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Abstract

This study investigates the impact of disclosure of social responsibility in reducing risks in Jordanian commercial
banks. To realize the goal of this study, the researcher followed the descriptive-analytical method. The data of the
study sample was gathered from the financial reports of the listed banks on the Amman Financial Market that pertain
to stock prices and market return in the period 2014-2018. The study used simple regression analysis to examine the
relationship between independent and dependent variables. Among the most prominent findings of the study, there is
an impact of the social responsibility disclosure in reducing risks, as well as an effect of the dimensions of social
responsibility: the environment, customers and employees in reducing risks.
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1. Introduction

After the financial crisis that led to the downturn in the global economy in 2008, SR activities became a remedy for
firms to improve their reputation (Burianova & Paulik, 2014). Various firms, particularly in the banking sector, Loss
of confidence in customer's eyes because the global crisis arose from the financial markets, which led to community
losing confidence in the banking sector. As the investments decreased, the economy was weakened, which is why the
social responsibility (SR) of banks was used as a means for banks to restore their credibility (Comett, et al., 2014).

Most banks have discovered mechanisms' risk management (RM) for efficiently handling financial risks (Wong,
2014; Bischoff, 2008; Clearly &malleret, 2007). In addition, discussing risk issues, especially non-financial risks
such as environmental and social responsibility risks, among the issues discussed by the Board of Directors is one of
the biggest challenges facing companies today, such as social and environmental issues (Pricewaterhouse Coopers,
2007). RM is a leading indicator, like social risk, for many companies (Anderson & Anderson, 2009). It is hard to
discriminate between non-financial and financial issues, because if non-financial issues (for instance environmental
and social issues) are not resolved, this will later lead to these problems becoming financial issues (Brammer et al.,
2012).

2. Problem of the Study

One of the biggest challenges facing banks at the present time is the introduction of risks such as social issues in
decision-making, and neglecting non-financial risks, and not looking for solutions to them will lead to turning them
into financial problems. The inter-firm issue is how to engage non-financial risks in decision-making, which is why
social and environmental issues have become one of the challenges for companies today (Wong, 2014;
pricewaterhouse& Coopers, 2007)).

Al-Kadash (2003) has indicated that corporate social responsibility has a positive and important relationship with
risk management, which may also indicate that banks that may have a low level of SR may face some risks. Barakat
et al (2015) study furthermore present that the level of SR disclosure in Jordanian firms is low, and accordingly
banks may face some problems if the level of their exercise of social responsibility is low and disclosed.
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3. Literature Review and Hypothesis of the Study
3.1 Social Responsibility Disclosure

Dealing with social responsibility as a basic requirement of the company, for instance, Crowther and Aras (2008)
believe that companies have become integrating environmental and social activities with their business operations,
and stakeholder interactions are automatic. It also includes the efforts made by companies in developing appropriate
methods to disclose environmental and social activities. These methods help companies to improve social
responsibility activities autonomously and independently, and these activities are more effective than activities
related to social responsibility imposed by the government (Shahwan, 2018; Armstrong & Green, 2012).

Previous studies focused on corporate social responsibility mainly in developed countries such as the United
Kingdom, the United States, Canada, Japan and some European countries. (Bennentt&Unerman, 2004,
Echave&Bhati, 2010; Hegde et al., 1997; Hackston& Milne, 1996; Gray et al., 1995; O’Dwyer, 2002). Previous
studies have gathered ideas on the application of corporate social responsibility and its economic benefits, such as
(Babington et al., 2014; Gray et al., 2009; Parker, 2011). The researchers found that various methods for evaluating
the effect of CSR on the performance of the firms and society in developed countries were developed, and by
comparing developing countries with developed ones, developing countries lacked the resources and tools to
implement social responsibility and assess their effect on society (Belal&Owein, 2009; Kisenyi& Gray, 1998).

In this regard, the developing countries have different social norms and expectations unlike developed countries as
what reported by Jamali and Mirshak (2007), and lack of awareness towards social responsibility, therefore
increasing awareness of social responsibility will lead to successful social responsibility application and lead to the
development of society and country. According to the study of Gray et al. (1995), the topic of disclosure of social
responsibility has gained an increasing interest in academic and commercial fields, because the disclosure includes
information about products and services, human resources, community activities and environmental reports
(Shahwan, 2019; Al Ramahi, 2018 ; Jamali & Mirshak, 2007).

Social responsibility can be disclosed through corporate social responsibility reports, and these reports are indicators
for the public about the activities provided by the company and give a picture of them. Disclosure of corporate social
responsibility is practiced to provide information to the public regarding environmental and social activities, and
CSR reports often include disclosures on environmental activities, employee activities, and ethical issues (Gray et al.,
1996). Gray (1987) mentioned that one of the goals of corporate social responsibility is to improve the company's
reputation and provide information to stakeholders, as social responsibility aims to provide information related to the
company's activities, and social responsibility is performed considering the existence of a social contract between the
company and society. The SR disclosure process assesses the impact of SR activities, measures the effectiveness of
SR programs, reports on social responsibility, and provides internal and external information systems to conduct a
comprehensive assessment of possible impacts on the company's resources and sustainability (Shahwan, 2019;
Jenkins &Yakovleva, 2006).

3.2 Risk and Risk Management

Most companies have recently become aware of the increasing value RM, so companies have established RM
department to monitor the risk level to which companies are exposed. Risk could be described as a facing to a loss or
arising economic gain from business activities of a company (Perry & Hayes, 1985; Heale, 1982). RM is the
mechanism where risk is identified, evaluated and prioritized in the event of uncertainty. In (2007) The International
Organization for Standardization (1SO), clarified RM as: the impact of uncertainty on the company's goals, which
leads to economic coordination to reduce the effectiveness of events with negative impact and to monitor and control
them effectively. Furthermore, the main goal of RM is to ensure that the main objective of the company is not
deviated (Antunes& Gonzalez, 2015).

According to Williams et al. (2006) there are three types of risks, first: the risks that companies have to manage.
These risks often come from regulatory agencies or governments, and environmental risks are classified under this
category. Second: Classic risks are the risks accompany any commercial business dealing with funds such as theft
and internal and external fraud, and these risks are not subject to external laws, so companies create their own
systems to manage these risks. Third: Risks managed by risk management models such as the Integrated Enterprise
Risk Management (ERM) model established by the Treadway Organization Committee (COSO, 2004). In addition,
(1ISO26000) (2015) identified a number of risks in various fields that are related to non-financial risks related to
corporate social responsibility. These areas include social commitment, customer relations, nature protection, human
rights, honest market practices and business relationships.
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4. Study Hypotheses

Based on what has been discussed in the previous (Literature review), and the problem of the study, the following
hypotheses were set:

HO: There is no statistically significant effect of social responsibility accounting in its dimensions (environment,
customer environment, employee environment) at (o < % 5) on risk reduction in commercial banks listed on the
Amman Stock Exchange (ASE).

HO1: There is no statistically significant effect of social responsibility accounting with its environmental dimension
at (o <% 5)on risk reduction in commercial banks listed on the ASE.

HO02: There is no statistically significant effect of social responsibility accounting in its dimension (customer
environment) at (5 % > o) on reducing risks in the commercial banks listed on the ASE.

HO3: There is no statistically significant effect of social responsibility accounting in its dimension (employee
environment) at (5 % > o)) on risk reduction in commercial banks listed on the ASE.

5. Methodology

The study followed the descriptive and analytical method in order to test the hypotheses. The study data were
collected from the annual financial reports of commercial banks operating in Jordan listed on the ASEduring the
study period (2014-2018) and available on the website of the ASE. The number of banks reached 13 banks.

5.1 Study Variables and Their Measurement
5.1.1 Dependent Variable (Risk Reduction)

Risks (Beta): All risks that affect all loans regardless of the conditions of the borrowing bank due to economic,
political and social factors that are difficult to control and can be measured through:

5.1.1.1 Calculating the daily return (Ri) of commercial bank shares during the study period through:

P,— Py
Py

++

As P2 represents the closing price of the current day, P1 represents the closing price of the previous day.
5.1.1.2 Calculating the daily return for the general index (Rm) on the ASEthrough:

PINXZ - PINXl

PINXl
As PINX2 represents the general index for the current day, PINX1 represents the general index for the previous day.

5.1.1.3 Calculating the slope between the daily return of the shares of commercial banks and the return of the general
index for each year of study through the use of the command (Slope) in Excel software:

Beta = slope (Ri;Rm)
(Stephan et al.<2008)
5.1.2 Independent Variable (Accountability of Social Responsibility)

The business establishment’s commitment to the community, in which it operates, is represented by contributing to a
wide range of social activities such as improving health services, combating pollution, fighting poverty, solving the
housing and transportation problem, creating job opportunities, and others, and it was measured through:

5.1.2.1 Social responsibility towards the environment: Where No. 1is given to the bank that discloses its activities
towards the environment, and No. O is given to others.

5.1.2.2 Social responsibility towards customers: where No. 1 is given to the bank that discloses it has carried out
activities towards the customer's environment and No. 0 is given to others.

5.1.2.3 Social responsibility towards employees: where No. 1 is given to the bank that discloses its activities towards
the employee environment and No. O is given to others.
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2. Towards customers.

3. Towards employees.

6. Results and Discussion
6.1 Normal Distribution Test

The researcher applied the normal distribution test for all variables, where the values of Skewness and Kurtosis were
used. Where data is subject to normal distribution if the Skewness values are less than 3 and the Kurtosis values are
less than 10 (Hair et al., 2010). Table 1 indicates the results of the normal distribution test for the study variables:

Table 1. The normal distribution of the study variables

The Variable Skewness statistical Kurtosisstatistical value
value
Risks -1.337 1.676
Social responsibility towards the environment -0.187 -0.475
Social responsibility towards customer environment 0.429 0.096
Sacial responsibility towards the employee environment -0.066 -0.644
Social responsibility as a whole -0.459 -0.625

The above table indicates that all Skewness values were less than 3 as the highest value of the contortion reached
-1.337 for the risk variable. These results indicate that all study variables are intact from normal distribution
problems.

6.2 Correlation Coefficients

Correlation coefficients often refer to the test of the interference of Multicollinearity variables, where the correlation
indicates, if it exceeds 90%, that there are problems of multiple linear correlation. The following Table 2 presents the
correlation matrix between variables of the study:
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Table 2. Correlation between study variables*

Variables Sacial responsibility Social responsibility Social responsibility
towards the environment towards customer towards the employee
environment environment
Sacial responsibility 1
towards the environment
Sacial responsibility 0.078 1

towards customer
environment
Saocial responsibility 0.281 0.322 1
towards the employee
environment

Through the results of the above Table 2, it is clearly shown that the highest correlation rate was between social
responsibility, customer environment, and social responsibility towards employee environment (0.322), and it was
less than 90%, which indicates the absence of multiple linear correlation problems between study variables. Hence
the integrity of the regression equation from falling into a false regression.

6.3 Study Hypotheses Test

To test the study hypotheses, a simple regression analysis test was performed at the level of statistical significance
(0.05 <), that is, at a confidence level of at least 95% and an error rate of no more than 5%, as follows:

6.3.1 Results of Main Hypothesis Test

Table 3 presents the results of the regression analysis test to determine the extent of the impact of the disclosure of
activities related to social responsibility in reducing risks in Jordanian banks listed on the Amman Stock Exchange:

Table 3. Results of the analysis of the effect of disclosing activities related to social responsibility in risk reduction

Dependent Variable Independent Variable B T Sig.
Reducing risks Constant 0.96 70.49 0.000
Social Responsibility 0.41 4.61 0.000***
R2 0.799
Sig 0.000
F 21.223

The above Table 3 indicates that there is a significant and positive relationship of social responsibility in reducing
risks, as the value of F = 21.223 and the value of Sig = 0,000, which means that banks that exercise social
responsibility with a high degree tend to reduce risks. The table also indicates that the explanatory R2 value reached
79.9%, which means that social responsibility contributes 79.9% to reducing risks and that there are other methods
other than social responsibility contributing 20.1%. From the above, it is evident that the main zero hypothesis is
rejected and the main alternative hypothesis is accepted. "There is a statistically significant effect of disclosing
activities related to social responsibility in reducing risks in Jordanian banks listed on the ASE." This indicates the
positive impact of the social responsibility disclosure, and this finding is consistent with a study (Bebbingtinet.,
2008).

The following are the results of the sub-hypothesis test:
6.3.2 Regression Analysis of the Impact of Social Responsibility Towards the Environment on Risk Reduction

Table 4 presents the results of the regression test to determine the extent of the impact of the disclosure of activities
related to social responsibility towards the environment in reducing risks in banks listed on the ASE:
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Table 4. Results of the analysis of the effect of disclosing activities related to social responsibility towards the
environment in reducing risks

Dependent Variable Independent Variable B T Sig.
Reducing risks Constant 0.95 80.03 0
Social responsibility towards the 0.15 2.74 0.004***
environment
R2 0.756
Sig 0.004
F 7.523

The results in the above table indicate that the independent variable (social responsibility towards the environment)
explained an amount of 75.6% of the change in risk reduction. It also indicated that social responsibility towards the
environment was statistically significant in the reduction of risks, as the value of F = 7.523 and the value of sig =
0.004, this result indicates that banks resort to social responsibility towards the environment as an attempt to mitigate
and avoid risks. Based on the above, the first zero hypothesis was rejected and the alternative hypothesis was
accepted. "There is a statistically significant effect of disclosing activities related to SR towards the environment in
reducing risks in Jordanian banks listed on the ASE." This is a good indication of the concerns of banks in
developing technologies related to energy-saving and water-saving systems. The bank also participates in national
initiatives and campaigns to protect the environment. The nature of the bank’s activity, its negative impact on the
environment is very little, unlike industrial companies.

6.3.3 Regression Analysis of the Impact of SR Activities on Clients in Risk Reduction

Table 5 shows the results of the regression analysis test to determine the extent of the impact of the disclosure of
activities related to social responsibility towards customers in reducing risks in Jordanian banks listed on the ASE:

Table 5. Results of the analysis of the impact of activities related to social responsibility towards customers in
reducing risks

Dependent Variable Independent Variable B T Sig.
Reducing risks Constant 0.97 85.85 0
Saocial responsibility towards 0.16 4.80 0.000***
customer environment
R2 0.601
Sig 0.000
F 23.011

The results shown in the above table indicate that the independent variable (social responsibility towards the
customer's environment) explained 60.1% of the change in risk reduction. It also indicated that social responsibility
was of a positive impact with statistical significance in reducing risks, as the value of -23.011 F = and the value of
sig = 0.000, this result indicates that banks resort to social responsibility towards customers as an attempt to mitigate
and avoid risks. Based on the above, the second null hypothesis was rejected and the alternative hypothesis was
accepted. "There is a statistically significant effect of disclosing activities related to SR towards the customer
environment in limiting the risks in Jordanian banks listed on the ASE." This means that there is an interest on the
part of bank employees in customers and that there is an obligation on the part of the bank to solve customer
problems and speed up the completion of transactions for them.

6.3.4 Regression Analysis of the Impact of SR Activities on the Employee Environment on Risk Reduction

Table 6 presents the results of the regression analysis of the impact of the disclosure of activities related to social
responsibility towards the employee environment in reducing risks in Jordanian banks listed on the ASE:
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Table 6. Results of the analysis of the impact of the disclosure of activities related to social responsibility towards the
employee environment in reducing risks

Dependent Variable Independent Variable B T Sig.
Reducing risks Constant 0.959 11.18 0.000
Social responsibility towards the 0.81 3.74 0.000***
employee environment
R2 0.284
Sig 0.000
F 13.961

The results shown in the above table indicate that the independent variable (social responsibility towards the
employee environment) explained 28.4% of the change in risk reduction. It also indicated that social responsibility
towards the employee environment was of a positive impact with statistically significant effect on risk reduction,
where the value of F = 13.961 and the value of sig = 0.000, this result indicates that social responsibility towards the
employee environment contributes to reducing risks. Based on the foregoing, the third null hypothesis was rejected
and the alternative hypothesis was accepted. "There is a statistically significant effect of disclosure of activities
related to social responsibility towards the employee environment to reduce risks in Jordanian banks listed on the
ASE." This is a good indication of the interest of banks in their employees and the positive impact. By disclosing SR
activities in risk reduction.

7. Conclusions and Recommendation

Disclosing more information about the social responsibility towards the employees and society probably will be
reflected on employees' performance, it may decrease or limit the losses from pilferage or sabotage of the employees;
besides it will amplify the employees' loyalty for the companies. That will reflect on the improved interest of the
shareholders. Therefore, RM should work to expect these issues and solve it; consequently, RM must support by
enhanced awareness of the social problems, strengthening the innovation and learning environment through a
dedication to social responsibility (Zadek, 2000). By having the aims of social responsibility, companies could
reduce their risk, and this could be reflected in their performance (Arouri & Pijourlet, 2015).

Also, the stakeholder's theory states that the firms must also take into consideration the non-financial stakeholders
(for instance the non-governmental organization, the community) when the firm prepares any activity, Since this will
represent the company's credibility and that the burden and risk from non-financial stakeholders (Freeman, 1984,
2010). Focusing on the company's internal environment, such as employees can not be enough to mitigate the risks
that the organization can face. In other words, the weakness of knowledge towards the external environment and the
society will raise the risks faced by the firm, such as the loss of the company's credibility, the financial performance,
and reputation of the companies, and shareholders wealth (House & Frankental, 2000).

Further, the study recommends the necessity of conducting training and introductory courses for bank managers to
introduce them to the importance of SR and its impact in reducing risks in addition to the importance of social
responsibility in improving the environment and society. The study recommends that banks continue to disclosing
about SR and work to develop methods of practicing SR and increase the disclosure of the information of SR
activities because of this positive impact in reducing risks and raising competitiveness, which would positively affect
the financial performance of banks. The researcher recommends applying this study to the different sectors in Jordan
and in other developing countries.
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