix (6): Population of the study

number Company name Reason of exclusion

1 Alrafah Microfinance Bank Listed in 2007

2 Bank of Palestine Listed in 2005

3 Palestine Commercial Bank Listed in 2006

4 Palestine Islamic bank Listed in 2009

5 AL-Mashreq Insurance Listed in 2006

6 Trust International Insurance Listed in 2008

7 Arab Investors

8 Al-I’Timan for Investment & Development Suspended from trade

9 Jerusalem Real Estate Investment Listed in 2006

10 Palestine Investment Listed in 2006

& Development

11 Union Construction & Investment Listed in 2007

12 Nablus Surgical Center Listed in 2008

13 Grand Park Hotel & Resorts Suspended from trade

14 Palestine electric Located in Gaza strip

15 global COM Listed in 2009

16 The Palestinian Company for Distribution & Listed in 2007

Logistics Services «\ WASSEL

17 Arab Concrete Products Suspended from trade since 2008

18 Bierzait pharmaceuticals Listed in 2004,& trading on its
share s started in 2005

19 Golden Wheat Mills Listed in 2005

20 Jerusalem Pharmaceutical Reject to participate

21 The National Carton Industry Reject to participate

22 Al-wataniah Towers Listed in 2010

23 The Ramallah Summer Resorts Listed in 2010

24 Palestine Insurance Listed in 2010
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Appendix (6): Population of the study

Appendix (7 ):values of the five profitability measures during (2004-2008) for all

companies

Appendix (7): Values of the five profitability measures during (2004-2008) for all

Number | Company name Number of branches
1 Arab Islamic bank 8
2 Palestine Investment Bank 10
3 Al-Quds Bank 13

Total number in banking sector 31
4 Ahleia Insurance Group 14
5 National Insurance 9
Total number in insurance sector 23
6 Palestine Development & Investment 3
7 Palestine Industrial Investment 1
8 The Palestine Real Estate Investment 4
Total number in investment sector 8
9 The Arab Hotels 1
10 Arab Real Estate Establishment 2
11 Palestine Telecommunications 53
12 Arab Palestinian Shopping Centers 4
Total number in service sector 60
13 Arab Company for Paint Products 1
14 Palestine Poultry 1
15 Jerusalem Cigarette 1
16 Palestine Plastic Industrial 1
17 The Vegetable Oil Industries 1
Total number in industry sector 5
Total number in all sectors 127
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companies

Appendix (7): Values of the five profitability measures during (2004-2008) for all

companies
Arab Islamic bank 2004 2005 2006 2007 2008
ROA 0.005 0.019 0.018 0.012 0.017
ROE 0.038 0.147 0.029 0.023 0.107
EPS 0.032 0.172 0.126 0.098 0.133
net profit margin 0.115 0.376 0.363 0.265 0.312
market share price 0.77 2.1 1.23 1.99 1.1
Palestine Investment Bank 2004 2005 2006 2007 2008
ROA 0.008 0.175 0.018 0.017 0.014
ROE 0.043 0.513 0.064 0.068 0.048
EPS 0.057 1.858 0.093 0.104 0.074
net profit margin 0.259 0.871 0.373 0.473 0.266
market share price 0.77 6.1 2.92 1.7 1.94
Al-Quds Bank 2004 2005 2006 2007 2008
ROA 0 0.008 -0.012 0.004 -0.023
ROE 0.001 0.032 -0.034 0.02 -0.136
EPS 0.001 0.03 -0.034 0.019 -0.119
net profit margin 0.013 0.174 -0.447 0.159 0.-664
market share price 0.72 1.9 1.3 1.29 0.9
Ahleia Insurance Group 2004 2005 2006 2007 2008
ROA 0.024 0.082 0.033 0.057 0.032
ROE 0.114 0.303 0.132 0.206 0.123
EPS 0.139 0.501 0.046 0.082 0.046
net profit margin 0.509 0.767 1.191 1.614 0.693
market share price 4.35 9.1 3.01 1.48 0.91
National Insurance 2004 2005 2006 2007 2008
ROA 0.035 0.094 0.016 0.051 0.044
ROE 0.15 0.351 0.06 0.182 0.168
EPS 0.333 0.776 0.133 0.443 0.305
net profit margin 0.446 0.598 0.276 1.676 0.523
market share price 5.34 13.39 9.88 7.7 4
Palestine Development & 2004 2005 2006 2007 2008
Investment
ROA 0.081 0.274 0.063 0.083 0.042
ROE 0.108 0.363 0.084 0.107 0.058
EPS 0.113 0.601 0.12 0.14 0.09
net profit margin 0.434 0.708 0.059 0.584 0.377
market share price 1.4 7.3 3 2.23 1.21
Palestine Industrial 2004 2005 2006 2007 2008
Investment
ROA 0.052 0.405 -0.092 0.027 -0.019
ROE 0.053 0.411 -0.116 0.033 -0.023
EPS 0.055 0.721 -0.133 0.044 -0.029
net profit margin 0.911 0.979 -0.329 0.081 -0.041
market share price 1.4 3.9 1.2 1.3 0.6
Palestine Real Estate 2004 2005 2006 2007 2008
Investment
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ROA -0.034 0.039 0.026 0.007 -0.036
ROE -0.075 0.54 0.028 0.007 -0.042
EPS -0.045 0.053 0.034 0.01 -0.055
net profit margin -0.332 -0.181 0.347 0.142 -4.884
market share price 0.85 3.48 1.86 1.71 1.04
The Arab Hotels 2004 2005 2006 2007 2008
ROA -0.013 -0.004 -0.016 0 -0.014
ROE -0.015 -0.005 -0.016 0 -0.015
EPS -0.01 -0.005 -0.015 0 -0.014
net profit margin -16.87 -2.58 -0.544 0.028 -1.358
market share price 1.16 1.66 1.65 1.5 1.2
2004 2005 2006 2007 2008
Arab Real Estate
Establishment
ROA 0.01 0.03 0.291 -0.023 0.051
ROE 0.01 0.04 0.369 -0.035 0.077
EPS(JD) 0.009 0.039 0.514 -0.034 0.075
net profit margin 0.01 0.023 0.327 -0.017 0.063
market share price($) 0.78 0.8 0.95 0.96 0.54
Palestine 2004 2005 2006 2007 2008
Telecommunications
ROA 0.159 0.245 0.149 0.155 0.193
ROE 0.261 0.346 0.236 0.236 0.268
EPS 0.564 0.532 0.427 0.498 0.678
net profit margin 0.309 0.403 0.301 0.29 0.306
market share price 7.3 19.2 7.44 7.4 7.4
Arab Palestinian Shopping 2004 2005 2006 2007 2008
Centers
ROA 0.004 0.004 -0.051 -0.041 0.018
ROE 0.01 0.005 -0.09 -0.091 0.037
EPS 0.005 0.005 -0.07 -0.07 0.04
net profit margin -0.073 -0.032 -0.068 -0.05 0.016
market share price 1.03 1.3 1.2 11 0.79
Arab Company for Paint 2004 2005 2006 2007 2008
Products
ROA 0.004 0.004 0.033 0.093 0.104
ROE 0.101 0.53 0.041 0.119 0.136
EPS 0.005 0.005 0.044 0.145 0.173
net profit margin 0.204 0.056 0.068 0.153 0.134
market share price 1.03 1.3 1.19 1.4 1.6
Palestine poultry 2004 2005 2006 2007 2008
ROA 0.002 0.054 0.01 0.034 0.049
ROE 0.003 0.068 0.013 0.048 0.064
EPS 0.002 0.068 0.014 0.059 0.084
net profit margin 0.01 0.084 0.016 0.037 0.054
market share price 2.2 1.86 1.69 15 1.07
Jerusalem Cigarette 2004 2005 2006 2007 2008
ROA 0.1 0.075 0.098 0.068 0.088
ROE 0.174 0.151 0.236 0.173 0.247
EPS 0.24 0.21 0.39 0.265 0.389
net profit margin 0.197 0.145 0.053 0.037 0.054
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market share price 4.76 7.47 5.77 4.9 5.3

Palestine Plastic Industrial 2004 2005 2006 2007 2008
ROA -0.014 0.01 -0.074 -0.07 -0.114
ROE -0.016 0.013 -0.122 -0.082 -0.13
EPS -0.016 0.014 -0.093 -0.063 -0.088
net profit margin 0.055 0.041 -0.304 -0.235 -0.473
market share price 1.61 1.8 1.2 0.96 0.47

The Vegetable Oil Industries 2004 2005 2006 2007 2008
ROA 0.059 0.131 0.008 0.032 0.085
ROE 0.073 0.221 0.019 0.064 0.122
EPS 0.108 0.405 0.023 0.098 0.232
net profit margin 0.108 0.222 0.023 0.101 0.304
market share price 2.63 5.86 4.1 4.1 2.7
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