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1. Introduction

Corporate Social Responsibility of banks gained particularly attention:

 Lessons from the last financial crisis 

 Dependence of entire economies on individual financial actors

 Government bailouts to secure financial stability

Sustainability issues:

 Paris Agreement (2015)

 EU Action Plan „Financing Sustainable Growth“ (2018)

 Banks are key players

Aim and research design:

 Analysing the effect of CSR on idiosyncratic bank risk

 Confirmatory and explorative approach
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2. Literature and Hypotheses

Author (s) Year Database
Banks                                    

(BYO)  
Time frame CSR measure Aim of the study

Simpson & Kohers (2002)
US Commercial 

Banks
385 (770) 1993-1994 CRA rating Impact of CSR on FP (+)

Scholtens & Dam (2007) World 83 (83) 2006 EP adoption
Performance differences of EP 

adopters and non-adopters (mixed)

Wu & Shen (2013) World 162 (1012) 2003-2009 CSR index Impact of CSR on FP (+)

Shen et al. (2016) World 6125 (49.000) 2000-2009 CSR engagement Impact of CSR activity on FP (+)

Cornett et al. (2016)
US Commercial 

Banks
235 (1495) 2003-2013 MSCI ESG STATS Impact of CSR on FP (+)

Esteban-Sanchez et al. (2017) World 154 (924) 2005-2010
Thomson Reuters 

ESG-Score (Asset4)

Financial benefits through CSR 

activity in times of financial 

distress (+)

Chen et al. (2018) World 8.325 (38.930) 2003-2010 EP adoption
Impact of EP adoption on bank 

liquidity (+)

Gangi et al. (2018) World 142 (655) 2011-2015
Thomson Reuters 

ESG-Score (Asset4)
Effect of CSR on bank risk (-)

Finger et al. (2018) World 78 (929) 2003-2015 EP adoption

EP adoption effects on banks' FP 

in industrialised and developing 

countries (mixed)

Bank related literature
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2. Literature and Hypotheses

Theoretical Framework:

 Stakeholder theory

 CSR reduces vulnerability to environmental, financial, operating and social risks

 Risk management theory

 CSR generate moral capital such as loyalty and goodwill

 Management opportunism theory

 CSR activity is primarily motivated by reputation efforts of the management

 Reputation theory

 CSR determines banks‘ reputation

Hypotheses:

1. CSR reduces idiosyncratic bank risk

2. Sub-components have a reducing effect on idiosyncratic bank risk

3. Controversies enhance idiosyncratic bank risk
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3. Empirical Approach

Sample:

 Banks exclusively (Thomson Reuters‘ Eikon TRBC „Banking Services“)

 3.392 banks

 Period 2002-2018

 Unbalanced panel

Methodology: 

 Hausman-Test suggests fixed effects regression

 Robust Huber-White-sandwich estimates of variance

Bank risk:

 Default risk: Z-score = 
𝑅𝑂𝐴+𝐶𝐴𝑅

σ 𝑅𝑂𝐴

 Portfolio risk: Risk density = 
𝑅𝑊𝐴

𝑇𝐴
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3. Empirical Approach
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3. Empirical Approach

Description of Variables
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4. Results

H1: CSR reduces idiosyncratic bank risk
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4. Results

H2: Sub-components have a reducing effect on idiosyncratic bank risk
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4. Results

H3: Controversies enhance idiosyncratic bank risk
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5. Robustness

Robustness tests for different time lags (without lag & 2 years lagged):

 ESG-score: results do not significantly change

 Controversies: results do not change

Different levels of winsorisation (5th and 95th %-level & original data):

 No material effect on the coefficients of the variables of interest

Robustness checks for the z-score measurement:

 Using SD of ROA for rolling windows of ten years

 Decomposition of the z-score measurement into:

o Changes associated to ROA or equity ratio

 CSR effects bank default risk through both channels

 Controversies: risk increasing effect for the equity ratio
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6. Conclusions

Main results:

 H1: Strongly significant risk-reducing effect of overall CSR for both risk measures

 H2: Environmental sub-components represent the strongest risk-reducing effect

 H3: Risk enhancing effect of controversies

Limitations:

 Unbalanced panel structure

 Unique use of Thomson Reuters database carries inherent risk of selection bias

 Additional risk measures (e.g. CDS-spreads or NPLs) could enhance result validity

Future research aspects:

 Using other risk measures e.g. market based

 Abstract the share of systematic risk from idiosyncratic risk
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Appendix

Summary Statistics

14



Seminar für Bankbetriebslehre

Florian Neitzert M.Sc.

October 24, 2019
7th Annual Conference                 

Risk Governance

Appendix

Correlation Metrics
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