International Journal of Finance and Accounting 2013, 2(3): 150-163
DOI: 10.5923/.ija.20130203.03

The Impact of Service Quality on Financial Performance
and Corporate Social Responsibility: Conventional Versus
Islamic Banks in Egypt

Nevine Sobhy Abdel Megeid

Accounting Lecturer, Ph.D, CM A, Arab Academy for Science, Technology & M aritime Transport, Faculty of M anagement and Technolo gy,
Egypt

Abstract This empirical study seeks to show the impact of bank’s service quality on customer satis faction and improving
financial performance, which in turn will affect the Corporate Social Responsibility implementation in the Egyptian
Conventional banks versus Islamic banks to find out which of the banking streams are performing better. For this study,
sample of 8 Conventional banks and the 2 major Islamic banks in Egypt were selected. This study compares the profitability,
operations and liquidity ratios of Conventional and Islamic banks of Egypt. The study is done on the financial statements
analysis forthe period 2003-2009, based on Bankscope database. The study found that there is a positive relationship between
the profitability and operation levels and liquidity performance, at both conventional and Islamic banks. Also the results
reveal that conventional banking has better financial position than Islamic banking, which indicate their higher expenditure

ability and commitment toward their Corporate Social Responsibility.
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1. Introduction

Egypt is among countries that established Islamic
financial systems alongside conventional interest based
institutions, as it neither supported nor opposed Islamic
finance to operate within its financial system[1]. Islamic
banks play a leading role in social services such as the
development of human resources, protection ofenviron ment,
promotion of human rights and constructive participation in
community  development programs. The religious
injunctions interweave Islamic financial transactions with
genuine concern for ethical and socially responsible
activities and simultaneously prohibit involvement in illegal
activities or those, which are detrimental to social and
environmental well-being[17].

The concept of Corporate Social Responsibility (CSR) has
emerged as a trend in banking sector and has closely been
associated with the concept of sustainable development and
social economy. The role of CSR is very significant in
producing a sustainable banking by linking banking
operations to the interests of all the stakeholders including
management, products and services, community and
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environment[35]. CSR is considered as a result of the
growing consumers groups demand not only quality in
products or services but also demand certainty that the
productive process is organized following some ethical
standards[13].

Banks focus on service quality as an input to customer
satisfaction for long-term benefits and business success.
Banks have realized the importance of service quality for
successful survival in today's global and highly competitive
environment. Financial sector is becoming more conscious
about the performance evaluation regarding quality of
products/services according to customers’ expectations, as
there is a positive correlation between financial
performance and customer service quality scores. Customer
satisfaction plays an inter-mediator role in the relationship
between service quality and financial performance of the
banks[3].

The current practices of Islamic financial institutions
revealtheir divergence fromtheir Islamic and develop mental
principles besides their modest share in savings and in
developmental long-run projects. Although such deviation
has been justified by the emergence of Islamic finance within
a restrictive framework of governmental policies, Islamic
financial institutions themselves share the responsibility of
their slowdown in the Egyptian economy. This is because of
their policies, which made them similar in operations to
conventional banks, seeking to maximize their profits on the
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account of their socioeconomic develop mental mission[1].

This paper is organized as follows: Section 1 presents the
literature review, objective and research hypotheses
development. Section 2 shows the relationship between
service quality and customer satisfaction / retention. Section
3 explains the link between customer satisfaction / retention
and financial performance of conventional versus Islamic
banks. The impact of financial performance on banks
expenditure/commitment to Corporate Social Responsibility
is discussed in section 4. Data and research methodology are
presented in section 5 followed by results analysis and
discussion in section 6 and section 7 concludes.

2. Literature Review

Duncan and Elliott[16] explore empirically the
relationships between efficiency, financial performance and
customer service quality among a representative
cross-section of Australian banks and credit unions and the
correlation between these categories of measures. Results
show that all financial performance measures (interest
margin, expense/income, return on assets and capital
adequacy) are positively correlated with customer service
quality scores.

Farook[21] proposes a structured definition of the social
purpose of Islamic Financial Institutions (IFIs) derived from,
among other things, Islamic principles of social equity and
redistributive justice. It is posited that IFIs are meant to be
socially responsible for two interrelated reasons: their status
as a financial institution fulfilling a collective religious
obligation and their exemplary position as a financial
intermediary. Specific responsibilities within this dual role
are also framed allowing for a clear structured logic for IFIs
to implement policies.

Demetriou[15] shows that CSR strategies have been
embraced by the international banking community, CSR
practices can play a key role in contributing to sustainable
development while enhancing innovative potential and
competitiveness. CSR is about businesses deciding to go
beyond legal requirements attempting to reconcile economic
obligations, as well as social and environmental
expectations.

Nelling and Webb[33] examined the causal relation
between CSR and financial performance and found that
positive stakeholder relationships can reduce the likelihood
of difficulty when dealing with groups such as employees,
customers, and the community. In addition, good social
performance and good managerial practice may be related,
so this in turn may lead to strong financial performance. It
was found that firms with strong shareholder rights tend to
have a lower cost of equity capital than competing firms,
which supports the idea that reducing agency problems
between stakeholders and management improves financial
performance.

Setiawan and Darmawan[39] investigate the CSRand firm
FP as well as the relationship between the two variables. The

CSR and firm FP are calculated from the annual (sustainable)
report of firms listed in LQ45 of the Indonesian Stock
Exchange Market. The results show that the CSR activities

conducted by firms are still relatively low. Furthermore, the

panel data estimation suggests that CSR has the positive
effect on the firm financial performance and also indicate

that the financial crisis in 2008 reduced the positive effect of
the CSR on the firm financial performance.

Ahmed[5] examines the relationship between CSR and
Corporate Financial Performance (CFP), by investigating the
banking sector of Bangladesh. The results of the study
revealed that the average return on asset ratios of the banks
having high corporate social performance (CSP) is higher
compared to that of the banks having low CSP.

Alafi and Alsufy[6], their study has three objectives. First
is to investigate the set of relationships among the CSR
services and Customer Satisfaction (CS); second is to find
the relationships between CSR services and Financial
Performance (FP); and third is to examine the mediating
effect of CS on CSR services and FP. The results suggested
that provision of CSR services is associated with CS. This is
consistent with results of prior studies reporting a significant
positive association between the CSR services and CS as was
the positive relationship between CS and FP. Furthermore,
this study found CS mediated the relationship between the
CSR services and FP.

Arshad[9] examines the effect of Islamic CSR disclosure
on corporate reputation as well as performance. These
relationships are examined based on content analysis of
annual reports of 170 Islamic banks in Malaysia for
2008-2010. Results of this study provide evidence that CSR
activities communicated in corporate annual reports are
significantly positively related with corporate reputation as
well as firm performance. These results indicate that CSR
activities disclosures from Islamic perspectives are equally
important business strategies in creating continuous superior
performance for organizations.

Nor[34] discusses the concept of CSR from an Islamic
view with special reference to the moral values that are
essential in Islam. The concept of western CSR that
highlights ethicaland moral values is inevitably embedded in
Shariah. It is suggested that IBF be morally conscious by
reexamining the objective of Islamic (moral) economy that
upholds the spirit of socio-economic justice. The empirical
study shows the practice of CSR in Islamic banking is still
incomparable to its conventional counterparts. Islamic banks
should come out of the dogma of giving charity and
performing Zakah in a traditional manner in order to be
socially responsible.

Samina[38] try to find out whether the Islamic Banks of
Bangladesh are adhering to the prescribed forms ofthe CSR
activities or not. This paper is mainly designed based on the
CSR forms to be followed by Islamic banks as has been
prescribed by Farook[21] in his study “On CSR of Islamic
Financial Institutions” under the light of Islamic Shariah.
The research found compliance to the mandatory forms by
the 6 full fledged sample Islamic banks in Bangladesh
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whereas variety in involvement in recommended forms of
CSR activities by considering the scenario of banks from
2007 to 2011. The study also founds a strong positive
correlation between CSR expenditure and sample banks’
deposit, loan and profitability.

2.1. Objective of the Study

The literature on Islamic banking is focusing only on
commercial and economic aspects of Islamic banking, while
social issues pertaining to its practices are not well
considered. This literature even goes further to claim that
Islamic banks are no different from other commercial banks
except in complying with Shariah legal prescriptions
concerning product offering. This view posits that Islamic
banking is a normal commercial entity which has a sole
responsibility o fcarrying out business in a manner consistent
with Islamic law, while social welfare objectives are to be
fulfilled by other bodies such as the government.

The main objective of this paper is to examine the
dependency of Corporate Social Responsibility
expenditure/commitment (measuredin terms of li quidity
levels) on financial performance (measured in terms of
profitability and operations levels), through comparing
between Conventional versus Islamic in Egypt.

This study ans wers the following research questions:

1. What is relationship between service quality and
customer satisfaction?

2. What is the impact of increasing customer satisfaction /
retention / loyalty on the financial performance of
Conventional versus Islamic Banking in Egypt?

3. What is the relationship between the improvement of
the financial performance and the Corporate Social
responsibility expenditure ability and commitment of
Conventional versus Islamic banks in Egypt?

2.2. Research Hypotheses

To answer the previous research questions, the
following two research hypotheses were developed:

H1: There is a positive relationship between service
quality, increasing customer  satisfaction/retention,
improving financial performance and Corporate Social
Responsibility  expenditure  ability/commitment  of
Conventional versus Islamic banking in Egypt.

H2: The financial performance of Conventional banks is
better than those of Islamic banks, which positively
influence their Corporate Social Responsibility expenditure
ability / commit ment.

3. Service Quality and Customer
Satisfaction

Islamic banking can no longer regarded as a business
organization which is established to fulfill religious duties
but what is more important, to be as competitive as possible
side by side with the conventional system in alluring more
customers and retain them. Competition ensures that the

costs of production are minimized and at the same time, it
promotes efficiency and could force banks to operate more
efficiently in order to survive. It forces the banks to produce
products and provide services that are most demanded by the
customers more efficiently and with the least cost, so they
can make more profits[28].

Islamic banks are striving to capture the maximum
number of customers to compete with conventional banks
by providing a large number of products as an alternative
for interest based products[3]. Inevitably, Islamic banks
need to understand the perceptions of their customers
towards their business operations particularly their quality
of service rendered to increase customer satisfaction and
ultimately their loyalty[36], by offering a variety of products
according to customer’s expectations. It is reported that
banking and financial services are the integral part of
services industry and its contribution is increasing with the
passage of time[4]. It is theorized that competence,
communication, commitment, and conflict handling, will
directly influence trust and relationship quality, and
indirectly influence customer loyalty. Banks must give and
keep promises, communicate timely and reliable information
to customers on new services, changes in services, and when
problems occur, it should keep customers informed on what
the bank is doing regarding the problem. Banks must be
willing to adjust customers’ needs, be flexible and
innovative in providing services[32].

Service quality is intangible, and it is defined in terms of
subjectivity, attitude, and perception. Service quality is the
consumer’s judgment about an entity’s overall excellence or
superiority. It is a form of attitude, and results from a
comparison of expectations to perceptions of performance
received. Delivering quality service means conforming to
customer expectations on a consistent basis[29]. Service
quality is an antecedent of the broader concept of customer
satisfaction and the relationship between service quality and
loyalty is mediated by satisfaction, the higher levels of
service quality lead to higher levels of satisfaction[37].
Quality of service is essential for customer satisfaction,
repeat purchases, winning customer loyalty, and customer
retention. It also affects companies’ market share, and thus
profitability[26]. Customer loyalty is a deeply held
commitment to re-buy or re-patronize a preferred product or
service in the future despite there are situational influence
and marketing efforts having the potential to cause switching
behavior[32]. One of the strategies that would enhance
customer loyalty is through service quality and it has been
related to success in service organizations including Islamic
banks, which will be a significant indicator to differentiate
an organization among the rest of the competitors[36]. It is
found that the banking industry has a link between service
quality and customer satisfaction. Islamic banks working
assessed their performance in reference to service quality
and customers' responses[3].

Banks provide financial inter-mediation, consultancy and
agency services that are diversified with the passage of time.
Service quality helps to gain competitive advantage for
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long-term customer relationship. Then service quality was
linked with satisfaction of bank customer to assess the
magnitude of the relationship[4].

Customer satisfaction often depend on the quality of
customer services includes factors such as treating customers
with courtesy and respect; staff ability to convey trust and
confidence; efficiency and effectiveness in handling any
transaction; knowledgeable and preparedness in providing
solutions and answers concerning bank’s products and
services.

Despite the most popular claim that Islamic banks are true
reflections of Islamic-compatible formulation that the clients
themselves respect and believe in, previous empirical studies
found that religious motivation is not the sole criterion for
the selection of Islamic banking institutions or services.
Factors, such as cost and benefits, service delivery (fast and
efficient), size and reputation of the bank, convenience, and
friendliness of bank personnel, are important criteria for the
customers in selecting a particular Islamic or Conventional
bank[18].

The five dimensions of service quality include[8]:

1. Tangibles: Customers make inferences about the
service quality on the basis of that surround the service
environment (appearance of physical components).

2. Reliability: Dependability of service provider and
accuracy of performance.

3. Res ponsiveness: Promptness and helpfulness.

4. Assurance: Knowledge and courtesy of employees and
their ability to inspire trust and confidence.

5. Empathy: Caring, individualized attention the bank
gives its customers.

Banks that excel in quality service can have a distinct
marketing edge since improved levels of service quality are
related to higher revenues, increased cross-sell ratios, higher
customer retention, and expanded market share. Likewise,
provision of high quality services enhances customer
retention rates, helps attract new customers through word of
mouth advertising, increases productivity, leads to higher
market shares, lowers staff turnover and operating costs, and
improves employee morale, financial performance and
profitability and is a must for success and survival in today’s
competitive banking environment[2].

Banks seeking to maximize profitability have come to
realize that good quality helps a bank obtain and keep
customers and poor quality will cause customers to leave a
bank. Service quality is one of the most effective means of
establishing a competitive position and improving profit
performance. To establish a competitive position, banks
must measure and determine their level ofservice quality, if
they desire to keep their customers and satisfy their needs[2].
Service quality is a factor impacting financial institution
performance as measured by profitability. Service quality
improvement implies increased spending by organizations.
Service quality has a measurable impact on customer
retention, market share and profitability (Duncan and Elliott,
2004).
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4. Customer Satisfaction and Financial
Performance

Customer satisfaction is a post purchase attitude formed
through mental comparison ofthe quality a customer expects
to receive from an exchange, and the level of quality the
customer perceives actually receiving. Customer satisfaction
results in behavioral outcomes such as customer retention,
commitment, creation of a mutually rewarding bond between
the user and the service provider, increased customer
tolerance for services and products failures, positive
word-of-mouth advertising about the organization, increased
future customer spending, and it might result in more selling,
attracting new customers, lowering costs, and greater
profitability[24].

Banks interested in acquiring and keeping loyal customers
should strive to earn customers’ trust as well as build quality
relationship with customers. Customer loyalty apart from
profitability; can reduce the cost of business operation by
five to six times[32]. The Islamic banking activities should
be structured on customer-focused angle and the client’s
specific needs and requirements[22].

In Islamic banking, customer satisfaction is based on
providing CSR based customer service, Islamic banks now
focusing on increasing customer satisfaction and customer
loyalty through improved quality of customer service[28].

Customer satisfaction positively affects customer
retention which leads indirectly, together with customer
loyalty, to greater profitability because they secure future
revenues lower costs and attract new customers, who as
valuable assets increase profitability. Reduced customer
turnover is advantageous; in particular, have shown that a
5 % increase in customer retention could increase banks
profitability by an average of 50 %[6]. Customer satisfaction
was related to financial performance by customer retention
which secured future revenues, established a better
comparative position in the banking industry, increased
customer loyalty and its ensuing advantages for stakeholders
and all these were mirrored in financial performance[24].
Core value as the development of CSR is used in marketing
strategies and in customer retention management in order to
create distinctive, long-lasting relationships with customers
and stakeholders. CSR can be understood as the voluntary
integration of social and environmental concerns into
business operations and interactions with stakeholders[19].
CSR incorporates the tenets of; environmental sustainability,
business ethics, governance, public relations, stakeholder
analysis and relationship marketing[11].

5. Financial Performance and Corporate
Social Responsibility

Two different trends in defining CSR in the literature, the
first trend tries to define CSR from the viewpoint of social
issue management, and makes great efforts to identify the
additional responsibilities of firm beyond making a profit.
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CSR is the ethical and legal compromises and duties of the
enterprise with their groups of interest. These compromises
and duties come fromthe impacts of the enterprise’s activity
over the social, labor, environmental, and human rights
ambits[13]. The other trend define CSR from the viewpoint
of stakeholder management, and argues business have an
obligation toward “society/broad stakeholders” beyond the
interests of their owners and shareholders. CSR defined as
societal expectations of corporate behavior; a behavior that is
alleged by a stakeholder to be expected by society or morally
required and is therefore justifiably demanded of a
business[23]. CSR means bringing corporate behavior up to
a level where it corresponds to currently prevailing social
norms, values, and performance expectations; it furthermore
entails anticipating new societal expectations before they are
codified into legal requirements[41].

Most definitions of CSR cover combinations of the
following themes; treatment of employees, supporting local
communities, environmental performance, human rights and
ethical conduct with competitors, suppliers and customers
[11].

CSR is the continuing commitment by business to behave
ethically and contribute to economic development, while
improving the quality of life of the workforce and their
families as of the local community at large[12], examples of
CSR include support of local businesses or charities,
developing recycling programs, and promoting minority
emp loyment. Though these activities certainly result in
societal benefits, opinions differ as to whether a firm’s CSR
activity enhances financial performance[33].

Wood (1991) distinguishes three principles of CSR which
each operate on a different level: (1) The principle of
legitimacy: This principle operates on an institutional level.
(2) The principle of public: This principle operates on an
organizational level. (3) The principle of managerial
discretion: This principle operates on an individual level[40].

Organizations operating within the principles of Islamic
moral law (Shariah), such as Islamic banks, are exposed to
additional demand with regards to their CSR initiatives[9], it
should be undertaken to fulfill religious obligation and to
achieve other non-material objectives such as to secure
social needs.

Islamic banking strives for a just, fair and balanced society
as envisioned and deeply inscribed in the objectives of
Shariah. Accordingly, the many prohibitions (e.g. interest,
gambling, excessive risks, etc.) are to provide a level playing
field to protect the interests and benefits of all parties
involved in market transactions and to promote social
harmony[17].

The social well-being function as the objective of Islamic
banks serving the tents of maintaining social security,
protection of progeny and preservation of the Islamic state,
becomes a description of ways and means of financing
resource mobilization that establish sustainability and the
high ideals of the Islamic faith[14].

Conventional banking is fundamentally based on the
debtor-creditor relationship between the depositors and the

bank on the one hand and between the borrowers and the
bank on the other, with interest as the price of credit, that
reflect the opportunity cost of money. The creditor should
not take advantage of the borrower. When money is lent on
the base of Riba (interest), it often leads to the unfairness[10].
Unlike conventional banking system, the Islamic banking
system prohibits interest; instead, it promotes profit and loss
sharing (PLS) in all conduct of banking businesses. Besides
that it also promotes giving Zakat (Islamic tax), prohibition
of monopoly, and cooperation for the benefit of society, and
development of all Halal aspects of business, that are not
prohibited by Islam[20].

In a Shariah compliant bank, financial performance is
achieving social justice through successful investments
where profits are shared with investors and borrowers. It is
more a partnership where banks are entrusted to invest, and
any profit generated will be shared, PLS is a totally different
concept from the conventional depositors’ and borrowers’
relationship where the depositors will receive interest based
on the funds deposited into the bank’s account and borrowers
pay interest on the loan received[24]. Islamic banks become
as much investment oriented financial intermediaries as they
are agencies of sustainability of the socio-economic order,
the socio-political order and preservation of community
assets[14]. Islamic banking is governed by the Islamic
Shariah laws which provide rules to encompass the
allocation of resources, management, production,
consumption, capital market activity, and the distribution of
income and wealth[31].

Therefore, Islamic banking is much more than just
refraining from charging interest and conforming to the legal
technicalities and requirements on offering Islamic financial
products[17]. Islamic banks are therefore carryout their
operations and organize their plans and programs according
to such a general outlook of finance with socio-economic
development. It would then combine the goals of economic
efficiency and social justice into complementary relations
with each other[14]. The authoragrees that the importance of
financialsystemstability for aggregate economic activity has
been increasingly emphasized. This is especially true for a
developing economy, where banking sector acts as a
dominant source of business financing. Thus, it is important
that the intermediary function of banks be carried out at the
lowest possible cost in orderto achieve greater social welfare.
Obviously, lower bank margin will lead to lower social costs
of financial intermediation[25].

Social responsibility applied to the finance and banking
industry is materialized by social responsible investments.
This means that only investments that satisfy the socially
responsible criteria adopted by the financial institution will
beused[31]. Profitability is not the sole criterion or the prime
element in evaluating the performance of Islamic banks,
since they have to match both between the material and the
social objectives that would serve the interests of the
community as a whole and help achieve their role in the
sphere of social mutual guarantee[17].

The service-profit chain concept reinstated the role of
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quality in superior performance for any service organization.
It highlights the following chain of linkages: profitability of
a service firm depends on the loyalty of its customers;
customer satisfaction brings loyalty; satisfaction depends on
the value the customers derive from the firm offerings;
customer loyalty is the result of higher satisfaction with
service leading towards stimulation of financial performance
[30]. CSR reports issued usually go beyond profit
maximization to include the company’s responsibilities to a
broad range ofstakeholders including emp loyees, customers,
community, and the environment[23].

CSR, including increased profits, customer loyalty, trust,
positive brand attitude and combating negative publicity, are
well-documented[27]. CSR can be used to strengthen
corporate reputation and profitability by signaling to the
various stakeholders with whom the organization interacts
that it is committed to meeting its moral obligations and
expectations beyond common regulatory requirements[15].
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Figure (1). The relationship between the research variables

The authorshowin figure (1), the relationship between the
research variables, it summarize the impact that service
quality have on improving customer satisfaction / retention /
loyalty, which in turn affects positively the financial
performance of the bank in terms of profitability / operation /
liquidity, and this will enhance and affect also positively the
ability of the bank towards its commitment to corporate
social responsibility.

6. Data and Research Method

6.1. Research Data

The data are obtained from the Bankscope database. The
sample of the study consists of 8 Egyptian Conventional and
2 Islamic banks covering the period from 2003-2009, it is
used to compare between these two systems regarding their
ability to implement CSR. Total 2 Islamic banks and 8
Conventional banks are included in the sample, as mentioned
in table (1).

The researcher used the only two Islamic banks — Faisal
and Al Baraka — because they are the only two major well
known Islamic banks in Egypt until now, and that is because
it is predicated in the future to increase underthe new Islamic
regime — after the 25 January Egyptian revolution. Also the
number of Conventional banks used in the sample is selected
proportionately based on the number of Islamic banks, for
statistical reasons.

The author use Faisal Islamic bank and Al Baraka bank as
they are the major Islamic Banks in Egypt. According to the
2012 report of Alexandria bank[7], Egypt has the highest
share among the North African countries with Shariah
Compliant assets corresponding to USD 7 billion
representing 4.9% of'its total assets that is equivalent to USD
144 bn., and if it was compared to Algeria and Tunisia as the
Shariah comp liant assets there reached USD 1 bn. and USD
0.8 bn. respectively. Egypt has the largest Islamic bank in
North Africa which is Faisal Islamic bank of Egypt with total
assets USD 5087 mn. and its rank is the 43" among the top
Islamic banks in the world, But it remains a relatively small
institution if it is compared to National Bank of Egypt which
has total assets of USD 46380 mn. Al Baraka Bank in Egypt
came in the second place among North Africa countries
however its rank is 81° among the Islamic banks in the world
with total assets USD 2135 mn[7].

Table (1). List of Islamic & Conventional banks included in this study

Bank Name
Al Baraka Bank Egypt
Faisal Islamic Bank of Egypt
Arab African International Bank
Bank of Alexandria
Banque du Caire
Banque Misr
HSBC Bank Egypt
National Bank of Egypt
National Societe Generale Bank
Suez Canal Bank

Bank Type
Islamic Banks

Conventional Banks

6.2. Research Methodol ogy

The following regression model is used to test the research
first hypothesis which states that there is a positive
relationship between service quality and increasing customer
satisfaction/retention and improving financial performance
on Corporate Social Responsibility expenditure/commitment
of Conventional versus Islamic banks in Egypt.
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This hypothesis assumes there is a positive relationship
between the profitability and operation levels and the
financial position - liquidity levels of Islamic banks
versus Conventional banks.

Y=a+B Xy +B Xo+B3 Xs+Ps Xqte

The regression model is applied to estimate the
relationship between liquidity and five explanatory
variables.

Table (2) identify the regression equation variables, all
definitions were obtained from the Bankscope database and
shown in table (3).

The researcher argues that there are many factors affect
the Corporate Social Responsibility and also there are many
measures used to measure its level in the literature, but in this
study we emphasis on the bank CRR expenditure ability, so
we examine the impact the bank financial position have on
this ability. The study tries to find the relationship between
having a strong financial position and high liquidity level
and the increase in the expenditure ability of the bank for

CSR. The researcher in this study argues that if the bank
financialposition is weak this in turn increase the chance that
bank face liquidity risk, which will affect the bank Corporate
Social Responsibility expenditure ability.

Table (2). Theregression equation variables

Variable Ratios Indicator For
Bank Corporate Social
. . .. Responsibility
Dependent Financial position . .
. Y expenditure ability
variable A .
indicators - expressed in
bank liquidity levels.
Interest
X rofitabilit Servi lity, cust
Independent L y rvice quality, customer
ables X Other operating satisfaction/retention and
vara profitability financial performance
X3 | Other profitability indicators.
X4 Operations
o Constant term
Bi. B2 BsandBy Regression coefficients
€ Residual error

Table (3). Research hypothesis dependent and independent variables

Non-Interest Income / Gross
Revenues

Variables Proxies Definition
This blended yield on loans is primarily influenced by the types of
Interest Income on Loans/ lending the bank oonfiucts prlcmgpol}cy, and the anact‘of impaired
A Gross Lo loans on recognized income, all of which needto be considered when
verage Lross Loans making comparisons among different banks. The ratio will only be
calculated if interest on loans is disclosed separately.
Interest EXpense. on Thisratio reflects the cost of the bank’s deposits (demand deposits are
Customer Deposits / included as inferest -bearine with ate)
Average Customer Deposits included as interest-bearing a zero rate).
This ratio will generally be lowerthan the loan yield because of the lower
. Interest Income / Average y1e1c}ofthe investment poﬁfohq Ayieldhigher than the logn y1e1d.may
Interest Ratios Eamine Asset point to severe loan credit quality problems, or an aggressively priced
aming ASSCts portfolio. If theratio ismuch lower, it may indicate a low levelof loansto
eamingassets or a highly liquid portfolio.
Interest Exper'lse / .Av.er.a.ge This ratio measures the blended costs of all debt funding.
Interest-Bearing Liabilities
This measure, often called the net interest margin (NIM), ofthe level of
Net Interest Income / . - :
. spread-based income needs to be analyzed in the context of yield and
Average Eaming Assets .
expense ratios.
Net mteregt mcome Less By reducingnet interest income by the cost of impaired loans, Fitch
Loan Impaiment Charges /|, atesthe costs of the loan portfolio into its analysis of the NIM.
Profitability Average Eaming Assets incorporatesthe costs of the loan portfolio into its analysis of the
Ratios For many banks, fee-based income has become an increasing part of the

revenue stream. As with asset-based income, the sources needto be
considered as well as the overall income contribution and its volatility.

Non-Interest Expense /
Gross Revenues

This ratio often calls the efficiency or cost/income ratio, shows the extent
to which operating expenses absorb operating revenues. It is most useful
in the comparison of entities with similar business lines. It isoften a
headline ratio, leading to a “lower is better” mentality. This can be
dangerous if the reasons behind the ratio are not fully explored.

Non-interest expenses or overheads plus provisions give ameasure ofthe
cost side ofthe bank’s performance relativeto the assets invested.

o Oﬂ;? Non-Interest Expense /
peratmg Average Assets
Profitability
Ratios Pre-impairment Operating

Profit/Average Equity

Thisratio and the next one needto be evaluated in relationship to their
post-impairment partners. They can be helpful in comparing banks with
different impairment charging policies or levels.

Operating Profit / Average
Equity

This isthe pre-tax “bottom-line” ratio of a bank’s core operations,
expressing sustainable core-business profit beforetax asa return on
capital employed.

Operating Profit / Average
Total Assets

While more useful than ROA based on net income, this ratio is hard to
analyze without first acquiring familiarity with the bank’s business and
asset profile.

Taxes / Pre-tax Profit

This isthe effective tax rate and can be used asa proxy with operating
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profit to derive a sustainable profitability ratio. The appropriate level for

this ratio will vary depending upon thetax rates of the localities in which

it does business. It should be fairly consistent over time barring dramatic
changes in tax rates.

Other
Profitability
Ratios

Net Income / Average Total
Equity

Thisratio is more useful to shareholders than ROA because the ability to
eam a strongretumn on capital is an indicator of dividend capacity and
stock price performance. It is necessary to considerthe effect of leverage
onthisratio and its sustainability.

Net Income / Average Total
Assets

Thisratio is included because of its widespread use rather than its
analytical value. A combination of recurring and non-recurring items,
operating and non-operating sources of revenue and expenses as well as
its ignorance of asset-based and non-asset-based operations leaves it
severely flawed.

Fitch Comprehensive
Income / Average Total
Equity

Comprehensive income is discussed above. By incorporating itemstaken
directly though equity, it become a more complete “bottom-line” ratio
than traditional ROE and ROA. Primary analysis, however, is still
conducted on an operating basis.

Fitch Comprehensive
Income / Average Total
Assets

See above.

Net income / Average Total
Assets Plus Average
Managed Securitized Assets

This final profitability metric brings the level of managed
off-balance-sheet volumes into the mix.

Operations

Net Interest Margin

Thisratio is thenet interest income (interest received minus interest paid)
expressed as a percentage of earning assets (loans plus other earning
assets excluding fixed assets). The higher this ratio, the cheaperthe
funding orthe higher the margin the bank is commanding. Higher
margins and profitability are desirable as long asthe asset quality is being
maintained.

Net Interest income /
Average Assets

Thisratio indicatesthat the item is averaged using the net income
expressed as a percentage of the total balance sheet.

Other Operating Income /
Average Assets

When compared to the above ratio, this indicates to what extent fees and
other income represent a greater percentage of eamings of the bank. As
longas this isnot volatile trading income it can be seen as a lower risk

form of income. The higher this figure is the better.

Non Interest Expense /
Average Assets

Non-interest expenses or overheads plus provisions give ameasureofthe
codt side ofthe bank’s performance relativeto the assets invested.

Pre-Tax Operating Income /
Average Assets

This is a measure of the operating performance ofthe bank before tax and
unusual items. This is a good measure of profitability wnaffected by one
of nontrading activities.

Non Operating Items &
Taxes / Average Assets

This ratio measures costs and tax as a percentage of assets.

Retum On Average Assets
(ROAA)

The ratio of net income to average total assets. This ratio measures the
effectiveness of bank management and how the existingresource has
been utilized to produce the earnings. Ifthe ratio is at its highest levelthe
bank would be effective.

Retumn On Average Equity
(ROAE)

Theratio of net profit to average Tier one capital plus average revaluation
reserve. Thisratio evaluates the return received on the bank shareholders.
Accordingto the banks perspective, if the ratio is at its maximum in
comparison of market value, the bank would consider efficient and
profitable.

Dividend Pay-Out

Thisratio is thenet interest income (interest received minus interest paid)
expressed as a percentage of earning assets (loans plus other earning
assets excluding fixed assets). The higher this ratio, the cheaperthe
funding orthe higher the margin the bank is commanding. Higher
margins and profitability are desirable as long asthe asset quality is being
maintained.

Income Net of Distribution /
Average Equity

Thisratio is effectively the retum on equity after deducting the dividend
fromthe retum and it shows by what percentagethe equity has increased
from intemally generated funds. The higherthe better.

Non Operating Income / Net
Income

Thisratio denotes to the percentage oftotal net income consists of
unusual items.

Cost To Income Ratio

The ratio of overheads to the sum of net interest revenue and other
operating income. This is one of the most focused on ratios currently and
measuresthe overheads or costs of running the bank, the major element
of which is normally salaries, as percentage of income generated before
provisions. It is a measure of efficiency although ifthe lending margins in
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a particular country are very high then the ratio will improve as a result. It
can be distorted by high net income from associates or volatile trading
income.

Recurring Eaming Power

The ratio of pre-provision incometo average total assets. Thisratio isa
measure of after tax profits adding back provisions for bad debts as a
percentage oftotal assets. Effectively thisis a retum on assets
performance measurement without deducting provisions.

Interbank Ratio

This is money lent to other banks divided by money borrowed from other
banks. If this ratio is greaterthan 100 then it indicatesthe bank is net
placer ratherthan a borrower of funds inthe market place, and therefore
more liquid.

Net Loans /Total Assets

This liquidity ratio indicates what percentage of the assets of the bank is
tied up in loans. Thisratio shows the percentage of loansthat are rooted
in assets. The net loansto assets ratio measurethe net loans outstanding
as a percentage oftotal assets. The higherthisratio the less liquid the
bank will be andthe bank istied up in loans. The higherthe ratio, the
more risky a bank isto higher defaults.

Net Loans / Deposits &
Short-term Funding

Fin ancial Position -—

Thisratio is a measure of liquidity in as much as high figures denotes
lower liquidity. Ifthisratio istoo high, the bank could be vulnerable to
any sudden adverse changes in its deposit base. Conversely, if the
loan/deposit ratio istoo low, the bank is holding on to unproductive
capital and earning less than it should.

In Terms of Bank Liquidity

Net Loans /Total Deposit &
Borrowing

This similar ratio has as its denominator deposits and borrowings with the
exception of capital instruments. Banks should compute at month end, a
loan to deposit ratio. Such ratio provides a simplified indication ofthe
extent to which a bank is funding illiquid assets by stable liabilities. This
ratio depicts the percentage oftotal deposits and borrowings that are
entrenched into non-liquid asset. The higher this ratio, the higher is the
chancethat bank face liquidity risk.

Liquid Assets / Deposits &
Short-term Funding

This is a deposit run off ratio and looks at the percentage of deposit and
short term funds that are available to meet the sudden withdrawals. The
higher this ratio, the more liquid is bank and less vulnerableto a classic
run onthe bank. Liquid assets include cash and due from other banks plus
deposits with other banks plus due from central banks plus trading
securities.

Liquid Assets /Total
Deposits & Borrowing

Thisratio is similar to the mentioned above but looks at the amount of
liquid assets availableto depositors as well as borrowers.

7. Results and Discussion

The ratio analysis on the historical data from the period
2003-2009 of the CBs and IBs of Egypt is done using SPSS.
Before hypothesis testing, the testing of some classical
assumptions will be made by testing its normality,
heteroscedasticity and multicollinearity. A method of
analysis used in this study is multiple regression analysis.
Multiple regression equation is used to test the first
hypothesis and descriptive analysis to verify the second one.
The methodology addresses the relationship between the
liquidity (dependent variable) of the conventional banks
(represented in the National Bank of Egypt) versus the
liquidity of the Islamic banks (represented in Faisal Islamic
Bank) and the four affecting liquidity independent variables
(interest profitability, other operating profitability, other
profitability and operation levels).

The researcheruses these two banks as a representative for
the other banks, as they are the oldest major two banks in
Egypt for Conventional and Islamic banking sector, and their
statistical results can be correctly generalized on other banks
in their sectors in Egypt.

Tables (4) and (5) reveal the correlation matrix for all
explanatory variables. The results of Pearson correlation

coefficients show that the problem of multicollinearity
among all the explanatory variables is absent. As for the
conventional and Islamic bank, the Pearson correlation
coefficient shows the positive relationship between the four
independent variables and liquidity.

Tables (6) and (7) represent the linear regression results of
model I and II respectively. For conventional and Islamic
banks, there is a positive relationship between profitability
and operation levels and liquidity. In model I - conventional
banks and model II - Islamic banks, the values of R-square
are 51.2% and 94% respectively which signifies the change
incur in liquidity due to changes in profitability and
operation levels. The Durbin-Watson test of model I and II
1.892 and 2.828 respectively indicates that there was no
serial correlation between independent variables and
liquidity.

The regression model arising from the above data is of
the form;

Y =893.431+0.935 X; +1.900 X, +0.380X; +0.369 X,
+e

The model means that there is a positive relationship
between liquidity, profitability and operation efficiency. The
estimated coefficients of interest profitability and other
operating profitability (0.935 and 1.900 respectively)
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indicated that the profitability levels contributes positively to
liquidity, and the estimated coefficients of other profitability
and operation levels (0.380 and 0.369) indicated that they
contributes positively also to liquidity but marginally. The
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t-test indicates that the liquidity that depends on all the
explanatory variables is significant.
ANOVA F,4, statistic of 1.769 is significant with a

P-value > 0.05.

Table (4). The correlation matrix between variables - National Bank of Egypt - Conventional Banks

Interest Other operatin Other . e e
profitability proﬁtap;ility i profitability | OPerations | Liquidity
Interest Pearson correlation 1 0.094 0304 0.174 0.649
profitability Sig. (2-tailed) 0.440 0.010 0.150 0.000
Other operating Pearson correlation 1 0400 0.112 0.502"
profitability Sig. (2-tailed) 0.001 0357 0.001
Other Pearson correlation | 0341 0.671
profitability Sig. (2-tailed) 0.004 0.000
Operations Pear.son corr.elation 1 0515
Sig. (2-tailed) 0.000
A Pearson correlation
Liquidity Sig. (2-tailed) !
* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)
Table (5). The correlation matrix between variables - Faisal Islamic Bank of Egypt - Islamic Banks
Interest Other operatin; Other . R
profitabili ty proﬁt&ll):)ility i profitability Operations Liquidity
Interest Pearson correlation | 0497 0.558 0.121 0.717
profitability Sig. (2-tailed) 0257 0.193 0.797 0.004
Other operating Pearson correlation | 07227 0.174 0.574
profitabili ty Sig. (2-tailed) 0.000 0.149 0.000
Other Pearson correlation 1 0016 0.530
profitability Sig. (2-tailed) 0.898 0.002
Operations Pear'son corrfelation | 0.601
Sig. (2-tailed) 0.000
. Pearson correlation
Liquidity Sig. (2-tailed) !
* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)
Table (6). Regression model I results - National Bank of Egypt as a representative for the Conventional Banks
Model Un-standardized Coefficients Standardized Coefficients ¢ Sig.
B Std. Ermror Beta
(Congtant) 893431 178.149 5015 0.000
Interest profitability 0935 6.063 0.19 0.154 0.000
Other operating profitability 1.900 0.789 0.309 2408 0.001
Other profitability 0380 1.052 0.051 0361 0.000
Operation 0369 0489 0.095 0.754 0.003
Dependent Variable: Liquidity
R-squared 0512
Adjusted R-squared 0301
Durbin-Watson 1.892
F-statistics 1.796  Sig. 0.000
Table (7). Regression model Il results — Faisal Islamic of Egypt - Islamic Banks
Model Un-standardized Coefficients Standardized Coefficients ¢ Sig.
B Std. Ermror Beta
(Constant) 247945 17.044 14.548 0.005
Interest profitability 0.979 0772 0268 1267 0.000
Other operating profitability 0434 0206 0.664 2.107 0.000
Other profitability 2.522 1.758 0467 1434 0.001
Operation 0.004 0.013 0.049 027 0.001
Dependent Variable: Liquidity
R-squared 0.940
Adjusted R-squared 0.821
Durbin-Watson 2.828
F-statistics 7.880  Sig. 0.000
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Table (8). Descriptive Satistics of Conventional Banks versus Islamic Banks

Conventional Banks

Islamic Banks

Variables / Ratios Standard Standard .Mean P- value
Mean L Mean o Difference
Deviation Deviation
Profitability Ratios
Interest Ratios
Interest Income on Loans/ Average Gross Loans 3.851 5.128 3.200 3479 0.651 0.038
Interest Expense on Customer Deposits / Average | 59 1470 0.000 0.000 0.389 0.039
Customer Deposits
Interest Income / Average Eaming Assets 7612 1212 6.628 2.696 0983 0.002
Interest Expense / Average Interest-bearing 5469 1008 489 2253 0576 0.005
Liabilities
Net Interest Income/ Average Eaming Assets 2.046 1.180 1.707 0.792 0.333 0.063
Net Interest Income Less Loan Impairment
Charges / Average EamingAl;sets 0.850 1.179 0228 0518 0.621 0.000
Average of means of Profitability Interest Ratios 3369 2.775 Conventional banking is dominating.
Other Operating Profitability Ratios
Non-Interest Income / Gross Revenues 51.330 23.606 37.564 19.355 13.766 0.340
Non-Interest Expense / Gross Revenues 45.283 15.966 56.621 21.295 -11.337 0.074
Non-Interest Expense / Average Assets 1.766 1.578 1435 0.831 0.330 0.673
Pre-impairment operating Profit / Average Equity 36.430 28.410 20.142 11.240 16.287 0.239
Operating Profit / Average Equity 18.823 21.718 7.550 8.549 11.273 0.034
Operating Profit / Average Total Assets 1.301 1431 0.335 0334 0.966 0.000
Taxes / Pre-tax Profit 22.717 27.784 26.821 43.065 -4.103 0.033
Average of means of ggltir)s()peratmg Profitability 25.378 21.495 Conventional banking is dominating.
Other Profitability Ratios
Net Income / Average Total Equity 17.610 21.274 7235 8372 10.375 0.028
Net Income / Average Total Assets 1.183 1359 0314 0327 0.869 0.000
Fitch Comprehensive In.oome / Average Total 17733 21.199 7564 3580 10.169 0034
Equity
Fitch Comprehensive Income / Average Total 1187 1353 0328 0340 0858 0.000
Assets
Net Income/ Average Total Assets plus Average
Managed Securitized Assets 0.000 0.000 0.000 0.000 0.000 0.000
Average of means of Other Profitability Ratios 7.542 3.088 Conventional banking is dominating.
Operations
Net Interest Margin 2.033 1.188 1.697 0.795 0335 0.075
Net Interest Revenue / Average Assets 1.858 1.114 1248 0.706 0.309 0.036
Other Operating Income / Average Assets 2.128 2.060 0.899 0.503 1.229 0.123
Non Interest Expense / Average Assets 2797 1.732 2.057 1.091 0.740 0.593
Pre-Tax Operating Income / Average Assets 1.028 1401 0.010 0.021 1.018 0.000
Non Operating Items & Taxes / Average Assets 0.086 0.389 0.108 0352 -0.022 0.725
Return On Average Assets (ROAA) 1.183 1.356 0.306 0319 0.877 0.000
Retum On Average Equity (ROAE) 17.668 21.369 7212 8.385 10.456 0.025
Dividend Pay-Out 20.890 28.060 6.648 16.906 14.241 0.006
Income Net Of Distribution / Average Equity 6.010 8.681 1.248 3.177 4.781 0.007
Non Operating Items / Net Income 23.739 74.531 1.045 3911 22.694 0.044
Cost To Income Ratio 45.277 15.965 56.600 21.301 -11.323 0.073
Recurring Eaming Power 2.188 1.538 1.002 0.521 1.186 0.053
Average of means of operations ratios 9.760 6.16 Conventional banking is dominating.
Liquidity
Inter-bank Ratio 3.056 286.144 3.837 379.829 -78.103 0.023
Net Loans /Total Assets 37.805 10.469 59.163 13.753 -21.358 0.021
Net Loans / Deposits & Short-term Funding 42.939 12.352 64.576 14.443 -21.637 0.118
Net Loans /Total Deposit & Borrowing 38.934 17.809 55.416 27.415 -16482 0.091
Liquid Assets / Deposits & Short-term Funding 38.822 12.676 20.072 15.201 18.750 0.392
Liquid Assets /Total Deposits & Borrowing 32.208 15.514 17.110 16.472 15.098 0.896
Average of means of liquidity ratios 32.294 36.695 Islamic banking is dominating.
Average of all variables 15.033 13.049 | M total Conventional bankingare better than

Islamic banks.
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The regression model arising from the above data is of
the form;

Y =247.945+0.979 X; +0.434 X, +2.522X; +0.004 X,
+&

The model means that there is a positive relationship
between liquidity, profitability and operation efficiency. The
estimated coefficients of interest profitability and other
profitability (0.979 and 2.522 respectively) indicated that the
profitability levels contributes positively to liquidity, and the
estimated coefficients of other operating profitability and
operation levels (0.434 and 0.004) indicated that they
contributes positively also to liquidity but marginally. The
t-test indicates that the liquidity that depends on all the
explanatory variables is significant.

ANOVA F,, statistic of 7.880 is significant with a
P-value > 0.05.

According to Pearson coefficient values that reveal the
existence of a positive correlation between variables tested,
our first hypothesis will be accepted, leading to the
conclusion that the increase in profitability and operation
levels (the improvement in service quality and customer
satisfaction / retention / loyalty), the higher the liquidity of
the bank (improvement of financial performance) and its
commitment and expenditure ability toward Corporate
Social Responsibility.

Considering the research sample comparison between 8
conventional and 2 major Islamic banking in Egypt, in terms
of Corporate Social Responsibly, Descriptive statistics
analysis is used to test the second hypothesis which states
that the financial performance and liquidity position of
Conventional banks are better than those of Islamic banks,
which positively influence their Corporate Social
Responsibility expenditure ability / commitment.

The profitability, operation levels and liquidity of both
banking systems are compared to identity which have the
greater ability and better financial performance for corporate
social responsibility commitment / expenditure.

Descriptive statistics for the second hypothesis variables
are reported in table (8) which shows the values for mean and
standard deviation for the variables. The calculated results
revealed that the profitability and operation levels of the
conventional banks of more than Islamic banks. The average
interest profitability mean of Conventional banks (3.369) is
better when compared to Islamic banks (2.775). The average
of mean for operations is much higher for the Conventional
Banks (9.760) compared to the Islamic ones (6.16). The
analysis indicates that Conventional Banks are better in
managing their operations.

For the liquidity performance, the average of mean for the
Conventional Banks (32.294) is lower compared to the
Islamic ones (36.695). The analysis indicates that Islamic
Banks are better in managing their liquidity. It provides clear
evidence that Islamic banks are in growing stage and trying
to get more benefits from commitment of the funds.

As atotal, the average calculated for the average of means
for the four variables (interest profitability, other operating
profitability, other profitability, and liquidity) shows that

Conventional Banks (15.033) are performed better regarding
these variables compared to Islamic Banks (13.049), which
indicates that the Conventional Banks are more effective in
managing their corporate social responsibility compared to
the Islamic Banks.

The second hypothesis test result proved that the
conventional banks financial performance has a positive
influence on corporate social responsibility expenditures
ability/commit ment.

8. Conclusions

The study reveals that service quality is most significant
predictor of banking service customer satisfaction. This
suggests that management should ensure that the banking
environment should concentrate on fair and prompt service
to their customers. Service quality is positively related to
customer satisfaction which in turn enhances better financial
performance. Also the results reveal that customer
satisfaction is most significant predictor of banking service
quality. This suggests that management should ensure that
the banking environment should concentrate on fair and
prompt service to their customers. CSR positively influences
customer satisfaction toward banking service quality. Based
on the results of hypotheses testing and the analysis which
has been carried out it is concluded that there is a positive
relationship between CSR and financial performance and the
descriptive and inferential measures shows that corporate
social expenditure depends upon the financial performance
of the bank. This positive and direct link found between
customer service quality and profitability and liquid ity reveal
that financial performance is a key motivator for banks to
CSR

Financial performance of conventional versus Islamic
banks is better, which is positively related to CSR. Good
financial performance makes available the funds with which
banks can invest in ways that improve their environmental
and social performance.

The author argues that Islamic banks cannot depend only
on financial performance to survive in this ever-changing
scenario of global competition, but owes a social
responsibility to the various stakeholders in which they exist.
Managers need to be convinced that social-welfare and profit
maximization objectives need not be conflicting goals.
Instead, commitment towards various social-welfare
initiatives and programs could be used as a strategic
marketing toolto enhance reputation and secure stakeholders
allegiance, which is beneficial and profitable for the business
in the long run.
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