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ABSTRACT

C orporate  S ocial R e sp o n s ib ility  (CSR) is in c re a s in g ly  a  core  c o m p o n e n t of 
co rpo ra te  s tra te g y  in  th e  g lobal econom y. In  re c e n t y e a rs  its  im p o rta n c e  
h a s  becom e even  g re a te r , p rim arily  b e c a u s e  of f in a n c ia l s c a n d a ls , 
in v e s to rs ’ lo sse s , a n d  re p u ta t io n a l  d a m a g e  to  lis te d  co m p an ie s . W hile 
c o rp o ra tio n s  a re  b u s y  a d o p tin g  a n d  e n h a n c in g  C SR  p ra c tic e s , th e re  is 
(beyond very  few  n o ta b le  excep tions) little  e m p irica l r e s e a rc h  on  C SR ’s 
p rac tice  by  C o m m e rc ia l B a n k s  in  K enya a n d  th e  c h a lle n g e s  re la te d  to it.

I p ro p o se  a n  eco n o m ica lly  c o h e re n t a n a ly s is  of C o rp o ra te  S ocial 
R esponsib ility  (CSR), a n d  su g g e s t th e  c h a lle n g e s  re la te d  to it. C SR  is 
defined a s  a  p ro g ra m  of a c t io n s  ta k e n  to  re d u c e  e x te rn a liz e d  c o s ts  or to 
avoid d is tr ib u tio n a l  co n flic ts . It is  a n  in s t i tu t io n  th a t  h a s  evolved in  
resp o n se  to m a r k e t  fa ilu re s , a  co as io n  so lu tio n  to  som e p ro b le m s 
a sso c ia ted  w ith  so c ia l c o s ts . As m e n tio n e d  e a r lie r  th e  objective o f th e  
stu d y  w as to e s ta b l is h  how  C o m m erc ia l B a n k s  in  K enya p ra c tic e  CSR 
and  th e  c h a lle n g e s  th e y  face. T he stud}" ta rg e te d  c o rp o ra te  m a n a g e rs  
involved in  CSR.

A descrip tive  su rv e y  w a s  u s e d  a n d  th e  q u e s t io n n a ire  c o n s is te d  of o p e n  

ended  s t ru c tu re d  a n d  sem i s t ru c tu re d  q u e s tio n s  w h ich  w a s  p re te s te d  for



clarity. ‘D rop  a n d  P ick  la te r ’ m e th o d  w a s  u s e d  to  a d m in is te r  th e  
q u e stio n s  to th e  r e s p o n d e n ts  in  d iffe ren t C o m m e rc ia l B a n k s  in  N airobi. 
The s tu d y  w a s  a  c e n s u s  su rv ey . The d a ta  w a s  a n a ly se d  u s in g  freq u en cy  
d is tr ib u tio n  a n d  p e rc e n ta g e s . C o n te n t a n a ty s is  w a s  a lso  u s e d  to a n a ly se  
u n s tru c tu re d  q u e s tio n s .

The r e s u l ts  sh o w ed  th a t  in  m o s t of th e  c o m p a n ie s , th e  F u n c tio n a l g ro u p  
in  a  c o m p a n y  s u c h  a s  th e  F o u n d a tio n , M a rk e tin g  D e p a r tm e n t, a n d  PR 
D e p a r tm e n t E tc  in it ia te s  C SR  p ro g ra m s w ith  th e  b le s s in g  of th e  CEO. 
The e n try  p o in t for CSR p ra c tic e  h a s  b e en  c o n c e n tra te d  on  two a sp e c ts : 
c o m m u n ity  w o rk  a n d  PR. Also g e ttin g  th e  o th e r  fu n c tio n a l g ro u p s  
involved in  e m b e d d in g  th e  CSR s tra te g y  in to  th e  w ay  th e  c o m p a n y  p la n s  
a n d  im p le m e n ts  p ro d u c ts  a n d  se rv ices is ra re .

M ore f in d in g s  rev ea le d  th a t  m o s t c o m p a n ie s  leave th e  CSR 
im p le m e n ta tio n  to  th e  c o rp o ra te  fo u n d a tio n  o r i ts  eq u iv a len t, w hile  h a lf  

say  th e y  le t th e  p u b lic  re la t io n s  or c o rp o ra te  c o m m u n ic a tio n s  g ro u p  ta k e  
th e  lead . N ext to  th e  c o m m u n ity , th e  e m p lo y ees  a re  th e  s ta k e h o ld e rs  
th a t  th e  c o m p a n ie s  ta rg e t  for th e ir  CSR. In v e s to rs  a re  low p rio rity . T he 
lim ita tio n s  for th e  s tu d ji  w ere  evident.

T h o u g h  th e  s tu d y  w a s  genera lly  su c c e s s fu l, it w as faced  b}̂  som e 
lim ita tio n s . F ir s t  of all, on ly  two th ird s  of th e  se le c ted  o rg a n iz a tio n s  

c o m p ris in g  6 5 .7 1  p e rc e n t  to o k  p a r t  in  th e  s tu d y . 34 . 29 p e rc e n t d id  n o t
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take  p a r t  in  th e  s tu d y . T h is  m e a n s  t h a t  th e  s tu d y  c a n n o t  be  genera lized  
to th e  e n tire  b a n k in g  in d u s try . Also th e  s tu d y  w a s  c a r r ie d  o u t w ith in  
lim ited  tim e  a n d  re s o u rc e s . T h is  c o n s tra in e d  th e  sco p e  a s  well a s  th e  
d e p th  of th e  re s e a rc h . T he study^ a lso  fo c u se d  o n  m a n a g e m e n t 
pe rsp ec tiv e . It w o u ld  h av e  b e e n  of v a lu e  to  o b ta in  v iew s of o th e r  
s ta k e h o ld e rs  a s  well.

F inally  th e  re s e a rc h e r  su g g e s te d  th a t  a  c o m p re h e n s iv e  s tu d y  be 
u n d e r ta k e n  w h ich  involves o th e r  s ta k e h o ld e rs  s u c h  a s  th e  co m m u n ity  
a n d  o th e rs . A n a rro w e r  c a se  s tu d y  of in d iv id u a l b a n k s  w a s  also  
n e c e ssa ry  to  avoid  g e n e ra liza tio n . B es id e s  a n o th e r  d e ta ile d  s tu d y  to 
a d d re s s  so lu tio n s  to  th e  CSR c h a lle n g e s  w as d e em e d  n e c e s s a ry .

VII



TABLE OF CONTENT

Declaration...........................   ....II
Dedication............................................................................................................................ HI
Acknowledgement............................................................................................................. IV

Abstract...................................................................................................................................V
List of Abbreviations...........................................................................................................XI
List of Tables........................................................................................................................XII

CHAPTER ONE: INTRODUCTION................................................................................... 1
1.1 Background.............................................................................................................. 1

1.1.1 Defining Corporate Social Responsibility........................................4
1.1.2CommercialBanks n Kenya....................................................................8

1.2 Research Problem ......................................................................................................10
1.2 .1 Research Objectives............................................................................................... 12
1.3 Importance of the study........................................................................................ 13

CHAPTER TWO: LITERATURE REVIEW..................................................................... 15

2.1 Concept of CSR....................................................................................... ..................15
2.1.1 How firms approach CSR..........................  19
2.1.2 It should be undertaken voluntarily......................................................20

2.1.3 It should be proactive............................................................................. 20

2.1.4 It needs to be aligned w ith the company’s strategy..............................21

2.1.5 It should be visible....................................................... '........................ 21

2.2 Historical Development of Corporate Social Investm ent.................................... 22

2.3 Practice of CSR...............................................................  26

2.3.1 Advantages and Disadvantages of CSR.................................................29

VIII



2.3.2 Challenges of CSR........... ....................................................................... 31

2.3.3 CSR and Capital M arkets.............................  34

CHAPTER THREE: RESEARCH ETHODOLOGY.......................   36

3.1 Introduction............................................................................................................. 36
3.2 Research Design............................     36
3.3 P opulation ................................................................................................................ 37
3.4 Sample Design..........................................................................................................37

3.5 Data Collection....................................................................................................... 38
3.6 Data Analysis............................................................................................................... 39

CHAPTER FOUR: DATA ANALYASIS AND INTERPRETATIONS.......................... 41
4.1 Introduction...........................................................................................................41
4.1.1 Size of Sample................................................................................................41

4.2 Demographic Profile.............................................................................................42
4.3 Reserch Findings.................................................................................................43
4.3.1 Structure and Leadership..................................................................................45
4.3.2 Findings and Logistics....................................................................................... 50
4.3.3 Reporting and Assessment............................................................................... 53
4.4 Challenges of CSR..............................................................................................55

CHAPTER FIVE: DISCUSSIONS, SUMMARY AND CONCLUSION.......................57
4.1 Introduction................................................................................................... 57

5.2:1 Discussions.......................................................................................................... 58
5.2.2 Summary.............   58
5.2.3 Conclusions......................................................  60
5.3 Limitations of the study..................................................................................62
5.4 Implication of research to policy.................... 63
5.5 Suggestions for future study........................................................................... 64

IX



References........................................................................................................................65
Appendix I: University Introduction Letter............................................................... 68
Appendix II: Researchers Cover Letter.......................................................................69

Appendix III: Questionnaire............................................................................................70
Appendix IY: Banking Sector Total Assets..................................................................82

X



LIST OF ABBREVIATIONS

CSR- Corporate Social responsibility 

CSI - Corporate Social investment 

PWC- PricewaterhouseCoopers 

CBK-Central Bank of Kenya 

EC- European Commission

CR- Corporate Responsibility



LIST OF TABLES

Table 1: Definitions of CSR.....................................................................................................5

Table 2 Advantages and Disadvantages of CSR.......... ....................................................... 29

Table 3: List of Bank C ategories............................................................................................ 38

Table 4: Banks ownership structure.................................................................................... 43

Table 5: Company’s CSR program under thematic areas................................................29

Table 6: To determine who initiates company's CSR programs...................................... 46

Table 7: To determine -what of the company's stakeholder groups................................. 46

Table 8: Approach towards CSR .........................................................................................47

Table 9: To determine whose function is of setting the CSR p o licy ........................ .. .48

Table 10: To develop, interpret and enforce the CSR. policy........................................ 49

Table 11: To determine who has access to a discretionary fund .....................................50

Table 12: To establish w hat determines the budget ..................   50

Table 13: To establish from whom the CSR budget come from.......................................51

Table 14: To find out who approves CSR project proposals and b u d g e t...................... 52

Tablel5: To know how much of the CSR budget comes f ro m ........................................52

Table 16: To establish how we measure the success of banks CSR programs...........53

Table 17: To know how else Commercial banks communicate CSR programs............54

Table 18: Challenges of CSR................................................................................................ 55

XII



CHAPTER ONE
INTRODUCTION

1.1 Background
B usiness a n d  academ ic re sea rch e rs  have show n in creasing  levels of 
in te re s t in  C orporate Social R esponsibility  (CSR) du rin g  recen t years 
(M aignan, 2002). The question  m ost re sea rch e rs  a sk  them selves is, 
sh ou ld  co rpo rations w orry a b o u t their social im pact?  Or sh ou ld  they  
ju s t  go for profits an d  t r u s t  th a t  everything else will fall in to place? 
E a st Africa Brew eries, Safaricom  and  Kenya Airways did th is: in 10 
y ears  thej^ crea ted  an  in d u s try  affecting everyone in E ast Africa, 
changing  lives an d  b u s in esses , creating  billions of sh illings in  value 
for sh areh o ld e rs  an d  te n s  of th o u sa n d s  of jo b s  for new  em ployees. 
Thejr c o n trib u te d  m assively to society, an d  did so in  th e  cau se  of 
m aking  m oney for th e ir shareho lders. They illu s tra te  well Adam  
S m ith ’s c lassic  rem ark  th a t  f t  is n o t from the  benevolence of the 
bu tch er, th e  brew er, or the  b a k e r- th a t we expect our d inner, b u t  from 
their reg ard  to their own in te re s t’. If com panies m ake p ro d u c ts  th a t  
consu m er's  value an d  price th em  affordably, m aking  m oney in the 
process, w h a t is the  need for corporate  social responsib ility  (CSR)?

Tobacco com panies sell a  po ison  th a t  is slow -acting an d  addictive, so 
they can  ac tua lly  m ake m oney while killing th e ir cu sto m ers, clearly a 
different case  from the  tech  sector. W hat a b o u t au to  an d  oil 
com panies, w hich help u s  experience freedom  by m ean s  of pe rso n a l
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mobility, while po llu ting  the  environm ent an d  changing  the clim ate? 
W hat differentiates th e  tech  sector from tobacco, oil an d  au to s?  To 
u n d ers tan d  th is  we have to see w hen th e  in te re s ts  of corporations are  
fully aligned w ith  th o se  of society a s  a whole an d  w hen they are in 
conflict, and  for th is  we have to go beyond Adam Sm ith, to th e  
concepts of private  a n d  social costs.

M arkets work well for society, aligning corporate  an d  social in te res ts , 
when a firm ’s private  a n d  social costs are  the  sam e, w hich is m ore or 
less the case w ith  th e  tech  sector. B u t w hen  corporate  an d  social 
in terests are n o t aligned, m ark e ts  d o n ’t do su c h  a  good job, a s  is the  
case with tobacco and , to a  lesser degree, oil an d  au to s . This explains 
the conflict betw een co rporations an d  society in  th ese  sectors.

The recent financia l sc a n d a ls  - e.g., E nron, P arm ala t, W orldCom etc. - 
globally have forced th e  corporate  executives to give m ore a tten tio n  to 
a broader s tra tegy  beyond the  focused view of stock ho lders’ w ealth  
maximization. A genera l u n d e rs tan d in g  is th a t  the  rep u ta tio n  of the  
company an d  th e  welfare of different stakeho lders  are  crucia l to bo th  
stockholders w ealth  m axim ization  an d  long-term  survival. Tirole 
(2001) argues th a t  th e  concep t of stakeho lder value recognizes th a t  
corporate activity ma}^ create  negative ex ternalities w hich need to be 
counterbalanced, e ith e r by in s titu tio n a l ru le s  or by corporations 
themselves. In su ch  scenario , the u ltim ate  value of sh a reh o ld e rs’



wealth m ay be linked . to th e  “m axim izing th e  su m  of various 
stakeholder su rp lu se s .”

The stud ies by Geczy, S tam b au g h  an d  Levin (2005) an d  B auer, 
Koedijk a n d  O tten ;p  (2006) reveal th a t  the  in vesto rs  are  equally 
interested in  su ch  in itiatives a s  docum ented  by th e  in c reased  flow of 
funds in th e  in d u stry  of ethically m anaged  m u tu a l funds. 
Contem porary rep o rts  show  th a t  one o u t of n ine  sh illings invested  in 
the m arke t fu n d s  are  invested  in  so called “socially responsib le” 
investm ent portfolios. S im ilar tre n d s  are revealed in  E urope w here, in 
recent years, the n u m b er of socially screened m u tu a l fu n d s  h a s  nearly  
doubled m ain ly  in  U nited Kingdom, Sweden, F rance, an d  Belgium. 
None of th ese  stu d ies an d  rep o rts  however focuses on the  in v es to rs’ 
perception or on th e  po ten tia l reaction  in  the  cap ita l m ark e t 
associated w ith  su ch  socially responsib le  a c tio n s /n o n -a c tio n s  
undertaken  by th e  corporate  actions.
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1.1.1 Concept of Corporate Social Responsibility

Exam ples of defin itions on C orporate Social R esponsibility  (see Box 1) 
both from the  lite ra tu re  a n d  governm ental an d  non-governm ental 
organizations are  identified.

There is no one generally accepted  definition of the  concep t of 
corporate responsib ility , b u t the  sam ple in  Box 1 reveals sim ilarities 
between different in te rp re ta tio n s . The m ost a p p a re n t sim ilarity  in the 
definitions of corporate  responsib ility  is the  inclusion  of stakeho lders 
who are defined by F reem an  as (1984 p. 49) “th ose  g roups who can 
affect or are  affected by the achievem ent of a n  organizations p u rp o se ”. 
S takeholders include for exam ple custo m ers, em ployees,
com m unities, investors, shareho lders, NGOs, a n d  the  n a tu ra l 
environm ent an d  stakeho lders  exist bo th  w ith in  a n d  outside the 
organization.

The issues ra ised  provide u s  w ith an  im plicit definition of CSR, w hich 
we now formalize. CSR involves tak ing  actions w hich reduce  the 
extent of ex ternalized  costs or avoid d istrib u tio na l conflicts. This is 
different from o ther definitions th a t have been offered: th e  E uropean  
Union defines CSR a s  a program  in w hich com panies decide 
voluntardy to co n trib u te  to a  b e tte r society a n d  a  c leaner 
environment. H opkins in an  In te rn a tio n a l Labor O rganization
discussion paper s ta te s  th a t  CSR is concerned  w ith  treatim



stakeholders of th e  firm  eth ically  or in  a responsib le  m an n er. It also 
encourages the positive co n trib u tio n s th a t  m u ltin a tio n a l en te rp rises  
can make to econom ics, env ironm en ta l an d  social p rogress and  to 
minimize the difficulties to w hich  their va rious opera tions m ay give
rise.

Box 1 CSR definitions

“CSR is concerned with treating the stakeholders of the firm ethically or in a socially 
responsible manner. . ..stakeholders exist both within a firm and outside. .. .the wider aim 
of social responsibility is to create higher and higher standards of living, while preserving 
the profitability of the corporation, for its stakeholders both within and outside the 
corporation” (Hopkins 2003 p. 10 ).

“...a concept whereby companies integrate social and environmental concerns in their 
daily business operations and in their interactions with their stakeholders on a voluntary 
basis.” (EC 2001, p. 8.).

“the commitment of business to contribute to sustainable economic development, 
working with employees, their families, the local community and society at large to 
improve their quality of life.” (WBCSD 2000. p. 10).

“...achieving commercial success in ways that honour ethical values and respect people, 
communities, and the natural environment.” (BSR 2005).

“initiatives by companies voluntarily integrating social and environmental concerns in 
their business operations and in their interaction with their shareholders.” (IOE 2003 p. 
2).

“the voluntary commitment by business to manage its activities in a responsible way.” 
(ICC 2005).

“the integration of business operations and values whereby the interests of all 
stakeholders including customers, employees, investors, and the environment are 
reflected in the company’s policies and actions.” (CSRwire 2005).

"open and transparent business practices that are based upon ethical values and respect 
for employees, communities and the environment - [and] designed to deliver sustainable 
value to society at large, as well as to shareholders." (PWBLF 2005).



This is clearly seeing CSR as a move to in crease  the  social value 
added by corporate activity. B eltratti (2005) m akes an  in te resting  
comment th a t CSR is .an  a ttem p t to escape profit m axim ization  in  the  
recognition th a t  agenc 3̂  problem s an d  incom plete co n trac ts  
underm ine the basic idea  of shareh o lders  sup rem acy . There is a sense  
in which my definition drawls on the  trad ition  e s tab lish ed  by Ronald 
Coase in h is paper “The Problem  of Social C ost”. In cases w here costs 
are externalized, corporations bargain  w ith  society a b o u t who will 
ultim ately bear th ese  costs. The corporation  is n o t cu rren tly  legally 
bound to bear them  b u t society could change th is  if it washed, an d  
indeed could go fu rth e r an d  im pose pena lties  for th e  p a s t 
externalization of costs. The re su lt is an  im plicit con tract: society 
accepts the legal status quo provided th a t  th e  corporation  does n o t 
exploit it to society’s d isadvantage.

A wide variety of definitions of corporate  social responsib ility  have 
been proposed in the  lite ra tu re  (Margolis & W alsh, 2003). While th ese  
definitions vary in  detail, manj^ focus on vo lu n tary  firm  actions 
designed to im prove social or environm ental conditions (Aguilera, 
Rupp, W illiams, & G anapath i, 2004; Davis, 1973; Wood, 1991a.; 
1991b; Wood & Jo n es , 1995; W addock, 2004). This is the  definition of 
corporate social responsib ility  adopted  in th is  paper. Of course , w ithin  
this broader definition, different stakeho lders m ay have different 
preferences for specific socially responsib le  activities they  w ould like 
to see a firm invest in (Grass, 1999). Moreover, th ese  preferences m ay
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vary a s  tire cu rren cy  of social is su es  evolves over tim e (Clarkson, 
1995; Davis, 1973; Moskowitz, 1975; W artick & C ochran, 1985; 
Wood, 1991a).

However, a s  long a s  a  firm ’s ac tio n s are  co n sis ten t w ith  th is  general 
definition of social responsib ility—th a t is, a s  long as  they  are 
vo luntary  a n d  designed  to im prove social or environm ental 
conditions—th ey  are  considered  socially responsib le  for p u rp o ses  of 
the m odel developed here. The specific decision m aking  context 
m odeled here  focuses on de term in ing  the to tal dem and  for investm en t 
opp o rtun ities in  firm s engaging in  specific socially responsib le  
activities, th e  c u rre n t su pp ly  of th o se  opportun ities in  th e  m arke t, an d  
w hether c u rre n t supp ly  is less th a n , equal to, or g reater th a n  dem and. 
In th is  sense , the  opp o rtun ity  to invest in a firm th a t  is engaging in 
specific socially responsib le  activities can  be th o u g h t of a s  a  “p ro d u c t” 
th a t is sold by firm s to p o ten tia l equity  investors a s  “c u sto m e rs .”

Among th e  challenges affecting CSR activities are; G lobal w arm ing, 
Poor quality of environmental Management, Lack of commitment to 
biodiversity, Poor disaster control measures, Poor quality of information and 
Communication and network from customer's perspective. Others are lack of 
network from customer's perspective, Inability to understand society's needs, 
Non availability of well organized NGO's, Visibility factors and Narrow 
perception towards CSR activities
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Other challenges include Lack of a com pany’s diverse w orkplace, Non 
availability of CSR guidelines, HIV/AIDS, Poverty an d  H unger, few 
spaces for w om en w orkers, Lack of p a rtn e rsh ip s  for su s ta in ab le  
Development, A bsence of a  safe an d  secu re  com m unica tion  society, 
Weak foundations for CSR a n d  Unfriendly employee w orkplace.

1.1.2 Commercial Banks in Kenya

As a t 31st J a n u a ry  2009, th e  Kenyan ban k in g  sector com prised  of 43 
Commercial B anks. Kenyan bank ing  sector is dom inated  by large 
banks su ch  as KCB, B arclays, Equity, S ta n d a rd  C harted  an d  CFC- 
Stanbic. C om m ercial b a n k s  offer corporate  an d  re ta il ban k in g  services 
bu t a sm all num ber, m ainly  com prising th e  larger b an k s , offer o ther 
services including  in vestm en t banking.

The aggregate ba lance  S heet of the  bank ing  sector reg istered  
significant grow th in  J a n u a ry  2-009 com pared  w ith  sim ilar period  in 
2008.D eposits were the  m ajor source of fund ing  accoun ting  for the 
increase in  the  aggregate balance  sheet. As a re su lt, the  b an k in g  
sector a sse ts  in c rease  by 21.0  percen t from  971.1 billion in  J a n u a ry  
2008 to 1179.4 billion h r  J a n u a ry  2009. M ajor com p onen ts of to ta l 
banking a sse ts  is lo an s a n d  advances w hich acco u n ted  for 55.0 
percent of to ta l a sse ts  followed by G overnm ent secu ritie s and  
placem ents a t  18.0 p e rcen t an d  11.0 p e rcen t of to ta l a s se ts  
respectively. The b an k in g  sec to r ex tends c red it to various sec to rs  of
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the economy including  agricu ltu re , real esta te , M anufacturing , trade , 
transport and  com m unication  an d  other sectors.

The banking  sector profitability  a s  a t  the  end of J a n u a ry  2009 
improved com pared to sim ilar periods in 2008 .As a resu lt, profit 
before tax  increased  by 11.8 p e rcen t from K shs 32 billion in  J a n u a ry  
2008 to K shs 35 Billion in Ja n u a ry  2009. However, desp ite  the 
increase in profitability, the  annualized  re tu rn  on a sse ts  rem ained  a t
3.1 percen t during  the period u n d e r  review due to in crease  in a sse ts . 
(CBK, 2009)

Key issues affecting the  bank ing  in d u stry  in Kenya are: chan ges in the 
regulatory fram ew ork, w here liberalization ex ists b u t th e  m ark e t still 
continues to be restrictive; declining in te re s t m arg in s due  to custom er 
p ressure, leading to m ergers an d  reorganizations; in c reased  dem and  
for non -trad itional services including  th e  au to m a tio n  of a  large 
num ber of services and  a move tow ards em p h asis  on th e  custom er 
rather th a n  the  product; an d  in troduc tion  of n o n -trad itio n a l players, 
who now offer financial services p roducts. The o ther is m oney 
laundering. (PwC, 2009)

Non bank  challenges affecting b a n k s  include; In fra s tru c tu re : the 
expensive an d  poor conditions power, ro ad s  an d  com m unica tions 
needs to be add ressed  -  th is  wall reduce th e  cost of ban k in g  and  
eventually lead to bank ing  costs for accoun t ho lders, Insecurity : KCB 
spends Kshs. 15 m illion a m o n th  on security  guards, w hich is n o t
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prudent. If th e  secu rity  s itu a tio n  im proved, K enyan b a n k s  w ould not 
have to pay as m u ch  for security; Judic iary : It ta k e s  j^ears for cases to 
be heard , an d  all b a n k s  have backlogs of pend ing  cases, while o thers 
are postponed  end lessly  (D avidson,2005). The bank ing  sec to r is 
poised for significant p ro d u c t an d  m ark e t developm ent th a t  shou ld  
resu lt in fu rth e r conso lidation  of the bank ing  sector.

1.2 Research problem

Corporate Social responsib ility  is com m only described  by its 
prom oters a s  aligning com p any’s activities w ith  th e  social, econom ic 
and environm ental expecta tions of its  stakeho lders . It is a  m ulti 
billion shilling pub lic  re la tio n s specialty in  th e  world of b u s in ess . CSR 
is also the  delibera te  inclusion  of public in te re s t in to  corporate  
decision m ak ing  an d  honoring  of a  trip le bottom  line; people, p lane t 
and profit. T h u s com panies em brace CSR responsib ility  for the  im pact 
of their activities on th e  environm ent, co n su m ers , em ployees, 
communities, s tak eh o ld e rs  a n d  o ther m em bers of th e  pub lic  sphere.

CSR has m any advan tages. Some of its  benefits include; enhanc ing  
competitive advan tage, im proving financial perform ance, reducing  
exposure to no n  financial risk , helping in identifying new  p ro d u c ts  
and new m arkets, en h an c in g  b ra n d  im age an d  rep u ta tio n , enhasin g  
sales and custo m er loyalty, im proving rec ru itm e n t an d  re ten tion  
performance, c rea ting  new  b u s in e ss  netw orks, in creasing  staff
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motivation, con tribu tion  an d  skills, im proving tr u s t  in  com panies an d  
m anagers an d  im proving governm ent re la tions. O th ers are; reduce 
regulation in ten tion , reducing  costs th rou gh  lower staff tu rno ver an d  
lastly reducing costs th ro u g h  environm ental b e s t p ractice .

Extensive research  h a s  been  carried  o u t a b o u t CSR, am ong them  
include; C orporate Social Responsibility And Firm  Perform ance: 
Investor Preferences And C orporate S trateg ies (Mackey, B arney, 
2004), Corporate Social R esponsibility  an d  Econom ic Perform ance 
(Catherine, 2006), C orporate Responsibility -  D riven Tow ards 
S tandardization? (Superti, 2005), U nderstand ing  And Developing 
Strategic Corporate Social Responsibility (Heslin, O choa, 2008), An 
Empirical Analysis of the  S trategic Use of C orporate Social 
Responsibility (Siegel, 2008) am ong others.

As Kenya con tinues to reg ister d ism al econom ic grow th occasioned by 
global down tu rn , s tru c tu ra l ad ju s tm en ts  su ch  as  th e  gap betw een the  
rich and  poor, energy problem s, regional d isparity  in econom ic grow th 
and environm ental degradation  are becom ing increasing ly  serious. 
Moreover in Kenya, while legislation perta in ing  to is su e s  re levan t to 
CSR, such as labour, environm ental p rotection  an d  social welfare is in 
place, there are m any  problem s w ith com pliance, su ch  as  difficulty 
with enhancem en t and  frequen t changes to the  c o n te n t of laws.
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While lot h a s  been  w ritten  ab o u t CSR and  extensive s tu d ies  have been 
carried o u t worldw ide, little h a s  been researched  a b o u t CSR in Kenya, 
m ore so, a b o u t CSR by th e  Kenyan B anks. I opted to stu d y  K enyan 
B anks b ecau se  th e  ban k in g  in d u stry  in Kenya is the  driver of the  
Kenyan econom y a p a r t  from being a  big em ployer of th e  Kenyan 
people. B esides, B an k s closely in te rac t w ith people an d  com m unities. 
The well being of a  K enyan people is to the  advan tage of B anks. E ach  
year B ank s sp en d  m illions of sh illings on C orporate Social Investm ent 
coun try  wide. However, little s tu d ies have been carried  ou t on how 
b an k s go a b o u t th e ir  CSR activities. Also no extensive stu d ies have 
been u n d e r ta k e n  on  the  challenges Kenyan B anks face in carry ing o u t 
their CSR. It is b ecau se  of th is  reason  th a t  I have opted  to u n d e rta k e  
th is resea rch .

This s tu d y  a im s to determ ine how C om m ercial B ank s in Kenya 
practice CSR a n d  w h a t challenges they face. The following resea rch  
questions have been  identified in .o rder to p u rsu e  th is  aim . One of the 
questions being, how  do Com m ercial B anks in Kenya Practice CSR? 
And the  o ther is, w h a t challenges do they face in carry ing  o u t CSI?

1.3 The Research Objectives

i. To de te rm in e  how  com m ercial b a n k s  in  Kenya Practice 
C orporate  Social R esponsibility.

ii. To e s ta b lish  th e  challenges faced b}r com m ercial b a n k s  in  Ken}ra 
in th e ir  p ractice  of C orporate Social R esponsibility.



1.4 Importance of the study

Most firm s w ould benefit especially those  w inch d o n ’t engage in CSR’s 
on th e  need to app rec ia te  CSR an d  howr to get involved in it. For 
in stan ce  com panies will lea rn  som e of th e  benefits  of CSR wdiich 
include, Com petitive advantage, en h an c in g  b ra n d  im age and  
rep u ta tio n , crea ting  new  b u s in e ss  netw orks, im proving G overnm ent 
re la tions an d  im proving financial perform ance.

To polic3' m ak ers , CSI is u sed  to prom ote  vo lu n tary  corporate 
in itiatives, a s  an  a lternative  to add itional or ex isting  m and ato ry  
regu la tions. W hat is needed  is new law? to m ake  b u s in e ss  responsib le  
for p ro tec ting  h u m a n  rig h ts  an d  environm ent. This re sea rch  project 
will help  policy m ak e rs  craft law s to p ro tec t em ployees an d  prevent 
env ironm ental degradation  an d  to encourage co m p an y ’s partic ipa tion  
in Social in vestm en t activities.

This p ap e r wall form th e  b as is  for fu tu re  re se a rc h  w ork in m atte rs  
relating  to CSR a n d  add  g reater rigor to it. Social In v estm en t activities 
rem ain  sh o rt on credibility. CSR provides tang ib le  com m ercial 
benefits, however on th e  surface one finds h igh  degree of cynism  
abou t CSR an d  w idespread  belief th a t it is costly, pub lic-re la tion  
focused activity th a t  ad d s  little value to b u s in e ss . This reaso n  is 
simple, desp ite  varied a tte m p ts  to apply a  quasi-sc ien tific  app roach  to



the topic, m ost CSR case s tu d ies  still lack  any  degree of in te llec tua l or 
academic regard  hence the need  for th is  research .

This paper will help  in im proving the econom ic welfare of the society 
a t large hence leading to h igher econom ic grow th a n d  developm ent 
resulting into h igher s ta n d a rd  of living. For in s tan ce  a s  com p any’s 
engage in CSR, they  will create  new  em ploym ent opp o rtun ities  for 
people, help up lift the  s ta n d a rd s  of living of people th ro u g h  education  
and good h ea lth  th u s  help ing to enhance  the econom ic growth of 
Kenya.

CSR will enable C om panies to u n d e rs ta n d  th e  p a tte rn  of consum ption  
of people. For in stance , according to a 2004 survey of m ore th a n  400 
‘opinion e lites’ {members of the  top 10 p e rcen t of society w ith  regard  to 
media consum ption , civic engagem ent, an d  in te re s t in  pub lic  policy 
issues}in 10 coun tries by APCO worldwide, peoples consum ption  
patterns are in fluenced by CSR efforts. Positive CSR effort h a s  led to 
72 percent of th e  resp o n d en ts  to p u rc h a se  a  com pany’s p ro d u c t or 
service and  61 percen t recom m end th e  com pany to o thers. 
Conversely, negative CSR h a s  led to a boycott of a  com p any’s p ro d u c ts  
and services. C om panies shape the “opinion env ironm en t”, by tou ting  
their own CSR efforts.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Concept of Corporate Social Responsibility

B aron (2001) an d  M cW illiams an d  Siegel (2001) were the first two p ap ers  to 
explicitly m odel "profit-m axim izing” CSR. B aron  (2001) coined the p h rase  
“stra tegic  CSR.” He defines CSR a s  the “private provision of a  public good.” 
More im portan tly , B aron  (2001) a sse r ts  th a t  com panies com pete for socially 
responsib le  cu sto m ers  by explicitly linking th e ir social con trib u tion  to p roduct 
sales.

In a sim ilar vein, M cW illiams a n d  Siegel (2001) outlined  a sim ple theoretical 
model in  w hich  two firm s sell iden tical goods, except th a t  one com pany decides 
to add a n  add ition al “social” a ttr ib u te  or fea tu re  to its p roduct. This social 
feature  is valued by som e co n su m ers  or, potentially, by o ther stakeho lders. In 
th is theory  of the  firm -based  m odel, m anagers co n d u c t a co s t/b e n e fit analysis 
to determ ine th e  level of reso u rces  to devote to CSR ac tiv itie s /a ttrib u tes . 
Simply p u t, firm s s im u ltan eo u sly  a sse ss  the dem and  for CSR an d  the  cost of 
satisfying th is  dem and  an d  th e n  determ ine the  optim al level of CSR to provide.

A kej^ im plication  of a  theo ry  of th e  firm /stra teg ic  perspective on CSR is th a t 
th is activity is likely to be m atrixed  into the  com pany’s business-level 
d ifferentiation stra teg ies. For exam ple, a “hyb rid” version of a H onda Accord 
generates less po llu tion  th a n  a  s ta n d a rd  H onda Accord. M ost consu m ers will
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consider the hyb rid  ca r to be superio r to th e  s ta n d a rd  m odel. Some consum ers 
axe also willing to pay  a  price p rem ium  for th e  hybrid  car, given th a t  the social 
charac teris tic  of less pollution is ‘V aluable” to them . O ther types of CSR 
investm en t re la te  to th e  adoption of C SR-related p rodu ction  p rocesses, where 
the focus of concern  rela tes to the  ex ten t to w hich the firm s’ production  
m ethods are socially responsib le.

Thus, m any  n a tu ra l  food com panies place labels on th e ir  p ro d u c ts  signifying 
the u se  of organic, pesticide-free ingredien ts. Bagnoli a n d  W atts (2003) extend 
B aron (2001) by analyzing how the s tru c tu re  of com petition  in  the m ark e t for 
the private good affects CSR. They a ssu m e  th a t  th e  co n su m er h a s  perfect 
in form ation a b o u t b o th  the  private good an d  the  a sso c ia ted  pub lic  good. In 
their model, th e  co n su m er h a s  a  w illingness to pay b ecau se  th e  firm  produces 
a  good or service w ith  jointly  supplied  benefits. The a u th o rs  consider two 
oligopoly m odels: C ourno t quality  com petition an d  B ertran d  price com petition. 
A key finding of th e ir  s tudy  is th a t  w hen the  m ark e t for the  private  good is 
more com petitive, firm s are m ore likely to be socially responsib le .

O ther p ap e rs  (Baron (2001), Fedde-rson & Gilligan, (2001)) provide additional 
in sigh ts on th e  s tra teg ic  im plications of CSR, especially th e  role of asjmametric 
inform ation. W hile som e CSR a ttr ib u te s  are easily observed, it is som etim es 
difficult for c o n su m e rs  an d  o ther stakeho lder to a s se ss  a  firm ’s social 
perform ance. The level of asym m etric  in form ation regard ing  in te rn a l operations 
can be m ed ia ted  by th e  firm itself or by activists. For in s tan ce , com panies such  
as M cD onalds, M otorola, an d  Nike p u b lish  a n n u a l rep o rts  on social
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responsibility . One can  view th is  activity a s  a form of advertising, especially for 
m ore general types of CSR. While su ch  reports  m ay be usefu l, som e consum ers 
perceive th is  in fo rm ation  as  b iased , since it is filtered th ro u g h  senior 
m anagem ent. F edderson  & Gilligan (2001) a sse r t th a t  activ ists c an  play an  
im p o rtan t role in ad d ress in g  th is  concern, by supply ing  consu m ers w ith a 
public good, i.e., in form ation  they  can  rely on to choose socially responsib le 
firms.

McWilliams a n d  Siegel (2001) specifically advanced  the  hypo thesis th a t  a  firm 
selling an  experience good is m ore likely to engage in  CSR th a n  a firm 
p roducing  a  sea rch  good. Experience goods m u s t be u se d  or consu m ed  before 
th e ir tru e  value to the consum er can  be determ ined . Exam ples of experience 
goods a n d  sendees are  autom obiles, app liances, w eight control p rogram s and  
m u tu a l fu nds. A dvertising of experience goods will s tre ss  the rep u ta tio n  of the 
firm for h igh  quality. On th e  o ther h an d , sea rch  goods an d  services are readily 
evaluated  prior to p u rch ase , a n d  m ost advertising  will involve inform ation 
abou t p ro d u c t availability  a n d  price. C lothing, footw ear an d  fu rn itu re  are 
typically cited a s  exam ples of sea rch  goods.

It is also possib le  th a t  th e  form of CSR is tailored  to the  type of experience good 
the  firm  sells. T hus, som e firm s m ay find it ad v an tageous to engage in a more 
publicly  visible type of CSR. S uch "public” CSR m ight en ta il generous 
charitab le  co n trib u tions, avoiding layoffs, or adop ting  'green' pu rchasing  
policies, ac tions th a t  a re  likely to a ttra c t pub lic  a tte n tio n  an d  signal social 
responsib ility . For exam ple, som e po ten tia l cu sto m ers of a  b a n k  (classified here



as selling an  experience sendee) m ay be m ore concerned  (at the  margin) abou t 
the o rgan iza tion ’s charitab le  donations to specific cau ses  in the local 
com m unity or its  fam ily-friendly em ploym ent policies th a n  w ith a ttrib u tes  of 
sendee quality  or honesty .

The concept of experience an d  search  goods is generally a ttrib u ted  to Philip 
Nelson (1970, 1974), who developed a  taxonom y of su ch  goods th a t w as 
extended by L ieberm ann an d  Flint-G oor (1996). L ancaster (1981) noted  th a t 
consum ers of h igh quality  p ro d u c ts  have th e  s tro n g est dem and  for p roduct 
inform ation b ecau se  while low price is typically a  reliable signal of low quality, 
a high price m ay no t signify high quality . Given th a t  a ffluen t consum ers are 
most likely to dem and  high qualify' goods, CSR as a  signal of p rodu ct quality is 
likely to be assoc ia ted  w ith upsca le  goods and  sendees th a t  typically yield 
higher profit m argins.

Our in te rp re ta tio n  of th is  phenom enon  ex tends in s ig h ts  from the Bagnoli and  
Watts (2003) an d  McWilliams arrd Siegel (2001) m odels. Specifically, we 
hypothesize th a t  co n su m ers view CSR activ ity  a s  a  signal a b o u t the a ttrib u te s  
of the private good sold by th e  firm. T ha t is th e  reaso n  why experience goods 
are more likely to be assoc ia ted  w ith CSR. The no tion  of a consum er dem and 
for CSR is b a sed  on the idea th a t buyers believe th a t  a reliable an d  h on est firm 
will produce b e tte r  p rodu cts . In the m inds of som e consu m ers , CSR is viewed 
as a signal of su ch  hon esty  an d  reliability.
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Thus, CSR is a  form of p rodu ct d ifferentiation—a form of advertising  to 
estab lish  or su s ta in  b ra n d  loyalty. The p roducer of a search  good su ch  as food 
or fu rn itu re  m igh t choose CSR, e.g., to u se  pesticide-free in g red ien ts or pledge 
not to u se  old-grow th wood. In th is  case, the  consum er m ight prefer the 
p roduct sim ply b ecau se  of a  desire to su p p o rt the  env ironm ent or som e other 
cause, ra th e r  th a n  u s in g  CSR a s  an  ind irect proxy for in form ation  regarding 
the product. T hus, th e  relative im portance  of different types of experience 
versus sea rch  goods in  the  CSR choice is an  em pirical issue , w hich provides a 
key m otivation for th is  paper.

2.1.1 How Firms should go about GSR

In o u r view, th e  CSR shou ld  be trea ted  in  th e  sam e way a s  financial 
inform ation. Nobody forces a com pany to list itse lf on the  stock  m arket, b u t if it 
does (norm ally in  order to access cap ita l m arke ts, w ith all the  benefits th a t  th a t 
brings), it m u s t  be tra n sp a re n t ab o u t how it u se s  its  resources. Sim ilarly, it is 
not essen tia l for a  com pany to u n d ertak e  social action. However, if it does, it 
should  be com m itted  to providing tru th fu l an d  u sefu l in fo rm ation  so th a t 
stakeho lders can  freely m ake u p  th e ir m ind a b o u t the ex ten t to w hich  they 
w ant to be involved w ith  the  com pany.

The fu n d am en ta l p illar is vo luntary  action focusing on the  b u s in e ss  objective 
so as to genera te  quantifiab le  re tu rn s  for the  com pany. H usked  an d  Allen 
(2000), have identified the  following basic  ch arac te ris tic s  a s  being the 
necessary  conditions to avoid CSR’s having a perverse effect.
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2.1.1.1 It should be undertaken voluntarily

This is obvious, b u t  is frequently  forgotten. If it is n o t voluntary , it is n o t free; 
and  w h a t is n o t done freely, is ou tside  the scope of eth ics. M artinez (2002) says 
th a t “if people are  obligated to give help, if they  are  m obilized by a n  appeal to 
their feelings of com passion  an d  p e rh ap s guilt, th e  re su lts  of the actions m ay 
well be th e  sam e as if it were perform ed voluntarily , b u t all personal 
responsib ility  will v a n ish ”. We agree with W eltzein, H. von (2003) th a t self­
regulation  is th e  b e s t m echan ism  of control: “Social responsib ility  s ta r ts  where 
the laws leave off. To be socially responsib le  m ean s n o t only fully complying 
with legal obligations, b u t going beyond com pliance by investing  m ore in 
h u m an  capita l, th e  environm ent, and  re la tions w ith stakeho lders. If, by 
definition, CSR m ean s  going beyond legal obligations, how can  CSR be tu rn ed  
into reg u la tio ns?  This a p p a re n t contrad iction  is n o t ju s t  an  ind icato r of how 
diffuse th is  a re a  is, b u t also reflects the perspective of th ose  who perceive th a t 
the princip les re la ting  to CSR are  the  s ta r t  of a  genuinely fu n dam en ta l shift 
tow ards fu tu re  legislation  on CSR.*

2.1.1.2 It should be proactive

We can w ait for NGOs an d  o ther groups to give u s  th e ir suggestions. B ut 
although less freq u en t it is m ore effective to look for th ose  a rea s  of activity th a t 
are best aligned w ith  the  b ra n d  the  com panjf rep resen ts . This m ean s devoting 
time and  re so u rce s  to doing w ork w hose outcom e w ould be ob tained  over long 
time horizons, an d  th ere  will be m em bers of the  o rgan isation  th a t reasonab ly
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th in k  th is  diverts resou rces th a t  could give a  m ore im m ediate an d  m ore viable 
re tu rn .

However, n o t all c au ses  are  the sam e. They are  n o t all a ttractive  to com panies 
and  no t all po ten tia l p a r tn e rs  are  able to do th in g s  well a n d  show  resu lts. 
Strategic a lliances w ith  o rganizations close to th e  social p roblem s in  question  
reduces the r isk s  involved an d  m akes ac tions m ore effective (Austin, 2000). 
W hat the  com pany h a s  to do is know  w h a t to look for. It can  leave the ac tual 
doing to o thers.

2.1.1.3 It needs to  be aligned w ith  th e  com pany’s strategy

It m u st be designed, executed  an d  evaluated  in  line w ith  s tra teg ic  criteria, 
following th e  sam e guidelines a s  for any  o ther vital in te re s ts  of the  com pany. It 
m u st also be in teg ra ted  w ith th e  o rgan iza tion ’s m ission. It sh ou ld  n o t be a 
sham , or a  se t of ta sk s  th a t  diverts the  organ ization  aw ay from  its core 
business activities. R ather it sh ou ld  reinforce an d  catalyze them . It should 
therefore resp ec t the  criterion  of cen trality  th a t  m ea su re s  the  degree to which 
the cause being su ppo rted  m atch es  an d  harm on izes w ith th e  com pany’s 
activities, p ro d u c ts  an d  services.

2.1.1.4 It should be visible

C ustom ers, shareh o lders  an d  em ployees a re  en titled  to know  ab o u t the 
activities of the  com pany' they are  b u 3?ing th e ir  p ro d u c ts  from, in w hich they 
invest their m oney, a n d  for w hich they work. Very often it is said  th a t  the right
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th ing to do in  th ese  eth ical m a tte rs  is to apply the m axim  “do n ’t let your right 
han d  see w h a t your left h a n d  is doing”, highlighting  th a t  the  good h a s  to be 
sought after for the a ttrac tiv en ess  of the  good itself. In ten tions are  im portan t 
and it is obvious th a t  th e  good th a t  is generated  indirectly  to satisfy  particu la r 
needs from th e  m oral po in t of view is less good (so to speak) th a n  th a t  w hich is 
p u rsu ed  o u t of conviction, th a t  the  in s tru m en ta lisa tio n  of eth ics is a  bad  thing.

But th is  obsession  w ith  keeping a  low profile is applicable to people, no t to 
organizations, a s  th ese  are a  m ean s to a n  end. Of them selves, they are  artifac ts 
or tools, an d  they can  be good or bad  only in sofar a s  they fulfill effectively and  
efficiently th e  pu rpo se  for w hich they were created . C om m unication  of w hat 
they do in te rm s of social action  is as im p o rtan t a s  financial tran sp a ren cy  in 
the stock m arket. It is e ssen tia l in order to allow the  investor to m ake free and  
rational decisions.

2.2 Historical Development of Corporate Social Investment.

T he-natu re  an d  scope of corporate  social responsib ility  h a s  changed  
over time. The concept of CSR is a relatively new  one the  p h rase  h as  
only been in  wide u se  since th e  1960s. B ut, while the  econom ic, legal, 
ethical, and  d iscre tionary , expectations p laced on organizations m ay 
differ, it is probably  accu ra te  to say th a t all societies a t all po in ts in 
time have h a d  som e degree of expectation  th a t  organizations w ould 
act responsibly , by som e definition.
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In the e igh teen th  cen tu ry  th e  g reat econom ist an d  ph ilosopher Adam 
Smith expressed  th e  trad itiona l or c lassica l econom ic m odel of 
business. In essence, th is  m odel suggested  th a t the  need s and  desires 
of society could b e s t be m et by the  un fe tte red  in te rac tion  of 
individuals a n d  o rgan izations in the  m arketp lace. By ac ting  in a self- 
in terested m an n er, ind iv iduals would p roduce  an d  deliver the  goods 
and services th a t  w ould ea rn  them  a profit, b u t also m eet the  needs of 
others. The view point expressed  by Adam Sm ith over 200 j^ears ago 
still form s th e  b a s is  for free-m arket econom ies in th e  tw enty-first 
century. However, even Sm ith recognized th a t  the  free m ark e t did no t 
always perform  perfectly an d  he s ta ted  th a t  m arketp lace  p a rtic ip an ts  
m ust act honestly  an d  ju s tly  tow ard each o ther if the  idea ls of the free 
m arket are to be achieved. (Carroll, 1999)

In the cen tu ry  after Adam  Sm ith, the  In d u s tr ia l Revolution 
contributed to rad ica l change, especially in E urope a n d  the United 
States. M any of th e  p rincip les espoused  by Sm ith  w ere borne o u t as 
the in troduction  of new  technologies allowed for m ore efficient 
production of goods an d  services. M illions of people ob tained  jo bs th a t 
paid more th a n  they  h ad  ever m ade before an d  th e  s ta n d a rd  of living 
greatly improved.

Large organizations developed an d  acqu ired  g reat power, an d  their 
founders an d  ow ners becam e som e of th e  rich es t an d  m o st powerful 
men in the world. In th e  la te  n in e tee n th  cen tu ry  m an y  of these  
individuals believed in  an d  p racticed  a ph ilosophy th a t  cam e to be
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called "Social Darw inism ," w hich, in sim ple form, is the  idea th a t  the 
principles of n a tu ra l selection a n d  survival of the  fitte s t are  applicable 
to bu sin ess an d  social policy.

This type of ph ilosophy ju stified  cu tth ro a t, even b ru ta l, com petitive 
strategies and  did n o t allow for m uch  concern  a b o u t the  im pact of the 
successful corporation  on em ployees, the com m unity , or the  larger 
society. T hus, a lth ough  m any  of the g reat tycoons of the  late  
n ineteenth cen tu ry  were am ong the g rea test p h ila n th ro p is ts  of all 
time, their giving w as done as  individuals, n o t a s  rep resen ta tiv es of 
their com panies. Indeed, a t  the sam e tim e th a t  m an y  of them  were 
giving aw ay m illions of do llars of their own m oney, th e  com panies th a t 
made them  rich  were practic ing  b u s in ess  m eth o d s th a t, by today 's 
standards a t least, were exploitative of w orkers. (Carrol, 1999)

Around the  beginning of the  tw en tie th  cen tu ry  a b a ck la sh  ag a in st the 
large corporations began  to gain m om entum . Big b u s in e ss  w as 
criticized as  being too powerful and  for p ractic ing  an tisocia l an d  
anticompetitive practices. Laws an d  regulations, su ch  a s  the  S herm an  
Antitrust Act, w ere enac ted  to rein  in the large co rpo rations an d  to 
protect em ployees, consum ers, an d  society a t large. An assoc ia ted  
movement som etim es called the  "social gospel," a d v o c a te d ' greater 
attention to the w orking c lass an d  the poor. The labor m ovem ent also 
called for g reater social responsiveness on th e  p a r t  of business . 
Between 1900 a n d  1960 the  b u s in e ss  world g radually  began  to accep t



additional responsib ilities o ther th a n  m aking a  profit an d  obeying the 
law.

In the 1960s a n d  1970s the  civil righ ts m ovem ent, consum erism , and  
environm entalism  affected society 's expectations of b u sin ess . B ased 
on the general idea th a t  those  w ith g reat pow er have great 
responsibility, m any  called for the  b u s in e ss  world to be m ore proactive 
in (1) ceasing to cause  societal problem s an d  (2) s ta rtin g  to partic ipa te  
in solving societal problem s. M any legal m an d a tes  were p laced on 
business re la ted  to equal em ploym ent opportunity , p ro d u c t safety, 
worker safety, an d  the  environm ent. F urtherm ore , society began  to 
expect b u s in ess  to voluntarily  partic ipate  in solving societal problem s 
whether they h a d  cau sed  the problem s or not. This w as based  on the 
view th a t corporations sh ou ld  go beyond th e ir econom ic an d  legal 
responsibilities an d  accep t responsib ilities re la ted  to the  b e tte rm e n t of 
society. This view of corporate  social responsib ility  is the  prevailing 
view in m u ch  of the  world today.

The sections th a t  follow' provide add itional details re la ted  to the 
corporate social responsib ility  constru ct. F irst, a rg u m en ts  for and  
against the CSR concep t are  reviewed. Then, the  stakeho lder concept, 
which is cen tra l to the  C SR -construct, is d iscussed . Finally,' several of 
the m ajor social is su e s  w ith  w hich o rganizations m u s t deal are 
reviewed. (Carroll, 1999)



2.3 The Practice of CSR
The question we a sk  ourselves is w hether it m akes sense  to prom ote CSR in 
our com panies a n d  the  benefits th a t  come w ith  it. The firm is n o t doing any 
more th an  it u sed  to: the  social a u d its  reflect the sam e th ings th a t  were being 
done before, b u t p resen ted  in  a  different way. In tensive tra in ing  schem es are 
nothing new. Nor is th e  idea of offering packages w ith  social benefits. Simon, 
Martinez and  Aguero (2005) show  how, for years, firm s have been prom oting 
corporate vo lun tary  w ork an d  have been concerned  w ith the  reliability of 
suppliers, to give ju s t  two exam ples. So w h at does CSR bring w ith it? In fact, in 
many cases it h a s  no th in g  to offer. The com pany  w as already  socially 
responsible, a lthough  it did n o t sa)^ so expressly . Its social responsib ility  w as 
only app aren t th ro u g h  employee satisfaction , its  s tan d in g  in  society, the loyalty 
of its custom ers, the  com m ercial success of the  b u s in ess . It is n o t th a t the 
company w an ts  to c h ea t u s  w ith th ese  new  a n d  artificial reports. It j u s t  tells u s  
about w hat it h a s  been  doing all along in  a  new  w ay to su it ou r ta s tes . It is an  
aesthetic ra th e r  th a n  a n  e th ical question .

For some people, CSR is how  firm s can  con trib u te  to achieving a be tte r society 
and a cleaner environm ent. They therefore in teg ra te  social and  environm ental 
concerns in th e ir com m ercial operations a n d  th e ir re la tio n sh ip s with their 
stakeholder groups. W hat underlies th ese  good in ten tio n s  is the  belief th a t 
business activity does n o t con trib u te  to society a n d  the  environm ent b u t 
destroys it. They consider it a lesser evil, an d  so aim  to divert ou tside  atten tion  
away from b u s in e ss  activity. If th is  is so one sh ou ld  a sk  w hether the  firm is
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responsib le  for all the  ills of m ank ind . Is there  a “bu tte rfly  effect” in firm s’ 
actions? B u t also, CSR, as everyone u n d e rs ta n d s  it, ru les  o u t th e  p resum ption  
of innocence from  the  sta rt. C om panies are charged w ith  dem o nstra ting  th a t 
they are c lean  an d  have to m eet the  costs of respond ing  to accu sa tio n s  from 
groups who have been socially legitim ated by o rgan isa tions w hose in te re s ts  are 
often obscure. This im plies we are  w itnessing a p h ase  of b u s in e ss  persecution . 
Production is in  itself bad.

To coun ter th is  cu rren t, the  firm h a s  once again  to take  u p  the  ta sk  of 
explicitly- s ta tin g  w h a t it really does, w ithou t being a sh a m e d  of its  essen tia l 
na tu re . Those m ea su re s  in tended  to disguise in som e way its  tru e  function  will 
sooner or la te r have a negative im pact on the  com pany by subm erging  it in an  
environm ent in  w hich it does n o t belong. Friedm an (1966) w as aw are of these 
risks w hen he sa id  that: “If b u s in essm en  have a  social responsib ility  other 
th an  ob tain ing  m axim um  re tu rn s  for shareho lders, how  are  th ey  to know  w hat 
it is? C an a  few self-appointed individuals decide w h a t is in  th e  social in te rest?” 
While CSR is n o t aim ed a t facilitating w hat is considered  the  principal m ission 
of the firm -  to genera te  profits by creating  value -  it will be relegated to a 
secondary, a n d  a t  tim es artificial, position.

However, we c an n o t simply condem n CSR, despite  w h a t m igh t appear to be 
convincing a rg u m en ts  in the preceding parag raphs. A ssum ing th ere  is a danger 
of falling in to  particu la rism , lack  of focus an d  in con sis tencies  for defending 
causes u n re la te d  to the  bu sin ess . The first step  th a t  need s to be tak en  would 
not be to “req u ire  reasonab le  analyses an d  good an sw ers from those who
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purport to know  w h a t is r ig h t or good for th e  re s t  of u s ”, a s  Greenfield 
concluded, b u t to rem ind  th ese  illum ination  th a t  their role is secondary, 
consultative, because  th e  rea l p ro tagon ist of b u s in e ss  action is th e  b u s in ess  
man or wom an. CSR n o t only groups together codes an d  s tan d a rd s  of all types, 
it also encom passes a  variety  of social ac tions u n d e rta k e n  bjr com panies. As 
Prahalad (2004) says, in n u m ero u s  in s tan ces , b u s in e ss  social action  has 
brought abou t a  tangible a n d  quantifiable  im provem ent in the  com m unity.

This implies th a t  if the  com pany in question  h a d  n o t carried  o u t th ese  actions 
in the com m unity  th ese  im provem ents w ould n o t have been achieved, a t  least 
not on the sam e tim escale. N evertheless, CSR h a s  appropria ted  th ese  actions 
as they improve people’s lives an d  the  environm ent, due  to an  in su lting  effort 
to delimit good b u s in e ss  conduct. If the com pany m ak es a donation  to charity , 
for example, it is m aking  it h a rd e r  for its  s takeho lders  to decide for them selves 
what u se  to m ake of th e ir funds. The nex u s of u n io n  betw een the stakeho lders 
and the com pany is th e  la t te r ’s b u s in e ss  activity. T h a t is w ha t m akes them  
stakeholders. E ach  of th em  may*, an d  indeed  shou ld , have their own social 
goals, and  it is n o t the  com p any’s place to im pose a  p a rticu la r direction upon 
them as to how  they  express th e ir a ltru is tic  preferences.

This point leads u s  to a rgue  in favour of the  inclusion  of social action  practices 
as an in tegral p a r t  of th e  com pany’s strategy. As A ustin  (2004) s ta tes , there  are 
num erous exam ples of CSR actions th a t  have b ro u g h t value, have helped the 
company perform  m ore efficiently, an d  have im proved its re la tions. Therefore, 
only insofar a s  social action  con trib u tes to achieving b u s in e ss  goals and  m akes



the com pany m ore a ttractive to stakeho lder groups, CSR will have the  im pact 
we have never denied it h a s . O therw ise it will be a  tool of ethical monopoly.

2.3.1 Advantages and Disadvantages of CSR
Different benefits for com panies p u rsu in g  CSR in itiatives have been  found in 

different stud ies. W hereas som e have found, for exam ple, a  corre la tion  betw een 
CSR perform ance an d  in creased  profits o thers have not. This section  draw s 
some of th e  s tre n g th s  an d  w eakn esses of following CSR in itiatives together. 
First the  advan tages and  d isadvan tages of CSR for b u s in e sse s  found in the 
litera tu re  will be displayed in  Table 2.

Table 2- Advantages and disadvantages of CR for businesses (derived from various 
authors)
Advantages of CSR for businesses Disadvantages of CSR for businesses

Improved financial performance (BSR 2005; Cove 
& Porritt 2002 p. 17; EC 2001 p. 9; FFF 2002 p. 25; 
SIGMA in COPOLCO 2002 p. 15)

Increased costs e.g. training, CR 
reporting and stakeholder focus 
group sessions (Hopkins 2003 p. 53)

Reduced operating costs (BSR 2005; SIGMA in 
COPOLCO 2002 p. 15)

Enhanced brand image and reputation (BSR 2005; 
Hopkins 2003 p. 52; SIGMA in COPOLCO 2002 p. 
15; Tencati et al 2004 p. 184)

Implementing difficulties such as: 
lack of time, and human resources 
(Tencati et al 2004 p. 181)

Increased sales and customer loyalty (BSR 2005; 
Hopkins 2003 p. 52)

Increased productivity and quality (BSR 2005; 
Hopkins 2003 p. 52)

Increased ability to attract and retain employees
(BITC 2000 p. 5; BSR 2005; Hopkins 2003 p. 52; 
SIGMA in COPOLCO 2002 p. 15; Swift & Zaaek 
2002 p. 13)
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Reduced regulatory oversight (BSR 2005)

Access to capital (BSR 2005; Tencati et al 2004 p.
184)

Increased shareholder value (Cowe & Porritt 2002
p. 17; Hopkins 2003 p. 52)

Many stu d ies have show n a correlation betw een  the socially an d  
environm entally responsib le  com pany a n d  positive financial 
perform ance (see, for exam ple, FFF 2002; M argolis & W alsh 2001). 
Operating costs can  be red uced  th rough  a m ore effective resource  u se  
and workforce p rog ram s to reduce absen tee ism  w hich  is a financial 
burden to the com pany.

A com pany w ith  a  good rep u ta tio n  a n d  considered  to be 
environm entally an d  socially responsib le will also gam  tru s t  am ong its 
custom ers an d  th u s  a tta in  th eir loyalty.' A lliances w ith NGOs can  
prove to be very valuable  a s  they  can a lert an d  ac t a s  an  early w arn ing  
system (Hollender & Fenichell 2004). Im proved w orking conditions for 
employee's in c reases  productiv ity  and  quality; C om panies have an  
increased ability to re ta in  and  a ttra c t em ployees w hen they are 
perceived to be socially an d  environm entally  responsib ly .
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However, im plem enting CR in itiatives can  be expensive, different 
resources su ch  a s  time, people, a n d  m oney needs to be allocated  a n d  
training needs, reporting  activities, an d  an  in creased  stakeho lder.

2.3.2 Challenges of CSR
CSR in general is faced by n um ber of factors am ong th em  include;
Lack of com m unity  partic ipa tion  in CSR activities: There is a  lack  of 
in terest of th e  local com m unity  in  partic ipa ting  a n d  con trib u ting  to 
CSR activities of com panies. This is largely a ttr ib u ta b le  to th e  fac t 
that there ex ists little or no knowledge ab o u t CSR w ith in  th e  local 
com m unities a s  no serious efforts have been  m ade to sp read  
awareness a b o u t CSR and  instill confidence in the local com m unities 
about su ch  initiatives. The s itu a tio n  is fu rth e r aggravated  by a lack of 
com m unication betw een the  com pany an d  the com m unity  a t  th e  
grassroots.

Need to build  local capacities: There is a need for capac ity  bu ild ing  of 
the local non-governm ental organizations a s  there  is se rious d e a rth  of 
trained and  efficient o rgan isa tions th a t  can  effectively con trib u te  to 
the ongoing CSR activities in itia ted  by com panies. This seriously  
compromises scaling  u p  of CSR initiatives and  su b seq u en tly  lim its th e  
scope of su ch  activities.
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Issues of tran sp a ren cy : There is an  expression by the  com panies th a t  
there exists lack  of tra n sp a ren cy  on the p a r t  of the  local im plem enting 
agencies as th ey  do n o t m ake adequate  efforts to disclose in form ation 
on their program m es, a u d it issues, im pact a sse ssm e n t an d  u tilisa tio n  
of funds. This reported  lack  of tran sp a ren cy  negatively im pacts the 
process of t r u s t  build ing betw een com panies an d  local com m unities, 
which is key to the  su ccess of any  CSR initiative a t the local level.

Non-availability of well organised  non-governm ental o rgan isations: It 
is also reported  th a t  there  is non-availability  of well o rganised  
nongovernm ental o rgan isa tions in rem ote an d  ru ra l a rea s  th a t  can  
assess and  identify rea l needs of the com m unity  an d  work along w ith 
companies to e n su re  successfu l im plem entation  of CSR activities. This 
also builds the  case for investing in  local com m unities by way of 
building th e ir capacities to u n d ertak e  developm ent p ro jects a t local 
levels.

Visibility factor: The role of m edia in h ighlighting  good cases of 
successful CSR in itiatives is welcomed as it sp read s  good stories and  
sensitises the local popu la tion  ab o u t various ongoing CSR in itiatives 
of com panies. This a p p a re n t influence of gaining visibility and  
branding exercise often leads m any  non-governm ental o rgan isa tions 
to involve them selves in  even t-based  program m es; in  the process, they 
often m iss ou t on m eaningful g rassroo ts in terventions.



Narrow percep tion  to w ards CSR initiatives: N on-governm ental
organisations an d  G overnm ent agencies u su a lly  p o sse ss  a  narrow  
outlook to w ards th e  CSR Qf hfcfYY

initiatives m ore a s  donor-driven  th a n  local in  app roach . As a resu lt, 
they find it h a rd  to decide w he ther thej^ sh ou ld  p a rtic ip a te  in  such  
activities a t  all in  m edium  an d  long ru n .

Non-availability of c lear CSR guidelines: There are  no clear cu t 
sta tu to ry  guidelines or policy directives to give a  definitive direction to 
CSR in itiatives of com panies. It is found th a t  the  scale of CSR 
initiatives of com panies sh ou ld  depend u p o n  th e ir b u s in e ss  size and  
profile. In o ther w ords, the  bigger the  com pany , th e  larger i ts  CSR 
programm e.

Lack of co n se n su s  on im plem enting  CSR issues: There is a  lack of 
consensus am o n g st local agencies regard ing  CSR pro jects. This lack of 
consensus often re su lts  in  dup lica tion  of activ ities by corporate 
houses in a re a s  of th e ir  in tervention . This re su lts  in  a  competitive 
spirit betw een local im plem enting agencies ra th e r  th a n  building 
collaborative ap p ro ach es  on issues. This factor lim its com pany’s 
abilities to u n d e rta k e  im pact a sse ssm e n t of th eir in itiatives from time
to time.



2.3.3 CSR and Capital Markets
The grow th of socially responsib le  investing  (SRI) su ggests th e re  m ay be a 
connection betw een a  firm ’s policies tow ards corporate  social responsib ility  and  
its position in  cap ita l m arkets. At the sam e tim e, one of the  te n e ts  of CSR 
proponen ts is th a t  it ra ises  profits in th e  long ru n , m aking  CSR com panies 
more a ttractive  to investors. This su ggests  a n o th e r  connection  betw een CSR 
program s a n d  capita l m ark e t perform ance.

Dowell H art a n d  Yeung (DHY)30 were som e of the earliest re sea rch e rs  to 
examine th is  issue . M easuring the  ratio  of th e  stock m ark e t value of the 
com pany to the cost of its tangible a sse ts , th ey  found a  positive correlation 
between th is  an d  env ironm ental perform ance. Their s tudy  is res tric ted  to US 
m anufactu ring  com panies in the  S&P 500 opera ting  in  the U.S. an d  in m iddle- 
income coun tries .

The DHY s tu d 3̂  w as pioneering and  h a s  ju s tly  been  th e  focus of m uch  
attention. There are  nevertheless m any  q u estio n s  a b o u t w h a t exactly it 
establishes. To m en tion  ju s t  a few, it is n o t the  only or indeed  the  m ost obvious 
m easure of financia l success: re tu rn s  on a sse ts  or on equity  are  a lternative 
m easures. In calcu lating  it, the cost of tangible a s se ts  is found by sum m ing  the

.jgr.

book value of inven tory  an d  the  n e t value of ph j's ica l p lan t an d  equipm ent. 
Book values are rare ly  good guides to m ark e t va lues an d  the  value of p lan t and  
equipm ent n e t of depreciation  is heavily in fluenced  by deprecia tion  policies. 
Environm ental perform ance is self-reported an d  is no t in te rpeden tly  audited .
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Finally, there  is the  s tan d a rd  com m ent th a t  corre la tion  does n o t imply 
cau sa tio n ,. so th a t  the  correlation  betw een profits an d  environm ental 
perform ance could arise  from one or m ore o ther fac to rs th a t  are causing  both. 
In spite of th ese  lim ita tions the DHY paper ra ises  in te restin g  questions and is a 
step forw ard in  connecting  one aspect of CSR w ith  cap ita l m ark e ts  and  
financial perform ance. One particu larly  thought-p rovoking  com m ent by the 
authors is th a t  cap ita l m ark e t valua tions in ternalize  externalities. T ha t is, the 
capital m ark e ts  recognize difference betw een private a n d  social costs an d  trea t 
the excess of social over private a s  a liability th a t  th e  corporation  will have to 
meet a t som e point.
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CH A PTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

The chap ter ou tlin es th e  s tep s u n d e rta k e n  in executing  the  study. 
Inclusive a re  th e  specific m ethods a n d  p roced u res u sed  in the  
collection, m ea su re m e n t an d  analysis of the necessa ry  da ta . It 
consists of the re sea rch  design, the  pop u la tion  of the  s tudy  and  
survey m ethod an d  resea rch  in s tru m e n ts  an d  d a ta  analysis.

3.2 Research Design
Emory (1985) an d  Boyd et al (1990) have cited surveys and  
observations as the two m ajor tech n iq u es  of p rim ary  d a ta  collection. 
Due to the  s tu d y ’s d a ta  req u irem en ts , a  survey form at w as found 
most appropriate . The resea rch e r u sed  exploratory  survey in  th is  
study. According to Tull an d  A lbaum  (1973), a survej^ resea rch  is a 
systematic ga thering  of in form ation from a sam ple of resp o n d en ts  for 
the purpose of u n d e rs ta n d in g  an d  or p red ic ting  som e asp ec t of the 
behavior of the  pop u la tion  of in te rest. Survey s tu d y  design allowed the 
researcher to ob ta in  in form ation  from a  c ro ss-section  of b a n k s  in
Kenya.



3.3 Population

The popula tion  of s tu d y  consisted  of all the  43 com m ercial b a n k s  in 
Kenya. The lis t is a tta c h e d  as  Appendix IV. Of the  43 b a n k s  14 are 
classified a s  large, 15 a s  m edium  and  14 as  sm all. This is according to 
the C entral B ank  of Kenya 2008 a n n u a l report. The rep o rt is b ased  on 
the banks to ta l a sse ts ; w ith large b a n k s  holding over 15 billion; 
medium b a n k s  holding over 5 billion and  sm all b a n k s  less th a n  5 
billion did the  classification . Its o ther c lassification  b ased  on m ark e t 
share was found to be m ore or less sim ilar to th e  a sse t classification. 
All the C om m ercial b a n k s  rep resen ted  in  K enya were considered  
including foreign owned, private and  public ow ned ban k s .

3.$ Sample Design

This is a sam ple su rvey  w here the resea rch e r adop ted  the  stra tified  
random sam pling techn iq ue  to give all the b a n k s  an  equal chan ce  b u t 
based on respective da ta . S tra ta  were identified from the  various 
classifications of b a n k s  by the  C entral B ank  of Kenya (See A ppendix 
IV). In each category, a  ran dom  sam ple techn iq ue  w as u sed  to select 
banks from each  s tra tu m . This sam pling m ethod  w as u sed  by Adieri 
(2000); M asinde (2002). This sam pling m ethod  is know n to increase  
the samples s ta tis tic a l efficiency and  provide ad eq u a te  d a ta  to analyze 
the various su b -p opu la tions . It also allows th e  u se  of different 
approaches in  different s tra ta  (Sanders e t al, 2000)
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TABLE 3: L is t o f Bank Categories

Bank category Population Sample

1 Large (Assets above Kshs 15 Billion) 14 11
2 Medium) Above Kshs 5Bn and Below Kshs 15 Bn 15 14
3 Small ( Bellow Kshs 5 Billion) 14 10

Total 43 35

3.5 Data Collection

The study  u se d  p rim ary  da ta , w hich were collected by u se  of a 
questionnaire con ta in ing  open ended and  close ended  questions. 
Personal in terview s were found m ost appropria te  becau se  th ere  are 
many variab les being investigated  an d  some of the  is su e s  w hich were 
raised in th e  question naire  requ ired  su pp lem en tary  inform ation . As 
observed by ra ra s u ra m a n  (1986), personal in terview s have the 
potential of yielding to the  h ighest quality of d a ta  a s  com pared  to 
other m ethods. It also ten d s to be m ore flexible. The re sp o n d en ts  for 
the study w ere m arketing  m anagers  or th eir equivalen ts. They were 
selected b ecau se  they  are  the  p e rso n s vested w ith the  responsib ility  of 
conducting a n d  coord ination  social investm en t activities.

A personalized le tter an d  a  college le tter accom pan ied  the 
questionnaire to each  m arketing  executive of the b a n k  being studied. 
Contacts were estab lished  w ith all com panies by physically  visiting 
them with th e  le tte rs  of in troduction  an d  the  questionnaire
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(appendices 1& II & III). These were h a n d  delivered to th e  targeted  
m anagers req uestin g  for their partic ipa tion  in th e  study.

The research  also involved secondary  da ta . Inform ation  from  the 
banks were ob tained . These included  m in u tes  of m eetings, social 
investm ents b u d g e t p rogram s an d  also from local new spapers  an d  the 
internet regard ing  social investm ent activities of th e  banks.

3.6 Data analysis

At the end of th e  interview  process, th e  com pleted q u estio n n a ire s  were 
edited for accuracy , uniform ity, consistenc}^ a n d  com pleteness and  
arranged to enab le  coding an d  tab u la tio n  before final analy sis  as 
recommended in  Cooper and  E m ory,(1998); N achim ias an d  N achim ias 
(1999). This enab led  basic  sta tis tica l ana ly sis  to be  carried  out.

Quantitative techn iq ue  w as u sed  in th is  study . D escriptive s ta tis tics  
i.e. m easures of cen tra l tendency  a n d  d ispers ion  su ch  a s  the  m ean  
and stand ard  deviation were used . These s ta tis tic a l m ea su re s  are 
sufficient to enab le  basic  com parison  to be m ade  for ease of anafyzing 
the data; ail b a n k s  were coded based  on th e ir  s tra ta . This design h as 
been successfully u sed  in the  previous s tu d ie s  by (Mwangi, 2003; 
Nyachieo, 2004; M bugua, 2004)
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C ontent analysis w as be u sed  to a ss is t in  estab lish ing  “How 
com m ercial b a n k s  u n d e rta k e  CSR”. This m ethod  allows resp o n d en ts  
to give a wide range of ideas a b o u t an  issue  in m u ch  detail. C ontent 
analysis a im s a t identifying p a tte rn s  th a t  acco u n t for a p a rticu la r 
behavior of a -given u n it, an d  its re la tionsh ip  w ith  the  environm ent. 
(Musyoki, 2003). C on ten t analysis h a s  been successfully  u se d  by Njau 
(2000), Kandie (2001), Kirui (2001) an d  Koigi (2001) in  p a s t stud ies.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATIONS

4.1 In tro d u c tio n
This ch ap te r gives a n  analysis of the  d a ta  got from the  field. It 
employs the  u se  of tab les , frequencies an d  co n ten t analysis. A brief 
d iscussion  is done to analyze open ended questions.
4.1.1 Size of Sample

In order to identify  how  C om m ercial B ank s u n d e rta k e  CSR and  
challenges facing them , an  exploratory survey of the  Com m ercial 
B anks involved in  th e  m ark e t w as u n d ertak en . This survey w as 
conducted betw een  2 8 th  an d  30th October. O ut of th e  35 b a n k s  
targeted 23 responded . These were considered ad eq u a te  for the study.

The overall re sp o n se  ra te  w as 65.71 percen t. However, the low 
response ra te  is typ ical to social science re sea rch  an d  is a s  a  re su lt of 
“questionnaire  fa tigue” by corporate offices m any  of w hom  do no t even 
bother to acknow ledge rece ip t of su ch  question naires.

We designed th e  q u estio n s  to determ ine if CSR is em bedded  in the 
com pany in  te rm s of s tru c tu re  an d  leadersh ip , funding  an d  logistics, 
and reporting  a n d  a sse ssm en t.

These q u estio n s  help  d istingu ish  com panies w ith  genuine CSR 
program s from  th o se  th a t  m erely ta lk  ab o u t it. We asked  w here CSR is 
in their corporate  s tru c tu re , who in itia tes  an d  se ts CSR policy, and
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which d ep a rtm en t or division enforces it. We also a sk ed  w h a t factors 
influence th e  allocation of a n n u a l budgets for th e ir CSR activities, 
which am ong the com pany’s functional g roups shells o u t th e  money, 
and how they  m easu re  an d  rep o rt ab o u t th e ir su ccesses. This chap te r 
is divided in to  two parLs. P art one h a s  th e  ana ly sis  of In troduction , 
S tructure a n d  Leadership, F indings and  Logistics a n d  R eporting and  
A ssessm ent. P art two is b lessed  with the challenges of CSR. The 
following w ere the  findings.

4.2 Demographic Profile
Table 4: Banks ownership structure

OWNERSHIP FREQUENCY i PERCENTAGE

Entirely privately owned 5 21.74
Owned partly with the 
government 10 43.48
International/Foreign owned. 8 34.78
TOTAL 28 100.00

In th is survey, entirely privately  owned b a n k s  com prised  21.74 
percent of th e  ow nership s tru c tu re  of the  com panies surveyed. Those 
partly owned w ith  the  governm ent were 43.48 p e rcen t. The rem ain ing  
34.78 percen t were in te rna tio |ia lly  or foreign owned.

It is im perative to note from the  findings th a t  m o st CSR activities are 
initiated by B anks owned partly  w ith  the governm ent an d  som e large 
foreign owned ones. Entirely privately  owned b a n k s  only con trib u te  a



sm all m arg in  of th e ir  profits to CSR. B ank s w hich have a large 
e s tab lish m en t a n d  a re  therefore huge tend  to con trib u te  m ore to CSR 
com pared to sm aller ones.

A large c h u n k  of CSR p rogram s is financed by b a n k s  w hich are m ass  
m arket providers an d  also those  w ith m ore em ployees i.e. above 100. 
Few b a n k s  d o n ’t pa rtic ipa te  in CSR; however the ones w hich 
partic ipate  do n o t have a foundation  to b o a s t of their CSR 
achievem ent except one. Com m ercial b a n k s  sp end  only less th a n  one 
percent of th e ir earn in gs to CSR. B anks w ith w idespread  b ra n ch  
network tend  to con trib u te  m ore for CSR com pared  to the others. 
B anks w hich co n cen tra te  in tow ns u n d ertak e  a  large portion  of th e ir 
CSR activities in  tow ns.

It is am azing to no te  from  secondary  d a ta  th a t  m o st b a n k s  con tribu te  
more of th e ir CSR fu n d s to re ta in  custo m ers or to a ttra c t po ten tia l 
ones. For exam ple, a  b a n k  would funcf the  co n stru c tio n  of a school if 
that school b a n k s  w ith  them  or is likely to. High end  m ark e t providing 
banks con trib u te  to h igh  end CSR for exam ple in sp o rts  su ch  as golf 
while ignoring th e  low end m arket. Little of their' bu d g e t goes to su ch  
groups. M ost CSR p ro jects are  no t alw ays tra n sp a ren tly  evaluated  and  
the “who is w ho” in th o se  ban k s have a  lot of say in  them . For 
example ta rge t com m unity  or foundations of the  founders or the CEO 
are always th e  beneficiaries. This ra ise s  q u estio n s on the credibility 
and the validity of CSR activities.
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4.3 PRACTICE OF CSR BY COMMERCIAL BANKS

SCB Nairobi Marathon

KCB Safari Rally Tree Planting Health Initiative Equity Bank Mau
efforts

PICTURESQUE- PRACTICE OF CORPORATE SOCIAL RESPONSIBILITY BY 
COMMERCIAL BANKS IN KENYA
(Source: The Internet)

Conserving W ildlife - H lping the  Needy. Childrens Home. Building A School.

CBA golf initiative Opening a foundation Prov of water
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4.3.1 STRUCRURE AND LEDERSHIP

To establish the extent of company’s CSR program under the following thematic

areas

Table 5: Extent of a co.s CSR program

CATEGORIES MEAN SD
EDUCATION 4.70 0.03

classrooms 4.04 0.74

books 3.74 0.61

libraries 3.52 0.59

teacher training 2.48 0.26

scholarships 4.57 0.90

others 2.91 0.42

HEALTH 4.26 0.95

ENVIRONMENT 4.87 0.98

COMMUNITY 4.93 0.94

ARTS AND CULTURE 4.17 0.75
SPORTS 4.53 0.89

WILDLIFE CONSERV. 3.30 0.47

ECONONIC
EMPOWERMENT 4.57

0.90

DISASTER RELIEF 4.35 0.90

MUSIC 2.30 0.23

WATER 1.91 0.15

ENTERPRENURESHIP 3.87 0.65

SD= Standard Deviation

From the  findings above we can  conclude th a t C om m ercial b an k s 
invest th e ir fu n d s  in th e  following them atic  areas.
1. C om m unity w hich got a  m ean  of 4.82
2. E nv ironm ent w hich got a  m ean of 4 .87
3. E ducation  w ith 4 .70  m ean  ra te  especially sch o la rsh ip s  w ith  a  4.57 
mean.
4. Econom ic em pow erm ent w as forth w ith a m ean  of 4.57
5. Sports w as fifth w ith  a  m ean  ra te  of 4.53



To determ ine w ho initiates com pany's CSR program s

Table 6: In itia to r o f SCR program s

AUTHORITY/STAKEHOLDERS MEAN s o
CEO 0.22 0

HEAD OFFICE ABROAD 0.09 0.27
REGIONAL OFFICE 0 0

EMPLOYEES ASKED FOR IT 0.09 0.27
FUNCTIONAL GROUP IN A 
COMPANY 0.61 0.07

SD= Standard D eviation

Functional g roups in a com pany were seen a s  th e  m ain  driver for 
CSR. T hese include the  CSR foundation  group, th e  m arketing  
m anager, th e  pub lic  re la tion  d ep a rtm en ts  etc. They h ad  th e  h ighest 
mean ra te  a t  .61. The CEO co n trib u tes  0.22 of th e  m ean . The re s t are 
insignificant.

To determ ine w h a t of th e  com pany's stakeholder groups, w hose expectations and 
interests do y o u r CSR activities address?

Table 7; C om pany Stakeholder group

STAKEHOLDERS MEAN SD

STOCKHOLDERS 3.04 0.03

COMMUNITY 4.87 0.31

EMPLOYEES 3.86 0.02

INVESTORS 2.48 0.17

SUPPLIERS 2.25 0.26

CUSTOMERS 4.48 0.16
SD= Standard D eviation
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Focus on the Community

A m ajor finding of our survey, one th a t  h a s  been  often a ssu m e d  b u t 
never backed  u p  by a  study, is this: in  Kenya, the  en try  po in t for CSR 
practice  h a s  been  concen tra ted  on two aspects: com m unity  w ork and  
PR.

An overw helm ing 4.87 o u t of 5 m ean  ra te  w en t to re sp o n d e n ts  who 
say  the com m unity  w herein  they operate  a  b u s in e ss  is th e ir  m ain  or 
one of th e ir ta rg e t stakeho lders. A m ean  ra te  of 3 .86 w ent to the 
resp o n d en ts  who agreed th a t to a large ex ten t CSR activities 
ad d ressed  expectations an d  in te rests  of em ployees. W ith a  m ean  of 
4 .48 som e resp o n d en ts  said th a t CSR w as a cu sto m er focused 
initiative.

What is your approach towards CSR
Table 8: Approach towards CSR
Approach MEAN SD
U n d ers tan d in g  the  soc ia l, econom ic 
and  en v iro n m en ta l im pacts , an d  
m anag in g  them  as p a r t  of n o rm al 
operations;

£
5.00

0.17

Balancing short-term priorities w ith 
longer-term needs 4.83

0.19

Seeking out the view's of others before 
taking decisions 4.78

0.76

SD= Standard Deviation
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O ur survey ind icated  th a t  all C om m ercial app ro ach  CSR th rou gh  
u n d e rs ta n d in g  the social and  econom ic env ironm ental im pacts and  
m anaging th em  a s  p a r t  of norm al operations, Also w ith  a m ean  of 4.83 
respond en ts  agreed th a t  ban k s app roached  CSR by balanc ing  sh o rt 
term  priorities w ith  long term  needs. While o thers agreed th a t  b an k s 
approached  th e  CSR initiative by seeking o u t the  views of o thers 
before tak in g  decisions. This got a  m ean  ra te  of 4.78.

To determine whose function is of setting the CSR policy of the company

Table 9: Setting up com pany policy
OFFICER/DEPARTMENT MEAN SD

CEO 4.70 0 .1 2
CSR MANAGER 4.22 0.18
HUMAN RESOURCES 0.43 0.12

MARKETING 1.30 0.05
FINANCE 0.00 0

OPERATIONS 0.00 0
PUBLIC AFFAIRS 2.39 0.10

OTHERS 1.74 0.07
SD= Standard Deviation

With a m ean  of 4 .70 o u t of 5, the  CEO is h a n d s-o n  in se tting  the 
policy. This ta s k  in cludes determ in ing  who th e  ta rg e t stakeho lders 
are. The top two ta rg e t s takeho lders are com m unity  a n d  custom ers.

The o ther re sp o n d en ts  w ith a m ean, of 4.22 a ttr ib u te d  th is  ta sk  to a to 
the CSR m anager.
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To determine whose function is to develop, interpret and enforce the CSR policy

Table 10: To develop, interpret and enforce policy
OFFICER/DEPARTMENT MEAN SD

CEO 1.96 0.14
CSR MANAGER 1.09 0.05
HUMAN RESOURCES 0.65 1.85
MARKETING 1.74 0.13
FINANCE 0.87 3.29
OPERATIONS 0.43 0.82
PUBLIC AFFAIRS 4.48 0.87

OTHERS 0 0
EXECUTIVE COUNCIL 1.96 0.16
CORPORATE
FOUNDATION 4.57 0.90

SD= Standard Deviation

Embedding CSR in the Company
Getting the  o ther func tio na l g roups involved in  em bedding the  CSR 
strategy into the  w ay the com pany p lan s  a n d  im plem ents p ro d u c ts  
and services—n o t ju s t  in  crafting  the  program —is rare . W ith a m ean  
of 1.96 ou r survey show s th a t  w hen the  C E O /or th e  executive council 
has m ade h is  or th e ir  com m itm ent to CSR, he or they  let the  o thers in 
the organization  move it forward.

However a  m ajority  of the  re sp o n d en ts  w ith a  m ean  of 4.57 gave th is  
task to C orporate F oundation . Of the  re sp o n d en ts  w ith a  m e a n t of 
4.48 a ttr ib u te d  th is  role to the  Public Affairs.
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4.3.2 FINDINGS AND LOGISTICS
To determ ine w ho has access to a discretionary fund

Table 11: Access to d iscretionary fund
MEAN SD

CEO 0.48 0.13
CSR MANAGER 0.09 0.76
HUMAN RESOURCES 0.04 0.19
MARKETING 0.09 0.76
FINANCE 0.09 0.76
OPERATIONS 0.04 0.19
PUBLIC AFFAIRS 0.13 1.7
LEGAL 0.04 0.09
COMMUNITY RELATIONS 0.09 0.76
ENVIRONMENTAL
DEPARTMENT 0.04 0.19

SD= Standard D eviation

The CEO also allocates a portion  of h is or h er office’s executive 
discretionary fund  for CSR. He got the h ighest m ean  of 0 .48. This p u ts  
social and  env ironm ental cau ses in the sam e league a s  h is  bud ge t for 
networking in  b u s in e ss  groups or in golf courses, a n d  d in ing o u t 
clients and  supp liers. Public affairs w as second w ith  a  m ean  ra te  of 
0.13

To establish w h a t determ ines the  budget.

Table 12: Determination of the budget

VARIABLE MEAN SD
Company profits 
from past year 3.8 0.67
Company's goals for 
revenues 2.4 0.24
For reputation and 
goodwill 4.7 0.95
Others 1.8 0.13
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The CSR budget is determ ined  m oderately  by the  C om pany profits for 
the past year. The C om pany’s goal for rev enu es d ic ta te  lower w ith a 
mean of 2.4 while a  large portion  of the  CSR bu d g e t is determ ined  by 
the reputation an d  goodwill of the  com pany w hich got a m ean  of 4.7

C3: To establish from  w hom  the CSR budget com e from  
Table 13: Source of CSR budget

OFFICER/DEPARTMENT MEAN SD
CEO 0.48 0.07
CSR MANAGER 0.61 0.37
HUMAN RESOURCES 0.22 4.73
MARKETING 0.13 1.70
FINANCE 0 0.00
OPERATIONS 0.26 6.81
PUBLIC AFFAIRS 0.17 3.02
LEGAL 0.09 0.76
COMMUNITY
RELATIONS 0.17 3.02
ENVIRONMENTAL
DEPARTMENT 0 0.00

SD= Standard D eviation

With a m ean of 0.61 m ajority  of resp o n d en ts  voted in  favour of th e  
CSR manager. O ther resp o n d en ts  however no ted  th a t  the  CSR bud ge t 
does not pass w ith o u t the  b lessing  of th e  CEO. The CEO got a  m ean  
rate of 0.48.
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To find out who approves CSR project proposals and budget

Table 14: CSR budget proposal
o f f ic e r / d e p a r t m e n t MEAN SD

CEO 0.70 1.10
CSR MANAGER 0.52 1.18
HUMAN RESOURCES 0.04 0.00
MARKETING 0.13 0.07
FINANCE 0.39 0.66
OPERATIONS 0.00 0.00
PUBLIC AFFAIRS 0.13 0.07
LEGAL 0.00 0.00
COMMUNITY RELATIONS 0.00 0.00
ENVIRONMENTAL
DEPARTMENT 0.00 0.00

SD= Standard Deviation

Majority of re sp o n d en ts  believed the  CEO approves CSR project
proposals an d  budget, w ith  a  m ean  of 0.70. O th ers th o u g h t it w as the
job of th e  CSR m anager, a n d  gave it a  m ean  of 0 .52 while the  re s t  w ith
a m ean  ra te  of 0 .39 in s is ted  th a t  F inance m u s t have a  h a n d  in  it.
To know how much of the CSR budget comes from non-company resources (i.e. 
employee resources
Table 15: O ther sources of CSR budget

PORTION MEAN SD
ALL 0 0
NONE 0.49 1
PARTIAL 0.51 0.9

SD= Standard Deviation

With a  m ean  ra te  of ab o u t 0.51 resp o n d en ts  sa id  re so u rces  for 
supporting CSR p rogram s partia lly  come from em ployees. B esides 
cash donations, th ese  re so u rces  consider vo lun teered  time.
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4.3.3 REPORTING AND ASSESSMENT

To establish th e  ex ten t w ith  w hich  w e m easure th e  success of banks CSR 
programs and projects

Table 16: M easuring Success
VARIABLE MEAN SD
REVENUES 1.52 0.16
GOODWILL 4.26 0.78
EMPLOYEE SATISFACTION 3.78 0.62
PUBLICITY 3.65 0.57
BRAND EQUITY 3.04 0.40
OTHERS (unham pered company 
operations, community acceptance) 4.43

0.85

SD= Standard D eviation

With a lower aggregate m ean  of 1.52 respond en ts  said  the  com pany’s 
revenue goal is the first m ost im portan t considera tion  for allo tting 
fund for CSR activities du rin g  the  a n n u a l budgeting  exercise.

A m assive n u m b e r of resp o n d en ts  said  Goodwill w as th e  m ain  
measure of su cc ess  by B anks for*their CSR p rogram s an d  projects. 
This got a  m ean  ra te  of 4.26. A higher m ean  ra te  of 4 .43 however w ent 
to other variab les su ch  as com m unity  accep tance  a n d  u n h am p ered  
company opera tions. The o thers  w ith im pressive m ean  ra te s  were 
employee sa tisfac tion  w ith a  m ean  ra te  of 3.78, Publicity a t '3 .65 and  
brand equity a t  3 .04  m ean  rate.
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To find out How else Commercial banks communicate their CSR programs

Table 17: Communicating CSR

FORM OF
COMMUNICATION MEAN SD
COMPANY NEWSLETTER 4.70 2.31
MEDIA COVERAGE OF 
CSR EVENTS 4.43

0.85

WORD OF MOUTH 4.35 0.82
OTHERS 2.39 0.24

SD= Standard Deviation

Some com panies, w hich have been experim enting  in  th e ir CSR 
approach  because  th ey  have n e ith er the  capacity  no r expertise, rely on 
their in te rn a l or ex ternal public  re la tions team  an d  advertising  
agencies to d ra ft an d  im plem ent the  CSR activities for them .

There have been  cam paigns for the  com panies to com m unicate  th e ir 
CSR p rogram s so th a t  o thers could em ulate  it. Som e have la tched  on 
to CSR as p a r t  of a  com pany’s cause-re la ted  m arketing . I t’s an  effort 
to a tta c h  an  em otional value to the b ran d  by su p p o rtin g  cau ses th a t  
the com pany’s ta rg e t m ark e ts  can  relate to.

R espondents w ith  the  h ighest m ean  of 4 .70 th o u g h t C om m ercial 
Banks com m unicate  th e ir CSR activities th ro u g h  th e ir Newsletters. 
The second b u n c h  w ith  a  m ean  of 4.43 voted for m edia  coverage of 
CSR events while th e  o thers  w ith a  m ean  of 4 .35  th o u g h t th a t CSR 
activities could  be com m unica ted  th ro u g h  w ord of m ou th .
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Lack of C om m unity  partic ipa tion  of CSR activities w ith a m ean rate  of 
4.96, w hich tied w ith narrow  perception tow ards CSR activities and  
Ethics an d  G overnance. W eak foundation  for CSR cam e in  th ird  w ith 
a m ean  ra te  of 4 .87. Inability to u n d e rs ta n d  Society’s needs, 
unfriendly em ployee w orkplace and  High b u s in e ss  risk  in  the  
environm ent tied  in  the fou rth  place w ith 4 .83 m ean  rate.

Others were Few in itiatives to conserve global env ironm ent (4.26 m ean  
rate), Issu es  of T ran sparency  (4.61 m ean  rate) an d  lack of 
partic ipation  for su sta in ab le  developm ent (4.74 m ean  rate).
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CHAPTER FIVE

DISCUSSION, SUMMARY AND RECOMMENDATIONS 

5.1 Introduction
This ch ap te r gives a  su m m ary  of the findings a s  well a s  the  
conclusions gathered  from the  analysis of the  d a ta . It in co rp o ra te s  the 
various suggestions an d  com m ents given by th e  re sp o n d en ts  in  th e  
questionnaires. F indings have been sum m arized  a longside the 
objectives of the  study. C onclusions have been d raw n from  the  stu d y  
and the  recom m endations for ac tions are also given.

5.2:1 DISCUSSIONS
The first objective of the re sea rch  w as to determ ine how com m ercial 
B anks p ractice  C orporate Social R esponsibility. The following findings 
were observed;

We have estab lished  th a t  Com m ercial B anks invest th e ir CSR fu n d s 
on the C om m unity, Sports and  E nvironm ent, E ducation , D isaste r 
relief an d  H ealth. F unctiona l g roups in a  com pany are believed to be 
the m ain  in itia to rs  of CSR activities w ith the  b lessing  of th e  CEO. 
Comm ercial B ank s in  Kenya u n d e rta k e  CSR activities in  th e  in te re s t 
and expectations of th e  com m unity , em ployees a n d  th eir custom ers.



It is also a know n fact th a t b a n k s  approach  CSR issu es  by first 
seeking to u n d e rs ta n d  the  social econom ic and  env ironm ental im pacts 
and  m anaging them  as p a rt of norm al operations. They th en  do the 
balancing  ac t betw een  sh o rt term  priorities an d  long term  needs. They 
achieve th is  by seeking views of o thers before tak ing  decisions. The 
CEO is vested w ith  the responsibility  of setting  th e  CSR policy of th e ir 
com panies. However, w hen it com es to developing, in te rp re tin g  an d  
enforcing the CSR policy, the corporate foundation , public  affairs, 
CEO an d  m arketing  d ep artm en ts  take the  lead respectively. The CEO 
is also know n in  case  there  is no budget allocation  for CSR to allocate 
a p a r t  of h is /h e r  office d iscretionary  funds to CSR activities. This p u ts  
social and  env ironm ental cau ses in the sam e league as  h is  budget for 
netw orking in  b u s in e ss  groups or in golf courses, a n d  dining o u t 
clients an d  supp liers.

The CSR bu d g e t is determ ined  by_a n um ber of fac to rs am ong them  
rep u ta tio n  an d  goodwill, com pany goals for revenues, profits from p a s t 
years am ong o thers. However the budget com es from th e  CSR 
m anager w ith the  b lessing  of the CEO who w ould approve a p roposal 
and budget. This expla ins the fact th a t m ost C om m ercial B ank s do 
not have a full func tiona l CSR foundation. Half of the  reso u rces from 
non com pany CSR bud ge t are know n to come from  em ployees.
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B anks m easu re  the success of th eir CSR activities th ro u g h  goodwill, 
employee satisfaction , u n h am p ered  com pany operations and 
com m unity accep tance. Also m ost b an k s com m unicate  th e ir CSR 
activities th ro u g h  com pany new sletter, m edia  coverage and  word of 
m outh.

The second objective w as to e stab lish  the  challenges Com m ercial 
Banks face in u n d e rta k in g  their CSR activities. O ur findings m anaged  
to zero in on th e  following factors; Lack of com m unity  partic ipa tion  in 
CSR activities, W eak foundation  for CSR, Inability  to u n d e rs ta n d  
society’s need s, unfriend ly  em plo 3̂ ee workplace, h igh  b u s in e ss  risk  in 
the environm ent, E th ics an d  governance issues, lack  of p a rtn e rsh ip s  
for su s ta in a b le  developm ent and  few in itiatives to conserve global 
environm ent. Issu es  of tra n sp a ren cy  also fea tu red  prom inently .

5.2.2 SUMMARY
The aim  of th is  s tudy  w as to e s tab lish  the Practice of C orporate Social 
Responsibility by C om m ercial B anks in Kenya. The stu d y  h a d  two 
objectives; to determ ine how Com m ercial B anks in  Kenya practice 
CSR an d  th e  second w as to bring  o u t the  challenges the  b a n k s  face 
while carry ing  o u t C orporate Social R esponsibility.

• In m o st of the  com panies, th e  F unctional group  in a  com pany 
su ch  as  the  F oundation , M arketing D epartm en t, PR D epartm en t 
Etc in itia tes  CSR program s w ith the  b lessing  of the  CEO.
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The en try  po in t for CSR practice h a s  been  co n cen tra ted  on two 
aspects: com m unity  work and  PR.

• G etting the o ther functional groups involved in  em bedding the 
CSR stra tegy  into the way the com pany p lan s  an d  im plem ents 
p rodu cts  an d  services is rare.

• M ost com panies leave the CSR im plem en ta tion  to the corporate  
foundation  or its  equivalent, while h a lf  say  th ey  let the  public  
re la tions or corporate com m unications group  tak e  the lead.

• Next to the com m unity, the em ployees a re  th e  s takeho lders  th a t 
the  com panies ta rg e t for their CSR. Investo rs a re  low priority.

The second objective w as abou t the  challenges facing CSR. We 
have d iscu ssed  all of them  a t length. The challenges are d iscu ssed  
above.

5.2.3 CONCLUSIONS

Corporate Social responsib ility  is a program m e of ac tio n s u n d e rta k e n  
to reduce externalized costs or to respond  to m a rk e t failures. It is also 
the voluntary' com m itm ent by b u sin ess  to m anage  its activities in  a 
socially responsib le  way.

This study  a sse rted  (Margolis" and  W alsh 2001, FFF, 2002) no tion  th a t  
there is a  correlation  betw een the socially a n d  environm entally  
responsible com pany an d  positive financial perform ance. According to 
this survey, large partly  public  owned an d  h ug e  foreign owned b a n k s
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which con trib u te  largely to society tend  to rep o rt im pressive financial 
perform ance com pared to their co u n te rp a rts  who d o n ’t p ractice  CSR.

The study  also proved th a t  C om panies w ith  good rep u ta tio n  are those  
th a t are environm entally  an d  socially responsib le. S uch  com panies 
tend to gain t r u s t  am ong th eir custom ers and  th u s  a tta in  their loyalty. 
These com panies according to th is  survey also ten d  to have im proved 
working cond itions for th e ir emplo 3̂ ees since they  u n d e rta k e  CSR 
activities partly  to th e  in te re s t an d  expectations of th e ir em ployees.

This stu d y  also  revealed th a t  in  their p ractice  of CSR, Com m ercial 
B anks are faced w ith various challenges w hich they  a re  obliged to 
address. Am ong them  being; lack of com m unity  partic ipa tion  in  CSR 
activities, w eak foundation  for CSR, Inability  to u n d e rs ta n d  society’s 
needs an d  unfriend ly  employee workplace.

The s tudy  also  partly  confirm ed the silently spoken, h igh  degree of 
cynism b u t p o p u la r belief th a t  CSR is a  costly pub lic  re la tion  focused 
activity w hich  ad d s  little value to b usiness . This could  be a ttr ib u te d  to 
the n u m b er of C om m ercial b a n k s  which allocate th e ir bud ge t to CSR. 
The survey reveal th a t  m ost p rojects tend  to favour th e ir or would be 
their cu sto m ers. More so, there  is lack of tra n sp a re n c y  in th ese  
activities a s  “w ho is w ho” in those  b a n k s  d ictate  th e  direction  such  
funds take; m ostly  to th e ir com m unities or foundations.

61



Finally, the s tudy  b roug h t ou t com prehensively th e  p ractice  of CSR by 
Com m ercial B anks in Kenya. This w as significant considering  the  fact 
th a t m ost b an k s do n ’t  publicize th e ir Social in vestm en t program s.

5.3 LIMITATIONS OF THE STUDY

Though the stu d y  w as generally successfu l, it w as faced by some 
lim itations. F irst of all, only a b o u t two th ird s  of the  selected 
organizations com prising 65.71 pe rcen t took p a r t  in  the  study. 34. 29 
percent did n o t take  p a r t in  the study. This m ea n s  th a t  the s tudy  
cannot be generalized to the entire  ban k in g  in dustry .

The study  w as carried  ou t w ithin lim ited tim e a n d  resou rces. This 
constrained th e  scope as well a s  the  dep th  of the  resea rch .

One m ajor lim itation  of the  stu d y  w as m ost senior b a n k  officers 
responsible for can y in g  o u t the CSR were n o t available or could n o t 
be reached . As a re su lt the  resea rch e r w as forced to rely on ju n io r 
staff who did n o t know  m uch  a b o u t CSR activities.

The stu d y  also focused on m anagem en t perspective. It w ould have 
been of value to ob tain  views of o ther s tak eh o ld e rs  a s  well.
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A n u m b er of resp o n d en ts  left a few questions u n a n sw ere d  m aking  it 
difficult to ga ther inform ation. M any respond en ts  did n o t com m ent on 
the ex ten t of an  issu e  beyond “to a  great extent an d  to a n  ex ten t.”

A n u m b er of senior b an k  officers declined to fill in  th e  question s a s  
they were afraid of exposing th e ir operations an d  also fear of losing 
their jo b s  since the bank ing  sector operate discreetly. The b a n k s  also 
feared th a t  m ay be th e  d a ta  collection process w as a  ploy to aid the 
resea rch e r fu rn ish  o ther b a n k s  with in form ation  regard ing  their 
operations.

5.4 IMPLICATIONS OF THE RESEARCH TO POLICY AND 

PRACTICE

This re sea rch  shou ld  influence all com m ercial b a n k s  in  Kenya and  
o ther com panies as well to get involved in CSR activities. This is 
because  CSR b rings several advan tages to b u s in e ss , am ong them  
en h an ced  com petitive advantage, im proved financial perform ance, and  
red uced  exposure to non financial risk  and  en h an c in g  b ra n d  image.

The re sea rch  sh ou ld  also encourage Com m ercial B an k s pu b lish  th e ir 
Social p rogram s. This is because , by them  providing tru th fu l and  
u sefu l in form ation  ab o u t th e ir CSR activities, s tak eh o ld e rs  would be 
able to freely m ake u p  th e ir m inds abou t the ex ten t to w hich they  can  
get involved w ith  the  compan}7.
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The issu e  of e th ics  an d  governance also need  to be addressed . 
T ran sparency  in  the  allocation of projects needs to be tackled. 
B esides, th e  com m u n ity  m u s t be involved fully in CSI activities. This 
m u st be done by u n d e rs ta n d in g  the society’s needs an d  creating  a 
friendly emploj^ee w orkplace. It would also be p ru d e n t for b a n k s  to se t 
u p  fo u n d atio n s to a d d re ss  CSR issues.

Finally, C om m ercial B an k s need to rea sse rt th e ir com m itm ent to CSR 
by devoting h igher portion  of th eir earn ings to CSR. This will m ake 
them  to be tak en  m ore seriously  by the  society in general.

5.5 SUGGESTIONS FOR FURTHER RESEARCH
This s tu d y  focused on m an ag em en t perspective. It would have been  of 

value to ob ta in  views of o th er stakeho lders a s  well. Hence I w ould like 
to su ggest th a t  a  com prehensive stu d y  be u n d e rta k e n  w hich involves 
o ther s tak eh o ld e rs  su c h  a s  the com m unity  a n d  em ployees.

This s tudy  co n cen tra ted  on the challenges Com m ercial B anks face. It 
would be p ru d e n t to u n d e rta k e  an o th e r stu d y  w hich w ould ad d ress  
so lu tions to th o se  challenges!

This re se a rc h  w as very generalized in  th a t  it s tud ied  all C om m ercial 
B anks. A case  stud}?' for each  individual B ank  needs to be u n d erta k e n .
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APPENDIX I

[IB Ife s n Y  of NAIROBI
SCHOOL OF BUSINESS

A FRO€tHAM -  LOWfeE KABETE CAMPUS

Telephone. 020-2059162 WO. Box 30197
Tclcam m s: “V'nrsiiy". Nairobi Nairobi. Kenya
Telex: 27095 Vnrsily

d a t e .... A y r i .d .;t u : A

TO WHOM IT MAY CONCERN

The bearer of this letter......X. ......P.AVf.OQ?.............................

Registration No: . . P. p) . ! . P ° T . ........................ ........... ....................

is a Master of Business Administration (MBA) student of the University of 
Nairobi.

He/she is required to submit as part of his/her cou.rsework assessment a 
research project report on a management problem-. We would like the 
students to do their projects on real problems affecting firms in-Kenya. We 
would, therefore, appreciate if you assist him/her by allowing him/her o 
collect data in your organization for the research.

The -results of the report will be used solely for academic purposes and a 
copy of the same will be availed to the interviewed organizations on request.

Thank you.

DR. W.N. IRAKI
C.O-Q-R.DINATOS, N1EAPROGRAM



APPENDIX II

Frederick O. Otieno
Mobile: 0723-460479, 0737-870989 
E-mail: rederickodbiambo@yahoo.com 
Wednesday, October 28, 2009

Dear Respondent,

Re: MBA RESEARCH PROTECT.

I am a student at the University of Nairobi undertaking a Masters of Business 
Administration
(MBA) programme. The final part of the programme requires the student to 
undertake a research project based on the area that affects business organizations 
in Kenya. This study is based on “The Practice of Corporate Social Responsibility 
by Commercial Banks in Kenya”.

As one of the Commercial Banks in Kenya, your organization has qualified to 
participate in this study. The questionnaire for data collection is attached here 
with. This is divided into two parts. Part one which concentrates on “How 
commercial banks undertake Corporate Social Responsibility”, has four sections 
namely, Introduction, General CSR Questions, Funding Guidelines and Project 
/Proposal Evaluation and Processing.

Part II of the questionnaire rests on challenges facing Commercial Banks in their 
practice of Corporate Social Responsibility. I 'will drop the questionnaire and 
collect it a day later. The information obtained will be used purely for academic 
purposes and in no instance will your name or that of your organization be 
mentioned in the final report. I would request that you answ'er the questions as 
honestly as possible.

Your participation and Corporation will be highly appreciated,

Yours Faithfully,

Frederick Odhiambo Otieno
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APPENDIX III

QUESTIONNAIRE
A SURVEY OF THE PRACTICE OF CORPORATE 
SOCIAL RESPONSIBILITY BY COMMERCIAL BANKS 
IN KENYA

D ate:______________
Name of Bank _______________________________

S E C T IO N  A 

IN T R O D U C T IO N

Designation of Respondent________________________
A1 How long has vour bank been operating in Kenya? 

___________Years.

A2 Is this Bank (1) Entirely privately owned
(2) Owned partly with the government
(3) International/Foreign owned.

A3 How would vou classify this bank?j  J

(1) Commercial Bank
(2) Non-bank financial institution(other than mortgage or 

building)
(3) Mortgage pinance Company
(4) Building Society

AH what is your market segment?
(A) Low end market segment
(B) High end market segment
(C) Mass market Provider
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A5 what is the current employee strength of your organization? (Tick where 
appropriate)

(1) 0-50
(2) 51-100
(3) 101-200
(4) More than 200

A6 How many branches does your organization have? (Tick where 
appropriate.)

(1) 1-10 
(2) 10-20
(3) 20-50
(4) More than 50
A7 W hat is your presence in Kenya? (Tick where appropriate.)

(A) Major cities
(B) Major towns in Kenya
(C) Both in towns and a few rural areas
(D) All over the country

A8 Does your bank participate in Corporate Social Responsibility? 

Yes ( ) No ( )

A9 If YES, does your organization have a foundation for CSR?
Yes ( ) No ( )
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SECTION B

STRUCTURE AND LEADERSHIP
To w hat extent is your company's CSR program  under the 

B1 following thematic areas? (Tick as appropriate)

(l=Not at all, 2= Less extent 3=Moderate, 4=Great extent, 5= Very great 
extent)

CATEGORIES 5 4 o3 2 1
EDUCATION
classrooms
books

libraries
teacher training
scholarships
others
HEALTH
ENVIRONMENT
COMMUNITY
ARTS AND CULTURE
SPORTS
WILDLIFE CONSERV.
ECONONIC
EMPOWERMENT -

DISASTER RELIEF
MUSIC
WATER
ENTERPRENURESHIP

If others, please specify. 
1____________________



Of the company's stakeholder groups, whose expectations and 
B2. interests do your CSR activities address? (To w hat extent) (Tick as 

appropriate)

(l=Not at all, 2= Less extent, 3=Moderate, 4=Great extent, 5= Very great 
extent)

STAKEHOLDERS 5 4 3 2 1
STOCKHOLDERS
COMMUNITY
EMPLOYEES
INVESTORS
SUPPLIERS
CUSTOMERS

If others please specify 
1.___________________

3.
4.
5.

B3. Who initiats your company's CSR programs?

AUTHORITY/STAKEHOLDERS (Tick as appropriate )
CEO
HEAD OFFICE ABROAD
REGIONAL OFFICE
EMPLOYEES ASKED FOR IT
FUNCTIONAL GROUP IN A 
COMPANY
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If others please specify.
1
2
QO
4.
5

W hat is your approach towards CSR? Please indicate the extent to 
B4. which your bank approaches CSR. (Tick as appropriate)

l=N ot at all, 2= Less extent, 3=Moderate, 4=Great extent, 5= Very great 
extent)

Approach 5 4 3 2 1
Understanding the social, 
economic and environmental 
impacts, and managing them as 
part of normal operations;
Balancing short-term priorities 
with longer-term needs
Seeking out the views of others 
before taking decisions

Whose functions are the following: ie to w hat extent are the 
B5. following peop le/ departments involved in undertaking the 

following functions?

(Tick as appropriate)
(l=N ot at all, 2= Less extent, 3=Moderate, 4=Great extent, 5= Very great 

extent)
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a. Setting the CSR policy of the company

O FFICER/DEP ARTMENT 5 4 3 2 1
CEO
CSR MANAGER
HUMAN RESOURCES
MARKETING
FINANCE
OPERATIONS
PUBLIC AFFAIRS
OTHERS

b. Developing, in terpreting and enforcing the polic)^
O F F IC E R /D E P  A R T M E N T 5 4 3 2 1

CEO
CSR MANAGER
HUMAN RESOURCES
MARKETING
FINANCE
OPERATIONS
PUBLIC AFFAIRS
OTHERS *

EXECUTIVE COUNCIL
CORPORATE
FOUNDATION



C3. Where does the CSR budget come from?

(Tick where appropriate)

OFFICER /  DEPARTMENT
CEO
CSR MANAGER
HUMAN RESOURCES
MARKETING
FINANCE
OPERATIONS
PUBLIC AFFAIRS
LEGAL
COMMUNITY RELATIONS
ENVIRONMENTAL DEPARTMENT

C4. Who approves CSR project proposals and budget?

(Tick where appropriate)

OFFICER/ DEPARTMENT
CEO
CSR MANAGER
HUMAN RESOURCES
MARKETING
FINANCE
OPERATIONS
PUBLIC AFFAIRS
LEGAL
COMMUNITY RELATIONS 1
ENVIRONMENTAL DEPARTMENT



C5. How much of the CSR budget comes from non-company resources 
(i.e. employee resources) Please indicate the percentage.

PORTION PERCENTAGE
ALL
NONE
PARTIAL

S E C T IO N  D

R E P O R T IN G  A N D  A S S E S S M E N T

^  How do you measure the success of your CSR programs and 
projects? (To w hat extent.) Tick as appropriate

(l=N ot at all, 2= Less extent, 3=Moderate, 4=Great extent, 5= Very great 
extent)

VLARIAB LE 5 4 3 2 1
REVENUES
GOODWILL
EMPLOYEE SATISFACTION
PUBLICITY -
BRAND EQUITY
OTHERS (unhampered 
company operations, 
community acceptance)
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I ^  How else do you communicate your CSR programs?(To what 
extent) Tick as appropriate

l=Not at all, 2= Less extent, 3=Moderate, 4=Great extent, 5= Very great 
extent)

FORM OF COMMUNICATION 5 4 3 2 11
COMPANY NEWSLETTER
MEDIA COVERAGE OF CSR EVENTS
WORD OF MOUTH
OTHERS



Part II
The following are some of the challenges facing Corporate Social Investm ent 
How significant are they to your bank in its pursuit for CSR? (Please tick 
where appropriate in order of importance)
(5=Very important; 4=Important; 3-Moderate; 4=Least important; 5=Not 
important)

V ery M od era te ly Least Not
Im p o rtan t Im p o rtan t Im p o rtan t Im p o rtan t im p o rtan t

ll warming
[uality of environmental Management
|f commitment to biodiversity
lisaster control measures
Quality of information and Communication
|k from customer's perspective
ty to understand society's needs
(hysical and mental health of employees
pdly employee workplace
formation literacy in society
foundations for CSR
istomer (stakeholder) satisfaction
natives to conserve global environment
fe of a safe and secure communication society
Ible information and communication services
a company's diverse workplace

^community participation of CSR activities
ate organizational capacities
; Transparency
liability of well organized NGO's
i factors
perception towards CSR activities
lability of CSR guidelines
onsensus on implementing CSR issues
iiness risk in the environment

ind Hunger
|d Governance Issues
prtnerships for sustainable Development
|es for women workers



If there are others please specify
1.
3_
4__
5._
6_
7_
8._
9. _
10.

T H A N K  Y O U  VERY M U C H  F O R  Y O U R C O O P E R A T IO N
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APPENDIX IV

BANKING SECTOR TOTAL NET ASSETS REPORT AS AT P BC-EMBER 2 0 0 8

Large {A ssets above K shs 15 B illio n !
: BANK NET ASSETS

K shs. M illions
1 ■| K enya C om m ercial B a n k 1 7 4 ,7 1 2 .0 0

2 B arclay s B a n k  of Kenya 1 6 8 ,7 8 6 .0 0

3 Stan d ard  C hartered  B a n k 9 9 ,1 4 0 .0 0
4 Cooperative B a n k  of Kenya 8 3 ,8 9 7 .0 0

5 CFC S ta n b ic  B a n k 8 3 ,1 6 6 .0 0

6 Equity  b an k 7 7 ,1 3 6 .0 0

7 C om m ercial b a n k  of Africa 5 0 ,1 1 0 .0 0

8 Citi B a n k  NA 4 7 ,5 3 5 .0 0

9 NIC B an k 4 2 ,7 0 4 .0 0

10 N ational B a n k  of Kenya Ltd 4 2 ,6 9 6 .0 0

11 D iam ond tru s t b a n k  of Kenya 4 1 ,5 9 2 .0 0

12 I & M B a n k  Ltd 3 6 ,6 5 6 .0 0

! 13 Prim e B a n k  Ltd 1 9 ,9 4 5 .0 0

14 B a n k  of B arod a 1 8 ,3 6 1 .0 0
Total 9 8 6 ,4 3 6 .0 0

M edium! Above K shs 5 B illion  and Below K shs 15 B

15 H ousing F in an ce  Co. of Kenya Ltd 1 4 ,3 3 0 .0 0

16 Im perial B a n k  Ltd 1 3 ,4 3 2 .0 0

17 B a n k  of A frica Ltd 1 2 ,3 0 4 .0 0

! 18 B a n k  O f India 1 2 ,0 4 9 .0 0

19 Savings & Loan Ltd 1 1 ,5 5 5 .0 0

20 Eco B a n k  Ltd 1 0 ,4 9 9 .0 0

21 Fam ily B a n k  Ltd 1 0 ,4 1 0 .0 0

22 C hase B a n k  Ltd 1 0 ,3 0 0 .0 0

23 Fin a B a n k  Ltd 9 ,8 6 5 .0 0

24 K-Rep B a n k  Ltd 8 ,1 8 4 .0 0

25 A frican B an k in g  C orporation Ltd 6 ,5 8 4 .0 0

26 H abib AG Z u rich 6 ,5 5 7 .0 0

27 D evelopm ent B a n k  of Kenya 6 ,5 2 0 .0 0

28 Giro C om m ercial B a n k  Ltd 5 ,9 3 8 .0 0

29 Gulf A frican B a n k  Ltd 5 ,5 5 8 .0 0

30 So u th ern  Credit B an k in g  Corp 5 ,1 7 1 .0 0

31 G ulf A frican B a n k  Ltd 5 ,0 0 0 .0 0
Total 1 5 4 ,2 5 6 .0 0
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BANK NET ASSETS
Sm all ( Bellow K shs 5 Billion)

32 Consolidated B a n k  of Kenya 4 ,6 5 7 .0 0

33 Habib B an k  Ltd 4 ,4 9 1 .0 0

3 4 Victorial C om m ercial B a n k  Ltd 4 ,4 6 0 .0 0

3 5 Equitorial C om m ercial B a n k  Ltd 4 ,4 1 0 .0 0

36 Fidelity Com m ercial b an k  Ltd 4 ,3 2 9 .0 0

3 7 Credit B an k 3 ,6 3 7 .0 0

38 T ran sn atio nal B a n k  Ltd 3 ,3 8 8 .0 0

3 9 Middle E a st B a n k  Ltd 3 ,2 9 7 .0 0

4 0 F irst Com m unity B a n k  Ltd 3 ,1 8 0 .0 0

41 Param ou nt U niversal B a n k 2 ,6 4 6 .0 0

4 2 O riental C om m ercial B a n k  Ltd 2 ,2 8 9 .0 0

4 3 D ubai B a n k  Ltd 1 ,6 3 9 .0 0

4 4 City F in an ce B a n k  Ltd 538

4 5 C harter H ouse B a n k  Ltd -

Total 4 2 ,9 6 1 .0 0

Grand T otal 1 ,1 8 3 ,6 9 8 .0 0

Q= Q ualified

Source: C entral Bank Of K enya

* Charter H ouse Bank Ltd did n o t  p resen t its  A ccou n ts
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