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2009). All of them fail to account for the indirect effect of CSR on financial

performance.

In the context of Nigeria, studies have largely examined the direct relationship
between CSR and corporate financial performance. While most of these studies
reported positive relationship (Duke II & Kankpang, 2013; Ebringa, Yadirichukwu,
Chigbu & Ogochukwu, 2013; Fasanya & Onakoya, 2013; Uadiale & Fagbemi, 2012),
othelrs have reported negative relationship (Akano, Jamiu, Yaya & Oluwalogbon,
2013; Bello, 2012; Oba, 2011). These studies have neglected the use of contingency
approach to examine the relationship between the variables in Nigeria (Achua, 2008;
Adeboye & Olawale, 2012; Mamman, 2011; Uwuigbe & Egbide, 2012). Many
scholars in the Nigerian context call for the mitigation of the mixed findings through
strategizing CSR (Helg, 2007; Nwachukwu, 2009; Tanko, Magaji & Junaid, 2011).
Conducting CSR based on stakeholder perspective is a good strategy that could

improve financial performance (Freeman, 1984; Jones, 1995).

For example, Rowley and Berman (2000) asserted that future studies should consider
observing the conditions and situations that cause the mixed findings. They also
opined that future studies need to explore how and why (causal link) CSR leads to
financial performance. In faét, to augment the problem of mixed findings, several
studies have suggested the incorporation of a mediating variable (Carroll & Shabana,
2010; Crifo et al., 2016; Goll & Rasheed, 2004; Peloza & Papania, 2008; Pivato,
Misani & Tencati, 2008; Rowley & Berman, 2000; Tsoutsoura, 2004). Specifically,
Barnett and Salomon (2012) suggested the need for future studies to test the

mediating role of stakeholder influence capacity (SIC) on the relationship between
4
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Chapter 4 presents the theoretical framework and hypotheses development of the
study. This section starts by discussing the underpinning theories of the study and
how they relate to the variables of the study. These was followed by the theoretical
framework and hypotheses development, there are 19 hypotheses of the study, 13
direct relationship hypotheses, divided into 6 direct relationship between CSR and
financial performance, 6 direct relationship between CSR and SIC and 1 hypotheses
between SIC and financial performance. The study also develops 6 mediated
relationship hypotheses that propose the mediation of SIC between CSR and financial

performance.

Chapter 5 explains the research method followed in the study. The research design,
data collection strategy and measurement of variables are highlighted in the chapter.
Additionally, the questionnaire design, model specification, data analysis and pilot
study are also discussed. Chapter 6 presents the SIC construct scale development
process. The chapter explains the introduction, theoretical guidance on the construct
intended to be measured, generated items of SIC construct, the measurement format
and expert review. Furthermore, the chapter presents the new SIC scale development

study, the items evaluation and chapter summary.

Chapter 7 describes the results and findings of the study. This chapter explains the
data screening and coding, the screening was conducted using SPSS version 19. The
response analysis, non-response and common method biases were also presented in
the chapter. The various assumptions of multivariate analysis were evaluated and
explained. The measurement and structural models of the study were analyzed using

smart PLS-SEM 2.0 and reported. Finally, the results of the hypotheses were reported
15
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controls the disposal of harmful and dangerous waste in any environment inside
Nigeria. Federal Environmental Protection Agency (FEPA) was established in 1988,
shouldered with the obligation of protecting and developing the Nigerian environment

(Helg, 2007).

Nigeria is the first nation on the planet that attempt to legislate on CSR. The bill
which recommends that organizations spend 3.5% of its gross profit on CSR has been
debated in the national assembly somewhere in 2009. The motivation for the bill is on
account of CSR activities by business organizations in Nigeria are inadequate. The
government has felt that enactment and a supervisory body to enforce the laws are
sufficient solutions. The bill was not successful due to the critics that CSR means
going beyond compliance, therefore, need no legislation. Secondly, that government
should consider increasing the breadth of its taxation rather than depth

(Chandranayagam, 2009).

The Nigerian code of corporate governance issued by Security and Exchange
Commission (SEC) in 2011 clearly states what the Nigerian public listed firms are
expected to disclose in their annual reports. The code states the disclosure
requirements with respect to CSR in part ‘D’ as disclosing the effort they made
toward the interest of their stakeholders such as employees, community members,
consumers and the general public. They should alsc consider corruption as a major
threat to business and national development. They are mandated to disclose annually

their social, ethical, safety, health and environmental policies and practices.

25



The code categorically require disclosure on the followings, business principles and
code of practice, workplace accidents occurred during the year, HIV, malaria and
other serious diseases policy, options that are of least damage to the environment,
nature and extent of employment equity and gender policies, number and diversity of
staff including their training and other development cost, conditions and opportunities
for physically challenged persons or disadvantage individuals, their social investment
policies and policies on corruption and compliance with the policies and their code of

ethics.

However, despite the issuance of the SEC Code, its implementation seems to be too
loose as it left the determination of compliance with the code and its extent, in the
hands of the board of directors and sharcholders. The code states that “it is not
intended to be a rigid set of rules but as a dynamic code specifying minimum
standards of corporate governance”. The code is also at fault by shouldering the
responsibility of compliance in the hands of the board of directors. Another reason
why the code is at fault is that the extent of observance in the first place is to be
determined by the board, and subsequent compliance with the SEC. The code also
stated that in the case of non-compliance, SEC shall only send to the firm, areas of

non-compliance and actions to be done to remedy the situation.

A lot still need to be done on CSR in Nigeria ranging from legislation on the activity
itself and its disclosure in line with the developed nations especially the European
countries, establishment of a directorate of CSR for a start and expectations of moving
from directorate to ministry of CSR as did in the UK, establishment of NGO like CSR

Europe to be called CSR Nigeria, enforcement of CSR disclosure by Nigerian stock
26






CHAPTER THREE

LITERATURE REVIEW

3.1 Introduction

This chapter reviews related literature on corporate social responsibility (CSR) and
how it affects corporate financial performance (CFP). The study reviews stakeholder
influence capacity (SIC) that explains how to profit from improved stakeholder
relationship. The chapter reviews the following issues for each of the variables:
definition, typologies and/or dimensions, as well as measurements, antecedents, and

consequences.

3.2 Overview of Corporate Financial Performance

Corporate financial performance is an important concept that was defined by many
authors. According to Tatiana and Marioara (2012), CFP is defined as the creation of
value for shareholders, the creation of satisfaction to clients/customers, consideration
of employee opinion and welfare and respect for the environment. Although this
definition considers both financial and nonfinancial performance, the definition of
Bourguignon (1995), states that CFP means achievement of organizational objectives.
Niculescu (2007), defines it as being both productive and efficient. It was also defined
by Lorino (1995) as anything that contributes to ameliorating value-cost pair, and not
only which adds to cost reduction or value increase. Performance in a broader sense
was defined by Milost (2013), in measurement terms as categorized into two, narrow
and broader sense. In a broader sense, they include absolute and relative figures, while
in a narrow sense it only includes relative figures. The concept of performance was

classified into financial and nonfinancial. The financial is based on the profitability of
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organizations while the nonfinancial was on the social and environmental

performance of companies (Dorina, Victoria, & Diana, 2012).

Milost (2013) compares financial and nonfinancial performance and conclude that
despite the importance of nonfinancial performance, they cannot replace, but
complement financial performance. The term CFP was measured using three methods
L.e. accounting, market and survey methods (Orlitzky er al., 2003). Each of the
methods has its relative advantages and disadvantages, but predominantly studies use

accounting measure to measure CFP, see (Boaventura et al., 2012) for details.

Corporate financial performance is determined by many variables that range from
customer satisfaction, customer growth, employee satisfaction, quality of product and
services and organizational reputation (Prieto & Revilla, 2006). In another vein, a
number of employees (firm size), stakeholder influence capacity and spending more
on advertisement determine ROA and net income (Barnett & Salomon, 2012). Raza
(2010), reports that ROA, ROE, cash flow, current ratio, EPS, and dividend cover
ratio, determine company share price, and they are used as measures of creating value
for sharcholders. Corporate financial performance exercises influence over certain
variables that include CSR disclosure as in the study of Uwuigbe & Egbide (2012)
that reported an influence of CFP on CSR disclosure of Nigerian firms. The concept
was widely examined empirically either as predictor/independent or

criterion/dependent variable.
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3.2.1 Typology of Corporate Performance

Performance is classified into two, financial and non-financial performance (Dorina et
al., 2012; Milost, 2013; Prieto & Revilla, 2006; Tatiana & Marioara, 2012). Tatiana
and Marioara (2012), for example, consider performance in terms of financial and
non-financial performance. The financial performance is based on profitability and
liguidity measures, whereas the non-financial is based on social and environmental
performance. In the same vein, Dorina, Victoria and Diana (2012), compare financial
and non-financial performance and conclude that, while financial performance is
adequate and capable of its work of communicating the state of affairs of the firm, the
non-financial performance may affect financial performance. Similarly, Prieto and
Revilla (2006), examine the relation between learning capability and financial and
non-financial performance. They find learning capability to have a positive significant
relationship with non-financial performance and negative insignificant relation with
financial performance. They also discover that non-financial performance has a

positive significant impact on financial performance.

Milost {2013), makes distinction between financial and non-financial performance.
The financial performance is as in the above studies i.e. profitability, liquidity, etc. but
they consider instruments such as balanced scorecard, Navigator, and Skandia as
measures of non-financial performance. Non-financial performance is termed as
descriptive in nature to capture performance such as customer satisfaction, job
satisfaction, management control system, etc. (Milost, 2013). Although non-financial
performances are formed as a result of the failure of the financial performance to
capture the true capabilities and opportunities of the firm, they can only complement,

but cannot replace them because their applied value 1s limited (Milost, 2013).
30



This study concentrates on financial performance since it is more important than non-
financial performance as opines by Milost (2013), that non-financial performance can

only compliment financial performance but cannot replace them.

3.2.2 Measurement of Financial Performance

Corporate financial performance is defined in this study as anything that contributes
to enhancing value-cost pair, and not only which adds to cost reduction or value
increase (Lorino, 1995). According to Orlitzky et al. (2003), financial performance
has been measured in three forms: market, accounting, and survey. He further
explains that the first represents the appreciation of the shareholders, the second
shows the internal efficiency of the management, and the last provides a subjective
estimation of its performance. In the empirical studies on CSR and CFP, many
researchers measure financial performance using the above categorization as follows:
in the form of accounting (Aupperle et al, 1985; Balabanis et al., 1998; Barnett &
Salomon, 2012; Crifo et al., 2016; Griffin & Mahon, 1997; Rodgers et al., 2013;
Tsoutsoura, 2004; Yusoff et al., 2013), in the form of market (Brammer er al., 2006;
Nicolau, 2008; Saleh et al., 2008; Servaes & Tamayo, 2013; Turcsanyi & Sisaye,
2013), and in the form of perception (Fauzi & Idris, 2009; Lee, Park, et al., 2013;

Mulyadi & Anwar, 2012; Murray & Vogel, 1997; Rettab, Brik, & Mellahi, 2008).

The accounting based measures are further sub-divided into 8 in the study including
asset utilization (ROA, PPE & asset age), profitability (ROE, ROS & ROCE), growth
(T.A & 5 years ROS) then lastly, risk (Altman Z-score). The studies that uses asset

utilization to measure financial performance includes Aupperle ef al. (1985) utilises
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stock market return and Tobins Q to measure financial performance. Servaes and
Tamayo (2013) utilise Tobins Q to proxy financial performance similar to Saleh et al.
(2008). The study of Turcsanyi and Sisaye (2013) make use of stock price movement

as a measurement of financial performance.

Some studies use a number of instruments to capture perception as a measurement of
financial performance. Some of these studies include Fauzi and Idris (2009) who use
the instrument of Ventakraman (1989) to capture profitability and growth. The study
of Lee et al. (2013) also utilises an instrument to capture the perception of employee
on their performance and attachment to their organisation in relation to CSR
activities. Mulyadi and Anwar (2012) use perception measurement to capture firm
value and profitability in the Indonesian context. Similarly, the study of Murray and
Vogel (1997) uses the instrument to obtain the perception of firms on the goodwill to
the firm as a result of CSR activities. Rettab et af. (2008) in their study on CSR and
financial performance in Dubai, use the instrument developed by Deshpande ef al.
(1993), Jaworski and Kohli (1993) and Samiee and Roth (1992) to capture the

perception of the firms on their financial performance.

Tsoutsoura (2004) in her study reviews the arguments of experts on the best method
of measuring financial performance. While accounting measures are criticized for
being historical in nature and subjected to managerial manipulations or differences in
accounting procedure, the market measures are forward-locking and are less subjected
to different accounting method. They supply the information required by investors
(Tsoutsoura, 2004). However in practice, the usage of each of the financial

performance measure is summarized in a meta-analysis by Boaventura ef al. (2012).
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They reported that return on asset (ROA), is the financial performance measure most
widely used, almost forty-eight percent (48%) of the studies reviewed use ROA to
measure financial performance, followed by return on equity (ROE) (29%), sales
growth (22%), return on sales (ROS) (16%), contribution margin (15%), Tobin’s Q
(10%), etc. In addition, accounting-based measures of CFP are more correlated with

CSR (Orlitzky et al., 2003).

3.2.3 Antecedents of Corporate Financial Performance

Financial performance is affected or determined by many variables. Capon, Farley,
and Hoenig (1990), submit that there is large and diverse literature on financial
performance which could be found in many fields of study, reflecting widespread of
interest in its determinants. Some variables impacted positively, some negatively on
financial performance and some serve as mediators or moderators of the relationship

between a predictor variable and financial performance.

Some of the variables that determine financial performance include non-financial
performance. Prieto and Revilla (2006), in their search for the determinants of FP find
a strong relationship between non-financial performance and financial performance.
The composition of their non-financial performance includes customer satisfaction,
customer growth, employee satisfaction, quality of products and services, and finally,
organizational reputation. In a similar study, employee relation and product
safety/quality are found to have a direct influence on financial performance (Berman,
Wicks, Kotha, & Jones, 1999). Similarly, Bolanle et al. (2012), report a causal effect
of CSR expenditure on profit after tax, proxy for financial performance in the

Nigerian banking sector. In addition, Yang, Lin and Chang (2010) found previous
34



CSR causing subsequent ROA among Taiwan listed companies. Makni et al. (2009)
found environmental dimension of CSR causing a negative ROA, ROE and market

returns.

Capon, Farley, and Hoenig (1990), conducts a comprehensive study on the
determinants of financial performance. They divide the predictors into three groups,
namely the environment, strategy and organizational issues. They use two
methodologies in their analysis, namely, counting and analysis of covariance
(ANCOVA). It reports under environmental variables that industrial concentration,
growth, capital investment, size, and advertisement are having an influence on
financial performance using both counting and ANCOVA methodologies. They also
reported that industry minimum efficient scale, geographic dispersion of production,
barriers to entry and economies of scale has a positive influence on financial
performance under the counting method. They report under the strategy variables that
growth, low capital investment, firm advertisement, market share and research and
development have an influence on financial performance under both counting and
ANCOVA methodology. Similarly, they report that product and service quality,
vertical integration, corporate social responsibility, lower level of debt and less
diversification to have a positive influence on financial performance under the
counting method. Finally, under organization issue, only capacity utilization was

found to influence financial performance under both methods.

Smith and Wright (2004) in their study reported that customer loyalty was having a
significant influence on the sales growth rate and return on assets (ROA). In a similar

study, strategic human resource effectiveness was found to determine firm financial
35



performance (Huselid, Jackson, & Schuler, 1997). Ahmad, Mehra, and Pletcher
(2004) reported that just-in-time (JIT) practices influence managerial perception of
firm financial performance. In a similar study by Claycomb, Germain and Droge
(1999), just-in-time was also found to have a positive influence on the return on
investment (ROI), profits and return on sales (ROS). The study of Fullerton,
McWatters, and Fawson (2003), reported a similar result that the degree of just-in-

time (JIT) practice has an influence on profitability.

Orlitzky et al. (2003) studied 388 correlations that could be seen as equivalent to
33,878 samples on corporate social responsibility and corporate financial
performance. They reported a posttive, bi-directional and simultaneous correlation
between CSR and CFP. Similarly, the study of Margolis, Elfenbein and Walsh (2009)
reported a positive impact of CSR on CFP but not up to a significant level. Barnett
and Salomon (2012) reported that firm size proxy as a number of employees is
positively correlated with net income and weakly correlated with ROA. They also
reported that net KLD (Kinder Lynderberg Domini) score, (a proxy for stakeholders,
CSP, SIC, and CSR) and spending more on advertisement expenses are correlated
with both net income and ROA. The study of Margolis and Walsh (2003) report that
almost fifty percent (50%) and above of the studies reviewed in a meta-analysis of
one hundred and nine (109) studies, revealed a positive link in CSR and CFP
relationship. Hendricks and Singhal (2001) reported on total quality management
(TQM) and financial performance that small firms perform better than large ones, and
that firms that are more mature in TQM perform better than otherwise. Again it was
found that less capital-intensive firms perform better than more capital-intensive firms

and more focused firms perform better than diversified firms.
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Some variables were found to affect financial performance indirectly either as
mediator or moderator in the relationship between a predictor variable and financial
performance. Fullerton and Wempe (2009) reported in respect of lean manufacturing
and financial performance that non-financial performance has the mediating ability in
the relationship between lean manufacturing and financial performance. The study of
Hofer, Eroglu, and Hofer (2012), report on the relationship between lean production
implementation and financial performance that inventory leanness is partially
mediating the relationship between lean production and financial performance.
Finally, the study of Agus and Abdullah (2000) reported that customer satisfaction
mediates the relationship between total quality management (TQM) and financial
performance. Berman et al (1999), report that employee relation, product
quality/safety, diversity, environmental concern and community relations moderate

the relationship between strategy and financial performance.

In the Nigerian context, the study of Fasanya and Onakoya (2013), relates CSR using
both perceptions of workers and corporate donations with profit before tax. They
found that CSR influences CFP. Similarly, the study of Olowokudejo, Aduloju, and
Oke (2011) found in Nigeria that CSR in the insurance industry is perceived to
influence profitability, sales, financial strength and other non-financial performance.
The study of Duke II and Kankpang (2013) reported that waste management and
pollution abatements are positively and significantly related with ROCE while social
action, fines, and penalty are negatively and significantly related with ROCE. Uadiale
and Fagbemi (2012) reported that ROE is influenced by community and

environmental relations at 5% level of significance, and with employee relations at
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multiple dimensions. The highest dimension of CSR is KLD’s thirteen dimensions
which include employee relations, product quality and safety, community
involvement, environmental concern, human right, corporate governance, diversity,
dealing in alcohol, gambling, tobacco, firearms, military contracting and nuclear. It is
measured using forced choice questionnaire, reputational indices, content analysis,

behavioral and perceptional measures, and case study (Waddock & Graves, 1997).

Three of these measures are widely used by studies on CSR; these include the forced-
choice survey (Aupperle, Carroll, & Hatfield, 1985), reputational indices (Fombrun &
Shanley, 1990}, and content analysis (Haniffa & Cooke, 2005). Many variables were
found to determine CSR, some of which are; firm size, firm age, growth, leverage,
media exposure, ownership concentration, firm orgin, etc. Corporate social
responsibility. is found to have an influence on many variables that include
profitability (Crifo ef al., 2016), and employee attachment and performance (Lee,
Park, and Lee, 2012). It is also found to have an influence on investors perception of
CSR in relation to Z-score and Tobin’s q (Rodgers ef al., 2013), and emotional, social
and functional values to customers (Green & Peloza, 2011). There are many empirical

studies on CSR either as a predictor or predicted variable.

3.3.1 Definition of Corporate Social Responsibility

Corporate social responsibility is variously defined by many researchers,
practitioners, international and non-governmental organizations (NGOs) etc. These
definitions are many and diverse to the extent that some scholars consider CSR as not
having any definition (Jackson & Hawker, 2001). These definitions are dated back in

CSR literature since 1950s with the first documented write up by Howard R. Bowen
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informatibn, fair treatment and protection from injury attract a medium priority from
the corporation and the issue of poverty reduction and urban blight attract less priority
in their definition (CED, 1971). In addition, Backman (1975), combines the features
of both group one and two in a way that makes it an additional activity to the
economic deals, and also specify the example of stakeholders. The definition states
that CSR 1s an objective or motive that should be given weight by business in addition
to economic deals. He cited example of stakeholders to include employment of
minority, pollution reduction, participating in community programs, improved
medical care and improved industrial health and safety. All of these studies
emphasized the need to consider the various stakeholders of the corporation as an act

of CSR.

The third group is definition that specifies CSR in the form of an activity or
performance. It explains the process of conducting the CSR, called corporate social
performance (CSP). During the 1970s, there is only one definition of CSR based on
CSP. Although there are studies on CSP, in Carroll (1979), for example, but only one
study defines CSR based on CSP. Sethi (1975), defines CSR as composed of three
stages, 1) social obligation which is composed of economic and legal responsibilities,
2) social responsibility which means going beyond legal requirement i.e. to the
expectations of public norms, values and expectations, 3) social responsiveness that
means adopting corporate behavior to social needs that is anticipatory and preventive
in nature. In general the definitions under this category, 1970s are more general
statements and more theoretical in nature. There are very few empirical studies during

the period (Abbott & Monsen, 1979; Bowman & Haire, 1975; Holmes, 1976).

45



The definition of CSR in the 1980s gives birth to many alternative themes that are
derived out of CSR (Carroll, 1999). In an attempt to develop a new or refined
definition of CSR, alternative concepts are discovered such as corporate social
responsiveness, corporate social performance, public policy, business ethics and
stakeholder theory/management. These developments are discussed briefly in this
section. Thomas M. Jones (1980), defines CSR as an obligation of a corporation to
constituent groups other than stockholders and beyond that prescribed by the law and
union contracts. He further states that the obligations should be voluntary not with
coercion. He insists that the obligation be voluntary and with no coercion, and be
conducted to stakeholders like employees, customers, suppliers and neighboring

community (Jones, 1980).

Similarly, Dalton and Cosier (1982), present a model represented in a 2x2 matrix in
order to explain what CSR is all about. They draw illegal and legal on one axis and
irresponsible and responsible on the other axis. They present four facets of social
responsibility as in the four cells of the matrix. They concluded that actions of
corporations that are legal and responsible are the best CSR practices that
management should follow (Dalton & Cosier, 1982). Another important definition of
CSR is Strand’s (1983), although not quite a new definition per se, he tries to see how
social responsibility, social responsiveness and social responses are connected to
organization-environment model. In 1983, Carroll elaborates his definition of 1979 be
explaining that CSR means conducting business so that it is economically profitable,
law abiding, ethical and socially supportive (Carroll, 1983). The discretionary

responsibility is improved to include both voluntarisms and philanthropy.

46



Universiti Utara Malaysia




Universiti Utara Malaysia




Universiti Utara Malaysia




development while improving the quality of life of the work force and their families
as well as of the local community and society at large” (CEC, 2003). CEC releases
another more encompassing definition in 2007 which is more elaborate that covers
more areas of responsibilities. This definition states that CSR is “being socially
responsible, in fact, means beyond legal requirements, corporations accept to bear the
cost of more ethical behavior. It means, by willingly committing, for instance, to
improving employment conditions, prohibiting child labor and not working with
countries that do not respect human right. The definition includes protecting the
environment and investing in equipment that reduces the carbon footprint, developing

partnerships with NGOs, and providing funds to charity” (CEC, 2007).

The review also states the definitions of business for social responsibility (BSR).
They define CSR as “operating a business in a manner that meets or exceeds the
ethical, legal, commercial and public expectations that society has of business. Social
responsibility is a guiding principle for every decision made and in every area of a
business “(BSR, 2000). They later expand this definition to include environment, it
states that CSR 1s “business decision making linked to ethical values, compliance with
legal requirements and respect for people, communities and the environment” (BSR,
2000). BSR releases two definitions in 2003 that elaborate more on what CSR is all
about. The first definition states that CSR means “Socially responsible business
practices strengthen corporate accountability, respecting ethical values and in the
interests of all stakeholders. Responsible business practices respect and preserve the
natural environment. Helping to improve the quality and opportunities of life, they

empower people and invest in communities where a business operates” (BSR, 2003a).
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ethical and economic responsibilities (Amaeshi et al., 2006). This is in line with the
argument of Helg (2007) that the philanthropic responsibility was emphasized in
Nigeria, and was seen from an economic or strategic perspective, not as philanthropy
in the western world. He further stated that CSR was part of the cultural heritage of
Nigerians (Helg, 2007). The study considers the definition of Frooman (1997), due to
its emphases on stakeholder’s welfare. The definitions of Khoury et al. (1999),
Marsden (2001), and Ethics in Action Award (2003), are also part of the working
definitions of this study due to their emphasis on stakeholders and their wider

perspectives of the stakeholder concept.

3.3.2 Measurement of Corporate Social Responsibility

Corporate social responsibility is defined for the purpose of this study as being
socially responsible, in fact, means beyond legal requirements, corporations accept to
bear the cost of more ethical behavior. They mean by willingly committing, for
instance, to improving employment conditions, prohibiting child labor and not
working with countries that do not respect human right. The definition included
protecting the environment and investing in equipment that reduces the carbon
footprint, developing partnerships with NGOs and providing funds to charity
(European commission, 2007). According to Waddock and Graves (1997), CSR is
measured based on forced-choice questionnaire, reputational and social indices and
scales, content analysis of disclosed information in the annual report and other
company publications, behavioral and perception measures and case study

methodology and social audits.
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Similarly, the study of Yusoff et al. (2013) also on CSR disclosure and CFP uses
content analysis to measure CSR. Their content analysis is divided into CSR
disclosure depth (sentences count), CSR disclosure breadth (CSR themes) and CSR
disclosure concentration (Gini coefficient). Moreover, the study of Uadiale and
Fagbemi (2012) also on CSR and CFP uses content analysis to capture CSR based on
three dimensions community, environment and employee from annual reports. The
study of Haniffa and Cooke (2005) on the effect of culture and governance on CSR
disclosure uses content analysis to measure CSR. The content analysis was divided
into CSR disclosure length and CSR disclosure index. The study of Haji (2013) on the
effect of corporate governance on CSR uses content analysis to capture CSR. His
content analysis was also divided into CSR disclosure extent (list or index), and CSR
disclosure quality. The disclosure quality was based on weights i.e. qualitative and
quantitative disclosure earns three, quantitative earns two; qualitative earns one and

non-disclosure earn zero.

Furthermore, the study of Ziaul Hoq et al. (2010) on CSR and institutional ownership
uses content analysis to measure CSR disclosure. As in previous similar studies, they
also divide CSR disclosure into three with different weightings i.e. three for
quantitative disclosure, two for detailed qualitative, one for common qualitative and
zero for non-disclosure. The study of Ponnu and Okoth (2009) on CSR disclosure in
Kenya utilises content analysis to measure CSR. Their study uses sentences and pages
counting method of content analysis. Similarly, Ahmad et al. (2003) also uses
sentence count in the annual report as proxy for CSR disclosure in Malaysian context.
In addition, the study of Dagiliene (2010) on CSR in annual reports measure CSR

using content analysis. They utilise a number of sentences and proportion of CSR
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3.3.3 Dimensions of Corporate Social Responsibility

A review of the literature on corporate social responsibility indicated that the variable
was classified into various dimensions ranging from single up to as multiple as
thirteen (13) dimensions. This is because many authors acknowledge the
multidimensionality nature of CSR construct (Clarkson, 1995; Hillman & Kiem,
2001; Mattingly & Berman, 2006; Rowley and Berman, 2000). This is because the
firm has diverse stakeholders that require the management’s attention, and for the
firms to maintain a smooth relationship with these groups, it has to engage in various
activities that meet these diverse needs (Clarkson, 1995; Melo & Garrido-Margado,
2012). In addition, it is argued that the dimensions of CSR are not homogeneous
therefore need to be disaggregated to get the clear impact on performance and
reputation (Hillman & Kiem, 2001; Melo & Garrido-Margado, 2012). In order to
account for the diverse effect of the CSR-CFP relationship, the present study has

reviewed and considered the multiple dimensions of CSR.

Previous studies on CSR have use multiple dimensions which includes (Cheah, Chan,
& Chieng, 2007; Clacher & Hagendorff, 2012; Fasanya & Onakoya, 2013; Goll &
Rasheed, 2004; Lin, Yang, & Liou, 2009) for single dimension. Additionally, some
studies have considered multiple dimensions for the fact that single dimension of CSR
is seen as a deficiency considering its nature. Some studies such as (Boesso &
Michelon, 2010; Brammer, Brooks, & Pavelin, 2006; Hettiarachchi & Gunawardana,
2012; Inoue & Lee, 2011; Lii & Lee, 2011; Bonini, Brun & Rosenthal, 2009; Oba,
2011; Rodgers et al., 2013; Uadiale & Fagbemi, 2012) considers three dimensions of

CSR in their study.
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Previous studies that use a combination of four dimensions includes (Akano ef al.,
2013; Aupperle et al., 1985; Bayoud, Kavanagh, & Slaughter, 2012; Crifo et al,
2016; Duke IT & Kankpang, 2013; Munasinghe & Kumara, 2013; Saleh, Zulkifli, &
Muhamad, 2008; Ziaul Hoq, Saleh, Zubayer, & Mahmud, 2010), as discussed above,
the more the dimensions the better will the firm addresses stakeholder issues.
Additionally, there are a number of studies that uses five dimensions of CSR (Bird,
Hall, Momente, & Reggiani, 2007; Dawkins & Fraas, 2008; Melo & Garrido-

Morgado, 2012; Uwuigbe & Egbide, 2012).

Moreover, many studies uses six dimensions of CSR (Godfrey, Merrill, & Hansen,
2009; Makni et al., 2009; Mulyadi & Anwar, 2012; Rettab er al, 2008; Servaes &
Tamayo, 2013) in an attempt to capture the effect of the diverse dimensions of CSR
on financial performance. Likewise, studies have used seven dimensions in the past to
measure CSR, such as (Attig et al., 2013; Cornett et al., 2013; Fauzi, 2009; Tang et
al., 2012). Furthermore, studies such as Venanzi and Fidanza (2006) and McWilliams
and Siegel (2000) utilize eight and eleven dimensions of CSR in their studies
respectively. Additionally, the studies of Balabanis, Phillips and Lyaii (1998) and

Flammer, (2015) use up to twelve dimensions of CSR.

The concept of CSR is considered as a contextual concept that considers the
relationship between the finm and its environment, the concept depends on the
stakeholders and their expectation (Nielsen & Thomsen, 2007). Therefore, the
dimensions to large extent depend on the context of the study as suggested by
(Nielsen & Thomsen, 2007). So far CSR studies in Nigeria context uses a

combination of three to four dimensions. For example, Duke and Kankpang (2013),
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Akano et al. (2013) and Dandago and Muhammad (2011) used four dimensions of
CSR as discussed above. While studies like Oba (2011) and Uadiale and Fagbemi
(2012) used three dimensions, only one of the studies has used five dimensions;

Uwuigbe and Egbide (2012).

There are some general stakeholders that maintaining good relationship with will
enhance financial performance. Stakeholders such as community members,
environmental concern, employees, customers, investors and suppliers of the firm can
alter the financial performance of the firm either favorably or otherwise, depending on
the relationship maintained with them by the firm. Present study has utilizes six
dimensional CSR which include community relations, environmental concern,
employee relation, investor relation, customer relation and supplier relation. These
CSR dimensions are similar to those used by Rettab et al. (2008). The summary of

dimensions of CSR used by some previous studies is presented in table 3.1 below.
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5

6

7

8

9

6 dimensions

7 dimensions

& dimensions

11 dimensions

12 dimensions

Mulyadi and Anwar
(2012)

Servaes and Tamayo
(2013)

Godfrey et al. (2009)

Makni et al. (2009)

Fauzi (2009)

Attig et al. (2013) and

Cornett et al. (2013)

Tang er al. (2012)

Venanzi and Fidanza

(2006)

McWilliams and Siegel

(2000)

Flammer (2015}

Balabanis et al. (1998)

employee relations

Economic, environmental, labor,
human right, social and product
Community, employee, diversity,
human right, environment, and
product

Corporate governance,
community, employee, diversity,
environment, and product
Community, corporate
governance, employee,
environment, customers and
human right

Community, diversity,
environmental, international
issue, employee, product and
business issue

Community, corporate
governance, diversity, employee,
environment, hurman right and
product

Community, employee, customer
& supplier, product, corporate
governance, human right and
environment

Community, corporate
governance, customers, suppliers,
employees, environment,
business ethics and controversies
Gambling, alcohol, nuclear,
tobacco, military, community,
diversity, environment,
employee, product and non-US
operations

Community, diversity,
environment, product, corporate
governance, employee, human
right, alcohol, gambling, firearm,
tobacco and military

Women advancement,
advancement of ethnic
minorities, philanthropy,
environment and donation to
political parties, subscription to
economic league, effect of
activities on the environment,
respect for life, respect for
people, trading with South
Africa, military equipment and
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Some studies report a no effect relationship between CSR and financial performance
during this decade (Abbot & Monsen, 1979; Alexander & Buchholz, 1978; Fogler &
Nutt, 1975; Fry & Hock, 1976). There is only one study that reported a negative
relationship between the variables during this decade, Vance (1975). Most of the
studies are criticized for lacking methodological rigor that includes failure to adjust
for risk, use of small sample, lack of significance testing, inadequate performance
measure (Aupperle et al., 1985), because the development of the area hasn’t come

when they were published (Roman et al., 1999).

In the 1980s, the literature is a bit complicated with various studies reporting positive,
negative and no effect results. During the 1980s, there are more of positive reported
relationships between CSR and financial performance than no effect and negative
relationships. Specifically, fifteen studies report a positive relationship, nine report no
effect and four reported a negative relationship between CSR and financial
performance (Roman et al., 1999). The studies that got a positive link between CSR
and financial performance in 1980s include Anderson and Frankle (1980), Kedia and
Kuntz (1981), Strachan, Smith and Beedles (1983), Wier (1983), Shane and Spicer
(1983), Cochran and Wood (1984), Pruitt and Peterson (1986), Spencer and Taylor
(1987), Wokutch and Spencer (1987), Davidson and Worrell (1988), McGuire et al.
(1988), Lerner and Fryxell (1988), Hoffer, Pruitt and Reilly (1988) and Bromiley and

Marcus (1989).

The studies that reported a no effect relationship between CSR and financial
performance during this decade includes the study of Anderson and Frankle (1980),

Chen and Metcalf (1980), Ingram and Frazier (1983), Aupperle et al. (1985),
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Newgren, Rasher, LaRoe and Szabo (1985), Marcus and Goodman (1986), Freedman
and Jaggi (1986), Rockness, Schlachter and Rockness (1986) and Cowen, Ferreri and
Parker (1987). The studies that report a negative relationship between CSR and
financial performance includes Kedia and Kuntz (1981), Eckbo (1983), Marcus and

Goodman (1986) and finally Lerner and Fryxell (1988).

The individual studies examine some measures of CSR or CSP with some measures
of f'mancial performance to establish whether there exist any relationship and its
direction. As it is observed from the mixed findings, there is no consensus on the
direction of the relationship, the discussion can only mark some measure
developments in the literature during the period. The individual empirical studies
conducted during this decade would be discussed based on their classification to note
their measures, methodologies and other atiributes. The study of Anderson and
Frankle (1980) compares the market returns of firms disclosing CSR on voluntary
bases with that of non-disclosing firms in the fortune 500; they found the returns of
the CSR disclosing firms to be higher therefore indicating value for the information

disclosed.

Although, the period in general predated most of the methodological developments in
CSR literature, the study can be criticized for the use of disclosure to measure more
transparent companies which may favors larger firms that can afford to disclose more.
The firms may also disclose only favorable accomplishment and hide those that are
adverse. Strachan et al. (1983) test whether corporate crime affect stock market
returns, where they find that market do react negatively to announcement of corporate

crime. This supports the notion that behaving in an unethical way affects firm’s
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Some of the empirical studies that tested the effect of CSR on financial performance
in this decade stating with those that reported a positive relationship begins with the
study of Klassen and McLaughling (1996), observe the market reaction to
environmental events like awards and crises. They find high market retums for
environmental awards and low returns for environmental crises. This supports the
arguments that CSR leads to competitive advantage. This study suffers some
limitations from the use of single dimension of CSR to use of financial performance
proxy that favors only investors (stock market returns). Additionally, Preston and
O’Bannon (1997) find a positive significant relationship between CSR and financial
performance and between financial performance and CSR. Therefore, they conclude

that the relationship is synergistic and positive between the variables.

Similarly, the study of Waddock and Graves (1997), find a positive synergistic
relationship between CSR and financial performance (ROA & ROS) forming a
vicious circle. The study fails to observe the effect of each CSR dimension on
financial performance, they resort to a composite CSR which could be a limitation.
They also concentrate on a direct effect of CSR on financial performance neglecting
the indirect path that leads to the causation of the relationship. Furthermore, the study
of Russo and Fouts (1997), examine the effect of environmental performance on
financial performance (ROA). They find a significant positive effect of environmental
performance on ROA especially where there is industry growth. Therefore, they find a
moderating effect of industry growth on the relationship between environmental
performance and ROA. The use of environmental performance as a proxy for CSR is
a limitation to the study. In addition, the use of only ROA as a measure of financial

performance is also a limitation since it was criticized for being historical in nature.
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Moreover, the study of Stanwick and Stanwick (1998), investigate the relationship
between CSR and organizational attributes such as size, financial performance and
environmental performance. They find a positive effect of CSR on all the three
attributes in 1987 and 1990. They further reported a positive effect of CSR on size
and financial performance. The use of pollution emission data as a proxy for CSR is
mnadequate. The sample selection is biased towards large organizations. The study of
Brown (1998) also reported a positive relationship between CSR as corporate
reputation and average market returns. They conclude that investors are accepting
reputation as insurance to their investments. The study use reputation which is
criticized for being subjective to proxy for CSR and failure to account for dimensions

of CSR serves as some of the limitations of the study.

Likewise, the study of Grave and Waddock (1999), examines the effect of CSR both
as a composite and as individual dimensions on three financial performance measures
(ROA, average total returns & ROS). They find a positive relationship between the
composite CSR and all the financial performance measures. They also find a positive
effect of employee relation with all the three financial performance measures. The
community relation is positively related with ROS and a weak relationship with ROA
significant at 10%. The product/customer and environmental dimension is weakly
significant with average total return and ROA (10%). The study fails to account for
the causal link between CSR and financial performance, they concentrate on a direct

link.
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individual dimensions. The study utilizes reputation indices to obtain CSR data that

was criticized for being subjective.

Likewise, the study of Rodgers, Choy and Guiral (2013), examines the investor’s
reaction to CSR initiative. They found that CSR impact on financial health which in
return impact on the Tobin’s Q. therefore they concluded that investors value
commitment to social responsibility. They also use the KLD index to proxy CSR
which is seen as a subjective measure. Additionally, the study of Flammer (2015),
investigates the effect of shareholders vote on CSR related issues on ROA and NPM
and they found a positive and significant relationship between the variables. The

study uses shareholder vote for or against CSR policy as a proxy for CSR.

Some of the studies during this era reported a negative relationship between CSR and
financial performance. Some which are (Brammer et al., 2006; Clacher & Hagendorff,
2012; Fauzi, Mohoney & Abd Rahman, 2007; Inoue et al., 2011; Lee & Heo, 2009).
The study of Brammer et al. (2006) conducted an investigation on CSR and stock
market returns. They reports that firms low in CSR outperform firms high in CSR.
The study uses charitable donation to proxy for CSR. In addition, the study of Clacher
and Hagendorff (2012), examine the effect of CSR announcement on stock returns.
They testify no strong evidence of the effect and therefore conclude that CSR doesn’t

create value.

Furthermore, the study of Fauzi, Mahoney and Abdul Rahman (2007), also examine
the effect of CSR on ROA and ROE. They found no effect between CSR and both

ROA and ROE using both slack resource and good management hypotheses. The
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study uses disclosure to proxy CSR despite the critics that disclosure may not be the
same as performance. Additionally, Inoue, Kent, and Lee (2011), in their study on
CSR and financial performance of professional teams reported that on aggregate, CSR
| regardless of the time lag has an insignificant effect on both attendance and operating
margin. The individual league analysis reveals that CSR maintained a neutral effect
on attendance and a significant negative effect on operating margin for MLB and NFL
teams. The annual charitable donation is used as the proxy of CSR in the study despite

call to consider multi-dimensional nature of the construct.

Some of the studies on CSR and financial performance reported mixed findings. The
study of Lee and Park (2009), on CSR and financial performance in hotels and
casinos for example, reported a simultaneous positive connection among CSR and
CFP in the hotels but find no relationship in the casino. Lin et al. (2009), also observe
the influence of CSR on CFP considering research and development investment. They
state that CSR has no significant positive relationship with ROA, but the ROA of
higher CSR portfolio is better than that of lower CSR portfolio. Both of the above
studies have limitations, for example Lee and Park (2009), use a small sample of
twenty three firms producing eighty five observations, and Lin et al. (2009) utilizes

donation as a proxy for CSR.

Additionally, the study of Makni et al. (2009), examines the causality between CSR
and financial performance. The study indicated no significant relationship between
aggregated CSR and financial performance except for market returns and found a
unidirectional negative causal relationship between environmental CSR and all the

three financial performance measures. Likewise, the study of Kang et al. (2010),
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Considering the typology of Preston and O’Bannon (1997), four hypotheses have
indicated causal link of the CSR and financial performance relationship in clear terms
l.e. social impact, slack resources, trade-off and managerial opportunism hypotheses,
while two are two sided, i.e. positive and negative synergy hypotheses. Three out of
the four hypotheses shows that the causal link is from CSR to financial performance
t.e. social impact, trade-off and managerial opportunism hypotheses without
considering their disagreement on the sign of the relationship. Slack resource
hypothesis indicated that the causal link is from financial performance to CSR. The
causality between CSR and financial performance has been debated for a long period

of time without reaching any consensus (Scholtens, 2008).

In support of the above, Bolanle (2012), test for the causality between CSR and
financial performance of Nigerian banks. The study ﬂndé support that CSR causes
financial performance. Similarly, the study of Yang, Lin and Chang (2010) makes an
enquiry into the causal link between CSR and financial performance in the Taiwan
listed firms using correlation and regression techniques. They find a correlation
between previous CSR and later financial performance and the reverse for previous
financial performance on CSR. Using a regression analysis, they found a significant
relationship between previous CSR and later ROA and found the reverse for previous
financial performance on later CSR (Yang et al.,, 2010). In another development,
Makni et al. (2009) examines the causality between CSR and financial performance
using granger causality technique. They find that financial performance (ROA, ROE
& stock market returns) do not granger caused CSR. It further reveals negative
unidirectional granger causality between CSR and stock market returns. It provides

support for the trade-off hypothesis (Makni et al., 2009). Another line of studies find a
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array of established cultural accounts provides explanations for its existence,

functioning, and jurisdiction.

Legitimacy theory suggests congruence between the organizational policies, actions,
output and procedures and the societal expectations (Lindbloom 1994). It also stresses
that attaining legitimacy is of great importance to existence and survival of the
organizations. Many studies suggest that corporate social responsibility assists firms
attain legitimacy by helping them to build reputational capital and alignment with the
sociocultural norms of their institutional environment (Du & Viera 2012; Palozza &
Scherer 2006). Firms that derive legitimacy from involvement in CSR can develop
consumer trust and patronage (Du ez al., 2011; 2007). They state that CSR enhances
the attractiveness of firms in the eyes of existing and potential employees (Greening
& Turban 2000), it also improves their investor appeal (Hill et al., 2007; Maignan &
Ferrell 2004; Sen et al., 2006). In the process of avoiding legitimacy gap, firms would
engage in CSR activities that would cushion a good relationship between the members
of the society and the firm (Du et al., 2011; 2007; Du & Viera 2012; Greening &

Turban 2000; Palazzo & Scherer 2012).

3.9.3 Resource Based View Theory

A resource-based view (RBV) of a firm explains its ability to deliver sustainable
competitive advantage when resources are managed such that their outcomes cannot
be imitated by competitors, which ultimately creates a competitive barrier. RBV
explains that a firm’s sustainable competitive advantage is reached by virtue of unique
resources being rare, valuable, inimitable, non-tradable, and non-substitutable, as well

as firm-specific (Barney 1999). The theory stresses that for a firm to achieve long-
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term sustainability over its competitors, it need to have a bundle of tangible and
intangible resources at their disposal (Penrose 1959; Rumelt 1984). The resources
should possess qualities such as being valuable in order to add to the value creating a
strategy of the firm (Barney 1991; Amit & Schoemaker 1993). The firm should also
possess resources that are rare so that it must not be too common to their competitors
(Barney 1986). It should also be inimitable so that competitors cannot easily duplicate
it (Berney 1986). Lastly, the resource should be non-substitutable; the strategy should

have no substitute in the hands of the competitors (Dierickx & Cool 1989).

There are a lot of studies that suggest CSR as one of the firm resources that possesses
the above qualities. This is evidenced in the study of Hart (1995) he argues that
certain types of environmental social responsibility can constitute a resource or
capability that leads to a sustained competitive advantage. Additionally, Russo and
Fouts (1997) find a positive association between environmental performances and

accounting profitability using the resource-based theory.

McWilliams and Siegel (2001) argue that CSR has some strategic implications such
as serving as firm level differentiation strategy and as a form of reputation building
and maintenance mechanism. Jones and Bartlett (2009), explain using resource-based
view theory that all CSR activities should generate a resource for the firm, which it
should serve as a source of competitive advantage. They also suggest that long-term
relationship with stakeholders are not easily copied by competitors, therefore, enables
the firm to enjoy a sustainable competitive advantage. Stakeholder influence capacity
is an intangible resource that was built by the firm in the eyes of their stakeholders

based on their CSR history (Barnett 2007).
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Therefofe, stakeholder influence capacity can be viewed as one of the resources of the
firm that possesses all the four qualities proposed by Berney (1991), which promises a
firm sustainable competitive advantage. It is valuable since it create value for the firm
(Barnett 2007), it is rare as not all competitors can endure to build it since it takes a
longer time to do so, and it is inimitable, can hardly be copied because strategically
valuable assets of this nature cannot be bought in a strategic factor market, but have to
build over time (Dierickx & Cool 1989; Berney 1986). Lastly, stakeholder influence

capacity can hardly be substitutable.

Resource based view theory stated that firms that possess tangible and intangible
resources that are valnable, rare, inimitable and non-substitutable stand a good chance
to have a sustainable competitive advantage (Berney 1.991). Many scholars argue that
CSR is a strategy that possesses the four qualities of a resource that provide a
sustainable competitive advantage (Hart 1995; Jones & Barlett 2009; McWilliams &

Siegel 2001; Russo & Fouts 1997).

3.10 Gaps in the literature

The CSR and financial performance relationship field has witnessed proliferation of
studies examining the nature, causality and their possible importance to organizations.
The nature of the relationship is found to be positive, negative and even neutral or
inconclusive. Initially, the direct relationship is more of negative, with improvement
in measurements of variables and inclusion of control variables, the relationship turn
into more of positives. Despite the improvement of measurement and control

variables, still there exist some negatives and non-existed relations among the
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variables which call for a contingent approach to the relationship. The relationship
between CSR and financial performance can never be universal (Barnett, 2007), and
this is why the contingent approach comes in to determine how the relationship can be
positive, negative or neutral. Furthermore, it can also assist in understanding the
situations that warrant the relationship to be positive, negative or neutral (Carroll &
Shabana, ‘2010). Although search in the contingent nature of the relationship have
already began with several fruitful outcome, they suggest for more exploration of
other variables affecting the relationship since there are many potential variables

moderating or mediating the relationship (Carroll & Shabana, 2010).

There is an argument also as to why further exploration is solicited for in the area,
CSR 1s a context oriented variable which depends on the requirement and needs of
locality (Nielson & Thomsen, 2007), therefore further exploration unveils more
variables that have significant indirect influence on the variables across different
context. It is a positive development that many studies have tested the contingency
approach to CSR and financial performance relationship with a positive improvement
as discussed above (Crifo et al., 2016; Fauzi & Idris, 2010; Goll & Rasheed, 2004;
Lee, Park & Lee, 2013; Lee & Hoe, 2009, Lee, Seo & Sharma, 2013; Lee, Singhal et
al., 2013; Luo & Bhattacharya, 2006; Servaes & Tamayo, 2013; Tang et al. 2012;
Torugsa, O’Donohue & Hecker, 2012), and most of these studies have called for
continued exploration of the contingent relationship in the area (Carroll & Shabana,
2010; Crifo et al., 2016; Goll & Rasheed, 2004; Peloza & Papania, 2008; Pivato et al.,

2008; Rowley & Berman, 2000; Tsoutsoura, 2004).
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The scanty literature on CSR and financial performance that existed in the Nigerian
context tests mostly a direct relationship and the result of which is also mixed. While
most studies reported a positive (Duke II & Kankpang, 2013; Ebringa et al., 2013;
Fasanya & Onakoya, 2013; Uadiale & Fagbemi, 2012), some reported a negative
relationship (Akano et al., 2013; Bello, 2012; Oba, 201 1) between CSR and financial
performance. The contingency approach is not evidenced in the context and there are
cries that CSR practices are lacking (Achua, 2008; Adeboye & Olawale, 2012;
Mamman, 2011; Uwalomwa et al. 2012) in Nigeria. Many scholars in the Nigerian
context call for improvement through strategizing CSR (Helg, 2007; Nwachukwu,
2009; Tanko et al., 2011). Conducting CSR based on stakeholder perspective is a
good strategy that could improve financial performance (Freeman, 1984; Jones,

1995).

The present study argue that SIC can mediate the relationship between CSR and
financial performance considering SIC as an outcome of consistently investing in
CSR and creates an intangible asset that could help improve financial performance
(Barnett, 2007). The SIC construct lacks proper validated measurement (Barnett,
2007; Barnett & Salomon, 2012). The lacks of validated measurement for SIC
construct and non-exploration of its mediating ability in the CSR and financial
performance research area is a gap that the present study tends to fill. The SIC
construct was conceptualized to moderate the relationship between CSR and financial
performance by Barnett (2007). The moderation effect is tested by Barnett and
Salomon (2012) with a proxy measurement and they call on future studies to develop

measures for the construct.
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3.11 Chapter Summary

This chapter presents the reviewed literature in the research area of the study.
Specifically, the overview, typology, antecedents and consequences of financial
performance, CSR and SIC were discussed. A brief history of Nigeria, the nature of
its CSR and its CSerevelopment and disclosure level has been discussed. Finally,
this chapter presents the underpinning theories of the study, and how these theories

relate to the study.
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CHAPTER FOUR

THEORETICAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT

4.1 Introduction

After the review of relevant literature on the area, this chapter continues by narrowing
down to a specific research problem the study seeks to address. As stated earlier on,
the present study aims to examine the direct effect of individual dimensions of CSR
on financial performance and to examine whether stakeholder influence capacity is
capable of explaining the process through which CSR leads to better financial
performance. The study reviews relevant literature on CSR and their theoretical
explanations, in order to enable the understanding of the body of knowledge of CSR
and CFP and the ability to identify the problems at stake that the present study seeks
to address. As a result, the present study seizes the opportunity to develop theoretical
framework taking note of the way previous studies workout similar problems and

develop a hypothesis from them.

The present study seeks to discuss stakeholder theory, specifically instrumental
stakeholder theory and affect theory of social exchange in explaining the link between
CSR and CFP in the Nigerian context. Presently, CSR studies in Nigeria have
appreciated the importance of instrumental stakeholder theory, despite the dearth of
literature in the area; there are some studies that relate CSR practices of Nigerian
firms with their profitability. Notwithstanding, there is a need to foster understanding
of the process through which CSR leads to financial performance. Previous studies
call for the incorporation of more variables into the model, and also to have an

explanation of the process through which CSR leads to financial performance and
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stakeholder theory which advocates that when the needs of various stakeholders are
met, the financial performance of the firm may enhance Freeman (1984). It further
states that disappointing these groups may have a negative financial impact (Preston

& O’Bannon, 1997).

A positive synergy hypothesis which is also based on stakeholder theory suggests that
a higher level of CSR leads to an improvement in financial pertormance. They further
opined that it will, in turn, provide the opportunity for reinvestment in socially
responsible actions (Allouche & Laroche, 2005). There may be a simultaneous and
interactive, positive relation between CSR and CFP forming a vicious circle
(Waddock & Graves, 1997). According to Freeman (1984), companies that build a
better relationship with primary stakeholders are likely to obtain greater returns.
Greening and Turban (2000), further illustrates that companies seen as socially
responsible have greater ability to recruit qualified employees. Godfrey (2005), also
states that companies with socially responsible activities build moral capital among
their stakeholders that promote a certain type of safety against loss of the company’s
reputation during a period of a negative event. CSR improves market opportunities

and pricing premium (Fombrun, Gardberg, & Barnett, 2000).

Stakeholder management constitutes one of the main principles of stakeholder theory.
According to Freeman (1984), stakeholder management is summarized as the
organization’s ability to identify who stakeholders are, their respective interest,
objectives and ability to influence the organization. This assists the management to
understand the process that may be used to relate with these stakeholders and to

deduce what decisions best allow stakeholder interest aligned with the organization
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process. Harrison and St. John (1996), state that stakeholder management may
minimize the negative effect of conflicting interest among stakeholders. This notion
was supported by Berman et al. (1999), who state that stakeholder management is part
of company strategy and their empirical study demonstrates support for the influence

of stakeholder management on financial performance.

Business is about how customers, suppliers, employees, financiers (stockholders,
bondholders, bank etc.), communities and managers interact and create value. To
understand the business is to know how these relationships work (Freeman, Harrison,
Wicks, Parmar, & De Colle, 2010). They argued that managing stakeholder
relationship is synonymous with capitalism. They conclude that capitalism is a set of
relationships between customers, suppliers, communities, employees and financiers.
Therefore, stakeholder theory is in line with the market-based approach to Friedman
Milton, agency theory of Michael Jensen, strategic management approach of Michael
Porter and transaction cost theory of Oliver Williamson (Freeman et al., 2010). The
stakeholder theory explicitly or implicitly contains a theory of three types;
descriptive/empirical, instrumental and normative (Donaldson & Preston, 1995). They
explain that descriptive/empirical explains how firms or their managers behave in
relation to stakeholder management, instrumental describes what will happen if
manager or firms behave in certain ways and normative theory explains how

managers or firms should behave (Donaldson & Preston 1995).

Instrumental stakeholder theory developed by Jones (1995), views the relationship
between the firm and its various stakeholders as contracts. The theory argues that

contracting process gives rise to problems like agency, transaction cost and team
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production referred to as commitment problems due to the nature of human beings as
being opportunistic. The theory argues that firms that solve these problems will have a
cost advantage over those that do not. The theory suggests that firms that use ethical
solutions to these problems will have more cost advantage than others. They further
add that firms that contract with their stakeholders based on mutual trust and
cooperation will have a competitive advantage over firms that do not. It explains that
contracting in an ethical manner leads to reduced agency cost, transaction cost and
team production cost that include monitoring, bonding, searching and warranty cost. It
also reduces residual loss (Jones, 1995). Instrumental stakeholder theory suggested
that certain CSR activities are expressions of efforts to begin a trusting and
cooperative firm/stakeholder relationship. He further stated that as such, CSR ought to
be positively related to a firm’s financial performance. In conclusion, trust and
cooperation help solve the problem of opportunisms and because of the cost
associated with opportunisms, preventing and reducing it, firms that contract based on
trust and cooperation will have a competitive advantage over those that do not (Jones,

1995).

4.2.2 How Stakeholder Theory Relates to CSR, SIC and Financial Performance

Stakeholder theory postulated that firms should concentrate on stakeholders as against
only stockholder interest. It suggests that balancing the interest of all stakeholders
stand to benefit the firm better than when it centers on profit maximization alone.
Hence, the theory defines stakeholders as “any group of individual or firms that can
affect or can be affected by the achievement of an organization’s objective”

(Freeman, 1984).
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Stakeholder theory has been used in several studies to explain the positive relationship
that exists between CSR and CFP (see Boaventura et al., 2012). It emphasizes that
CSR is an attempt to enhance the good relationship with all stakeholders that build
trust and cooperation between them and the firm (Jones 1995). CSR offers firms with
the means by which they can manage and influence the attitude and perception of
their stakeholders. This can build their trust and enable the benefit of a positive

relationship to deliver business advantages (Munasinghe & Kumara, 2013).

Instrumental stakeholder theory which is part of stakeholder theory proposed that
relating with stakeholders in an ethical way through trust and cooperation will help in
solving agency cost, transaction cost, and team production problems. The cost savings
give the firm a competitive advantage over those that do not (Jones, 1995). According
to Fombrun et al. (2000), instrumental stakeholder theory leads to increase in market
share as a result of management of stakeholder relationship. The above discussion
revealed how the theory explains the relationship between the independent variable

(CSR) and the dependent variable (financial performance).

On the other hand, stakeholder influence capacity is defined by Barnett (2007), as the
ability to identify, act on, and profit from the opportunity to improve stakeholder
relationship through CSR. Therefore, from the above definition, it is clear that SIC is
constructed like reputation and stakeholder relationship. Barnett (2007) posits that
businesses that are engaged in CSR practices are better in creating SIC stock. He
further argues that sufficient stock of SIC permits the businesses to integrate and
exploit stakeholder approval, which in turn lead to profit from its social investment.

Barnett (2007) argues that the financial return from social investment depends on the
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CSR history of the individual firm. Furthermore, Cohen and Levinthal (1990), posit
that the technical development of a firm depends on the investment in that area of
expertise and previous knowledge of the area. Therefore, previous CSR creates SIC,

which if adequately accrued leads to favorable CFP.

In summary, instrumental stakeholder theory can explain the variables of the present
study. The theory, in general, has explained the process through v-vhich CSR influence
CFP through maintaining good stakeholder relationship (building trust and
cooperation). Therefore as the definition of SIC states that is an opportunity to profit
from improved stakeholder relation through CSR. It can be deduced that Instrumental

stakeholder theory can explain the variables of the study.

4.2.3 Affect Theory of Social Exchange

The affect theory of social exchange i1s an extension of social exchange theory.
According to Emerson (1979), social exchange theory is concerned with the
consequences of the relationship between parties that involves exchange. It explains
social change and stability as a process of negotiated exchange between parties
(Emerson, 1976). The theory posits that human relations are formed based on a
subjective cost-benefit analysis and consideration of alternative (Emerson, 1976). The
affect theory of social exchange is developed considering that social exchange theory
failed to take into cognizance of emotion of the parties (Lawler, 2001). It is argued
that social exchange can be either rewarding or punishing. It further stated that reward
creates positive emotion while punishment created a negative emotion (Lawler, 2001).
The theory provides that exchange is reciprocal depending on the emotion created

(Lawler, 2001).
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stakeholder action to reward or punish the firm as a mediator to the relationship. The
results have been criticized to be non-interpretable due to lack of theory to explain the
contingency approach (Rowley & Berman, 2000). Barnett (2007) defines the
boundary of CSR to include any action that is high in both stakeholder relation
orientation and social welfare orientation (Barnett, 2007). Any action that is high in
one and low in the other or low in all is not CSR (Barnett, 2007). Actions high in
social welfare orientation but low in stakeholder relation orientation are termed
agency loss, and actions high in stakeholder relation orientation but low in social
welfare orientation are termed direct influence tactics (Barnett, 2007). Actions low in
both social welfare and stakeholder management orientations is called process

improvement (Barnett, 2007).

After defining the boundaries of CSR, Barnett (2007) develops a contingency
approach concept to remedy the situation by arguing that CSR practice forges
stakeholder influence capacity (SIC) which is a by-product, then later SIC determines
the stakeholder relationship of the firm (Barnett, 2007). It captures the stakeholder
relationship history of the firm which has a strong influence over the future dealings
between the firm and those stakeholders (Barnett, 2007). The concept suggest that
SIC moderates the relationship between CSR and financial performance, and because
firms may not have similar stakeholder relationship history, the relationship tend to
vary depending on the level of SIC stock of a firm (Barnett, 2007). The SIC concept

has been put to test and proves it moderating ability (Barnett &Salomon, 2012).

The present study sees the possibility of using SIC to explain the causal link from

CSR to financial performance through stakeholder relationship. It has been argued
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responsibility on company’s credit ratings. Moreover, Rodgers et al. (2013) reported a
positive relationship between lagged CSR and current accounting performance, and
also between lagged accounting performance and market performance. Similarly, the
study of Tsoutsoura (2004) found a positive and significant relationship between CSR
and CFP. In the same vein, the study of Cai et al (2012) reported a positive
relationship between CSR and CFP in US controversial industry sector. Lastly, the
survey conducted by Bonini et al. (2009) on 238 US CFO’s reported that CSR creates

shareholder value.

However, some studies reported a negative association between CSR and CFP, some
of which include the study of Inoue er al. (2011) who reported that CSR has an
insignificant effect on attendance and operating margin of professional teams. The
study of Brammer et al. (2006) reported that firms with higher CSR reported a lower
stock returns and those with low CSR outperformed. Similarly, the work of Clacher
and Hagendorff (2012) reported that there is no strong evidence of value creation

from CSR announcement.

In the Nigerian context, there is empirical evidence of a positive association between
social and financial performance. Tanko, Magaji and Junaidu (2011) reported a
positive correlation between CSR disclosure and earnings per share. Similarly, the
study of Uwuigbe and Egbide (2012) reported a positive significant relationship
between CSR disclosure and both return on total asset and audit firm size. Moreover,
the study of Olowokudejo et al. (2011) reported that CSR is having a positive effect

on profitability, sales improvement, and financial strength. Furthermore, the study of
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Akano et al. (2013) reported a positive relationship between total assets, the number

of branches and CSR.

However, on the contrary, the study of Oba (2011) reported an insignificant
relationship between community relations and human resources management on
market value. He further reported a negative relationship between charitable
contributions and market value. Conclusively, the relationship between CSR and CFP
is predominantly positive (Beurden & Gossling, 2008; Boaventura et al, 2012;
Margolis & Walsh, 2003; Orlitzky et al., 2003). Therefore based on the above
argument that the relationship between CSR and CFP is assumed to be positive, the

present study postuiate the following hypothesis.

There is a positive relationship between corporate social responsibility and financial

performance.

Specifically, the individual dimensions of CSR have a positive effect on CFP as was

discussed below:

4.4.1.1 Community relation and financial performance

Previous studies on CSR establish a positive relationship between community relation
or involvement of firms and their financial performance (Brugmann & Prahalad
2007). It was also reported by Luo and Bhattacharya (2006) that consumers as part of
the community rﬁemberé reward good corporate citizen through patronage.
Employees also reward these firms by feeling attached to the organization and it

reduces their turnover rate (Turban & Greening 1997). Moreover, it was reported that
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environmental concern and return on equity. These arguments testify the proposition
developed by stakeholder theory that relating well with all stakeholders especially
with legislators -or government officials help in reducing/avoiding charges and fine on
environmental issues which save cost and improve profitability (Freeman, 1984).
Based on the above arguments the present study expected a positive relation between
environmental dimension of CSR and financial performance, therefore the following
hypothesis was advanced:

H2  There is a positive relationship between environmental concern and corporate

financial performance

4.4.1.3 Employee relation and financial performancé

Some studies on CSR and performance go extra mile to provide information on the
relationship between the individual CSR dimensions and performance, some of them
includes the study of Inoue and Lee (2011) on CSR dimensions and financial
performance reported that employee relations were found to have a greater impact on
market value in the airline industry. In addition, the study of Boesso and Michelon
(2010) investigates the individual effect of CSR dimensions on five measures of
financial performance. Their result revealed that employee relations have a significant
positive effect on four financial performances (EBITDA, ROS, COM. VAL. and
CAP. EXP). Abdulrahman (2014) also reported a positive relationship between
employee relations and total assets between Nigerian firms in the conglomerate
sector. According to Berman et al. (1999), firm’s employee relations have a direct
effect on firm performance. This is in line with the arguments of Turban and Greening
(1997) that CSR on employee relations enhance firm-employee rapport by reducing

absenteeism and turnover, improve productivity and increase the firm’s attractiveness
125



Universiti Utara Malaysia




Universiti Utara Malaysia




their study on airline safety and performance that high profitability in the airline
industry is highly correlated with reduced accidents and accident rate. Inoue and Lee
(2011) reported a significant positive relationship between product quality and safety
and market value in the US airline industry. The study of Abdulrahman (2014) also
revealed that significant positive relationship exists between community relations and
total assets in Nigerian conglomerate sector. The study of Rodgers, Choy & Guiral
(2013) reported a positive significant relationship between customer relation and
financial health. Furthermore, Najah et al. (2013) reported a significant positive effect
of customer relation on credit ratings. In the Nigerian context, it was reported that
customer relation is having a positive significant impact on customer patronage
(Bulus & Ango 2012). Additionally, it is the provision of stakeholder theory that
balancing the needs of stakeholders including customers helps in attainment of
economic advantage (Freeman, 1984). The above discussion enabled this study to
expect a positive relation between customer’s relation and profitability. Therefore, the
following hypothesis was advanced:

H5  There is a positive relationship between product quality and safety and

financial performance

4.4.1.6 Supplier relation and financial performance

There is considerable consensus that maintaining a close relationship with suppliers
help firm to reduce lead time (Scannell et al., 2000). In the words of Langfield-Smith
and Greenwood (1998), performance improvement and competitive advantage can be
achieved by cooperative relations with suppliers, which include trust, supporting
suppliers to improve their processes, information sharing, supplier involvement in

new product development and long-term relationship. According to Wisner (2003),
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Furthermore, consistent CSR practice improves stakeholder relationship of the firm
and in the process also creates a record of social performance in the eye of the
stakeholders for the firm called SIC (Barnett, 2007). Therefore, CSR investment over
a long period creates SIC stock for a firm which later enables the firm to get a
favorable financial outcome (Barnett, 2007; Karaye, Zuaini & Che-Adam, 2014).
Barnett (2007) defines stakeholder influence capacity as the ability to identify, act on,
and profit from the opportunity to improve stakeholder relationship through CSR. The
act of identifying an opportunity to improve stakeholder relationship, acting on the
opportunity and deriving profit from it depends on the history of the stakeholder
relationship of the firm (Barnett, 2007). From the above arguments, it can be logically
deduced that CSR activities create stakeholder influence capacity. The more a firm
engaged in CSR activities; the better would be it CSR history and consequently the

more it would be able to benefit from stakeholder favors (Barnett, 2007).

Additionally, affect theory of social exchange argued that exchange between parties
help creates either positive or negative emotions depending on the exchange. The
theory posits that exchange that produces positive value leads to positive emotions
and vice versa. Hence, the theory concludes that positive exchange is reciprocated
with a positive reward and a negative with negative reward (Lawler, 2001). Therefore,
considering this theory, CSR represents a positive exchange between the firm and
their stakeholders which the firm take head to initiate. This positive exchange
between the firm and stakeholders will pleases and creates an intangible asset in the
eyes of the stakeholders. This asset could motivate the stakeholders to reciprocate the

firm’s action in the future. From the above, it can be argued logically that investing in
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an outcome or consequences of CSR and an antecedent or determinant of CFP.
Consequently, consistent CSR activity leads to SIC, and when sufficiently
accumulated, SIC leads to better CFP. Hence, deducing from the above, SIC can
mediate the association between CSR and CFP. In another word, the effect SIC has on
financial performance is dependent on the CSR investment of the firm. Based on the
above discussions the following hypothesis is postulated.

SIC mediates the relationship between CSR and financial performance

This leads to the development of the mediated hypothesis of SIC on the relationship

between CSR dimensions and financial performance.

4.4.4.1 Mediating effect of SIC in the relationship between community relation
and financial performance

The SIC of a firm as defined lby Barnett (2007), played a vital role in predicting the
financial performance of the firm. But, this intangible asset (SIC) was an outcome of
consistent CSR practice by the firm to their stakeholders that gives the firm some
advantage of deriving benefit from stakeholder dealings with the firm. It is obvious
that cornsistent CSR on community relations will build a very good relationship with
their stakeholders that give the firm some advantages. In particular, community
relation touches almost all other stakeholders, since employees, customers, investors,
and suppliers are all members of the community and environmental concern also
affect members of the community. Therefore based on the above, consistency in CSR
of community relation will creates an image in the eyes of community members
called SIC that creates a window for the firm to tap stakeholder advantages such as

license to operate, recruitment of qualitative workers, low employee turnover rate,
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customer patronage and identifications, paying premium price for firm’s share, etc.
that improve profitability. Therefore, it can be established that SIC can be
mechanisms through which community relation relates positively with financial

performance.

The above argument was supported by instrumental stakeholder theory which
provides that managing stakeholder relationship leads to competitive advantage
(Jones, 1995). Similarly, affect theory of social exchange also can be used to support
the argument. This theory provides that exchange leads to emotions that can be either
positive or negative depending on the exchange and concludes that these exchanges
are reciprocal in nature depending on the emotion (Lawler, 2001). Therefore, since
CSR of community relations is an exchange that produces a positive emotion to the
community members, the reciprocity of the exchange will make these community
members to behave well with the firm to compensate the firm which may improve
profitability. Although, several studies have reported the positive effect of CSR on
financial performance (Boaventura et al., 2012; Beurden & Gossling 2008; Margolis
& Walsh 2003; Orlitzky et al., 2003), and some studies have reported a mediating
effect of some variables on the relationship (Lee & Hoe, 2009; Lee, Park & Lee 2013;
Lee, Park, Rapert & Newman, 2012; Lou & Bhattacharya, 2006; Peloza & Papania,
2008; Torugsa, Donohue & Hecker, 2012), SIC represent another important variable
that explains how CSR leads to financial performance. Specifically, the above
arguments propose how SIC can explain the relation between community relation and
financial performance which is lacking in the literature. Based on the above, the

present study advances the following hypothesis.
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HI14 SIC mediates the relationship between community relation and financial

performance

4.4.4.2 Mediating effect of SIC in the relationship between environmental
concern and financial performance

The financial performance of an organization is being affected by the history of their
stakeholder relationship (Barnett, 2007). The SIC of an organization determines the
level of favor and cooperation a firm will receive from their stakeholder which
reduces its cost of operation or improves their profitability. The SIC of an
organization 1s an outcome of their CSR history (Barnett, 2007). It can be said that
consistent CSR of environmental concern could build a good image of the firm in the
eyes of their immediate environment, the government, NGOs and various regulatory
agencies that lead to improved financial performance. The instrumental stakeholder
theory holdsl that balancing the needs of various stakeholders could help the firm

achieved an economic advantage over those that do not (Jones, 1995).

Likewise, the affect theory of social exchange provides that exchange leads to
positive or negative emotions. This theory concludes that exchanges are reciprocal in
nature depending on the emotion created (Lawler, 2001). That is an exchange that
produces positive emotion could lead to another positive exchange in return and vice
versa (Lawler, 2001). CSR of environmental concern is an exchange between the firm
and the community members, government, NGOs and other regulatory agencies that
lead to positive emotion. These stakeholders could feel happy and try to reciprocate
by having good dealings with the firm that may improve financial performance.

Several studies have provides a positive link between CSR and financial performance
142



(Boaventura et el. 2012; Burden & Gossling, 2008; Margolis & Walsh 2003; Orlitzky
et al., 2003). Some other studies reported a mediating effect on the relationship (Lee
& Hoe, 2009; Lee, Park & Lee 2013; Lee, Park, Rapert & Newman, 2012; Lou &
Bhattacharya, 2006; Peloza & Papania, 2008; Torugsa, Donohue & Hecker, 2012).
The SIC construct is another variable that explains how CSR leads to financial
performance. In a specific term, SIC explains how environmental concern leads to
financial performance that is lacking in the previous studies. Concluding based on the
aforementioned; this study states the following hypothesis.

HIi5 SIC mediates the relationship between environmental concern and financial

performance

4.4.4.3 Mediating effect of SIC in the relationship between employee relation and
financial performance
The financial performance of a firm depends largely on a range of factors. According
to Bamnett (2007), SIC leads to a better financial performance. The SIC (which is the
image or intangible asset created by maintaining a good relationship with
stakeholders) of an organization is said to be the outcome of continued investment in
CSR activities (Barnett, 2007). It can be said that continued practice of employee
relation can build a good image of the firm in the eyes of the employees. This could
lead to low employee turnover rate, improve firm’s attractiveness in the labor market
and improve productivity. These could assist the firm to have a competitive
advantage. Hence, it can be deduced that SIC is a means through which employee
relation leads to a better financial performance. Jones (1995) provided in the
instrumenta) stakeholder theory that stakeholder relationship management helps the

firm to reduce cost. Therefore, firms that relate to employees based on trust and
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activities {Barnett, 2007). The financial performance of a firm relies to an extent on
the level of SIC they have accumulated. Firms with constant investment in CSR of
supplier relation would build a strong relationship with their suppliers that produce an
intangible asset for the firm in the eye of the suppliers called SIC that enables the
company to enjoy some advantages that could improve financial performance. Firms
with adequate SIC stock could be able to reduce lead time and maintain good
allowances from their suppliers. They could also enjoy more creditors payment period

by maintaining a good relationship with the suppliers that build SIC.

All of this advantages that the firm will enjoy by relating well to their suppliers could
help the firm by improving their profitability. Hence, it can be established that SIC
can mediate the relationship between CSR of supplier relation and financial
performance. The argument of instrumental stakeholder theory states that balancing
the needs of the diverse stakeholders of a firm help them achieve competitive
advantage over those that concentrate on shareholders alone (Jones, 1995).
Furthermore, the affect theory of social exchange provides that exchange produces
both positive and negative emotions, which lead to reciprocation depending on the
emotion created earlier (Lawler, 2001). Therefore, since supplier relation is a positive
exchange between the firm and their suppliers that produce a positive emotion, the
suppliers may be willing to reciprocate the firm by behaving in a good manner that

could really help the firm achieve higher profitability.

Even though many studies have provided evidence of a positive effect of CSR on
financial performance (Boaventura et el. 2012; Beurden & Gossling, 2008; Margolis

& Walsh 2003; Orlitzky et al., 2003), and some have provided evidence of mediation
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discover new relationships, patterns, themes, ideas, etc. (Hair Jr., Money, Samouel, &

Page, 2007).

Descriptive study is carried out when there are at least few knowledge about the
problem and the study is employed to offer a more precise interpretation of the
problem (Sekaran, 2003; Zikmund, 2003). It is designed to get data that reveals the
features of the issue of interest in the study (Hair Jr. er al., 2007). Causal research or
hypothesis testing described further the nature of the relationships among the
variables being investigated (Sekaran, 2003; Zikmund, 2003). Causal resecarch tests
whether or not one event causes another. Specifically, it means a change in one event
brings about a corresponding change in another (Hair Jr. et al., 2007). There are four
conditions usually referred to by researchers when testing cause and effect
relationships. The first condition is; the cause must take place before the effect; and
the second is a change in the cause must be associated with a change in the effect.
Additionally, the effect must be as a result of a cause, not any other variable, and
finally, there should be a theoretical support for why the relationship exists (Hair Jr. et

al., 2007).

This study concentrates on casual examination, where it investigates the causal
process existing between CSR and financial performance. The study introduced a new
variable, stakeholder influence capacity (SIC) as a mediator. The study has tested a
hypothesis that explains the direct relation between the dependent and independent
variable, and also, tested the indirect relationship through the mediating variable, SIC.
The research setting is a cross-sectional type of research design. It involves gathering

the data within a period of time or at once that help to meet the research objectives
151



Universiti Utara Malaysia







Universiti Utara Malaysia




&’ Universiti Utara Malaysia

< o B>



Universiti Utara Malaysia




5.4 Questionnaire Design, definition and operationalization of variables

Questionnaires are considered one of the most appropriate data collection instruments
for survey research (Asika, 1991). Hence, the study has used structured questionnaire
with closed-ended questions in conducting the research. However, in order to ensure
the adaptation of the questionnaire was done properly, and especially for the
stakeholder influence capacity that was developed, the study has conducted a process
of validating the instruments by four (4) academics (2 Professors and 2 senior
lecturers) and two top management ofﬁcials in the Nigerian industry. The adapted
questionnaires have assisted the researcher in measuring the influence of the research
independent variables: CSR specifically community relation, environmental concern,
employee relation, investor relation, customer relation and supplier relation, with a
mediating variable, SIC, on the dependent variable, financial performance. The seven-
point numerical scale was utilised by the study in measuring responses to the
questions. According to Nunally (1978), seven point numerical scales are good, and
the more the better up till eleven (11) points where a diminishing return was observed.
Certain literature has found that a scale between 5 to 7 points is more reliable and
valid than shorter or longer scales (Krosnick & Fabrigar, 1997). In order to be able to
determine the mid-point of responses, the present study has used .the 7 points

numerical scale.

The questionnaire designed for this study consists of four (4) main sections. Section 1
consists of questions regarding the degree of corporate financial performance of firms
under study, adapted and modified mainly from the findings of Rettab et al. (2008)

and Maignan and Ferrell (2004). Section 2 includes questions related to the degree of
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samne thing in diverse ways to achieve higher variability that boost the reliability of
the measures (Devellis, 2003). The number of items pooled has been taken care of as
suggested by Devellis (2003), it is better to pool large number at the initial point.
Finally, while most of the items pooled are positive, some are negative such as item 6,
12 and 13 that are put in place in order to take care of agreement bias (Devellis,

2003).

6.4 Measurement format

Although several measurement formats exist in the literature, this study chooses
numerical scale. The other scales documented in the literature are Thurstone scaling,
Guttman scaling, equally weighted items, semantic differential, Likert scale, visual -
analog and finally, binary options (Devellis, 2003). The numerical scale presents a
declarative statement followed by numerical options indicating the various degree of
agreement or disagreement with the statement. This agrees with Likert scale, except
that in numerical scale the options are represented by numbers, unlike in Likert scale
where they are represented by both numbers and rating wordings. The advantage of
numerical scale, which is a family of interval scale over some of the scales especially
ordinal and nominal, is that it performs more powerful arithmetical operations such as
mean and standard deviation and which cannot be conducted using the nominal and

ordinal scales (Zikmund, 2003). The sample of the numerical scale is presented in

Table 6.2 below.

Table 6.2

Numerical measurement scale

St.rongly 1 2 3 4 5 6 ” Strongly
Disagree Agree
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6.5 Expert review of items

After generating a pool of items, the next step is to access those items reviewed by a
number of experts in the field (Devellis, 2003). The SIC items generated are reviewed
by 6 experts, that include 2 Professors, 2 senior lecturers (Ph.D.) and 2 senior industry
experts residing in Nigeria. After the experts review, all the 22 items are maintained
with some English editing. The corrections are effected before going to the field for
development study. For example, item 4 in the scale of SIC was adjusted by the
academics during validation to include a bracket with example of third parties such as
auditors, consultants and lawyers etc. most of the other adjusted parts were done on

the items that are deleted in the process of scale development.

6.6 Development study

The scale is said to be administered to a development sample at this point (Devellis,
2003; Worthington & Whittaker, 2006). Although they suggest the sample of 300 as
generally acceptable (Comrey, 1973), there are a lot of other suggestions on the
development sample of the study. For example Gorsuch (1983), proposes the use of a
minimum participant to item ratio of 5:1 or 10:1 (i.e. 5 or 10 participants per every 1
item in the study). In another development, Velicer and Fava (1998), discourage the
use of less than 3:1 participant to item ratio. Worthington and Whittaker (2006), offer
4 guidelines concerning development study’s sample size, thus: (1) sample of 300 and
above is considered generally acceptable; (2) sample of 150 to 200 with
commonalities higher than 0.50 or with 10:1 items per factor and factor loading
approximately 0.40 are also adequate; (3) Sample less than 150 with commonalities of

above 0.60 or with at least 4:1 items to factor, and factor loading above 0.60 are also
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is deleted followed by SIC 16 in the second and SIC 10 in the third estimation.

Finally, the study is left with [1 items as presented in figure 6.1 below.
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Figure 6.1

Fitted SIC scale using Amos SEM

The fit values for the construct along with the other estimate results are presented in

Table 6.5 below.
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Table 6.5
Construct fitness result (SIC})

Path Standardized  Unstandardized Squared S.E. C.R. P
Estimates Estimates multiple
correlations
SIC2->SIC 714 1.000 509
SIC3->SIC 725 1.044 526 .124 8.448 okok
SIC5->SIC 634 1.030 402 140 7.373 Hkx
SIC6->SIC .830 1.279 689 132 9.686 A
SICB->SIC .857 1.252 734 125 9.999 ki
S1C9->SIC .869 1.360 755 134 10.143 i
SIC11->SIC 817 1.282 667 135 9.525 o
SIC12->SIC 780 1.200 608 132 9.094 L5
SIC15->8IC 788 1.193 621130 9.187 ik
SIC17->SIC 737 1.228 543 143 8.588 ook
SIC19->SIC 795 1.265 . 632 136 9.270 g
Chi square:
P 13
Df 44
T 1.263
CFI .989
TLI 987
RMSEA .043
RMSR .068
NFI 951
IF1 989

The construct fitness indices are above the specified threshold in the literature. The
Chi-square test P value is 0.113 with a degree of freedom (df) of 44 and a T-statistics
of 1.263. The P value is above the minimum threshold of greater than or equal to 0.05.
The comparative fit index (CFI) was 0.989 as in Table 6.5 above which is above the
minimum threshold of 0.90 (Bentler & Bonnett, 1980) and 0.95 (Hu & Bentler, 1999).
The Tucker-Lewis index (TLI) of the study is 0.987 which is also above the 0.90
minimum thresholds (Hair et al., 1998). Additionally, the root means squared error
average (RMSEA) of the study is 0.043, which is consistent with the minimum
threshold of less than or equal to 0.05 (Hair et al., 1998). The root mean squared
residual (RMSR or RMR) of the construct is 0.068 which is less than the minimum
threshold of less than 0.08 used in this literature (Hair et al., 1998). The normed fit

index (NFI) of the study is 0.951, which is greater than the minimum requirement of
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Table 6.6
Result of SIC constructs validity

Path Unstandardized Standardized S.E C.R P
Estimate Estimate
SIC->FP 1.101 831 127 8.645 il

The result was displayed in figure 6.2 below.

Figure 6.2
Structural model for test of SIC’s construct validity

The scale items developed are renamed from SIC1 to SIC 11 after the series of
deletion during the CFA, for the purpose of main study and future use. The items old

and new names are presented in Table 6.7 below.
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Table 7.2
Summary of Response Rate Analysis

Response Number of Percentage (%)
guestionnaires
Questionnaire distributed 130 100
Questionnaire returned 99 76
Questionnaire rejected 0 0
Valid questionnaire 99 76
Unreturned questionnaire 31 24
Total 130 100

7.4 Profile of the respondents

The demographic profile of the organizations and the representatives that responded

to the survey are presented in this section. Demographic information such as the type

of industry and age of organization are discussed under the corporation demography.

For the individual respondents, demography information such as gender, age,

educational background, working experience and position in the organization are

discussed. Table 7.8 below describes in a summary form, the demographic

information of both the organization and that of their representatives that respond to

the survey.
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category of respondents amounting to 5.1% of the sample have professional
qualifications in addition to the above. The respondents that did not indicate their

educational qualifications amounted to 8.1%.

The working experience also indicated that 86.9% of the respondents have spent
between 1 to 15 years working in their organization. The category of respondents that
spend 16 to 30 years working accounted for 10.1% in the present study, in addition,
3% of them failed to indicate their years of working experience. The position of the
.respéndents is spread over a wide range of categories. Almost more than 61%
(61.6%) of the respondents are middle-level managers, 25.3% higher level managers,
3% directors, 4% chief executive officers (CEO) and finally, 6.1% did not indicate

their position.

7.5 Non-Response Bias

It is a norm in survey rtesearch to test the effect of the portion of the population
sample that does not respond to the survey in order to ascertain whether or not their
non-response causes bias in the study. The term known as non-response bias 1s
defined by Berg (2005), as some mistakes a researcher expects to make while
estimating a sample characteristic, because some type of survey respondents are
underestimated due to non-response. In another development, Lambert and
Harrington (1990), define it as the differences in answers between non-respondents
and respondents. Singer (2006), states that there is no minimum/maximum response
rate below/above which the response rate is biased/unbiased; therefore he stresses the

need for its investigation.
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outliers and other assumptions of multivariate analysis are checked and treated

accordingly. The details of the preliminary analysis are as below.

7.7.1 Missing value analysis

Statistical package for social sciences (SPSS 19) is used for the data screening and
preliminary analysis in the study. Ninety-four (94) missing cases are detected in the
data. This accounted for two percent (2.2%) of the whole cases (4,356), see Table 7.5.
Precisely, financial performance had a missing data of up to twelve (12) cases out of
six hundred and ninety-three (693), cases equivalent to 1.7% missing data.
Stakeholder influence capacity (SIC) has a missing data of two (2) cases equivalent to
less than 1% of the whole cases (1,089). Environmental concern has a missing data up
to 19 cases out of three hundred and ninety-six (396) cases which equal to 4.8%
missing data. Community relation has a missing data of fifteen (15) cases out of three
hundred and ninety-six (396) cases, amounting to 3.8% missing data. Employee and
supplier relation has thirteen (13) missing cases out of four hundred and ninety-five
cases each. These amounted to 2.6% missing data each for the two (2) constructs.
Investor relation has a missing value of eleven out of three hundred and ninety-six
cases making 2.8% missing data. Finally, Customer relations had a missing data of
nine (9) out of three hundred and ninety-six (396) cases, making a missing data of

2.3%.

According to Hair et al. (2010), any case with up to 50% missing data should be
deleted. In another literature, many researchers have agreed that missing data of 5%
and below are considered insignificant, therefore, are ignored (Schafer, 1999;

Tabachnick & Fidell, 2007). The study do not delete any item as a result of missing
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is a combination of unusual scores on two (2) or more variables. Both outliers can
influence the outcome of the analysis. Both univariate and multivariate outliers are
checked in this present study using SPSS version 19. Univariate outliers are checked
by detecting cases with larger standardize z-score value above +/-3.29. Any value
above absolute value 3.29 is considered a univariate outlier (Tabachnick & Fidell,
2007). After checking the standardize z-score values, none is up to +/-3.29, Therefore,

none of the items is deleted on the basis of univariate outlier assessment.

The multivariate outliers are detected using the Mahalanobis distance (D2) which is
“the distance of a case from the centroid of the remaining cases where the centroid is
the point created at the intersection of the means of all variables” (Tabachnick &
Fidell, 2007:74). This research has 7 items under financial performance, 11 under
Stakeholder influence capacity and 26 under the 6 dimensions of CSR, altogether
making 44 items. These 44 items minus 1 item constitute the degree of freedom for
the study, which are 43 and under the probability of 0.001 (p=0.001), the chi-square
value is 77.42 which represent the threshold. It indicates the highest value of
Mahalanobis distance considered acceptable. All rows with Mahalanobis above 77.42
should be deleted to avoid multivariate outliers. After observing the above process on
multivariate outlier, none of the Mahalanobis distance for the present study is up to
77.42 they all falls below it. Therefore, this signifies that our data is free from
multivariate and univariate outliers. The possible reason for the absence of outliers in
the present study may be because the respondents are corporate bodies represented by
their staffs that are knowledgeable enough to fill the questionnaire rightly. Therefore,

the study is left with all the 99 data set to be used for further analysis.
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Normal probability plot (Histogram)

The fact that the data is free from being a non-normal data satisfies the assumption
that the relationship between the constructs is homoscedastic, and that

heteroscedasticity is non-existing (Tabachnick & Fidell, 2007).

7.7.4 Multicollinearity Test

Exogenous variables are not supposed to be highly correlated, where these happens, a
problem of multicollinearity is said to be existing. Tabachnick and Fidell (2007),
provides that a correlation of 0.90 and above among exogenous variables indicates the
existence of multicollinearity. Once multicollinearity exists in a study, the highly

correlated exogenous variables enclose unnecessary information that leads them to
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increase the size of the error term and subsequently weaken the analysis (Tabachnick
& Fidell, 2007). To test for multicollinearity in the present study, twé methods were
employed. Firstly the correlation matrix of the exogenous variables was examined. In
line with previous literature such as Hair et al. (2010) and Tabachnick and Fidell
(2007), a correlation of 0.90 and above is considered high and regarded as
multicollinearity. The correlation matrix indicates that none of the exogenous
variables are highly correlated; therefore, there is the absence-of multicollineari';y in

the study. Table 7.6 below shows the correlations among exogenous variables of the

study.
Table 7.6
Correlation among exogenous variables :
COM CRE EMP ENV INR SUR
COM 1.000
CRE 746 1.000
EMP 663 714 1.000
ENV 751 678 590 1.000
INR 647 624 624 #1431 1.000
SUR 767 881 .670 708 .648 1.000

The second method was the use of variance inflated factor (VIF) and tolerance to
identify the multicollinearity problem. The VIF should not be above 10, and the
tolerance should not be below 0.10, and violation of this threshold signifies the
existence of multicollinearity (Hair et al., 2010). Thus, this study run 6 regression
analysis using SPSS version 19 taking one exogenous variable as the dependent
variable and the remaining as the independent variables for all the exogenous
variables, making a total of 6 regressions for 6 exogenous variables. The endogenous
variables are presented horizontally on the top of Table 7.7 while the exogenous

variables are presented vertically. The individual regressions are represented by
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Table 7.9
Descriptive statistics of latent variables

Latent variable No.of Mean  Std. Skewness  Kurtosis Min Max
items dev.

Financial performance 7 4,802  1.208 -.959 1.038 1.00 7.00
Stakeholder influence 11 4561 1.320 -.868 535 1.00 7.00
capacity

Community relations 4 4576 1347 -.508 -.141 1.00 7.00
Environmental concern 4 4.557 1.372 -.264 -517 1.00 7.00
Employee relations 5 4341  1.240 -.545 324 1.00 7.00
Investor relations 4 4572 1428 -.406 -313 1.00 7.00
Customer relations 4 5.080 1.331 -.823 442 . 1.00 7.00
Supplier relations 5 4.667 1.326 -.648 193 1.00 7.00

Table 7.9 above indicates that the averages for the study variables range from 4.341 to
5.080. Specifically, the average and standard deviation of financial performance were
4,802 and 1.208 respectively. This explains that on average, Nigerian listed
companies perceived that they are profitable. The mean of stakeholder influence
capacity is 4.561 and the standard deviation is 1.320. Meaning that Nigerian firms on
average perceived their SIC as moderate. Community relations among Nigerian listed
firms are perceived to be moderate as evidenced by its mean (4.576) and the standard
deviation (1.347). The mean (4.557) of environmental concern indicated that Nigerian
listed firms perceived their concern for the environment to be moderate, and the
standard deviation is 1.372. Employee relations had a mean and standard deviation of
4341 and 1.240 respectively. This is indicating that on average, listed firms in
Nigeria perceived their relationship with the employee as moderate. The firm’s
concern on investors was also moderate evidenced by the mean (4.572) and standard
deviation (1.428). Nigerian listed companies maintain good ties with customers as
indicated by their mean (5.080) and standard deviation (1.331). On average, they

perceive the relationship to be good. They also relate well to their suppliers on
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Measurement model for the main study
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Structural model of the study
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In order to test how well the model fit the data or to test the theory empirically, the
hypotheses of the study are stated followed by the assessment of each hypothesis

based on the empirical result as to whether it is supported and significant or not.

7.10.2.1 Tested Hypotheses of the Study
The hypotheses of the study are stated below which comprises of direct relationship

hypotheses that are up to 13 in number and 6 mediated relation hypotheses.

7.10.2.2 Direct relationship hypotheses

As stated above, the direct relationship hypotheses were 13 based on the study’s
model, 6 were directly from the exogenous variables of the study to the endogenous
variables. Additionally, there are another 6 hypotheses on' the relationship between
exogenous to mediator variables, and finally 1 from the mediator to the endogenous
variable. The hypotheses were stated as follows;

Hypothesis 1: Community relation is positively related with financial performance
Hypothesis 2: Environmental concern is positively related with financial performance
Hypothesis 3: Employee relation is positively related with financial performance
Hypothesis 4: Investor relation is positively related with financial performance
Hypothesis 5: Customer relation is positively related with financial performance
Hypothesis 6: Supplier relation is positively related with financial performance
Hypothesis 7: Community relation is positively related with SIC

Hypothesis 8: Environmental concern is positively related with SIC

Hypothesis 9: Employee relation is positively related with SIC
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mediator to endogenous variables known as paths a and b respectively are divided by

)

: i - {axd
standard error of the paths to determine the significance of the indirect effect[ :.:a

The study tests the mediation effect of stakeholder influence capacity (SIC) on the
relationship between CSR dimensions such as community, environment, employee,
investor, customer and supplier relations on financial performance using the

bootstrapping method with 99 cases and 500 subsamples.

As stated above in the direct relation section, the significance leve] of the study is p <
0.05 and p < 0.01 as suggested by hair ef al. (2010). The result of the complete model
is presented in figure 7.3 and Table 7.15. The assessments of the mediated

relationships which are stated in hypothesis 14 to 19 are presented below.

Hypothesis 14 predicts that SIC can mediate the relationship between community
relation and financial performance. The result (§ = 0.112, t = 2.403, p = 0.018)
indicates that SIC can significantly mediate this relationship. Hypothesis 15 proposes
that SIC can explain how environmental concern leads to improved financial
performance. The result (B =0.103, t = 2.474, p = 0.015) supports this hypothesis as it
indicates that SIC mediates the relationship between environmental concern and

financial performance.

The result of hypothesis 16 (B = 0.075, t = 2.501, p = 0.014) shows support for its

predicted relationship. The hypothesis predicted that SIC can mediate the relationship
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CHAPTER EIGHT

DISCUSSION, RECOMMENDATION, AND CONCLUSION

8.1 Introduction

This chapter is on the discussion of the empirical findings of the study, relative to the
research questions, objectives and hypotheses developed. Previous literature that
supports the result is also discussed. The contributions and implications of the study
findings to both the theory and practice are highlighted and discussed. Finally, the
limitations and direction for future studies in the area are offered as a concluding

remark.

The study, therefore, examines the mediating effect of stakeholder influence capacity
on the relationship between corporate social responsibility dimensions, i.e.
community relation, environmental concern, employee relation, investor relation,
customer relation, supplier relation and financial performance among Nigerian listed
companies. The study has a total of 19 hypotheses which are tested, and the result
supports 14 hypotheses (9 for the direct and 5 for the mediating). The result is
presented in chapter 6 and its discussion is presented in the following sections based

on the study’s research objectives.

8.2 Discussion of findings
Based on the previous literature, the study proposes a mediating effect of SIC in the
relationship between CSR dimensions and financial performance. The empirical

findings of the study show a positive and negative relationship between the CSR
230



dimensions and financial performance (direct relationship) and also between CSR
dimensions and financial performance through a mediator SIC (indirect relationship).
Mostly the negative relationships are not significant and almost all the positives are
significant with the exception of | which is positive and insignificant. The study’s
discussions of findings which are presented based on objectives of the study are as

could be seen below.

8.2.1 Relationship between CSR and financial performance

The first objective of this study is to examine the relationship between 6 CSR
dimensions and financial performance. In order to achieve this objective, 6
hypotheses are proposed and tested. The result of the hypotheses test reveals that half
of the 6 dimensions of CSR (employee, investor and customer relations) are
significantly related to financial performance. The second half (community,
environment and supplier) are not having a significant relation with financial
performance in the Nigerian context. The discussion on the direct relationship

between CSR dimensions and financial performance are as follows.

8.2.1.1 Relationship between community relation and financial performance

The hypothesis regarding the relationship between community relation and financial
performance was tested and the result was not in support of the hypothesis. It is
proposed that community relation will have a positive and significant relationship
with financial performance. The result shows an insignificant negative relationship
between the two constructs. This result is in line with Inoue and Lee (2011) that find a

significant negative relationship between community dimension of CSR and return on
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asset (ROA). The result is also similar to that of Brammer, Brooks and Pavelin (2006)
that find a negative correlation between community dimension and share returns.
Additionally, Oba (2011) finds a similar result where a negative relationship was
reported between a charitable contribution and Tobin’s q, and also an insignificant
positive relationship between community CSR and Tobin’s g. The possible
explanation of this finding is that the sample of the present study is a combination of
all the 11 industries in the Nigerian stock exchange. The strategic implication of each
dimension of CSR depends on the connectedness of the firm’s business activities and
the CSR (Porter & Kramer, 2006). Therefore, in the present study, some of the
industries have direct link to community and some do not, and most likely may affect
the effect to be negative. There are several studies that report an insignificant positive
relationship between community dimension of CSR and various measures of financial
performance (Berman et al., 1999; Hettiarachchi & Gunawardana, 2012; Rodgers,
Choy & Guiral, 2013). Berman et al. (1999), reports an insignificant relationship
between community dimension and ROA. In addition, Hettiarachchi and
Gunawardana (2012) find an insignificant relationship between community dimension

and ROA.

A similar result is reported by Rodgers et al. (2013), between community dimension
and financial health. This result indicates that Nigerian listed companies perceive that
community relations have an inverse relationship with their profitability. This is also
reported by previous studies that firms in Nigeria consider CSR as a reduction to their
profitability (Nwachukwu, 2009). According to a study, more than 70% of Nigerian

firms practice philanthropic CSR as against strategic. Meaning that they are not
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expecting any returns from their CSR (Ojo, 2009). Similarly, some other previous
studies on Nigerian CSR reports that it is aimed at addressing socio-economic
challenges (Alawiye-Adams & Afolabi, 2014; Amaeshi, Adi, Ogbechie, & Amao,
2006; Helg, 2007, Obalola, 2008). This may be the reason why they consider

community relation as an impidement to their profitability.

8.2.1.2 Relationship between environmental concern and financial performance

The hypothesis between environmental concern and financial performance is tested
and the result is not significant as proposed in the hypothesis. The study hypothesized
a positive and significant relationship between environmental concern and financial
performance. The result reveals a positive but insignificant relationship between the 2
constructs. This result is similar to Inoue and Lee (2011), that report an insignificant
relationship between the environmental dimension of CSR and both ROA and Tobin's
g. in the airline industry. Additionally, Berman et al. (1999) also reported another
insignificant relationship between the environmental dimension of CSR and ROA.
Furthermore, the empirical findings of Hettiarachchi and Gunawardana (2012)
reported an insignificant relationship between the environmental dimension of CSR
and both ROA and Tobin’s q. Some critics even report a negative relationship

between environmental concern dimension of CSR and financial performance.

Hillman and Kiem (2001), report an insignificant negative relation between an
environmental dimension of CSR and market value added (MVA). The result is
similar to Brammer, Brooks and Pavelin (2006), who report a negative correlation

between the environmental dimension of CSR and share returns. Additionally,
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of CSR and SIC. This shows that Nigerian listed companies perceived that their CSR
on employee relation creates an intangible asset SIC. It is a construct that suggests the
ability of a firm to identify, act and exploit stakeholder relationship through CSR
(Barnett, 2007; Barnett & Salomon, 2012). This result highlighted that Nigerian firms
believe that CSR on employee relation adds to their good relationship with their

stakeholders.

This result does not accord or contrasts the findings of any previous study known to
this researcher, therefore, this study is, to the utmost knowledge of this researcher, is
the first to examine this relationship. But the result coincides with the theoretical
propositions of Barnett (2007) and Barnett and Salomon (2012) which provides that
CSR (employee relation) over time creates SIC and it enables the firm to exploit
stakeholder favor. This result confirms the theoretical argument of Karaye, Zuaini and

Che-Adam (2014) that CSR (employee relation) leads to SIC. et al

8.2.2.4 Relationship between investor relation and SIC

A significant positive relationship between investor relation and SIC is hypothesized
and tested in the study. The empirical result reveals a positive and significant
relationship between the constructs. This indicates that Nigerian companies perceive
that their CSR on investor relation creates an intangible asset for them that is referred
to as SIC. It is theoretically believed that SIC is created through consistent
engagement in CSR activities (Barnett, 2007; Barnett & Salomon, 2012). Therefore
by extension, Nigerian firms acknowledge the importance of CSR in investor relation

in boosting the good relationship between the firm and their stakeholders.
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another hypothesis is developed and tested on this relationship. The hypothesis
proposes a significant positive relationship between SIC and financial performance.
The empirical result indicated a significant positive relationship between the
constructs. This indicated that Nigerian listed firms perceive that the SIC created by
their firms through consistent CSR activities leads to a favorable financial
performance to théir firms. This study’s findings have provided a partial support to
the study of Barnett and Salomon (2012), who find a curvilinear relationship between

SIC measured as KLD index, and financial performance (ROA).

It is in line with the theoretical argument of Barnett (2007) that SIC leads to improved
financial performance. This finding has provides a support to the theoretical thought
of Karaye, Ishak, and Che-Adam (2014). Several other theoretical arguments that
support the result include Jones (1995) who asserts that maintaining a good
relationship with stakeholders assists the firm in reducing transaction cost which by
extension improves profitability. It is provided that good stakeholder relation
improves market prospects and pricing premiums (Fombrun, Gardberg & Barnett,

2000).

8.2.4 The mediation of SIC between CSR and financial performance

The study’s main thesis is to examine the mediating effect of SIC in the relationship
between CSR dimensions and financial performance which is stated as the fourth
objective of the study. In order to achieve this objective, 6 hypothesis are proposed
and tested for the mediating effect of SIC in the relationship between CSR and

financial performance. The mediation effect is tested using PLS-SEM bootstrapping
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The finding supports the theoretical argument of stakeholder theory that balancing the
need of diverse stakeholders against the only stockholders helps the firm to have a
competitive advantage (Freeman, 1984). Specifically, instrumental stakeholder theory
proposes that management of dealings with stakeholders can lead to an improved
financial performance through creation, improving and preservation of ties that
promises significant resources to corporations (Jones, 1995). It helps the firm to avoid
a negative event and adverse legislation (Hillman & Kiem, 2001; Berman et al.,
1999). It helps attract and retain qualified and talented employees (Waddock &
Graves, 1997; Moskowitz, 1972). It also helps to differentiate the firm’s product and
services which attract premium price (Hillman & Kiem, 2001). It can be said that the
influence of community relation on financial performance is best understood through
SIC. Consistent CSR practice creates an intangible stock (image) in the eyes of the
stakeholders call SIC that enables the firm to benefit favorably (Barnett, 2007). This
could be further explained as the community give protection, loyalty to their

products/services and provide workforce desired/required by the firm.

It can be said that financial performance depends on community relation for firms
with SIC. This result provides support for previous studies that put emphasis on the
need for mediating variables in the CSR and financial performance relationship
(Barnett & Salomon, 2012; Carroll & Shabana, 2010; Crifo ef al., 2016; Goll &
Rasheed, 2004; Pivato, Misani & Tencati, 2008; Tsoutsoura, 2004). In conclusion,
community relation creates for the firm, an image, an intangible asset (SIC) which
later enables the firm to enjoy stakeholder favor that improves its financial

performance.
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8.2.4.2 The mediating effect of SIC in the environmental concern and financial
performance relationship
This study hypothesizes the mediating effect of SIC in the environmental concern and
financial performance relationship. While the direct relationship between
environmental concern and financial performance is not significant, environmental
concern has a direct effect on SIC. It is beautiful that environmental concern has an
effect on financial performance through SIC. The empirical result of the tested
hypothesis reveals a significant mediating effect of SIC on the relationship. This
shows that Nigerian listed companies assume that their environmental concern create
an image for the firm in the eyes of the stakeholders which in turn enables them to
enjoy favorable financial outcomes as held by Bamett (2007), and Barnett and
Salomon (2012). As stated elsewhere in this study, the result does not coincide or
opposes any previous study because it may seem, there are no previous studies on this

relationship.

The findings coincide with the theoretical argument of stakeholder theory which
states that maintenance of a balanced attention and demand of a vast number of firm’s
stakeholders increases their profitability (Freeman, 1984). Furthermore, the
instrumental stakeholder theory states that resources can be generated from creation,
upgrading and preservation of good relations with key stakeholders (Jones, 1995).
The result also tallies with Hillman and Kiem (2001), that stakeholder management
reduces cost by avoiding an adverse regulation, legislation or/and fiscal action from

the firm. It is observed that the influence of environmental concern on financial
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8.2.4.6 The mediating effect of SIC in the supplier relation and financial
performance relationship
The relationship between supplier relation and financial performance is explained via
SIC. This study hypothesizes and testes the mediating role of SIC in the supplier
relation and financial performance relationship. Nonetheless, the study approve that,
the direct relation between supplier relation and financial performance is not
significant. It has a direct significant relation with SIC. Interestingly, supplier relation
has an effect on financial performance through SIC. In other explanations, the
relationship is good and significant due to the mediation of SIC. In short, the result
indicates that supplier relation’s influence on financial performance is better

understood through the mediation role of SIC. Therefore, this hypothesis is accepted.

This result also indicates that even though keeping good relation with suppliers does
not directly improve profitability, it improves the good image of the firm in the eyes
of stakeholders which by extension leads to better profits. It further supposes that
financial performance depends on supplier relation for a firm that has SIC. To obtain
support or opposition based on the empirical ground to the study’s finding is a
difficult task considering the assumption that previous empirical studies on this
relationship are lacking. The result provides support for many other studies (Barnett
& Salomon, 2012; Carroll & Shabana, 2010; Crifo et al., 2016; Goll & Rasheed,
2004; Pivato, Misani & Tencati, 2008; Tsoutsoura, 2004) that stresses the need for
mediation effect in the relationship between CSR and financial performance. The

result provides support for stakeholder theory and instrumental stakeholder theory
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[ 1 [ [ |

S/N

Statements

Level of Agreement

Qur employees regularly wvisit some of our
stakeholders to find out if there is anything we could

do to tmprove relationship

Qur firm interact with stakeholders of other firms
through informal ways to acquire information that can

improve stakeholder relationship

Our firm periodically organizes special meetings with

stakeholders in order to poster good relationship

Qur firm regularly go extra mile such as meeting third
party (auditors, consultants, lawyers etc.) to acquire

knowledge about ways to improve relations with

°| stakeholders

Our firm creates new opportunities to serve our

stakeholders better are quickly understood

Our firm quickly analyze and interpret changes in

stakeholder demand

Our firm record and store newly acquired knowledge
on ways to improve stakeholder relations for future

references

Our firm quickly recognizes the usefulness of new
opportunities to existing opportunities to improve

relations with stakeholders

Our firm management periodically meets to discuss
consequences of stakeholder relations and new CSR

initiatives

10

It is clearly known to our firm how io relate with our

stakeholders for mutual benefit

11

Qur firm clearly know and divide our stakeholder

needs into sub divisions

Section Three: Corporate Social Responsibility

The following statements assess the perception of the management of your company,
on the last year level of the firm’s involvement in corporate social responsibility
activities. Please indicate the extent of your firm’s participation in corporate social

responsibility based on the numerical scale provided below.
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Appendix B
SIC Scale Development Questionnaire

Pusat Pengajian Perakaunan §
SCHOOL OF ACCOUNTANCY

Universiti Utara Malaysia

SURVEY ON PERCEPTION OF FIRM’S STAKEHOLDER INFLUENCE
CAPACITY AND FINANCIAL PERFORMANCE
(SCALE DEVELOPMENT STUDY)

Dear Sir/Madam

I am a postgraduate student of University Utara Malaysia, and currently conducting a
survey for the purpose of developing a scale for stakeholder influence capacity (SIC).
There are 3 sections as follows; 1 financial performance, 2 stakeholder influence
capacity and 3 participating firm’s demographic information.

It is part of the requirements for the award of PhD. Degree for students to conduct a
field research in his/her approved area of his/her study which in my situation cannot
be possible without developing a measurement scale for SIC.

I therefore solicit for your precious time, to kindly help and complete this
questionnaire as stated and required, please note that your responses will be treated
with utmost confidentiality and would be used purely for the purpose of scale
development and not for any other reason what so ever. I highly appreciate your co-
operations.

In all the questions you are required to either tick or circle the option that best
represents your opinion. There is no right or wrong answer. Therefore, I would
appreciate your honest and complete response to help me capture and reflect your
views in the final analysis.
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Appendix C
PLS-SEM Measurement Models

Appendix C1: Cronbach’s Alpha

com 0.923208
CRE 0.933031
EMP 0.889528
ENV 0.844093
FP ‘ 0.947783
INR 0.834016
sic 0.961280
i SOR . - 0.931365

Appendix C2: Composite Reliability

T 1 Composite Reliability
[oo] ] 0.945713
CRE 0.952224
EMP 0.923250
ENV : 0.927680
: FP 0.958290
~ INR 0.922217
SIC 0.966078
SUR: == 0.948172
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Appendix C3: Average Variance Extracted (AVE)

“‘ A
COM 0.813432
CRE 0.832914
.'E:i"""P 0.750482
ENV 0.865115
FP 0.792940
INR 0.855717
SIC 0.721615
___SUR 0.785583
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Appendix C4: Discriminant Validity:

I

Fornell Larcker Criterion

coM

CRE

EMP

ENV

FP

INR

SIC

| SUR

coM

0.902

0.745757

0.913

EMP.

0.663085

0.713984

0.866

0.751257

0.678337

0.589598

0.930

FP

= |

0.686988

0.728028

0.705889

0.708810

0.890

INR

0.647267|0.623537

0.624301

0.750997|0,734727

0.925

s1c.

0.804345 (0.738607

0.717151

0.805564 |0.826614

0.796337

0.849

s

0.767273|0.881424

0.670027

0.70777110.713896

0.648102

0.770594

0.886

Cross Loadings

COM

CRE

EMP

ENV

FP

INR

SIC

SUR

0.878082

0.625901

0.589164 (0.630082

0.536415

0.563441

0.671516

0.621021

0.933899

0.683085

0.61142210.724630

0.638407

0.626942

0.742876

0.707269

0.927935

0.693633

0.62073410.742983

0.649148

0.592415

0.756943

0.732544

0.865720

0.683084

0.570241 |0.606169

0.645116

0.550460

0.724646

0.699156

0.637506

0.887806

0.6362420.532870

0.626774

0.488219

0.595192

0.733180

0.691938

0.933293

0.653905 |0.641375

0.699710

0.597621

0.692746

0.795692

0.720189

0.928591

0.684711[0.637551

0.676919

0.589593

0.702587

0.844048

0.669393

0.900078

0.631163|0.656940

0.651219

0.593382

0.698977

0.839651

0.589711

0.656417

0.859329|0.559225

0.624663

0.550712

0.695022

0.557810

0.525676

0.650362

0.883195|0.512077

0.693802

0.578279

0.607255

0.624474

0.611265

0.584764

0.8641740.519675

0.614504

0.556090

0.615942

0.602929

0.573553

0.571937

0.858285|0.438335

0.489996

0.464735

0.552918

0.528841

0.682424

0.646716

0.539713]0.931166

0.675699

0.701844

0.744391

0.706614

0.715337

0.614927

0.557212]0.929064

0.642622

0.695147

0.754227

0.609309

0.543584

0.589666

0.55243710.605277

0.899528

0.621487

0.674954

0.546624

0.628266

0.636278

0.700769|0.634649

0.885908

0.682047

0.750553

0.631513

0.647742

0.650563

0.674697 |0.679727

0.899336

0.718830

0.754978

0.654032

0.621629

0.624694

0.565182 |0.646414

0.895309

0.634905

0.716975

0.642322

0.604339

0.689946

0.602672]0.584732

0.876616

0.568949

0.725432

0.673081

0.616828

0.650849

0.659946 |0.631068

0.885899

0.687827

0.782839

0.658004

|0.526361

0.513355

0.485899|0.603873

0.568030

0.905252

0.649444

0.576369

2 |0.657393

0.628424

0.650922 10.768040

0.769008

0,944432

0.807358

0.620078

0.676102

0.551487

0.52539410.643790

0.648223

0.612678

0.809420

0.639728
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:SIC10{0.726635 (0.673107(0.623045|0.703850 | 0.748484 |0.691417 | 0.869538 0.692068W
;gléi-l 0.694050 |0.5731930.582315 (0.696735|0.668294 | 0.662856 | 0.821377 | 0.588928
SICZ 0.694858 |0.665484 |0.678774(0.719810 (0.740430 |0.767305 | 0.868297 | 0.674566

SIC3 (0.654627 [0.647064 |0.568004 |0.643574|0.672236 |0.637303 [0.814580 0.690301

SIC4 0.709344 |0.586434 |0.601959|0.729709)0.722588 | 0.715969 |0.881636 |0.624836

s1c5 |0.690219 |0.681238]0.703709 |0.702397 | 0.758002 [0.728201 [ 0.893124 | 0.703661
| SIC6 |0.712634 |0.733964 |0.701268 |0.712242|0.734947 [0.651669 | 0.877753 |0.726209
| s1C7 |0.668440 |0.599696 |0.560285 |0.662076 | 0.723776 | 0.726672 |0.834323 [ 0.629808
 s1¢8 |0.632386 | 0.549629|0.557355 [ 0.626660 [ 0.595058 | 0.540361 | 0.814646 | 0.574166
s1c {0.651656 [0.578231 [0.576352 0.676795 [ 0.689846 |0.680329 | 0.853942 [0.643996
'SUR1 [0.640371 [0.837978 |0.660644 | 0.548823 | 0.642047 |0.534675 | 0.631323 [ 0.890394
SUR2 [0.666359 |0.768025 | 0.522432 | 0.664160 |0.671065 [0.618274 | 0.712199 | 0.903524
SUR3 (0.728924 {0.795222|0.605690 | 0.647420 | 0.647159 | 0.608240 | 0.696506 | 0.920021
SUR4 |0.665857|0.775253 |0.612284 | 0.630469 | 0.621414 | 0.584312 | 0.695782 | 0.890194
'SURS |0.698924 |0.730847 [0.573839 | 0.642308 | 0.578597 | 0.520752 [ 0.676310 | 0.824544
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Appendix D
PLS-SEM Structural Models

Appendix D1: VIF Values (Normality)

Endogenous community environment employee investor customer Supplier
Variable

Exogenous

Variables

Community 2.837 3451 3.451% 3478 3418
Envircnment 5.4 6.573 3311 6.717 6.633
Employee 211 2.122 1.977 1.967 2.159
Investor 5.237 2.640 4.883 5.354 5.309
Customer 5.217 5.293 4,801 5.293 2.948
Supplier 5.339 5.443 5.489 5465 3.070

Appendix D2: Path Coefficients of Direct Relationship

g Original Sample g:t?:::: _ St::iird | T Statistics
|ampe @ e 0 1 Jsieews | rsvermy | [USARRRY

. coM ->FP | -0.075669 | -0.067561 0.059780 0.058780 1.265779

: CGM ->SIC | 0.251284 0.237221 0.094213 0.094213 2.667175
CRE =>FP | 0.209622 0.208061 0.078937 0.078937 2.655550

: €ERE -> SIC ‘ ~-0.018243 -0.010030 0.071300 0.071300 0.255860

i EI\@'P -> FP 0.151111 0.148320 0.057746 0.057746 2.616840

xEMP -> SIC AL155p52 0.156837 0.055066 0.055066 2.832106

; ENV -> FP 0.043570 0.039698 0.072378 0.072378 0.601972
ENV -> SIC 0.212245 0.212415 0.069897 0.069897 3.036522
INR -> FP 0.156116 0.154758 0.061788 0.061788 2.526645

| INR->SIC | 0.290534 | 0.289903 0.042922 0.042922 6.768960
.S:I:C -> FP 0.473012 0.477262 0.084959 0.084959 5.567552
SUR -> FP -0.010577 | -0.013797 0.076282 0.076282 0.138663
Sﬁk = SIC 0.150862 0.156395 0.063728 0.063728 2.367293
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Appendix D3: Mediation Result Bootstrapping

a(CoM)

c(CRE) | d(EMP) | e(ENV) | fF(INR) | b g(SUR)
Sample 0 0.169 | 0.028 | 0.103 | 0.219 | 0.301 | 0.487 0.218
Sample 1 0.337 | -0.015 | 0.238 | 0.177 | 0.273 | 0.450 0.021
Sample 2 0312 | -0.073 | 0.139 | 0.114 | 0.302 | 0.363 0.259
Sample 3 0.315 | -0.052 | 0.119 | 0.233 | 0.306 | 0.405 0.084
Sample 4 0.228 | -0.111 | 0.119 | 0356 | 0.271 | 0.450 0.165
Sample 5 0.317 | -0.081 | 0.025 | 0.216 | 0.297 | 0.474 0.255
Sample6 | -0.015 | 0.105 | 0.241 | 0.257 | 0.315 | 0.492 0.133
Sample 7 0.205 | 0.087 | 0.069 { 0.135 | 0.315 | 0.462 0.233
Sample 8 0.235 | 0.103 | 0.109 | 0.289 | 0.290 | 0.503 0.015
Sample 9 0.104 | 0.021 | 0207 | 0.169 | 0.258 | 0.537 0.302
Sample 10 | 0.218 | -0.028 | 0.189 | 0.300 | 0.276 | 0.513 0.095
Sample11 | 0247 | -0.061 | 0.210 | 0.208 | 0.272 | 0.507 0.165
Sample12 | 0.165 | 0.059 | 0.241 | 0.265 | 0.278 | 0.431 0.038
Sample13 | 0.194 | 0.104 | 0.038 | 0.190 | 0.365 | 0.480 0.150
 Ssample14 | 0.144 | 0.022 | 0.118 | 0.313 | 0.273 | 0.588 0.183 -
Sample 15 | 0216 | 0.081 | 0.177 | 0.126 | 0.346 | 0.565 0.118
Sample 16 | 0.085 | 0.040 | 0.247 | 0.259 | 0.252 | 0.322 0.174
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a*b | c*b | di*b | e*b | b | o*b

0.082

0.152

0.113

0.127

0.103

0.150

0.007
0.095
0.118
0.056

0.112

0.125
0.071
0.093
0.085
0.122
0.027

0.014

0.007

0.027

0.021

0.050

0.038

0.052
0.040
0.052
0.011

0.015

0.031
0.025
0.050
0.013
0.046
0.013

0.050

0.107

0.050

0.048

0.054

0.012

0.119
0.032
0.055
0.111

0.097

0.106
0.104
0.018
0.069
0.100
0.079

0.106
0.080
0.042
0.054
0.160
0.103

0.127
0.063
0.145
0.091

0.154

0.105
0.114
0.091
0.184
0.071
0.083

0.146

0.123

0.110

0.124

0.122

0.141

0.155
0.145
0.146
0.139

0.141

0.138
0.120
0.175
0.161
0.195
0.081

0.106

0.009

0.054

0.034

0.074

0.121

0.066
0.108
0.008
0.162

0.048

0.084
0.016
0.072
0.108
0.067
0.056



Sample 17 0.344 -0.038 0.143 0.141 0.270 | 0.536 0.190
Sample 18 0.348 -0.077 0.182 0.215 0.283 | 0.637 0.075
Sample 19 0.240 -0.031 0.245 0.155 0.293 | 0.482 0.107
Sample 20 0.191 0.074 0.151 0.266 0.305 | 0.423 0.081
Sample 21 0.242 -0.129 0.163 0.258 0.323 | 0.455 0.193
Sample 22 0.183 0.021 0.109 0.296 0.311 0.587 0.124
Sample 23 0.390 -0.125 0.183 0.153 0.274 | 0.476 0.169
Sample 24 0.355 -0.072 0.056 0.122 0.313 | 0.523 0.256
Sample 25 0.164 0.013 0.125 0.280 0.309 | 0.490 0.150
Sample 26 0.389 0.025 0.228 0.080 0.216 | 0.417 0.105

" " " H (1] 1" 1 1]

" n 1 n 3 " H "

" n " " it 1 " t

1] n I n n n 1) "
Sample 476 0.300 0.024 0.155 0.161 0.295 | 0.465 0.109
Sample 477 0.290 -0.013 0.159 0.160 0.313 | 0.601 0.145
Sample 478 0.235 -0.057 0.182 0.186 0.337 | 0.599 0.160
Sample 479 | 0.065 0.025 0.131 0.229 0.325 | 0.488 0.271
Sample 480 0.288 0.019 0.177 0.266 0.274 | 0.483 0.034
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0.184

0.222

0.115
0.081

0.110
0.108

0.186

0.140

0.174

0.141
0.034
0.139

0.076

0.116

0.118
0.064

0.074
0.064

0.087

0.072

0.095

0.109
0.064
0.086

0.075

0.137

0.075
0.112

0.117
0.174

0.073

0.075

0.096

0.112
0.112
0.129

0.145

0.180

0.141
0.125

0.147
0.183

0.131

0.137

0.188

0.202
0.159
0.132

0.102

0.048

0.052
0.034

0.088
0.073

0.051

0.087

0.096
0.132
0.017



Sample 497

Sample 481 0.303 0.008 0.057 0.110 0.388 | 0.318 0.165
Sample 482 0.068 0.120 0.187 0.260 0.269 | 0.401 0.158
Sample 483 0.322 -0.028 0.161 0.147 0.310 | 0.514 0.126
Sample 484 0.240 -0.140 0.231 0.232 0.261 | 0.519 0.205
Sample 485 0.230 0.032 0.087 0.224 0.294 | 0.384 0.173
‘Sample 486 0.246 0.060 0.139 0.134 0.281 | 0.294 0.180
Sample 487 0.282 -0.045 0.113 0.146 0.334 | 0.517 0.202
Sample 488 0.259 0.021 0.101 0.142 0.293 | 0.294 0.231
Sample 489 0.184 0.055 0.162 0.225 0.292 | 0.467 0.136
Sample 490 0.291 -0.010 0.087 0.224 0.346 | 0.489 0.090
Sample 491 0.249 -0.036 0.182 0.247 0.248 | 0.422 0.160
Sample 492 0.205 -0.021 0.336 0.188 0.282 | 0.530 0.041
Sample 493 0.283 -0.077 0.202 0.272 0.228 | 0.541 0.128
Sample 494 0.176 -0.068 0.217 0.261 0.249 | 0.425 0.196
Sample 495 0.377 -0.070 0.106 0.155 0.287 | 0.391 0.175
Sample 496 0.287 -0.062 0.166 0.311 0.284 | 0.583 0.054

0.343 -0.076 0.133 0.151 0.254 | 0.392 0.237
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0.096
0.027

0.166

0.125
0.088
0.072

0.146
0.076
0.086

0.142

0.105

0.109

0.153

0.075

0.148

0.167

0.135

0.002
0.048

0.015

0.073
0.012
0.018

0.023
0.006
0.026

0.005

0.015

0.011

0.042

0.029

0.027

0.036

0.030

0.018
0.075

0.083

0.120
0.034
0.041

0.058
0.030
0.075

0.043

0.077

0.178

0.109

0.092

0.041

0.097

0.052

0.035
0.104

0.076

0.120
0.086
0.039

0.076
0.042
0.105

0.110

0.104

0.099

0.147

0.111

0.061

0.181

0.059

0.123
0.108

0.159

0.136
0.113
0.083

0.173
0.086
0.136

0.169

0.104

0.149

0.123

0.106

0.112

0.166

0.100

0.052
0.063

0.065

0.106
0.066
0.053

0.104
0.068
0.064

0.044

0.067

0.022

0.069

0.083

0.068

0.031

0.093



] VSa‘mple‘!‘iB& 4 0.296 -0.021 0.133 0.288 0.274 0.476 0.052 0141
Sample 499 | 0.249 -0.045 0.217 0.149 0.291 0.515 0.176 0.128
Average 0.112

Std dev 0.046

T Statistics  2.403

P Value 0.018
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0.010

0.023

0.004
0.034

0.123
0.903

0.063

0.112

0.075
0.030

2.501
0.014

0.137

0.077

0.103
0.042

2.474
0.015

0.131

0.150

0.139
0.033

4.175
0.000

0.025

0.091

0.074
0.032

2.274
0.025



Appendix D4: Coefficient of Determination (R?)

RSquare &

COM

CRE

EMP

ENV

FP

0.736328

INR

SIC

0.819079

SUR _

Appendix D5: Effect Size (F%)

f2 Effect Size
R- R-
squared  squared f- Effect

Endogenous _exogenous Included Excluded squared size

FP COM 736 735 004  None
CRE 736 728 .030 Small
EMP 736 727 034 Small
ENV 736 736 .000 None
INR 736 728 .030 Small
SIC 736 698 144 Small
SUR 736 736 .000 None

SIC COM 819 .800 .105 Small
CRE 819 819 000 None
EMP 819 .809 .055 Small
ENV 819 806 072 Small
INR 815 787 A77 Moderate
SUR 819 815 022 Small

Appendix D6: Predictive Relevance (Q%)
()? Predictive Relevance
Total SSO SSE 1-SSE/SSO
FP 594 250.079557 0.578991
SIC 1089 446.430612 0.590055
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