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Abstract:The purpose of the present research is to study the relationship between corporate social 
responsibility and the financial performance of companies manufacturing pharmaceutical products. 
The research is applied-analytical. The population and sample of the research consist of active 
companies in pharmaceutical products as well as public joint-stock companies of East Azerbaijan and 
Tehran. In the present research, the variable of corporate social responsibility includes working 
conditions, environment, business behavior, society and local community, and corporate governance. 
A researcher-made questionnaire was used to collect data regarding corporate social responsibility and 
its five dimensions and companies’ financial statements were used to collect data for the financial 
performance variable. The two moderator variables of the research are firm size and firm risk. Return 
on assets ratio has been used for measuring firm financial performance. Spearman’s correlation 
coefficient has been applied for data analysis. The results of the research showed that there is no 
positive relationship between corporate social responsibility and any of its five dimensions and firm 
financial performance. Moreover, there is a positive relationship between firm size and firm risk and 
firm financial performance. 
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INTRODUCTION 
 
There are many views regarding the legitimacy and value of adoption of corporate social responsibility by 

firms. Some experts believe that social problems must be solved by the state. They are of the opinion that 
organizational resources are not sufficient for solving social problems and that one must not waste 
organizational resources for that purpose. Another group of experts argue that although states are responsible for 
solving social problems, the contribution of firms can be of great help. They believe that these days the 
economic power has been transferred from the state to firms and that is why firms’ contribution in solving social 
problems is imperative (Tsoutsoura 2004:4 & 5). On the other hand, adoption of the codes of corporate social 
responsibility is a costly issue for firms. These costs may include buying new facilities that are less harmful for 
the environment, changing the management structure, or creating a stricter quality control. The advantages of 
adoption of corporate social responsibility for firms are: promoting brand awareness and reputation, the ability 
to attract more investment resources due to high commercial credit, reduction of risks due to incidents, 
improvement of working conditions and as a result promotion of profitability, and the increased ability to attract 
and maintain the employees which decreases employee turnover, absenteeism, and training costs (idem, 5-7). 
Most experts hold that the costs of corporate social responsibility are short-term and its advantages are often 
long-term. Corporate social responsibility is in fact a type of investment for the future hoping to gain a stable, 
long-term competitive advantage. Senior managers with a short-term outlook cannot tolerate the short-term 
costs of social responsibility; they simply ignore this issue arguing that social problems can only be solved by 
the state. In contrast, managers with a long-term outlook are ready to pay the costs for solving social problems, 
environmental pollution, improvement of working conditions, observation of human rights, participation in 
public works, etc. so that they can benefit from social advancement in the long run and on the other hand, to 
obtain credit and reputation in the society and among their customers and stakeholders. The present research 
aims to study the relationship between corporate social responsibility and firm financial performance in 
pharmaceutical companies. First, the present research deals with a review and investigation of the theoretical 
bases of the research and the viewpoints of different organization and management scholars. Then, a selection of 
foreign and domestic records related to the subject of the research is made a note of. At the end, the theoretical 
framework of the research is provided.  
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Corporate Social Responsibility: 
The definition provided for corporate social responsibility by the Institute of Business is, “achieving 

commercial success in ways that honor ethical values and respect people, communities, and the natural 
environment” (Tsoutsoura 2004:3). McWilliams and Siegel (2001) defined corporate social responsibility as, 
“actions that appear to further some social good, beyond the interest of the firm and that which is required by 
law.” In another definition, Frooman (1997) defined corporate social responsibility “An action by a firm, which 
the firm chooses to take, that substantially affects an identifiable social stakeholder’s welfare.”       

The concept of corporate social responsibility was first introduced in an influential book by Howard Bowen 
(1953) called “Social Responsibility of the Businessman”. In this book, Bowen stated that the social 
responsibility of a businessperson is commitment to the policies, decisions, and actions which are in line with 
social goals and values (Weihrich & Koontz 1993:66). Corporate social responsibility and ethical values were 
also taken into consideration by the pioneers of strategic management. In his book, Corporate Strategy, Igor 
Ansoff (1965) makes an allusion to the effect of non-economic objectives on the economic objectives of a firm. 
What he means by non-economic objectives are issues such as humanitarianism, personal ethical rules, social 
responsibility, social status, and credit (Mele & Guillen 2006:3). Broomhill (2007) believes that the concept of 
CSR in the literature can mainly be categorized into three approaches. These approaches are: 
1. Neo-Liberal Approach: What Milton Friedman said in “New York Times” magazine in September 13th, 

1970: There is one and only one social responsibility of business; to use its resources and engage in 
activities designed to increase its profits so long as it stays within the rules of the game, which is to say, 
engages in open and free competition without deception or fraud”. 

2. Neo-Keynesian Approach: In the definition provided for CSR by the advocates of the Neo-Keynesian 
approach, more attention is paid to the voluntary aspect of following the principles of corporate social 
responsibility. 

3. Radical Economic-Political Approach: The advocates of this view pose more serious criticisms for the 
discussion of CSR.  
Robbins and Coulter (2006) believe that there are two major approaches regarding corporate social 

responsibility:  
 The Classical Approach: According to this approach, the only social responsibility of the management is 

maximizing profit.  
 The Socioeconomic Approach: In this approach, corporate social responsibility is something beyond 

maximizing profit and encompasses protection and enhancement of social welfare.  
In a research carried out among 439 senior managers, 68% of the respondents agreed with the definition 

that, “corporate social responsibility is a serious attention given to the effects of firm operations on the society” 
(Weihrich & Koontz 1993:66). According to the criteria of Vigeo Corporate Social Responsibility Ratings 
Agency, corporate social responsibility involves the following five dimensions (Van de Velde 2005:134): 
working conditions, environment, business behavior, society and local community, and corporate governance.   

Financial Performance: Tsoutsoura (2004) used “return on assets” as a measure for financial performance. 
This measures the level of net profit with respect to the utilized assets. The “net profit to total assets ratio” is 
used to calculate this measure (Tehrani 1995:44). Robbins and Coulter (2006) believe that the measures used for 
calculating the financial performance of a firm are objective and can only measure short-term financial 
performance. This limitation is to a great extent reasonable and holds in the present research as well. 

In a study carried out by Mahoney and Roberts (2007), a significant positive relationship has been reported 
between corporate environmental performance and financial performance. In addition, the results of this 
research suggest the existence of a significant positive relationship between social performance and corporate 
ownership of firms. Waddock and Graves (1997) used the two measures of “return on assets” and “return on 
equity”. In this research, the three control variables are firm size, firm risk, and industry.  

In a research carried out in Australia by Brine et al., (2007), no significant relationship was found between 
corporate social responsibility and firm financial performance. CSR has been considered as a two-valued 
variable. 

Lammertjan (2006) classified the experimental studies carried out into three categories in terms of the 
measures used for financial performance:  
1. Studies for measuring firm performance which confirm the existence of a significant positive relationship 

between corporate social responsibility and firm performance; 
2. Studies for measuring firm performance in which “return on assets” has been used, none of which have 

reported a significant negative relationship between these two variables; 
3. Studies for measuring firm performance in which measures of the stock market are used which are in turn 

divided into comparative studies and case studies. Among the comparative studies, the results are 
considerably different and most of them have reported the existence of a complex or ineffective 
relationship. Case studies have provided a better image in this regard, for they have compared the earnings 
of firms with the firm itself.  
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Van de Velde et al., (2005) came to the conclusion that there is a positive relationship between CSR and 
firm financial performance. In this study, the data from Vigeo Corporate Social Responsibility Ratings Agency 
has been applied for measuring the variable of corporate social responsibility. The Fama and French’s model has 
been used for measuring firm financial performance. 

In a research conducted by Tsoutsoura (2004) in the USA, the existence of a positive relationship between 
corporate social responsibility and firm financial performance has been confirmed. He has taken corporate social 
responsibility as a two-valued variable. In this research, return on assets, return on equity, and return on sales 
have been used for measuring firm financial performance. 

Margolis and Walch (2001), in a review of 95 experimental studies, came to the conclusion that in some 
cases corporate social responsibility has been considered as an independent variable; in 42 studies (53%) this 
variable has a positive relationship with financial performance, in 19 studies (24%) the relationship is neutral, 
and in 4 studies (5%) the relationship is negative. Generally, the experimental studies that consider the 
relationship between corporate social responsibility and firm financial performance have come to different 
conclusions. 

 
Methodology: 

The present research is applied-developmental in terms of its nature and analytical-correlative in terms of 
method. The statistical population of the research includes all the operating pharmaceutical companies accepted 
in the stock exchange (public joint-stock) in 2005 in East Azerbaijan and Tehran Provinces. Considering the fact 
that all the firms of the studied population have been analyzed, there is no need for calculating sample size or 
sampling. Examining the organizational diagrams of the firms in the sample, it can be observed that there are 
about seven managements (departments) in these firms including: human resources, finance and accounting 
issues, exports and sales, marketing, strategic studies and planning, and research, development, and commerce 
(or international commerce). Five questionnaires are given to each firm and the respondents are the senior 
managers of the foresaid departments.  Generally, there are 20 firms and 100 respondents in the sample. In the 
present research, the secondary data are collected through library sources and the financial documents of the 
companies (for the variable of firm performance and the moderator variable). The standard Awareness Raising 
Questionnaire of the Initiative for the European Commission Directorate – General for Enterprise – has been 
used for collecting the primary data and measuring the independent variable of corporate social responsibility 
and its five dimensions. Cronbach’s alpha coefficient is equal to 0.938; thus, the questionnaire has been verified 
with a high score.  

Return on assets has been used to measure the dependent variable of firm financial performance. This 
measure is calculated using net profit to total assets ratio. The data required for calculating this measure are 
extracted from the financial statements of the companies. The two moderator variables of the research are firm 
risk and firm size. Firm risk variable has been measured using debts to total assets ratio and Firm size has been 
measured using the total number of employees.  
 
Findings: 

For data analysis after data collection, first the data including core indices and distribution are described 
using descriptive statistical methods. The data related to each of the variables of working conditions, 
environment, business behavior, society and local community, corporate governance, and the sum of these five 
variables which is equal to the CSR score for each of these firms, financial performance, firm size, and firm risk 
are described. The scale of variables has been identified for the analysis of inferential statistics and for choosing 
the appropriate statistical method for testing research questions and hypotheses. Proper descriptive statistics are 
chosen, the distribution of the interval variables of the research has been identified, and then the appropriate 
inferential statistic has been chosen. 

  
Table 1: Descriptive statistics of CSR and its dimensions 

Variable Mean Median Mode Standard Deviation Skewness Kurtosis 
Corporate Social Responsibility 419.15 421.5 417 83.579 -0.514 -1.005 
Working Conditions 15.24 16 16 4.161 -0.316 -0.929 
Environment 22.81 24 28 5.575 -0.181 -1.034 
Business Behavior 19.98 21 24 4.608 -0.27 0.805 
Society and Local Community 15.88 16 12 4.755 0.119 -1.051 
Firm Governance 9.93 10 14 3.013 -0.115 -1.119 

 

Table 3 presents the mean score of the subjects with respect to each of the CSR dimensions. The 
pharmaceutical material and product companies (joint-stock) were in a more favorable condition in terms of the 
environment variable with a mean of 114.05 as compared with other CSR dimensions; then, business behavior 
with a mean of 99.90, society and local community with a mean of 79.40, working conditions with a mean of 
76.15, and corporate governance with a mean of 49.65 come next respectively. 
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Table 2: The score of each of the samples in the five dimensions of CSR 
Rank Firm Location WC E BB SLC CG CSR 
1 Hakim Pharmacy Tehran 81 137 117 105 59 499 
2 Abu Rayhan Tehran 93 132 124 106 58 513 
3 KimiDaroo Tehran 84 110 97 82 45 418 
4 DarooPakhsh Production of Raw Materials Tehran 92 1

36 
11 109 57 505 

5 SinaDaroo Tehran 72 119 110 77 65 443 
6 Razak Pharmacy Tehran 78 115 97 79 48 417 
7 TehranDaroo Tehran 62 104 102 70 49 387 
8 TehranShimi Tehran 74 103 96 68 54 395 
9 DarooPakhsh Factories Tehran 67 122 101 73 54 417 
10 Osve Pharmacy Tehran 63 112 113 82 55 425 
11 Jabir ibn Hayyan Pharmacy Tehran 53 97 81 62 42 335 
12 RoozDaroo Tehran 96 124 113 81 53 467 
13 DarooPakhsh Pharmaceutical Chemistry Tehran 95 136 111 91 51 484 
14 Dr. Obaydi Pharmacy Tehran 51 76 64 62 32 285 
15  Kosar Pharmacy Tehran 55 81 72 55 34 297 
16 Loghman Pharmaceutical and Hygiene Products Tehran 57 80 77 49 33 296 
17 ParsDaroo Tehran 100 138 121 92 52 503 
18 Iran Injectable Products Tehran 95 141 110 88 60 494 
19 IranDaroo Tehran 54 71 67 50 31 273 
20 Zahravi Pharmacy East Azerbaijan 101 147 114 107 61 530 

 
Table 3: Mean score of samples with respect to each dimension 

CSR Dimension WC E BB SLC CG 
Mean 76.15 114.05 99.90 79.40 49.65 
Total 20 20 20 20 20 

 
Table 4: Descriptive statistics of firm financial performance, size, and risk 

Variable Mean Median Standard Deviation Skewness Kurtosis Maximum Minimum 
Return on Assets 0.1864 0.18 0.094 0.107 -1.266 0.35 0.05 

Firm Size (Number of Employees) 315.5 278.5 185.937 3.258 12.302 10.29 157 
Firm Risk 0.6416 0.6462 0.171 -0.068 -1.271 0.92 0.39 

  
Table 5: Return on assets, total number of employees, and the level of risk of each company 

Firm Return on Assets Firm Size Risk 
Hakim Pharmacy 0.09 339 0.92 
Abu Rayhan 0.12 348 0.65 
KimiDaroo 0.30 300 0.44 
DarooPakhsh Production of Raw Materials 0.35 292 0.84 
SinaDaroo 0.28 349 0.44 
Razak Pharmacy 0.17 316 0.74 
TehranDaroo 0.05 195 0.86 
TehranShimi 0.06 200 0.86 
DarooPakhsh Factories 0.14 1029 0.71 
Osve Pharmacy 0.32 355 0.41 
Jabir ibn Hayyan Pharmacy 0.27 508 0.49 
RoozDaroo 0.28 249 0.39 
DarooPakhsh Pharmaceutical Chemistry 0.13 157 0.67 
Dr. Obaydi Pharmacy 0.20 193 0.39 
Kosar Pharmacy 0.17 274 0.54 
Loghman Pharmaceutical and Hygiene Products 0.08 230 0.79 
ParsDaroo 0.07 237 0.79 
Iran Injectable Products 0.18 283 0.63 
IranDaroo 0.24 199 0.64 
Zahravi Pharmacy 0.24 257 0.62 

 

The firms in the sample, with a mean of 0.6416, have a high level of risk. In other words, on average, these 
firms have gained 64% of their assets from debts. Table 5 presents return on assets, total number of employees, 
and the risk level for each of the firms in the sample. 

 
Hypothesis Testing: 

Considering the scale of variables and their distribution and since there is no evidence showing that the data 
distribution in the present research is normal, Spearman’s correlation coefficient test is applied. 
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Table 6: Variables, variable scales, and tests applied in the research 

Hypothesis Variables Variable Scale Test 
1 CSR – Firm Financial Performance Interval-Ratio Spearman’s Correlation Coefficient 
2 WC – Firm Financial Performance  Interval-Ratio Spearman’s Correlation Coefficient 
3 E – Firm Financial Performance Interval-Ratio Spearman’s Correlation Coefficient 
4 BB – Firm Financial Performance Interval-Ratio Spearman’s Correlation Coefficient 
5 SLC – Firm Financial Performance Interval-Ratio Spearman’s Correlation Coefficient 
6 CG – Firm Financial Performance Interval-Ratio Spearman’s Correlation Coefficient 
7 Firm Size – Firm Financial Performance Ratio-Ratio Spearman’s Correlation Coefficient 
8 Risk – Firm Financial Performance Ratio-Ratio Spearman’s Correlation Coefficient 

 

The results of Spearman’s correlation coefficient test is presented in table 7.  
 

Table 7: The results of Spearman’s correlation coefficient test for hypothesis testing 
Hypothesis Variable Financial Performance 

1 Corporate Social Responsibility Spearman’s Correlation Coefficient 0.109 
One-Way Significance Level 0.324 
N 20 

2 Working Conditions Spearman’s Correlation Coefficient -0.005 
One-Way Significance Level 0.492 
N 20 

3 Environment Spearman’s Correlation Coefficient 0.007 
One-Way Significance Level 0.489 
N 20 

4 Business Behavior Spearman’s Correlation Coefficient -0.23 
One-Way Significance Level 0.461 
N 20 

5 Society and Local Community Spearman’s Correlation Coefficient 0.161 
One-Way Significance Level 0.249 
N 20 

6 Corporate Governance Spearman’s Correlation Coefficient 0.125 
One-Way Significance Level 0.300 
N 20 

7 Firm Size Spearman’s Correlation Coefficient 0.388 
One-Way Significance Level 0.045 
N 20 

8 Firm Risk Spearman’s Correlation Coefficient -0.696 
One-Way Significance Level 0.000 
N 20 

 

Discussion: 
As for the first hypothesis, H0 is accepted since one-sided significance level (0.324) is greater than 0.05. In 

other words, one can say with 95% confidence that there is no significant relationship between corporate social 
responsibility and firm financial performance or promoting corporate social responsibility has no relationship 
with improvement in firm financial performance and vice versa. The lack of a positive relationship between 
CSR and firm financial performance does not imply that firms must ignore the principles of corporate social 
responsibility. This finding could be due to the application of short-term measures or maybe it was better to 
consider the views of the stakeholders of companies instead of the senior managers for measuring the level of 
corporate social responsibility and its dimensions. In any case, as Robbins and Coulter stated, there is little 
evidence indicating that corporate social responsibility disturbs the financial performance of a firm. In addition, 
the existence of a negative relationship or the lack of a relationship between corporate social responsibility and 
firm financial performance is not a strange and unrealistic result. For as was mentioned in the problem statement 
section, corporate social responsibility is a very unfamiliar and exotic concept among the senior managers of 
Iranian firms and these firms are often not willing to adopt the principles of corporate social responsibility due 
to their public ownership and the absence of a feeling to leave a positive impression on the customers.  

As for the second hypothesis, the one-sided level of significance (0.492) is greater than 0.05; thus H0 is 
accepted. In other words, one can say with 95% confidence that there is no relationship between working 
conditions and firm financial performance. In other words, improvement of working conditions and firm 
financial performance are not related and vice versa.  

Regarding the third hypothesis, the one-sided significance level (0.489) is greater than 0.05 and thus H0 is 
accepted. In other words, it can be said with 95% confidence that there is no relationship between environment 
and firm financial performance. The studied firms were in a better condition with respect to the dimension of 
environment in comparison with other CSR dimension. That is, these firms display serious concern about 
reducing the detrimental effect of their operations on the environment. A possible reason for this concern may 



Aust. J. Basic & Appl. Sci., 5(12): 668-674, 2011 

673 

be the definition and administration of ISO14000 standard which is well established among Iranian 
organizations and senior managers.   

Regarding the fourth hypothesis, the one-sided significance level (0.461) is greater than 0.05 and thus H0 is 
accepted. In other words, one can say with 95% confidence that there is no relationship between business 
behavior and firm financial performance or that improvement of business behavior does not affect the financial 
performance of firms. The sample firms in the present research are in a good condition in terms of business 
behavior; that is, these firms pay proper attention to issues such as timely payment of the dues of raw material 
suppliers, customer satisfaction, after-sales service, and considering the views, objections, complaints, and 
suggestions of the customers as well as the suppliers of raw materials.    

As for the fifth hypothesis, the one-way significance level (0.249) is greater than 0.05 and the H0 is 
accepted. In other words, one can say with 95% confidence that there is no relationship between the dimension 
of society and local community and firm financial performance. That is, adopting policies and guidelines for 
improvement on society and local community does not affect the financial performance of these firms and vice 
versa.  

As for the sixth hypothesis, the one-sided significance level (0.300) is greater than 0.05 and thus H0 is 
accepted. In In other words, one can say with 95% confidence that there is no relationship between corporate 
governance and firm financial performance. That is, observing the principle of transparency and honesty toward 
the stakeholders does not affect the financial performance of these firms and vice versa. The findings of the 
research show that the studied firms are in an unfavorable condition with respect to corporate governance and do 
not take proper measures in providing non-financial statements for the stakeholders. Providing non-financial 
statements is of such a great importance that some similar research studies only rely upon these statements for 
measuring corporate social responsibility.  

Regarding the seventh hypothesis, the one-way significance level (0.045) is less than 0.05 and thus H0 is 
rejected. In In other words, it can be said with 95% confidence that there is a positive relationship between firm 
size and firm financial performance. That is, largeness of a firm affects the improvement of its financial 
performance.  

Regarding the eighth hypothesis, the one-sided significance level (0.000) is less than 0.01 and thus H0 is 
rejected. In In other words, one can say with 99% confidence that there is a significant relationship between firm 
risk and firm financial performance. 

To determine the simultaneous effect of the independent variables of corporate social responsibility, firm 
size, and firm risk on the dependent variable of firm financial performance, a multivariate regression model is 
defined as described in formula 1. In Table 12, the estimated coefficients of the regression model are presented. 

 
Formula 1: FP  α0  β1. CSR  β2 . Size  β3. Risk 
 

Table 8: The estimated coefficients of the regression model 
Variables  Coefficient Asymptotic Significance Level 
Intercept 0.178 0.122 
Corporate Social Responsibility 0.000 0.355 
Firm Size 0.000 0.030 
Firm Risk -0.289 0.009 

 

Since the significance level for the corporate social responsibility variable is 0.355 as presented in table 8 
and since this level is greater than the critical value (0.05), it can be said that there is no significant relationship 
between CSR and firm financial performance. Considering the fact that the significance level for the firm size 
variable is 0.03, there is thus a significant positive relationship between firm size and firm financial 
performance. Further, considering the significance level obtained for the independent variable of firm risk which 
is less than 0.05, one can say that there is a significant negative relationship between firm risk and firm financial 
performance.   

Using the workforce instead of capital, the results of this study showed that firm size and firm risk can 
better explain firm financial performance than corporate social responsibility. Thus, based on the finding of the 
present research, it is recommended that firms develop their size by increasing the total number of employees, 
not by increasing the capital. The argument that can be presented for this recommendation is that a greater 
utilization of the workforce will only increase the unit costs, while a greater use of capital will increase the fixed 
costs as a result of the increased cost of goods and will reduce profitability.    
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