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Abstract

:

Corporate social responsibility (CSR) is inevitably becoming an increasingly important part of almost every business. This is particularly true for the banking industry, which suffered substantial losses in reputation and public trust in the aftermath of the global financial crisis. Not surprisingly therefore, banks around the world have visibly intensified their CSR efforts. One of the key dimensions of CSR regards the reliability and transparency of a firm’s communication with the market, which suggests that information disclosed by responsible companies may be more value relevant. The related evidence, especially in the banking sector, is however modest and mixed. The paper aims, therefore, at empirical investigation of the impact of social responsibility performance on the value relevance of financial data in the Polish banking sector. The research employs multivariate regression analysis based on the Ohlson model and the Chow test for structural breaks. The examined sample covers 154 bank-year observations of 17 banks listed on the Warsaw Stock Exchange from 2009–2020. The results suggest that financial disclosures of banks included in CSR indices are generally more value relevant. Additionally, more responsible banks exhibit higher (lower) responsiveness of market values to net earnings (book values of equity) compared to their less socially responsible counterparts.
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1. Introduction


The recent years have brought a significant increase in the interest in corporate social responsibility (CSR) and performance (CSP) on the part of all major stakeholder groups, including, in particular, equity investors, managers, and regulators. The concept of CSR extends the responsibility of companies beyond the interest of their owners to other societal stakeholders, including employees, consumers, government, community, and the natural environment, whereas CSP focuses on actual results achieved in the area of social responsibility [1].



CSR encompasses a wide range of proactive and reactive activities focused on both internal and external factors aimed at enhancing the economic, social, and environmental performance of enterprises, with respect to stakeholder expectations [2]. The above factors, ranging from external regulatory and market pressures to the individual sense of moral obligation, have gradually become crucial determinants of modern firms’ behavior [3].



Being institutions whose existence and viability are almost entirely dependent on public trust in them, banks should naturally be inclined to follow the path of social responsibility and engage in CSR-related activities even more frequently and deeply than other businesses. Since banks are inherently more exposed to the risk of reputation than other industries, they are also more vulnerable to criticism from their stakeholders and customers [4]. Not surprisingly, therefore, they are highly sensitive to environmental, social, and governance (ESG) risk, as it may directly affect both their financial performance [5] and an overall operational risk exposure [6].



Given the role of banks as leading financial intermediaries and the worldwide interconnections between them, the scale of banks’ social impact is undoubtedly meaningful. The results of their activities affect not only the well-being of their owners, employees, and clients, but also society as a whole through participation in the processes of capital accumulation and allocation and the impact of the banking sector’s financial soundness and stability on the entire economy. Social responsibility of banks involves both the responsibility of individual institutions for the security of funds entrusted to them and the responsibility of the entire banking sector for the stability of the financial system and the economy. Moreover, the long-term nature of many bank products and services leads to the emergence of a complex system of relatively persistent relationships between them and their external stakeholders [7]. The business goals of banks should therefore not be reduced to the maximization of the benefits of their owners, but also encompass the needs of other stakeholders, and society as a whole. Given the above, banks should be more motivated to include the social responsibility dimension in their business decisions and to disclose information on the extent and actual outcomes of the undertaken actions [8]. Engagement in socially responsible activities offers banks additional opportunities to distinguish themselves from competitors and to improve the perceived quality of their services in the eyes of the public [9] (p. 45).



As pointed out by Zioło [5] (p. 186), banks generally respond to the challenges of social responsibility with a certain delay in comparison with the real sphere. In fact, the social performance of the banking sector gained a special importance in the aftermath of the global financial crisis (GFC), which was caused largely by irresponsible behavior of banks that massively exploited moral hazard to achieve their economic goals. The record-high fines imposed by the regulators for the revealed misconduct forced the banking industry to restore the public’s trust and to develop new, more transparent business models, incorporating social responsibility as an integral component of their strategies.



Although more than a decade has passed since the onset of the GFC, the results of the recent 2021 Edelman Trust Barometer report indicate that despite some improvement, the financial services sector still remains the least-trusted industry. On average only 52% of more than 33,000 respondents from 28 countries declared trust in it, which is 7 percentage points less than the second-worst-trusted entertainment sector, and 16 percentage points less than the leading technology sector [10] (p. 47).



It is also worth pointing out that due to significant explicit and implicit costs involved, a successful implementation of the principles of social responsibility and sustainability in banks’ business models often depends on the soundness of their financial position [7]. In fact, there is strong feedback between banks’ financial position and their social performance. On the one hand, long-run profitability that ensures banks’ financial soundness depends on the key components of the CSR framework, such as compliance with ethical and sustainability standards, transparency of products and operations, and reliability of financial disclosures. On the other hand, public trust in banks, their reputation, and long-run viability are strongly determined not only by the perceived ethicality and responsibility of their business practices, but also their financial standing. These two-directional linkages strongly expose banks to a wide range of CSR-related opportunities and threats. Notwithstanding the above, the evidence from transition economies [11] suggests, however, that even banks with lower profitability may exhibit strong engagement in socially responsible activities.



One of the key areas of CSR regards the quality and transparency of the disclosed information. In general, socially responsible companies are expected to provide the public, and in particular equity investors, with the most comprehensive and reliable data. This issue appears to be particularly important in the case of banks, whose business models are usually highly complex and opaque [12] (p. 779).



A better access to reliable and value relevant information should contribute to limitation of investors’ uncertainty about the expected economic performance of socially responsible banks, and to reduction of the required risk premia. This, in turn, ceteris paribus, would lead to increases in the perceived market values of such banks. More informed equity investors and stock market analysts should also be able to estimate the intrinsic value of responsible banks more accurately [13], thus improving the overall efficiency of the capital market in that area. From this perspective, compliance with CSR principles may become an important element of listed banks’ business strategies aiming at sustainable growth of their market values.



Attempting to restore the sector’s reputation, largely damaged by unethical and irresponsible business practices that ultimately led to the GFC, banks around the world have become increasingly active in the area of CSR and its reporting [14]. This, in turn, greatly enhances the possibilities of empirical investigation of the impact of CSP on banks’ market value and the value relevance of their disclosures.



As regards the Polish banking sector, until recently, the majority of banks did not exhibit significant engagement in socially responsible activities, nor did they report on their results in a systematic manner. Smaller banks usually do not disclose any information regarding such activities or provide it only occasionally and in a very reduced form. In fact, incorporation of the CSR principles into actual business models and comprehensive sustainable reporting appears to be concentrated in a relatively small group of leading financial institutions, especially listed banks, which seems to recognize the importance of both CSR engagement and its importance to their stakeholders [15]. As demonstrated by Krasodomska [16], the vast majority of listed banks disclose CSR-related information in management commentaries. Although the extent and detailedness of the disclosures vary across different institutions, the overall quality of banks’ social reporting seems to be improving over time.



Despite the ever increasing interest on the part of academic researchers and practitioners, the understanding of the impact of CSP on fulfilment of strategic goals, financial performance, market value, and the value relevance of financial disclosures is still imperfect, both in the theoretical [17] as well as in the empirical dimension [18]. The results of empirical studies seem to be largely ambiguous. Some authors argue that the above impact is positive [19,20], while others claim exactly the opposite [21,22]. These discrepancies might be explained from at least two perspectives. First, CSR is a complex and multidimensional construct, encompassing not only the actions taken up due to altruistic motives, but also the entire array of issues pertaining to working conditions, human rights, equality, or internalization of enterprises’ societal and environmental impact. This, in turn, causes objective difficulties in defining this concept, which largely limits the comparability of individual results and possibilities of their generalization. Second, the link between corporate social and financial performance might in reality be much more ‘illusory’ than suggested by the body of research [23], in particular due to still insufficiently developed theoretical foundations justifying its existence, e.g., [24,25].



Direct empirical evidence on the relationship between social and financial performance of banks, and in particular on the impact of CSP on their market values and perception of the disclosed financial information by the equity investors is relatively limited and mixed [26,27,28,29,30,31,32,33,34,35,36,37,38,39,40,41,42,43,44]. Moreover, to date only a few studies in the relevant international literature have investigated the impact of CSP on the value relevance of accounting data in a cross section of industries [45,46,47,48,49] or the specific context of the banking sector [50,51,52].



Given the above, the present paper aims to enhance the existing international literature by investigating the impact of CSP on the value relevance of key accounting variables reported by the domestic banks listed on the Warsaw Stock Exchange (WSE) over the period 2009–2020. By employing multivariate regression analysis based on the Ohlson [53,54] valuation model and the Chow test for structural breaks, the study attempts to compare the value relevance of book values of equity and net earnings in banks included in the CSR indices of WSE (Respect Index and WIG-ESG) with that of other publicly traded banks in the Polish banking sector. Consistent with the results of studies conducted in other settings, e.g., [45,46,47,48,49,52,55,56,57] the results suggest that banks with better CSP exhibit markedly higher value relevance of financial data than their less socially responsible counterparts. Additionally, in line with several prior investigations conducted in developed markets [45,47,49,51,52], more responsible banks listed on WSE demonstrate higher (lower) sensitivity of market values to net earnings (book values of equity).



The remainder of the paper is organized in five sections. The next section provides a review of the existing international literature on the linkages between corporate social and financial performance and their implications for valuation of listed companies, with a particular focus on the banking sector. The methodological framework of the paper and the data selection procedures are outlined in Section 3. Section 4 presents the empirical findings of the study. The discussion of the results and main limitations of the study are provided in Section 5. The paper is closed with conclusions summarizing its key findings and contributions along with some suggestions for future research.




2. The Literature Review


2.1. The Linkages between Corporate Social and Financial Performance and Their Value Relevance


The concept of CSR promotes the view that modern businesses should focus not only on the benefits of their owners, but simultaneously acknowledge the needs of a wide array of various stakeholders [58]. The actual results of socially responsible activities are recognized as CSP [1]. In recent years, both CSR and CSP have attracted growing attention from equity investors, gradually becoming an important factor affecting their capital allocation decisions [59].



Diverse stakeholders increasingly expect that enterprises should accept responsibility for the direct and indirect impact of their activities on the natural environment and society. On the one hand, in a world where the primary goal of a typical business is to maximize shareholders’ wealth, a firm ought to engage in socially responsible activities if, and only if, they are expected to create value [60,61]. On the other hand, however, in order to achieve such growth in value, a company should disclose additional information enabling the equity investors to assess its performance in that area. This issue is particularly important for the listed companies as disclosure of value relevant data enables them to reduce the information asymmetry inevitably existing between the management and the equity investors.



Corporate communication of CSP typically takes the form of sustainability reports [62]. The willingness of companies to provide stakeholders with reliable, comprehensible, and up-to-date information both on their engagement in socially responsible activities (via sustainability reporting) [63] as well as on their actual financial position (via financial reporting) constitutes one of the key dimensions of CSR. Therefore, the efficiency and reliability of firms’ communication with the public becomes a central area of their social performance.



In parallel, sustainability indices, such as the Dow Jones Sustainability United States Index, FTSE4Good, or WIG-ESG of the Warsaw Stock Exchange, have been developed to provide equity investors with further insight into listed companies’ CSP [64]. Inclusion in such indices is usually considered to be a significant accomplishment for a given firm, since it reflects endorsement of its sustainability practices by an independent, respectable external institution [65].



Despite the relatively abundant literature, the issue of the value relevance of CSR has not been definitely settled [50]. Some authors find CSR to be value relevant on the basis of the impact of CSR-related disclosures on stock returns [66,67] or their incremental explanatory power over accounting variables in valuation models [63,68,69,70,71]. Although many studies demonstrate that equity investors positively value CSR-related disclosures [69,70,72], others report negative influence of such information on market value [73]. Lastly, the results of many studies suggest that CSR and the related information disclosures are value relevant only in some market settings, industries, or stages of the business cycle, while in the others they seem to exert an insignificant impact on firms’ market value, see e.g., [45,63,69,74].



The results of empirical research suggest that the quantity and quality of CSP-related information disclosed by listed companies is partly determined by the cost of equity. Since this cost depends largely on the reliability and transparency of the available information [75], firms with relatively costly equity, such as banks, tend to be more inclined to report their social performance, aiming at its reduction [76]. In fact, according to Gregory et al. [77], a seemingly positive relationship between firms’ social performance and their market values may result exactly from an ability to decrease the cost of equity.



According to Ioannou and Serafeim [78], better CSP contributes to more favorable recommendations of stock market analysts. Interestingly, however, Lee et al. [79] reported an inverse relationship between the supply of CSR-related information and the value of analysts’ recommendation revisions, which suggests that a richer information environment makes it more challenging for analysts to issue valuable recommendations.



Robinson et al. [65] argue that a reputation for being committed to CSR might be perceived as an intangible asset allowing a given firm to increase the value and/or decrease the volatility of expected cash flows. According to Cabral [80], such reputation is an important source of sustained competitive advantage and also serves as a ‘cushion’ against unfavorable market developments. This view seems to be consistent with the findings of Flammer [81], who demonstrated that better CSP stimulated the growth of a firm’s market value while socially irresponsible behavior tended to decrease it. In fact, it is likely that the latter relationship is simply a reflection of a more general, positive correlation between a company’s engagement in CSR-related activities and its financial performance [82].



In an extensive study, Kaspereit and Lopatta [83] examined the 600 largest European companies over the period 2001–2011 to determine whether relative corporate sustainability, as measured by the SAM sustainability ranking and reporting in accordance with GRI application levels, results in higher market valuation of their shares. They reported an overall positive association between corporate sustainability and market value, thus supporting the view that complying with social responsibility principles might be treated as a shareholder value-increasing business strategy.



In a similar vein, Miralles-Quiros et al. [84] investigated whether sustainability leadership, as proxied by inclusion in the DJSI Europe index, was value relevant for the investors in ten major European stock markets. Their results indicate that overall sustainability leadership is value relevant; however, its positive impact on firm value is statistically significant only in Germany and Sweden.



Several studies in the international literature have also explored the impact of CSP on the value relevance of accounting information disclosed by listed companies. Intuitively, more socially responsible firms are expected to provide their stakeholders, and primarily equity investors, with more reliable and value relevant accounting disclosures. Additionally, as pointed out by Koller [85], corporate sustainability efforts might be perceived as strategic investments of positive net present value in the long run. The related mitigation of regulatory risk and/or increase in profits from socially responsible activities may, therefore, result in higher valuation of company earnings, provided that a proper quality of sustainability reporting is ensured.



According to Kim et al. [55], socially responsible companies are less inclined to manage earnings through discretionary accruals or manipulate their real operating activities, and thus they are more likely to produce high-quality and value relevant financial reports. In a similar vein, Choi and Pae [56] demonstrated that corporate commitment to business ethics resulted in a more conservative earnings reporting, limited earnings management practices, and improved the accuracy of cash flow forecasts, leading to a higher quality of future financial reporting. In a recent study on the interactions between mandatory adoption of IFRS and CSR, Hsu and Chen [57] reported that CSR engagement improved the overall transparency of financial reports, limiting earnings manipulation, increasing quality of accruals and predictability of earnings, and leading to lower analyst forecast errors. They also found some limited evidence of a positive impact of CSR on the value relevance of key accounting items, i.e., net earnings and book values of equity.



Cormier and Magnan [45] examined the impact of environmental reporting on the relationship between earnings and market value of companies from Canada, France, and Germany and reported that only in the latter case was such impact significantly positive, while in the others environmental information did not seem to affect the value relevance of earnings. In turn, according to Reverte [48], CSR-related disclosures by Spanish listed companies increased the value relevance of both net earnings and book values of equity, especially in environmentally-sensitive industries.



Lourenço et al. [46] demonstrated that the companies included in the Dow Jones Sustainability United States Index (DJSI US), which have a reputation for sustainability leadership, reveal significantly higher value relevance of net operating income than their less socially responsible counterparts. The study reports also an analogous, however not significant, effect for book values of equity. In a similar vein, Sutopo et al. [47] examined the relationship between CSR-related disclosures and the value relevance of accounting information by comparing the Sustainability Reporting Award (SRA) winners with other firms over the period 2008–2016. Their findings indicate that financial disclosures by SRA winners were generally much more informative in terms of explaining the variance in market value. Moreover, SRA winners revealed a higher (lower) positive association between reported earnings (book values) and stock returns than their counterparts.



In a recent multi-country study of the EU-listed companies, Dimitropoulos and Koronios [49] reported that although corporate environmental responsibility alone did not significantly affect firms’ market values, it had a moderating impact on the value relevance of accounting numbers. In particular, more responsible companies exhibited higher persistence and predictability of earnings, as well as positive influence of reported profits and common equity figures on their stock prices.




2.2. The Impact of CSP on the Financial Performance and Valuation of Banks


2.2.1. The Evidence from Developed Markets


Direct empirical evidence on the relationship between social and financial performance of banks as well as on the value relevance of CSR in the banking sector seems relatively limited, since in the majority of related studies financial institutions are either excluded from the examined samples due to their specificity or analyzed jointly with companies from other industries. Additionally, just as in the case of other industries, the results of empirical studies are generally mixed.



In one of the pioneering studies, Simpson and Kohers [26] demonstrated a significant positive association between social and financial performance of U.S. commercial banks in the early 1990s. In particular, they reported that more socially responsible banks exhibited, on average, a higher return on assets and lower loan losses ratios than their less socially performing counterparts.



Cheung and Mak [27] investigated the association between CSR disclosures and financial performance in an international context of 57 banks from 19 countries, and concluded that there is no definite relationship, either positive or negative. Similar results have been reported for international and Italian banks by Soana [28], while Chich et al. [29] examined more than 500 financial entities from 34 countries and failed to find a statistically significant association between social responsibility and financial performance. Additionally, they argued that CSR orientation was more pronounced for larger firms, and those operating in countries with stronger legal enforcement, more co-operative relations between employers and employees, higher-quality management schools, and more favorable macroeconomic conditions. Surprisingly, however, engagement in CSR-related activities appeared to be less intensive in countries with stronger shareholder rights.



In turn, Wu and Shen [31] reported a positive relationship between social and financial performance for a sample of 162 banks from 22 countries over the period 2003–2009. In particular, their evidence suggests that CSR is positively associated with interest and non-interest income, return on assets (ROA), and return on equity (ROE), whereas its relationship with non-performing loans is negative. These findings seem to corroborate the view that banks tend to engage in CSR-related activities for strategic reasons, as it enables them to perform better with respect to both profitability and credit-risk exposure.



In a similar vein, Gangi et al. [9] examined a sample of 72 European commercial banks over the period 2009–2015 and reported a positive impact of CSR on both profitability and loan portfolio quality. Their findings also suggest that CSR engagement is positively correlated with bank size and leverage. According to Gangi et al. [9], the beneficial influence of CSR on banks’ performance results primarily from the related improvement in reputation, which in turn creates a significant competitive advantage, allowing them to attract higher-skilled personnel and conduct operations in more favorable conditions than their competitors. Moreover, customers of more socially responsible banks might in fact be less price-sensitive, valuing banks’ CSR engagement and reputation above purely economic benefits. This in turn would enable more responsible banks to realize higher margins and to allocate capital more efficiently, reducing the share of non-performing loans. On the other hand however, as pointed out by Oyewumi et al. [30], banks’ investments in CSR are not likely to improve their financial performance without proper information disclosure.



As regards the value relevance literature, Miralles-Quiros et al. [40] examined the individual value relevance of environmental, social, and governance performance of banks listed on 20 different stock markets over the period 2002–2015 and reported that the equity investors valued each of these three ESG pillars in a different manner. Consistent with prior studies, they demonstrated that the value relevance of banks’ ESG performance increased after the global financial crisis, and that it was generally higher in common law countries.



To date, only a few studies in the international literature have attempted to directly investigate the impact of CSR on the value relevance of financial data in the banking sector. Carnevale et al. [50] examined a sample composed of all 130 European-listed banks from the Euro-12 zone to assess the incremental value relevance of social reports announced over the period 2002–2008. Their findings suggest that such reports tend to be more common among banks with higher stock prices, book values per share and earnings per share. Additionally, banks publishing social reports exhibited, on average, a lower volatility of stock prices, which suggests that the information content of such reports might improve the efficiency of market valuation. The results of regression analysis for the pooled sample indicated, however, that the impact of social reporting on banks’ market values as well as on the value relevance of their reported book values and earnings was statistically insignificant. By contrast, at the country level, they found some mixed evidence of the value relevance of social reports in the banking sector. In Germany, Italy, and Spain such reports seemed to exert a positive impact on banks’ market values, while in Portugal, Austria, and France this influence appeared to be negative. These findings suggest, in turn, that the value relevance of CSR-related reporting might be largely dependent on the country-specific contextual factors.



In another study, based on a sample of 176 European listed banks over the period 2002–2011, Carnevale and Mazzuca [51] demonstrated that sustainability reports were generally value relevant and usually affected bank market values positively, although the cross-country analysis again revealed significant differences between particular markets. Furthermore, consistent with Carnevale et al. [50], they argued that social reporting did not influence the value relevance of net earnings; however, it seemed to decrease the informativeness of book values of equity. According to Carnevale and Mazzuca [51], the latter result reflects a partial complementarity between the information content of sustainability reports and financial statements with respect to the assessment of the impact of social and environmental risks that might reduce future earnings and in this way adversely affect the relevance of book values.



In a recent study, Arraiano [52] examined the value relevance of accounting data of 66 European banks listed in France, Germany, Italy, the Netherlands, Norway, Spain, and the United Kingdom over the period 2001–2013. Her findings indicate that inclusion in the Dow Jones Sustainability Index Europe (DJSIE) affected banks’ market values both directly and indirectly by modifying the value relevance of their financial disclosures. Interestingly, however, in the period preceding the global financial crisis (2001–2007), inclusion in the index was generally associated with significantly higher valuation of banks’ book values, whereas in 2008–2013 the above relationship reversed, which seems to corroborate the findings of Carnevale and Mazzuca [51]. The study also provides evidence of higher valuation of reported earnings in banks included in the DJSIE in the post-crisis period.




2.2.2. The Evidence from Emerging and Post-Transition Economies


The empirical evidence on the relationship between social and financial performance of banks from emerging markets is equally inconclusive. Many studies suggest that engagement in CSR-related activities does not exert a statistically significant impact on banks’ financial performance or that such impact is negative. For instance, the results of an investigation of commercial banks in Bangladesh by Ahmed et al. [32] revealed that although ROA of more socially responsible banks seemed to be higher than that of their less responsible counterparts, the observed differences were not statistically significant. Similar results are reported for the Kenyan banking sector by Nyamute and Batta [33], who concluded that banks tended to engage in CSR-related activities mostly to build brand image and customer loyalty, rather than to achieve a substantial improvement of their financial performance. In a similar vein, Ofori et al. [39] demonstrated that although commercial banks operating in Ghana perceived social responsibility as a strategic tool able to improve their profitability, their actual financial performance seemed to be driven primarily by other factors, such as growth, leverage, and size.



The results of a study by Hafez [34] conducted on local, international, and Islamic banks operating in Egypt suggested that although CSR did not affect their ROA, it exhibited a weak positive relationship with ROE and net interest margin (NIM). Similar results are reported by Taşkin [35], who demonstrated that although CSR engagement did not affect ROA and ROE of Turkish banks, it enabled them to achieve significantly higher NIM. Socially responsible banks may therefore be able to charge higher fees and commissions than their market competitors. On the one hand, the above findings imply that customers preferring socially responsible behavior of banks may be willing to accept higher costs of products and services. On the other hand, however, the costs of CSR activities are likely to be transferred on to banks’ customers, which means that they are borne not only by financial institutions themselves, but also by society. Moreover, Hamad et al. [36] demonstrated that total costs involved in CSR activities of commercial banks listed on the Iraq Stock Exchange exerted a negative impact on both ROA and return on investment (ROI). Interestingly, however, even though individual responsibility areas (employees, community, and customers) affected ROA adversely, their association with ROI appeared to be positive.



The empirical evidence on the relationship between CSR and bank financial performance in the Polish banking sector appears to be very limited. A direct investigation of the above issue has been performed by Matuszak and Różańska [38], who examined banks listed on the Warsaw Stock Exchange over the period 2008–2015 and reported that CSR activities did not exert a statistically significant impact on any of the key measures of their financial performance (ROA, ROE, or NIM). Similar results are reported also in a broader context by Fijałkowska et al. [37], who examined a sample of the 20 largest banks listed on the Central and Eastern European stock exchanges over the period 2012–2016 and found no evidence of a significant causal relationship between banks’ social and financial performance in any direction. They did report, however, that better financially performing banks exhibited a better CSR performance, arguing that well managed banks are likely to perform well in both areas.



The results of studies on value relevance of banks’ CSP in emerging markets are also largely mixed. Research in the Turkish banking sector by Aras et al. [41] reported an insignificant relationship between banks’ sustainability efforts and market value. By contrast, Gitahi et al. [42] investigated the impact of CSR disclosures of banks listed on the Nairobi Securities Exchange in Kenya on the value relevance of their annual reports. Basing on the results of a survey conducted among financial analysts, they found a significant positive impact of CSR disclosure on the value relevance of banks’ annual reports. Rahman et al. [43] demonstrated that although sustainability reports positively affected banks’ market values in Bangladesh, earnings management practices tended to moderate the direction of this association negatively. In the same market setting, Rahman et al. [86] reported a significant positive influence of CSR disclosures on banks’ stock prices. Moreover, their findings suggest that CSR disclosures by Islamic banks tended to be valued more positively than the ones by conventional commercial banks. In another study on Bangladeshi banks, Bose et al. [44] found that the level of CSR expenditure was generally positively related to their market values and that abnormal or unexpected components of such expenditure contained significant value relevant information. They also found the evidence of an inverse U-shaped relationship between the above variables, which means that beyond a certain limit, further increases in CSR expenditure are likely to destroy shareholder value.



It appears, therefore, that to date only a handful of studies in the international literature have attempted to directly explore the impact of banks’ social performance on the value relevance of their financial disclosures, but apparently none of them has done it in the context of emerging or post-transition economies. Hence, the present paper attempts to fill this gap, using the data from the Polish banking sector.






3. Materials and Methods


The review of the relevant literature given in Section 2, and in particular the empirical evidence and arguments provided by [46,47,49,50,51,55,56,57,85] and by [52] for the post-GFC period, allow us to formulate the following set of hypotheses:



H1: 

More socially responsible banks exhibit higher value relevance of financial data.





H2: 

Better CSP increases (decreases) the responsiveness of banks’ market values to the changes in net earnings (book values of equity).





The investigation of both hypotheses has been based on multivariate linear regression analysis employing a simplified version of the Ohlson [53,54] model, which appears to be one of the most frequently applied research frameworks in the contemporary market-based accounting research. Under it, the variation in market value of a given company can be explained by the variability of its key accounting items, i.e., book values of equity and net earnings, according to following formula, henceforth Equation (1):


   p  i t   =  β 0  +  β 1  B V P  S  i t   +  β 2  E P  S  i t   +  ε  i t   ,  



(1)




where:








	
   p  i t    —the price of bank i stock at the end of the year t,



	
  B V P  S  i t    —book value per share of bank i at the end of the year t,



	
  E P  S  i t    —net earnings per share of bank i for the period (t−1, t),



	
   β 0   —intercept,



	
   β 1  ,    β 2   —regression coefficients,



	
   ε  i t    —error term.








Following basic intuition and the prior evidence on the value relevance of accounting variables in the Polish banking sector, see, e.g. [87,88], the estimates of both regression coefficients are expected to be positive.



The examined sample covers all domestic banks listed on the Warsaw Stock Exchange over the period 2009–2020, during which the listed companies were evaluated from the standpoint of their CSP so as to determine the sustainability leaders to be included in the established CSR indices. The first such index, the Respect Index, was launched by WSE in November 2009 and soon became the benchmark for the companies engaging in CSR activities and the point of reference for equity investors concerned with environmental, social, and governance aspects of the listed companies’ operations. The index was designed to include socially responsible companies from the WSE Main List that operated in compliance with the best corporate governance, information governance, and investors relations standards and also in adherence to environmental, social, and personnel criteria [89]. After ten years of publication, in 2019 it was replaced by the WIG-ESG index, administrated by the WSE’s subsidiary company, GPW Benchmark SA. WIG-ESG is a total return index covering the companies recognized as socially responsible, i.e., complying with the CSR principles, with a particular focus on environmental, social, economic, and corporate governance issues [90].



Inclusion in the CSR indices can therefore serve as a proxy for sustainability leadership and an indicator of a superior CSR performance of a given company in a given year. As the selection criteria involved a thorough evaluation of the quality of corporate reporting and communication with the market, following the findings of [46,47,55,56,57], companies included in the indices could be expected to provide equity investors with more reliable, transparent, and value-relevant financial reports. They were also more likely to disclose additional value relevant information in the form of comprehensive sustainability reports or high-quality statements on non-financial information.



After taking into account the mergers and acquisitions in the industry, the final sample comprised 17 banks. The accounting data from banks’ separate annual financial reports have been extracted from the Notoria Serwis [91], whereas the data on stock prices have been collected via the website of the Brokerage House of Bank Ochrony Środowiska SA [92]. The combined data on stock prices, outstanding shares, book values of equity, and net earnings yielded the final pooled sample of 154 bank-year observations.



The sample has been divided into two subsamples depending on the CSP of each bank in a given year. The first subsample (henceforth Responsible) has covered the banks included in at least one of the CSR indices published by WSE, i.e., the Respect Index or WIG-ESG and, as such, deemed to be more socially responsible and thus more likely to produce high quality reports covering a broad spectrum of value relevant information. In fact, for almost 74% of bank-year observations in the subsample (i.e., 51 out of 69 cases) the examined banks prepared separate sustainability reports, whereas for the next 23% of cases (16), their CSR and ESG-related disclosures took the form of comprehensive statements on non-financial information within the reports of the management boards. The second subsample (henceforth Other) comprised the remainder of the examined banks.



The key statistics for the pooled sample and the investigated subsamples of banks are reported in Table 1.



In the first step of the research, Equation (1) has been estimated for the pooled sample and each of the subsamples, aiming at the assessment and comparison of its overall descriptive power (as measured with the coefficient of determination) and the individual regression parameters in each estimation. The presence of heteroskedasticity has been verified with the Breusch–Pagan/Cook–Weisberg test. Given the use of panel data, the model has also been tested for the presence of random and fixed effects using the Breusch–Pagan Lagrangian multiplier test and F-test, respectively.



Next, the overall significance of the differences between the regression coefficients estimated for each subsample has been assessed with the Chow test for structural breaks [93] (pp. 255–259).



Finally, to evaluate the statistical significance of the impact of CSR performance on the relative responsiveness of banks’ market values to the changes in book values and net earnings, the model has been extended by the introduction of a dummy variable differentiating between the Responsible and Other banks, yielding the following formula, henceforth Equation (2):


   p  i t   =  β 0  +  β  0 D    D i  +  β 1  B V P  S  i t   +  β 2  E P  S  i t   +  β 3     D i  B V P  S  i t     +  β 4  (  D i  E P  S  i t   ) +  ε  i t   ,  



(2)




where:








	
   D i   —a dummy variable equal 1 for the banks included in Respect Index or WIG-ESG and 0 for the others.








As regards the estimate of the coefficient    β 3   , the mixed evidence in the relevant literature does not allow us to formulate an unequivocal prediction about its sign. On the one hand, more socially responsible banks should provide the equity investors with higher-quality financial data, which implies a stronger positive relationship between book and market values (as demonstrated by [48] and in the pre-GFC period by [52]), but on the other, several studies report a statistically insignificant or even negative impact of CSP on the responsiveness of market values to changes in book values of equity, see, e.g., [46,47,50,51,52]. In the present study, however, following [47,51,52], the estimate of the coefficient β3 is hypothesized to be negative. In turn, as suggested by [45,46,47,48,49,52,55,56,57], the estimate of the coefficient    β 4    is expected to be positive, since a better CSP should generally correspond to higher informativeness of earnings.




4. Results


The results of the estimations of Equation (1) for the pooled sample (Panel A) and the examined subsamples of banks (Panels B and C) are given in Table 2. Due to heteroskedasticity indicated by the Breusch–Pagan/Cook–Weisberg test, all regressions have been estimated using robust standard errors. Moreover, as the results of the Breusch–Pagan Lagrangian multiplier test and F-test suggest that both random and fixed effects in the examined sample are statistically insignificant, the estimates have been obtained using pooled OLS.



The results presented in Table 2 indicate that each of the estimated regressions is statistically significant and fits the empirical data well. Except for the coefficient β2 in the regression for Other banks, all estimated regression coefficients are statistically significant at the 0.01 level.



The comparison between the estimates obtained for each of the subsamples reveals evident differences in the relative value relevance of the employed explanatory variables. First, a pronounced difference of nearly 15 percentage points in the estimates of the coefficients of determination between the subsamples strongly suggests that an overall ability of the examined accounting items to explain the variance in banks’ market values is markedly higher in the case of more socially responsible banks, thus supporting the first hypothesis of the present study. Second, while the market values of more responsible banks seem to be much more sensitive to the changes in net earnings than those of Other banks, in the case of their relative responsiveness to the changes in book values of equity, the situation is exactly opposite. These findings, in turn, are largely consistent with the prior empirical evidence in the relevant literature and provide some initial support for the second hypothesis of the study.



In order to determine whether the banks included in the CSR indices of WSE differ systematically from their less socially responsible counterparts in terms of the sensitivity of market values to the changes in the examined accounting variables, the Chow test has been employed. The estimate of the test statistic equals 19.070 and exceeds the corresponding critical value of the F-distribution at the 0.01 level (3.917), indicating a statistically significant structural break in the regression parameters of Equation (1) between the examined subsampled of banks.



The final stage of the research has involved the estimation of Equation (2) aimed at assessment of the statistical significance of the impact of the CSR performance on the responsiveness of banks’ market values to the changes in each of the examined accounting variables (Table 3).



The obtained estimates of the coefficients β3 and β4 are statistically significant at all conventional levels. Consistent with the ex ante expectations, a negative estimate of coefficient β3 suggests that a better CSP is associated with a lower responsiveness of banks’ market values to changes in book values of equity. In turn, the coefficient β4 is significantly positive, which indicates that more socially responsible banks exhibit higher sensitivity of market value to changes in net earnings. Hence, the above results provide additional support for the second hypothesis of the present study.




5. Discussion


The results of the study support the hypothesized view that the value relevance of key financial data is higher in more socially responsible banks. Generally, consistent with the results of previous investigations in the Polish banking sector [87,88], increases in both book values of equity and net earnings positively affected the market values of listed banks. However, the joint ability of these accounting items to explain the variation in the market values of the banks listed on WSE has turned out to be markedly higher in the case of the subsample composed of banks included the CSR indices of WSE, i.e., Respect Index and WIG-ESG. These findings not only corroborate the results of prior studies, see e.g., [45,46,47,48,49,52,55,56,57], but also provide additional arguments supporting the view that successful implementation of CSR principles in practice may play an important role in reduction of informational asymmetry between management and equity investors, especially in the case of complex and opaque business models, such as those of banks [12]. In this way, the obtained results strongly justify the need for further development and extension of both depth and width of international legal regulations and policy initiatives promoting socially responsible business behavior and its reporting, such as the European Parliament and Council Directive 2014/95/EU [94] or the European Green Deal [95].



Moreover, the findings of the present study indicate that a better CSP appears to exert a different impact on the relative sensitivity of banks’ market values to the changes in each of the examined accounting variables. Consistent with [46,47,48,49,52,55,56,57,85] on the one hand, but contrary to [50,51] on the other, the market values of banks included in the CSR indices of WSE appeared to be significantly more sensitive to variation in net earnings in comparison to their less socially responsible counterparts. Additionally, only in the case of more socially responsible banks did the earnings response coefficient turn out to be statistically significant. These results may be viewed as an evidence of a higher quality and informativeness of earnings reported by more socially responsible banks. Following [55,56,57], this effect might be attributable to the fact that more responsible banks are less likely to engage in earnings management practices, which results in higher informativeness of their earnings disclosures. It is also plausible that, as in the case of other industries, equity investors in the banking sector may perceive the reputation for being committed to sustainability as an intangible asset able to increase the value and/or reduce the volatility of expected cash flows, as pointed out by [46]. Furthermore, sustainability leadership might be perceived by equity investors as a path towards mitigation of regulatory risks and additional profits from responsible business activities, which in turn, can boost the market valuation of banks’ earnings, as argued by [85].



Simultaneously, in line with [47,51] and partially also with [52], in the case of banks listed on the WSE, better CSP seemed to diminish the responsiveness of their market values to changes in book values of equity. On the one hand, given the fact that book value of equity often serves as a proxy for a firm’s liquidation or abandonment value [96], it is likely that investors perceive more socially responsible banks as more resilient and viable, which allows them to assign lower importance to this accounting variable. On the other hand, however, it is also plausible that the above effect results from additional disclosures regarding the banks’ risk exposure, which might be partly complementary with the information content of book values, as suggested by [51].



The fact that CSP seems to moderate the informativeness of individual accounting items in different ways provides yet another argument for the significance of the findings of the present study for the design of integrated reporting standards both in the banking sector and in other industries. Future evolution of international regulations regarding financial and non-financial corporate disclosures, including in particular the European Commission Regulation (EC) No. 1126/2008 adopting certain international accounting standards [97] and the aforementioned Directive 2014/95/EU [94], should therefore take into account the apparent complementarities and feedbacks existing between these two categories of information, so as to ensure maximum efficiency and value relevance of reporting efforts.



Overall, the above findings are largely consistent with the evidence in the relevant literature and seem to support each of the formulated hypotheses. The main limitations of the present study arise from the fact that its conclusions are based on the data from a single stock market over a particular period; therefore, given the mixed results of prior cross-country [50] and cross-time [52] investigations, they should not be mechanically extended to other contexts. Moreover, the research has investigated the impact of CSR performance on the value relevance of only two key accounting variables, i.e., book values of equity and net earnings, although it is highly likely that analogous effects might be present in the case of other financial disclosures.




6. Conclusions


The present study aimed at empirical investigation of the impact of corporate social performance on the value relevance of key accounting items (i.e., book values of equity and net earnings) in the specific context of the Polish banking sector. The results of a multivariate regression analysis based on the Ohlson model applied to the sample of all domestic banks listed on the Warsaw Stock Exchange over the period 2009–2020 demonstrate that banks included in the CSR indices of the WSE exhibited markedly higher value relevance of key financial data than their less socially responsible counterparts. Additionally, largely consistent with the results of prior studies, the findings of the research suggest that commitment to sustainability affects the responsiveness of banks’ market values to changes in book values of equity and net earnings differently. On the one hand, better CSP improves the informativeness of earnings, strengthening their positive impact on banks’ market values. On the other hand, however, it seems to weaken the responsiveness of market values to changes in book values of equity. These findings support the view that more socially responsible banks appear to be less prone to manage earnings, which generally improves their quality. In turn, a lower sensitivity of market values to fluctuations in book values likely reflects the complementarities between banks’ CSR and financial disclosures and/or the fact that equity investors may perceive socially responsible banks as more resilient and viable.



The main contributions of the present paper are threefold.



First, the study enhances the existing international literature by providing direct empirical evidence on the impact of CSR performance on the value relevance of financial data in the Polish banking sector. To the best of the author’s knowledge, to date the above issue has not been explored in the context of any other post-transition or emerging economy.



Second, the results of the research suggest that following the path of social responsibility may enable banks to reduce the inevitable informational asymmetry existing between them and the market. In this way the paper contributes to the general discussion on the practical usefulness of CSR by providing some additional arguments supporting the need for the further development of legal regulations promoting social responsibility and its reporting.



Third, given the identified moderating impact of banks’ CSR performance on the informativeness of their financial disclosures, the present paper contributes to the strand of literature exploring the linkages, complementarities, and feedbacks between the financial and non-financial information disclosures. The findings of the study may therefore prove useful for the further development of the integrated reporting standards in the banking sector and improvement of their informativeness and efficiency from the standpoint of equity investors.



The importance of in-depth exploration of the linkages between CSP and the value relevance of accounting variables in the banking sector, for the development of both the discipline of finance and reporting standards in the banking sector, provides a strong argument for continuation of the international research efforts in that field. Given the limitations of the present study highlighted in Section 5, future investigations might attempt to evaluate the impact of bank CSR performance on the value relevance of financial disclosures in other emerging and post-transitional economies, preferably examining broader sets of accounting variables. Further research efforts are also needed to determine the exact range of complementarities between financial and non-financial disclosures, as well as to assess the impact of various bank-specific variables (e.g., size or capital adequacy) on the identified relationships.
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Table 1. Summary statistics.






Table 1. Summary statistics.





	
Sample

	
Variable

	
Mean

	
Median

	
Min

	
Max

	
SD

	
N






	
Pooled

	
P [PLN]

	
108.96

	
59.40

	
0.23

	
894.00

	
140.88

	




	
BVPS [PLN}

	
75.15

	
53.21

	
0.22

	
417.99

	
85.20

	
154




	
EPS [PLN}

	
6.03

	
3.12

	
−20.82

	
53.98

	
9.38

	




	
Responsible

	
P [PLN]

	
139.12

	
81.88

	
3.27

	
894.00

	
169.48

	




	
BVPS [PLN}

	
98.18

	
56.21

	
2.96

	
417.99

	
104.14

	
69




	
EPS [PLN}

	
8.28

	
5.00

	
−3.97

	
53.98

	
10.61

	




	
Other

	
P [PLN]

	
84.48

	
46.09

	
0.23

	
500.00

	
107.45

	




	
BVPS [PLN}

	
56.45

	
45.65

	
0.22

	
308.04

	
60.43

	
85




	
EPS [PLN}

	
4.20

	
2.61

	
−20.82

	
30.10

	
7.85
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Table 2. Estimations of Equation (1).






Table 2. Estimations of Equation (1).





	
Equation (1):    p  i t   =  β 0  +  β 1  B V P  S  i t   +  β 2  E P  S  i t   +  ε  i t    




	
Panel A. Pooled Sample




	
Parameter

	
Estimate/

Value

	
Robust std.

Error

	
t

	
p-Value

	
95% Confidence Interval

	
VIF






	
    β 0    

	
5.811

	
4.951

	
1.17

	
0.242

	
-3.971

	
15.593

	




	
    β 1    

	
0.711

	
0.203

	
3.50

	
0.001

	
0.310

	
1.112

	
3.26




	
    β 2    

	
8.250

	
2.150

	
3.84

	
0.000

	
4.003

	
12.497

	
3.26




	
F

	
128.49

	

	

	
0.000

	

	

	




	
R2

	
0.880

	

	

	

	

	

	




	
Adj. R2

	
0.878

	

	

	

	

	

	




	
SSR

	
364,714.795

	

	

	

	

	

	




	
N

	
154

	

	

	

	

	

	




	
Panel B. ‘Responsible’




	
Parameter

	
Estimate/

Value

	
Robust std.

Error

	
t

	
p-Value

	
95% Confidence Interval

	
VIF




	
    β 0    

	
−1.450

	
4.904

	
−0.30

	
0.768

	
−11.240

	
8.340

	




	
    β 1    

	
0.396

	
0.064

	
6.23

	
0.000

	
0.269

	
0.523

	
3.14




	
    β 2    

	
12.276

	
1.028

	
11.95

	
0.000

	
10.224

	
14.327

	
3.14




	
F

	
265.03

	

	

	
0.000

	

	

	




	
R2

	
0.959

	

	

	

	

	

	




	
Adj. R2

	
0.958

	

	

	

	

	

	




	
SSR

	
80,258.890

	

	

	

	

	

	




	
N

	
69

	

	

	

	

	

	




	
Panel C. ‘Other’




	
Parameter

	
Estimate/

Value

	
Robust std.

Error

	
t

	
p-Value

	
95% Confidence Interval

	
VIF




	
    β 0    

	
−1.485

	
8.313

	
−0.18

	
0.859

	
−18.023

	
15.053

	




	
    β 1    

	
1.367

	
0.064

	
4.62

	
0.000

	
0.778

	
1.955

	
3.33




	
    β 2    

	
2.098

	
2.142

	
0.98

	
0.330

	
−2.163

	
6.359

	
3.33




	
F

	
32.86

	

	

	
0.000

	

	

	




	
R2

	
0.812

	

	

	

	

	

	




	
Adj. R2

	
0.807

	

	

	

	

	

	




	
SSR

	
182,777.20

	

	

	

	

	

	




	
N

	
85
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Table 3. Estimations of Equation (2).






Table 3. Estimations of Equation (2).





	
Equation (2):    p  i t   =  β 0  +  β  0  D     D i  +  β 1  B V P  S  i t   +  β 2  E P  S  i t   +  β 3     D i  B V P  S  i t     +  β 4  (  D i  E P  S  i t   ) +  ε  i t    




	
Pooled Sample




	
Parameter

	
Estimate/

Value

	
Robust std.

Error

	
t

	
p-Value

	
95% Confidence Interval

	
VIF






	
    β 0    

	
−1.485

	
8.329

	
−0.18

	
0.859

	
−17.944

	
14.974

	




	
    β  0 D     

	
0.035

	
9.659

	
0.00

	
0.997

	
−19.053

	
19.123

	
1.99




	
    β 1    

	
1.367

	
0.296

	
4.61

	
0.000

	
0.781

	
1.952

	
12.07




	
    β 2    

	
2.098

	
2.146

	
0.98

	
0.330

	
−2.142

	
6.339

	
8.68




	
    β 3    

	
−0.971

	
0.303

	
−3.20

	
0.002

	
−1.570

	
−0.372

	
16.70




	
    β 4    

	
10.177

	
2.378

	
4.28

	
0.000

	
5.478

	
14.877

	
10.83




	
F

	
126.27

	

	

	
0.000

	

	

	




	
R2

	
0.913

	

	

	

	

	

	




	
Adj. R2

	
0.911

	

	

	

	

	

	




	
SSR

	
263,036.09

	

	

	

	

	

	




	
N

	
154
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