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ABSTRACT: The purpose of this research is to investigate how corporate social 

responsibility (CSR) will influence the corporate financial performance (CFP) for 

companies in China. We employ index from RANKINS database to measure corporate 

social performance (CSP), and use return on equity (ROE) to measure CFP. We use 

multiple regression to measure the relationship between these two variables. Using a 

large sample of Chinese firms from 2008 to 2017, this paper finds that both CFP and 

CSP are positively and significantly correlated with each other at p<0.01. The 

regression results demonstrate that there is a positive, significant and coefficient 

relationship between Chinese firms’ social performance and financial returns.  

 

Key words: corporate social performance; corporate financial performance; corporate 

social responsibility. 

 

Data Availability: All data are publicly available from the sources identified in the 

paper. 
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I. INTRODUCTION 

enerally, the goal of a company is to maximize the profits of shareholders, in 

the economic terms. Then, the managers usually focus on short-term profit at 

first. With the change in thoughts, the goal has been improved to maximize the 

profits of stakeholders, in the economic and environmental terms for long-term 

sustainable development of the company is encouraged by economists. The definition 

of stakeholders includes a variety of groups: customers, environmental organizations, 

and the public, and so on. To distinguish these two goals, the first one is measured by 

the CFP, (corporate financial performance), while the second one adds CSP, (corporate 

social performance), to the CFP. These years, more companies incorporate social 

responsibility into their daily operations and spend a lot on it. Many scholars start to 

wonder, whether the investment on social responsibility will influence the company’s 

financial performance, positively or negatively, and should the company invest in CSP?  

There is extensive research on this question. After studying a panel of US 

corporation, researchers claim that CSP has a positive relationship with the CFP 

(Becchetti, Giacomo, & Pinnacchio, 2008). In addition, an analysis in the UK indicates 

that social investment and financial performance is related positively and advice UK 

corporations should put more efforts into social responsibility for better financial 

performance (Adeneye& Ahmed, 2015). The results of the two studies seem to support 

the same theory. Although the connection between CSP and CFP is a hot topic under 

discussion in the western business community, there is little literature studying in China. 

Then, how are social and financial activities related in China in recent years?   

Thus, this paper aims to investigate how the changes in companies’ input on 

corporate social responsibility will influence the companies’ financial return in China. 

This research question matters for corporations in China are expected to contribute to 

society by stakeholders. To be more specific, as Xiong, Lu, Skitmore, Chau, & Ye 

claimed (2016), with the many problems emerging, such as poor product quality, 

sweatshops and environmental pollution, in parallel with the astonishing economic 

achievement China has made, the Chinese Government is rebuilding a modern form of 

CSR as the economic norm. In other words, unlike the usual voluntary nature of modern 

CSR in western world, CSR in China is regulated by Company Law enforced since 

2006. Besides, Tang and Tang (2012) suggest that as the media in China do not possess 

the same level of independence as their Western counterparts do, it will further 

complicate the interaction between the media and firms, which further complicate the 

information exchange between the shareholders and firms in China. Thus, the corporate 

social environment in China is quite different with that in Western countries. Then, our 

research complements and extends a prior study that examines the link between CSP 

and CFP.  

Since corporate social responsibility refers to the extent to which the company 

contributes to the society, it is difficult to measure how much the company invests in 

CSP in a quantitative way. To solve this question, this study obtained CSP data from 

RANKINS, an independent third-party rating system that rates CSP on over 70 

indicators for three categories of social practices. On its website, lots of listed 

companies in China are measured, while 6202 companies are chosen in this research 

G 
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for the data sources for other companies are limited and the CSP ratings cannot be 

objectively rated. In addition, the ratio, return on equity (ROE), is employed as the 

indicator of the financial performance of the target companies, while the size of firms 

and the financial leverage will be included as the control variables. Multiple regression 

models are built on this research and our evidence shows that not only CSP ratings are 

positively and significantly related to financial ratios, but also ROE is positively and 

significantly related to CSP.     

This study contributes to the literature in several ways. At first, there is no much 

research investigating the relationship between CSP and CFP in Chinese companies, 

and this study is expected to contribute to a further understanding of the practices of 

CSR disclosures in China. Jitaree (2015) suggested that this would be considered as an 

important contribution as most of the existing studies about the CSR disclosures are 

conducted in developed countries, with few studies focused on developing countries, 

such as China. Since lots of Chinese companies are included in this research, this result 

should be reliable for companies in China. Moreover, Chinese companies can refer to 

this paper and make business decisions related to the corporations’ social contributions 

for better CSP can lead to higher financial returns. Voutsinos (2015) believed that it will 

shed a light on whether executives should keep CSR on top of their agendas from a 

financial - profitability point of view. Besides, the community can refer to this paper as 

well, and persuade firms to operate in an environmentally friendly way because it is 

crucial for firms to consider the impact of social activities on the firms’ financial 

performance and investors can be encouraged to invest in that firm which involves in 

ethical conduct (Murtaza, Akhtar, Ijaz, Sadiqa,2014). 

Other sections in the paper is organized in this order. In the second section, related 

literature will be reviewed briefly and hypothesizes are raised based on prior research. 

Then, the methodology will be explained in the next section. Finally, I explain the 

results of this study and discuss possible explanations. In the last section, a conclusion 

will be drawn. 

  

II. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 

Corporate Social Responsibility 

Corporate social responsibility is believed to involve actions expected to benefit 

identifiable social stakeholders rather than simply not break laws and regulations, while 

pursuing profits for shareholders and assuming legal liability to employees (Becchetti, 

Giacomo, & Pinnacchio, 2008). Stakeholders have numerous definitions. The classic 

definition by Freeman (1984) identifies stakeholder as one who can affect or who is 

affected by the accomplishment of the organization’s targets. The efforts company 

make on social responsibility is claimed to cover a wide range of issues such as 

employee relationships, human rights, community, and environment relationships, and 

corporate ethics (Moir, 2001). In other words, the company spends money on employee 

health and safety programs, environmental pollution cleaning, renewable energy 

investments and so on. The impact of this money spending is described by some specific 

terms in the introductory section of the report on Corporate Social Responsibility 
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produced by the World Business Council for Sustainable Development (1999), 

including “bringing business benefits”, “may destroy stakeholder value”, “controlling 

firm risk”, “identifying new business opportunities”, “improving companies’ 

reputations” and “maintaining public support”. One major business benefit is increased 

employees’ passion. As a consequence, the CSR is a complex phenomenon that 

involves a series of actions affecting companies’ financial structure, worker 

participation, and customer valuation.  

 

Corporate Social Performance 

The factor included in this research, corporate social performance (CSP) refers to 

the performances of corporations to satisfy their stakeholders’ expectations and to fulfill 

their CSR. Wartick and Cochran (1985) argued that CSP should be defined as the 

interaction impact among the social responsiveness process, the principles of CSR, and 

the policies that developed to solve social issues. When considering the framework of 

CSP, several competing perspectives are taken into consideration, including the social 

responsiveness, the public responsibility and the economic responsibility. However, a 

researcher Wood (1991) stated that performance means actions, which indicates that 

CSP cannot be defined unless an action component is added. This is exactly the 

difference between CSP and CSR. CSR represents the firm’s responsibility, while CSP 

means the firm’s actions and outcomes. Thus, Wood (1991) insisted that to assess the 

CSP, the researcher should examine the extent to which CSR motivate the companies 

to take actions for society, the extent to which the company utilizes the socially 

responsive processes, the nature and existence of policies and programs that are 

designed to manage the company’s societal relationships, and the social outcomes of 

the company’s actions. In conclusion, when measuring CSP, the principles and the 

processes adopted by the firms, as well as the outcomes they gain should be taken into 

consideration.  

 

Corporate Financial Performance 

Corporate financial performance is reported in the presence of financial statements 

annually to the stakeholders. When auditors analyze the operating performances of the 

companies, they use ratios and different CFP measures to assist in comparing the 

performances of different corporations. The various application of CFP measures used 

by different researchers diversifies. Some researchers, (Mahoney et al., 2008; Peters, 

Mullen, 2009) use individual indicator, such as ROA. McWilliams and Siegel employ 

accounting profit (2000). Some others, (Andersen and Dejoy, 2011; Baron et al. 2011) 

apply the market value/book value of stocks. Peter and Sarah (1998) use ROS in their 

study while Harrison and Coombs (2006) choose debt-to-total asset ratio, Besides, 

Surroca and Tribo (2005) use market value-added, and EBITA is also used in some 

researches (Gromark and Melin, 2011). Additionally, May and Khare (2008) choose 

ROE. However, most researchers adopt more than one indicator to reflect CFP 

comprehensively. For instance, Preston and O' Bannon (1997) make a use ROA, ROI 

and ROE in their methodology; Brik, Rettab and Mellahi (2011) have chosen the 

growth of profit, the growth of ROS, ROA and ROI et al; Ruf et al. (2001) have applied 
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the growth of ROE, ROS and ROA; Griffin & Mahon (1997) measure CFP with ROA, 

ROE, total asset and five year’s ROS. Then, in this research, financial ratios can be 

applied to compare the financial aspects of the same company in a different time period. 

For example, Lee, Cin, & Lee (2014) used return on equity (ROE) and return on asset 

(ROA) as the determinants of the financial performance to investigate the impact CSP 

has on CFP. 

Uadiale and Fagbemi (2012) used return on assets (ROA) and return on equity 

(ROE) as the indicator of CFP, and revealed a strong and positive significant 

relationship between CSP and CFP. 

 

Hypothesis Development 

The CSP can impact the financial performance of the company directly, for that 

less money will be invested in a financial return if more money is spent on social 

performance. The trade-off hypothesis raised by Preston and O’Bannon (1997) assumes 

that, in the short term, firms incur unnecessary costs and consequently reduce the 

profitability in order to increase their social performance, thus resulting in a lower 

financial return. From this perspective, the social and financial performance of the 

company should be negatively related in the short term. Furthermore, the effort devoted 

to social goods may affect some factors that will affect the financial gain in return, such 

as brand reputation, public recognition, and employee health, in the long-term 

development. The work done for social responsibility brings an increase in public 

recognition, which may bring the company free advertisements and attract customers 

to buy products of the company that they have a good impression on. According to 

Waddock & Graves (1997), performing well in social good areas can be simply linked 

to good operational practice. In the paper, the scholars discussed the possible 

explanations behind this observation: better employees can be attracted by companies’ 

better performance on CSP, or fines caused by environmental pollutions can be avoided 

(Waddock & Graves, 1997). Thus, the CSP can have an indirect but positive impact on 

CFP in the long term, and the stakeholder theory suggests that meeting the needs of 

various corporate stakeholders will lead to favorable CFP (Freeman, 1984). 

 

H1 (Norm form): The corporate social responsibility will not influence the 

company’s financial performance. 

   

According to another slack theory, better CFP potentially gives rise to the 

availability of slack resources and then may increases a firm’s ability to invest in 

socially responsible domains, enhance relationships with the community and 

employees, and protect the environment (Waddock and Graves, 1997). Vilanova (2007)  

regards stakeholder-related expenditures as a major cost to firms. Thus, Ullmann (1985) 

claims that firms with relatively better CFP, which means higher levels of financial 

slack resources, may be willing to absorb these costs in the future compared to those 

with worse CFP, which means lower levels of financial slack resources, may be less 

willing to invest in stakeholder-related responsibility. Then, when a company has 

higher CFP, it will invest more in social areas and have a higher CSP as well. 

https://www.sciencedirect.com/science/article/pii/S0148296316303927#bb0420
https://www.sciencedirect.com/science/article/pii/S0148296316303927#bb0405
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H2 (Norm form): The corporate financial performance has no relationship with 

corporate social responsibility. 

  

III. METHDOLOGY 

To deal with the problem that CSP can’t be measured exactly, an index of CSP, 

referred from RANKINS database, an independent rating agency that measures the 

CSR for Chinese listed companies and that specializes in providing information about 

the firms’ social performances. The study conducted by Luo, Wang and Zhang (2017) 

introduces that the reports issued by RANKINS are produced based on the Global 

Reporting Initiative (3.0) adapted to the Chinese context and rated based on three 

dimensions: overall evaluation, content evaluation and technical evaluation. Further, 

the reports cover over 70 subdimensions that consider the range of CSR activities and 

the extent of engagement in each. Also, metrics are disclosed. Thus, these reports can 

indicate the attention and resources devoted to CSR activities reliably. The final score 

is a weighted average ranging from 0 to 100. The enterprise CSP rating reports issued 

by RANKINS from 2008 to 2017 are used and 6202 records are taken into account in 

this research. Because the CSR reports of 2018 are not available online yet, so the time 

period adopted on this study starts from 2008 and ends in 2017. 

The financial outcomes of the target firms are measured by the accounting ratios, 

ROE. This earning capacity ratio, the data about financial leverage and the firm size, as 

well as the industry codes are obtained from the Chinese Stock Market Research 

(CSMAR) database, which provides relatively more up-to-date information in terms of 

the number of acquisitions and stock returns with fewer missing values.  

In addition, multiple regression analysis is used as the analysis tool to test the 

hypotheses in this study. To moderate the results, Fauzi (2009) added the sizes and the 

financial leverages of the target firms into the study as the control variables. In addition, 

the impact of years and industry is considered and excluded in the result. In this study, 

firm size is accounted by the amount of total assets, and the financial leverage is 

measured by ratio total long-term liabilities to total assets. In addition, under good 

management theory, the interaction effect between CSP and company size and the 

interaction effect between CSP and financial leverage will have an influence on CFP 

and should be controlled in the model. At the same time, under slack resource theory, 

the interaction effect between CFP and company size and the interaction effect between 

CFP and financial leverage need to be controlled as well. 

Firstly, this study sets CSP of companies as the independent variable and uses the 

CFP as the dependent variable to test hypothesis 1. Then, using the CFP as the 

independent factor and the CSP as the dependent factor to test hypothesis 2. The 

functions of multiple regression models are  

 

CFP𝑖𝑡 = β0 + β1 CSP𝑖𝑡 + β2 Firm Size𝑖𝑡 + β3 Financial Leverage𝑖𝑡 + β4 (CSP𝑖𝑡 * Firm 

Size𝑖𝑡) + β5 (CSP𝑖𝑡 * Financial Leverage𝑖𝑡) + 𝜀𝑡                             (1) 

CSP𝑖𝑡 = β0 + β1 CFP𝑖𝑡 + β2 Firm Size𝑖𝑡+ β3 Financial Leverage𝑖𝑡 + β4 (CFP𝑖𝑡 * Firm 

Size𝑖𝑡) + β5 (CFP𝑖𝑡 * Financial Leverage𝑖𝑡) + 𝜀𝑡                             (2) 
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 In the formulas above, subscript it represents the indicator of i firm in t year, 𝛽0 is 

the y-intercept of the regression line, 𝛽1-5 represent regression parameter, and 𝜀𝑡 

represents the residual value. In table 1, the left column is the variable and the center 

column are the definition of the variable, while the right column is the source of the 

variable. 

Table 1 

Variables Definition 

Variable  Data Source 

CFP Corporate financial performance (amounted by ROE) CSMAR 

CSP Scores about corporate social performance  RANKINS 

Control Variable  Data Source 

Financial 

leverage 

Leverage ratio (calculated by long-term liabilities over total 

assets) 

CSMAR 

Firm size The size of the firm (measured by total assets) CSMAR 

 

IV. EMPIICAL RESULTS 

A total of 6202 Chinese companies’ samples remained in the analysis, after 

eliminating the companies with missing financial data or CSP data. There are two 

hypothesis models tested in the research. For the first model, Table 2 presents 

descriptive summary on the distribution of selected factors for analyzing the effect of 

CSP on ROE based on the whole sample. The sample size is 6202 companies during a 

ten-year period, from 2008 – 2017. The average ROE is 10.26%, ranging from 103.63% 

to -46.90%. This phenomenon indicates that the overall ROE of Chinese companies is 

not high and the ROE levels vary widely among Chinese companies. The average of 

CSP is 39.71, ranging from 11.69 to 89.30, while the full score is 100 points. All 

analyses are operated by Stata software.  

Table 2 

Descriptive Summary 1 

Stats      N          Mean        Sd         Max.          Min.        

ROE 6202 .1026152 .1323948 1.036275 -4.690294 

CSP 6202 39.71207 13.17268 89.2979 11.69 

Financial Leverage 6202 .0683521 .0970361 .673696 0 

Firm Size 6202 185000000000 1270000000000 26100000000000 85700000 

 

Table 3 shows those correlation relationships between the independent variable, 

dependent variable and control variables designed in the first model. The p value is set 

as p<0.01 on the Stata code. Thus, the result shows that the CSP is correlated positively 

and significantly at p=<0.01 with ROE for these ten-year periods data. In addition, the 

financial leverage and financial size, as well as the interaction between CSP and FL 

have a significant correlation with the ROE. However, the financial leverage has a 

negative correlation with ROE.  

Table 4 presents those correlation relationships between the independent variable, 

dependent variable and control variables designed in the second model. Further, it can 

be found that ROE is also positively and significantly correlated with CSP in second  
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Table 3 

Correlation Matrix 1 

   ROE     CSP      Financial Leverage     Firm Size   

ROE 1.0000    

CSP 0.0454* 1.0000   

Financial Leverage -0.0590* -0.0055 1.0000  

Firm Size 0.0559* 0.2975* -0.0763* 1.0000 

 

model at p=<0.01. In addition, the firm size and the interaction between ROE and FS 

is also positively and significantly correlated with CSP at p=<0.05. 

Table 4 

 Correlation Matrix 2 

   CSP     ROE     Financial Leverage     Firm Size    

     

CSP 1.0000    

ROE 0.0454* 1.0000   

Financial Leverage -0.0055 -0.0590* 1.0000  

Firm Size 0.2975* 0.0559* -0.0763* 1.0000 

 

Table 5 shows the results of regression analysis of two models, controlling the firm 

leverage, firm size, the interaction effects, the year and industry. The result of the first 

model shows that CSP has a positive and significant impact on ROE as well at the level 

of p<0.01. The financial leverage is significantly but negatively related to the ROE. 

In addition, the result of second model suggests a significant and positive 

relationship between ROE and CSP (p<.001). ROE can influence the CSP significantly 

and positively at the level of p <0.01. CSP is also significantly and positively related to 

financial leverage and firm size. 

 

V. DISCUSSION 

The actual result argues for the positive effects of the CSP on CFP. The impact of 

years and industries has been excluded. The first null hypothesis that the corporate 

social responsibility will not influence the company’s financial performance is thus 

rejected by the result. Then, the result of the second model showing that better CSP will 

also contribute to better CFP, which rejects the null hypothesis and supposes that CSP 

does have a positive and significant impact on ROE. The result of the research indicates 

that a Chinese firm with higher ROE, in other words, better financial performance will 

invest more on their social responsibility for long term sustainability and strategy, such 

as the improved local environment and improved employee relationships. All these 

improvements can help build a good brand name and good corporation images. Clearly, 

the companies which have a poor financial performance and returns will invest less in 

traditional CSR activities. For the result of the second model, it can be suggested that 

the investment in CSR will contribute to financial performances. The Chinese firms can 

do well by do good. The spending in CSR can build a positive brand name, which may 

attract more customers and investors, and further brings the company more profits back. 
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This result shows a virtuous circle. Additionally, the actual result meets the expectation 

and is same with other researches on this field. Another research conducted by Yang 

and Yin (2009) investigating the relationship between CSP and CFP in China also 

indicates that there is a significant positive correlation between corporate social 

responsibility performance and corporate financial performance in China, which is 

same with the empirical result. 

Table 5 

Results 

  (1) (2) 

VARIABLES   ROE      CSP   
   

CSP 0.001*** 
 

 
(5.024) 

 

CSP*Financial Leverage 0.001 
 

 
(0.625) 

 

CSP*Firm Size -0.000 
 

 
(-0.742) 

 

Financial Leverage -0.143*** 8.295*** 
 

(-3.753) (4.120) 

Firm Size 0.000 0.000*** 
 

(1.504) (5.169) 

ROE 
 

7.506*** 
  

(4.706) 

ROE*Financial Leverage 
 

-10.808 
  

(-0.799) 

ROE*Firm Size 
 

0.000 
  

(0.562) 

Constant 0.057* 25.645*** 
 

(1.716) (8.515) 
   

Observations 6,202 6,202 

R-squared 0.081 0.234 

Year FE YES YES 

Industry FE YES YES 

Adj. R-sq 
 

0.230 

***, **, and *stand for p < 0.01, p < 0.05, and p < 0.10 respectively. 

 

Viability and Reliability of Results 

To avoid the bias resulted from the data collinearity, a variance inflation test is also 

performed to ensure the objectivity of the regression model. The table 6 shows the VIF 
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result for the first model. As the VIF for variables should be smaller than 10 and the 

biggest VIF result is 9.07, and the tolerance for these variances is higher than 0.1, this 

regression model is acceptable.  

Table 6 

Variance Inflation Test 1 

       Variable                VIF               1/VIF         

Financial Size 9.07 0.110284 

Financial leverage 4.34 0.230384 

Firm Size 1.31 0.764537 

Mean VIF 5.64  

  

The table 7 shows the VIF result for the second model. The VIF for the control 

variable, firm size, is bigger than 10, which means that there is a significant collinearity 

between the firm size and the CSP. However, firm size is an important control variable 

in this model and so it is kept. 

Table 7 

Variance Inflation Test 2 

      Variable             VIF              1/VIF        

Firm Size 10.48 0.095416 

ROE 2.02 0.406885 

Financial Leverage 1.55 0.645258 

Mean VIF 5.41  

 

Limitation 

 The models on this study only include the financial leverage, firm size, interaction 

effects, years and industry as the control variables. According to Waddock and Graves 

(1997), to gain a more accurate result, more control variables should be taken into 

consideration, such as the quality of the management which will definitely influence 

the financial performances.  

In addition, the CSP ratio used in the study is obtained from only one third party 

agency which is not objective for that the determination of CSP requires subjective 

judgements. CSP grades should be obtained from several agencies and a weighted score 

should be adopted for an unbiased score. 

 

Theoretical Contribution 

As more companies now incorporate their corporate social responsibility when 

making operating decision, in this study, I examined the effects of corporate social 

performance on corporate financial performance in Chinese private listed firms. This 

research provides a perspective of the relationship between the firms’ social 

performance and the firms’ financial performance. Due to the fact that limited research 

on this field are conducted based on Chinese companies, this research enriches the 

related literature. In addition, the data used on this research is the latest data available 

online yet, and thus an accurate and reliable support can be provided to Chinese listed 

companies’ managers and future researches.  
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VI. CONCLUSION 

Usually the managers manage the company for a considerable financial return, and 

nowadays many scholars encourage the companies to take their corporate social 

responsibilities into consideration when making strategies. This research aims to find 

out whether the corporate social performances of Chinese listed firms will influence 

their financial performances or the financial performance may have an impact on social 

performance. To solve this question, two multiple regression models are built and 

operated through Stata software. On the models, financial performance is measured by 

ROE collected from CSMAR database, while the CSP score is collected from RANKIN 

database. The results of the regression models indicate that higher financial returns will 

lead to better CSP and the better CSP will also contribute to the financial performances 

in China. In other words, Chinese listed companies will invest more on social good if 

they operate well and earn a lot. At the same time, these companies will operate better 

and earn more if they invest more on social good.  

This research is important as there is limited research on this field for developing 

countries and Chinese firms to take CSP into consideration when deciding their 

strategies for a better financial performance, and this research can help fill the blank in 

the literature. Additionally, this research analyzes the latest data and can provide latest 

result and conclusions for future implications and researches. 

This research has some limitations as well. For example, only two control variables 

are included in the models, and variables such as the quality of management is not 

controlled in the models. To ensure the accuracy of the models, more control variables 

should be included. Also, CSP scores are obtained from one agency while the 

determination of CSP requires personal judgement and it is biased to use CSP from one 

agency. Further research should include more control variables and can try to 

investigate the deeper relationship that which party of stakeholders will influence the 

CFP significantly. To be more specific, further research can focus on the weight of the 

impacts that different party of stakeholders can have on CFP.  
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