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Abstract

:

Chinese merchant groups are commercial organizations that have developed over thousands of years. Given the importance of private firms to China’s sustainable development, this study investigates the impact of the traditional Chinese concept of merchant groups on corporate social responsibility (CSR) performance and cost of debt, using Chinese private listed firms during 2008–2020. We measure merchant group culture based on the company’s geographic location. Ordinary least squares regression models are used to test the hypotheses. According to the results, the CSR performance of firms from five traditional Chinese merchant groups is better than non-members. A positive relationship exists between the strength of merchant group culture and CSR performance; this relationship is stronger among merchant group companies. The closer the culture to CSR values, the better the CSR performance, which is negatively related to the cost of debt. The findings are in line with the peer effect theory. Therefore, the study provides evidence that it is essential to consider the traditional Chinese merchant group culture for firms’ CSR strategies beyond formal financial and regulatory factors in China. This study is a first step in exploring the impact of merchant group culture in China on CSR performance and the economic application of this relationship.
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1. Introduction


Prior studies on law and finance by Andrei and Robert [1] and La Porta et al. [2] have mainly focused on developed countries, using a Western-centric approach to property rights to develop legal systems, thereby giving legal protections to investors. Thus, these studies cannot explain Chinese economic development over the past 40 years, which has occurred without a fully developed legal system. Granato et al. [3] and Guiso et al. [4] demonstrated that scholars have addressed research on informal institutional mechanisms like culture, which aids economic development, facilitates the financing and operating of firms, and accelerates economic growth, as in China [5,6,7,8].



China has 5000 years of rich history. In this time, dynasties have risen and fallen, families have aligned themselves with various dynastic rulers, and merchants have developed unique business cultures. Culture is a tool that groups use to maintain an identity. From a cultural evolutionary perspective, cultural characteristics can influence an economy through indirect mechanisms despite not directly affecting the economy [4].



Fei’s (1985) seminal work [9] shows that interpersonal relationships in Chinese society are based on geography and blood relationships, expanding into the social network. Chinese business cultures from different regions present significant diversification, given the vast Chinese territory, reflecting the distribution of multi-ethnic and generational migration. The Chinese merchant group is a commercial organization that has developed over thousands of years. It provides a platform for Chinese manufacturers and traders to make business strategies and seek cooperation. Chinese merchant groups have unique guidelines for commercial and social responsibility, which are inherited and determined by the culture of every merchant group. The unique characteristics stem from various informal systems, such as clan systems, merchant group statutes, and religious beliefs [7].



Given the ongoing deterioration of the natural environment caused by human industrial civilization and the internationalization of enterprise management, sustainable development is garnering increasing attention. In this context, the present study addresses the following questions. Does Chinese merchant group culture lead to corporate social responsibility (CSR)? If so, is there any important economic consequence?



We examine the relationship between Chinese merchant group culture and CSR using firm-level data for Chinese private listed firms. We find that belonging to a merchant group is associated with higher CSR performance. The relationship is stronger for firms closer to the place of origin of the merchant group culture, suggesting that distance plays a role in the diffusion of cultural influence. We also find that CSR can reduce the cost of debt more in merchant group firms. Collectively, our findings have important implications for academics and practitioners in understanding the function of Chinese traditional business culture in CSR performance and its economic consequences.



This study makes the following contributions to the literature. First, it sheds light on the impact of merchant group culture on CSR. Second, to the best of our knowledge, this study is the first to analyze the impact of CSR performance on the cost of debt of private listed firms in China using the merchant group culture. Third, this study employs a new comprehensive method to measure the merchant group culture, thereby bridging a gap in the literature on merchant group culture relating to CSR in China.



The remainder of the paper is structured as follows. Section 2 reviews the literature. Section 3 develops the hypotheses. Section 4 presents the research methodology. Section 5 reports the empirical results. Section 6 concludes.




2. Literature Review


2.1. Culture and Economic Growth


Since the 1990s, the relationship between culture and economy has garnered much scholarly attention. The neo-institutional school of Coase [10] regarded culture as an important part of the informal system, positing that culture influences a country’s economic development by influencing the formal institutional structure [11,12,13]. Many scholars have analyzed the impact of cultural capital on economic growth [14,15]. By introducing cultural capital into the endogenous growth model, Bucci and Segre [16] theoretically demonstrated the relation between cultural capital and economic growth. Alesina and Fuchs-Schundeln [17] and Alesina et al. [18] believe the role of culture warrants special attention, as historical and geographical factors influence the modern economy via cultural characteristics from generation to generation.



The mechanism underlying culture’s impact on economic development lies in the hindering effect of culture on technology diffusion [19,20,21]. Petrakis et al. [22] categorized culture into economic and social efficiency-oriented culture, the former exerting a significant and positive impact on economic growth, and the latter, a negative impact. Fukuyama [23] revealed a significant effect of Confucian culture on East Asian economic growth. Greif and Guido [8] found a strong causal relationship between cultural inheritance and economic growth based on data from eight European countries. Afzal et al. [24] found a positive correlation between trust and respect for Asian countries’ economic growth. Lonner et al. [25] found that the cluster of national culture can be interpreted via geographical, religious, and linguistic factors. Davidov et al. [26] divided social values into seven dimensions: security, self-direction, stimulation, hedonism, tradition-conformity, universalism-benevolence, and power-achievement values. Their multi-group confirmatory factor analysis has explanatory power when reviewing several countries. Gorodnichenko and Roland [27] adopted Hofstede’s [28] cultural analysis and found that individual innovation behavior yields higher social rewards and recognition in an individualistic cultural region. Thus, individualism can make up for the negative impact of a bad system on economic growth. Maridal [29] established that culture affects economic performance through two channels: cultural traits that stimulate individual motivation, and traits that develop social capital within society. Culture has become part of the explanation and not just an outcome variable.




2.2. Culture and Corporate Social Responsibility


CSR is linked to the seminal work of Bowen [30], who argued that the social responsibilities of businesspeople are obligations “to pursue those policies, to make those decisions, or to follow those lines of action which are desirable in terms of the objectives and values of our society”. Carroll [31] proposed four CSR evaluation categories: economic, legal, ethical, and charitable responsibilities. Wood [32] defined CSR performance via public responsibility, managerial discretion, and legitimacy. Combined with the stakeholder theory of Freeman [33], the theoretical and practical development of CSR has been vigorous [34,35,36].



Some scholars study CSR from the perspective of management response. Since CSR strategy is such a complex process, management discretion is essential. The attitude of management to CSR inevitably influences corporate culture. McDonald et al. [37] posited that corporate culture is an important original motivation for CSR. Ullmann [38] found that the attitudes and responses of entrepreneurs toward society directly affect CSR performance. If an entrepreneur is socially responsible, CSR performance is generally good. A selfish entrepreneur takes a negative attitude to CSR issues. Post et al. [39] identified entrepreneurs as decision-makers and managers, determining the core business ethics and providing a standard for employees. Mudrack [40] probed the relationship between entrepreneurs’ personal characteristics and enterprise social responsibility performance from the individual perspective and found that entrepreneurs’ personality, style, and thinking affect enterprise social responsibility performance. Wang and Juslin [41] redefined CSR in China from the Confucian harmony perspective. Godfrey [42] and Godfrey et al. [43] found that, in developing countries, the motivation of entrepreneurs to fulfill social responsibilities is the internal driving mechanism for producing positive moral capital, benefiting communities and stakeholders. Moral capital ensures tangible assets and contributes to shareholder wealth.




2.3. Corporate Social Responsibility and Financing Cost


The literature yields inconsistent results on the relationship between CSR and financial performance [44,45,46]. Investors might accept a higher risk for firms engaging in CSR [47,48,49,50,51]. However, other studies identify a negative relationship between CSR and financial risk [52,53,54]. Some studies find a negative relationship between idiosyncratic risk and CSR performance [55,56,57,58,59,60]. CSR performance can curb information asymmetry and lower capital constraints in the financial market [50,61,62,63,64].



Some studies focus on CSR and cost of equity [65], examining the negative relationship between CSR performance with a weighted average cost of capital in the financial market [62,66,67]. Based on the reputation theory, Diamond [68] identified a negative relationship between the cost of debt and CSR performance. Fombrun and Gardberg [69] demonstrated a relationship between CSR and firm reputation. Schnietz and Epstein [70] argued that CSR affects risk reduction. CSR can enhance firm reputation, benefiting firms in capital markets [71,72]. CSR may increase trust and reduce transaction costs by aligning with stakeholder incentives [73]. Empirical results demonstrate a positive relationship between CSR and a firm’s credit ratings [49,55,74,75,76,77]. Other studies have examined the relationship between CSR performance and the cost of debt [60,78,79] and also found a negative relationship [48,74,76,80].





3. Hypothesis Development


The influence of culture has increasingly been investigated by economists [4]. Spolaore and Wacziarg [21] summarized how economists develop a deeper understanding of factors other than formal institutions, such as geographical, historical, and cultural factors (fundamental factors), to explain economic activity and growth. Merchant group culture plays an important role in the decision-making of Chinese enterprises.



As a unique informal system in the history of the economy, Chinese merchant group culture has a long-term and profound impact on regional economic development. The appeal of merchant group culture spreads from different ethnic groups through various channels, such as value preference, community network, and human capital. The migration of China’s vast territory and multi-ethnic groups makes the commercial culture of different regions diversified, and has created some merchant groups with great regional characteristics, which have become the most active and powerful commercial units during China’s economic development. Chinese traditional merchant groups are spontaneous, semi-formal, regional business organizations based on the identity of geography and blood relationships with the purpose of “social contacts and mutual assistance”. Chinese merchant groups integrate traditional Confucian culture and business practice, to promote the development of regional economy by influencing the value of enterprise faith and governance mechanisms.



Over a history of 1000 years, the spirit core of Confucian culture (benevolence, righteousness, courtesy, wisdom, and trust) have penetrated China’s regional commercial culture. Some excellent traits of Chinese traditional culture, such as zeal for public welfare, balancing virtue and justice, right behavior, and pragmatism, have become part of firm culture, providing a cultural basis for CSR and guiding firms to implement socially responsible practices.



Justice–benefit value is a notion from Confucian economic ethics. Justice refers to ethical norms and moral principles, while benefit refers to one’s material interests. In other words, people should balance the pursuit of justice and economic benefit. Confucianism emphasizes justice as perfectly justified within one’s jurisdiction. All regulations and institutions, customs and etiquette, and ethical relationships should be set in norms. Among Chinese traditional merchant groups, having the correct view of justice and benefit is the ultimate honor of a respectable businessperson. The correct justice–benefit value posits value creation for society and other stakeholders in pursuit of less material wealth, and is similar to the social responsibility theory. The concept of guanxi (connections) and mianzi (saving face) are clearly demonstrated within such constructs. The merchant group’s motivation to do the right thing is valued more highly than mere compliance with rules and regulations. Money worship is a distorted justice–benefit value that ignores morality and integrity. The justice–benefit value is a cultural basis for Chinese private entrepreneurs to undertake CSR.



3.1. Merchant Group Culture and Corporate Social Responsibility


From the economic history perspective, governance of a merchant group cannot be separated from its culture, region, and institutional environment. According to a systematic merchant group study in the middle-ages around the Mediterranean Sea, a multilateral punishment mechanism and the cultural belief of traders were key to governance [13,81]. Akerlof [82] established a model to reflect how social customs affect individual behavior, demonstrating that the more people follow a behavioral norm, the higher the incentive to obey the code, and hence, the more likely the local social custom influences the culture of firms.



Furthermore, as corporate culture is an important motivation for CSR [83], the attitude, mode, and style of entrepreneurs in society directly influence CSR performance [38,39,40] and comprise a more consistent internal driving mechanism of CSR in developing countries [43].



Thus, it is appropriate to investigate the effect of culture on CSR in China. From the ebb and flow perspective of Chinese merchant groups, the core ideas of Chinese traditional culture, such as benevolence, morality, courtesy, and righteousness, are internalized into the spiritual connotation of integrity, kindness, justice, and benefit in merchant groups, arguably impacting CSR performance. Furthermore, the peer effect theory explains the appeal of CSR to merchant group culture, as per Fu and Gupta-Mukherjee [84]. The five traditional Chinese merchant groups have their distinct cultural beliefs, regulations, and codes of conduct, which disperses the influence of culture. Given the merchant group culture appeal, CSR implementation reflects the peer effect and aspects of Confucian virtues. Merchant groups advocate a historical mission and social responsibility to treat people with virtue, similar to the CSR theory. Therefore, we propose the following three hypotheses.



Hypothesis 1 (H1).

Firms belonging to the five merchant groups achieve better CSR performance than non-members.





Hypothesis 2 (H2).

There is a positive relationship between merchant group culture appeal and CSR performance.





Hypothesis 3 (H3).

The greater the merchant group culture appeal, the better the CSR performance of member firms.






3.2. Importance of Corporate Social Responsibility in Each Merchant Group Culture


Although merchant groups are all influenced by the justice–benefit value in Confucianism, each culture has unique characteristics, and hence, each of the five traditional Chinese merchant group attaches different importance to CSR.



3.2.1. Hui Merchant Group Culture


Hui merchant group culture evolved from Shanyue and Xin’an culture. Xin’an neo-Confucianism originated in the Southern Song Dynasty more than 800 years ago in the Huizhou area of China. Loyalty, filial piety, benevolence, and righteousness are its core values. In the Ming dynasty, the ideas of the ancient Chinese philosopher, Wang Yangming, were prevalent in Anhui province. He advocated for a standard social norm for different classes. In a society in which fame came first, discrimination against businesspeople had been somewhat eliminated. Under the guidance of the justice–benefit value, Hui culture merchants viewed themselves as businesspeople under Confucianism, emphasizing credibility and honor. They sponsored cultural activities with business profits and regarded business as a useful political tool. Hui merchants prefer to be officials to boost family prestige and earn government protection. In business operations, they depend on political connections to expand development opportunities. After accumulating enormous material wealth, Hui merchants tend to donate to build schools and hire teachers. To build reputation, they support education, repair roads and bridges, and help the poor.




3.2.2. Jin Merchant Group Culture


Jin merchants emerged from the Ming and Qing Dynasties. Their splendid achievements in business spanned approximately 500 years. They were loyal to China’s Emperors. Jin merchants subscribe to Confucianism, in which they seek the justice–benefit value. In particular, characteristics of loyalty, righteousness, sincerity, and trustworthiness, as advocated by the well-known ancient Chinese legend, Guan Gong, form the basis of moral and conduct rules requiring Jin traders to be courteous, fair, and sincere. Accordingly, Jin merchants impart the spirit of loyalty to employees, inducing them to be honest and trustworthy in commercial activities. The justice–benefit value in Confucianism has been internalized in the code of conduct of Jin merchants, enhancing credibility in the tradition. However, Jin merchants had a close relationship with the government in the Qing dynasty, the collapse of which induced their gradual decline.




3.2.3. Zhe Merchant Group Culture


People of Zhejiang province of China are good at business and proud of being wealthy. After the Jiajing and Wanli eras of the Ming Dynasty, China transitioned into a crucial period that saw the emergence of modern commercial activities. Free businesspeople emerged, as represented by merchant groups in the Longyou and Ningbo areas of Zhejiang province. In the late Ming and early Qing dynasties, given the growing merchant economic power, traders advocated for developing the handicraft industry and commodity circulation; effectively, it was a political declaration to enrich the people and citizens.



Given the weak state-owned enterprises in Zhejiang province, the private economy grew prosperously, inducing the development of private firms country-wide after the birth of the People’s Republic of China. The rise of Zhejiang merchants reflects the achievements of the reform and vitality of the new system in China. Zhejiang merchants view clan and family as core business members and cooperate with nearby peers. Their distinctive characteristic is mutual support and cooperation among hometown fellows. Cooperation is an important means for minimizing business risks, inducing astounding success. Most members of the Zhe merchant group were small-scale sellers of handicrafts. Their most prominent trait is being kind to employees, reflecting their historical inheritance of humanitarianism. Many Zhe merchants provide living facilities and treatment for migrants. Rooted in the commercial activity ideology, Zhe merchants adhere to a practical and pragmatic philosophy.




3.2.4. Yue Merchant Group Culture


Yue is the merchant group in Guangdong province, the first region in China to accept capitalism. Given Guangdong’s adjacency to Hong Kong, Western thought developed more freely in the province than in other areas of China. Pragmatism and individualism are integrated with the modern CSR concept in this area. From a geographical view, Guangdong is far from central China; thus, the official Confucian ideology is not as strong in Yue merchant culture as in other merchant group cultures. Ideas from Chinese traditional religions (Daoism and Buddhism) and schools of thought (Confucianism, Legalism, etc.) shape the complex ethos of the Yue merchant group. From its orthodox ideology, the Yue merchant group culture lacks high ethical positions and principles. However, Yue merchants are good at addressing world affairs and technology; they are shrewd bargainers and promote their interests. They are agile in mastering new skills and innovation. Most Yue traders view a low profile, pragmatism, entrepreneurship, and self-revolution as their main cultural traits. Pragmatism and individualism are key characteristics, reflecting Western utilitarianism and instrumentalism.




3.2.5. Min Merchant Group Culture


Min merchants have an excellent international perspective and market sense in China. Since the Tang Dynasty, the southeast coast of China has been the vanguard of the capitalist mode of production. Min merchants emerged with the development of commercial trade in Fujian province, especially overseas trade in the late Tang Dynasty. Min merchants were located in marginalized areas excluded by feudal centralization and agricultural activities. In the Ming and Qing dynasties, unlike Jin and Hui traders, who had already become vassals of feudal centralization, Min merchants were the abandoned people of feudal dynasties and were considered smugglers under a policy that banned maritime trade.



In their long history of business operations, Min merchants formed their values, ethics, and codes of conduct closely based on the culture of the Mazu, the Goddess of the sea. Mazu culture champions peace and inclusiveness, prominent adventure, and cosmopolitan spirit, thereby distinguishing Min merchants from the traditional agriculture civilization in central China and the nomadic culture of northwest China. From the start of the 20th century, Min merchants have continuously created commercial activities and built business empires. They supported native people after acquiring vast wealth [85].



The five merchant groups’ differing cultures and beliefs and their complex relationships with social responsibility theory yield the following hypothesis.



Hypothesis 4 (H4).

The more CSR is valued by a merchant group culture, the better the CSR performance of firms of that merchant group.







3.3. Merchant Group Culture, Corporate Social Responsibility, and Cost of Debt


Instrumental stakeholder theory [64] posits that CSR performance improves firm value in two ways. First, managers can balance the requirements of different stakeholders to improve the firm’s ability to adapt to the external environment. Second, stakeholder satisfaction directly affects a firm’s reputation and value. Stakeholder theory is viewed as most closely related to CSR by Wood and Jones [86]. Waddock and Graves [87] proposed the concepts of the explicit and implicit cost of a firm from the stakeholder governance perspective and noted that if firms fail to implement CSR, the implicit cost increases, inducing higher explicit cost, thereby losing competitive advantage [88,89]. Managers must strike an effective balance between their stakeholders to avoid transforming implicit costs into explicit ones [90,91].



The most important consensus of prior research appears to be that CSR practices can build trust between a firm and its stakeholders and investors [92], leading to a lower cost of debt [93]. When firms engage in CSR, investors may require a lower risk premium, and the financial risk decreases [53,54]. Other CSR risk reduction studies [47,48] also find that CSR performance is negatively related to the cost of debt [52,74,76,78]. Hence, our next hypothesis is as follows.



Hypothesis 5 (H5).

There is a negative relationship between CSR performance and the cost of debt, and the relationship is more pronounced within firms of the five merchant groups.





We summarize our hypotheses and research models in Table 1.





4. Research Design


4.1. Measurement of Variables and Data Source


Scholars use the religious environment of a firm’s location to measure the religious influence on the firm [94,95]. Accordingly, Hilary and Hui [96] gauged the index of religious influence on listed firms. The religious environment of a region can be proxied by the number of religious sites and people therein and their proportion to the total population. According to the prior literature, we measure merchant group firm and merchant group cultural appeal as follows. If the registered locations of private listed firms are in Shanxi (JIN), Anhui (HUI), Fujian (MIN), Zhejiang (ZHE), or Guangdong (YUE) province, they are defined as merchant group firms.



There are 14 cradles of the five merchant group cultures. The cradles are the locations of origin. JIN has two cradles: Pingyao and Linfen. HUI has six cradles: She Town, Xiuning, Wuyuan, Qimen, Yi Town, and Jixi. ZHE has three cradles: Huzhou, Ningbo, and Wenzhou. YUE has two cradles: Guanzhou and Chaozhou. MIN has one cradle: Fuzhou. The merchant group cultural appeal is measured in two dimensions. The first is the nearest straight-line distance between the registered location of firms and the corresponding cradle of merchant group culture. However, geographical factors, such as landform, transport, and topography, may hinder the merchant group cultural appeal; thus, a straight-line distance might not reflect the appeal effectively. The second dimension is the nearest driving distance between the registered location of firms and the corresponding cradle. The smaller the values, the stronger the merchant group cultural appeal. The two dimensions are continuous variables at the geographic level. The straight line and driving distance are obtained by manual collection. Specifically, using Google Maps, the study first orientates the longitude and latitude of each listed firm’s registered location and the 14 cradles of the five merchant group cultures. The study then calculates the straight-line distance between each firm and the 14 cradles. Finally, we settle on the smallest of the 14 values as the index of the appeal of the merchant group culture to the firm. The driving distance calculation follows that of the straight-line distance.



Social responsibility performance is proxied by 2008–2020 CSR scores obtained from the Chinese Research Data Services Platform (CNRDS) database. The CSR score, prevalent in academia, gauges the strength and weakness of firms’ environment, diversity, employee relations, human rights, community relations, product quality, and safety dimensions. The cost of debt is calculated by dividing interest expense by the principal of debt, which includes short-term debt in current liabilities, long-term debt, long-term debt due within a year, and long-term bonds in non-current liabilities, obtained from the China Stock Market & Accounting Research Database (CSMAR).



To mitigate endogeneity, we control for several firm-level factors. Given that larger firms are under more pressure and possess more resources than small firms, they should commit to higher CSR levels [97]. Thus, the study controls for firm size (LNSIZE). We also consider leverage (LEV), as debtholders may influence a firm’s decision by restricting funds for CSR or encouraging a company to go green. We use return on assets (ROA) to control for the effect of financial resources and extra funds on ethical activities and CSR decisions [98]. We control for sales growth rate (SGROW), representing the growth of firms, which influences firms’ CSR and financial decisions.



Meanwhile, we consider the influence of internal corporate governance, ownership concentration, and management compensation. Higher ownership concentration (HERFINDAHL) means that a firm’s CSR and financial decisions are arbitrarily decided by the largest shareholders. As an effective incentive mechanism, reasonable management compensation (MStop3) can make managers combine their own interests with long-term strategies to effectively respond to different stakeholder interests, promoting firm social responsibility performance. We also control for the age of a firm since its listing and industry- and year-fixed effects. The variable definitions are reported in Table 2.




4.2. Model Design


We use ordinary least-squares (OLS) regression models to test the study hypotheses. They are specified as follows: Model (1) tests for H1, Model (2) tests for H2, and Model (3) tests for H3. Furthermore, we use Model (1) to conduct a separate regression for each merchant group so as to verify H4. Model (4) tests for H5.


    C S  R  i , t   =  β 0    +  β 1  M  G  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t   +  β 6  H E R F I N D A H  L  i , t                        +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t      



(1)






    C S  R  i , t   =  β 0    +  β 1  A P P E A  L  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t   +  β 6  H E R F I N D A H  L  i , t                        +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t      



(2)






    C S  R  i , t   =  β 0    +  β 1  M  G  i , t   +  β 2  A P P E A  L  i , t   +  β 3  M G × A P P E A  L  i , t   +  β 4  L N S I Z  E  i , t   +  β 5  L E  V  i , t   +  β 6  R O  A  i , t                        +  β 7  S G R O  W  i , t   +  β 8  H E R F I N D A H  L  i , t   +  β 9  M S t o p  3  i , t   +  Year   fixed   effects                       +  Industry   fixed   effects  +  ε  i , t      



(3)






    C O S  T  i , t   =  β 0    +  β 1  C S  R  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t   +  β 6  H E R F I N D A H  L  i , t                +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t      



(4)








4.3. Sample Selection


The initial sample was 2008–2020 private listed firms in mainland China. We used private firms because they are an important force in China’s sustainable development, while state-owned enterprises mainly serve the goals of the government and are less affected by local merchant group culture. The study excluded B- and H-share issuing firms, because CSR benchmarks differ by institutional environment. We excluded firms with 3 years of losses and firms with missing data. The final sample comprises 2633 observations across 29 provinces and 16 industries. Table 3 shows the distribution of sample firms by year.





5. Empirical Results


5.1. Descriptive Statistics


Table 4 summarizes the descriptive statistics for the variables. The mean CSR is 17.221; thus, the average CSR in the sample firms is not high. The mean merchant group (MG) is 0.445; hence, approximately 45% of the sample firms operate within the five merchant groups. The mean straight distance (APPEAL1) and driving distance (APPEAL2) between firms’ registered location and cradle of merchant group culture are 0.364 and 0.455, respectively. The average cost of debt of private listed firms is 6.616%.



Regarding the control variables, the mean of LNSIZE, which is the natural logarithm of total assets, is 22.751, suggesting that the sample firms are representative. The average ROA and LEV in our sample are approximately 6.9% and 46.6%, respectively. The mean SGROW is approximately 17%, implying a high growth rate of Chinese private listed firms. The mean HERFINDAHL is 0.142, which means the ownership concentration in Chinese private firms is not high. The mean MStop3 is 0.016, representing the top three managers’ compensation divided by net income. The descriptive statistics demonstrate a representative sample.



Table 5 shows the correlations between the dependent variable CSR and independent variables. The correlation coefficient between straight distance and driving distance is 0.998. None of the other correlation coefficients is greater than 0.7, which Judge et al. [99] suggested as a cutoff level for deciding whether two variables can enter the regression models simultaneously.




5.2. Results Analysis


The sequence of empirical regression analysis in this study is as follows. First, we compare the CSR between the five merchant groups and others and further examine the appeal of merchant group culture to CSR performance. Second, the study tests the consistency of each merchant group culture with the CSR value. Finally, we test the merchant group culture, CSR performance, and cost of debt relationship from 2018 to 2020, since the data of cost of debt are available from 2018.



5.2.1. Merchant Group Culture and Corporate Social Responsibility


We estimated Models (1), (2), and (3) to test the relationship between merchant group culture and CSR performance. The correlation analysis shows that the two dimensions of cultural appeal are significantly correlated. Table 6 presents the empirical results, using straight-line distance (1000 km) between the registered location of the firms and the cradle of the merchant group culture (APPEAL1) and driving distance (1000 km) between the registered location of the firms and the cradle of the merchant group culture (APPEAL2) as the key explanatory variable.



The adjusted R2 of the five models is greater than 0.3; thus, a certain percentage of the sample variation in CSR performance is explained. We estimated the coefficients for all specifications using OLS regression controlling for industry- and year-fixed effects. The coefficient on MG is positive and significant at the 1% level in Model (1), confirming H1, consistent with other literature [94,95,96]. Moreover, the coefficient of Appeal1 is negative and significant at the 10% level in Model (2), and that of MG × APPEAL1 is negative and significant at the 10% level in Model (4). Furthermore, in Model (3), the Appeal2 coefficient is negative and significant at the 1% level, and that of MG × APPEAL2 is negative and significant at the 5% level. Models (2) to (5) confirm H2 and H3.



Regarding the control variables, LNSIZE is positively linked to CSR performance; thus, larger firms with extra resources are more socially responsible [97]. Consistent with the expectation, LEV negatively impacts CSR performance and is significant in the five models [98]. However, ROA or SGROW show no significant relationship with CSR performance. Regarding governance-level control variables, neither HERFINDAHL nor MStop3 are significant in our models, likely because cultural factors of merchant groups may have a stronger effect on CSR than governance and some financial factors. This finding highlights the argument for the importance of non-market and non-governance factors: merchant group culture may significantly influence CSR performance.




5.2.2. Consistency of Merchant Group Culture with Corporate Social Responsibility Value


From Equation (1), we tested the relationship between the five merchant group cultures (YUE, JIN, HUI, MIN, and ZHE) and CSR, and we analyzed the consistency of each culture with the CSR value. Table 7 reports specific results.



From Table 7, the HUI merchant group and YUE merchant group have a significant positive relationship with CSR at the 1% level, indicating that the CSR performance in the HUI and YUE merchant group is significantly better than that of private listed firms that do not belong to the five merchant groups. These groups admire pragmatism, consistent with the values advocated by Western capitalism and integrated with the pragmatic spirit of social responsibility. There is a significant negative relationship between the MIN merchant group and CSR at the 10% level; thus, the CSR performance in the MIN merchant group is worse than in the non-merchant-group firms. The spiritual core of the MIN merchant group is adventure and struggle, and value for social responsibility is not fully emphasized during business operations. After accumulating wealth, MIN merchants give back to native places with no consideration for other stakeholders. Hence, based on the empirical results, the MIN merchant group culture is inconsistent with broader CSR values, which consider stakeholder interests first.



However, no significant relationship exists between JIN or ZHE and CSR performance in the sample; thus, the culture of these two merchant groups might not accord with CSR values. Justice–benefit and political connections are admired in the JIN merchant group. Bureaucracy and ideology are entrenched. The ZHE merchant group considers blood relations as key, is short-term profit oriented, and advocates for unity based on geographical and blood relations. However, social responsibility value is not fully emphasized during business operations in the JIN and ZHE merchant groups.




5.2.3. Merchant Group Culture, Corporate Social Responsibility, and Cost of Debt


We tested the relationship between CSR performance and the cost of debt from 2018 to 2020. Based on whether or not the sub-samples belong to each of the five merchant groups, further tests report the difference in regression results of the relationship between CSR and cost of debt. Table 8 presents the regression results.



From Table 8, we tested the relationship between cost of debt and CSR of private firms that disclosed their cost of debt information from 2018 to 2020 in Model (1). Furthermore, we analyzed the relationship in the sub-samples, and the influence of CSR to cost of debt in merchant groups and others were conducted in Model (2) and Model (3), respectively. The cost of debt is negatively significant with CSR performance at the 5% level in Model (1), which indicates that a higher CSR performance lowers the cost of debt [74,80]. In a further test, the coefficient of CSR in Model (2) is negatively significant with a cost of debt at the 5% level, which means the CSR performance has a greater impact on the cost of debt in the firms belonging to the five merchant groups in the sample. Meanwhile, CSR performance and the cost of debt in non-merchant groups yield no significant results in Model (3). The empirical results confirm H5.



Regarding control variables, LNSIZE and HERFINDAHL are positively related to cost of debt in Models (1), (2), and (3) but are not significant. LEV and cost of debt yield negatively significant results in Models (1), (2), and (3) at the 1% level, which may be due to the different policies that private firms implement within different local provinces corresponding to the uncertainty of the external environment, such as international trade friction in 2018 and the COVID-19 pandemic in 2019. ROA is positively significant with cost of debt at the 1% level in the three models. MStop3 and cost of debt yield a negatively significant result in Model (3) but not in Models (1) or (2). SGROW is negatively significant with cost of debt at the 10% level in Models (1) and (2), and not significant in Model (3).






6. Conclusions


This study shows that the CSR performance of Chinese private listed firms is associated with exogenous informal institutions, such as merchant group culture, affecting the philosophy and attitudes of firm management strategy as a key factor. Using a comprehensive sample of publicly traded private firms in the Chinese market, we have provided new empirical findings that the CSR performance hinges on the idiosyncratic merchant group culture. Specifically, the CSR performance of the five merchant groups is better than that of other private listed firms. Furthermore, the appeal of the merchant group culture is positively related to CSR performance, and the positive relationship is stronger among the five merchant groups. By analyzing the historical origin and spiritual core of the five merchant groups, this study demonstrated that if the merchant group culture is closer to CSR values, CSR performance is better. Meanwhile, CSR performance is negatively related to the cost of debt in Chinese private listed firms, and this empirical result is more pronounced in the five merchant groups. The empirical results generally support the theoretical argument.



The study contributes nuanced insight into how merchant group culture affects CSR performance. Regarding policy and practical implications, policymakers should consider the Chinese merchant group culture when developing CSR policies. Private firms should pay attention to the unique merchant group cultural backgrounds of various regions when undertaking CSR.



This study has some limitations. For example, the sample only includes Chinese private listed firms. Thus, caution should be exercised when applying the results to state-owned enterprises. Moreover, the study considers only merchant group culture, and ignores organizational culture and the personal beliefs of managers or directors. This study is an early step in exploring the impact of merchant group culture on CSR performance. Future studies could expand the research by exploring the relationship between merchant group culture and the cost of equity.







Author Contributions


Conceptualization, H.W. (Haifei Wang) and H.W. (Hongjun Wu); Data curation, H.W. (Haifei Wang) and H.W. (Hongjun Wu); Formal analysis, H.W. (Haifei Wang) and H.W. (Hongjun Wu); Funding acquisition, H.W. (Haifei Wang) and H.W. (Hongjun Wu); Validation, P.H.; Writing—original draft, H.W. (Haifei Wang) and H.W. (Hongjun Wu); Writing—review & editing, P.H. All authors have read and agreed to the published version of the manuscript.




Funding


This research was funded by the Science and Technology Department of Jilin Province [20210601043FG], Fujian philosophy and Social Sciences Planning Project [FJ2021A019], Fujian innovation strategy research plan project [2021R0007], and the Fundamental Research Funds for the Central Universities [2072021065].




Institutional Review Board Statement


Not applicable.




Informed Consent Statement


Not applicable.




Data Availability Statement


The data will be made available on request from the corresponding author.




Conflicts of Interest


The authors declare no conflict of interest.




References


	



Andrei, S.; Robert, W.V. A Survey of Corporate Governance. J. Financ. 1997, 52, 737–783. [Google Scholar]

	



La Porta, R.; Lopez-de-Silanes, F.; Shleifer, A.; Vishny, R.W. Law and Finance. J. Political Econ. 1998, 106, 1113–1155. [Google Scholar] [CrossRef]

	



Granato, J.; Inglehart, R.; Leblang, D. The effect of cultural values on economic development: Theory, hypotheses, and some empirical tests. Am. J. Political Sci. 1996, 40, 607–631. [Google Scholar] [CrossRef]

	



Guiso, L.; Sapienza, P.; Zingales, L. Does culture affect economic outcomes? J. Econ. Perspect. 2006, 20, 23–48. [Google Scholar] [CrossRef]

	



Scott, A.J. The Cultural Economy of Cities: Essays on the Geography of Image-Producing Industries; Sage: Newcastle upon Tyne, UK, 2000. [Google Scholar]

	



Greif, A.; David, D.L. A Theory of Endogenous Institutional Change. Am. Political Sci. Rev. 2004, 98, 633–652. [Google Scholar] [CrossRef]

	



Allen, F.; Qian, J.; Qian, M. Law, Finance, and Economic Growth in China. J. Financ. Econ. 2005, 77, 57–116. [Google Scholar] [CrossRef]

	



Greif, A.; Guido, T. Cultural and Institutional Bifurcation: China and Europe Compared. Am. Econ. Rev. 2010, 100, 135–140. [Google Scholar] [CrossRef]

	



Fei, X. Native China; Sanlian Bookstore: Beijing, China, 1985. (In Chinese) [Google Scholar]

	



Coase, R.H. The Nature of the Firm. Economica 1937, 4, 386–405. [Google Scholar] [CrossRef]

	



Greif, A. Contract Enforceability and Economic Institutions in Early Trade: The Maghribi Traders’ Coalition. Am. Econ. Rev. 1993, 83, 525–548. [Google Scholar]

	



Greif, A. Cultural Beliefs and the Organization of Society: A Historical and Theoretical Reflection on Collectivist and Individualist Societies. J. Political Econ. 1994, 102, 912–950. [Google Scholar] [CrossRef]

	



Greif, A. Self-Enforcing Political Systems and Economic Growth: Late Medieval Genoa. In Analytic Narratives; Princeton University Press: Princeton, NJ, USA, 1998. [Google Scholar]

	



Throsby, D. Cultural Capital. J. Cult. Econ. 1999, 23, 3–12. [Google Scholar] [CrossRef]

	



Ulibarri, C. Rational Philanthropy and Cultural Capital. J. Cult. Econ. 2000, 24, 135–146. [Google Scholar] [CrossRef]

	



Bucci, A.; Segre, G. Culture and human capital in a two-sector endogenous growth model. Res. Econ. 2011, 65, 279–293. [Google Scholar] [CrossRef]

	



Alesina, A.; Fuchs-Schundeln, N. Good-Bye Lenin (Or Not?): The Effect of Communism on People’s Preferences. Am. Econ. Rev. 2007, 97, 1507–1528. [Google Scholar] [CrossRef]

	



Alesina, A.; Giuliano, P.; Reich, B. Nation-Building and Education. Natl. Bur. Econ. Res. Work. Pap. Ser. 2019, 18839. [Google Scholar] [CrossRef]

	



Bai, Y.; Kung, J.K.-S. The shaping of an institutional choice: Weather shocks, the Great Leap Famine, and agricultural decollectivization in China. Explor. Econ. Hist. 2014, 54, 1–26. [Google Scholar] [CrossRef]

	



Kung, J.K.-S.; Bai, Y. Induced institutional change or transaction costs? The economic logic of land reallocations in Chinese agriculture. J. Dev. Stud. 2011, 47, 1510–1528. [Google Scholar] [CrossRef]

	



Spolaore, E.; Wacziarg, R. Long-Term Barriers to the International Diffusion of Innovations; National Bureau of Economic Research: Cambridge, MA, USA, 2011. [Google Scholar]

	



Petrakis, P.E.; Kostis, P.C.; Valsamis, D.G. Innovation and competitiveness: Culture as a long-term strategic instrument during the European Great Recession. J. Bus. Res. 2015, 68, 1436–1438. [Google Scholar] [CrossRef]

	



Fukuyama, F. Confucianism and democracy. J. Democr. 1995, 6, 20–33. [Google Scholar] [CrossRef]

	



Afzal, H.; Khan, M.A.; ur Rehman, K.; Ali, I.; Wajahat, S. Consumer’s trust in the brand: Can it be built through brand reputation, brand competence and brand predictability. Int. Bus. Res. 2010, 3, 43. [Google Scholar] [CrossRef]

	



Lonner, W.J.; Berry, J.W.; Hofstede, G.H. Culture’s consequences: International differences in work-related values. In University of Illinois at Urbana-Champaign’s Academy for Entrepreneurial Leadership Historical Research Reference in Entrepreneurship; SSRN: Rochester, NY, USA, 1980. [Google Scholar]

	



Davidov, E.; Schmidt, P.; Schwartz, S.H. Bringing values back in: The adequacy of the European Social Survey to measure values in 20 countries. Public Opin. Q. 2008, 72, 420–445. [Google Scholar] [CrossRef]

	



Gorodnichenko, Y.; Roland, G. Which dimensions of culture matter for long-run growth? Am. Econ. Rev. 2011, 101, 492–498. [Google Scholar] [CrossRef]

	



Hofstede, G. Culture’s Consequences: Comparing Values, Behaviors, Institutions and Organizations Across Nations; Sage Publications: Newcastle upon Tyne, UK, 2001. [Google Scholar]

	



Maridal, J.H. Cultural impact on national economic growth. J. Socio-Econ. 2013, 47, 136–146. [Google Scholar] [CrossRef]

	



Bowen, H.R. Social Responsibility of the Businessman; Harper and Row: New York, NY, USA, 1953. [Google Scholar]

	



Carroll, A.B. A Three-Dimensional Conceptual Model of Corporate Performance. Acad. Manag. Rev. 1979, 4, 497–505. [Google Scholar] [CrossRef]

	



Wood, D.J. Corporate Social Performance Revisited. Acad. Manag. Rev. 1991, 16, 691–718. [Google Scholar] [CrossRef]

	



Freeman, R.E. Strategic Management: A Stakeholder Approach; Pitman: Boston, MA, USA, 1984. [Google Scholar]

	



Deng, X.; Kang, J.-K.; Low, B.S. Corporate social responsibility and stakeholder value maximization: Evidence from mergers. J. Financ. Econ. 2013, 110, 87–109. [Google Scholar] [CrossRef]

	



Dima, J.; Ramez, M. Corporate Social Responsibility (CSR): Theory and Practice in a Developing Country Context. J. Bus. Ethics 2007, 72, 243–262. [Google Scholar]

	



Liang, H.; Renneboog, L. On the Foundations of Corporate Social Responsibility. J. Financ. 2017, 72, 853–910. [Google Scholar] [CrossRef]

	



McDonald, G.; Svensson, G.; Galbreath, J. How does corporate social responsibility benefit firms? Evidence from Australia. Eur. Bus. Rev. 2010, 22, 411–431. [Google Scholar]

	



Ullmann, A.A. Data in search of a theory: A critical examination of the relationships among social performance, social disclosure, and economic performance of US firms. Acad. Manag. Rev. 1985, 10, 540–557. [Google Scholar]

	



Post, J.E.; Preston, L.E.; Sauter-Sachs, S. Redefining the Corporation: Stakeholder Management and Organizational Wealth; Stanford University Press: Redwood City, CA, USA, 2002. [Google Scholar]

	



Mudrack, P. Individual personality factors that affect normative beliefs about the rightness of corporate social responsibility. Bus. Soc. 2007, 46, 33–62. [Google Scholar] [CrossRef]

	



Wang, L.; Juslin, H. The impact of Chinese culture on corporate social responsibility: The harmony approach. J. Bus. Ethics 2009, 88, 433–451. [Google Scholar] [CrossRef]

	



Godfrey, P.C. The relationship between corporate philanthropy and shareholder wealth: A risk management perspective. Acad. Manag. Rev. 2005, 30, 777–798. [Google Scholar] [CrossRef]

	



Godfrey, P.C.; Merrill, C.B.; Hansen, J.M. The relationship between corporate social responsibility and shareholder value: An empirical test of the risk management hypothesis. Strateg. Manag. J. 2009, 30, 425–445. [Google Scholar] [CrossRef]

	



McGuire, J.B.; Sundgren, A.; Schneeweis, T. Corporate social responsibility and firm financial performance. Acad. Manag. J. 1988, 31, 854–872. [Google Scholar]

	



McWilliams, A.; Siegel, D. Corporate social responsibility and financial performance: Correlation or misspecification? Strateg. Manag. J. 2000, 21, 603–609. [Google Scholar] [CrossRef]

	



Van der Laan, G.; Van Ees, H.; Van Witteloostuijn, A. Corporate social and financial performance: An extended stakeholder theory, and empirical test with accounting measures. J. Bus. Ethics 2008, 79, 299–310. [Google Scholar] [CrossRef]

	



Orlitzky, M.; Schmidt, F.L.; Rynes, S.L. Corporate social and financial performance: A meta-analysis. Organ. Stud. 2003, 24, 403–441. [Google Scholar] [CrossRef]

	



Van Beurden, P.; Gössling, T. The worth of values—A literature review on the relation between corporate social and financial performance. J. Bus. Ethics 2008, 82, 407–424. [Google Scholar] [CrossRef]

	



Li, X.; Liu, G.; Fu, Q.; Abdul Rahman, A.A.; Meero, A.; Sial, M.S. Does Corporate Social Responsibility Impact on Corporate Risk-Taking? Evidence from Emerging Economy. Sustainability 2022, 14, 531. [Google Scholar] [CrossRef]

	



Lisin, A.; Kushnir, A.; Koryakov, A.G.; Fomenko, N.; Shchukina, T. Financial Stability in Companies with High ESG Scores: Evidence from North America Using the Ohlson O-Score. Sustainability 2022, 14, 479. [Google Scholar] [CrossRef]

	



Thuy, C.T.M.; Khuong, N.V.; Canh, N.T.; Liem, N.T. Corporate Social Responsibility Disclosure and Financial Performance: The Mediating Role of Financial Statement Comparability. Sustainability 2021, 13, 10077. [Google Scholar] [CrossRef]

	



Goss, A.; Roberts, G.S. The impact of corporate social responsibility on the cost of bank loans. J. Bank. Financ. 2011, 35, 1794–1810. [Google Scholar] [CrossRef]

	



Orlitzky, M.; Benjamin, J.D. Corporate social performance and firm risk: A meta-analytic review. Bus. Soc. 2001, 40, 369–396. [Google Scholar] [CrossRef]

	



Sun, W.; Cui, K. Linking corporate social responsibility to firm default risk. Eur. Manag. J. 2014, 32, 275–287. [Google Scholar] [CrossRef]

	



Attig, N.; El Ghoul, S.; Guedhami, O.; Suh, J. Corporate social responsibility and credit ratings. J. Bus. Ethics 2013, 117, 679–694. [Google Scholar] [CrossRef]

	



Boutin-Dufresne, F.; Savaria, P. Corporate social responsibility and financial risk. J. Investig. 2004, 13, 57–66. [Google Scholar] [CrossRef]

	



Girerd-Potin, I.; Jimenez-Garcès, S.; Louvet, P. Which dimensions of social responsibility concern financial investors? J. Bus. Ethics 2014, 121, 559–576. [Google Scholar] [CrossRef]

	



Lee, D.D.; Faff, R.W. Corporate sustainability performance and idiosyncratic risk: A global perspective. Financ. Rev. 2009, 44, 213–237. [Google Scholar] [CrossRef]

	



Mishra, S.; Modi, S.B. Positive and negative corporate social responsibility, financial leverage, and idiosyncratic risk. J. Bus. Ethics 2013, 117, 431–448. [Google Scholar] [CrossRef]

	



Sharfman, M.P.; Fernando, C.S. Environmental risk management and the cost of capital. Strateg. Manag. J. 2008, 29, 569–592. [Google Scholar] [CrossRef]

	



Cheng, B.; Ioannou, I.; Serafeim, G. Corporate social responsibility and access to finance. Strateg. Manag. J. 2014, 35, 1–23. [Google Scholar] [CrossRef]

	



Dhaliwal, D.S.; Radhakrishnan, S.; Tsang, A.; Yang, Y.G. Nonfinancial disclosure and analyst forecast accuracy: International evidence on corporate social responsibility disclosure. Account. Rev. 2012, 87, 723–759. [Google Scholar] [CrossRef]

	



Ioannou, I.; Serafeim, G. The impact of corporate social responsibility on investment recommendations: Analysts’ perceptions and shifting institutional logics. Strateg. Manag. J. 2015, 36, 1053–1081. [Google Scholar] [CrossRef]

	



Jones, T.M. Instrumental stakeholder theory: A synthesis of ethics and economics. Acad. Manag. Rev. 1995, 20, 404–437. [Google Scholar] [CrossRef]

	



Angel, J.J.; Rivoli, P. Does ethical investing impose a cost upon the firm? A theoretical perspective. J. Investig. 1997, 6, 57–61. [Google Scholar] [CrossRef]

	



Frederick, W.C. Moving to CSR: What to Packfor the Trip. Bus. Soc. 1998, 37, 40–59. [Google Scholar] [CrossRef]

	



Starks, L.T. EFA keynote speech:“Corporate governance and corporate social responsibility: What do investors care about? What should investors care about?”. Financ. Rev. 2009, 44, 461–468. [Google Scholar] [CrossRef]

	



Diamond, D.W. Reputation acquisition in debt markets. J. Political Econ. 1989, 97, 828–862. [Google Scholar] [CrossRef]

	



Fombrun, C.J.; Gardberg, N. Who’s tops in corporate reputation? Corp. Reput. Rev. 2000, 3, 13–17. [Google Scholar] [CrossRef]

	



Schnietz, K.E.; Epstein, M.J. Exploring the financial value of a reputation for corporate social responsibility during a crisis. Corp. Reput. Rev. 2005, 7, 327–345. [Google Scholar] [CrossRef]

	



Turban, D.B.; Greening, D.W. Corporate social performance and organizational attractiveness to prospective employees. Acad. Manag. J. 1997, 40, 658–672. [Google Scholar]

	



Soppe, A. Sustainable corporate finance. J. Bus. Ethics 2004, 53, 213–224. [Google Scholar] [CrossRef]

	



Jensen, M.C.; Meckling, W.H. Theory of the firm: Managerial behavior, agency costs and ownership structure. J. Financ. Econ. 1976, 3, 305–360. [Google Scholar] [CrossRef]

	



Ge, W.; Liu, M. Corporate social responsibility and the cost of corporate bonds. J. Account. Public Policy 2015, 34, 597–624. [Google Scholar] [CrossRef]

	



Jiraporn, P.; Jiraporn, N.; Boeprasert, A.; Chang, K. Does corporate social responsibility (CSR) improve credit ratings? Evidence from geographic identification. Financ. Manag. 2014, 43, 505–531. [Google Scholar] [CrossRef]

	



Oikonomou, I.; Brooks, C.; Pavelin, S. The effects of corporate social performance on the cost of corporate debt and credit ratings. Financ. Rev. 2014, 49, 49–75. [Google Scholar] [CrossRef]

	



Weber, O.; Scholz, R.W.; Michalik, G. Incorporating sustainability criteria into credit risk management. Bus. Strategy Environ. 2010, 19, 39–50. [Google Scholar] [CrossRef]

	



Menz, K.-M. Corporate social responsibility: Is it rewarded by the corporate bond market? A critical note. J. Bus. Ethics 2010, 96, 117–134. [Google Scholar] [CrossRef]

	



Ye, K.; Zhang, R. Do lenders value corporate social responsibility? Evidence from China. J. Bus. Ethics 2011, 104, 197–206. [Google Scholar] [CrossRef]

	



Eichholtz, P.; Holtermans, R.; Kok, N.; Yönder, E. Environmental performance and the cost of debt: Evidence from commercial mortgages and REIT bonds. J. Bank. Financ. 2019, 102, 19–32. [Google Scholar] [CrossRef]

	



Greif, A. Reputation and Coalitions in Medieval Trade: Evidence on the Maghribi Traders. J. Econ. Hist. 1989, 49, 857–882. [Google Scholar] [CrossRef]

	



Akerlof, G.A. A theory of social custom, of which unemployment may be one consequence. Q. J. Econ. 1980, 94, 749–775. [Google Scholar] [CrossRef]

	



Galbreath, J. Drivers of corporate social responsibility: The role of formal strategic planning and firm culture. Br. J. Manag. 2010, 21, 511–525. [Google Scholar] [CrossRef]

	



Fu, R.; Gupta-Mukherjee, S. Geography, informal information flows and mutual fund portfolios. Financ. Manag. 2014, 43, 181–214. [Google Scholar] [CrossRef]

	



Zheng, S.; Lv, Q. The research of Min merchants: Origin, field, and prospect. Southeast Acad. Res. 2015, 2, 122–130. (In Chinese) [Google Scholar]

	



Wood, D.J.; Jones, R.E. Stakeholder mismatching: A theoretical problem in empirical research on corporate social performance. Int. J. Organ. Anal. 1995, 3, 229–267. [Google Scholar] [CrossRef]

	



Waddock, S.A.; Graves, S.B. The corporate social performance–financial performance link. Strateg. Manag. J. 1997, 18, 303–319. [Google Scholar] [CrossRef]

	



Ying, M.; Shan, H.; Tikuye, G.A. How Do Stakeholder Pressures Affect Corporate Social Responsibility Adoption? Evidence from Chinese Manufacturing Enterprises in Ethiopia. Sustainability 2021, 14, 443. [Google Scholar] [CrossRef]

	



Li, J.C.; Benamraoui, A.; Shah, N.; Mathew, S. Dynamic Capability and Strategic Corporate Social Responsibility Adoption: Evidence from China. Sustainability 2021, 13, 5333. [Google Scholar] [CrossRef]

	



Anser, M.K.; Yousaf, Z.; Usman, M.; Yousaf, S. Towards strategic business performance of the hospitality sector: Nexus of ICT, E-marketing and organizational readiness. Sustainability 2020, 12, 1346. [Google Scholar] [CrossRef]

	



Khattak, A.; Yousaf, Z. Digital Social Responsibility towards Corporate Social Responsibility and Strategic Performance of Hi-Tech SMEs: Customer Engagement as a Mediator. Sustainability 2021, 14, 131. [Google Scholar] [CrossRef]

	



Tulcanaza-Prieto, A.B.; Shin, H.; Lee, Y.; Lee, C. Relationship among CSR Initiatives and Financial and Non-Financial Corporate Performance in the Ecuadorian Banking Environment. Sustainability 2020, 12, 1621. [Google Scholar] [CrossRef]

	



Gong, G.; Huang, X.; Wu, S.; Tian, H.; Li, W. Punishment by securities regulators, corporate social responsibility and the cost of debt. J. Bus. Ethics 2021, 171, 337–356. [Google Scholar] [CrossRef]

	



Riahi-Belkaoui, A. Effects of corruption on earnings opacity internationally. Adv. Int. Account. 2004, 17, 73–84. [Google Scholar] [CrossRef]

	



Callen, J.L.; Morel, M.; Richardson, G. Do culture and religion mitigate earnings management? Evidence from a cross-country analysis. Int. J. Discl. Gov. 2011, 8, 103–121. [Google Scholar] [CrossRef]

	



Hilary, G.; Hui, K.W. Does religion matter in corporate decision making in America? J. Financ. Econ. 2009, 93, 455–473. [Google Scholar] [CrossRef]

	



Ioannou, I.; Li, S.X.; Serafeim, G. The Effect of Target Difficulty on Target Completion: The Case of Reducing Carbon Emissions. Account. Rev. 2016, 91, 1467–1492. [Google Scholar] [CrossRef]

	



Luo, L.; Tang, Q.; Lan, Y.-C. Comparison of propensity for carbon disclosure between developing and developed countries: A resource constraint perspective. Account. Res. J. 2013, 26, 6–34. [Google Scholar] [CrossRef]

	



Judge, G.G.; Hill, R.C.; Griffiths, W.E.; Lutkepohl, H.; Lee, T. Introduction to the Theory and Practice of Econometrics; John Wiley & Sons: Hoboken, NJ, USA, 1988; p. 306. [Google Scholar]








[image: Table] 





Table 1. Summary of hypotheses and research models.






Table 1. Summary of hypotheses and research models.





	
Hypotheses

	
Hypothesis 1 (H1):Firms belonging to the five merchant groups achieve better CSR performance than non-members.




	
Hypothesis 2 (H2):There is a positive relationship between merchant group culture appeal and CSR performance.




	
Hypothesis 3 (H3):The greater the merchant group culture appeal, the better the CSR performance of member firms.




	
Hypothesis 4 (H4):The more CSR is valued by a merchant group culture, the better the CSR performance of firms of that merchant group.




	
Hypothesis 5 (H5):There is a negative relationship between CSR performance and the cost of debt, and the relationship is more pronounced within firms of the five merchant groups.




	
Research

Models

	
      Model     ( 1 )  :   C S  R  i , t         =  β 0  +  β 1  M  G  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t   +  β 6  H E R F I N D A H  L  i , t        +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t       




	
      Model     ( 2 )  : C S  R  i , t         =  β 0  +  β 1  A P P E A  L  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t        +  β 6  H E R F I N D A H  L  i , t   +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t       




	
      Model     ( 3 )  : C S  R  i , t         =  β 0  +  β 1  M  G  i , t   +  β 2  A P P E A  L  i , t   +  β 3  M G × A P P E A  L  i , t   +  β 4  L N S I Z  E  i , t   +  β 5  L E  V  i , t   +  β 6  R O  A  i , t        +  β 7  S G R O  W  i , t   +  β 8  H E R F I N D A H  L  i , t   +  β 9  M S t o p  3  i , t   +  Year   fixed   effects       +  Industry   fixed   effects  +  ε  i , t       




	
      Model     ( 4 )  : C O S  T  i , t         =  β 0  +  β 1  C S  R  i , t   +  β 2  L N S I Z  E  i , t   +  β 3  L E  V  i , t   +  β 4  R O  A  i , t   +  β 5  S G R O  W  i , t   +  β 6  H E R F I N D A H  L  i , t        +  β 7  M S t o p  3  i , t   +  Year   fixed   effects  +  Industry   fixed   effects  +  ε  i , t       
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Table 2. Variable definitions.
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Variable

	
Definition

	
Source






	
MG

	
An indicator variable that equals 1 if the firm is in the five merchant groups (Anhui, Shanxi, Zhejiang, Fujian, and Guangdong provinces) and 0 otherwise

	
CSMAR




	
APPEAL

	
The appeal of the merchant group culture, measured by the following two dimensions:

	
the straight-line distance (1000 km) between the registered location of the firms and the cradle of the merchant group culture (APPEAL1); and



	
the driving distance (1000 km) between the registered location of the firms and the cradle of the merchant group culture (APPEAL2)






	
Google Maps




	
CSR

	
Corporate social responsibility index of firms calculated by the KLD method

	
CNRDS Database




	
COST

	
Interest of debt divided by principal of debt (%)

	
CSMAR Database




	
Control Variables




	
LNSIZE

	
Natural logarithm of total assets

	
CSMAR Database




	
LEV

	
Total debt (measured as short-term debt, current portion of long-term debt, and long-term debt) divided by total assets

	
CSMAR Database




	
ROA

	
Net income divided by total assets

	
CSMAR Database




	
SGROW

	
The increasing amount of sales in this year divided by sales of last year

	
CSMAR Database




	
HERFINDAHL

	
The sum of squares of proportion shareholding by the top 10 shareholders

	
CSMAR Database




	
MStop3

	
The top three managers’ compensation divided by net income

	
CSMAR Database
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Table 3. Sample distribution by year.






Table 3. Sample distribution by year.





	Year
	Firms of Five Merchant Groups
	Other Private Listed Firms
	Total





	2008
	36
	41
	77



	2009
	57
	62
	119



	2010
	64
	70
	134



	2011
	80
	90
	170



	2012
	89
	103
	192



	2013
	97
	111
	208



	2014
	96
	124
	220



	2015
	99
	133
	232



	2016
	105
	147
	252



	2017
	120
	163
	283



	2018
	107
	139
	246



	2019
	106
	138
	244



	2020
	115
	141
	256



	Total
	1171
	1462
	2633
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Table 4. Descriptive statistics.






Table 4. Descriptive statistics.





	Variable
	Obs
	Mean
	SD
	Min
	Max





	CSR
	2633
	17.221
	5.745
	6
	33



	MG
	2633
	0.445
	0.497
	0
	1



	APPEAL1
	2633
	0.364
	0.466
	0
	2.207



	APPEAL2
	2633
	0.455
	0.576
	0
	2.692



	LNSIZE
	2633
	22.751
	1.232
	20.188
	26.080



	LEV
	2633
	0.466
	0.190
	0.059
	0.867



	SGROWTH
	2633
	0.170
	0.388
	−0.548
	2.343



	ROA
	2633
	0.069
	0.061
	−0.094
	0.287



	HERFINDAHL
	2633
	0.142
	0.110
	0.011
	0.526



	MStop3
	2633
	0.016
	0.030
	−0.019
	0.198



	COST
	746
	6.616
	8.423
	0.102
	125.289
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Table 5. Correlation matrix.






Table 5. Correlation matrix.



















	Variable
	COST
	CSR
	MG
	APPEAL1
	APPEAL2
	LNSIZE
	LEV
	SGROWTH
	ROA
	HERFINDAHL
	MStop3





	COST
	1.000
	
	
	
	
	
	
	
	
	
	



	CSR
	−0.049
	1.000
	
	
	
	
	
	
	
	
	



	MG
	0.031
	0.074
	1.000
	
	
	
	
	
	
	
	



	APPEAL1
	−0.018
	−0.015
	−0.499
	1.000
	
	
	
	
	
	
	



	APPEAL2
	−0.014
	−0.014
	−0.501
	0.998
	1.000
	
	
	
	
	
	



	LNSIZE
	0.129
	0.317
	−0.107
	0.062
	0.064
	1.000
	
	
	
	
	



	LEV
	0.098
	−0.026
	−0.090
	0.092
	0.088
	0.456
	1.000
	
	
	
	



	SGROWTH
	0.040
	−0.039
	−0.011
	0.014
	0.014
	0.076
	0.060
	1.000
	
	
	



	ROA
	0.009
	−0.045
	0.103
	−0.131
	−0.128
	−0.081
	−0.307
	0.227
	1.000
	
	



	HERFINDAHL
	0.029
	0.007
	−0.088
	0.008
	0.016
	0.180
	0.099
	0.057
	0.123
	1.000
	



	MStop3
	−0.042
	−0.088
	0.007
	0.004
	0.004
	−0.298
	−0.053
	−0.068
	−0.188
	−0.114
	1.000
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Table 6. Merchant group culture and CSR.






Table 6. Merchant group culture and CSR.





	
Dependent Variable = CSR

	
(1)

	
(2)

	
(3)

	
(4)

	
(5)




	
Variables

	
CSR

	
CSR

	
CSR

	
CSR

	
CSR






	
MG

	
0.779 ***

	

	

	
1.504 ***

	
1.970 ***




	
(4.16)

	

	

	
(2.91)

	
(3.16)




	
APPEAL1

	

	
−0.530 *

	

	
3.982 *

	




	

	
(−1.95)

	

	
(1.74)

	




	
APPEAL2

	

	

	
−0.640 ***

	

	
5.615 **




	

	

	
(−2.78)

	

	
(2.05)




	
MG×APPEAL1

	

	

	

	
−5.384

	




	

	

	

	
(−1.65) *

	




	
MG×APPEAL2

	

	

	

	

	
−6.843 **




	

	

	

	

	
(−2.09)




	
LNSIZE

	
1.649 ***

	
1.517 ***

	
1.551 ***

	
1.795 ***

	
1.850 ***




	
(15.19)

	
(13.85)

	
(14.12)

	
(13.92)

	
(13.93)




	
LEV

	
−1.402 **

	
−1.288 *

	
−1.193 *

	
−1.870 **

	
−1.813 **




	
(−2.02)

	
(−1.85)

	
(−1.71)

	
(−2.17)

	
(−2.07)




	
SGROWTH

	
−0.0264

	
0.0404

	
0.0507

	
−0.0764

	
−0.125




	
(−0.11)

	
(0.16)

	
(0.20)

	
(−0.24)

	
(−0.39)




	
ROA

	
2.993

	
3.009

	
2.797

	
0.330

	
−0.513




	
(1.63)

	
(1.63)

	
(1.52)

	
(0.15)

	
(−0.24)




	
HERFINDAHL

	
0.0502

	
0.650

	
−0.153

	
−1.760

	
−0.869




	
(0.06)

	
(0.73)

	
(−0.17)

	
(−1.56)

	
(−0.74)




	
MStop3

	
2.725

	
3.033

	
3.012

	
3.318

	
3.649




	
(0.84)

	
(0.93)

	
(0.92)

	
(0.87)

	
(0.94)




	
Industry-fixed effects

	
YES

	
YES

	
YES

	
YES

	
YES




	
Year-fixed effects

	
YES

	
YES

	
YES

	
YES

	
YES




	
_cons

	
−20.66 ***

	
−18.57 ***

	
−18.55 ***

	
−23.71 ***

	
−24.92 ***




	
(−8.29)

	
(−7.35)

	
(−7.39)

	
(−7.32)

	
(−8.34)




	
N

	
2633

	
2557

	
2547

	
1730

	
1637




	
adj. R2

	
0.356

	
0.359

	
0.360

	
0.392

	
0.399








Notes: This table estimates the effect of merchant groups on firm CSR performance. Table 2 defines all variables. MG × APPEAL1 is the interaction term of the merchant group and Appeal1. MG × APPEAL2 is the interaction term of the merchant group and Appeal2. The dependent variable is the firm’s CSR performance rating scores. The sample period spans 2008 to 2020. All columns control for the industry- and year-fixed effects. Robust standard errors are clustered at the firm level. t values are reported in parentheses. *, **, and *** indicate significance at the 10%, 5%, and 1% levels (two-tailed), respectively.
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Table 7. Regression results of five merchant groups.






Table 7. Regression results of five merchant groups.





	
Dependent Variable = CSR

	
(1)

	
(2)

	
(3)

	
(4)

	
(5)




	
Variables

	
Hui Merchant Group

	
Jin Merchant Group

	
Yue Merchant Group

	
Min Merchant Group

	
Zhe Merchant Group






	
MG

	
2.210 ***

	
−0.657

	
2.576 ***

	
−0.582 *

	
0.0220




	
(3.82)

	
(−0.50)

	
(9.13)

	
(−1.77)

	
(0.08)




	
LNSIZE

	
1.609 ***

	
1.591 ***

	
1.730 ***

	
1.443 ***

	
1.431 ***




	
(10.94)

	
(10.70)

	
(13.56)

	
(10.74)

	
(10.81)




	
LEV

	
−1.230

	
−1.301

	
−0.963

	
−1.200

	
−1.773 **




	
(−1.38)

	
(−1.45)

	
(−1.18)

	
(−1.51)

	
(−2.17)




	
SGROWTH

	
0.151

	
0.0796

	
0.0293

	
−0.0921

	
0.187




	
(0.50)

	
(0.26)

	
(0.10)

	
(−0.33)

	
(0.65)




	
ROA

	
5.008 **

	
6.117 **

	
4.667 **

	
3.531

	
6.271 ***




	
(2.05)

	
(2.42)

	
(2.10)

	
(1.57)

	
(2.83)




	
HERFINDAHL

	
−1.043

	
−1.679

	
−1.087

	
−0.880

	
−0.830




	
(−0.92)

	
(−1.46)

	
(−1.06)

	
(−0.82)

	
(−0.81)




	
MStop3

	
−1.952

	
−0.921

	
3.070

	
−1.682

	
0.446




	
(−0.43)

	
(−0.20)

	
(0.76)

	
(−0.43)

	
(0.11)




	
Industry-fixed effects

	
YES

	
YES

	
YES

	
YES

	
YES




	
Year-fixed effects

	
YES

	
YES

	
YES

	
YES

	
YES




	
_cons

	
−19.69 ***

	
−19.61 ***

	
−22.93 ***

	
−16.05 ***

	
−15.82 ***




	
(−5.43)

	
(−6.02)

	
(−8.09)

	
(−5.40)

	
(−4.70)




	
N

	
1544

	
1475

	
1810

	
1744

	
1908




	
adj. R2

	
0.353

	
0.350

	
0.394

	
0.339

	
0.344








Notes: This table reports the effect of the merchant group culture on firm CSR performance based on the categories of merchant groups. Table 2 defines all variables. The dependent variable is the firm CSR performance rating scores. The sample period spans 2008 to 2020. All columns control for industry- and year-fixed effects. Robust standard errors are clustered at the firm level. t values are reported in parentheses. *, **, and *** indicate significance at the 10%, 5%, and 1% levels (two-tailed), respectively.
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Table 8. Regression results of CSR performance and cost of debt.






Table 8. Regression results of CSR performance and cost of debt.





	
Dependent Variable = COST

	
(1)

	
(2)

	
(3)




	
Variables

	
Full Sample

	
MG = 1

	
MG = 0






	
CSR

	
−0.105 **

	
−0.139 **

	
−0.0873




	
(−2.16)

	
(−2.30)

	
(−1.16)




	
LNSIZE

	
0.345

	
0.460

	
0.130




	
(1.15)

	
(1.22)

	
(0.27)




	
LEV

	
−18.63 ***

	
−18.22 ***

	
−18.32 ***




	
(−8.47)

	
(−6.09)

	
(−5.70)




	
SGROWTH

	
−2.106 **

	
−2.916 **

	
−1.801




	
(−2.58)

	
(−2.46)

	
(−1.59)




	
ROA

	
48.85 ***

	
48.27 ***

	
50.22 ***




	
(8.71)

	
(6.84)

	
(5.79)




	
HERFINDAHL

	
2.748

	
1.667

	
4.837




	
(0.99)

	
(0.44)

	
(1.17)




	
MStop3

	
−9.430

	
2.784

	
−25.88 *




	
(−1.06)

	
(0.28)

	
(−1.69)




	
Industry-fixed effects

	
YES

	
YES

	
YES




	
Year-fixed effects

	
YES

	
YES

	
YES




	
_cons

	
7.920

	
3.260

	
12.38




	
(1.19)

	
(0.37)

	
(1.23)




	
N

	
746

	
328

	
418




	
adj. R2

	
0.301

	
0.410

	
0.237








Notes: This table reports the effect of firm CSR performance on the cost of debt. Table 2 defines all variables. The dependent variable is the cost of debt. The sample period spans 2018 to 2020. All columns control for industry- and year-fixed effects. Robust standard errors are clustered at the firm level. t values are reported in parentheses. *, **, and *** indicate significance at the 10%, 5%, and 1% levels (two-tailed), respectively.
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