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Effects of Marketing Communication Capabilities on the
link between Corporate Social Responsibility on Firm
Value: Observations from the Service Industry”

YongHee Kim™**

An increasing number of studies have examined the effects of corporate social responsibility
(CSR) activities on corporate financial performance (CFP) in the service industry. However, the
extant literature does not provide comprehensive insights into the conditions on which the CSR -
CFP link relies. In this study, firms marketing communication capability (MCC) is introduced as
an important contingency variable, which determines the effects of CSR on the corporate financial
performance, in the context of restaurant businesses. Multiple year data on the spending of public
restaurant chains on different media are collected, and MCC is subsequently measured using the
data envelope analysis. Then, a test is conducted to prove whether MCC moderates the relationship
between CSR and firm financial performance. The empirical results support the hypothesis that
MCC strengthens the effect of CSR on CFP. Through the findings, this research provides several
interesting and important implications to the literature and managers of service firms.

Key words: service industry, restaurant industry, marketing communication capabilities,
advertising, media spending, firm value, Tobin's @

1. Introduction such as customers, employees, investors, and
communities (Barnett & Salomon, 2006; Hillman

& Keim, 2001: Surroca, Tribo, & Waddock,

Theory posits that corporate social responsibility 2010: Wang, Choi, & Li, 2008). The enhanced

(CSR) activities enable firms to obtain legitimacy
and achieve reputational benefits through enhanced
relationships with external and internal stakeholders,

relationships with different stakeholders allow
firms to increase their financial performance.

Several studies in management and marketing
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empirically showed the positive link between
CSR and corporate financial performance (CFP).

On the other hand, some scholars suggested
that CSR exerts negative or no significant
effects on CFP. For example, Freidman (1970)
argued that focusing on CSR may distract
firms from their core businesses and cause the
deterioration of financial performance. In addition,
CSR programs are costly and may thus make
little (or even negative) contribution to firms'
financial performance (Kim & Kim, 2014).
Empirically, some studies showed the insignificant
(Berman, Wicks, Kotha, & Jones, 1999; Mahon
& Griffin, 1997) or negative (Berman et al.,
1999: Brown & Dacin, 1997) relationship between
CSR and CFP.

Likewise, prior research regarding the performance
implications of the CSR activities of service
firms (e.g., hotels and restaurants) yielded mixed
results. For example, Lee and Heo (2009)
reported the insignificant impact of CSR on
firm value in the restaurant industry, whereas
Kang et al. (2010) reported the positive impact
of CSR. Studies found CSR to have significant
positive effects on the firm value of hotels
(Kang et al., 2010: Lee & Heo, 2009), but
insignificant effects of CSR on the CFP were
reported for casino firms (Inoue & Lee, 2011:
Lee & Park, 2009: Kang et al, 2010).

The inconclusive findings have led to calls
for contingency-based approaches that identify
the circumstances under which CSR investments

provide greater (or smaller) financial returns
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to service firms (Barnett, 2007: Youn, Hua, &
Lee, 2015). Thus far, several studies in management
and marketing have introduced different
contingency variables to shed lights on the
impact of CSR on CFP. These variables include
(1) environmental factors (Schnietz & Epstein,
2005), (2) firm-specific factors (Luo &
Bhattacharya, 2006: McWilliams & Siegel,
2000), and (3) industry factors (Ullmann, 1985).
However, the literature regarding service firms
does not pay much attention to moderators
that can clarify the CSR - CFP relationship.
To the best of my knowledge, only a few
studies (Lee et al., 2013a, Lee et al., 2013b:
Singal, 2014: Youn et al, 2015) considered
moderating effects in examining the CSR -
CFP link in the service industry. According to
these studies, the effects of CSR on CFP are
significantly influenced by firm size (Youn et
al., 2015), economic conditions (Lee et al,
2013a), and oil price (Lee et al., 2013b).

A crucial assumption in the literature regarding
CSR - CFP is that stakeholders accurately
acknowledge the types of CSR activities that
firms engage in and that stakeholders appreciate
the reasons behind such firms' investments in
CSR. In other words, firms benefit from CSR
activities only when stakeholders value these
investments (Baron, 2001: McWilliams & Siegel,
2001). Rogers (2013) reported in Forbes that
firms spend $50 - 100 million on their CSR
programs, but only about five percent of such

firms see promising returns on their investment



in CSR. The main reason for the poor return
on investment (ROI) is that stakeholders,
especially customers, do not know what firms
do in terms of CSR (Rogers, 2013). Thus, firms
must effectively communicate the value of their
CSR activities with their stakeholders to ensure
the financial success of their CSR programs.
That is, a firm's capability of capitalizing CSR
investments into value for shareholders (ie.,
financially engaged stakeholders) is dependent
on its communication capabilities. At present,
no empirical study in the service literature has
examined servee firms' capahilities of communicating
with different stakeholders about their strategic
CSR actions as a contingency factor for the
relationship between CSR and CFP.

To fill this research gap, this study proposes
firms” marketing communication capability (MCC)
as a proxy for their capability of communicating
with stakeholders. Specifically, whether MCC
strengthens the effectiveness of CSR was
examined. MCC refers to the productivity of a
firm's marketing initiatives in attaining positive
outcomes, such as enhanced customer satisfaction,
sales, and firm value. The restaurant firms are
chosen for the context of this study as they
have been struggled more than any other service
firms for their unfavorable influences on the
society such as producing too much food waste
and causing public health problems (Tristano,
2015). The social criticisms urge restaurant
firms to engage in CSR activities and further

motivate the firms to have the public aware of

such activities to ease the social concerns for
the restaurant firms, which makes them the
ideal context to investigate the link between
CSR and CFP in the service industry and how
the firms" MCC influence the link.

MCC for restaurant firms was measured using
the data envelope analysis (DEA) method with
unique data on firms' spending on different
media in multiple years. Then the moderating
effects of MCC on the relationship between
CSR and CFP in the restaurant industry were
measured. It was found that MCC is an
important contingency variable that determines
the effect of CSR on CFP. With the findings,
this study provides substantial contributions
to the service marketing literature and to

practitioners in the service industry as a whole.

. Literature Review

2.1 Marketing Communication
Capability (MCC)

Marketing initiatives (e.g., advertising, promotion,
and public relations) are investments used to
communicate the value of offerings to consumers
and ultimately create consumer demand. Marketing
initiatives also create intangibles (e.g., consumer
satisfaction, brand equity, and corporate reputation)
that positively contribute to firm value not

only by increasing future cash flows but also
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by decreasing the volatility of cash flows (Gruca
& Rego, 2005: McAlister, Srinivasan, & Kim,
2007 Srivastava, Shervani, & Fahey, 1993).

Although marketing investments are typically
focused on the product market, the effect of
marketing communication initiatives (and the
resulting intangibles) spillovers into the stock
market. For example, stock market participants
highly favor familiar stocks and thus gain major
ownership of such stocks (Joshi & Hanssens,
2010). Additionally, the broad ownership created
by advertising may insulate stock returns from
market downturns (Grullon, Kanatas, & Weston,
2004: McAlister, Srinivasan, & Kim, 2007).
Consistent with this notion, Kim and McAlister
(2011) showed that advertising spending is
positively related to stock returns, as indicated
by their findings based on a multi-industry
sample of firms over a 26-year period. These
findings show that advertising affects not only
consumer demand in the product market but
also the investment decisions of financial market
participants, such as investors and analysts in
the security market.

Furthermore, several marketing studies
emphasized the importance of the productivity
(or efficiency) of marketing investments in
creating value for firms through improved
communications with stakeholders. Empirically,
marketing studies develop methodologies to

measure firms’ MCC in recognition of firms’

interest in maximizing their marketing communication
investments (Kumar & Peterson, 2004). For
example, Dutta, Narashimhan, and Rajiv (1999)
measured firms marketing capabhilities by applying
stochastic frontier estimation to firm-level
marketing expenditure“ and sales data and
showed that their measure of marketing capabilities
is associated with firm value (Tobin’s Q).
Mittal, Anderson, Sayrak, and Tadikamalla
(2005) estimated firms' efficiencies in transforming
advertising expenditure into consumer satisfaction
by using DEA and found a positive relationship
between efficiency and firm value (Tobin’s Q).
Luo and Donthu (2007) also found that MCC
estimated on the basis of DEA exhibits a curve
linear impact on firm value (Tobin's @ and stock
returns). These marketing studies emphasized
that MCC is an important marketing variable
that influences firm value. Following the
literature on MCC, the MCC of restaurant
firms was measured using the DEA method,
which is used to measure a firm's productivity
in transferring a dollar spent on advertising

into its desired outcomes.

2.2 CSR and CFP: Moderating Role
of MCC

Corporate capabilities denote firms' expertise
and competencies along numerous dimensions,

including their ability to improve the quality of

1) They considered selling, general, and administrative spending as marketing expenditures and measured the firm-level

marketing capabilities.
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existing products and services, generate innovative
products and services, and communicate the
improved attributes of existing products and
services and the value of innovative products
and services to stakeholders (Dutta et al., 1999:
Gatignon & Xuereb, 1997: Luo & Bhattacharya,
2006: Luo & Donthu, 2006: Rust, Moorman,
& Dickson, 2002: Zeithaml, 2000). According
to the literature, the relationship between CSR
and firm value is contingent on corporate
capabilities (e.g.. Brown & Dacin, 1997). As
CSR activities consume large resources, they
place a financial burden on firms, which questions
the financial benefits of those activities. For
example, CSR investments that are made to
the detriment of investments into the development
of innovative products and improvement of
product quality tend to harm firm financial
performance (Sen & Bhattacharya, 2001).
Furthermore, consumers may engage in negative
word of mouth after experiencing poor product
quality: hence, undertaking CSR initiatives at
the expense of investments in product quality
and innovativeness may harm corporate image
(Brown & Dacin, 1997: Varadarajan & Menon,
1988). In the same vein, Luo and Bhattacharya
(2006) empirically identified product quality
and innovative capability as moderating factors
in the relationship between CSR and firm
performance.

MCC is also an important corporate capability
that determines the financial outcomes of the
CSR activities of firms. Prior studies highlighted

the importance of communicating CSR initiatives
to different stakeholders to capitalize CSR into
financial returns (e.g., Maignan & Ferrell,
2004). Firms benefit from CSR activities only
when stakeholders acknowledge the value of
these investments (Baron, 2001: McWilliams
& Siegel, 2001). Firms with comprehensive
MCC are likely to deliver messages of their
CSR efforts and the value of such efforts to
their stakeholders in an effective and efficient
manner (Mishra & Modi, 2016). Thus, a
firm's ability to effectively communicate with
its stakeholders is an essential prerequisite for
the success of its CSR program. However,
studies in the service literature have yet to
consider firms' MCC as an important variable
that moderates and clarifies the inconclusive
CSR - CFP relationship. The present study
bridges the gap by examining the moderating
effect of a restaurant firm's MCC on the
relationship between its CSR and CFP.
Advertising that informs consumers of CSR-
related product attributes may create a reputation
that relates to quality, reliability, or honesty:
such advertising makes consumers aware of
product differentiation (quality) based on CSR
attributes (McWilliams & Siegel, 2000). Because
CSR-related product attributes may be difficult
for consumers to understand, communicating
these attributes effectively to them is necessary
for a firm to benefit from its CSR activities
(McWilliams & Siegel, 2000). For example,

typical service businesses like hotels spend a
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considerable amount of costs in building and
managing eco-friendly hotel buildings (Harrison,
2014). Also, increasing number of restaurant
firms use locally grown and/or healthier food
ingredients like cage-free eggs and non-GMOs
(Tristano, 2015). Yet customers may not notice
and understand such CSR efforts unless these
firms actively and effectively communicate
their investment in the eco-friendly buildings
and use of sustainable ingredients with their
customers. The marketing literature also suggested
that firms using CSR as a wvalue-adding
differentiation should effectively communicate
their CSR actions to their target customers
(e.g., Luo & Bhattacharya, 2009). A recent
marketing paper by Mishra and Modi (2016)
showed with an across-industry sample that
overall marketing capability, which includes
capability of managing marketing information
and implementing marketing, positively moderates
the effects of CSR on shareholder value. Although
they did not test with MCC, their results also
suggest that the restaurant firms with a better
marketing communication would better translate
their CSR investment into CFP.

Hypothesis: Restaurant firms' MCC positively
moderates the relationship between CSR and
CFP.

ll. Methods

3.1 Data

Publicly listed restaurant firms in the US
were identified on the basis of the Standard
Industrial Classification (SIC) code. The firms
whose SIC code is 5812 were considered the
firms in the restaurant industry. To measure
the MCC of such firms, firm-level media
spending data between 2000 and 2008 were
obtained from the Kantar Media Inc.’s report
on top 1,000 media spenders. The report records
selected organization’s annual spending on 11
media outlets: TV, Magazines, Sunday Magazines,
Newspapers, National Newspapers, Outdoor
Advertising Services, Network Television, Spot
Television, Syndication, Cable Television, Network
Radio, and National Spot Radio.? Considering
a firm's media spending for different media
outlets as such firm's marketing communication
efforts, the MCC of the sample restaurant
firms was measured for each year. To measure
firm-level CSR activities, the data on CSR
performance were collected from the “MSCI
ESG social ratings™ database, which was known
as KLD. These data were used to measure the
CSR scores of the sample restaurant firm,
which denote the corporate social performance

of such firm each year. Financial statement

2) National Newspaper was excluded for the years between 2000 and 2006 in the Ad $pender database.
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data were also obtained from COMPUSTAT
and stock return data from the Center for
Research on Stock Prices (CRSP) to measure
the control variables in the estimation models.
Using the data from the above sources, a panel
data of restaurant firms whose CSR scores and
media spending data were available were
conducted. The final sample includes 165

firm-year observations for 28 restaurant firms.

3.2 Measures

Regression models to predict Tobin's Q (ie.,
an indicator of CFP) with the focal independent
variables (ie., MCC and CSR) and the interaction
between MCC and CSR were developed, to
test the proposed hypothesis with a sample of
restaurant firms. In this section, I describe how
I measured the variables used in the regression
models.

Dependent variable: Tobin's @. Tobin's Q is
typically used as the measure of a firm's
financial performance. Several studies in the
CSR literature used Tobin's Q as the objective
measure to test the effect of CSR (e.g., Inoue
& Lee, 2011: Kang et al., 2010: Kim & Kim,
2014: Lee & Heo, 2009). Tobin's Q is a forward-
looking measure of firm performance. Thus, it
reflects not only the current performance of
the firm but also the prospective performance
of the firm (Rao, Agarwal, & Dahlhoff, 2004).
With Tobin's Q reflecting the future performance

of a firm, it has been used as the dependent

variable to test whether a strategic variable,
such as marketing spending, CSR, and R&D,
is associated with firm value (e.g., Kim &
Kim, 2014: Morck, Shleifer, & Vishny, 1988:
Waddock & Graves, 1997: Mittal et al.,, 2005:
Rao et al., 2004). Tobin's Q was also used as
the dependent variable to test the impacts of
CSR and the moderating effect of MCC.
Tobin's @ was measured following the works
of Kaplan and Zingales (1997): Gompers, Ishii,
and Metrick (2003): and Bebchuk, Cohen,
and Ferrell (2009). Tobin’s Q in this study is

described in equation 1.

Market Value; + Total Debt;

(1) TOBQ; = Book Value;

For the hypothesis test, Tobin's Q at t+I
was used as the dependent variable (ie., all
the independent variables are one-year lagged
independent variables) to rule out the reverse

causality concern (McAlister et al., 2007).

3.2.1 Focal independent variable 1: CSR

The CSR of restaurant firms was measured
with MSCI ESG social ratings. MSCI ESG
social ratings include the seven categories of
CSR activities, namely, community relations,
corporate governance, diversity issues, employee
relations, environmental issues, human rights,
and product quality. MSCI ESG rates firms in

terms of their “strengths” (socially responsible

Effects of Marketing Communication Capabilities on the link between Corporate Social Responsibility on Firm Value: Observations from the Service Industry 7



actions) and “concerns” (socially irresponsible
actions) in each category. Then, each action is
scored one point as a “strength” or a “concern.”
In examining the moderating effect of MCC
on the relationship between CSR and CFP,
only CSR-strength (socially responsible activities)
scores were considered. While firms communicate
their socially responsible activities through
various channels, they do not announce their
socially irresponsible activities (Scalet & Kelly,
2010). Thus, a firm's MCC is relevant to its
socially responsible activities (i.e, CSR-strength).

3.2.2 Focal independent variable 2: MCC

A restaurant firm's MCC was measured
using DEA. This method is used to measure a
firm'’s productivity” in generating outputs with
a given amount of inputs relative to other firms
in the same industry. The DEA is a well-
established method for measuring a firm's
productivity in translating marketing-related
inputs into performance outputs. For example,
Luo and Donthu (2006) used the DEA approach
to measure marketing communication productivity
and found that this productivity measure is
associated with firm value. Mittal et al. (2005)
estimated a firm's ability to use marketing to
create intangible assets using the DEA and

showed that this capability is associated with

firm value. Raithel et al. (2011) measured a
firm's MCC using the DEA approach with
firm-level spending on different media outlets
as inputs and with sales as outputs. Also,
Brown and Ragsdale (2002) used the DEA
approach to estimate a firm's productivity in
translating the respondent ratings of hotel
chains into customer satisfaction. Using the
DEA approach, Wéber and Fesenmaier (2004)
estimated a firm's capability of generating
accommodation sales and revenues using domestic
and international advertising budgets. In this
study, this well-established way of measuring
a firm's productivity in generating firm performance
outputs with different types of media spending
was used.

Conceptually, the DEA approach enables
researchers to identify which firms in a sample
are in the best productivity frontier, that is,
the ideal set of firms that are most productive
in generating outputs with a given amount of
inputs (e.g., Raithel et al., 2011). The firms in
the frontier are considered as the best practice
firms in a sample that translate inputs into
outputs. Thus, the value of MCC for those
firms in the frontier is 1. Then, the relative
productivity of a firm not in the frontier is
measured on the basis of the distance between
firm location and the best practice frontier. A

shorter distance equates to higher productivity "

3) Some studies named the measure as “capabilities” or “efficiency.” In this study, I denote the measure as “capabilities.”
4) T performed DEA with the option of variable returns to scale assuming that marketing outputs can change not in
proportion to changes in inputs: specifically, DEA was performed with the realistic assumption of variable returns to
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In this study, I selected different types of
media spending as inputs and sales growth
and Tobin's Q as outputs to run the DEA and
estimate the MCC of restaurant firms. Generally,
restaurant chains utilize different media outlets
to communicate the value of their products to
their customers (e.g., Kim, Kim, & O'Neill,
2013). Thus, media spending is an important
communication tool for restaurant firms. However,
the effect of media spending is not realized in
the short term but in the long term: in particular,
media spending is different from other types
of marketing spending, such as sales promotion
(Mela, Gupta, & Lehmann, 1997). Thus, long-
term performance measures were considered
as the outputs of media spending. In particular,
sales growth and Tobin's Q were used as the
output measures for media spending. This
selection of inputs and outputs, which focuses
on long-term measures, is appropriate for the
present study because the firms that are capable
of translating long-term-oriented inputs into
long-term performance are likely to capitalize
their CSR activities into long-term financial
performance.

As previously mentioned, I collected data for
spending on 11 media outlets from Kantar
Media Inc. from 2000 to 2008. Instead of using

scale (see Raithel et al,, 2011).

media spending for all the 11 media outlets,
the 11 media outlets were categorized into three
types of media spending: print (magazines,
Sunday magazines, newspapers, and national
newspapers), broadcast (network television, spot
television, syndicated television, cable television
networks, network radio, and national spot
radio), and outdoor media. This categorization
was well accepted by previous studies that
estimated MCC using the DEA with Ad $spender
data (Luo & Donthu, 2006: Raithel et al., 2011).
Thus, the annual spending on print, broadcast,
and outdoor media were used as inputs. As for
the outputs, sales growth was measured in
terms of sales increases or decreases in comparison
with previous year sales (ie., sales at year t
divided by sales at year t-1). Tobin's Q was
measured on the basis of equation 1.

Using the selected inputs and outputs, DEA
was performed on the sample of restaurant
firms between 2000 and 2008 in an annual
basis, which measured a restaurant firm's MCC
in a year.” That is, in the sample, the MCC
for the best performing firms takes the value
of 1, whereas that for the other firms is between
0 and 1, which represents the distance between
the firm and the line linking the best performing

firms on the productivity frontier.”

5) Previous studies on the DEA approach indicated that to obtain a valid measure of MCC, sample size should be more
than 10 (e.g.. Golany & Roll, 1989). In this study, the sample size in a sample year was over 10. Thus, I did not
experience the sample size problem in running the DEA approach.

6) See Delmas et al. (2007) for further details of DEA.
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3.2.3 Control variables

The set of control variables used in the
Tobin's @ model includes firm size (SIZE),
leverage (LEV), marketing intensity (MKT),”
and year dummies (YR dum). The data for
the control variables were collected from
COMPUSTAT. Marketing intensity was
measured by taking advertising expenditures
scaled by total assets. Marketing intensity
indicates the amount of a firm's marketing
efforts and is not the firm's capability of using
the marketing expenditure: hence, the effect
of marketing intensity on Tobin's Q must be
controlled to single out the moderating effect
of MCC.

3.3 Model and Estimation

The sample only included firm-year observations
whose media spending data are available. One
may be concerned about the presence of sample
selection bias. That is, the restaurant firms
whose media spending data are available may
be different from those without media spending.
This difference may influence the results.
Heckman two-stage approach was used to
address the concern of sample selection bias,
(Heckman, 1979). In the first stage, the probability

that the firm utilizes media spending data (ie.,

inclusion in the top 1,000 media spenders) was
predicted by developing a probit model. One-
year lagged firm size, Tobin's Q, and year
dummies were used as independent variables
in the first stage of the probit model. The
inverse Mills ratio was measured by performing
the prohit regression, which enabled us to control
sample selection bias. That is, the estimated
inverse Mills ratio (Inverse_ Mill) was included
in the second stage of the model (ie., the main
Tobin's Q model) as an additional control variable.
The second stage of the main model, which

tests the proposed hypothesis, is described as

(2) TOBQg+1 = a; + B,CSRy¢ + B,MCCy
+ B5CSR x MCCyt + 8, Xyt
+ B;Inverse_ Milly

+ ﬁGYear_dumt + Eit,

where 1 indexes a firm, t indexes a year, X is
the set of all control variables (ie., Xi =
Marketing intensity;, ROAs, Firm sizey, and

Leveragei), o, is the intercept term, e;~iid.

N(0, ¢?), and Year dumt denotes the year
dummies.

The significance of the estimated coefficients
was tested with standard errors clustered by
firm. The use of firm-level clustered errors in
dealing with potential bias from correlated

errors across sample years within a firm is well

7) For the marketing spending variable, I used advertising expenditures (data45) in COMPUSTAT. The definition of the
item includes both media spending and promotional spending. In a broad sense, advertising expenditure in COMPUSTAT

is considered as marketing expenditure.
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accepted in the accounting and finance literature
(Petersen, 2009). Thus, the same firm-level
clustered standard errors were used to deal
with the potential bias from the panel data
structure when testing the significance of the

estimated coefficients.

IV. Empirical Results

4.1 Summary Statistics and Bivariate
Correlations

The summary statistics of the variables and
the correlations among the variables used in
the model (equation 2) are presented in Table 1.

As expected, the correlation between CSR
and Tobin’s Q and the correlation between
MCC and Tobin's @ were both positive and
significant (p = 0.342, p < 0.01: p = 0224, p
€ 0.01, respectively), which suggests that both

MCC and CSR are positively related to CFP.
The correlation between MCC and CSR was
not significant (p = -0.040, p » 0.10). The
insignificant correlation suggests that including
MCC and CSR in one model does not cause a

multicollinearity problem.

4.2 Regression Results

The results from the estimation of equation
2 are provided in Table 2.

First, the effects of CSR on the Tobin's Q of
a restaurant firm were significantly positive (b
= 0487, p € 0.05: column 1). A significant
positive relationship was also found between
the MCC and Tobin's Q of a restaurant firm
(b = 0369, p < 0.01: column 2), consistent
with: the same relationship is described in the
literature. When CSR and MCC are both
included in one model, their effects on Tobin's
Q at t + 1 were still positive and significant (b
= 0375, p < 0.01: b = 0493, p < 0.01: column

(Table 1) Descriptive Statistics and Correlation Table

NO VAR M  SD. (1) (3) (4) (5) (6)
(1) TOBQ+ 221 101

(2)  MCC; 090 012  0.224***

(3) CSR: 004 007 0342%**  -0.040

(4) MKT; 0.06 0.03 -0.036 -0.161%*  -0.391%**

(5) SIZE: 705 117 0109 -0.171% 0.604™**  -0.396™**

(6) LEV; 039 047  0256"*  -0,041 -0.117 0.225%%*  -0.190™*

(7) Inverse_ Mill; 077 044 -0.069 0215 -0.449***  0369"** -0.898***  (.253"**

Note: *** p ( 01, * p € .05, * p < .10.
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(Table 2> The Effects of CSR, MCC, and the interactions on Tobin's Q

DV: Tobin's Qi+ (N (2) (3) (4)
CSRy 0.487** - 0.375%%* -1.143
(2.32) (2.81) (-1.47)
MCCi - 0.369%** 0.493%** 0.251**
(2.36) (4.12) (2.60)
CSRt x MCC; - - - 1.563**
(2.21)

MKT, 0.076 0.061 0.172 0.149
(0.46) (0.45) (1.36) (1.31)

SIZE, 0.455 -0.131 -0.055 0.338
(1.29) (-0.25) (-0.15) (0.79)
LEV, 0.334** 0.315 0.349** 0.357**
(2.45) (1.62) (2.54) (2.53)

Inverse_ Milly 0.199 -0.036 -0.083 0.223
(0.58) (-0.08) (-0.27) (0.68)
Intercept -4.387 2.289 -1.359 -3.400
(-1.52) (0.54) (-0.48) (-1.10)

Observations 165 165 165 165
R-squared 0.250 0.274 0.382 0.404

Note: *** p { .01, ** p < .05, * p € .10.

The t-statistics calculated with standard errors adjusted by two-dimensional clustering (i.e., clustering by firm and year)
are in parentheses. All the estimated coefficients are standardized coefficients. The estimated coefficients for year

dummies are not reported.

3). This positive relation indicates that a
potential multicollinearity does not hamper the
interpretations of the effect of CSR and MCC
on Tobin's Q. The interaction between MCC
and CSR exhibited significant and positive
effects on Tobin's Q (b = 1.563, p € 0.05), as
shown in column 4 of Table 2. Thus, the results
support the hypothesis. That is, a restaurant
firm’'s CSR is more effective in enhancing CFP
when the firm's MCC is higher.
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4.3 Additional analysis and
robustness check

Although the results suggest that high-MCC
firms enhance CFP with a better CSR communication
with investors, one can concern that a firm's
MCC (i.e., marketing communication in product
market) may not be correlated with the firm's
CSR communication with investors (i.e., CSR
communication in financial market). To address

this concern, data on whether each sample



firm included a separate CSR section in its
annual report or provides a separate CSR report
to the financial community were collected.
Assuming that those restaurant firms giving
CSR section or report communicate better their
CSR with investors, 1 checked the correlation
between MCC and a dummy of whether the
firm provides rich discussion on CSR in its
financial reports. It was found that the correlation

is highly significant and positive (p = 0.20,

p-value < 0.01), which suggest that firms with
a high MCC tend to give richer discussion on
their CSR and its implications with investors.
Thus, this additional data collection and the
correlation test eases the potential concern on
whether MCC reflects the firm's capability on
CSR communication.

I also performed a robustness check using an
alternative measure of CSR. Some previous

CSR studies suggested the use of only five

(Table 3> Robustness Tests: The Effects of CSR, MCC, and the interactions on Tobin's Q
(with alternative measure of CSR)

DV: Tobin's Q1 (1) (2) (3)
aCSR; ! 0.487** 0.493%** -1.168
(2.31) (2.80) (-1.50)
MCC; - 0.375%** 0.250**
(4.13) (2.59)
aCSR; x MCCq - - 1.586**
(2.24)

MKT 0.062 0.172 0.149
(0.46) (1.36) (1.32)

SIZE; -0.134 -0.058 0.343
(-0.25) (-0.15) (0.80)
LEV; 0.315 0.349** 0.357**
(1.62) (2.54) (2.53)

Inverse_ Mill -0.038 -0.085 0.227
(-0.09) (-0.27) (0.69)
Intercept 2.311 -1.337 -3.422
(0.55) (-0.48) (-1.1D)

Observations 165 165 165
R-squared 0.274 0.382 0.404

Note: *** p ¢ 01, ** p € .05 * p < .10.

1 aCSR is an alternative measure of positive corporate social responsibility. The t-statistics calculated with standard errors
adjusted by two-dimensional clustering (ie., clustering by firm and year) are in parentheses. All the estimated coefficients
are standardized coefficients. The estimated coefficients for year dummies are not reported.
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(instead of seven) MSCI ESG CSR categories,
which represent the level of corporate voluntary
activities for primary stakeholders: these five
categories are Community, Environment, Diversity,
Employment, and Humanity (Inoue & Lee,
2011: Berman et al., 1999: Hillman & Keim,
2001: Kacperczyk, 2009, Clarkson, 1995: Kim
& Kim, 2014). The regression model is estimated
with the CSR scores for the five aforementioned
categories. The results are summarized in
Table 3.

Consistent with the results reported in Table
2, the alternative measure of CSR and MCC
exhibits a positive impact on Tobin's Q at t +
1 (b =0493 p <001: b = 0375 p < 0.01,
respectively: column 2). More important, the
results for the moderating role of MCC in the
relationship between CSR and Tobin's Q at t
+ 1 are consistent (b = 1.586, p < 0.05, column
3). The results confirm that the moderating
effect of MCC on the CSR - CFP link is robust

to how to construct CSR scores.

V. Discussion and Conclusion

This study proposed MCC as an important
contingent variable that determines the effects
of CSR on financial performance of service
firms. The empirical results suggest that firms
with great marketing communication capabilities

generate high financial returns from CSR.
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These findings provide several important and
interesting implications to the literature and

the practitioners in the service industry.

5.1 Theoretical and Managerial
Implications

CSR studies showed mixed results on the
effect of CSR on CFP (Kim, Kim, & Qian,
2015, forthcoming). Accordingly, researchers
today attempt to identify key contingencies in
which CSR is capitalized as financial returns to
shed light on the inclusive link between CSR
and CFP. This study joins the important research
stream by introducing MCC as an important
contingency variable in the service industry
and thus makes several important contributions
to the literature of CSR-CFP of service firms.

First, the study offers contributions to the
stakeholder theory applied to the relationship
between CSR and CFP. Stakeholder theory
suggests that various stakeholders (e.g., customers,
employees, and investors) are likely to make
voluntary contributions to a firm when that
firm engages in numerous CSR activities (e.g.,
Wang & Qian, 2011). However, these voluntary
contributions of stakeholders should be dependent
on their understanding and appreciation of the
firm's CSR activities and the consequences of
such activities. Even though stakeholders are
willing to support socially responsible firms,
they may not make actual contributions to

firm performance unless they acknowledge the



CSR activities of such firm and appreciate the
value of such activities. Hence, firms need to
actively and effectively inform stakeholders
about their various CSR activities and help
them understand the consequences and value
of the activities. This requirement highlights
the importance of a firm's MCC in realizing
the financial benefits of investing in CSR
activities. The results of this study empirically
show that firms that communicate effectively
with their stakeholders obtain great returns on
their CSR investment.

Second, this study contributes to the literature
on the marketing - finance interface. The marketing
literature shows that different marketing variables
influence financial performance (Srinivasan &
Hannsens, 2009). Several marketing studies
indicated that MCC is a marketing metric
associated with CFP (eg., Dutta et al., 1999:
Mittal et al.,, 2005; Luo & Donthu, 2007). This
study goes beyond showing the link between
MCC and CEFP and proposes that MCC contributes
to CFP as an important contingency variable
in the effect of various strategic variables that
affect CFP. Specifically, it is theorized how
MCC can increase the effect of CSR on CFP.
Therefore, this work contributes to the marketing
- finance interface literature by confirming the
effect of MCC on CFP and by testing MCC as
a moderator in the relationship between CSR
and CFP.

Third, the results of this study contribute to

the rich stream of research on the effects of

CSR on CFP in the service industry. Several
studies in the service management and marketing
literature focused on restaurant service firms'
CSR and examined its effects on different
measures of shareholder value. However, little
attention has been paid to the factors that
moderate the relationship between CSR and
CFP. The present study is one of only a few
studies that have examined the moderators of
the CSR - CFP link. Moreover, the moderators
identified by previous studies are given conditions
for firms rather than firm-determined factors
that firm managers can influence. Economic
conditions (Lee et al., 2013a) and oil price
(Lee et al., 2013b) are given market conditions
that firm managers cannot control. Moreover,
the influence of a firm's management on firm
size is limited (Youn et al., 2015). Thus, extant
studies provided practitioners with ways to
adapt to and play in a given condition so as
to drive good financial outcomes from CSR.
Conversely, MCC is very much dependent on
managerial efforts. Thus, the present study
provides further insights into how managers
can enhance the value creating effects of CSR.
Specifically, this study suggests that effective
communication with stakeholders is a cost
effective way for a firm to maximize the benefits
of CSR to financial outcomes. CSR is costly,
and when such a costly investment does not
yield satisfactory returns, it surely hurts a
firm's financial health. Enhancing MCC could

be a good strategy for a firm to improve ROI
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of CSR without incurring additional costs for

developing other CSR activities.

VI. Future Studies

Although this study provides interesting
results for CSR researchers and restaurant
practitioners, future studies may still add insights
to the CSR - CFP literature. First, future studies
can measure MCC and test its effect and
moderating role in the relationship between
CSR and CFP using samples of other service
industries such as hotels, car rental, and airlines.
The impact of MCC on the CSR - CFP link
may differ depending on industry attributes.
Second, the study tested the effect of MCC
and its moderating effect on Tobin's @, which
is the level of shareholder value. Future studies
can test the effects of MCC on other important
financial performance metrics. For example,
recent literature focuses on equity risk, which
indicates the volatility of stock returns (eg.,
Kim, Kim, & O'Neill, 2013; Kim & Kim, 2014).
Further research can test the effect of MCC
on equity risk and examine whether MCC is
effective in reducing firm equity risk and whether
MCC makes CSR effective in reducing that
risk. Finally, researchers can measure firms'
communication capabilities by using other types
of marketing communication channels, such as

direct marketing, public relation, and sales

16 ASIA MARKETING JOURNAL Vol. 20 No. 01 April 2018

promotion. In the present study, MCC was
measured using media spending because media
advertising is considered the key communication
channel in the restaurant industry. However,
firms utilize various channels to communicate
their products and strategies to stakeholders.
Therefore, if data are available, future studies
that measure a firm's capabilities of communicating
using various channels other than media advertising
would offer a comprehensive understanding of
the role of MCC in determining the effects of
CSR on CFP.
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