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ABSTRACT

The global demand for air transport is increasingpite of some of the
detrimental effects of airline operations on vasiaspects of society. There is a
growing interest in socially responsible investnsemmt and by various industries.
Consequently, the implementation of Corporate So&tasponsibility (CSR)
programs that will ensure environmental and so@elgress as well as the
reputation and performance of firms is significagpecially in the airline industry.
Within the business model, addressing environmeatal social concerns is no
longer seen merely as a response to regulatorgalnt/-makers. Rather it is a
proactive financial decision. The dilemma facedfiboys in the airline industry is
how to engage in CSR in the most cost-effective arafitable ways. The main
objective of this research is to analyse CSR aimt&ngible Asset in the Airline
Industry in Central and Eastern Europé@is research is relevant as it will identify
the suitable and effective approaches for manaGiBg activities of modern airline
businesses. The research provides essential fdotdte implementation of CSR so
as to meet financial, strategic, operational, egickd, and social goals of a firm.

ABSTRAKT

Celos¢tova poptavka po letecké dop#awse zvySuje navzdory nezadoucim
dopadim provozu leteckych spaieosti. V fiznych pfimyslovych od¥tvich
existuje stale rostouci zajem o sockalbdpowdné investice. Nasledkem toho je
implementace prograim spol&éenské odpoddnosti firem (CSR), které zajisti
environmentalni a socialni pokrok jako i dobrou ¢gtva vykonnost firem, jeZ jsou
zejména Vv leteckém fimyslu velmi vyznamné. V ramci obchodniho modelunedi
na reSeni ekologickych a socialnich otazek pohlizenozeojako na reakci
regulatoru a twrce politiky, ale spiSe jako na proaktivni figan rozhodnuti.
Podniky v od¥tvi letecké dopravyeSi dilema, jak se do CSR zapojit co mozna
nejefektivriéjSim a nejvynosgSim zpisobem z hlediska nakladHlavnim cilem
tohoto vyzkumu je analyzovat CSR jako nehmotnévakti v odwtvi letecke
dopravy ve stdni a vychodni Evra@p Tento vyzkum je dlezity, protoZze uti
vhodny a efektivni manazerskyigtup kiizeni CSR aktivit u modernich leteckych
spole&nosti. Vyzkum poskytne zakladni faktory pro implenaei spoléenské
odpowdnosti firem tak, aby spbvaly finartni, strategické, provozni, ekologické a
socialni cile firmy.
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EXTENDED ABSTRACT

Airline transport has increasingly become globathnologically advanced and
dynamic growth industry. Airline operations are agsated with numerous social
and economic benefits. It is essential for firmstie airline industry to stay
committed to meeting of their customers’ growingna&d in a sustainable manner,
maintaining an optimal balance between financialrfquenance, corporate
reputation, social development and environmentgaasibility. The dilemma faced
by firms in the airline industry is how to engageGSR in the most cost effective
and profitable way. For airline firms, the cruxtbé matter is how best to streamline
their CSR initiatives to make them efficient withhaauch impact on their bottom-
line, whiles at the same time getting the commithredrmanagers, employees and
other stakeholders to build their corporate reputatand increase their
competitiveness. The dynamic airline industry reggliinnovative managers who are
environmentally responsible to drive the CSR agefiodasocial progress whiles at
the same time enhancing the corporate reputatidnfinancial performance of the
firm.

The main objective of this research is to analyS® @s an intangible asset in the
Airline Industry in Central and Eastern Européhe sub-objectives are (a) to
examine the perception of customers on the corntoibwf CSR practices to the
profits of airline firms, (b) to analyse the effaaft CSR ratings of airline firms on
customer’s decision to patronize airlines, (c) xamine the perception on whether
airline firms have a social responsibility asideithprofit interest, (d) to investigate
employees (internal stakeholders) perceptions &f tompany’s CSR performance
and how it fosters their attitude in airline firraad (e) to examine the relationship
between CSR and financial performance of airlin@adi

A multiple case study approach is used in thisaese A multiple case study is
an ideal methodology when a holistic, in-depth stigation is needed. The multiple
case study is appropriate for the dissertationct@si it involves a comparison of
more than one airline firm whiles at the same tsmeking to understand the CSR
practices which are usually not privy to ordinargople, except the internal
stakeholders of airline firms. The regression asialyvas used to investigate the
relationships between CSR initiatives and the for@nperformance, corporate
reputation as well as stakeholder perception ofithe

The study concludes that CSR does have an impatheoneputation of airline
firms and CSR plays a vital role as an intangilgsets in the airline industry. CSR
has a positive relationship with the financial periance of airline firms. CSR tends
to have an effect on the Return on Assets (ROA}JufReon Equity (ROE) and
Return on Sales (ROS). Also, there are statisyicsitinificant differences in the
perceptions of customers on the contributions dR©@8 the profits of airline firms.
The implications of these are that airline firmsulebengage in CSR activities not
only when internal and external stakeholders reveardressure them to engage in
such behaviour, but also if they can match thest @oth the benefits that accrue to
them.



ROZSIRENY ABSTRAKT

Leteck& doprava je stale vice globalnim, technologivysgElym a dynamicky se
rozvijejicim odetvim. Provozni ¢innost letecké dopravy je spojena fadou
socialnich a ekonomickychripodi. Pro podniky v odétvi letecké dopravy je
nezbytné, aby splnily rostouci poptavku svych zalkdzudrzitelnym zgsobem a
zachovaly optimalni rovnovahu mezi firgmh vykonnosti, dobrou pasti firmy,
socialnim rozvojem a odpeéanosti Wi¢i zivotnimu prostedi. Podniky v odstvi
letecké dopravyeSi dilema, jak se do CSR zapojit co mozna nejeiglEim a
nejvynosrjSim zpisobem =z hlediska naklad Hlavnim dkolem leteckych
spole&nosti je maximalé vyuzit CSR a row¥ piistup manazér zangstnand a
ostatnich zainteresovanych stran z#lém vybudovani dobré pésti a zvysSeni
jejich konkurenceschopnosti. Leteckyaprysl vyzaduje inovativni manazery, kite
jsou Setrni k zivotnimu pragdi, usiluji o dosazeni socialniho pokroku
prostednictvim CSR agendy a zaravposiluji dobrou pogst a finani vykonnost
firmy.

Hlavnim cilem tohoto vyzkumu je analyzovat CSR jalehmotné aktivum v
odwetvi letecké dopravy ve igdni a vychodni Evrap Dil¢i cile jsou: (a) zkoumat
vhimani pinosu CSR praktik zakazniky, (b) analyzovat vliv RC®a finakni
vykonnost leteckych spajrosti, (¢) zkoumat postoj leteckych sgmlesti a zda tyto
maji spoléenskou odposdnost a to nejen zislodu dosazeni zisku, (d) proSet
vnimani CSR vykonnosti podniku svymi zé&tnanci (internimi zainteresovanymi
stranami) a zfisob podpory jejich postojeawi leteckym spolénostem a (e)
zkoumat vztah mezi CSR a finam vykonnosti leteckych spaleosti.

V tomto vyzkumu bude pouzita vigetna pipadova studie. Vigetna pipadova
studie je idealni metoda, ktera je aplikovana, kdgz poteba celostniho
(holistického), hloubkového feni. Pouziti vicgetné pipadové studie je vhodné
pro téma disertani prace, vzhledem k tomu, Ze bude zahrnovat srowige nez
pouze jedné letecké firmy. Zaravge snahou aplikace této metodiibhizit CSR
praktiky, do kterych ohsejni lidé obvykle nejsou za&eeni, s vyjimkou internich
pracovniki leteckych firem. Regresni analyza bude slouziledovani vztalnmezi
iniciativami v oblasti CSR a fin&ni vykonnosti, firemni passti i vnimanim firmy
zainteresovanymi stranami.

Zawr studie poukazuje na skdtest, ze CSR ma vliv na pést leteckych
spole&nosti a hraje zasadni roli jako nehmotné aktivuleteckém pimyslu. CSR
ma pozitivni vliv na finatini vykonnost leteckych spaieosti samotnych a zarave
ovliviiuje rentabilitu aktiv (ROA), rentabilitu vlastnibk@pitalu (ROE) a rentabilitu
trzeb (ROS). Statisticky byly zj&ty u zadkaznik znané rozdily v pojeti CSR a
jejiho vlivu na trzby leteckych spaleosti. Vyznam tohoto vyzkumu sfiga v tom,
aby se letecké firmy zapojily do CSR aktivit &jgy takové chovani nejen na
zaklad zisku ¢i natlaku vnitnich a vijSich zainteresovanych stran, ale aby také
dokéazaly vyrovnat naklady giposy, které tim ziskaji.
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1. INTRODUCTION

1.1 Research background

Airline transport has increasingly become globathnologically advanced and
dynamic growth industry (Lazar, 2003). The relatakordability and speed of
travelling by air today have made international@taaccessible to a lot of people
and it has become an essential part of their yilegMilmo, 2008). For airline firms,
it is essential that they stay committed to meetivegr customers’ growing demand
in a sustainable manner, maintaining an optimalarfEzd between economic
progress, social development and environmental orespility. Consequently,
Corporate Social Responsibility (CSR) of firms inetairline industry is an
increasingly important topic in the global economy.

Airline operations are associated with numerousas@aad economic benefits, but
in recent years it has also substantially impacedhe environment in terms of
noise pollution, air pollution and global climateange (Whitelegg, 2000). On a
yearly basis, 3.1 billion tons of CO2 are emitted the European Union. It is
estimated that the number of people forced to dethl serious aircraft noise will
increase from 24 million in 2000 to 30.3 million B025 - this despite the
introduction of quieter next-generation airplanisifio, 2008). There are findings
that airlines are spewing 20 percent more carboridi into the environment than
previously estimated and the amount could hit lilkoib tons a year by 2025
(Milmo, 2008).

In spite of the detrimental effects of airline og@ns, the global demand for air
transport is forecast to grow at around 5% per gearthus will double in less than
15 years (Milmo, 2008). Particularly, the impacttbé increasing growth on the
environment will be worth mentioning, as aircrafegently release approximately
3% of the global emissions of carbon dioxide anou&l2% of nitrogen oxides from
fossil fuels. This percentage is anticipated te rispidly if technology and policies
initiatives are not changed (Barrett and Fergueae6).

According to CSR Europe, 62% of managers of fumakfanancial analysts have
realized a growing interest in socially responsibkestment. In the view of Bird,
Hall, Momente and Reggiani (2007) the market stngs of the airline industry has
influenced not only the independent CSR projectkiaitiatives but also its totality,
and that the facets that they are valued tendsitp aver time. Consequently, for a
dynamic industry such as international airlinegré¢his a need for managers who
possess the requisite competency to cope withcfamtging markets, institutional
structures and operational environments (McAdam abeonard, 2003).
Furthermore, it is important for managers in thdire industry to be innovative,
environmentally responsible industry that driveorexnic and social progress
(Rochat, 2007). Just like as with any other indysthe airline industry has
sustainability risks (social, environmental, openadl, threat, strategic and financial
risks) that have to deal with. Managers of airliaes responsible for the optimal
decision-making about corporate sustainabilitygisktheir daily business.
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CSR applies to airline industry as it does to atfyepeconomic sector or industry.
CSR demands that firms take up their social respiities as seriously as the way
they pursue their economic objectives. The concamsng stakeholders about the
environmental impacts of airline transport meard @SR programs are becoming a
point of focus of airline business strategies (@arand Mele, 2004; Cetindamar
and Husoy, 2007). The benefits of CSR in the arimdustry can be categorized
into three namely:

a. In terms of the economic point of view, airline® assential for facilitating
world business and tourism. The industry creatds jand facilitates the
expansion of trade across the globe by openingemp market opportunities.
It also attracts businesses to locations all owentorld, hence satisfying the
mobility requirements of a growing portion of thend'’s population. It also
aids in the movement of products and services fuicker long distances
facilitating economic and social participation lgynote communities.

b. From a social perspective, airlines form a unigleba transport network that
links people in different countries safely and @éntly. Air transport is
increasingly accessible to a large number of pewgie can now afford to
travel by air for pleasure and business purposes.

c. Finally and most importantly, in environmental tetrwhen airlines minimize
or contain the impact on the environment througlre tbontinuous
improvement of its fuel consumption, there is naisduction as new and
more sustainable technologies are introduced.

The reporting of CSR as an intangible asset hapla-bottom line approach in
the assessment of the performance of a firm: ecaffimancial, environmental and
social factors. In order to understanding the dynann CSR dynamics in the
airline industry, it is important to approach thencept using the triple-bottom line
approach as a guide. The environmental performaealzges directly to natural
capital (natural resources and processes usecdebiyrith in delivering products and
services), whiles the social performarst®ws the organization’s impact on human
and social capital (such as knowledge health,sskiid motivation of individuals,
human relationships, partnerships). However, tlome@aic performances made up
of financial performance and reflects the firms’pimet on the wider economy as
well as its own financial capital. The reporting thms triple bottom line is often
called sustainable reporting and this is what firmshe airline sector endeavor to
achieve.

Generally speaking, there is no conflict betweenhieacng strategic
organizational goals and making social contributisnch as activities for
stakeholders like employees, customers, commuhitiesvorks and environment.
When this is done, then win-win relationship betweeganization and society does
exist. Building organizational image as a sociaturea company through CSR will
allow the strengthening of customer trust and egg®#s’ confidence and the firm’s
competitiveness as well as the support of publi®edcy institutions. Porter (2005)
explains that“the goal is to leverage your company’s unique daipies Iin
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supporting social causes, and improving your coitigetcontext at the same time.
The job of today’'s leaders is to stop being defensand start thinking
systematically about corporate responsibility.”

There is a multifaceted link between intangibleetssind CSR. A comprehensive
assessment of a firms’ economic value includes ekgansion of the financial
reporting process by incorporating the valuatiomatf only the tangible assets, but
also the intangibles and the intellectual assewnvéntional economic theory
suggests that firms tend to maximize profits takingp consideration certain
constraints. When there are no economic incentlies taxes or quantitative
regulations, there is a tendency that the firm migbllute the environment too
much, or engage in behavior detrimental to theetp¢o make more profits for their
shareholders (Garriga and Mele, 2004).

1.2 Definition of the CSR concept

Since the publication of the report ‘Our Common ufet by the World
Commission on Environment and Development, the demustainability and
sustainable development have become prominenteipublic debate on CSR. The
sustainability debate has, in part, focused on wirats can do to facilitate
sustainable development of CSR. Secchi (2007) a® (RO08) reported that over
the years the definition of CSR has been changingeéaning and practice. The
classical view of CSR was limited to philanthropydathen gradually shifted to
emphasis on the relationship between business aatety particularly the
contribution that a company provided for solvingistal problems. In the early
twentieth century, social performance was tied ugh wnarket performance. The
pioneer of this view, Oliver Sheldon (1923, citedBichta, 2003), was of the view
that management of firms must take the initiativeaising both ethical standards
and justice in society through the ethic of ecorming the use of resources under
the name of efficient resource mobilization andgesan a way that benefits the
business and the environment at the same time.

Milton Friedman was one of the researchers whamgted to bring CSR as a
concept into the public debate. He argued ‘thatcorporate social responsibility of
firms is to maximize its profits(Friedman, 1970). Though this assertion may
particularly appealing to neoclassical economisteay also sound provocative and
without nuance to others. However, as explainetibgted and Salazar (2006) the
maximization of profit does not have to be in caniflvith CSR. Following from the
definition of CSR by Friedman (1970), other resbhars such as Heal (2005)
suggests that CSR ithe interactions between corporate behavior andlcnd
legal society, and how these interactions structtire company’s incentives on
social and environmental issuesieal (2005) further states that C@iRe actions to
reduce externalized costs and/or to avoid distrdnal conflicts. He argues that in
industries where social and private costs are ndine, or where distributional
conflicts are common, CSR can play a valuable molensuring that ‘the invisible
hand’ acts, as intended, to produce the social .gtodan also act to improve

14



corporate profits and guard against reputatiorsidsti CSR are considered to be
actions that, to some degree, imply corporate bé&ygampliance behavior in the
social and/or the environmental arena.

Today’s CSR (also referred to as corporate respoitgi responsible business
and corporate citizenship) is a concept where fitale into consideration the
interest of society by taking responsibility forethimpact of their activities on
customers, suppliers, employees, shareholders, caities and other stakeholders
as well as their environment or ecosystem. Thiggabbn indicates that the firms
have to comply with legislation and take voluntarilnitiatives to bring
improvements in the overall well-being of their dayges as well as for the
environment at large and their immediate commuaitg society. In simple terms,
CSR refers to strategies that are used by compémiesnduct their business in a
way that is ethical and friendly to the society.

Several reputable organizations with direct involeat in the regulation of CSR
have also attempted to comprehensively define G8Rne definition by World
Business Council for Sustainable Development (WBY¥;SDorporate Social
Responsibilityis referred to asthe continuing commitment by business to behave
ethically and contribute to economic developmernitenlmproving the quality of life
of the workforce and their families as well astwé tocal community and society at
large." Also, the Business Leaders Forum defines the C3Rept asthe voluntary
engagement of companies to behave responsiblythaie environment and society
they are operating’.

Furthermore, according to the World BaniCorporate Social Responsibility
(CSR) is a term describing a company’s obligatitm®e accountable to all of its
stakeholders in all its operations and activiti€ocial responsible firms consider
the full scope of their impact on communities amel énvironment when they are
making decisions, balancing the needs of staket®ldath their need to make
profit” (in Nicolau, 2008). That is to say that the marcé that drives companies
to adopt CSR’s is the subsequent financial benditbough the causality between
the two is not yet clarified, empirical researclvergheless indicate a concurrent
relationship-interaction between CSR and finangeformance (Weber, 2008).

1.3 The concept is Intangible asset

Intangibles refers to the type of assets that atephysical in nature. Intangible
assets are usually classified into two categoiié® first category refers to those
that are “recognized” and have an attributed vatuthe financial statements. The
second category comprise of those that are unresdyrfor financial reporting
purposes. CSR falls in the second category of gitde assets because firms
recognize such expenditure and capture them inr thenual reports. The
International Accounting Standards (IAS 38) defimtangible assets dthose non-
monetary assets which are without physical substamd identifiable (either being
separable or arising from contractual or legal righi. If an intangible asset meets
the relevant recognition criteria, then they areasueed at cost and usually have a
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life of more than one year. There is a growing o the impact of CSR on the
corporate assets. Within the airline industry CSRtgbute to competitive capacity
and are therefore critical component of an orgditiza’ sustainability into the
future (Asatryan and i®zinova, 2013). Over the years, CSR has develaped &
simple form of check-writing by firms into a verpmplex set of principles that
affects all the interactions between firms and gbeiety. As an intangible asset,
CSR does not only include the things companies itlo their profits, but also how
they make them.

1.4 Statement of the problem

The concept of CSR is a challenge for managersirbfes in today’s risky,
competitive and complex business environment. Bwvof this, there has been a
need for firms in the airline industry to develap environmental agenda and take
measures to minimize the ever-increasing environahémpacts created from their
activities (Asatryan andiBzinova, 2014). CSR is necessary in the airlineisirg
because this industry has strong externalities tiagygl are visible (CO2, noise), and
so the concept of responsible behavior is desir@dvkins, 2006). The airline
industry is specifically selected for this studyc@ese of those strong externalities
and because of the complexities of operation andhamd@sms of regulation
(Hawkins, 2006). The forms of CSR in the airlinectee among other things
includes working in partnership with local commugst socially sensitive
investment, developing relationships with employeesl customers as well as
involvement in activities for conservation of theveonment and its sustainability.

According to Porter and Kramer (2006) CSR has bectam inescapable
priority for business leaders.Firms that are socially responsible are comindheo t
realization that the financial interest of the fimthe long-term are not “mutually
exclusive” while acting fairly in the interests ofher relevant stakeholders rather
than only the shareholders (PJC, 2006). Within bosiness model, addressing
environmental and social concerns is no longer seerely as a response to the
regulator, and the policy-makers, but rather asr@agiive financial decision
(Blackburn, 2007)

Consequently, the implementation of CSR initiatitieat is environmental and
social is a significantly pursued among firms ie tarline industry. However, the
dilemma faced by firms in the airline industry @mwto engage in CSR in the most
cost effective and profitable way (Cetindamar andséy, 2007). Through
investments in the environment are welcomed byetpcand recognized as an
intangible asset among practitioners, airline firane generally not attracted to it.
The prime reason is that such an investment ergailsitial significant contribution
of money, while the majority of those are treatednwestments that are irreversible
in the face of output price uncertainty (Cetindainad Husoy, 2007).

Another major concern about environmental investses the time frame in
which the return on the initial investment is reatl. Long-run return investments,
as the environmental ones, are less desirable d¢orsidn makers, as they are
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associated in the business industry with high ridknce, there is a need for an
optimization factor in the determination of theuret on initial investment, in order
to make CSR investments more attractive (Weber@R0his factor of optimization
Is linked with the financial benefits that occurahgh the strategies of CSR in the
context of the airline industry. Indeed, firms hetairline industry spend resources
to convince current and potential consumers, reégulabodies and other
stakeholders that they are more socially respomdihn what the authorities or
society demand (Asatryan, 2013). Regulatory bod@sstantly formulate policies
that are geared towards ensuring that, airlinesesgonsibly and reduce or limit the
extent of externalities (pollution) to the enviroam in the course of their operations
(Hawkins, 2006).

Locating tools for maintaining and improving fingcperformance in addition
to overall firm competitiveness is increasinglytical in today’s stagnant global
economy. As a result, corporate social respongilsil{CSR’s) effects on financial
performance have received increasing attentioeaent years. For airline firms, the
crux of the matter is how best to streamline tlH@8R initiatives to make them
efficient without much impact on their bottom-linghiles at the same time getting
the commitment of managers and employees to blodat torporate reputation and
increase their competitiveness (Asatryan amezBiova, 2014). Studies in the past
have focused on whether there is a positive (Mirfa@08) or negative (Barnea and
Rubin, 2006)elationship between CSR and financial performaki¢ieat is missing
Is a comprehensive study that provides a framewamkl guidance for CSR
investment that will bring win-win results for tharious stakeholders.

This research therefore analysis the concept of &S&n intangible in the airline
industry using the multiple stakeholder triple-batt line approach. The airline
industry is selected because; local and internakioagulators are constantly on
them to act responsibly towards the society byeeitteducing their emissions to
invest into initiatives that would reduce the impasuch emissions on the society.

1.5 Objectives of the research
The main objective of the research is to provid®m@prehensive understanding
on the role of CSR as an intangible asset in thdin&i Industry in Central and
Eastern Europélhe following are the research objectives forrdsearch.
a. The perception of customers on the contributionC&R practices to the
profits of airline firms.
b. The effect of CSR ratings of airline firms on cust’s decision to patronize
airlines.
c. Customer’s perception on whether airline firms haveocial responsibility
aside their profit interest.
d. The effect of CSR strategy on the reputation direrfirms.
e. Employee’s (internal stakeholders) perception oéirthcompany's CSR
performance and how does it foster the employeaé@gide to performance in
airline firms.
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f. Corporate social responsibility and financial parfance of airline firms.

1.6 Research questions
The following are the research questions that thsglst to answer
a. In your opinion, what is the benefit of CSR as atamgible asset in the
Airline Industry?
b. Is there a significant difference in the perceptioh customers on the
contribution of CSR practices to the profits ofiag firms?
c. Does the CSR ratings of airline firms affect custoshdecision to patronize
airlines?
d. Does airline firms have a social responsibility éods the society aside their
profit interest?
e. Does the CSR strategy of the airline firm affestréputation?
What is employee’s (internal stakeholders) peroeptf their company’s
CSR performance and how does it foster the empfye#titude to
performance in airline firms?
g. What are the effects of the CSR on the financidlopsmance of airline firms?

—h

1.7 Significance of the research

In this days that firms are constantly looking feays to cut cost and increase
their bottom line, it is essential for them to reapurns from their CSR initiatives.
As an intangible assets, it often difficult to ddish how such investments impact
on the firms finances. Hence this study is esseasiait brings out practical and
results oriented analysis for investing in CSR witihe airline industry.

The research is significant as it identifies thaéadle and effective managerial
approach for managing the CSR activities of moderime businesses. Based on
the essential factors that are considered to be fkeythe implementation of
corporate social responsibility so as to meet fongn strategic, operational,
ecological and social goals of the firm, the reseamwill development a
comprehensive framework or for managing CSR a&tivithin the airline industry
that will benefit the internal stakeholders (in tteems of their reputation and
financials) and the external stakeholders (in tesmslue and sound environment).

Finally, the research provides practical and restinted strategic framework
that would guide researchers into CSR and pragét® across industries on how to
develop and implement their CSR activities to $§atthe various stakeholders
profitably.
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2. STAKEHOLDERS PERCEPTION OF CORPORATE
SOCIAL RESPONSIBILITY

2.0 Introduction

This chapter focuses on the concept of corporatgalsoesponsibility from a
multi-stakeholder perspectives. It looks at thaowes stakeholders within the airline
industry and their expectation of CSR of the fiffine essence is to bring out the
factors that firms must inculcate in their stragsgio be competitive in the market.

2.1 Stakeholder’s perspective of the firm

Stakeholder theory of the firm has been developmdesthe 1970s. The
stakeholder theory shows that firms are more thamenautonomous individual
actors. They play a role in a community that plackkgations, expectations and
responsibilities upon them. CSR considers firmsidigens of a community and
therefore are subject to societal control and hailimitations on their actions. As a
key stakeholder of the society, the role of busesshave received increasing
attention over time, with their impact on their dayees, the environment, local
communities and other stakeholders, becoming thesfof debate. The reason for
this increasing debate has been the increasingo$izerporations, and thus their
ever increasing impact on society. In the view ofogon (2007), the influence of
firms on the society has become so pervasive textent that, they are expected to
discharge accountability not only to their shardlkad but also to various sectors of
society.

There are a number of ways to define stakeholdeorthand stakeholders.
However, there is a common trend with all stake@oldefinitions, and it is when
the involvement of stakeholders are acknowledgednifexchange relationship”
with firms (Solomon, 2007). According to Freemarakt(2001) the responsibility
of firms is not to their owners only but also “eny group or individual who can
affect or is affected by the achievement of tha'sirobjectives. This definition is
tends to be rather vague because; anyone can ttaibe a stakeholder of a
company. Considering that the wdistakeholder” refers to a person who holds a
stake on an issue, it can be inferred that in otolére a stakeholder, a person must
have some property, asset or crucial interestisat i a business. Some examples
of stakeholders are shareholders, industry asswmtsat government, suppliers,
customers, creditors, employees, media and locahamities (Solomon, 2007).

2.2 A multi-stakeholder CSR framework

In this dissertation, the triple bottom line apmodao CSR will be used as the
conceptual framework. The triple bottom line appfoatroduced by Elkington in
1994 is used in describing the expectations ofestaklers on the responsibility of
firms. In today’s business environment, a sustdeaorporate profit as well as
growth is not achieved from single-minded pursditfioancial gain, rather, it is
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achieved through working with a broad framework efonomic, social and
environmental objectives. A positive triple bottdme shows an increase in the
firm’s value, including its profitability and shdrelder value as well as its social,
human, and environmental capital (Henriques andd&ason, 2004).

The triple-bottom-line approach to CSR is essemti#the implementation of CSR
policies in the aviation industry. The triple-battdine approach specifies the airline
firms orientation by means of its activities wherethe three consequences are
assessed in the decision making process. The ¢erfat&lment of the individual
pillars is linked with the activities of the aviati firm, its focus and the philosophy
set. However, it is possible in general to defime élements of the individual pillars
in the triple-bottom-line approach for airlines.efTéomponents of the triple-bottom-
line approach are as follows:

a. Planet - environmental responsibility
Lately, environmental responsibility has a crugrapact on businesses and their
CSR programs. Over the past decades the overaémion of it has changed as
well as the degree of importance for corporatiopsrating in today’s business.
There have been multiple attempts to define Enwr@mtal Responsibility in the
past. However, the components of the various defis include:

» Ecological production, product and services

* Investment in new environmentally safe technologies

» Protection of natural resources and the ecosystem

* Investment into ecological technologies

* Protection of the ozone layer

b. Profit - shareholder value, thus economic and finatial considerations

Economic responsibility refers to the conditionsenéhfirms have a financial or
economic responsibility to those who have providedith financial resources or
other services, and expect to receive a compenséiotheir troubles. In some
cases, firms can also be held economically resplenais a form of compensation
for their violation of laws or expected ethical mms. Economic responsibility
could be in the form of payment of wages for empks; charging customers fair
prices and delivering agreed products, paying @steron loan among others
(Blackburn, 2007). The concept of economic respgmlityi could be widened to
include consideration for the firms’ responsibility provide local communities and
other stakeholder groups with economic growth opyaties, as well as the favor
given to certain stakeholders, such as suppliemsngloyee groups due to ethical
considerations. The principles are as follows:

 Good company management (i.e. corporate governagitejal code.

» Refusal of corruption

« Transparent business transactions

» Relationship with investors, supplier-customers emstomers

* Quality and safety of products and services
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c. People — social responsibility

Social responsibility in the CSR concept referstiie social responsibility of
enterprises that do business in accordance withethieal and moral standards
acceptable to society (Hawkins, 2006). These stdsdeight change and vary
according to their own perceptions that enterprisege of it, but the overall base is
the same. Social responsibility has to do with &ifigation on the business to
protect and improve the welfare of both society bBodiness as a whole by taking
proper legal, moral-ethical, and philanthropic @asi (Blackburn, 2007). Essentially,
it must be accomplished within the economic stmeswand capabilities of the firm.
The socially responsible initiatives need not beofipgenerating. Social
responsibility is made up of the following:

» Corporate philanthropy and corporate voluntarisitntbecosystem

* Employment policy and general employee well-being

* Employment minorities

» Equality of men and women

* Respect for human rights

The pillars of CSR provide possible distinctiongl ahfferent classifications of
the activities airline firms can apply within thesocial responsibility agenda.
Responsibility is characterized by the voluntafprfof companies to behave better
to people and to their surrounding environmentmBiin the airline industry do not
maximize their profits at any price, but ratherdal the path of its optimization.
This way, they cannot lose anything and they can gdot. They participate in the
sustainable development of society, help concretgle and concrete projects and,
at the same time, strengthen their position andragtie conditions for their long-
term growth. The social maturity of individuals sgynificantly reflected in their
decisions and attitudes, creative output in theirenment at large and personal
attitude to life.

The triple-bottom line approach to CSR is concdped into a multi-stakeholder
CSR framework for analyzing CSR policies from bdtie internal and external
stakeholders of the airline firms (Vlachos, Thewaknd Panagopoulos, 2010). The
multi-stakeholder CSR framework is given as:
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Figure 1. A multi-stakeholder CSR framework
Source: Vlachos, Theotokis and Panagopoulos (2010)

2.3 CSR in airline industry

In the past years the viewpoint of organizationsceoning sustainable business
actions has changed, some due to laws and reqdadind others due to stakeholder
as well as environmental interest. The questiohekiary firm needs to answer and
evaluate is the extent to which their actions issadered as responsible. Firstly, the
firm is responsible for the achievement of an eomicobenefit of employees and
owners. All other actions are considered as a ahgsas a secondary responsibility
which have been ignored for the past years. Thera new way of business
emerging as a result of the increasing awarenes€SR and the impact that
activities of airline firms have on the environme@onsidering the primary and
secondary responsibility, Phillips (2006) explainat CSR is both a philosophy and
practice, mainly for organizations that voluntardgt so as to assist society in
positive ways beyond that which is required to mbpmofit objectives.

Generally, it appears that on the issue of CSR, dingne industry and the
sustainability paradigm seem to contradict thenesel\f the overall world traffic in
the airline industry is to increase tremendouslyg éms will result in increased
carbon emissions, raw material consumption andativeollution. Therefore, there
Is a need for actions to be developed to suppalfafil stakeholders’ expectations,
as well as taking care of environment. Unfortunattie current predictions
estimates that global damage to society and th&@cment due to increase in
interest in the airline industry. It is estimatdthtt the number of emissions of
nitrogen oxides will increase from 2.5 million tonp to 6.1 million tons in 2025
and CO2 emissions will have doubled to 1229 millions (Aviation Environment
Federation, 2008). Therefore, there will be moressimons will be released into the
atmosphere especially close to the airports. lemtia reduce the emissions, firms in
the airline industry would have to invest a lomadney which then would dissatisfy
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shareholders and harm the overall profitabilityeTiuge investment would mean
that less funds will be available for paying thenomeration of employees’ and
expanding the firms operations into other markeiwelver, airline firms are faced
with a dilemma because the requirements by regslaequire that airline firms

should make these huge investments.

Some airlines operating in the industry have madenjses to take steps aimed at
reducing emissions, but the truth looks differ&xperts have suggested that, one of
the means of improving the impact of airline a¢t®8 on the environment is
through carbon off-setting. The challenge has towdih the awareness factor
regarding the customers. It is not clear whethenair the carbon off-setting is
voluntary or compulsory. According to OosterhuisOq2) a major problem
regarding carbon off-setting is the fact that ndb2Cemissions, like contrails and
nitrogen that have a direct environmental impant are not included in the off-
setting calculations. Hence, passengers are nettalffset all emissions. In some
market, carbon offsetting is used as a sourceaiéption against new governmental
restrictions. Therefore, the initial purpose of ieonmental responsibility is not
evident anymore. Though not all airlines implem€&8R, the relevant of firms in
the airline firms in future’s business actions vdépend highly on the actions they
take now in order to protect society, economy &edenvironment.

2.4 The need for CSR strategy in airline business

Lately, business strategy is as essential as tefere in the life of firms due to a
high need in business life for forecasting, measgurand developing business
actions further. There are always competitors wh® potentially doing better
business in terms of their revenue streams. Airfirms that are going to last and
also be profitable in the future are the ones WIBR incorporated into their
business strategy. It must therefore be noted tth@atimplementation of CSR is
inevitable. Like many other firms in other indussfj having a clear vision on how to
implement CSR is crucial. There is therefore a nieeca “road map” on how to
ensure a successful outcome of CSR implementaltianakes it possible for the
firm to be successful whilst using its resourceghini its unique environment to
meet market needs as well as meet stakeholder taxpes (Industry Canada,
2006).

Esty and Winston (2006) have mentioned that stdken®are nowadays pointing
concrete questions at companies concerning spesfficronmental issues. This
emerging interest in responsible behavior reshapadkets, creates new business
risks but also offers opportunities for companibattare prepared to respond.
Hence, when CSR actions are incorporated into basistrategies, it gives the firm
the flexibility as well as the ability to adapt gkily to new market situations. In the
view of Esty and Winston (2006) when CSR actionirporated in the business
strategy, it is an increasing potential for upsitenefits. Innovation and
entrepreneurial actions are often visible in fitmattinclude the environmental lens
into their business. During periods of recessiochdirms have found a way to set
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themselves apart from competitors and elude thend@and trend in the economy. In
order for the firm to respond to customers’ nedis)s tend to drive revenue
growth and increase customer loyalty. Only firmsatttbuild, maintain and

continuously strengthen their own identity andmigrket will survive in the long run

(Industry Canada, 2006).

The implementation of CSR strategy implies thatdérere multiple benefits for a
firms that differ in its importance according toetloverall business actions and
markets the firm is operating. The Industry Can@Q06) enumerates the benefits
that are easily transferrable to other industrresiad the world. An anticipation of
risks and risk management in the environmentaliasogconomic as well as legal
sectors is one of the benefits that assures aralbgeater oversight concerning
stakeholders and market movements. Firms are abiactease their reputation
using CSR actions. For companies that operatedraitine industry, they stand a
chance to benefit from CSR actions to a great &xtert only in terms of customers
perception and patronage but also supply chaimg@asthold them in high regard.
Such firms usually have a greater opportunity wug, develop and retain staff.
When the firms’ employees are proud of the produad business actions, it will
show in the results. Improvement in the resourcactmes will contribute to
improved loyalty towards the firm itself.

Moreover, CSR is also a driver of the firm’s conipe&tness in a number of
ways. Firstly, because of the satisfaction of thkeffsand secondly because of
increased reputation and improvement in the actmfnbusiness. Innovation and
product differentiation creates opportunities femnmarkets in return. Additionally,
Industry Canada indicates that improvement in dpmral efficiency and cost
savings are some other benefit. Due to an efficdgmroach towards management
activities as well as constant evaluation of thsitess processes, energy can be
saved and areas where waste is generated cannase tumto revenue. As already
stated, CSR is a good strategy for improving oVvemalsiness relationships
especially in the supply chain management. Firmsefie from long-term,
partnerships that decreases the overall time neeamledlapt to market changes.
Therefore there is improvement in business effiyeand the earnings of such firms
increase. Additionally, co-operating with local aoomities becomes much easier,
because of the increase in the understanding kélstéders and the relations with
between the firm and shareholders will improve imasdy.

Firms in the airline industry are constantly loakifor capital. These funds are
needed for investment and financial institutions screasingly integrating social
and environmental criteria in their decision makimgcess. Therefore, effective
CSR initiatives and its implementation could givens competitive edge required
to convince the financial institutions to investairtheir business. In the view of
Esty and Winston (2006) CSR efforts such as cutiwagte and reducing resource
use can make savings for the firm that and it @ariribute to the bottom line of the
firm. Exploring alternatives for using less energye exposure to volatile oil and
gas prices will be lowered. This will make it pddsifor firms to avoid business

24



risks whilst at the same time protecting the emument. Firms that are efficient
succeed in lowering both financial and operatigigids. The strategies developed to
protect the environment provide added degrees esdivm to operate, profit and
growth (Esty and W.inston, 2006). However, beforee t&SR actions are
implemented, it is essential for firms to undertakeonsiderate evaluation of costs
that might occur during the process. It is only witge benefit of the CSR initiative
Is higher than the overall cost that it would beowmporated into business processes.
This pre-supposes that those initiatives that mtgint into loss should be avoided.

2.5 Model of CSR strategy for competitive advantage

In the past years CSR has been used in a deepamyeand therefore it has been
widely implemented into companies’ business actiamgd strategies. Because there
IS an increasing awareness of CSR being a usefietivag tool, companies start to
market their CSR actions to stakeholders to strergtheir competitiveness in the
markets. Bueble (2008) explains that CSR commuinicatan be defined dsising
promotional techniques that are directed at prowglinformation about the CSR
initiatives of firms whilst supporting indicatord gompetitiveness such as CSR-
based brand identity and relational as well as bebel loyalties or switching
behavior.” Therefore social, ethical and environmental belhraigioelated and they
are communicated not only within the organizatitself but also throughout the
whole supply chain.

Bueble (2008) further explains that marketing oRC&:tions has been used in the
past for building the awareness of firms as welt@sveying corporate image. The
communication of CSR initiatives and its carefubkesation is critical in order to
successfully use CSR in a marketing strategy. atelthe airline industry, firms
are increasingly using not just their CSR initia8y but they are also using the
sustainability of such initiatives in their markegiactions to generate a competitive
edge as well as building up customer loyalty, &atteon and resilience. Research
has shown that today’s consumers are not onlyasted in the marketing mix itself
but are more likely to buy products from a comp#mt they perceive as having a
good reputation. Therefore, building a corporatendrand market companies CSR
actions is one way of conveying customers into gya product or patronizing a
service (The Centre for Sustainable Design, 2010).

Although it is widely known that stakeholder grougensider CSR important,
many companies fail in communicating their actionan effective way. This is due
to an unclear guideline on how to communicate CBiRatives. Increasing the
awareness level amongst the stakeholders will lgefitist step of gaining the
benefits of it. But all intentions of a companydommunicate its CSR actions will
not be effective as long as a strategy on how fdament CSR into marketing does
not exist. The absence of an overall marketingpastimay not be inefficient and off
target (Bueble, 2008). Over the last decade, thasebeen attempt to include CSR
into the business strategies of firms in the arlindustry. In view of that, actions
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have been developed to build the firm’s corporatituce with a combination of
economic, social and environmental actions (Alagééap).

Previously, business actions and social respoitsbilwere seen as two different
concepts. Business actions were those activitigislenthe company whiles social
responsibility actions were viewed as those outdecompany. The obsession by
firms with profitability and earnings made them siigut on the opportunity to
include CSR in their business actions. Presentyttend is changing. Figure 2
provides a framework that describes the actions finas in the airline industry
need to take in order to gain competitive advantage

(CSR as a source of Y
pmpetitive advantage,

Figure 2: Integration between CSR initiatives aodibess strategy
Source: Alagse (2010)

According to Alagse (2010) there are four differlaviels of CSR actions that can
be incorporated into the business strategy in otderachieve a competitive
advantage. The strategies are as follows:

* Reactive strategy: In time past, the reactive efpatvas used by firms to gain
the trust and confidence of the society. The reacstrategy is where the
firms pays penalties on social responsibility awdidhat could have been
prevented. The high cost involved in this strategde firms to explore other
alternatives that would make them active in so@aponsibility issues whilst
keeping the spending down. This will make the firsteategy proactive.
Alternatively, the firm could prevent problems mththan reacting to
problems after the have occurred.

* CSR as an image building exercise: This strate@yrissponse to the reactive
strategy in which firms failed to discharge soaegponsibility. It more of
damage control exercise and a way to recover froenréactive strategy.
Lately, it has become common for firms to use amchrounicate their CSR
actions to the public. Such initiatives are seemra®pportunity for building
up the corporate image of the firm. When firms udld social actions into
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business actions rather than just mentioning thdrmay are offered the
opportunity to enhance the firms overall image &l as building a positive

reputation of societal concerns. This eventuallysuees competitive

advantage. The only low side of this strategy & the firm’s actions are not
necessarily related to the implementation of CSR abusiness strategy. In
order to build a sustainable business, there iseed nto move beyond
highlighting the firm’s actions in the media. HendeCSR is to serve as an
effective tool for image building, there is a ndedovercome the border of
being an instrument for public distinguishing aidraCSR with the overall

goals and objectives of the business.

* CSR to improve operating efficiency: The environtngmes not only improve
the ability of the firm to work inside environmeht&gulations but also it
helps in the reduction of operating costs by insirega the firms overall
efficiency. This type of business operations hasudually beneficial results
for both the overall business as well as the livownditions of future
generations. Also, these actions can be used fegbra business case for
CSR also further show the implementation and irstiégm of these actions to
achieve better business outcomes. It must be nb&tdhe implementation of
this strategy alone is not a guarantee for prafitgblt must be combined
with other business actions in order to yield thsickd outcomes.

* CSR as a source for competitive advantage: Thignbefy the firms
understanding of the communities in which it operahd the impact the
firm’s actions or inactions will have on them. ¢t essential to evaluate how
both the community and the business can benefm fiture actions in the
short and long run. Due to the fact that findirgpaution that suits everyone is
rather difficult, it is important for detailed disgsions and evaluations to be
conducted to ensure that the firm remains profaimw and in the future.
Within the airline industry, the firm’'s decisions alimate change as well as
responsible behavior is considered as a decisigmrfdor success in the
future. Therefore, more and more firms in the @@lindustry are focusing on
creating a corporate culture that incorporatesarsiple actions.

2.6 CSR and corporate reputation among relevant egtnal

stakeholders of airline firms

The concept of CSR among other things is a corpooajective where firms
consider the interests of society in their actidfisns are able to do this by taking
responsibility for the impact of their actions amakeholders in various aspects of
operations. To be considered as socially respangjbes beyond good citizenship
because it requires that firms to voluntarily tasteps beyond their statutory
obligations to contribute to the improvement in thality of life within the society
(Martin, 2008). The focus of socially responsibaporations is not solely profit
maximization. This is mainly because investment€8R are not solely focused on
maximizing profit, however they can still be somewhcontroversial. Some
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researchers are of the opinion that the additionastment in CSR increase costs,
hurt performance and compete with value-maximizwogvities. However, others
are of the view that these additional investmenCBR are beneficial to the firm
performance and contribute to value-maximizing\aings.

According to Barnett and Salomon (2006) CSR aa#sitimprove trust and
relationships with stakeholders which can evenyuitiprove their returns. Firms
that are socially-responsible face lesser laboblpros, lesser complaints from the
community, and lesser environmental concerns fioengovernment. Additionally,
firms that are socially-responsible may have imprbvrelationships with
stakeholders such as investors, bankers, and guoeetnofficials (Barnett and
Salomon, 2006). Furthermore, Barnett and Salom®@9OgpR explain that, lately,
increasing numbers of investors value the way firmmeet their social
responsibilities. The factors above shows a pasiperformance benefits from
investment in CSR. Recently, Vilanova, Lozano angénas (2009) developed a
model that explains how the activities of CSR eelat financial performance and
other dimensions of competitiveness of firms. Theggest that corporate reputation
Is part of the framework links CSR and competiteen Consequently, the adopting
a CSR strategy impacts on the firms image and agipat which eventually impacts
on competitiveness. From the model, it can be dadititat CSR strongly influences
reputation, and reputation is a key determinarfirof competitiveness (Vilanova et
al., 2009). In other words, CSR has an impact @ dbmpetitiveness of firms
through reputation and there is a linkage betweBR @nd performance (Vilanova
et al., 2009).

It is important to clarify the three variables usedvilanova et al. (2009), thus,
CSR, reputation and competitiveness. The Commissodn the European
Communities (2001) explains that CSR‘asconcept whereby companies integrate
social and environmental concerns in their businegerations and in their
interaction with their stakeholders on a voluntdgsis...it means not only fulfilling
legal expectations, but also going beyond comp&aaad investing more into
human capital, the environment and the relationth wtakeholders.Furthermore
Fombrun (1996) defines reputation“asperceptual representation of a company’s
past actions and future prospects that describdith@és overall appeal to all its key
constituents when compared to other leading rivalgiiles Roberts and Dowling
(2002) explain that corporate reputatiorfasgeneral organizational attribute that
reflects the extent to which external stakeholdeesv the company as “good” or
“bad” . Finally, competitiveness is seen as the firm®rgjth in comparison with its
peers (Murtha and Lenway, 1994). There are five ¢@ypetitiveness dimensions
(Vilanova et al., 2009). They are financial perfarmae productivity and efficiency
(Porter, 1985), (Hamel and Prahalad, 1989), quaityl customer satisfaction
(Barney, 1991), innovation (Mintzberg, 1993), anmhge (Kay, 1993).

The theory of strategic management shows that a geputation can create
competitive advantages for firms’ (Fombrun, 199@b&ts and Dowling, 2002)
which eventually increases the firm’s performanice turbulent times, the firms
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reputation can become an increasingly valuable tassel buffer financial
performance. It can also insulate the reputablenbases from the full impact of
tough economic times in various ways (Dowling, 200Eirstly, the firm’'s
reputation can protect revenues from economic dammst (Fombrun, 1996).
Naturally, customers tend to place value on thaationships with highly reputable
firms and may pay a premium for the products antiges from these high-
reputation firm especially in uncertain markets awbnomies (Shapiro, 1983).
Secondly, having a good reputation can help creadeadvantages (Podolny, 1993)
and is also associated with firm efficiencies (8s1and Sun, 2009). Also, when
firms have good reputation, it can bring improvemartrust and relationships with
a number of stakeholders which can result in aataolu in costs and improved
efficiencies. In the view of Podolny (1993) theme @ number of cost reductions
that can arise from improved reputation. Because geputation attracts customers,
the cost involved in advertising to attract bussnese lower. Further, a good
reputation improves the relationship with stakeboddas well as building trust and
lowering transaction costs. Also, a good reputatiam also lower financial costs.

When the firm has a good reputation, it can lovedxol costs (Frank, 1985) and
improve labour productivity and efficiency as wels credibility with suppliers
(Stuebs and Sun, 2009). A research by Landon anith $0997) shows this positive
relationship between reputation and performances Tédputation’s performance
benefits that accrues to firms are an importantedsi that are used to sell CSR
policies within organizations. Because reputat®monsidered as an accepted and
valued intangible asset (Schnietz and Epstein, 2@08& managers of firms seem to
focus on reputation to force corporate change tdsvanplementing CSR (Vilanova
et al., 2009). The improvement in the reputatiod banefits that results from that
are fundamental drivers to initiate and impleme8RJVilanova et al., 2009). What
this means in essence is that CSR is positivelycas®d with reputation.

2.7 Employees’ perceptions of their company’s CSRepformance

The concept is CSR is both a high profile notion amany practitioners in the
business world consider it to be strategic (Poatgdd Kramer, 2006), also it is a
prominent concept in among those in academia (Libck#oon and Visser, 2006;
Margolis and Walsh, 2003). The diffusion of thenfs CSR practices is driven
largely by pressure groups (Brammer and Millingt@03), and the emerging
trends in markets for virtues' such as Socially fResible Investment. This has
created an effective and yet limited, commerciaspure on firms to adopt CSR
policies and constitute a growing CSR industry (81og005). A recent global
survey of 1,122 corporate executives showed tlaaetlts a perception among CEOs
that firms tend to benefit from CSR because it eases their attractiveness to
potential and existing employees (Economist, 208&tudy in France by Humiére
and Chauveau (2001) on CSR showed that employess eomsidered the most
important stakeholder group toward whom firms hdweexercise their social
responsibility. In 2005, the UK Department of Tradel Industry (DTI) launched a

29



competency framework on CSR. The framework wasrtonmpte the adoption of
CSR by corporations. This framework tends to suppoman resource manager’s
efforts to enhance employees’ adoption of soci@gponsible behavior (Redington,
2005). This shows that employees are central inlépboying CSR strategies.

Several studies on the internal impact of CSR omleyees often focus on
specific dimensions of organizational commitmentaiyhan and Ferrell, 2001;
Brammer, Millington and Rayton, 2007; Peterson,£00n the view of Husted
(2000), because CSR is of a multidimensional nattui@an influence a wide range
of organizational attitudes and behaviors beyondamizational commitment.
Aguilera Rupp, Williams and Ganapathi (2007) andpiRuGananpathy, Aguilera
and Williams (2006) explain that CSR can change leyags’ perceptions of
organizational justice. Swaen and Maignan (2008) &wanson and Niehoff (2001)
also indicated that CSR can affect Organizationtt€hship Behavior (OCB). This
tends to indicate the lack of theoretical consdiaaand synthesis on how and why
CSR impacts on employees’ attitudes and behavitre Tack of theoretical
consolidation can be explained by the limited emgirevidence available.

Several empirical studies have investigated the oblstakeholders’ behavior as a
mediating variable between CSR and financial paréorce (Barnett, 2007; Rowley
and Berman, 2000). However, most of these studase mainly focused on
consumers (Luo and Bhattacharya, 2006; Brown andinDd997; Schuler and
Cording, 2006; Sen and Bhattacharya, 2001). Sorner @mpirical studies have
highlighted on how identification explains CSR’sflience on consumers and
employees (Maignan and Ferrell, 2001; Peterson4;2@hattacharya and Sen,
2004; Sen & Bhattacharya, 2001). Recent theoriepqunded have suggested that
stakeholder management is closely aligned with orgdional identity (Brickson,
2005; Scott and Lane, 2000). However, the socettity theory does not integrate
notions of reciprocity, expectations and mutualigdilons which are considered
essential in the understanding of how attitudeskaatdhvior as well as identification,
could contribute to corporate performance (Cropaoznd Mitchell, 2005). CSR is
made up of all the actions geared towards staker®lthich are beyond the scope
of traditional corporate activities. It involvesettenvironment, NGO’s as well as
other social groups. The actions could alter theadyics between airline firms and
their employees, thus creating a need for employ@esciprocate positive social
behavior (Molm and Cook, 1995).

It has been found that the employee’s identificatioth an organization may be
aligned with specific forms of social exchange (fly2005; Molm, Peterson, and
Takahashi, 1999). This findings means that indigldlevels of organizational
identification may influence social exchange, anldsgequent processes, triggered by
CSR, could also have an impact on the social exghaynamics within firms. In
this study, the both the social exchange and saigaltity theories are combined in
order to provide a detailed explanation on how eyg#s may develop a sense of
obligation and engage in productive or counterpctiva behaviors in the
workplace. In the view of Barnett (2007) CSR isradkof investment by firms and it
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Is characterized by a dual orientation towardgnif@ovement of social welfare and
the relations of the firm with its stakeholder. Tloeus on stakeholder relations
explains why employees as a stakeholder group doavé an impact on the CSR
policy of firms.

Firstly, employees could be agents for social ckamgen they push airline firms
to adopt socially responsible behavior (Aguileraakt 2007). Secondly, through
environmental policy, the support of employeesdasassary to secure effective CSR
programs and policies (Ramus and Steger, 2000Yydyhias part of the firms
stakeholder group employees perceive, evaluatgejaohd react to CSR programs
and actions (Rowley and Berman, 2000; Rupp et 2006). Theoretically,
stakeholder groups of employees can be considesemhandependent variables,
explaining the emergence of CSR (Aguilera et @07}, as a dependent variable
influenced by CSR (Peterson, 2004), or asegliating variable of CSR influence on
corporate performance (Barnett, 2007). Researdhdanpast on CSR research has
focused on relationships between leadership angocate social behavior
(Swanson, 2008; Waldman, Siegel and Javidan, 2006),defined socially
responsible leadership (Waldman and Siegel, 2008).

Several studies have focused on the influence &t G% prospective employees.
These studies tend to be dwell on signaling th€®pgence, 1973) and social identity
theory (Ashforth and Mael, 1989). They suggest thdirms socially responsible
practices send a positive signal to potential wak&he employees also are likely
to identify themselves with responsible organizati@specially if their values
correspond with promoted practices (Strand, Leaneé Montgomery, 1981). From
the studies above, it is seen that a socially resipte reputation makes corporate
entities attractive for prospective employees (Adl@ir and Freeman, 2000;
Blackhaus, Stone and Heiner, 2002; Luce, Barbertiltman, 2001). The effect of
CSR’s on organizational attractiveness is strofgethose who are seeking jobs but
have several job options (Albinger and Freeman,0p08nd when there is prior
knowledge of CSR and/or are often concerned withiisues that that the CSR
addresses (Blackhaus et al., 2002). Strand el @B1) has shown that in order to
determine how improved societal or environmentalrpomte performance
influences the attractiveness of firms to job segki is important to consider both
job and organization attributes.

Montgomery and Ramus (2003) conducted a survey WiBA students and
found that they were willing to forgo financial edits in order to work for firms
that have very good reputation for CSR. Therefos&R@an be a useful marketing
tool for attracting the most qualified employeegdaghe fact that is an essential
component of corporate reputation (Fombrun and Blari990). Because CSR
enhances corporate image and reputation, it isparopriate tool for marketing to
attract prospective employees. When CSR is direete@mployees, there is a
positive perception by both prospective employees awider audience, including
actual employees. A study by Riordan, GatewoodBih@1997) that used external
corporate image as a proxy for social performarmend that, the perception of
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employees on corporate image can positively infteenob satisfaction, and
negatively influence turnover and turnover intensio

Some researchers have studied how CSR influencaslvent employees. The
studies gave a strong empirical support for thuamice of CSR on employee (or
organizational) commitment (Brammer, Millington amithyton, 2007; Aguilera,
Rupp, Ganapathi and Williams, 2006; Peterson, 208&cently, some studies
suggests that CSR may influence employees througler anechanisms than
identification (e.g., social exchange), and thatRC®ay influence employees’
attitudes, needs and behaviors other than commit(guilera et al., 2007). Swaen
and Maignan (2003) explains that CSR can have extdinfluence on employees’
adoption of socially responsible behavior withimTs.

Research in the past shows that socially respanb#gthavior has two distinct and
parallel paths and this explains the present gaknowledge on the influence of
CSR's on employees (Swaen and Maignan, 2003). Résemnducted at the
macro-level focused on firm as its main unit of lgsia. These studies focused on
the financial impact of CSR (Margolis and Walsh020 Orlitzky, Schmidt and
Rynes, 2003). At the micro-level the research fedusn individuals as the unit of
analysis and did not refer explicitly to employesscially responsible behavior
(Schneider, Oppenheimer, Zollo and Huy, 2004; TreWwVeaver and Reynolds,
2006). Researchers in the past have generatedptsribat are potentially useful to
for studies in behaviors such as Organizationat€hship Behavior (OCB).

2.8 Organizational Identification

Organizational identification refers to the exteat which the people within
organizations perceive that an organization shdreg defining attributes (Pratt,
1998). Often people tend to identify themselveshwarganizations when they
perceive salient attributes of the organization iadd/idual attributes are in tandem.
The advocates of social identity theory (Pratt, 8)9®xplain that people tend to
identify with an organization when they perceivatth

* itis highly prestigious and has an attractive iejaand

» organizational identity can enhance the self-esteemembers

In times when people want to develop and maintafavarable sense of self-
worth and self-esteem, they seek to join and st#ph wompanies with high
reputation and high status. A study by Dutton an#ddich (1991) found that image
perceptions influence employees who use the imagesvaluate outsiders’
perceptions of both the firm and themselves. Hetieejmage of firms as conveyed
by CSR can directly contribute to employees’ semfseelf (Riordan et al. 1997).
The theory of Social identity explains why employesare about CSR initiatives
developed by companies. Firstly, activities on C3iews that the firms character
that it is not just fundamental and relatively emdg but also it is often more
distinctive than other corporate activities (Sed &hmattacharya, 2001). Employees
are likely to identify with socially responsiblerapanies, especially when the firms
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values match an employee’s self-identity. Secondigns that are socially

responsible usually gain positive public reputagiggombrun and Shanley, 1990).
Employees have proud feelings to be associatedswith firms and they work hard
to enable the organization achieve its objectiyBsown and Dacin, 1997; Turban
and Greening, 1997). Generally, employees woulderatvork for a good citizens
and contributes to the welfare of society (Turbad &reening, 1997).

2.9 Social Exchange

Aside organizational identification, the reactiamfsemployees to the firms CSR
initiatives could be governed by reciprocity, which defined as a pattern of
mutually contingent exchange of gratifications (Gloer, 1960). It has been argued
that, a firms philanthropic donations are likely affect the dynamics of social
exchange not only with the recipients of such astjobut also within the
philanthropist own social group. Porter and Kran(2006) explain that CSR
activities are not limited to philanthropic actiegd and over many extra-role
behaviors of corporations which target various et@kder groups (Barnett, 2007).
In instances where the intentions of firms is tg¢h external stakeholders, the CSR
activities can change the dynamics of social exgbanithin firms. The sense of
obligation of the firm is a moral norm that is bésen the assumption that
employees should help those who have helped thenteftain circumstances,
employees may reciprocate the positive treatmesyt get from their employers. In
fact, the obligation to repay is dependent on thleie the employees places on the
CSR actions as well as the firms motives and ressur

Research in the past has shown that employeesmepi@-social behavior when
- organizational practices that has a favorablégeserceptions and also incur a
sense of obligation to recompense the firm in ameatmefitting a social exchange
relationship(Zellars and Tepper, 2003). Conversely, severalistuhave proved
that employees, who feel underpaid, tend to skeaptoperty of the firms the work
SO as to counteract the firm’s perceived unfairi€eenberg, 2002).

Many researchers have identified three forms ohamge (Flynn, 2005; Molm,
Lawler, 2001; Peterson and Takahashi, 1999). Naiguotiexchange is made up of
two entities where - the terms of the exchangeogenly discussed and the giving
and receiving of benefits are direct and often imiiae (Flynn, 2005). The
restricted exchange is about the discrete tramsectind bilateral flows of benefits
between partners (Molm and Cook, 1995) whiles #ogorocal exchange is made up
of two actors who benefit each other by unilatexrels of anonymous giving and
where the rate of exchange is established only owee (Molm, Collett, and
Schaefer, 2007). The generalized exchange is dareatcand impersonal form of
social exchange that involves three or more membéra social group. The
exchanges requires that repayment of a kind dagd)di necessarily by the person
who originally received it, or to the original givéBearman, 1997; Molm and Cook,
1995).
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2.10 Configurations of Social Exchange and Organitzianal

Identification

Theory suggest that both social exchange and sdeatification can explain the
influence of CSR on employees. There are four gomfitions of Social Exchange
and level Organizational Identification (SE/OI dguirations) when the high versus
low organizational identification are crossed wtltle three forms of social exchange
thus, negotiated, reciprocal and generalized.

2.10.1 SR influence on Organizational Identificatia and Social Exchange

a. Employees’ CSR perceptionThe CSR actions of corporate entities can
influence the attitudes and behaviors of employady to the extent this
stakeholder group perceives and evaluates therm¢BaP007; Bhattacharya
and Sen, 2004). Hence, the perception of employae€SR are the main
variable that mediates the influence of CSR actimmsemployees (Rupp et
al., 2006; Schuler and Cording, 2006). Carroll @0dentified four levels of
economic, legal, ethical and discretionary CSR. r&hare studies that
assumes that managers, consumers and/or emplogeespions of CSR
would be structured in accordance with the fouregaties (Maignan and
Ferrell, 2001; Peterson, 2004).

b. CSR Perceptions Antecedenteveral psychological factors tend to affect
employees’ socially responsible attitudes and bensav(Schneider et al.,
2004). There are three antecedents that has tliertey to shape how
strongly CSR actions influence employees CSR p#mep They are
awareness about CSR, individual beliefs in CSR &RCorientation of
employees, and the fit between organization and lemeps values.
Researchers in consumer behavior have found ti&R, i€ likely to impact on
employees’ attitudes and behaviors only if they aware of the actions
(Bhattacharya and Sen, 2004; Schuler and Cordir@)6;2 Sen and
Bhattacharya, 2001). The knowledge about past CSRons and
communicating them inside the firm influences ergpkis perceptions.

2.10.2 CSR Influence on Employees through SE/OI Céiguration Change

Organizational identification and social exchangecpsses are often influenced

by CSR; therefore, it can be inferred that theeesgrecific configurations of Social
Exchange and Organizational Identification (SE/@Bt CSR also influences. The
following are ways of how CSR tends to influence GEconfiguration (Mediated
Impact), workplace attitudes (trust, organizatioc@nmitment and job satisfaction)
and behaviors (OCBs and workplace deviance).

a. CSR Mediated Impact on Trusthere is an assumption amorgployees
that their organization is trustworthy if they idiéy with a social responsible
firms. As organizational identification is abouetperception of oneness or
belongingness to a particular firm as well as te #motional investment
attached to organizational membership. It alsath@sendency to enhance the
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propensity of an individual to trust the organiaatiand its members. When
there are acts of trust, it provides organizationambers with an opportunity
to communicate to others the symbolic value attasiinthey have to their
organizational identity (Kramer, 2001). There isiateraction between the
various forms of social exchange with organizatiomdentification in
predicting organizational trust.

The trust that exist between partners is likelydavelop when exchanges
occur without explicit negotiations or any bindiagreements (Molm and
Cook, 1995), and it is dependent on how partnesiared to opportunities to
exploit or reciprocate. Because there is no wagydsuring an appropriate
return for a favor, the social exchange conceptiireg trust in others to
discharge their obligations (Blau, 1964). Hencejp®cal exchanges often
produce stronger trust than negotiated exchanges.tdrms of negotiated
exchanges obvious to all in advance and guarantdestefore trust is
unnecessary. On the other hand, generalized exebkaegds to encourage
trust because it is associated solidarity and eefoiilat others will stick to a
collective norm of cooperation (Lawler, 2001; Moémd Cook, 1995).

. CSR Mediated Impact on Commitment and Satisfacti@nganizational
identification and organizational commitment tertdsoverlap, yet they are
very distinct (Riketta, 2005; Van Knippenberg andeeBos, 2006).
Organizational identification is a very importante@ictor of commitment
(Meyer and Herscovitch, 2001) and tends to relabsitipely to job
satisfaction (Riketta, 2005). The degree to whidh@émployees identification
with, and development of a sense of belonging to caganization is
determined by the strength and length of their megstiop (Dutton, Dukerich
and Harquail, 1994). A study by Molm et al. (1999ye shown that, there is
a strong and close relations evolves when exchaageseciprocal, rather
than negotiated. According to Molm et al. (2007)ratiprocal exchanges,
actors benefit others by anonymous unilateral actgving where the rate of
exchange is established only over time.

According to Lawler (2001) social exchanges prodeo®tions which are
internally rewarding or punishing, and generateorgjr affective ties to
individuals rather than organizations. Due to fihett emotional expressions
are stronger for reciprocal than negotiated excasn@lolm et al., 1999;
Molm and Cook, 1995), organizational commitment patdsatisfaction tends
to be stronger for reciprocal exchanges and evenldw identifiers.
Exchanges that generalized tend to be indirectetbee actors who give
benefits do not necessarily receive benefits frloas¢ same actors. There is a
higher level of uncertainty than in reciprocal andgotiated exchanges.
Studies have shown that commitment is stronger wiresertainty is high
(Molm and Cook, 1995). Frequent generalized excasarngnds to reinforce a
positive effects that will be partially attributedd an organization which
represents a context for exchange. The exchangegeheralized may help to
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build a collegial environment that promotes comreitinto an organization as
well as job satisfaction.

. CSR Mediated Impact on OCB: When a person idestifigith an
organization, the values and interest of the omgi@n are integrated in
people‘s self-concept (Dutton and Dukerich, 199he collective interest of
the firm becomes the self-interest, and individwalks motivated to adopt the
goals of the organizational and their actions amedacted in the interest of
the organization (van Knippenberg and Sleebos, RE6ployees who have
a strong identification with organizations considdre organization’s
successes and failures as their own. Such empl@reekkely to engage in
behaviors that will help the organization achietee goals. This is because
doing so positively impacts on the organizationd dy association, on
themselves (Dutton and Dukerich, 1991).

Studies have suggested that a high organizatidealification is associated
with cooperative and organizational citizenship &abrs (Riketta, 2005;
Tyler and Blader, 2000). Some other studies hawvevsithat empoyees who
believe the organization’s actions can be benéftoathem often perform
above and beyond formal job expectations (Eisemveymeli, Rexwinkel,
Lynch and Rhoades, 2001; Organ, Podsakoff and MazmkKge 2006).
Favorable treatment that results from CSR practieegls to create an
obligation to repay the favors in terms of OCB.dad, the sense of common
iIdentity, cohesion, and its effect on employee’fiawors, tends to differ
according to the form of exchange (Flynn, 2005).plyees use exchanges
to evaluate their relationships with the organ@atwhen there is a high
organizational identification.

In reciprocal exchanges, the employee act to beatfers without knowing
whether, or when, it will be reciprocated (Molm,t&tson and Takahashi,
1999). However, in negotiated exchanges, the iddais and the
organizations negotiate an agreement based ont @dnekt strict reciprocity.
There is a tendency for the negotiated exchangesc@ase conflicts of
interests between actors, thus making exchangespatdive and with
conflicts (Molm et al.,, 2007). Therefore, it is egbed that reciprocal
exchanges should have stronger cohesion and stlidhian negotiated
exchanges. In times when organizational identificeis low, giving behavior
becomes important, because it provides internaauresvin terms of pride, as
well as future benefits (Molm et al., 1999; Molmagt 2007).

The development of reciprocal exchanges occur waetars are willing to
trust their organizations and accept short-termtscosnd uncertainty.
Therefore CSR practices can change negotiatedaretainto reciprocal ones.
When employee’s identification with organizatiome high, organizations are
less likely to be perceived as separate psychabaeiatities. Such reciprocal
exchanges are associated with trust, commitmentpasdive affect toward
an exchange partner (Molm et al., 1999). AccorditogLawler (2001)
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generalized exchanges are useful for fostering fllelpnvironments and
further enhance collective solidarity and altruismmthe extent that it will

enable others to discharge their obligations tcetimechment of society rather
than for their exclusive narrow self-interest (Eket®74). Due to this,

reciprocal and generalized exchanges should shrengtorganizational

identification on OCB in CSR practices. Also, itnferces a collective norm
of unilateral giving and concern for the well-beinf others (Flynn, 2005;
Lawler, 2001; Molm and Cook, 1995).

d. CSR Mediated Impact on Deviance: Workplace deviamebers to voluntary
behavior that violates important organizationalmerand tends to threaten
the organizations well-being of an, its membersbath. Deviant behaviors
are exhibited by employees and they respond aggedss when
organizational acts threaten their self-esteendenmtity (Aquino and Douglas,
2003; Bies and Tripp, 2005). Bies and Tripp (1996¢pvided a linkage
between organizational injustice with publicly dgaiting one‘s own
organization and stated that employees may takengevpublicly in order to
restore their own damaged image. An investigatignDie Cremer (2006)
showed that when organization acts unethicallyh Idgntifiers exhibit higher
levels of disappointment and anger than low idessf

2.11 Regulatory institutions and CSR

The perception of CSR as an externalities reinfoiibe belief that CSR is an
activity which is not directly dictated by markeEsxternalities are usually handled
by government regulations which either directlyitithe organizations discretion or
Impose taxes (provide subsidies) that make firnsrimalize true social costs and
benefits of their actions. The focus of CSR istlomse behaviors that are neither
prescribed by markets ngovernment, but rather presents a private altesmaoi
conventional government regulation of externalities

Some authors are the view that laws and regulaboasmperfect tools: they are
“incomplete contracts” and tend to leave multiplgg where meaning of the law
remains unspecified. Furthermore, laws and regulatiare seen as indiscriminate
and thus “blunt” instruments that tends to ignosseatial realities on the ground.
Therefore, the two are captured by vested inter@stfuding regulated industries
and firms, and, whiles they should be serving thklip, they often are turned into
sources of rent. Their administration could be lgoshd ineffective; and laws and
regulations can also be delayed. In the view oftétlisde Jesus Salazar (2006), the
weaknesses of laws and regulations could make natiees or options of
maintaining order in society have a competitiveeedg

The work of Ronald Coase (1960) shows that priedternatives to regulation in
the airline industry has come to the fore in ecoicotkebates. The famous theorem
by Coase (1960) points to the fact that lower taahen costs could make the
involved parties - those that emit externalitied Hrose that are affected — to engage
in private negotiation mutually acceptable and éRgrefficient solution that renders
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government involvement unnecessary. From this pets@ CSR is considered a as
the implementation of a modern idea that makeogsible to settle externalities
through bargaining between firms as representethéyelevant shareholders. This
will help save the agency problem stakeholders u{etgrs) on one side and
management on the other.

In the view of Coase (1960) bargaining does noy aobrdinate their actions but
also it makes it possible to share gains of firmmeugh side payments. With CSR
the latter is in the form of corporate social invesnts which is known as remedies
for possible transgression against stakeholderatuhal rights”. Usually the side
payments is in one direction - from the compangtakeholders, and not vice versa.
In some instances, the bargaining that underlirfeR @re explicit and happens the
form of consultations, roundtables, public hearjrgfakeholder forums etc. which
results in obtaining a “social license to operathat is a consent of the society and
endorsement of thenodus operandof the firm (Porter and Kramer, 2006). The
“social license” could be secured implicitly in iasces when the self-restraint and
social investments win the tacit approval stakeésd

Private settlements is an alternative to governmegtlation, but not necessarily
a superior one. Over a period of time, societiegehased different means to
maintain order in the economy (Djankov et al, 2003)raditional societies, the use
of private orderings prevailed. The private ordgsinwas based on mutual
agreements, reputation, social networks among sthient earlier the use of
litigation was an alternative institution which peal to be more conducive to
economic development (Greif, 1994). The rise ofusides and concentration of
production and wealth was a challenges to fairaeskeffectiveness of the justice
system. That gave an opportunity to government latign as a better way for
protection from influence and capture (Hawkins, @00

Over time, there has been a comparative advantaygslisadvantages of CSR
over institutional alternative. They tend to diff\som society to society. These
variations and change are used to map, explaimssess observed CSR models and
patterns. The costs and benefits of CSR vis-a-eigilation are affected by the
economic and social structure, political and caltutradition, working of
government and legal system, and overall insti#icetups and path dependencies.

If the regulations of government is to effectiviejsi dependent not only on the
complexityof problems that regulation is to address, dbsth on thecapacity of
regulatory bodies to handle such problems. WAlhe regulatory issued are
complex in nature and capacity of the regulatorghybis weak, the better, all other
things being equal, are the chances of CSR to sasva viable alternative. In
developing and transitional countries, the regokatoy is effective when it deals
with relatively straightforward issues which re@uisimple regulatory tools.
Informational asymmetry usually complicates theeroff regulators. When this
happens, the role of the regulator wrongly targetamlild be misguided, could
unnecessarily suppress market incentives or createat the expense of the society
(Laffont and Tirole, 2002). This can cause a sigaiit “collateral damage”.
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One of the factors that favors CSR over regulaisomformational asymmetry.
This is because the firms and relevant stakeholdetfse airline industry are better
informed than the government of the nature of ttublem and relevant facts of the
matter. Therefore they are in a better positioditectly handle such problems. The
states capacity to regulate is of equal signifieaicincludes the ability of the state
to choose the appropriate regulatory tools, passessary government decisions in a
timely manner as well as implement relevant deosian a professional and
impartial manner. It requires adequate regulatod olicy-making expertise; well-
functioning policy-making process; a reliable aneadily accessible dispute
resolution system; transparent and accountablergment; and a number of skilled
and duly motivated personnel. This is particulalghallenge for many countries,
especially the developing countries.

It is also relevant to explore the allocation ajukatory prerogatives between the
various levels of government. Most the issueshbaters on regulations are local in
their nature, consequently, the regional and mpalg@overnments tend to have two
advantages over central authorities in handlindy suatters (Oates, 1972). Firstly,
the various subnational governments could custothizeegulatory interventions to
suit the needs and conditions of various localiti®sen this happens, the national
government could concentrate on choosing standatdpolicies that would be
accurate “on the average” and still significantiviite from the requirements of
specific regions. Secondly, the governments atstiienational are “closer to the
ground”, therefore they are in a better positiomamdle informational asymmetries
than the central authorities. Therefore, when @gais are excessively centralized,
it makes the case for CSR stronger, especiallyusecthe policies and investments
made into CSR fundamentally deal with local matters
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3. FINANCIAL (INTANGIBLE) ASPECT OF CSR

3.0 Introduction

This chapter reviews literature on the relationdtepveen CSR and the financial
performance of firms. It looks at the concept ofRC& an intangible asset and links
it with the firms’ performance.

3.1 CSR and financial Performance

The CSR concept and stakeholder theory are fundahterthe study of business
and society (Maron, 2006). Ruf, Muralidhar, Browdgnney and Paul (2001)
emphasized the need for caution with respect tartawirity of research evidence.
Previous researchers have acknowledged that thegebahat occur in economic
development, national or local security, and exquemts of society could have an
effect on how social performance is defined and ltoivolves stakeholders and
thus the performance of firms. The understandinthefimplications of CSR is very
necessary. Lately, many firms have been encourage@&ngage in socially
responsible behavior for both moral and practiceliess incentives (Maron, 2006).
In fact, from an ethical perspective, the studyG&R is making way for a more
economic approach or at least a more businessratezapproach (Doane, 2005;
Gauthier, 2005; Stormer, 2003).

The concept of CSR has a long tradition in the y@malof business research
(Garriga and Mele, 2004). Friedman (1970) madeatestent that ‘managers’ only
responsibility was to increase shareholders’ weladth widely shaped the focus of
research into CSR activities of firms. Friedman7@Pfocused on a very distinct
aspect of corporate and managerial responsibligcause manager of firms are
employees of the stockholders, their responsibgityp conduct the business to meet
the satisfaction of their owners and make profitsthe company in accordance of
society. Freeman (1994) argued that social perfocmas needed to attain business
legitimacy. Managers have a fiduciary responsipifibt only to shareholders but
also to all relevant stakeholders. The argumerfriegman led to an increase in the
research interest on the link between social respiity and financial performance
of firms. Freeman (1994) suggested that therepssaive relationship between the
two variables in the long run. The main idea irksteolder theory is that the success
of the firm is dependent on the ability of the fitoomanage its relationships with
key groups, such as financers and shareholdenselhsas customers, employees,
and even communities or societies.

There are a number of benefits that firms can defrom CSR, however,
financial success is the most crucial for sharedrsldFrom a business perspective,
some scholars have argued that CSR can increaseittgetitiveness of a company
(Knox and Maklan, 2004). Researchers have expltredelationship between CSR
and financial performance, and have found mixedlt®# terms of the benefits. In
the view of Friedman (1970), there is a negativatianship because CSR involves
costs and therefore worsens a firm’'s competitiveitppm. However, a decade after

40



Arlow and Gannon (1982), conducted seven empirstatly and found that the
economic performance of firms is not directly retgtin either a positive or a
negative way to social responsibility.

Margolis and Walsh (2003) studied the relationgiepween social and economic
performance. They concluded that there is a pesitelationship between CSR
performance and corporate financial performancerg®las and Walsh, 2003).
Others studies have focused on how to select amoppate method for the
measurement responsible corporate performancahdlmethods for measurement
have some limitations because they either have @mydimension (thus they take
into consideration only one or two areas of sogaiformance and ignore the
others) and therefore may not properly reveal thexall level of the CSR of firms
in the airline industry, or there are difficulties applying them to a wide range of
industries (Heal, 2005, Knox and Maklan, 2004).

One of the main issues regarding the link betweBR @nd financial performance
Is the causality between the two variables. Oniefviews is that when firms have
a good financial performance, there are funds abhl for investments that will
improve their environmental as well as social penfmance. The other viewpoint is
that, when a firm has a good environmental andas@arformance, it will result in
good financial performance because of the efficieset of resource and commitment
gained from relevant. In a study by Scholtens (20@8wvas found that financial
performance generally results in social performamoee often than the other way
around. However, Waddock and Graves (1997) explthas the presence of a
simultaneous relationship in a kind of “virtuouscée.”

In spite of the studies already indicated, theretil little explanation on the
relationship between CSR and financial performawdhin the airline industry.
This is mainly because many of the studies on CsRhe airline industry are
constrained in their descriptions of socially respble actions that firms in the
airline industry could implement to make them cetesit with a CSR agenda of the
relevant stakeholders. This could be as a resulthef absence of a common
framework and a systematic method to objectivelal@ate individual CSR
activities. There are various methods that have losed by researchers to measure
the connection between financial-to-CSR. Some @f mhethods include social
responsibility indexes, and content analysis ofutoents, forced choice survey
instruments, behavioral and perceptual measures,case study methodologies
resembling social audits. Edwin (2006) observed shah a variety in measurement
IS not only as a challenge, but also it providesogportunity because it is not
difficult to find an aviation-related organizatiotiloes not have some type of
programme in CSR.

There has been empirical studies on the relatipnisatiween CSR and financial
performance that have suggested that performancedéed a key driver for the
adoption of CSR (Bansal and Roth, 2000, Haigh ames, 2006, Juholin, 2004).
Most of the empirical studies tend to support tlosifove relationship that exist
between CSR and financial performance (Barnett@admon, 2006, McWilliams

41



and Siegel, 2001, Griffin and Mahon, 1997, Luo &Mttacharya, 2006, Goll and
Rasheed, 2004, Ruf et al., 2001, Waddock and Gra@&¥). The recent literature
reviews on the meta-analyses by (Wu, 2006, Allousie Laroche, 2005, Orlitzky

et al., 2003), and the bibliometric analyses by @&ker, Groenewegen and den
Hond 2005) all point to the conclusions of on te&tionship between CSR and
financial performance.

The empirical literature review in this study finegidence that shows that there
IS a positive relationship between CSR and findnp&formance and, in some
instances, a positive relationship between the ureasof reputation and financial
performance. Beurden and Gossling (2008) revieveseral empirical studies and
found that sixty eight percent of the reviews suppopositive correlation between
CSR and financial performance. This implies thandesocially responsible can
bring benefits to firms though the nature of thé&atienship between CSR and
performance still remains unclear (McWilliams andegel, 2001, Porter and
Kramer, 2006).

The discussions on CSR dwells on issues that seard for modern economy
and their consequences for individuals, societ@s, organizations. However, the
debate on CSR is not a new one, neither is it W 2002). The concept of CSR
actually comprises of the notion that organizatibage to meet the expectations of
society (Gossling and Vocht, 2007). The conceptC&R is the answer to the
uncertainties within society that firms have to eopithin the present dynamic,
global, and technological social contexts. All otke world, there is increasing
pressure for corporate accountability (Waddock,4200his means that there are
legal, social, moral, and financial aspects of ®@i8R. The restrictions by
government on the social conduct of firms are iasi®g, even in times of trade
liberalization. The demands of customer are theresmse with increasing
transparency of markets. Additionally, customers demanding for sustainable
products (Gauthier, 2005).

Many investors are not only looking at the finahgarformance in a firm’'s
portfolio, but they also valuate the way the firneeth their social responsibilities
(Barnett and Salomon, 2006). These developmentsthki attention of corporate
entities from a mere financial orientation to a muroader one. When the entire
society decides that firm have responsibilities aalstakeholders, we can expect
these firms to be held accountable for their sop@&fformance (Gossling, 2003).
This is applicable to the actions of the frms’ vadl as to the outcomes that result
from these actions (Freeman, 1994).

Past reviews shows that there is no consensusamlgxhat should be included
in the social responsibility of firms (FrederickQ; Griffin, 2000). Some authors
have described CSR as the obligation of organizatio be accountable for their
environment and for their stakeholders in a maringr goes beyond mere financial
aspects (Gossling and Vocht, 2007). One definkuich puts the concept of CSR
in a broad yet understandable perspective was g¢edvat the World Business
Council for Sustainable Development. CSR was ddfirms “the continuing
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commitment by business to behave ethically and ribotké to economic
development, while improving the quality of lifetlé workforce and their families
as of the local community at larggHolme and Watts, 1999). Another definition of
CSR which has been used by many researchers iprinatied by Carrol (1979):
“The social responsibility of business encompaslsesconomic, legal, ethical, and
discretionary expectations that society has of argations at a given point in time”
(p. 500).

CSR is therefore a relevant concept that appeadsffatent levels within and
outside organizations and although difficult to sw@&. According to Wood (1991)
there are three principles of CSR which each opearata different level. First is the
principle of legitimacy which operates on an ingtdnal level. The second
principles is public responsibility, and that ogeson an organizational level. The
third principles focuses on managerial discretidanagerial discretion operates on
an individual level. Goll and Rasheed (2004) exgdi that acting in a socially
responsible way is a consequence of a deliberategesial choice and it results
from internal decision processes, which are of mpiex nature. Corporate Social
Performance is a way of making CSR applicable arnting it into practice (Maron,
2006). It must be stated that the concept of CSRotsa variable and therefore
impossible to measure. However, CSP on the othed,hthough very difficult to
measure can be transformed into measurable veasiallbere are different
approaches wused in the measurement. All the rdewgrproaches are
multidimensional constructs that measure orgammnati behavior across a wide
range of dimensions. The dimensions include investsin pollution control
equipment, sustainable investment and internal \nehalt could also include a
wide range of processes, such as relationshipsougtomers, treatment of women
and minorities and outputs such as community alatnd philanthropic programs
(Waddock and Graves, 1997).

CSP provide an assessment of a firm’'s general staith regard to a complex
range of concerns relevant to the social field y@saand Waddock, 1999). Carrol
(1979) explained that the social responsibilityfiohs goes beyond economic and
legal concerns, which is therefore an additionapoasibility as an aspect of CSP.
There were two other aspects that were includeithenstudy. Firstly, there is the
enumeration of the issues to which the social nesipdity is tied and which are
subject to change and differ between industriesosdy, there is a need to consider
the specification of the philosophy of responsejciwhis best seen as a social
responsiveness. These three aspects are impodeatide they are interrelated and
further help to build the linkage between sociabpansibility and social
performance. According to Wood (1991, p. 693) CSRaibusiness organization’s
configuration of principles of social responsibjlit processes of social
responsiveness, and policies, programs and obskr@litcomes as they relate to
the firm’s societal relationships.This definition makes social performance suitable
for an objective measurement. Therefore, CSP casebr as a concept that is not
only integrated into doing business, but also, utstrbe abstracted from business
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operations in order to understand the relationbbiveen business and society. The
concept of CSP is very useful in providing a caesis framework exploring the
relationship between business and society (Woo@i] J19

In moral philosophy, one of the oldest questionshether it pays to be a morally
good person (Gossling, 2003). Likewise, within dentext of CSR, one of the
oldest and most important questions can be formdlads follows: “Social
performance may be good for society, but does W§?pa(Brown, 1998).
Theoretically speaking, moral behavior is finangiand economically beneficial is
not obvious to determine (Brown, 1998; Gossling)30 Due to the fact that CSP
and CFP are broad meta-constructs, the differemecedefinitions makes the
categorization of CSP and CFP difficult. Thoughréhare varied approaches to the
measurement of CSP and CFP, the different restilthese researches can be
compared if the comparison takes measurement eliféexs into account (Griffin and
Mahon, 1997). There are mixed results on the welahip between the two. Some
studies on CSP and CFP show a positive relation&iisfin, 2000; Maron, 2006;
Orlitzky et al.,, 2003; Wu, 2006) whiles others fdua negative relationships
(Griffin and Mahon, 1997). However, according to\Wiliams and Siegel (2000),
most of the existing research have very significantpirical and theoretical
limitations.

In a study by Frooman (1997) on the relationshipwben CSP and CFP it was
revealed that firms that are socially irresponsinieengage in illegal activities end
to have a decreasing shareholder wealth. The iatmit is that to be able to
increase shareholder wealth, firm must be sociaiponsible and law abiding.
Though there appears to be quite a high numbempfrecal research that has found
a negative relationship between CSP and CFP, Rohkhayipor and Agle (1999)
reclassified empirical studies and came to the losian that there is actually a
dramatic decrease in the number of studies thateth@ negative correlation.

De Bakker et al. (2005) made an analysis of thearef and theory development
on CSR and CSP. Their results tend to support paigression and variegation of
the field. De Bakker et al. (2005) provided evidete show that CSR has become a
strategic and managerial tool. They suggestedithvabuld be beneficial for more
in-depth analysis of different studies on the cphad CSR. A meta-analysis study
by Allouche and Laroche (2005) on the relationdlepveen CSP and CFP provided
a conclusive results that CSP has a positive eiacCFP. Allouche and Laroche
(2005) indicated that in spite of the apparent hashin the field, there is a
possibility that there is a positive CSP - CFPtreta A recent study by Wu (2006)
on the link between CSP and CFP with emphasis emdle of firm size as related
to CSP found a positive relationship between CSP @RP. This findings tend to
affirm the notion that the costs involved in beswrially responsible are low and
that firms stand the chance of benefiting from albgiresponsible actions. Wu
(2006) explain that the size of the firm has nables effect on CSP or on CFP.
Consequently, Maron (2006) unified the theory ofPEGFP and indicated that his
theory identifies two opposing forces that is C®&Rted rewards and costs. This is
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what in the view of Maron (2006) explains all thespible relationships between
CSP and CFP.

A proper identification of the relevant factorstthends determine the relationship
between CSP and economic performance may stimolg@nizations to become
more involved in issues of sustainability and CSRgel (2005) is of the opinion
that neither a positive statistical and even caredationship between CSP and CFP
could be guarantee that when firms invest in CERIli necessarily pay off. This is
actually a central characteristic of every kindrafestment. When there is a positive
correlation between CSP and CFP, it points to #u that investment in CSR is
likely to pay off. It will affirm the fact that irestment in CSR is not a waste of
money for organizations.

Available information on relationship between C3SRl £SP is inconclusive (De
Bakker et al., 2005). The link between them hasnbstedied extensively, but
outcomes fail to be consistent. Davidson and Wb(t€l90) provides three reasons
for the lack of consensus existing in the fieldeYlare as follows. First is the use of
guestionable social responsibility indexes, secsdhe poor measurement of
financial performance, and third is the unsuitaddenpling techniques. Ruf et al.
(2001) explain the reasons for inconsistency isabse of the lack of theoretical
foundation, a lack of systematic measurement of ,C&Plack of proper
methodology, limitations on sample size and contmrsiand a mismatch between
social and financial variables. These reasons atdithat there is a need for an in-
depth analysis of the CSP - CFP link and requiresn@e comprehensive
investigation of current research.

3.2 Consequences of Corporate Social Performance

In the analysis of financial consequences of C&Bretis a need to consider the
differences in the measurement of CSP and CFP.i§liscause they can influence
the outcome of the research (Orlitzky et al., 2008;, 2006). Brown (1998) has
observed that the inconsistency in the measurewie@SP causes problems for
determining the relationship between CSP and CHierefore, it is important to
know the kind of measurement to be used in thedifft relationships.

Building a theoretical model requires the recognitof the different dimensions
and the inclusion of multiple dimensions, if we & have an appropriately
representative construction (Allouche and Laro2@0)5; Waddock and Graves,
1997). The CSP concept is categorize into threeeham

1. CSP 1: This is made up of the extent of socialldssze about matters of
social concern (Wu, 2006); also included is theldsure measurement which
Is the analysis of corporate disclosures to thdip@Orlitzky et al., 2003)

2. CSP 2: This is has to do with corporate actionhsa philanthropy, social
programs, and pollution control. The corporate cactrefers to concrete
observable CSR processes and outcomes. Includiusiare questionnaires
sent to employees and managers because they ylireffdct actions of the
firm in question.
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3. CSP 3: This refers to corporate reputation ratingd assumes that CSP
reputations are good reflections of underlying C&Rues and behaviors.
There is evidence from research that indicatesthi®at is a difference in the
prediction of financial performance between matk@ted measures of CFP
and accounting-based measures of CFP (Orlitzkl,,e2@03; Wu, 2006).

The CFP concept is used to measure the Economiorimance of firms. It
comprises of two categories. The first categorykmown as CFP 1 and it
incorporates market-based measures such as stoftknpence, price per share,
share price appreciation, market return, marketiesdb book value, and other
market based measures. The participants in thd stacket determine the stock
price of the firm, the consequent market value, thett decisions are based on their
perception of past, current, and future stock nsOrlitzky et al., 2003). However,
this is influenced by social performance.

The second category is known as CFP 2 and it & usthe measurement of CFP
by incorporating accounting-based measures sugbragability measures, asset
utilization such as return on asset and asset varnand growth (Wu, 2006). The
accounting-based measures is an indication of ittmes forganization’s internal
efficiency, which is also influenced by the firnsgicial performance.

Davidson and Worrell (1990) show reference for reaineasurements. They
explain that it is virtually impossible to isola@SR activities. Moreover market-
based measurements for CSP tends to relate claselshareholders’ wealth.
Interestingly, investors are mostly concerned vaiticounting-based measurements
when they affect shareholders’ wealth (Davidson Afairell, 1990). In the view of
Wu (2006) studies that are conducted with markeasmeements provide smaller
relationship between CSP and CFP than studiesufiest other measurements, such
as profitability measurements, asset utilizatiord growth. Wu (2006) considers the
latter to be a better predictor of social perforo@athan market measurements.

3.3 CSR pays

He, Tian and Chen (2007) in their study soughtital fout how non-market
strategy can influence the performance of firmseifistudy revealed a positive
relationship. Their study made use of the CSP 2 @ikdP 2 categories for
measurement as well as the inclusion of bridgingfeling, and adaptive capability
as moderators. Because all these variables infagetice relationship, they were
therefore marked as confounding variables. Thedbui§ and bridging variables can
complement each other to bring improvement in grégomance of the firm through
adaptive capability and CSP. Buffering refers te &bility of the firm to influence
and control the environment or insulate a firm frexternal interference whiles
bridging has to do with the ability of the firm &alapt to its environment or to meet
and exceed external expectations.

A study was conducted by Luo and Bhattacharya (26A6he link between CSR
and the market value of the firm, with the belieatt customer satisfaction would
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serve as a moderator found a positive relationshipe study by Luo and
Bhattacharya (2006) used CSP 3 and CFP 1 catedorieseasurement. Because
customer satisfaction plays a significant rolehe telationship between CSP and
CFP it was treated as a confounding variable. Baraad Salomon (2006)
researched into the divergent views on SRI andoegglthe relationship between
CSP and CFP within mutual funds. Using the CSP @ @RP 1 categories for
measurement, they found a positive relationshigeirTstudy controlled for global
funds because the globality of a fund had a negatipact on CFP. A study by
Peinado-Vara (2006) on the role of CSR in Latin Ae revealed a positive
relationship.

Furthermore, Schnietz and Epstein (2005) exploredfinancial value of CSR
reputation during a crisis to see if the reputattdnCSR reputation insulates the
effect on an external shocks that is likely to harfirm. They found a positive
relationship using CSP 3 and CFP 1 categoriesht&r measurement. The effect of
CSP on CFP was weak when R&D was included as aratowmariable. An
investigation conducted by Goll and Rasheed (2Ga#%)the moderating role of
environment on the relationship between CSR ana faerformance showed a
positive relationship. The research by Goll andriead (2004) used CSP 2 and CFP
2 categories their measurement and found thahsidea positive effect on CFP.

A study by Kumar, Lamb and Wokutch (2002) on tha@ssmuences of social
behavior on stock market value found a positivatr@hship. They used CSP 2 and
CFP 1 categories for measurement and there wesmmounding found. Another
study by Ruf et al. (2001) on the CSP-CFP link franstakeholder perspective
showed a positive relationship. They used CSP 3 @iRd 2 categories for their
measurement and found that firm size, industry, pmat year’'s sales significantly
affected the CFP.

A study by Carter, Kale and Grimm (2000) on theeeffof environmental
purchasing on firm performance found a positivatrehship. They used CSP 2 and
CFP 2 categories. In another study by Dowell, Hartl Yeung (2000) on the
relation between global environmental standards raatket value, it was found a
positive relation. They used CSP 3 and CFP 1 anchtgories. Graves and
Waddock (1999) also studied the linkage between @8PCFP while controlling
for quality of management and found a positivetieteship. They used CSP 3 and
CFP 1 and 2 categories for measurement. Qualitpnariagement had a positive
effect on CFP.

Furthermore, a study by Brown (1998) on the refeiop between corporate
reputation for social performance and stock manettirns found a positive
relationship. Brown (1998) used CSP 3 and CFP #&goaies for measurement.
Another investigation was conducted by Judge andiglas (1998) on the
relationship between the level of integration ofvimnmental issues into the
strategic planning process and the financial perémce of the firm and found a
positive relation between CSP 2 and CFP 2. Theditiee firm size was identified
as a confounding variable for CFP, but appeareldate no significant effect. A
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study by Stanwick and Stanwick (1998) on the retathip between CSP and three
organizational variables, thus organizational sifieancial performance, and
environmental performance found a positive relaiop. They used CSP 3 and CFP
2 categories for their measurement and found thathed a positive effect on CSP,
and pollution emission a negative effect on CFRr{®ick and Stanwick, 1998).

Russo and Fouts (1997) in their study on the amabetween environmental
performance and economic performance found a pesiélation. They used CSP 2
and CFP 2 categories for measurement. Howevemdustry growth was used as a
moderating variable of the relationship between C&fl CFP, because the
connection is stronger in higher growth industridéso, Waddock and Graves
(1997) looked at the relationship between CSP aRB @nd the direction of that
causation and found a positive relationship. ThegduCSP 3 and CFP 2 categories
for measurement and controlled for the type of stidu Firm size as well as risk has
a negative effect on CFP. Preston and O’'Bannon7()l8fudied the relationship
between indicators of corporate social and findnpeformance and found a
positive relationship. They used CSP 3 and CFPt@goaies for measurement and
there were no confounding variables. Hart and Al{lu§96) looked at the relation
between emission reduction and firm performanceeirThtudy revealed positive
relation when CSP 2 and CFP 1 and 2 categories ugg@. It was concluded that
firms that have a higher level of emission reductamd pollution prevention will
have better performance through different industrie

Furthermore Klassen and McLaughlin (1996) inveséidathe relationship
between strong environmental management and imgrpgeceived future financial
performance. Their study revealed that there i®stipe relation between CSP 2
and CFP 1. Also, the study showed that there igrafisant positive abnormal stock
returns after a positive environmental events. Therefore an indication of the
perceived value of strong environmental performarffava and Krausz (1996)
found a positive relationship when they used CZPBCFP 1 and 2 categories for
measurement. Furthermore, Blacconiere and Pat@vjlused CSP 1 and CFP 2
categories to analyze the relation between ther@mwviental disaster and the
industry-wide effects on the stock return. There @aositive relationship between
the effects of social disclosure of the includethpanies on their stock return.

Herremans, Akathaporn and Mcinnes (1993) studied réfationship between
CSR reputation and financial performance and foangbsitive relationship. The
study by Herremans, Akathaporn and Mclnnes (19%2duCSP 3 and CFP 2
categories for measurement and found that thedf/pedustry affected CSP. It also
found that firms that have a high CSR reputationvehdow risk. Hence, the
confounding variables in the research were indusing risk. The study by
Freedman and Stagliano (1991) on the relationsetprden mandatory disclosures
and the variability in response from investors gav@ositive relation between CSP
1 and CFP 1 categories.
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3.4 CSR does not matter

Van de Velde, Vermeir and Corten (2005) conductedtlme profitability of
socially responsible investment (SRI) strategiesfannd a positive, non-significant
relationship. They used CSP 3 and CFP 1 categdoegheir measurements.
However, no confounding variables were found. Q:n dther hand Seifert, Morris
and Bartkus (2004) investigated the relationshijwben the availability of slack
resources and corporate philanthropy and investijdhe relationship between
corporate philanthropy and the profitability of them. The latter studies found no
significant evidence. Seifert, Morris and Bartk@9@4) used CSP 2 and CFP 1
categories for measurement, however, there weog @f kcontrol variables, such as
ownership concentration, differentiation, and irtdusThese control variables had a
significant effect on CSP. Furthermore, the siz¢heffirm had a significant effect
on CFP. In their study, ownership concentration deffned as the number of large-
block owners whiles differentiation was definedaadifferentiation strategy in the
industry sector. However, average philanthropy svaglified as industry because it
depends on the industry and thus measures the same.

Seifert, Morris and Bartkus (2003) studied the limdetween corporate
philanthropy and financial performance and found significant relationship.
However, they used CSP 2 and CFP 1 and 2 catedori¢seir measurement and
found that size had a positive albeit very wealeatfbn corporate philanthropy. A
study by Moore (2001) on the link between CSP arkP f firms in the
supermarket industry in the UK found that there wassignificant relationship.
Moore (2001) used CSP 3 and CFP 2 categories fasmement and found that
there is a positive relationship between CSP amdsfisize as determined by the
average turnover.

Studies by McWilliams and Siegel (2000) on the elation between CSR and
R&D and estimated the impact of CSR on financiatfggenance found no
relationship after the study controlled for R&D arlklerefore no significant
relationship was stated. McWilliams and Siegel (»00sed CSP 3 and CFP 2
categories for measurement and R&D was treatedcamf@aunding variable in the
research. Balabanis, Philips and Lyall (1998) stddthe assertion that social
responsibility and economic performance are linkedl found no significant
relationship. They used CSP 3 and CFP 1 and 2 @asgor measurement. It was
revealed that firm size had a significant effectbmth CSP and CFP as a control
variable and was therefore included as a confogndsriable. Further, Guerard
(1997) studied the relationship between socialleeged equities and unscreened
equities in average return and no significant i@fship. CSP and CFP 1 categories
were used and there were no confounding variables.

Hamilton, Jo and Statman (1993) conducted a studthe relationship between
the returns of socially responsible portfolios aathventional portfolios using CSP
3 and CFP 1 and found no significant relationship. order words social
responsibility factors have no effects on expestedk return or the cost of capital
of firms. Another study by Arlow and Ackelsberg 919 on the link between social
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responsibility and financial performance within $infams found no relationship.
They used CSP 2 and CFP 2 categories for measutemethermore, a study by
Brammer et al. (2007) on the relationship betwe&kP G and CFP 1 using stock
returns found a negative relationship. Their stuslgd industry as a control variable
mainly because the differences between industre® wignificant, hence industry
was seen as a confounding variable.
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4. METHODOLOGY

4.0 Introduction

This chapter provides the methodology that was useckecuting the objectives
of the research. The chapter includes sectionshenrésearch design, research
approach, the sampling technique, data collectiethods and the statistical tools
for data analysis.

4.1 Research design

The purpose of research is distinguished into threen categories namely,
exploratory, descriptive, or explanatory (Yin, 2D0Bxploratory research enables a
researcher to clarify and understand the probletmaat (Zikmund, 2000). It also
enables researchers to gather information regartfiagtopic of interest. On the
other hand, descriptive research provides reseaefith the opportunity to answer
guestions in the nature of who, what, when, whane, how of a problem. It is used
to determine the difference, and features of suljggcand its characteristics. As
indicated by Saunders, Lewis, and Thornhill (2008),is important for the
researcher to have a clear picture of the situdtiom which they wish to gather
information prior to the collection of data andttisathe focus of descriptive design.
Explanatory research is conducted to identify chredationships among variables.
According to Yin (2003), an explanatory researchrapch can be used in studies
that explain procedures from a different perspector situation. Taking into
consideration the objectives of this study, it isrenexploratory and descriptive
although not exclusive. The research can also lea ss explanatory since it
explores and finds out relationships among vargby answering research
guestions and drawing conclusions.

The exploratory descriptive design is utilized tovey views from managers and
employees of airline firms. The use of the explomatdescriptive design will
facilitate and make for flexibility in enabling tlesearcher to examine all aspects of
the objectives. In this design the interviewee Uguleads’ the interviewer as data
or information unfolds. Follow up questions andrifieéd concepts ensures that
information collected is exhaustive of the topictloé dissertation. The exploratory
design makes it possible to have an in-depth knigdeof the perceptions of
relevant stakeholders in the various airline firomsthe concept of CSR and how it
relates to or implemented in their organizationke Tlexibility and open ended
process that comes with the exploratory method makeappropriate to use
especially because of the target population andoghie of this dissertation.

4.2 Multiple case study approach

A multiple case study approach was used in theeda$on. A multiple case
study is an ideal methodology when a holistic, épith investigation is needed
(Feagin, Orum, and Sjoberg, 1991). this researaglgdo provide a holistic picture
of the relevance of CSR as an intangible assekeS095) indicated three kinds of
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case studies namelyntrinsic - when the researcher has an interest in the case;
Instrumental- when the case is used to understand more thahig/bbvious to the
observer;Collective- when a group of cases is studied. The multiplecstudy is
appropriate for the dissertation topic as it wilVolve a comparison of more than
one airline firm whiles at the same time seekingutolerstand the CSR practices
which are usually not privy to ordinary people, epicthe internal stakeholders of
airline firms.

Merriam (1988) explains that, the multiple cased&s’ unique strength is its
ability to deal with a“full variety of evidence, including documents, ifatts,
interviews and observations’. ‘The use of a mutiglase study approach is
determined by four factors: the nature of the reskaguestions; the amount of
control the researcher has over the variables undegestigation; the desired end
product; and the identification of a bounded systesmnthe focus of investigation”
(Merriam, 1988). “How” and “why” questions are th@st suitable for a multiple
case study because the approach draws attentiwhabcan be specifically learned
from the single case. A multiple case approacihasen because of the nature of the
research which is to investigate one particulamph&non (CSR) that takes into
consideration events that occur at varying periotidime. Also, it allows for
comparative analysis to be made on specific units.

4.3 Research approach

Analysis of previous theoretical and empirical eesd were used in order to set
up the research framework and elaborate on thetsteufor empirical research. All
research questions that is derived from the olwestin this study is aimed at
describing and developing a more detailed undedstgnwithin the area. Thus, the
research objectives are in line with the multiphses study which is also an essential
part of a survey. Overall, the research has tworagghes: quantitative and
gualitative, both of which have own objectives amethods.

4.3.1 Qualitative Research

Bryman (2004) defines qualitative research strateggne that “can be construed
as a research approach that usually emphasizes wattter than quantification in
the collection and analysis of data.” Qualitatieeegarch method in a research seeks
to understand and identify the various dimensidrs phenomenon based on an in-
depth observations and analyses. Often, it is fetusy how various stakeholders
view and understand the experiences and occurrancdsge business world and
construct meanings out of their experiences (Sihaar, 2001).

Qualitative research is done through an in-depsearch that explores the
background and context for the purpose of analysmiclusions and decision
making. It is an exploratory research method anghvblves using unstructured
techniques. Qualitative analysis is more expliatiyerpretive, creative and personal
than quantitative analysis. In this research, iassumed that, because the CSR
practices and approaches of airline firms is vasyirtct and varies from place to
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place, it can therefore not be reduced entirelfigiores or numbers as in a case of
guantitative research.

4.3.2 Quantitative Research

Bryman (2004) defines quantitative research asremsearch strategy that
emphasizes the quantification in the analysis aontlection of data.” Bryman
(2004) again notes that quantitative research isenubjective and focuses on
imbibing the practices of natural science modelthvilgures and mathematical
equations. Unlike qualitative research, quantieatigesearch method indicates that
social reality is an external and objective reatityd that society is static and not
dynamic.

4.3.3 Triangulation

In this dissertation, the quantitative and qualiearesearch design will be used.
The use of both perspectives is suitable for teeadtation as it will make it possible
to measure the CSR policies and organizational aoment and also quantify these
measures for informed decision making. A combimaticapproach, also known as
triangulation perceives phenomena from differeetwaoints and in a sense leads to
correct results. Qualitative methodology, therefgeovides an understanding of
social realities, whilst quantitative methodology gives statistical description and
predictions (Maguire, 1987). Result attained thtotlge use of the two approaches
gives a more comprehensive coverage of a resegpahdf the dissertation.

Qualitative research is done through an in-depsearch that explores the
background and context for the purpose of reportinggfindings as it occurs from
the interviewees. Quantitative research deals thighmeasuring of a phenomenon
and quantifying such measurement with figures atigics. The aim is to collect
detailed information through various data collectiprocedures over a sustained
period of time. Qualitative methods offer an inedmiew which seeks to shed light
on the why of an issue, bringing insights to manargitative analysis and findings.
Hence, “qualitative studies have the goal of eliciting werdtanding meanings;
where the researcher is the 'primary instrumenttiafa collection and analysis; it
makes use of fieldwork and an inductive orientatioranalysis, and findings that
are richly descriptive”(Merriam, 1988). The qualitative aspect of the aeske will
be exploratory, explanatory and descriptive in ratand it will involve sampling
views from respondents.

The quantitative aspect of the research involves ahalysis of data on CSR
practices of airline firms. The reason for linkinggalitative and quantitative data
here is to enable the confirmation or corroboratibdata from different sources — a
process that could very well be triangulated; aétaborating and developing
analysis to provide richer detail;, and additionatitiating new lines of thinking
through attention to certain surprises and parasl@el moving ideas around to
provide new insights. Thus, the combination of ¢heasethodologies has the
potential of expanding the scope of the reseamchany sense, a more analytic
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approach to understanding the various variables twmes to play in the
formulation of CSR policies and its implementatisrelaborated upon.

The strengths of qualitative research methods arevetl primarily from its
inductive approach, its focus on specific situagionhiles the strength of the
guantitative method is the deductive approach ¢Rat2002). Patton (2002)
emphasizes that quantitative and qualitative mettaovd not simply different ways
of doing the same thing, though they complement edlcer, hence, the concept of
triangulation. Qualitative research method will leed to compare the views and
behaviours of managers and employees of the sangilieae firms on CSR and
organizational policies. Quantitative research meétvill be used to condense the
data that will be gathered into a number of keyilattes which are generally taken
as indicators or variables in the hypothesis fstig (Miller and Brewer, 2003).

4.4 Data collection methods

The nature of any research problem requires atsensind logical approach to
research design so that open access to the resstatan be permitted. Usually
this type of data collection process ensures a tagél of internal validity as (1)
interviews will form a major portion of data colted and (2) some data will be
collected in the natural settings to reflect thalitg of experiences to the subject
matter (Guba and Lincoln, 1981). Data collectiostimment and plan to this effect
will be designed to help ensure that external uglidExternal validity involves the
extent to which the findings of one study couldapplied to other situations and
therefore answers the question of how generalizatdethe results of the research
study. In the dissertation, both primary and seaonddata were utilized in
collecting data for analysis.

4.4.1 Primary data

Primary data is information that has been colledtedh specific purpose from a
primary source (Bryman, 2004rimary data is collected specifically for a resbar
It is generated from in-depth studies or surv&ach survey therefore is based on
raw data, usually from interviews and questionn#igd is unique. The dissertation
will be highly depended on primary data. Primarytadavill be used to gather
information about the CSR practices of airline 8tnThis is necessary because
organizational commitment towards CSR tends to carysiderably. The primary
data collection method will be used to gather dlataugh interview with some key
managers, employees and other relevant stakehabdieasline firms in different
CEE countries. An interview-guide will be used dhd respondents will be able to
answer freely and use their own words. It is pdesibthis method to ask follow-up
guestions if the answers from the members of thepkaare not enough (Bryman,
2004).
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4.4.1.1 Interview questionnaire

A large part of the information was collected thgbunterviews questionnaire. The
interview questionnaire is comprehensive enougtatkle all the aspects of the
research objectives. The interview questionnaire eesigned to collect information
that will be used subsequently as raw data foryamal The questionnaire will be
semi-structured and was made up of both close eadddopen ended questions.
There were few guiding questions that brought batdalient issues for discussion.
Interview sections were held with the managersefdelected airline firms. The in-
depth interview which embodies the qualitative aesle aspect of this study was
used.

The structured in-depth interview was capitalizegoru in this dissertation
because of the richness of qualitative responsesuitd elicit. It is usually not free
flowing or determined by respondent's interestgs focused on a specific issue or
set of issues, and the questions guide the courdkeointerview. This type of
research instrument proved excellent when standédmnation is required from all
respondents, and the data is too complex to gatleclosed-ended manner. To this
end respondents were allowed to express themsialtbsir own words, unfettered
by pre- established categories, but their datadcdnd codeable (Bauman and
Greenberg, 1992).

4.4.2 Secondary data

In this research, secondary data were collectenh fvarious sources for use.
According to Bryman (2004)secondary data is information that already has bee
collected for another purpose by persons other tti@nresearcher in question”.
Secondary data, also known as desk research datménered from various internal
or external sources such as research journals,shaoticles, trade associations,
government departments, published reports exhrsfionline databases and the
internet. It is usually of good quality, and it ctrerefore be useful for another
purpose other than the primary reason for whietas gathered. In this dissertation,
internal financial reports and review documentgpas$t projects were reviewed for
assessment on various CSR implementation policidsnaanagerial processes. The
financial statements of the airline firms were gmatl to see how CSR initiatives
contribute to the financial performance of sucmér

4.5 Sampling method

In this research, the purposive sampling methodwsasl. Purposive sampling is
a non-probability sampling method where the researselects a sample with a
purpose in mind and the sample is thus selectadctade people of interest and
exclude those who do not suit the purpose. ThigpBagtechnique is necessary for
this research because the researcher would waetth the target group quickly.
This allows ease in the gathering of data givemn @heritical observation were used
to identify the airline firms of interest. In effedhis type of sampling makes it
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possible to select interviewees whose qualities experiences permit an
understanding of the phenomena in question, andehare valuable. This is the
strength of purposive sampling.

Instead of going for the typical cross-section dataa balanced choice, the
researcher will be able to concentrate on instamd@sh display wide variety —
possible even focus on extreme cases to shed igbteoh the research objectives.
In this regard it might not only be economical dutould also be informative in a
way that conventional probability sampling meth@dsinot be. A justification for
the use of the non-probability purposive samplsghiat it comes from the notion
that the research process is onédcovery.” Lincoln and Guba (1985) describe
this strategy as ‘emergent and sequential’. Hdre,researcher follows a track of
clues, which follows a patrticular direction untilet questions have been answered
and explained.

4.6. Statistical methods for data analysis

The following are the statistical methods that wased in analysing the data
collected. The methods are categorized into twae divisions are based on the
nature of the objectives. Some objectives souglintd the relationship between
two variables whiles other sought to establish $RCinvestment has an impact on
the financial performance of firms.

4.6.1 Analysis of relationships between variables

In this research, the regression and correlatiatyars were the main quantitative
research method for statistical analysis and hygsmhtesting. The regression and
correlation analysis is a statistical tool thatisgd to investigate the relationships or
dependencies between variables. It must be indicthiat, there are two types of
regression namely linear and multiple regressios.aAresult of the nature of the
research, thus, more than one independent variti@eregression and correlation
analysis was used. The data on the variables efesit were assembled and the
regression and correlation analysis estimates tlantgative effect of the causal
variables on the variable that they influence.

Consequently, théstatistical significance” of the estimated relationships thus the
degree of confidence that, the relationship iseclosthe estimated relationship were
determined under the 95% confidence level or tB& 8ignificance level. The null
hypothesis is not retained when the p-value thdersved from the statistical test is
less than the significance lewglwhich in the dissertation is 0.05. That is

When p <a, Ho s not retained but Hs accepted and
When p >a, Ho is retained.

When the null hypothesis is not retained, themut lbe concluded that the result is
statistically significant.
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Furthermore, the test for the significance of regi@n and correlation analysis
was carried out. The dependent variables in thetingsis were in accordance with
the regression and correlation statistical functibn the nonparametric multiple
regression and correlation analysis the predictoesdnot take a form that is
predetermined but is constructed in accordance \hth relevant data. The
regression and correlation analysis is able to dehl a randomly large number of
explanatory variables. The dependent variable fisnation of several independent
variables with a corresponding multiple regressamefficients, along with the
constant term (Berk, 2003). Generally, multipleresgion procedures will begin by

estimating the function equation of the airlinarfirThe function equation is given
us:

Y =b*X1+ b*Xo+ ...+ X, + C.

Where, Bs (i=1, 2...n) are the regression coefficients, viahi;m multiple
regression represents the value at which the icmterariable changes when the
predictor variable changes simultaneously.

4.6.2 Analysis of CSR (intangible asset) and finarat performance

It is assumed that CSR activities intervene in d@esets of the airlines. These
assets produce a value and, in accordance with pmeductivity, they generate
earnings. The research studies how the ROE, ROR@#dthe airline firm behave

in relationship to its CSR initiatives. This anasys/as done with the annual reports
of the selected airline firms over a five year péri
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5. DATA ANALYSES AND DISCUSSION OF FINDINGS

5.0 Introduction

This chapter presents the results of the data sisalyhe findings from the
analysis are interpreted and discussed with reteeampirical literature to draw
relevant conclusions.

5.1 Background of Customers

The demographic and socio-economic background sgomdents are important
for research findings. Such information allows fbe explanation of patterns and
result arising from analysis of the data. In linghwthis, the following background
characteristics were perused in this study. In thére were 164 respondents
(customers) who participated in the study.

Age distribution of customers

All respondents were aged 21 years or more. Fawgis respondents were
between the ages of 21-30, while 34 were betweedl03years. Thirty-one
respondents were in the age range of 41-50, witjoriha (52) of respondents
falling between the ages of 51-60. The detaildapacted in the graph below:
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Figure 3: Age of respondents
Source: Survey data, 2015

Sex of respondents
From the graph below, it can be seen that as maidyl d respondents in the study
were males with only 47 of them being females. distribution is depicted in the

graph below:
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Figure 4: Sex of respondents
Source: Survey data, 2015

Educational level of respondents
The educational background of respondents werentefast to the researcher,

hence it was explored in the study. From the dathered, it was revealed that 27
and 89 respondents were doctorate and postgradegtee holders respectively.
Also, 40 respondents were undergrads whiles 8 nelus were high school
leavers. The information presented in a graphmanhét in the figure below.
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Figure 5: Educational level of respondents
Source: Survey data, 2015
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Frequency of travel with airplanes
Respondents in the study provided information anftequency with which they

travel on airlines. The findings are shown in tigeife below.
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Figure 6: Frequency of travels with airline
Source: Survey data, 2015

[a]

From the graph above, it is seen that the frequevitty which the respondents
travel with airlines were not regular. The disttibns are as follows: more than
once a week—4 respondents; once every two weekespOndents; once a month—4
respondents; once every six months—46; and occlie&7 respondents.

5.2 Background of Employees
Information from employees in airline firms withithe Central and Eastern

European region were also collected in this studyotal of 47 employees were
drawn from different airline companies. The findshgre shown the following

sections.

Sex of employees
From the graph, it is seen that majority of thepoeslents were males (36) whiles

the rest were females (11).
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Figure 7: Sex distribution of employees
Source: Survey data, 2015
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Age of employees
Regarding the age of the respondents, it the fggliwere somewhat evenly

distributed. The findings are as follows: 14, 12,ahd 10 respondents were between
the ages of 21-30, 31-40, 41-50 and 51-60 yeapecotisely.
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Figure 8: Age distribution of employees
Source: Survey data, 2015

Duration of work for the airline firm
The study revealed that 5 respondents had startell within a year at their

airline firm while 10 respondents had worked betwde3 years for their current
firm. The rest are as follows: 16 employees 4-83yehl employees 9-20 years, and
5 respondents had worked for over 20 years withn thierent employers. The graph
below provides a pictorial version of the distribuat
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Figure 9: Duration of work for the airline firm
Source: Survey data, 2015
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5.3 Background of managers

There were a total of 38 senior level managersvi@eed. There were 33 males
and 5 females. The distribution per their sex agd enges are indicated in the
tables below.

Table 1: Sex distribution of managers

Frequency | Percent Valid Cumulative Percent
Percent
Male 33 86.8 86.8 86.8
Female 5 13.2 13.2 100.0
Total 38 100.0 100.0

Source: Survey data, 2015

In terms of the age range, majority (36) of the aggrs interviewed were
between the ages of 31-60. However, 2 respondestts between the ages of 21-30.
The table below gives further details on the disttion.

Table 2: Age distribution of managers

Frequency | Percent| Valid Percent| Cumulative Percerjt
21-30 2 5.3 5.3 5.3
31-40 10 26.3 26.3 31.6
41-50 11 28.9 28.9 60.5
51-60 15 39.5 39.5 100.0
Total 38 100.0 100.0

5.4 Analysis of responses from managers

The managers of airlines were interviewed and @& deceived was analyzed
gualitatively. The qualitative analysis wasapprafgibecause it brings out the issues
inductively in order not to lose out on relevantormation. Furthermore, it is not
every information that be reduced entirely to feggiand the qualitative approach
was the most appropriate in analyzing results froamagers of airline firms. The
analysis were done in accordance with specific tjpreswhich were asked based on
literature review on the factors that are relevanthe implementation of CSR
initiatives.

The role of CSR as an intangible asset in the Airie Industry

The study sought to find how managers view the ephof CSR. There are
several definitions of CSR. For the managers, tintion of CSR is a formal
process of relationship management through whighpemies engage with their
stakeholders to align their mutual interests. Baldes a decision-making process
based on ethical values and compliance with legguirements. Furthermore,
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managers view CSR as a way in which a company nesnggeconomic, social and
environmental relationships, and the way it engagés its stakeholders (including

shareholders, employees, customers, business rtngovernments and

communities). Beyond the definitions of CSR, it wesen from empirical and

theoretical literature that CSR is considered amtangible assets for firms in the
airline industry. Managers are placed to indichtelienefits of CSR as an intangible
asset in the Airline Industry. There were variedpmnses from the managers of
airline firms. Some of the responses are summasazsddllows:

Goodwill, good image, reputation of the company ahdws that the company is
working with its stakeholders. It is also a sign r@jputation management, a
willingness to engage multiple stakeholders andityuaf executive management. It
provides a differentiator to business as usual amparison to other companies.
CSR supports the forecasted growth and sustaindélelopment. Otherwise the
growth will be restricted by governmental or intational actions in the longer
perspective.

If CSR is defined as "going green" and giving tardfes, then this is mostly for PR
and marketing purposes. Eventually it fosters galbdiarand image. It places our
firm at the apex of the market and among relevaakeholders. Also, CSR is a
condition to license to operate, but as an assetasier to assess than reputation.

If CSR is defined as an honest and transparentrguteéo conduct business in order
to earn a profit in a manner that provides a debleaproduct and/or service while
meeting generally the compensation and work/lifat@es needs of the workforce
without being unsafe, unlawful or unethical or dagsexcessive environmental
impact, then the result is a highly desirable emptcand a company that is likely to
succeed over the long-term which creates a virtuwinase.

Most people are employees, many people in aviateorel and aviation is a people
business. The correct treatment /fair treatmemeaxple is well known positively or
negatively in the industry—airlines or businessttiaae not CSR friendly, score
negatively, especially for people elements and bal perceived negatively, by
customers, suppliers, passengers.

The aforementioned indicates that the airline f#f@SR strategy is built around
the image and reputation that accrues to it fomgmg in CSR. This is in line with
the findings by the Industry Canada (2006) thakémbat the benefits of CSR in
Canadian industries. Therefore, marketing of CSi®via€ can be used from the past
for building overall awareness as well as conveyiogorate image (Bueble, 2008).
Also, a better anticipation of risks and risk magragnt in the environmental, social,
economic, and legal sectors is one benefit assuowgrall greater oversight
concerning stakeholders and market movements (irpd@sanada, 2006). The
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airline industry just like any service-based indysh that people are its center.
Because the airline industry is people centereglbthiding of a corporate brand and
market for CSR actions is one way of conveying @mglrs into buying a product or
patronizing a service (The Centre for Sustainaldsigh, 2010).

How does your organization develop its CSR strategs/plans to stay
competitive?

The study sought to find out how the airline firdesselop CSR strategies/plans to
stay competitive. The results from the managerewaried and spanned the CSR
variables. However, the issue of conformance tbalstandards and the urge to be
environmentally conscious dominated the CSR stregegf the various airline
firms. Below are some of the responses that maragjexirline firms reported:

CSR as part of a company’s overall plan, organ@adican ensure that profits and
increasing shareholder value do not overshadowrbed to behave ethically to
their stakeholders.

The use of eco certification, code of conduct, beppudits and digital education
for all employees ensures that our firm receivesitpe reviews and stays
competitive in the industry.

We align our practices with the national goals asigjectives. Strategies are put in
place to deliver national and global based outcortied benefit the majority or at
least a significant component of the population.

Our airline tries to create avia-claster: differefdcal firms who supply our airline
products and services with national style, locaar foods and so on. Of course we
have a long relationship with a local charity fund.

By training and employing most experience staff #iyidg new aircrafts. Also, we
try to reduce emissions into the atmosphere which key issue in the aviation
industry today. By doing so, our firm gets positiggiews ahead of the others. We
also ensure that we provide adequate and relevaitihg to our employees on the
best industry practices.

We have in built Go Green concept on all activitklso, we benchmark within and
across industry to look at best in class plansdativating corporate character. We
study what the best companies/organizations arengdoWe check in with
professional organizations like the Arthur Page i8ycwhich studies this for our
profession.
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CSR is part of our corporate DNA and affects daiperations in many areas. A
positive effect is shorter flight time, lowering ission from engine and hence
lowering fuel cost.

For CSR to contribute to the competitiveness aohdiin the airline industry, they
need to increase the awareness of their CSR imégmtind use them as marketing
tools. From the statement from the managers ahaifirms, it is seen that the firms
are keen on marketing their CSR actions to stakiensl to strengthen their
competitiveness in the market. The support of all@barity, collaboration with
local producers of food, or employment of experezhstaff are embedded in the
CSR strategies of airlines. As indicated by Bud€B08), CSR communication can
be used as promotional techniques that are dirett@doviding information about
CSR initiatives of firms while supporting indicasoof competitiveness such as
CSR-based brand identity and relational as webledsavioral loyalties or switching
behavior. It is not enough to implement CSR ag#isit Rather such initiatives must
be communicated to the relevant stakeholders torertee firm‘s competitiveness.
Also important is how airline firms try to get appal of reputable regulators in the
development of their CSR strategic plans. CSR antbagirline firms are reflected
operations in terms of the provision of shorteggttitimes, lowering emissions from
engines, and hence lowering fuel costs.

In what form does the implementation of CSR activies in your company take?

The study sought to find the forms of implementatad CSR activities for the
various airline firms. It was found that CSR impkmation by firms takes different
forms. Airline firms have different options in thejuests to engage in socially
responsible initiatives. Below are comments fromnaggers of airline firms on how
they implement their CSR.

Donations to charitable organizations, and freekéts to those flying abroad for
medical treatments who cannot afford the fare. doai with various social
integrations with local nonprofit and governmentagencies to provide
environmental and social action projects.

Volunteerism, active on political issues, recyclgrgen team efforts, corporate
philanthropy, triple-bottom-line reporting in an tegrated financial/lCSR report
annually.

From supporting local businesses at destinationgngaging in projects to make
operations more efficient.

Employment/placement of young people from workflaic@® community on
placements and work experience.
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Support a Charity called Compass with over 105 @bih and their mothers from
abusive and poverty stricken circumstances. Ouoliement spreads across food
donations, financial support, and our employees atlentheir time to maintain
premises and HR provides support as part of thdto@nt program for mothers to
help them reintegrate back into the working woddg or community in general.

From the statements of the managers of airlinesfininwas seen that the firms
endeavor to build a corporate culture that guidggementation of their CSR. The
forms of implementation constitute a combination e@fonomic, social, and
environmental actions (Alagse, 2010). The CSRanites of airline firms goes
beyond good citizenship; they take on obligatiansrtprove society’s quality of life
(Martin, 2008). The social quality of life includésit is not limited to support of
charity, volunteerism, recycling, and other eceidly initiatives as well as
reducing youth unemployment.

How does CSR affect the corporate reputation of yaufirm in terms of how
customers will perceive the CSR initiative?

This study examined the effect of CSR on corporaptation. This was done
using the perceptions of customers of the CSRatnres of firms. There were
several responses from the managers. The folloaiagome of the responses.

CSR helps companies to become more resilient abtguclimate change risks, but
also to negative information about the companyapplying the CSR, will be more
attractive to the customers and to the market, toenpany will have more
customers, and more revenue.

In Russia, CSR is new conception so our custonencepe CSR initiative which
support local communities directly and in tune wabal/federal nationalistic mood.

Our work in mainly humanitarian so our CSR strateggally supports and
reinforces our value proposition to our customers.

Positively—it is a growing expectation globally tharganizations will have CSR
frameworks in place and commonly forms part ofdbetract bidding process. Do
well-win contracts!

It has positive impact on the company because fhest prefer to patronize the
airline. Consequently, the company's image improved thereby leading to more
sales.

Consumers want to know a company's character bettwgid core business. They

want to know how you "play and live" in the comrtiaeiwhere you operate. They
want to know you are conducting your business elllgicand responsibly. The
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costumers will perceive the efforts the corporatisrdoing towards reducing the
impacts of its activities in the environment andhoaunity. After doing all these, we
expect a positive effect on our reputation: seeursgas a socially responsible
company, increasing both trial and loyalty.

Airline firms consider how customers perceive th@B6R initiatives. They
consider these perceptions as important in theldewent of their reputations in
the market. A good reputation is achieved by hosfthm "plays and lives'in its
immediate environment. This strategy is in line hwitvhat many researchers
(Fombrun, 1996; Roberts and Dowling, 2002; Podoli§93) have suggested are
what determine a good reputation for competitiveaatiages over other firms. Such
strategies endeavor to increase the performancéheffirm. As indicated by
Dowling (2001), reputation can become an incredgingluable asset in turbulent
economic times and buffer financial performanceainariety of ways, insulating
reputable businesses from the full impact of toegbnomic times.

How does CSR affect the corporate reputation of yaufirm in terms of how
employees will perceive the CSR initiative?

The study further focused on the effect of CSRhmnreputation of firms in terms
of how employees perceive such CSR initiatives. Tdll®ewing are some of the
responses from the managers.

Employees will have a sense of pride and belonfpndpeing part of a succeeding
organization and will readily do anything positite keep the company afloat.
Furthermore, more the awareness is created andwatl, more the public views the
Airline as a dedicated organization giving a fegliof "safe to fly."

A company's character, expressed positively andutn the conduct of its
Employees, instills pride in the work place, creademore highly engaged worker
and one who will put in discretionary effort abcsmed beyond what is expected. A
happy Employee is committed, loyal and productive.

CSR is a strong enabler for attracting young emgésy

Employees have welcomed this initiative and fesl peoud to work for a company

that cares for its local community and environmdnicreased satisfaction for

working in a company that cares for the environnaamt its stakeholders.

By obtaining employee buy in to the CSR initiativbelps them to understand that

they are not just working for a big, impersonal mmae, but for an organization that
tries to understand and raise the bar in ways ottenpanies do not.
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From the comments above, it is evident thdirm's CSR activties increase its
attractiveness to potential and existing employ&e®nomist, 2008). Furthermore,
managers acknowledge that CSR makes employee tocgpecific dimensions of
organizational commitment (Brammer et al., 2007;iglan and Ferrell, 2001a;
Peterson, 2004). Because of its multidimensionaiurea (Husted, 2000), the
comments from the managers further reveal that €8Rinfluence a wide range of
organizational attitudes and behaviors beyond azgdonal commitment. Aguilera
et al. (2007) and Rupp et al. (2006) suggest thaR Can frame employees’
perceptions of organizational justice. Managersnaekedge that CSR initiatives
make potential and current employees want to iflemiith an organization as a
form of social exchange (Flynn, 2005; Lawler, 20(Mplm, Peterson, and
Takahashi, 1999). This suggests that individual elevof organizational
identification may influence social exchange, anldsequent processes, triggered by
CSR, may affect social exchange dynamics withinaoizations for existing
employees.

How does CSR affect the corporate reputation of yaufirm in terms of how
regulators in the airline industry will perceive the CSR initiative?

The study also looked at the effect of CSR on c@ateoreputation from the
perspective of the regulators within the airlindustry. The following are some of
the responses given by the managers of the afifims.

The regulators have confidence in the airline asé her as a reference point for
others to emulate. The overall impact is positige lang as the compliance is
sustained/maintained.

Positively, as regulators will feel confident thhe company is pursuing CSR issues
Regulators only care whether or not companies urtdeir watch are complying
with the appropriate regulations. By definition,ns® of these are environmental in
nature (for example, aircraft noise and emissions).

Those companies which employ the newest equipraedttd meet easily these
regulations. They do so, however, not for regulsitgleasure, but due to the
improved operating economics, airport access anthgany image amongst the
public.

Regulators are very important stakeholders withlia #irline industry. Firms
recognize that disapprovals by these regulatorsnwireught to the media will
negatively affect their operations. On other hamdhen positive reviews are
provided by the regulators, they serve as badgassafrance for customers and also
sources of competitiveness. Regulators care whetheot companies under their
watch are complying with the appropriate regulaidrhe airline firms recognize
the shortcomings of official laws and regulatiomsild give a competitive edge to
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alternative ways to maintain order in society.Hgeit quest to continuously relate to
the society, the firms use CSR to get approval femuiety (Webb, 2004; Husted
and Salazar, 2006). They make society believe rausd their willingness to engage
in CSR.

5.5 Analysis of responses from customers

In the analysis of data from customers, the sigaift level used was 0.05. The
significance level is denoted as The p-value which is function of the observed
sample results was used for testing a statistigabthmesis. If thg-value is equal to
or less than the significance leve),(then the null hypothesis is rejected. The data
from customers represent one sample; hence th&@irare Goodness-of-Fit test is
used for the analysis.

The perception of customers on the contribution o€SR practices to the profits

of airline firms
The table below, provides the result of the Chi&quGoodness-of-Fit test for

the perceptions of customers on the contributidn€®R on the profits of airline
firms.

Table 3: The CSR practices of a company contributts profits

Observed N Expected N Residual
Not at all 8 41.0 -33.0}
To a minor extent 35 41.0 -6.0
To some extent 88 41.0 47.0|
To a major extent 33 41.0 -8.0
Total 164

Source: Survey data, 2015

Table 4: Test Statistics

The CSR practices of a company contribute to ibdigsr
Chi-Square 82.878
Df 3
Asymp. Sig. .000]

a. 0 cells (0.0%) have expected frequencies leas th The minimur
expected cell frequency is 41.0.
Source: Survey data, 2015

It can be seen from this table that the test si@iis statistically significanty? (2)
= 82.878, and the significant level= 0.000 is less than 0.05. Therefore, the null
hypothesis is not supported and we can concludé tthere are statistically
significant differences in the perception of custosnon the contributions of CSR on
the profits of airline firms. Majority (88) of theespondents were of the view that
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CSR contributes to the profits of airline firms some extent. 33 respondents
indicates that it contributes to a major extentledB5 respondents indicated that it
contributes to a minor extent, whiles 8 respondemiiscated that CSR does not
contribute to the profitability of airline firms.

The effect of CSR ratings of airline firms on custmer’s decision to patronize
airlines

The study sought to find the effect of CSR ratin@airline firms on the decision
to patronize airlines by customers. The findingefrthe analysis are shown the
following tables.

Table 5: A high CSR rating for an airline firm withake a positie impressio
on me when deciding on which airline to patronize

Observed N  Expected N Residual
Not at all 14 41.0 -27.0}
To a minor extent 39 41.0 -2.0
To some extent 82 41.0 41.0
To a major extent 29 41.0 -12.0
Total 164

Source: Survey data, 2015

Table 6: Test Statistics
A high CSR rating for an airline firm will make agtive
Impression on me when deciding on which airlinpadtronize

Chi-Square 62.390
Df 3
Asymp. Sig. .000]

a. 0 cells (0.0%) have expected frequencies less3hThe minimum
expected cell frequency is 41.0.
Source: Survey data, 2015

From the tables above, it is seen that the teistitas statistically significanty?
(2) = 62.390, and the significant leyet 0.000 is less than 0.05. We can, therefore,
the null hypothesis is not supported. It is themefa@oncluded that there are
statistically significant differences on how CSRings of airline firms affect the
decision to patronize airlines by customers. 8%ardents explained that CSR
ratings of airline firms to some extent affect thdecision to patronize airlines,
whiles 39 and 29 respondents indicated that thecef§ to a minor extent, major
extent respectively. 14 respondents indicateditiddes not affect them at all. This
finding in in line with the findings by Esty and Wéton (2006) that stakeholders are
nowadays are interested companies that engageponsible behavior, and such
behaviors tend to shape markets and offers oppbesirfor companies that are
prepared to respond.
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In contrast to the analyses above, when customere asked on whether they
have used an airline, simply because of a compad$R practices or a particular
CSR campaign that was being carried out at the, tmwest (98) of the respondents
gave a negative response. 28 customer’'s respomnddtiei affirmative and 38
customers were not sure. The results of the asaly® shown in the following
table.

Table 7:Have you ever used an airline, simply because gpaagis CSF
practices, or a particular CSR campaign that wasgbearried out at the time?

Frequency Percent |Valid Percen] Cumulative
Percent
Yes 28 17.1 17.1 17.1
No 98 59.8 59.8 76.8
Not sure 38 23.2 23.2 100.0
Total 164 100.0 100.0

Source: Survey data, 2015

In the view of the respondents, much as they wanddt to reward airline firms
for been socially responsible, economic situationterms prices of tickets are
considered first in the purchasing decisions. kond, providing attractive tickets
fares is good for attracting customers. Howeveeytlstand a great chance of
delighting their customers and connecting bette¢h wheir emotions when they are
also seen as socially responsible.

Customer’s perception on whether airline firms havesocial responsibility aside
their profit interest

The profit orientation of airline firms cannot bésguted. However, literature
explains that firms generally have a duty to theiedg. In view of this, respondents
were asked to indicate their views on whetherraerfirms owe the society a duty or
obligation aside their profit motive. The resulfstloe analysis are indicated in the
following tables.

Table 8: Airline firms are not for profit making lgn they do havea
duty/responsibility towards society

Observed N | Expected N Residual
Not at all 16 41.0 -25.0
To a minor extent 21 41.0 -20.0
To some extent 70 41.0 29.0
To a major extent 57 41.0 16.0
Total 164

Source: Survey data, 2015
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Table 9: Test statistics

Airline firms are not profit making machines onlgdahave i
duty/responsibility towards society

Chi-Square 51.756
df 3
Asymp. Sig. .000

a. 0 cells (0.0%) have expected frequencies less3hThe minimum expected
cell frequency is 41.0.
Source: Survey data, 2015

From the Goodness-of-Fit test, it was found that tist statistic is statistically
significant: ¥? (2) = 51.756, and the significant leyek 0.000 is less than 0.05. It
can be concluded that customers of airline firmsegally expect airline firms to act
responsibly to the society. In fact, customers datiid that firms owe that duty
responsibility to the society. Therefore, the riyipothesis is not retained. In terms
of the frequency distribution, majority of the resges were rather towards the
affirmative that firms have a responsibility to teeciety. 70 and 57 respondents
indicated to some extent and to a major extenteasgly, whiles 21 respondents
indicated that the responsibility is to a minoresttand 16 respondents indicated
that firms do not have a responsibility at all.

The effect of CSR strategy on the reputation of aline firms

Good reputation of an organization is a valuabketsvhich indirectly impacts
performance. Hence in considering CSR as an inténgsset in the airline industry
it was imperative to ascertain the effects CSR draghe reputation of an airline
company from the customers’ perspective. The redgais in the study were asked
to indicate if CSR has an impact on the reputadibairline firms. The results from
the Goodness-of-Fit test are indicated in the sab&dow:

Table 10: The CSR strategy of the airline firm imjsats reputation

Observed N Expected N Residual
Not at all 3 41.0 -38.0
To a minor extent 24 41.0 -17.0
To some extent 88 41.0 47.0
To a major extent 49 41.0 8.0
Total 164

Source: Survey data, 2015
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Table 11: Test Statistics

The CSR strategy of the airline firm impacts ifgsutation
Chi-Square 97.707
Df 3
Asymp. Sig. .000]

a. 0 cells (0.0%) have expected frequencies lems Th The minimum expect
cell frequency is 41.0.
Source: Survey data, 2015

From the analysis, it is seen that the test siatsstatistically significanty? (2) =
97.707, and the significant level= 0.000 is less than 0.05. The null hypothesis is
not supported, hence is concluded that customeceipe CSR does have an impact
on the reputation of airline firms. In terms of tkestribution, 88 respondents
indicated the impact is to some extent whiles 4poadents indicated than it has a
major impact. 24 respondents were of the view tihatimpact is of a minor extent
whiles 3 respondents explained it does not havenpact at all.

5.6 Analysis of responses from employees
The following are the analysis of data collectednfr employees (internal
stakeholders) of airline firms.

Employee’s (internal stakeholders) perception of teir company’'s CSR
performance and how does it foster the employeesttaude to performance in
airline firms

Employees were asked to indicate how the compd@&fR activities influences
them when taking certain decisions. These deci@aoagmportant as they ensure the
satisfaction of employees to give of their besth® airline firm and also to speak
good about the firm to others. A Chi-Square tes e@nducted on the data collected
and the findings are indicated in the table below:
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Table 12: Test Statistics

| really care
about the
fate of this
organization
because of
the CSR
linitiatives

For me this
is the best @
all possible
organizatior
s for which
to work
because of
its social
responsibilit
y initiatives

| talk up
this

organizatio

n to my

friends as g

great

organizatiokeep

n to work
for

| would
accept
almost any|
type of job
assignmen
in order to

working for
this
organizatio
n

| find that

my values tdproud to
help others [tell other:

and the

society as apart of
whole and

the

organizatior‘:
e

s values ar
\very similar

| am

hat | am

his
airline
irm due
o their
CSR
activities

extremely
glad that |
chose this
airline

firm to
work for
over other|

considerin
g at the
time |
joinec

| am

| was

Chi-
Square

36.489

14.872

30.53

2| 10.106

8.043

15.242
a

8.112

df

3

3

3 3

3

3

3

Asymp.
Sig.

.000

.002

.000

.018

.102

.009

.105

a. O cells (0.0%) have expected frequencies less3hThe minimum expected ¢
frequency is 11.8.

Source: Survey data, 2015

From the analysis, it is found that, caring abbet fate and continuous existence
of the firm (0.000), satisfaction in working forettirm (0.002), unsolicited marketer
or willingness speak good about the firm (0.000Njivgness to play any role for the
firms progress (0.018), sharing pleasant feelingsutithe airline (0.009) were all
significant. This is because their p-values werdeak than the significance level of
0.05. Only feelings as a good employer (0.105) thedcoincidence of values of the

employee with that of the firm (0.102) was not #igant.

Employees’ Perception on the extent to which CSR @tribute to Profit

From the analysis majority (72%) of employees olire@ companies were of the
view that CSR contributed positively to the profa§ Airline Company. 11%
however reported otherwise while 17% could notldistta whether CSR contributed

to profits or not. The distribution is depictedtine pie chart below:
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Figure 10: Could CSR can help your company to ntegirofit objectives?
Source: Survey data, 2015

From the pie chart above there is a wide percemong employees that CSR
tends to positively impact on the profits of firnfhey argue that, positive reviews
especially in terms of the safety standards adopt#id make the airline firm
attractive to potential employees. They are ablgetathe best of employees to work
with them. Performance is consequently increasetl campetitiveness within the
industry is enhanced.

Knowledge of CSR and Years of work in the airlineifm

A cross tabulation analysis was conducted to deberiiine relationship between
the knowledge of CSR and years of work in therarfirm. It was found that almost
all the employees in the airline firms were awafeth® CSR activities in their
organizations. Except those who had worked betweea and three years,
knowledge of CSR was independent of how long anl@yep has been in the airline
company.

Table 13: Cross tabulation analysis of the knowdedf CSR and years of work in
the airline firm

Are you aware of the CSR activitiey  Total
your company engages in?
Yes No
Within a year 4 1 5
E'OW long 1 3years 5 5 10
aveyou 4.8 years 11 5 16
worked in
organization 9-20 years 7 4 11
Over 20 years 5 0 5
Total 32 15 47

Source: Survey data, 2015
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Employee involvement in CSR Activities

Employees were asked about their participation 8RGctivities at companies,
and the response was generally positive. Mostefdéspondents indicated that they
participate sometimes (25) whiles others indicdted they participate always (4).
However, some other employees explained that thdyowly participate if it is
given as an additional task (9) whiles 7 resporslexplained that they do not
remember. 2 employees however indicated that tleepa like to participate. For
those who did not like to participate, they expdairthat is was not as part of their
official duties. However, even for those who papiate the companies CSR, they
engage in CSR activities only if it is given asi@#l or additional task. The
distributions are indicated in the graph below:
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Figure 11: Employee participation in the CSR atsi organized by your firm?
Source: Survey data, 2015

Employees were asked to indicate the extent to lwliey believe in their
companies’ CSR values and objectives. A majoritl. {&0) of the 29 employees in
the companies interviewed indicated the affirmativVeeanwnhile, 6.5% (3) of the
employees gave a negative response while 31.7%oflfe employees indicated
that they did not know. The balance of the resaésindicated in the graph below:
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Figure 12: Employee believe in the firms CSR valaieg objectives
Source: Survey data, 2015
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Also of interest in this study is the level of ammoyee’s familiarity with the
CSR strategy of his or her airline firm. The fingnfrom the interviews with
employees are as follows:

Table 14: Employee familiarity with the CSR strated their firm

Frequency Percen| Valid Percent
Yes | know well 12| 255 255
| heard about it 17| 36.2 36.2
| read it once, but don‘t remember nq 2 4.3 4.3
| don‘t know if there is any strategy 16| 34.0 34.0
Total 47| 100.0 100.0

Source: Survey data, 2015

A worrying trend in the findings was that most (b&Xhe employees interviewed
did not know the existence of their company CSRitsgy. If employees are to
properly execute the strategy of an organizatibentthey must be aware of it and
understand it thoroughly to be able to do it welbwever, as seen in the graph
below, 17 respondents indicated their unawarenésthe existence of a CSR
strategy for their organization, while 12 resportdeindicated that they know of
their organization’s CSR strategy well enough talde them execute it.

30—

Percent

20—

10—

.

T T T T
es | know well I hear ol abourt it I read it once, but clont I cdlont know if there is
er nona any strategy

Figure 13: Employee familiarity with the CSR statef their firm
Source: Survey data, 2015

5.7 CSR and financial performance of airline firms

In this study, the relationship between CSR andrfomal performance was
conjectured and tested. The conjecture was basedpirical literature that there is
either a positive-negative or no effect between G®R financial performance of
firms. In order to measure the CSR, there were itwdicators that were used as
proxy. The indicators are the Kinder Lydenberg DaniKLD) and the Domini 400
Social Index. The financial performance of theia&lfirm was measured using
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accounting variables based on the annual reportsririe firms. The accounting
variables used are Return on Equity (ROE), RetarAssets (ROA) and Return on
Sales (ROS). Annual reports of the airline firmanira 5 year interval were used in
the analysis. Furthermore, there was a need tadeckome controls for some
extraneous variables. Company size and risk haea bBaggested to as variables
that can affect the performance and corporate lsperformance of firms (Uliman
1985; McWilliams and Siegel, 2000). Hence, these variables were controlled to
reduce the incidence of their interference and &bsgtrengthen the relationship
between CSR and financial performance.

The regression analysis was performed on the irmpbrhdicators in the annual
reports of selected airline firms over a 5-yeanquerThe financial indicators used
are Returns on Assets (ROA), Return on Equity (RGHd Returns on Sales
(ROS). Both the KLD rating and the participationDomini 400 Social Index were
used in measuring CSR. The table below gives qesai statistics for all the
variables used in the study.

Table 15: Descriptive Statistics for 5 year dumatio

Variable Mean S.D
ROA 4.12 4.58
ROE 17.01 20.46
ROS 7.49 9.69

Source: Survey data, 2015

The correlation matrices for the key variables tden for the firms for the 5
year period are shown in the table 16. The CSRcatdrs, namely the KLD scores
and Domini index participation were found to bestly correlated with p < 0.001.
Consequently, it is found that, both the KLD scdmesthe airline firms selected and
the Domini 400 Social Index are positively and digantly correlated with the
various financial performance indicators (ROA, R®E)S) at < 0.1 or better.

Table 16: Correlation matrices for the key variadte 5 year duration

KLD Domini ROA ROE ROS LogAssetsLogSales
Domini 0.372***
ROA 0.109*** | 0.074***
ROE 0.037+ 0.010+ 0.102**t
ROS 0.99*** | 0.039* 0.435**| 0.012+
LogAssets | 0.001 -0.031+| - -0.03 0.013
0.219***
LogSales -0.018 -0.001 -0.114% 0.010 - 0.64***
0.117***
Debt/Assetg -0.10*** | -0.07*** |-0.25*** |0.046*** |-0.16*** [0.23** * 0.194***

+p<0.1; * p<0.05; * p< 0.01; *** p<0.001
Source: Survey data, 2015
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The research was conducted across sectional tines segression analysis. Here,
the financial performance of airline firms was thependent variable with control
for size of the firm and the debt level. In theizas models used, the dependent
variable was CSR and the measurement of the atldependent variables varied.
The table below shows the results of the regressinalysis using financial
performance as the dependent variable and the Ddndex as the independent
variable. The first model uses the logarithm ofeéss&s a proxy for the size of the
airline firm, while the second model uses the ldgar of sales.

Table 17: Regression of ROA, ROE and ROS with Donmdex when controlling
for risk and size of airline firm for 5 year duiaii

Years Dependent  Domini Adj R? F
variable Participation
Coefficient
Log of ROA 0.61 (p<0.1) 21.61 11.74 (§ 0.001)
assets
5 year proxy

duration for size ROS 0.59 (£ 0.1) 14.49 4.09 (p 0.001)
Log of ROA 0.55 (p< 0.1) 19.71 | 11.14 (5 0.001)
sales used ™ ROE 117 717 | 2.23(p0.001)

as proxy
for size ROS 0.44 (< 0.1) 9.18 4.39 (g 0.001)

Source: Survey data, 2015

From the analysis, it is found that each of the e®ds significant at (g 0.001).
Furthermore, when the ROA and ROS were used anndepevariables, they were
related to Domini participation at $ 0.10. Also, when the ROE was used in the
measurement of profitability, it was found to betlve same direction although it
was not significant.

Consequently, the second analysis used the KLDgaystem to measure CSR.
The table below shows the results of the regressinalysis when financial
performance of the firm is used as a dependeniablaiand the KLD social
responsibility score is used as the independenéiblar The first model used the
logarithm of assets as a proxy for size of the fiHowever, the second model used
the logarithm of sales.
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Table 18: Regression of ROA, ROE and ROS with KLarial score when
controlling for risk and size for 5 year duration

Years Dependent Domini Adj R? F
variable Participation
Coefficient
Log of ROA | 1.07 (p<0.05)| 21.70 11.71 (p< 0.001)
assets ROE 0.87 (< 0.1) 7.810 2.49 (g 0.001)
5 year ”;riifs ROS | 0.49 (=0.05)| 13.68 | 4.19 (& 0.001)
duration for size
Log of ROA 0.81 (p<0.01) 21.6 12.07 (px 0.001)
sales used ROE 1.00 (p< 0.05 7.84 2.59 (g 0.001)
as proxy ROS 0.54 (< 0.05) 12.51 4.52 (£ 0.01)
for size

Source: Survey data, 2015

Generally, the results from the relationship wascimstronger when the KLD
scores were used in measuring CSR, rather than wbkieiy the Domini Index.
However, both the KLD scores and the Domini Indeguit indicate a positive
relationship between CSR and profitability of tmenf This finding confirms the
many empirical studies on the relationship betw€&fR and financial performance
that have suggested performance is, indeed, a tegrdor the adoption of CSR
(Bansal and Roth, 2000; Haigh and Jones, 2006; Eleak, 2002; Juholin, 2004).
Furthermore, it confirms the studies that assgsitive relationship between CSR
and financial performance (Barnett and Salomon,6208cWilliams and Siegel,
2001; Griffin and Mahon, 1997; Luo and Bhattacha®@06; Goll and Rasheed,
2004; Ruf et al., 2001; Graves and Waddock, 1998gddck and Graves, 1997;
Preston and O'Bannon, 1997; Pava and Krausz, 1986)KLD scores tend to give
more detailed information on the CSR initiativestiod various airline firms. There
was a closer relationship between the ROA and the Kcore than the ROE and
ROS. Overall, the models used were significant atqo001 level. When the ROA
and the ROS are used as the dependent varialdgstetid to be strongly related to
KLD score at p< 0.05. However, when the ROE is used, the resu#tdess strong
although significant at g 0.1. From the results of the analysis, the coefficof the

KLD score is zero, hence it is concluded that CB8iRatives are related to better
financial performance of airline firms.
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6. RELEVANCE FOR SCIENCE AND PRACTICAL
MANAGEMENT

6.0 Introduction

The major gains for this dissertation are its pcattrelevance to firms not only in
the airline industry but for firms in industriesathwant to leverage on CSR to
increase their financial performance. The followerg the scientific or theoretical
and practical benefits of this thesis.

6.1 Benefits for scientific knowledge

The research provides interpretation of managemeith focus on the
significance of managing CSR initiatives of firnmsthe airline industry. The insight
from this research enhances researchers’ knowleahge understanding of the
theories in CSR and its applications in the airlindustry. Consequently, the
research contributes to the advancement in curkeoiwledge in the area of
influence in the important interrelationship betwe€SR (intangible asset)
initiatives and the performance of firms in thdiaé industry.

Furthermore, the research design makes it posfbla comprehensive analysis
of the perception of relevant stakeholders in timina industry on the CSR
activities of airline firms. This makes it possilbte concise conclusions to be drawn
to further advance scientific knowledge in the diebf corporate social
responsibility.

The study has identified the variables that areviaatt for the various stakeholders
when evaluating CSR of firms. The variables idesdifprovide a strong theoretical
basis for advanced scientific work on CSR. The ifigdthat CSR is indeed a
valuable intangible assets that contributes tditiencial performance (ROA, ROE
and ROS) of firms within the airline industry tertdsadvance scientific knowledge
and complements the existing body of knowledge twedries established on the
relationship between CSR and financial performance.

6.2 Benefits for practical knowledge

The study contributes to the viability of curremdgpotential investment in CSR
in the airline industry. The findings from this easch augments the existing CSR
strategies of managers in the global airline ingusd increase their reputation,
enhance their competitiveness and contribute pe$iti to their financial
performance. The managerial implication is that,aoline firms to be competitive,
it is important for them to understand the CSR etqieons of relevant stakeholders
in their strategies. They must consider the expiects of both internal and external
stakeholders in the development of their CSR gjrase This research provides
insight into the CSR factors that are relevant nitthe airline industry. From the
variables and factors enumerated in the studyinaifirms are better placed to
understand the expectations and trends in CSFregyralevelopment.
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This study brings out the salient aspects of CSRe Tfindings and
recommendations from this research do not only tadtheory, but also provide
proactive and result-oriented directions to helpnagers in their CSR strategy
formulation and implementation. From a strategimpof view, the research brings
out the salient variables that firms must includeheir CSR strategies. This will
prevent the use of a trial-and-error method indbeelopment and implementation
of CSR strategies
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/. CONCLUSION AND SUGGESTIONS FOR FUTURE
RESEARCH

7.0 Introduction

This chapter summarizes the thesis with conclusan some suggestions for
future research. In concluding the study, the iogtions and some
recommendations are provided.

7.1 Conclusions

The CSR approach is offered as a suitable andtetemanagerial approach for
modern airline business practices. Corporate swidity is essential for the
implementation of corporate sustainability managen® as to meet financial,
strategic operational, ecological, and social goathe firm. This research provides
some economic underpinnings to help understandrtbehanisms and incentives
behind the behavior of socially responsible firmshe airline industry.

There is an extensive debate concerning the legiynmand value of being a
socially responsible business. There are diffeveews of a firm’s role in society
and disagreement as to whether wealth maximizafmuld be the sole goal of a
corporation. Most people identify certain benefitg a business being socially
responsible, but most of these benefits are siltilto quantify and measure. This
study addresses the question of whether corpooaial gesponsibility is linked to
financial performance. Using empirical methods, $ihedy tested the relationship
between CSR and financial performance. Arguments ehat support the view that
firms which have solid financial performance haverenresources available to
invest in social performance domains such as emplaglations, environmental
concerns, or community relations. Financially sty@ompanies can afford to invest
in ways that have a more long-term strategic imgach as providing services for
the community and to their own employees. Thosacatlons may be strategically
linked to a better public image and improved relaghips with the community, in
addition to an improved ability to attract morellekli employees.

Furthermore, the study found that CSR does havenpact on the reputation of
airline firms. Socially responsible companies hameenhanced brand image and a
positive reputation among consumers; they also hheeability to attract more
accomplished employees and business partners.lI@osesponsible companies also
have less risk of negative rare events. Compahggsaidopt the CSR principles are
more transparent and have less risk of briberycamdiption. In addition, they run
less risk of having to recall defective producebrand pay heavy fines for excessive
polluting. They also have less risk of negativeiaoevents, which could damage
their reputation and costs millions in informatiand advertising campaigns or
litigation. The two different explanations of thiedationship depend on its causality.
This study did not explore the direction of the salconnections. Nevertheless, the
findings indicate that CSR is positively relatedbtetter financial performance and
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this relationship is statistically significant, fgsting, therefore, the view that
socially responsible corporate performance can $soa@ated with a series of
bottom-line benefits.

The study found CSR plays a vital role as an intdagasset in the airline
industry. The contribution comes in the forms obdwill, good image, reputation,
and brand image. In terms of CSR strategies orsplaet airline firms implement to
stay competitive, the study found that such strategre diverse. They span from
ethical behaviors, use of eco-certification, naiorand global recognition,
identifying with the local people, investing in eloyees, volunteerism, charity
work or donations, and public relations.

Furthermore, the research shows that CSR has act effi corporate reputation.
The effects on reputation come in the form of the‘s attractiveness to customers
and to the market, reinforcement in the value psdjmm to customers, helping it
win contracts, and employees having a sense ofepadd belonging to the
organization. Other effects include a strong endoleattracting young employees,
confidence in the firm by regulators, and positivedia reviews.

The study further found that there are statistycalgnificant differences in the
perceptions of customers on the contributions dR@&Sthe profits of airline firms.
In terms of the effect of CSR ratings of airlinenfs on a customer’s decision to
patronize an airline, the study found that thera statistically significant difference
in how CSR ratings of airline firms affect the d@on to patronize airlines by
customers. However, when customers were askedyfdher used an airline simply
because of its CSR practices or a particular CSRpa&n, it was found that the
majority responded negatively.

In terms of employee (internal stakeholder) pelioagtof their company’s CSR
performance and whether it fosters employee a#gud their performance at an
airline firm, the study suggests that firms musgage in CSR as it fosters
satisfaction in working on the organization, wimess to speak well and
recommend the organization to others, willingnesglay any role for the firm’'s
progress, and the level of care for the continuestence of the firm.

There is no doubt that CSR has a positive relatipnsvith the financial
performance of airline firms. CSR tends to haveeHiact on the ROA, ROE, and
ROS. However, it is important for firms to considiwe Cost-Benefit Analysis
(CBA) of their CSR initiatives. For firms that amgerested in maximizing profits
for their stakeholders, there is a need for thecotwsider both the costs and benefits
of CSR. This means that airline firms should engagéSR activities not only when
internal and external stakeholders reward or presslem to engage in such
behavior, but also if they can match their costthe benefits that accrue from
them.

7.2 Suggestions for future research
Future research in this area could proceed in @eumf directions. First, more
extensive studies are needed to explore the cameahanisms linking CSR to
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profitability and to determine whether those relaships hold consistently over
time. The source of the connection between CSRpaofitability has rarely been
systematically investigated. It is also importanposit the timing in the relationship
since it would be valuable to investigate and toedsin how long it takes for the
impact of CSR on financial performance to be resealFor the above to be realized,
more data on CSR should become available. Thebilglyaof the CSR data is also
an important issue as data from different sourcase hsignificant variations
regarding how to evaluate the CSR performancefiofra
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APPENDICES

APPENDIX 1: QUESTIONNAIRE FOR CUSTOMERS
Dear Sir/Madam,

| am a PhD candidate at the Tomas Bata Univemsiglin, Czech Republic and | am conducting a
research on the topi€Corporate Social Responsibility as an intangible @&t in_the Airline
Industry in Central and Eastern Europe. | would appreciate it if you could please complkis
survey questions for me. The questions will takeuald 5-20 minutes to complete. | am aware that
you are busy, but the time you will take to comglétis questionnaire will be valuable to this
important research. You are assured that, the iquesire is for academic purposes only and your
responses will be completely confidential. Thank jor your willingness to participate.

Sincerely
Roman Asatryan
Faculty of Management and Economics
Tomas Bata University in Zlin
Czech Republic
Email: romankempo2002@yahoo.com
(In answering the questions, close approximations will be very much appreciated)

Demographic background(please tick what is applicable)
1. Sex: a. Female b. Male

2. Age: a.11-20 b. 21-30 c. 3140 d.41-50 e. 51-60

w

Educational Level

Elementary

c @&

High school

o

Undergraduate
d. Postgraduate

e. Doctorate

4. CIIZeNSNIP: .o

General information
1. Have you travelled by airplane before?

a. Yes
b. No

If No, move to questions 3
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c &N

a o

How often do you travel by airplane?
Daily

More than once a week

Once every two weeks

Once a month

Once every six months

Occasionally

Which of the below definitions describes CSR best our opinion?
(You may choose maximum 2 of the options providiesvpeCheck at most 2 answers

CSR is a set of philanthropic activities a compaayries out voluntarily on a sporadic
basis in the local community

CSR is the commitment of a company to strictly abitb national labour and
environmental laws

CSR is about promoting corporate fairness, tramspgr and accountabil-ity through a set
of internal rules or processes by which businease®perated, regulated and controlled

CSR is a collection of occasional philanthropicgbicees, gestures or initia-tives motivated
by public relations or marketing consideration

CSR is a comprehensive set of policies, practices grograms that are strategically
integrated throughout business operations and ideemsaking processes to minimize the
negative impact on the company's social and natumalonment

CSR is a formal process of relationship managernt@ough which companies engage
with their stakeholders to align their mutual iet&is

CSR is a concept aimed at achieving commercial esscan a way that does not
compromise the well being of its employees or dwal community

CSR describes a decision-making process basedhicalevalues and compliance with
legal requirements

CSR describes the way in which a company managesedonomic, social and
environmental relationships, and the way it engagéh its stakeholders (including
shareholders, employees, customers, business gRgoeernments and communities)

The CSR practices of a company contribute to iitsr
Not at all
To a minor extent

To some extent
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To a major extent

A high CSR rating for an airline firm will make agtive impression on me when deciding
on which airline to patrinize

Not at all
To a minor extent
To some extent

To a major extent

Airline firms are not profit making machines onlgcahave a duty/responsibility towards
society

Not at all
To a minor extent
To some extent

To a major extent

Have you ever used an airline, simply because gaagis CSR practices, or a particular
CSR campaign that was being carried out at the?ime

Yes
No

Unsure

The following are a few factors that influence phasing behavior of customers of airlines.
Based on your viewpoint, rank them from 1-5, (Ingghe most important and 5 being the
least).

Price of the product/service
Quiality of the product/service
CSR profile of the company

Company’s reputation in the society where it opegat

As a consumer who is aware of organizations annl tlvesponsible behavior at times,
tick three of the below actions that you feel astrharmful to society

Offering harmful products
Overpriced goods and services

Evading tax
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d. Mistreating employees
e. Polluting the environment
f. Don’t know

g. Other — (Please specify)

10.The CSR strategy of the airline firm impacts igsutation
a. Not at all
b. To a minor extent

To some extent

o

d. To a major extent

11.What is your perception on the CSR performancérofsfin the airline industry?
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APPENDIX 2: QUESTIONNAIRE FOR EMPLOYEES
Dear Sir/Madam,

| am a PhD candidate at the Tomas Bata Univemsilin, Czech Republic and | am conducting a
research on the topi€Corporate Social Responsibility as an intangible @&t in_the Airline
Industry in Central and Eastern Europe. | would appreciate it if you could please compkkie
survey questions for me. The questions will takeuald5-20 minutes to complete. | am aware that
you are busy, but the time you will take to comglétis questionnaire will be valuable to this
important research. You are assured that, the iquesire is for academic purposes only and your
responses will be completely confidential. Thank yor your willingness to participate.

Sincerely

Roman Asatryan
Faculty of Management and Economics
Tomas Bata University in Zlin
Czech Republic
Email: romankempo2002@yahoo.com
(In answering the questions, close approximations will be very much appreciated)

Demographic background(please tick what is applicable)
5. Sex: a. Female b. Male

6. Age: a.11-20 b. 21-30 c. 3140 d.41-50 e. 51-60

7. Position in your organization

8. How long have you worked in organization
a. Within 1 year
b. 1-3 years
c. 4-8 years
d. 9-20 years
e. over 20 years

General information
1. Which of the below definitions describes CSR best IWour opinion?
(You may choose maximum 2 of the options providiesvpeCheck at most 2 answers

j. CSR is a set of philanthropic activities a compaayries out voluntarily on a sporadic
basis in the local community

k. CSR is the commitment of a company to strictly abitb national labour and
environmental laws

I. CSR is about promoting corporate fairness, tramsmgr and accountabil-ity through a set
of internal rules or processes by which businease®perated, regulated and controlled
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CSR is a collection of occasional philanthropicgbicees, gestures or initia-tives motivated
by public relations or marketing consideration

CSR is a comprehensive set of policies, practices grograms that are strategically
integrated throughout business operations and ideemsaking processes to minimize the
negative impact on the company's social and natumatonment

CSR is a formal process of relationship managernt@augh which companies engage
with their stakeholders to align their mutual iet&is

CSR is a concept aimed at achieving commercial esscan a way that does not
compromise the well being of its employees or dwal community

CSR describes a decision-making process basedhicalevalues and compliance with
legal requirements

CSR describes the way in which a company managesedonomic, social and
environmental relationships, and the way it engagéh its stakeholders (including
shareholders, employees, customers, business pgRgoeernments and communities)

Are you aware of the CSR activties your companyageg in?
a. Yes b.No
If Yes indicate examples of CSR activities you hawtaessed

Do you believe in the company‘'s CSR value and divies?
a. Yes b.No c.Idont know
Kindly give reasons for your answer

Do you participate in CSR activities organized frgour company?

. Always
. Sometimes

Don‘t remember

. Ifitis paid
. If it is given as an additional task

| don‘t like to participate

Are you farmiliar with the CSR strategy of your qoamy
Yes | know well

| heard about that

| read it once, but don‘t remember now

I don‘t know if there is any strategy

Do you think CSR can help your company to megpritdit objectives?

Yes b. No c. I dont know
Kindly give reasons for your answer
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The reason behind the company's CSR is: (tickraditdeast two)
Company's success

Just waste of money

Marketing tool

For image building

To gain more customers

To help the community

To satify regulators

Others (please specify).........ccccceeuueee

Qo0 oY N

o

Indicate how the companies CSR activities can erfbe the following decisions. In
answering these questions, emphasis should bedpiadhe role of the companies CSR
initiatives and its influence on you as an employee

Please indicate the extent to which you agres 7§r _ e ©
disagree to these statements. g | 2 < o
Strongly disagree (1) 5 |8 58| 9
Disagree (2) >4 o c o O >
Neither agree nor disagree (3) g .g é’ .8 g2
Agree (4) = = T © -
Strongly agree (5) « < »

=}

1 || really care about the fate of this organizatio
because of the CSR initiatives
2 | For me this is the best of all possible organizegio
for which to work because of its social
responsibility initiatives
3 | | talk up this organization to my friends as a grea
organization to work for
4 |1 would accept almost any type of job assignment
in order to keep working for this organization
5 | I find that my values to help others and the sgciet

as a whole and the organization's values are \very
similar.
6 |1 am proud to tell others that | am part of this
airline firm due to their CSR activities
7 | 1 am extremely glad that | chose this airline fiton
work for over others | was considering at the time
joined

9. How does CSR contribute to the profitability ofliaie firms

10.What is your perception of your firms CSR performacompared to others in the industry
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11.Is your contribution to your firm influenced by haesponsible or irresponsible they are?
Please explain

12.How does CSR foster your attitude to performancarime firms?
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APPENDIX 3: QUESTIONNAIRE FOR MANAGERS
Dear Sir/Madam,

| am a PhD candidate at the Tomas Bata Univemsilin, Czech Republic and | am conducting a
research on the topi€Corporate Social Responsibility as an intangible @&t in_the Airline
Industry in Central and Eastern Europe. | would appreciate it if you could please compkkie
survey questions for me. The questions will takeuald5-20 minutes to complete. | am aware that
you are busy, but the time you will take to comglétis questionnaire will be valuable to this
important research. You are assured that, the iquesire is for academic purposes only and your
responses will be completely confidential. Thank yor your willingness to participate.

Sincerely

Roman Asatryan
Faculty of Management and Economics
Tomas Bata University in Zlin
Czech Republic
Email: romankempo2002@yahoo.com
(In answering the questions, close approximations will be very much appreciated)

Demographic background(please tick what is applicable)
9. Sex: a. Female b. Male

10.Age: a.11-20 b. 21-30 c. 31-40 d.41-50 e. 51-60

11.Position in your organization

General information
1. What is your understanding of Corporate Social Respnsibility (CSR) and
responsible business practices? What activities dihey include? (Please briefly list
them with a brief description in the box bejow

2. Which of the below definitions describes CSR best iour opinion?
(You may choose maximum 2 of the options providiesvpeCheck at most 2 answers

s. CSR is a set of philanthropic activities a compaayries out voluntarily on a sporadic
basis in the local community

t. CSR is the commitment of a company to strictly ebitb national labour and
environmental laws

u. CSR is about promoting corporate fairness, tramsugr and accountabil-ity through a set
of internal rules or processes by which businease®perated, regulated and controlled
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v. CSR is a collection of occasional philanthropicgpices, gestures or initia-tives motivated
by public relations or marketing consideration

w. CSR is a comprehensive set of policies, practice$ @rograms that are strategically
integrated throughout business operations and ideemsaking processes to minimize the
negative impact on the company's social and natumalonment

X. CSR is a formal process of relationship managert@ough which companies engage
with their stakeholders to align their mutual iet&is

y. CSR is a concept aimed at achieving commercial eascan a way that does not
compromise the well being of its employees or dwal community

z. CSR describes a decision-making process basedhicaletalues and compliance with
legal requirements

aa.CSR describes the way in which a company managesedonomic, social and
environmental relationships, and the way it engagéh its stakeholders (including
shareholders, employees, customers, business pgRgoeernments and communities)

3. How does your organization develop its CSR strat#gians to stay competitive?

4. In your opinion, what impact does CSR have on ¢ilewing issues?

Please indicate evaluate the following with thenaars indicated
huge positive impad)

negative impact (2)

no impact (3)

no answer (4)

positive impac
(1)
negetive impagt
(2)
No Impact(4)
No answel5)

Finances and operations

Operational cost

Productivity

Sales and revenue

AWINPF

Revenue

Marketing

Customer satisfaction

Quality

Reputation of the firm

Market share

Market access

Brand awareness

N0~ WINEF

Competitiveness

Employee satisfaction

Absenteeism rate

Employee turnover

Employee commitment

AWIN|F

Value added per employee
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Regulators

Society and community

Government agencies

Investor relations

Media

QB WIN|F-

Credit and lending arrangements

5. In your opinion, what is the benefit of CSR asmatamgible asset in the Airline Industry?

6. What influences the development of CSR strategig®ur company?

7. In what form does the implementation of CSR ad#siin your company take?

8. Has the CSR investment had any effect on the fiahperformance of airline firms?

a. Yes
b. No
Please explain your answer?

9. How does CSR affect the corporate reputation of yoon in terms of how customers will
perceive the CSR initiative?

10.How does CSR affect the corporate reputation of yioon in terms of how employees will
perceive the CSR initiative?

11.How does CSR affect the corporate reputation ofr yom in terms of how regulators in
the airline industry will perceive the CSR initia?
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