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This study explores the relationship among Corporate Social

gg(;;;?rate Responsibility and Trade credit of listed non-financial firms of Pakistan.
Responsibility This study have used a sample of 40 listed nonfinancial firms in Pakistan
, Trade credit, for analysis. Data is extracted from annual reports of firms for year 2012
Firm Age, to 2020 and numerous examination techniques like descriptive statistics,
E;I;Tkgtlze' correlation analysis, regression and Hausman test have been performed on
capitalization, the data. The study finds significant association of trade credit with
Financial corporate social responsibility which indicates that firms that are indulged
leverage, more in corporate social responsibility activities will have more
][‘i:lsat;gigfn' dependence on trade credit. Firm age, Firm size and financial leverage
firms, have also found to have significant impact on trade credit. This indicates
Pakistan that older firms having strong reputation have more accessibility to trade

credit, trade credit reliance also increases with the increase in firm size
and financial leverage. Market capitalization has found to be
insignificantly impacting trade credit. This study is significant as fewer
studies have been found in context of Pakistan. This study aids in
managerial decisions for investors and regulatory bodies.
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Introduction

The most essential and
prevalent unit of broad range of
business activities is trade credit. Trade
credit is basically known as deferred
payments for intervening goods, most
common financial arrangement in
acquisition associations and 2/3 of
universal trade is financed by trade
credit as suggested by the statistics.
One of the aspects that substantially
impact the propensity of trade credit
provision and receiving is corporate
social responsibility. Much of the
literature  has  highlighted  the
importance of CSR in financing.
(Cheng et al. 2014) stated that
companies having more interest
towards CSR shows be less susceptible
towards the default risk and in
extension to this study (Sun and Culi,
2014; Boubaker et al., 2020) concluded
that more engagements in corporate
social responsibility activities leads the
business to have more access to
finance. Study conducted by (Cheung
et al., 2018) explains that firms with
higher involvement in activities related
to corporate social responsibility will
have low financing costs. The Non-
financial sector of Pakistan use trade
credit for its financing means. These
firms in Pakistan most often face
financing issues and because of these
external financing sources are required
for solving this problem of scarcity of
finance and here trade credit is used by
Non-financial sector.

Trade Credit

The most essential and
prevalent unit of broad range of
business activities is trade credit. Trade
credit is basically known as deferred
payments for intervening goods, most
common financial arrangement in
acquisition associations and 2/3 of
universal trade is financed by trade
credit as suggested by the statistics.
Cowton and San-Jose (2017) explained
that trade credit benefit business and
exceptionally firms that in financial
distress to pursue their operations and
enhance the income and business
progress. A study conducted by (Chen,
2015) explained that trade credit is
basically when payments are delayed
by the supplier for its customers when
they made the purchase of goods in
short this can be called as extended
credit

Corporate Social Responsibility
Corporate social responsibility
is a conception that proves to be an
encouragement for business to engage
themselves in business activities that
are concerned with environmental and
social issues.. Frynas and Yamahaki
(2016) stated that for the survival and
growth of business they need to move
according to the concerned people
interests and also codify their practices
to aid in consilience between the firm
and its surrounding. According to
(Ponda and Modak, 2018) in business
logistics CSR engagements leads to the
high level payback margins in
comparison to the wealth maximization
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goal. As stated by Chen, Liu, and Qin
(2019), when companies practice
corporate social responsibility it builds
up the prestige, competitive edge,
curtails the turnovers, ensures finance
suppliers and customer’s satisfaction
and all this combines to financial
benefits of firms and also increases that
market value of businesses.

Research Questions

1.  How corporate social
responsibility impacts trade credit
of listed non-financial firms in
Pakistan?

2. Does the association between
CSR and trade credit in different
and separate companies changes?

Research Problem and Objective
Trade credit is considered as
most essential and common way by the
businesses for the purpose of financing.
There are many firms that are facing
financial challenges are  also
accessibility to the finance providing
markets is not available, in these types
of difficulties trade credit proves to be
the best solution. According to the
study of (Cowton and San-Jose, 2017)
the most useful tool for economically
deprived businesses for continuation of
its operations, expansion and increasing
turnover is trade credit. Some of the
imperfections are also associated to the
trade market. Therefore, a good
relationship has to be generated by the
finance sector of the non-financial firm.
Trade credit has a very strong relation
with the corporate social responsibility
as stated by the earlier researches (Ge

and Liu, 2015; Cheung et al., 2018;
Bae et al., 2018) corporate social
responsibility engagements leads the
firms to have more accessibility to
various financing sources because CSR
seems to be a positive indication for the
supplier and makes a good image of
buyer firm in the eyes to its
stakeholders.

The principal objective of this study is
to evaluate the association between
corporate social responsibility and

trade credit and using firm age, firm
size and market share as control
variables.

Significance of Study

Our study contributes to the
existing literature of corporate social
responsibility by investigating how it
affects trade credit in developing
economy like Pakistan. And expands
the research about how CSR enhances
the finance availability for a firm.
There are also some important
implications for managers as they
should be very cautious in deciding the
CSR and go for those that help to gain
more trade credit. Implications for
investors includes that they should be
heedful and  exercise  exertions
discovering the inducements related to
corporate social responsibility and pay
exceptional consideration to levels of
CSR operations. For Regulators this
study is helpful to have more clear
view of CSR and will be able to
circulate  regulations for  further
dictation on various components of
activities linked to corporate social
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responsibility.  This  study also
contributes to the study of (Shou et al.,
2020; Xu et al., 2020) by exploring the
association among corporate social
responsibility and trade credit in
context of Pakistani nonfinancial
sector.

Literature Review

Trade Credit and Corporate Social

Responsibility

Cheung and Pok (2019)
investigated the relationship between
trade credit and corporate social
responsibility along with three distinct
perspectives of corporate  social
responsibility, using a sample period of
year 1991 to 2015 and data of 20,591
firms concluded that when a firm’s
corporate social responsibility is at high
level this demoralizes the
postponement of trade credit by the
supplier to its customers or buyers. Bae
et al. (2018) conducted a study to
explore how credit spreads of
syndicated banks loan are affected by
the activities related to CSR and
particularly focusing on its impact on
credit ratings are interconnected as
mutual factors of credit spreads. With a
sample of 5810 bank loans for period
of 1991 to 2008 concluded that risk
associated with business can be
lowered with the increase in CSR
activities and in turn this causes the
credit spread to depress. On contrary,
activities linked to corporate social
responsibility that causes the firms risk
to increase results in greater credit
spreads. Guiso et al. (2015) presented

their study results that were based upon
stakeholder theory, CSR cantered firms
aims to have huge social capital for the
reason of their enhanced relation with
the stakeholders and this protects the
firms from business related risks. A
study performed by (Harjoto and
Laksmana, 2016) examined the impact
of corporate social responsibility on
value of firm. Employing a sample of
1718 United States firms for the time
span of 1998 — 2011 they evaluated
that high corporate social responsibility
is related to low divergence from levels
of optimal risk taking. Their study
concluded that bettered corporate social
responsibility is positively linked to
value of business as indulgence in
corporate social responsibility activities
diminishes  extreme risk  taking
behavior and also help in avoiding the
risk. Study of (Jiraporn et al., 2014) in
which the proximities were based upon
the Zip codes and using a sample of
2,516 firms for the time period of 1995
to 2007. They concluded that Corporate
social responsibility concernment and
strengths impact on credit ratings is
asymmetrical as the corporate social
responsibility strengths are
infinitesimally linked to the credit
ratings and corporate social
responsibility concerns are remarkably
associated to the credit ratings. We can
find these results of study coherent with
the opinion that businesses investment
in CSR activities is mainly for the
reduction of exposure to risk.
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Firm Age and Trade Credit

Cuevas et al (2019) examined
the impact of life cycle on SME’s
finance related decisions with the focus
on trade credit and study showed
negative and also the substantial
nonlinear association between the trade
credit and firm age. Psillaki M and
Eleftheriou K (2015) examined how the
financial downturn affects the allotment
of credit to SMEs, concluded that
association among the age of firm and
trade credit is dependent upon the
specific area which is highly essential
in  economic  decisions.  Study
conducted by (Altunok., 2011)
suggested that firms that are older and
larger are more trustworthy firms and
are provided more trade credit. Author
concluded that more solvent, large and
older businesses gain more advantage
from the trade credit. This gain can be
treated as the price cuts for those firms
and these price cuts are relevant to the
various terms of trade credit.

Firm Size and Trade Credit

(Appendini and Garriga., 2013)
concluded that fall the supply of net
trade credit as the result of economic
downturn of 2007/2008 is less
noticeable in SMEs in comparison to
the larger companies. Gama and Auken
(2015) examined the interdependence
among the trade credit and bank credits
and they concluded that small and
medium sized enterprises replace the
sort term bank loan with the trade credit
to evade the high priced holdup costs
that are supercharged by their sole

connections bank.

Market Capitalization and Trade Credit

Research conducted by
(Mubarak and  Hamdan, 2016)
suggested that corporate governance
have a positive influence on the market
capitalization of firms. They argued
that by enhancing the clearness and
enhancing the belief of investors in
disclosures of financial statements,
absolutely contemplated in the listed
shares value.

Financial Leverage and Trade Credit

Financial leverage is mostly
accounts for total debt to total assets.
This basically explains the degree to
which the firm depends upon debt for
their businesses financing purposes
(Berk & DeMarzo, 2013). Zhang et al.
(2015) concluded that leverage of
Chinese firms is negatively impacted
by EPU. According to (Mukherjee and
Wang, 2013) firms that are over-
levered face bankruptcy costs greater
than the rate of prerequisite of tax
shield when the deviation of leverage
occurs from the target.

Theoretical Support
Stakeholder Theory

As stated in stakeholder theory
of (Freeman, 1984) contended in
contrary to the conventional
management model. He postulated that
it is not the responsibility of
management to safeguard the interest
of groups apart from shareholders. He
explained  Stakeholder as  “any
individual or groups who can influence
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or is contrived by the accomplishments
of business goals.” Acting good in the
field of corporate social responsibility
is as essential as generation of value
for stakeholders. This statement is
linked to study of (Freeman et al..,
2010) description of enduring and non-
segregated approach to corporate social
responsibility, where the benefit is
given to society only when the profits
are generated, while the former is
related to assimilate the economical
with social, moral decision making and
brings accountability related to its
stakeholders.

Financial Advantage Theory

Convenience over the financial
institutions and banking sector is
presented by the supplier in
determining the financial standing of its
customers but also a superior power in
controlling and imposing the credit
reimbursements. And according to
(Schwartz, 1974), Trade credit offering
by the supplier leads to viable cost
benefits for the purveyor over financial
institutions. There are three sources for
this cost advantage.

First advantage is associated
with the capability of supplier of
having intimate relationship  with
clients than the banks generally have.
This gives a better chance to perceive
the nature of its customer related to
repetition and proportion of order and
ability of taking advantage of rebate
linked to early payments. Second
source of advantage is related to the
type of goods which are being sold by

the supplier and their role in the
buyer’s activities. The supplier can
conveniently intimidate the buyer for
cutting the future provisions in case
when the client is unable for fulfilling
its accountability, specifically when the
buyer is not core person in business
associations. The third advantage arises
when the default occurs from supplier’s
side. In this situation supplier have the
ability to take back the goods provided
and barter the supplies using a well-
established medium of business
associations which in case of banks
doesn’t exists.

Hypothesis Development

H1:. Corporate  Social
Responsibility has a significant
positive impact on Trade Credit.
H2: Firm Age has a significant positive
impact on Trade Credit.
H3: Size of firm has a significant
positive impact on Trade Credit.
H4: Market capitalization has a
significant positive impact on Trade
Credit.
H5: Financial leverage has a significant
positive impact on Trade Credit.

Research Methodology

Our research attempts to
explore the causal association among
Corporate Social Responsibility and
Trade Credit. Study relies upon the
secondary data and outcomes are in
numeric data. In this study data for
Corporate Social Responsibility, Trade
credit, and Firm Size, Firm Age and
Market capitalization has been gathered
from annual reports of listed non-
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financial firms. To analyze the
regression  analysis of variables
quantitative method has been used.
This study has used sample of 39 listed
non-financial firms in Pakistan for the
time period of 2011 to 2020.

Data is collected from the analysis of
Annual reports of selected firms for
trade credit information and Corporate
Social Responsibility. Data is gathered
from published annual reports of listed
non- financial firms that are accessed
by PSX and companies official sites.

Dependent Variable

This study has used trade credit
as dependent variable, the ratio of
accounts payable to cost of goods sold
(COGS) to analyse that how much of
trade credit is obtained by the buyers
firms from the suppliers.

Accounts Payable

Trade Credit = ————
radetredt Cost of Goods Sold

Independent Variable

Donations are used as a proxy
for CSR measurement. In our study we
have used quantitative measure that is
monetary  donations  keeping in
consideration the study of (Brammer
and Millington, 2008).

CSR = Natural log
of No of monetry
donations

Control Variables

Firm Age

Firm Age is measured as the numbers
of years since the firm has established

this measure was used in the study of
(Lam et al., 2016; Shou et al., 2020).

Firm Age =
Natural log of No
of years since
firm has
established
Firm Size

Firm size is measured as Natural
logarithm of total assets and this measure

was used in the study of (Xu et al., 2019).

Firm Size =
Natural Log of
Total Assets

Market Capitalization

According to (Odogunde et al., 2006)
market capitalization has notable
impact on firm growth and economy
development and this impact is
increasing.

Market
Capitalization =
Natural Log of
Market
capitalization

Financial Leverage

This study has added the ratio
of total debt to total assets that is
known as financial leverage
considering the study of (Horne and
Wachowicz, 2009) in our study as
control variable.

Financial
Leverage =
Natural Log of
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Total Debt to Total
Assets

Econometric Equation

The purpose of this study is to
explore and evaluate the factors of
corporate social responsibility and trade
credit along with firm age, firm size
and market capitalization. Below is
regression equation which is treated for
panel and regression analysis.

TRCDj; = o+ B1(Donn ) + P2(FAG )+ B3 (FSZ i) + B4 (MKCP ) +

Ba(FINLV ) + &,

Where E; represents error term.

TRCD = Trade credit of firm y" m yeart.

Donn = Monetary donations for firm “y” m veart.
FSZ = Size of firm °{ in yeart.

FAG=Age offirm ‘1" in veart.

MECP =Market capitalization of firm 1" in vear t.

FINLV = Financial leverage of firm 1’ 1 year t.

Results and Discussions

Descriptive  statistics  results
demonstrate the common behavior of
variables of study and it comprised of
mean, standard deviation, minimum,
maximum and Jarque-Bera statistics.
This shows the results of data procured
in analysis. Mean values show the
average and standard deviation shows
the dispersion over the mean value.
Minimum and maximum shows the low
and high values in data. The data is
from 2012 to 2020, variables used in
study are corporate social
responsibility, trade credit (accounts
payable to cost of goods sold), firm
size, firm age, market capitalization
and Financial Leverage.

TRCD FAG FSZ FINLY DOMNN

MECP

Mean 0.136317 3460820 16.72274 031797 1410606

18.81359

Median 0.106097 3555348 1685703 1291939 1600000

12.02614

Maximum! 1426842 4290458 19.51528 2306125 2100000

21.535363

Std De. 0.170309 0.605206 1311015 0231466 3306682

1421351

Jarque- 5784335 3914991 3210093 3216794 154231
Bera

1189959

Correlation Matrix

To examine the association
between the regressor and regressand
and also to inspect the Multicollinearity
among the variables. The value of
correlation with its own must have to
be equal to 1 or greater than 1 which
shows that variables have a perfect
correlation.  Positive coefficient of
Pearson  correlation  shows  that
association among the variables is
positive as with the increase in one
variable. Negative Pearson correlation
coefficient shows a negative relation
among the variables of study. Negative
relation means that in case one variable
increases other will decrease and vice
versa.

TRCD FAG FSZ FINLY DONN

ITRCD 1.000000 0.076062 -0.002917 0.140333 -0.178387

[FAG 0.076062 1.000000 -0.033667 -0.122781 0.041866

[FSZ -0.002017 -0.033667 1.000000 0288734 0.440166

[FINLV 0.140333 -0.122781 0.288734 1.000000 -0.032211

[DONN -0.178397 0.041866 0.440166 -0.032211 1.000000

MECP -0122589 0.002009 0041618 0270277 0447524

-0.122589

0.00200%

0.041618

0270277

0447524

1000000

Correlation matrix table shows

that

trade credit and donations are negatively
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correlated with each other with a magnitude
of 0.178597. This depicts that when
corporate social responsibility increases the
trade credit decreases. The correlation
among trade credit and firm age is positive
with the magnitude of 0.076062. This shows
that with the increase in age of firm trade
credit also increases as older firms relay
more on trade credit than the smaller firms.
Value of correlation between Firm size and
Trade credit is negative with the magnitude
of 0.002917. This explains that trade credit
have negative association with size of firm,
when the total assets of firm increases they
will rely less on Trade credit. Correlation
value among trade credit and Market
capitalization is negative with the magnitude
of 0.122589 which shows that when market
capitalization of firm increases trade credit
decreases and vice versa. Trade credit and
Financial leverage coefficient value is
positive with the magnitude of 0.140353.
This shows that with the increase in
financial leverage the trade credit will also
increase.

Regression Analysis

For regression analysis in panel data,
fixed effect or random effect is used.
Concerning which technique is suitable
for study, Hausman test is used.
According to the results of analysis of
Hausman test Prob. value is 0.0014
which is significant figure and shows
us that fixed effect method is more
suitable than the random effect method.

Correlated Random Effect — Hausman
test

Correlated Random Effects - Hausman Test
Test cross-section random effects

Test Chi-Sgq. Chi-Sq.d.f. Prob.
Summary Statistic

Cross- 19.742142 5 0.0014
section

random

Regression Analysis

Variable

Coefficient t-Statistic Prob.
Firm Age 0.096864 3.380591 0.0008
Firm Size 0.043160 43359260 0.0000
Financial Leverage 0.115863 4820632 0.0000
Donationz 0.000982 3.118424 0.0439
Market Capitalization -0.036237 -3.510938 0.0005
C -0.251490 -1.497847 0.1352

Effects Specification

Cross-section fixed (dummy variables)

Weighted Statistics

R-squared 0.756188
Adjusted R-squared 0.721804
SE. of regression 0.098458
F-statistic 21.09262
Prob(F-statistic) 0.000000

According to the results of
regression analysis, we have used Fixed
Effect method for analysis of data. R-
Squared value is 0.756188 which
demonstrates that dependent variable is
75.62% explained by the independent
variable. This can also be interpreted as
Trade credit is 75.62% explained by
corporate social responsibility using
donations as a measure. Value of
Durbin-Watson is 1.167262 which is
less than 2 and states that there is no
autocorrelation in the residuals. Prob
(F-statistic) is used to identify the F-
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statistical significance. The value of
Prob(F-statistic) in the regression
results table is 0.000000 which shows
that results of regression are significant.

For corporate social responsibility the
value of coefficient is 0.000982, value
of t-statistic is 3.118424 which show an
almost significant positive relation.
These results show us that donations
(CSR) have almost significant impact
on trade credit for non-financial firms
in Pakistan. And Hypothesis 1 of the
study is accepted. This result is evident
through the study of (Xu et al, 2019)
which explored that enhancement in
activities related to corporate social
responsibility enhances the reputation
of firm and is consider as signal of
trustworthiness and this trustworthiness
leads to better access to trade credit.
Coefficient value for Firm Size is
0.043160 with t-statistic value of
4.359260 which is greater than 2 and
prob of 0.0000 which is less than 0.05.
All these results show the significance
of relation among the trade credit and
size of firm and Hypothesis 2 of study
is also accepted. These results are in
line with the studies of (Klapper et al,
2012; Murfina and Njoroge, 2015)
which states significant impact of firm
size on trade credit. For Firm age the
coefficient value is 0.096864 with the t-
statistics of 3.389591 and Prob value of
0.0008. These results suggests a
positive significant impact of firm age
on trade credit with the t-statistics value
greater than 2 and Prob value less than
0.05. These results have with supported
by the prior literature of (Ge and Qiu,

2007; Hasan & Cheung, 2018) which
showed that age of the firm
significantly impacts trade credit. For
Market Capitalization the value of
coefficient is -0.036237, value of t-
statistic is -3.510988 and Prob. value is
0.0005. With the t-statistics value of
less than 2 we conclude an insignificant
impact of market capitalization on trade
credit. Coefficient value financial
leverage is 0.115865 with the t-
statistics value of 4.820652 and Prob of
0.0000. Results are showing a
significant impact of financial leverage
on trade credit with the positive
coefficient value, t-statistic greater than
2 and prob value less than 0.05. These
results are consistent with the study of
(Zhang et al, 2015) which states that
firms having less access to the banking
finance they use trade credit as a mean
of financing.

Conclusion, Limitations and Policy
Implications

Conclusion

This research is conducted to
investigate the relationship among the
corporate social responsibility and trade
credit for listed non- financial firms in
Pakistan. This research study has found
significant relationship between the
corporate social responsibility and trade
credit, Firm age, Firm size and
financial leverage. With  market
capitalization the relation is found to be
insignificant. ~ The  direction  of
relationship among the dependent and
independent variable is positive which
shows that with the increased level of
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involvement in CSR activities the
dependency on trade credit by the firm
increases, for firm age the nature of
relation is also positive which shows
the older firms have more accessibility
tom trade credit. Firm size have an
positive relation with trade credit which
explains that with the increase in total
assets of firm the trade credit of the
firm increases. Market capitalization
has the insignificant impact on trade
credit while financial leverage have
found to be significantly impacting
trade credit of Pakistan nonfinancial
firms. Our study results are significant
with the prior studies related to trade
credit.

Implications of Study

This research study is of great
importance expecting its implications
in the field of trade credit and
corporate social responsibility.
Considering  the  importance in
theoretical viewpoint, this study will
magnify the literature related to
corporate social responsibility and trade
credit and their beneficiation in
enhance performance of firms. This
study through the empirical facts about
the impact of corporate social
responsibility on trade credit on listed
non- financial firms in Pakistan will be
a great inclusion in context of Pakistan
for prior studies. This research
contributes to the expanding body of
literature related to corporate social
responsibility in the concern of
corporate finance. By spotlighting the
trade credit in this study, suggestions

are given related to management
decision making about the spending in
activities related to corporate social
responsibility which are constructive in
attaining the assurance of its
stakeholders and aid in gaining more
financing for the firm.

Limitations of the Study and Future

Recommendations

This study have a great part in
theoretical and practical perspectives,
but also have certain limitations. First
limitation is related to sample size
which according to our understating is
very small. The sample is 40 firms used
to analyse the study the association
among corporate social responsibility
and trade credit. Future research can
eliminate this limitation by using more
firms for study. Another limitation of
study is limited number of dependent
and independent variables because of
which our results significance has been
compromised. Future research can add
more variables to get more accurate
results. Third limitation is time
constraint as the time of study was
limited.
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