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THE SIGNALING EFFECT OF CORPORATE SOCIAL RESPONSIBILITY IN EMERGING 

ECONOMIES 
 

This summary is based on an article by authors Weichiech Su, Mike Peng, Weiqiang Tan, and Yan-

Leung Cheung published in Journal of Business Ethics, March 2016, Volume 134, Issue 3, pp 479–491. The 
article takes a look at how the adoption of corporate social responsibility practices affects firms in emerging 

economies. The focus will be on the correlation between CSR practices and financial performance. The 
main thesis, methodology, and findings will be addressed and discussed below. 

 
I. Thesis 

 

The study titled The Signaling Effect of Corporate Social Responsibility in Emerging Economies 
describes the relationship between corporate social responsibility and financial practices in emerging 

economies. Corporate social responsibility in this case is defined as “voluntary actions taken by firms that 
go beyond the narrow economic, technical, and legal requirements of a firm”.1 The overall thesis is that 

CSR practices signal unseen qualities that makes the firm more appealing to both investors and consumers. 

It also touches on how effects of CSR are stronger in less developed capital markets. 
 

II. Methodology & Data 
 

In this study, the authors focus on a less theoretical approach and instead used a resource-based view 

of the relationship between CSR and financial performance. The study was also focused on ten Asian 
emerging economies; China, Hong Kong, India, Indonesia, Korea, Malaysia, the Philippines, Singapore, 

Taiwan and Thailand. The data collected was from CLSA corporate governance reports from 2001, 2002, 
2004, and analyzed for signaling effects of CSR practices. Tobin’s q is calculated by the sum of the market 

value of equity plus short-term debt plus long-term debt divided by total assets and was used as a proxy 
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for financial measurement in this study. CSR is the dependent variable in the study, measured by the CSR 
score in the CLSA reports out of a total of 100. The control variables used in this study were GDP per capital 

and net foreign direct investment.  

The authors of this study used multilevel regressions to examine the effect of CSR practices on financial 

performance. This technique was chosen for two main reasons, one being that the firms were strongly 

correlated with their home country and two being that ordinary least squares may underestimate standard 
errors and end up overestimating the estimated coefficients. They then calculated the intraclass correlation 

in order to verify the amount of similarity of firms within the different economies.  

III.  Findings  

 
The results of this study were as followed: 

• The results of the multilevel regression show support for the hypothesis that CSR practices are 

positively related to a firm’s financial performance in emerging economies. 

• A positive relationship between CSR and financial performance being more salient in less developed 

capital markets was realized.  

• Results showed a positive relationship between lower information diffusion markets and the signal 
effect of CSR practices in emerging economies. 

 

 
Source: Su, W., Peng, M.W., Tan, W. et al. The Signaling Effect of Corporate Social Responsibility in Emerging 

Economies, Journal of Business Ethics. (2016) 134: 479. 



 

 
Through the collection of data and process of the multilevel regression, the authors were able to see 

the effects of control variables on a firm’s Tobin’s q. They noted that family businesses and firms with more 
resources have better performance. They then say that the CSR practices were positively related to Tobin’s 

q and that supported their hypothesis that certain practices could positively affect a company’s bottom line.  

 
The authors then plotted the coefficients of interaction of CSR and capital market development to see 

the relationship. As seen in Figure 1, firms in lower developed markets have a stronger reaction to CSR 
practices than firms in higher developed markets. This means that while two firms could be following the 

same CSR practices, the firm in a lower developed economy could be benefitting more from their practices.  

Source: Su, W., Peng, M.W., Tan, W. et al. The Signaling Effect of Corporate Social Responsibility in Emerging 

Economies, Journal of Business Ethics. (2016) 134: 479. 

 

Finally, the authors looked at information distribution by measuring the circulation figures of daily 
newspapers scaled by the country’s population as seen in Figure 2. They found that firms in lower 

information diffusion markets benefitted more financially from CSR practices than those in higher 
information diffusion markets. This is because the CSR practices are more likely to be picked up by reporters 

in lower information diffused markets and showcased in a advantageous way.  
 

IV. Conclusion 

 
The study done by authors Su, Peng, Tan, and Cheung takes a quantitative look into the effects of CSR 

practices in emerging economies. They found very positive results of signals that CSR practices send to 
investors. They also found that CSR is a signal of high firm capabilities that can be increased depending on 

the status of the surrounding economy and/or information density market. This study is a very strong 

endorsement of corporate social responsibility practices and makes a great case for firms in emerging 
economies to adopt these practices.  

 

  


