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Abstract

This paper aims to substantiate the mechanism through which strategic corporate social responsibility
(SCSR) based on (social commitment, operational excellence, and social formalization) affects directly and
indirectly on financial performance (FP). Specifically, this paper focuses on the mediating effect of
sustainability balanced scorecard in the relationship. The paper investigates Egyptian top 30 enterprises that
have been listed in the Egyptian EGX-ESG, index according to their compliance with new EGX regulations
regarding social responsibility, corporate governance and sustainability governance. Data have been
collected through closed questionnaires from a sample of top managers. The hypotheses have been tested
using the path analysis technique .The statistical results initially demonstrate that SBSC mediate the relation
between SCSR and financial performance. SCSR based on social commitment, social operational excellence,
and social formalization has positive indirect effect on the FP through SBSC. Also based on the statistical
results, only one dimension of SCSR (social formalization) has direct effect on financial performance,
whereas the direct effect of the other two dimensions (social commitment and operational excellence is
rejected. The paper argues for the importance of SBSC in enhancing the effects of SCSR on firm performance
and particularly on financial performance.

Keywords: Strategic Corporate Social Responsibility, Social Commitment, Social Operational Excellence,
Social Formalization, Sustainability Balanced Scorecard, Financial Performance.
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Introduction

Following a global tendency, corporations are currently more concerned with corporate social responsibility
(Halme, Roome, & Dobers, 2009). Both companies and researchers permanently seek ways to approach
corporate social initiatives with the strategic perspective (eg.Husted & Allen,2001, McWilliams & Siegel
2001, Porter & Kramer 2006), Pearce & Doh 2005, Husted & Salazar, 2006) . integration of CSR into
corporate strategy represents a major challenge for managers. Scholars have widely investigated the topic and
have proposed several frameworks for the integration process such as formalization of CSR activities which
introduced by (Porter and Kramer, 2006) and introduction of external accountability tools which presented by
(eg.Dentchev, 2005, Waddock & Bowell, 2007). Also a well-structured communication of CSR initiatives and
adoption of certified management systems have been described as key steps in the integration process
(eg.Sharp & Zaidman, 2009, Perrini & Minoja, 2008). in this context Burke and Logsdon (1996 ) introduce
“strategic CSR” concept as the CSR that "yields substantial business-related benefits to firms, particularly by
supporting core business activities". the authors argue that, only some specific aspects of CSR could enhance
firm’s FP. Porter and Kramer (2006) suggest that companies should evolve from the cosmetic' approach to
CSR that is characterized by a high level of formalization, but totally isolated from a firm core business
towards The strategic approach that is characterized by a higher implementation of few CSR initiatives that
strictly correlated to core business .The strategic approach focuses only on CSR initiatives that are able to
differentiate the firm from competitors and delivering benefits to both company and the broader society.

On the other hand, there has been vigorous debate over the components of SCSR that could enhance firm
value and financial performance (Carroll & Shabana, 2010). Also the correlation between SCSR and FP have
been studied deeply from different perspectives. Some scholars (eg.Orlitzky et al., 2003; Kang and Liu, 2013,
Oeyono et al., 2011) find the correlation to be positive, while others negative (eg.Wagner et al., 2002;
Cordeiro & Sarkis, 1997) or no correlation (Teoh et al., 1999; McWilliams & Siegel, 2000, Aras et al., 2010).
many mediating variables are extracted in SCSR—FP relationship such as reputation, customer satisfaction,
productivity and employee motivation (eg.Pivato et al., 2008, Surroca et al.,, 2010, Flanagan &
O’Shaughnessy, 2005). Galbreath and Shum (2012) call for a significant expansion of study of moderating
and mediating variables in the SCSR-FP relationship. Recently sustainability balanced scorecard (SBSC) has
been emphasized as a strategic tool that can bridge the gap between financial perspective and strategic social
responsibility perspective (eg. Bieker &Waxenberger,2002, Woerd & Brink, 2004).

Drawing on the literature on the concept and the attributes of SCSR, social commitment, operational
excellence and social formalization extrapolated as the most important dimensions of SCSR .The three key
dimensions could affect directly on financial performance and indirectly through SBSC (eg. Burke & Logsdon
1996, Husted & Allen 2007, 2009, 2011, Porter & Kramer, 2006)

Drawing on the literature on the mediating variables to the SCSR-FP relationship, sustainability balanced
scorecard is especially highlighted due to its importance as a strategic tool that can ensure the successful
integration of social initiatives in corporate strategy (eg.Figgeet al., 2002, Bieker,at.al,2002, Krause, O, 2003).

Furthermore, this research has built on the literature that conducted on CSR practices in the Egyptian context
(eg. Mohn & Eissemblatter 2007, Obalola et al, 2009, El Hebeishy, 2011, Darrag,& Crowther,2017).
According to these literature, CRS’ practices in Egypt is characterized with high level of vagueness and
discrepancy .Also absence of strategic approach is significantly observed. Darrag and Crowther (2017) call for
urgent need to adopt strategic perspective in practicing CSR rather than religious and philanthropic
perspective. The strategic perspective is largely based on a clear identification of CSR concept and practices
and a clear understanding of CSR strategic goals. Communications with stakeholders and disclosure practices
also have been identified as critical components to strategic approach to CSR. The authors also enhanced the
importance of CSR” assessment on firm performance.

This research is conducted in the setting of the Egyptian top 30 EGX-ESG index according to Egyptian
Capital Market (EGX). This listing is selected as all large-sized enterprises (LEs) since 2006 have to comply
with the new EGX regulations stipulating corporate governance, transparency and disclosure as well as
environmental sustainability-adherence. It provides a viable base for these corporations to undertake CSR by
turn EGX Enlisting Requirements. Critical case sampling was used for identifying managers who actually run
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the CSR operations, be they CSR and/or PR and/or marketing (MRKT) and/or senior managers and/or
entrepreneurs.

This study initially presents the positive correlation between SCSR based on, social commitment, operational
excellence, and social formalization and sustainability balanced scorecard. This paper further demonstrates
how SCSR’s dimensions (social commitment, social operational excellence and social formalization) could
indirectly enhance financial performance through sustainability balanced scorecard. Also the study results
show the direct effect of social formalization on financial performance, while the direct effect of the other two
dimensions ( social commitment-operational excellence) is rejected. This result primarily sheds light on the
importance of sustainability balanced scorecard as a mediating variable in SCSR—FP relationship, and also
explicating the mechanism through which SCSR affects FP. Such findings also have several implications in
both SCSR—FP and sustainability balanced scorecard-FP literature in the developing countries context.

Literature Review and Hypotheses:

The Strategic Corporate Social Responsibility Components

Burke and Logsdon (1996) introduced the “strategic CSR” concept as the CSR that “yields substantial
business-related benefits to firm, particularly by supporting core business activities. The authors subdivide
CSR into five components to argue that only some specific aspects of CSR could enhance firm’s FP. First,
Centrality which refers to the ability of firm to improve product innovation based on social initiatives. Second,
proactivity which is emphasized by the ability to Anticipate changes in social context that could present
market opportunities. Third, voluntarism which includes the level of Participation in social actions beyond
that demanded by law. Fourth, appropriability that is defined as the ability to leverage the CSR initiatives
which could generate significant economic benefits .fifth, visibility that is concerned with raising the
stakeholders awareness of CSR value added . Porter and Kramer (2006) suggest that companies should evolve
from the 'cosmetic' approach to CSR that is characterized by a high level of formalization towards the
operational approach that is characterized by a higher integration of CSR into corporate strategy. The
operational approach in two steps: responsive and strategic. A responsive approach to CSR implies reducing
the negative impacts of the company’s value chain activities on the broader society environment. The strategic
approach emphasizes the implementation of few CSR initiatives which strictly correlated to core business and
having ability to differentiate the firm from competitors, delivering benefits to both the company and the
broader society.

On this conceptual ground, There has been a great deal of studies over the concept and components of
strategic corporate social responsibility (SCSR) . Husted and Allen (2001) argue that, SCSR is basically
depends on higher synergy between strategy, leadership and excellence. According to the authors, at the top
there is business strategy that embraces corporate responsibility at its heart. In the middle, learning about
different stakeholders should be considered. At the bottom left leadership that drives innovation which based
on corporate responsibility and company’s core strategy. On the right is operational excellence. Lubin and
Esty (2010) considers five key areas in which companies must change in order to reach the ‘winner’ state of
the ‘ecopremium’ of an integrated CSR strategy: first, leadership that links sustainability strategy with
initiatives and outcomes, and develops shared goals with all stakeholders. Second, systematizing methods and
modes based on specialized tools (e.g., scenario planning, reporting, new certifications and standards. third,
alignment between strategy and core business. fourth, an integrated management system which based on the
Shared accountability .finally, performance evaluation and communications.

Drawing on the literature above, three key components of SCSR can be extrapolated are :

1- Social commitment

2-operational excellence

3-social formalization:

And they were discussed based on relevant literature as following:

Social Commitment

Social commitment as a significant component of SCSR refers to clearly stated explicit and assessable goals
for each CSR area which derived from stakeholders needs (Husted & Allen 2006, Maon et al, 2008). To
enhance social commitment, Social corporate strategy needs to be associated to firm's internal resources and
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ideologies. In addition, the sense of Voluntarism in practicing CSR is considered as important element. Lubin
and Esty (2010) highlights the role of leadership that relate sustainability strategy with strategic initiatives and
outcomes. Furthermore, top management's values which embrace CSR practices could work as a powerful
motive to act socially responsibly changes (Pearce & Doh 2005). In this line,“socio efficiency approach
suggested as mean of learning and development perspective through which The employees could be provided
with consciousness and feeling for the relevance of ethical aspects . Also the training programs and internal
forum discussions work as leading indicators in this area ( Bieker & Waxenberge,2002).

Operational Excellence

Husted and Allen, (2001) define Operational excellence as "the closeness of CSR initiatives to company's core
business". Lubin and Esty, (2010) argue that organization should relate corporate strategy to social initiatives
and make efficient redeployment of resources in order to maximize Operational excellence. The alignment
between social initiatives and firm capabilities and resources is highly consistent with the concept of centrality
which introduced by Burke and Logsdon (1996), as the firm’s ability to provide a coherent social focus to a
portfolio of resources and assets. In this context, Porter and Kramer (2006) divide social issues into three
categories: generic social issues, value chain social impact and the social dimension of competitive context.
Generic social issues are important to society, but do not significantly affect competitiveness in the long run.
Value chain social impact includes social issues that are significantly affected by company activities in the
regular course of business. The social dimension of competitive context includes the social initiatives that
significantly affect direction and competitiveness of company in the location it operates. Operational
excellence component emphasizes the higher integration between social initiatives and firm competitiveness.
(Dyllick et al. 1997,Gminder et al.2002) suggested five basic types of social and sustainability strategies
regarding competitiveness context. First, Strategy “safe” aims at reducing and managing risks in order to
secure existing markets in areas such as climate change, poverty, mobility, bio-technology.second, Strategy
credible” is tackling issues of image and reputation as a valuable non-tangible asset. It prevents businesses
from conflicts with stakeholders and allows to attract suitable employees and to satisfy customers. (Dyllick et
al. 1997; Gminder &Bieker,2002) Third, Strategy "efficient” “eco-effiency”. it has successfully helped to
reduce costs by achieving material-efficiency and increase productivity of employees ( Wackernagel & Rees
1996, (Dyllick & Hockerts, 2002, Schmidheiny & Zorraquin 1992) .fourth, Strategy "innovative" it implies
Environmental and social impacts that frequently offer an opportunity for differentiating companies’ products
in the market place. it approaches innovation through developing sustainable advantages in the production .
finally, Strategy "transformative" , it calls for institutional changes within human needs, politics as means of
transformation of existing or creating of new markets (Gminder et. Al,2002).

Social Formalization

Social formalization as a basic component of SCSR is highly reflected in level of formalization of social
initiatives in a company. Many tools and standards suggested in this area such as existence of a committee or
of a permanent organizational unit responsible of CSR activities (Maon et al, 2009), adoption of ethical codes,
value statements and policies and the inclusion of a social aspect in the company mission statement (Perrini &
Minoja 2008). Also the number of international social/environmental certifications obtained by company such
As 1S014001 and EMAS for the environmental management, ISO9001 for quality management and SA8000
for HR related issues viewed as a significant proxy for social formalization (eg.Waddock & Bodwell,
2007,Russo &Tencati, 2009). In addition, publication of social reports, rank on the most relevant ethical
rankings and membership to the national/international/industry institutions should be considered as social
formalization standards (eg.Perrini &Minoja, 2008, Perrini at.al, 2006, Porter & Kramer, 2006, Fowler &
Hope, 2007). (Figge et al, 2002) suggests Sustainability Balanced Scorecard (SBSC) as critical strategic tool
for integrating social responsibility in corporate strategy and avoiding more traditional corporate reactions.

Sustainability Balanced Score Card

The first generation of the balanced score card was developed by Kaplan and Norton (1992) to evaluate an
effectiveness of financial and non-financial dimensions of strategies. In addition to financial dimension,
customer satisfaction, internal processes, and learning perspectives support the successful execution of
corporate strategies. Balanced scorecard was further developed, with additional perspectives added that
attempted to address different issues (Wisner, 2001, Figgeet al., 2002, Wagner, 2001.). Sustainability was one
of such recommended areas as a critical element of firm's strategy and competitive advantage (Epstein, 1996,
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Kaplan & Norton, 1996). Corporate sustainability encompasses three dimensions: ecological, social and
economic. (Biekeret al. 2001, Le6n Munoz, & Chalmeta, 2010). Incorporating environmental and social goals
into original balanced scorecard resulted in creating sustainability balanced scorecard (Figgeet al., 2002;
Wagner, 2010) or green balanced scorecard (Lansiluoto & Jarvenpaa, 2008). There have been three
possibilities in integrating environmental and social aspects into the existing dimensions of balanced scorecard
proposed by (Figge,at.al, 2001,Epstein, 1996).First, both environmental and social aspects can be integrated in
the four basic dimensions. Second, an additional dimension dealing with environmental and social aspects can
be added (non-market perspective. Third, a specific environmental and social scorecard can be developed.
According to (Bieker, 2001) the method of integration depends on type of strategy pursued by organization in
sustainability area. The relevance of market perspective as a fifth component to SBSC depends on the
influence of environmental or social aspects in business unit’s success. The strategic aspects of the non-
market perspective have to be linked directly or indirectly to financial perspective as well. In this context
Kramer (2009) suggest that, six-perspective BSCSD model is more Transformative type of sustainability. It
pays significant attention to employees and their satisfaction with job and operations. Increasing sales is
primarily influenced by employees with higher level of satisfaction. Inclusion of employees perspective into
BSCSD could significantly leads to successful implementation of sustainable development within
organization. In In order to develop well-designed SBSC, critical elements should be addressed including:
Corporate vision/mission/ objectives, sustainability strategies, Identification of causal relationships,
Integration of sustainability into the key perspectives,(financial, customer, processes, learning-non-market-
employees), Definition of indicators, targets and measures, and Integration into core management system)
(Bieker 2001). SBSC enhances transparency of the potential actions which enable firms to improve economic
success and highlight the causalities between economical, ecological and social dimensions (Bieker &
Waxenberger, 2002). To determine the key perspectives of SBSC, strategic relevance of stakeholders needs
have to be checked. (Figgeet al., 2002) argued that , sustainability balanced scorecard is best developed
through a three-step process, First, is choosing business unit, which has an opportunity to impact sustainability
outcomes .Second, is identifying the environmental and social issues of the business unit. Third, is deciding
the specific linkages of these issues to business unit‘s strategy. Figure 1 below gives an overview of the whole
process.

Process of Formulating a Sustainability Balanced Scorecard

Choose strategic business unit

[ Identify environmental or social exposure ]

Determine strateaic relevance
I

Financial
Perspective

‘ Customer
Perspective

‘ Internal process
Perspective

‘ Learn & Growth
] Perspective

‘ Non-Market
Perspective

Employee Perspective

Figure 1: Adapted from Three-step Process of Formulating a Sustainability Balanced Scorecard
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Source: Figgeet al.(2002), Schaltegger (2004):

Financial Performance:

There have been two difference measures of performance, financial and non-financial performance. Financial
performance can be measured by growth in profitability, production capacity, sales growth and utilization of
the capital and financial resources (Matar& Eneizan, 2018). Pava and Krausz, (1996) categories financial
variables into four major sections, namely accounting-based measures, market-based measures, measures of
risk, and other firms specific characteristics confirming that most frequently used appear to be accounting-
based and market-based measures. Accounting-based measures are different key ratios calculated based on
financial statements, while market-based performance measures are based on market data, such as the stock
price.

in tracing the relation between social initiatives and financial measures There has been several measures could
be considered such as (Brand Value, Sales, Cost Efficiency, Costs of capital, Reducing company’s , risk
exposure , Reducing of capital cost , Reducing of insurance costs (Figge et al., 2001). Kamatra, and
Kartikaningdya (2015 ) use profitability ratios consisting of ROA, ROE, NPM and the EPS to measure the
influence of CSR to the financial performance . (Bird, et.al, 2007) state the market-to book ratio (MTBYV) and
the price to- earnings ratio (PE) while Guidry and Patten (2010) apply the Stock Price returns, as key measure
to financial performance. In addition Net income, Book value of equity and stock returns suggested by (Hassel
at.al,2005) and Market value of the firm introduced by (Mackey,at.al, 2007).

Strategic Corporate Social Responsibility Components And Sustainability Balanced Score Card :

Social commitment is an important precondition for internal acceptance of SBSC (Bieker 2003). Henriques
and Sadorsky (1999) classify company level of environmental commitment according to four characteristics:
support or involvement of top management, the significance of environmental management, environmental
reporting (internal and external), and employees environmental training and involvement. They also assert the
importance of having social and environmental plans and communicating them to all stakeholders. Social
commitment enable firms to develop well designed Sustainability Balanced Scorecard (SBSC) by identifying
the strategically relevant concerns that link operational aspects and non-economic actions to strategy (Bieker&
Waxenberger, 2002). It ensures that the main perspectives (learning - operational- customer- financial, non-
market, employees) of SBSC are highly aligned with organization's objectives and strategies (Kanga.al 2013).
Social commitment as reflection to the stakeholders' needs helps in translating sustainability and social
initiatives to strategic themes. The Social Strategic themes are best viewed as "pillars” of SBSC that directly
support the achievement of strategic goals .On the other hand, the key performance indicators included in
SBSC visualize the causal relationships between the strategic goals and define key success factors which in
turn improve top management involvement. Social commitment guarantees higher strategic fit between social
strategic goals, key performance indicators and performance measures. Bieker and Waxenberger (2002)
suggest that, Participating in SBSC development with involved departments and employees could
significantly enhance social commitment .also Cultural analysis approach regarding corporate sustainability
context may provide top management with valuable data over the relation between social commitment and
SBSC development. As a consequence, the following hypothesis can be formulated:

H1: social commitment has a positive effect on sustainability balanced scorecard.

In addition to social commitment, Operational excellence has also introduced as a fundamental component of
SCSR. It implies the closeness of CSR initiatives to company's core business. Operation excellence can
improve the firm competitiveness taking into account the strategically relevant social aspects. Operational
excellence seems to provide companies with the necessary frame to develop more reflective SBSC. It enables
firms to bridge the strategic gap which derive from disconnection between organization visions, strategies and
social objectives (Wagner, 2010 ). In this context, (Liebl, 1996, Figge et al., 2001a) suggest a comprehensive
framework of strategically relevant environmental and social aspects which derived from stakeholders'
concerns. By considering Social relevance, firms could be able to relate operational excellence with SBSC and
ensure environmental and social exposure. According to operational excellence's products and activities,
categories of lagging, leading and hygienic indicators are derived and included in SBSC. Lagging indicators
indicate whether the strategic objectives in each perspective were achieved. Lagging indicators includes many
examples such as Productivity growth for Financial Perspective, Customer satisfaction for Customer
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perspective, innovation for Process perspective, Employee retention for Learning perspective and Freedom of
Action for Non-market Perspective( Kaplan&Norton,1997) .leading indicators are very firm specific and
significantly contribute to strategic core activities such as Product attributes for Customer perspective,
Quality indicators for operation perspective and Climate for action for growth perspective. while hygienic
factors do not have strategic or competitive advantage ( Kaplan and Norton, 1997, Figgeet al.2002). in
conclusion, the Operational excellence highlights the relations between strategically relevant social aspects
and firm core's business and that is reflected in hierarchic cause-and-effect chains between the main
perspectives of SBSC. The above discussion leads us to present the following hypothesis:

H2: operational excellence has a positive effect on sustainability balanced scorecard.

Social formalization is another component of SCSR as discussed above. Sustainability Balanced Scorecard
(SBSC) is best viewed as a critical practice for social formalization. Schaltegger and Wagner (2006) suggest
that, as a part of social formalization, companies should integrate environmental and social information with
economic business information and sustainability reporting. Social formalization tools help in effective
building of SBSC as both a visual reporting tool and classification technique. Formalization tools can
legitimize SBSC practices and help organization to increase the level of compliance with the planned
standards.

In the same context several studies have indicated that disclosing firms that integrate incorporate
sustainability strategies/perspective/measures/target as part of their performance measures, and formalization
system have more ability to develop more standardized and legitimized SBSC. (eg, Figge et al. 2002; Bieker
2003, Schaltegger &Wagner (2006). Clarkson et al. (2008) find a positive association between level of
disclosures in environmental and social reports as part of social formalization and SBSC practices. In
summary Social formalization serves to maintain legitimization and standardization of sustainability results
achieved by organizations which captured as key determinants for the successful implementation of SBSC.

so the following hypotheses can be formulated:

H3: social formalization has a positive has positive effect on sustainability balanced score card.

Strategic Corporate Social Responsibility Components and Financial Performance

Husted and Allen (2007) define appropriability in SCSR context as the ability of a firm to extract economic
benefits from a social project. They confirmed that, only the strategic components of CSR have positive
correlation with firm’s value creation Such as product differentiation.

In this line, there has been vigorous debate over the relation between SCSR and financial performance. This
not only refers to the correlation between SCSR and FP but also encompasses other aspects in the relationship
such as the components of SCSR that relate to FP, and the mechanism through which SCSR affects FP. results
over this relation remains inconclusive (Carroll & Shabana, 2010). Some scholars (eg.Orlitzky et al., 2003;
Kang & Liu, 2014, Oeyono et al., 2011) find the correlation to be positive, while others find it negative
(eg.Wagner et al., 2002; Cordeiro & Sarkis, 1997) or no correlation (eg.Teoh et al., 1999; McWilliams &
Siegel, 2000, Aras et al., 2010). Several literature argue that the CSR—FP relationship is indirect than direct.
Many mediating variables are extracted such as (reputation (eg.Pivato et al., 2008, Surroca et al., 2010,
Flanagan and O’Shaughnessy, 2005), Consumer satisfaction(Pivato et al.,2008), cost efficiency (Schaltegger
and Sturm, 1992), risk management (Bebbington et al., 2008) and competitive advantage (Saeidi et al., 2015).

Based on stakeholder's theory and several literatures over the relation between strategic corporate social
responsibility and financial performance, social commitment as a key component of SCSR could improve
financial performance depending on stakeholder influence capacity. Stakeholder's theory call for
comprehensive examination of groups to whom a firm reacts responsibly (Moir, 2001,). According to
Pesqueux and Damak, (2003) and Cummings and Patel (2009) stakeholders could be classified in categories
including: internal stakeholders (employees), operational partners (customers, suppliers) and social
community (state authorities, non-governmental organizations, civil society) as they represent sources of
income (i.e. customers) and expenses (i.e. suppliers, lenders and non-earning social responsibilities. In
general, we can say that social commitment as reflection to the ability of a firm to identify its stakeholders and
satisfy their relevant needs activities could improve profitability and reduce costs, so the following hypotheses
can be formulated:

H4. Social commitment has a positive impact on financial performance.
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In addition, the relation between operational excellence as strategic component of SCSR and financial
performance has been investigated from different perspectives. In this context Husted and Salazar (2006)
identified three types of social investment (altruistic, selfish and strategic), they argued that, only the strategic
investment which emphasizes operational excellence could achieve maximization of both profit and social
performance .operational excellence concept is basically built on the relation between social initiatives and
company competitiveness which directly affects financial performance. According to sustainability
competitive strategies: enhanced reputation, better and more qualified labor, differentiating products will
affect directly on financial performance by increasing sales and reducing costs( Dyllick 1999, Gminder et
al.2002). Weber (2008) proposes five areas of beneficial impacts of social initiates regarding operational
excellence perspective, they are: Company image & reputation, Employee motivation, Cost savings by
improving materials efficiency, time savings, energy consumption, Revenue increases from higher sales and
market share. These benefits could be achieved indirectly through improving brand image or directly through
a CSR specific product or service. Furthermore, productivity as a key determinant of operational excellence
also positively affects financial performance (eg.Agell,at.al ,1996, Fehr & Schmidt, 1999, Fehr & Falk, 2002,
Sobel, 2002). Becchetti et al. (2008) found that social responsibility implies decisions that may lead to higher
labor costs but may enhance involvement, motivation of the workforce which has positive effect on
productivity. So we can state that, in terms of profitability operational excellence can be evaluated through its
effects on costs, sales growth and assets investments. From the cost point of view, operational excellence
activities might be seen as expenses that are reported in income statements but will offset by customer's
appreciation to company's social contribution that reflected in growth of sales revenues.

As a result:

H.5. Operational excellence has a positive impact on financial performance.

As discussed above, social formalization based on (Corporate disclosures, standardization of social practices,
legitimization and reporting) provide firms with the opportunity to spread value information mainly to
financial stakeholders as stock analysts, capital markets and institutional investors and there as get evaluated
on its financial measures (Karagiorgos, 2010). Social formalization practices can be used to legitimize the
profits generated through use of corporate resources acquired without any contractual capacity (Woodward et
al. ,1996). Several studies have investigated the association of risk and social formalization based on corporate
Social responsibility disclosure (CSRD) (eg.Purushothaman et al., 2000, Khlif & Souissi, 2010, Parsa, &
Kouhy, 2008). They found that corporations with higher debt to equity ratio (DER) tend to make higher
CSRD. Andrikopoulos et al (2014) confirm the positive relationship between leverage and CSR disclosure.
They argued that greater DER means greater risk for creditors and investors and also greater level of
systematic risk for the financial industry, which ultimately leads to a greater demand from stakeholders for
information. In general, social formalization tools could provide higher transparency and trust in firms social
investment and legitimize firm profits and costs.

The above discussion leads us to present the following hypothesis

H.6. social formalization has a positive impact on financial performance.

Sustainabliliy Balanced Score Card and Financial Performance:

Based on literatures on the relation between CSR and financial performance and external factors that can
mediate this relation, sustainability balanced scorecard (SBSC) is extrapolated as a strategic tool that could
relate financial goals with social and
environmentaldimension(eg.Bieker&Waxenberger,2002,&Woerd&Brink,2004).Sustainability balanced
scorecard(SBSC) highlights the relationship between long-term resources, sustainability practices and
financial outcomes. The cause-and-effect chains regarding sustainability perspective should not comprise only
environmentally indicated costs, but rather all direct and indirect financial effects (Lindorff, at.al 2012). SBSC
is viewed as critical tool in ensuring the balance between financial- hard facts, and non-financial soft facts
(Frigo, 2002 ).according to (Bartolomeo et al., 2000, Wagner, 2010) integrating environmental and social
dimensions in balanced scorecard may Yyield financial benefits from pollution prevention measures. Epstein
and Wisner (2005) state that, sustainability balanced scorecard make organization more able to improve
profitability and environmental and social accountability simultaneously .Furthermore, several
studies((eg.Palmer,& Harmony,2012, Bieker 2003, Wagner, 2010) argue that SBSC practices are highly
associated with lower operational costs, increasing employee satisfaction, improving productivity, increasing
market opportunities and better shareholder relationship. As a consequence, it can be hypothesized
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that:
H7:"Sustainability balanced scorecard has a positive effect on financial performance™

Research Variables and Framework

The researcher identifies and measures the independent Variable (strategic corporate social responsibility
based on its three basic components (social commitment-operational excellence-social formalization ) through
literature review based on (Burke &Logsdon (1996, Husted & Allen 2001, Porter & Kramer 2006, Perrini &
Minoja, 2008, Maon et al, 2008 ). As well as the mediating variable (sustainability balanced score card)
identified and measured based on (eg.Kaplan & Norton, 1996. Wisner, 2001, Figgeet al., 2002, Smith et al.,
2009, Epstein, 2008).to identify and measure the dependent Variable (financial performance) the researcher
adopted the proposed ideas from (eg.Carroll & Shabana, 2010, Orlitzky et al., 2003, Kang & Liu, 2014,
Oeyono et al, 2011, Orlitzky ,2008).thus A conceptual framework has been developed (Figure 2)

> Social Commitment M

Operational Excellence .
g T Sustainability Balanced >
Scorecard

Financial
Performance

Y Social Formalization

Strategic Corporate Social
Responsibility Components

Figure 2: Conceptual Framework:

Research methodology

Our aim was to present a conceptual framework of strategic corporate social responsibility based on social
commitment, operational excellence and social formalization to improve financial performance directly and
indirectly through sustainability balanced score card. Our literatures review enabled us to design such frame
work. An empirical study has been designed to test the relations of study framework in the setting of the top
30 EGX-ESG, index according to Egyptian Capital Market (EGX). This listing was selected as all large-sized
enterprises (LES) enlisted since 2006 have to comply with the new EGX regulations stipulating corporate
governance, transparency and disclosure as well as environmental sustainability-adherence and thus provides
a viable base for these corporations to undertake SCSR by turn (EGX Enlisting Requirements.

Data collection was based on a survey. A questionnaire was designed based on the theoretical framework
variables (Appendix). A non-probability sampling is favored. Critical case sampling was used for identifying
managers who actually run the CSR operations, be they CSR and/or PR and/or marketing (MRKT) and/or
senior managers and/or entrepreneurs. Critical case sampling is defined as “choosing settings, groups, /or
individuals based on specific characteristic(s) because their inclusion provides the researcher with compelling
insight about a phenomenon of interest” (Onwuegbuzie & Collins, 2007, p. 285). About 145 managers were
relevant to participate in our study as they participated in social initiatives in different ways. The researcher
emailed the survey directly to participating managers after ensuring their agreement by telephone calls or
organized meetings. Managers also had the option to return the questionnaire by e-mail.

The questionnaire instrumental sections were as follows: Section one Occupational Characteristics. (Position)
Title, Section Two: included the measures of variables of the study. The independent variable (strategic
corporate social responsibility) was measured based on (3) main dimensions (social commitment, operational
excellence, and social formalization) through (18) items, the mediating variable (sustainability balanced
scorecard measured through (10) items and the dependent variable (financial performance measured through
(5) items. Answers were organized according to 5 points likert scales ranging from 1 = strongly disagree, 2 =
disagree, 3 = neutral, 4 = agree, 5 = strongly agree. Data was collected between (September and October
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2017). Data were then analyzed through SPSS-Statistics software 17.0 version and AMOS application. Path
analysis is an extension of the regression model in which regression is done for each variable in the model as a
dependent on others; it has been widely applied to test conceptual models in different disciplines and among
them the managerial one (Olobatuyi, 2006)

Results:
Descriptive Analysis

A descriptive statistical analysis has been conducted with regard to the variables considered in the study:
social commitment, operational excellence, social formalization, sustainability balanced scorecard, and
financial performance. Mean value, standard deviation, skewness and kurtosis were calculated. The results
were summarized in Table 1.

Table 1. Descriptive Statistics

Std.

N | Minimum | Maximum Mean | Deviation Skewness Kurtosis

Std. Std.

Statistic | Statistic| Statistic | Statistic| Statistic | Statistic| Error| Statistic | Error

Social commitment 145 2.00 5.00| 3.5103 .65571 .083 201 187 .400

Operational excellence 145 2.00 5.00| 3.7563 42764 -.607- 201 2.385( .400

Formalization 145 2.00 5.00] 3.3021 71691 .048 201 -.594-1 .400

Sustainability 145 2.20 490 3.4752 .51038 .063 .201 .374| .400

Financial performance 145 1.00 5.00| 3.5356 59938 | -.899- 201 1.667| .400
Valid N (listwise) 145

The score of each variable was obtained considering the average of the questionnaire items related to the
variable. To analyze whether univariate normality exists, the distribution of each observed variable for
skewness and kurtosis was examined. For the skewness index, absolute values greater than 3.0 are extreme
(Chou et al., 1995), whereas for the kurtosis index, absolute values higher than 10.0 suggest a problem; values
higher than 20.0 are considered to be extreme (Kline, 2005).The values of skewness and kurtosis for all
variables considered are in the acceptable range as suggested above. Thus, the univariate normality of the
variables reasonably exists. This assumption is required for the optimality of parameter estimation method
used in the path model.

Reliability Analysis and Hypothesis Testing:

To examine the reliability of the constructs that used in the study, Cronbach’s alpha reliability was computed.
This tests whether it may be assumed that a single common factor underlies a set of variables. The acceptable
Cronbach’s alpha reliability is (0.70) The Cronbach’s alpha for all variables is (.89). The reliability of all
scales is proved to be at a moderate to good level for all variables (alpha > 0.70). All the variables in the
model had been normalized.

Kaiser—Mayer—Olkin (KMO) and Bartlett tests were conducted:

-KMO presented a value of 0.792, proving the data set size adequacy; and

-Bartlett test presented a value of 0.000 showing significance for further analysis

Then, a path analysis was conducted to explain the relations among the variables and test

The theoretical model.

Conducting the path analysis, the »? test, showing 3 degree of freedom gave the value 11.99, with a
probability .007. The probability level showed the fitting of the model with the conceptual one at the level of
significance of p < 0.01.figure 3 presents the model that be tested through path analysis and table V presents
the regression weights for the variables considered in the model .
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Figure 3: Model to be Tested Through Path Analysis
Table 2: results of path analysis

Estimate S.E. C.R. P
sustainability <---  Social commitment 151 038  4.008 ***
sustainability <---  Operational excellence 202 050  4.089 ***
sustainability <--- formalization 481 031 15421 ***
Financial performance <---  Social commitment .009 074 126 900
Financial performance <---  Operational excellence -113 098 -1.147 251
financial performance <--- formalization -.332 095 -3.486 ***
Financial performance <---  sustainability 1.353 156 8.656  ***

The goodness of fit index has been calculated; its value results to be 1, thus, it allows us at considering the
acceptability of the model. GFI Goodness of Fit Index must Proximity to One .CFlI Comparative Fit Index
must Proximity to One. RMSEA Root Mean Square Error of Approximation must Proximity to Zero
According to previous results ,The model of study achieve high degree of fit , GFI value is , 0.969, it is a
value that get close to 1, thus, it allows us at considering the acceptability of the model.

Discussion and conclusions:

A model to build strategic corporate social responsibility based on social commitment, operational excellence
and social formalization was proposed and tested its direct and indirect relation with financial performance
through sustainability balanced scorecard.

The statistical analysis allows us to achieve a general result regarding the relationship between the variables
of the model. First, the impact of social commitment on sustainability balanced scorecard card is confirmed.
This result indicated that social commitment based on well identified stakeholders concerns ensure the
strategic fit between social goals, and corporate strategies which lead to well-designed SBSC. Second, it was
confirmed the relation between operational excellence and sustainability balanced scorecard; this suggests that
operational excellence is important to relate social concerns with the firm's core activates with regard to the
firm's competitiveness. In addition, the lagging, leading and hygienic indicators as fundamental measures in
SBSC are basically derived from operational excellence activities. Third, the results allowed to confirming the
relation between social formalization and sustainability balanced scorecard. Based on this result, we can state
that social formalization practices can be viewed as basic sources for the relevant information that is required
for developing more standardized and legitimized sustainability balanced scorecard. Social formalization
helps organizations to appear more compliance with the planned standards, and emphasize the legitimization
of sustainability results. Fourth, the model tested did not allow at confirming the impact of social commitment
on financial performance. Social commitment is not relevant to directly improve financial performance,
mediating variables can be considered to enhance this relation, and thus the hypothesis relating to positive
effect of social commitment on financial performance is rejected. Also the relation between operational
excellence and sustainability balanced scorecard is rejected. As a consequence, it can be argued that
operational excellence is not relevant to improve financial performance in direct manner.

Furthermore, the relation between social formalization and financial performance was proved. Corporate
disclosure based on Social formalization tools (social / sustainability reports and certified management
systems) could affect directly on financial performance by increasing profit and reducing risk.
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The analysis, then, allowed at showing the impact of sustainability balanced score card on financial
performance. Thus, the mediating role of sustainability balanced score card in strengthening the relation
between strategic corporate social responsibility and financial performance is proved.

Based on the results presented above, the final model in Figure 4 can be presented as a means to explain how

EGX firms in Egypt can build strategic corporate social responsibility and develop sustainability balance
scorecard and how they can utilize the relation between them to improve financial performance.

| Social Commitment ddirection  *

> Operational Excellance S o
\ Sustainability

B Social Formalization /

Figure 4: Final Research Model

Financial
Performance

Strategic Corporate Social
Responsibility Components

Based on the results presented above, the model confirmed the relations expressed by the literature; as argued
by (Figgeet al., 2002, Bieker and Waxenberger, 2002) social commitment is relevant to build sustainability
balanced scorecard. Operational excellence results to be relevant to for sustainability balanced scorecard, too.
The closeness of CSR initiatives to company's core business Regarding firm ’s competitiveness is a significant
antecedent for building a well-designed sustainability balanced scorecard as proved by (eg,Burke and
Logsdon (Zadek , 2006., Schaltegger and Lukede, 2011, Wagner, 2007). As concluded by (eg.Maon et al,
2009, Perrini and Minoja 2008, , Figgeet al., 2002) social formalization seems to be an appropriate to develop
the sustainability balanced score card depending on standardization and legitimation.

As mentioned above social commitment and operational excellence are not relevant to directly improve
financial performance. Mediating variables may allow to leverage the impact of the both dimensions on
financial performance such as (stakeholders influence, Company image, reputation, Employee motivation)
which suggested by Weber (2008), and Consumer satisfaction which introduced by (Pivato et al.,2008),
sustainability balanced scorecard presented by(eg.Bartolomeo et al., 2000; Wagner, 2007, Bieker and
Waxenberger, 2002).

As concluded by (Karagiorgos,2010, Andrikopoulos et al. 2014), social formalizations tools affects directly on
financial performance by increasing profits and reducing risk.

Finally, the study confirmed the positive effect of sustainability balanced scorecard on financial performance
in Egypt as argued by (eg.Butler et al., 2011, Wagner, 2007, Lansiluto and Jarvenpaa 2008, Epstein and
Wisner 2007).

Defining and testing the conceptualized model as discussed above, allowed us to draw some practical
implications.

The primary implication is that, to enhance the firm’s financial performance and ensure stakeholder's
commitment we suggest that CSR must be approached with the strategic perspective rather than the traditional
perspective. because the relations between SCSR components and sustainability balanced scorecard have been
confirmed ,we suggest that organizations should recognize the importance of sustainability balanced scorecard
as a strategic management tool that helps in ensuring social commitment, enhancing operational excellence
and supporting social formalization which captured as the basic components of SCSR. SBSC enables firms
to evaluate social investments with different perspectives (financial, customer, process, learning, non-market,
employees) and highlights the cause-effect relation between all aspects of strategy. it also helps in improving
financial implications of SCSR .
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Based on this research managers can measure their progress toward SCSR practices and track its direct and
indirect impact on financial performance through SBSC. top management commitment captured as a key
element, particularly in aligning corporate strategy with social initiatives and performance outcomes .

This study suggested that, managers should pay significant attention to successfully communicate their firm's
social involvements to all stake holders. Culture analysis and social awareness should be emphasized in the
communication process.

Another implication was that, sustainability balanced scorecard can enhance top management engagement in
SCSR practices. This is because the financial benefit from SBSC is amplified. Also The general results of this
study provide evidence of the usefulness of financial measures to examine the economic implications of the
strategic corporate social activities .Many useful ratios can be used in this area.

Moreover, most of the past researches only focused on the relation between SCSR and financial performance
directly or indirectly by mediating variables such as reputation, exposure, and customer satisfaction, in this
study, we suggest sustainability balanced scorecard as a mediating variable in strengthening the impact of
strategic social initiatives on financial performance.

In the meantime, there are a few ways this paper could be extended. First, the mediating effect of
sustainability balanced scorecard on the correlation between SCSR and financial performance can be
sophisticated. Although this paper substantiates the mediating effect of sustainability balanced scorecard, it
does not identify the degree to which different types of sustainability balanced scorecard is relevant. The
effect of sustainability balanced scorecard on financial performance may vary according to the approach by
which firms develop SBSC. Therefore, there is a need for deep investigation in the different approaches that
can be used in developing sustainability balanced scorecard in the context of SCSR in the developing
countries.

Limitations and Future Research:

Although some limitations can be associated to the study based on that this study examines only top 30 EGX-
ESG index according to Egyptian Capital Market (EGX). This is an inevitable limitation as the index includes
only 30 companies. Therefore, the results may not be generalized to the awareness of the entire Egyptian
market.

Also considering the ability to conduct further analysis, this is the first study that investigates strategic
corporate social responsibility and its direct effect on financial performance and indirect through SBSC in the
Egyptian setting. The paper contributes to the literature related to how strategic corporate social responsibility
is developed in firms and how SBSC as strategic tool can be utilized to increase the financial Implications of
SCSR. Also it presents practical implication for the firms’ management.
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