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Executive summary
This study assesses determinants and effects of CSR activities of small business owners in
Malawi. It is based on a data set comprising information on 912 small business owners in
Malawi’s largest cities, Lilongwe and Blantyre. CSR is found to be common, with 80% of
the sample engaging with at least one of the three considered stakeholder groups:
customers, communities or employees. Determinants were assessed using probit analyses.
Customer-directed CSR seems to be mostly motivated by business considerations while
community-directed CSR shows signs of both charity and business strategy. Little can be
said about the determinants of employee-directed CSR. Only a share of the sample had
employees and 85% of them engaged with them in the form of CSR, but the model did not
reveal any clear motivations. Regarding effects of CSR, the literature often claims that CSR
has benefits for the performance of small businesses. However, there is no conclusive
evidence that this claim holds for small businesses in developing countries. Determining
the impact of CSR is complicated by possible endogeneity. For this study, effects of
community-directed CSR on monthly profits are estimated using propensity score matching
and endogenous switching regression to alleviate the endogeneity issues. The estimated
treatment effect on the treated using propensity score matching showed no significant
difference between those that do and those that do not engage in community-directed
CSR. The endogenous switching regression, on the other hand, showed a substantial
negative effect. According to this estimation, those that engage in community-directed
CSR earn 90€ less each month, on average. While both these methods are potentially
flawed, this study finds no evidence of a positive effect of CSR on business performance
for small businesses in urban Malawi. For policy makers and development professionals
this means that one should be careful to advise engaging in CSR to improve business
performance. More research is necessary to establish whether this link holds for small
businesses in developing countries.
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1. Introduction
Small and medium-sized businesses (SMEs) are often considered engines of growth and
development, mostly through their capacity to create jobs (e.g. Chahal, Mishra, Raina, &
Soni, 2014; Fox, 2005; Nejati & Amran, 2013). On average, SMEs account for 90% of
enterprises and 50%-60% of employment at national level (Luetkenhorst, 2004). Their
tendency to use more labour-intensive production methods is said to create more
employment and livelihood opportunities, as well as a more equitable income distribution
(Fox, 2005; Raynard & Forstater, 2002). According to Morsing and Perrini (2009), the
essential role of SMEs in creating employment is what makes it so important to also
understand their corporate social responsibility (CSR) practices, i.e. the way in which
businesses behave ethically towards those affected by their business operations. Even
though their individual impacts on society and environment may be small, on an aggregate
level they are still significant (Fox, 2005).
“Business and organisations have a privilege denied to ordinary mortals
– they don’t have to die. This makes them especially responsible.”
(Hardy, 1999 in: Zairi & Peters, 2002, p. 174)
Nowadays, there is very little disagreement on companies having responsibilities towards
more stakeholders than just their owners (Dzansi, 2011) and CSR activities are one way
to acknowledge these responsibilities. Further, small businesses are, at times, advised to
engage in CSR activities as a way to improve the business’ performance (Raynard &
Forstater, 2002). For these small, and often capital-restricted companies, CSR activities
can be quite a burden and a risk (Kambalame & De Cleene, 2006; Nejati & Amran, 2013).
The general advice to take this risk is quite astonishing considering that there is basically
no scientific evidence that CSR is actually a viable business strategy for small businesses
in the developing world. To the best of my knowledge, there are only two quantitative
studies that relate CSR activities to aspects of business performance in developing
countries; neither of them applies rigorous methodologies for impact assessment. This lack
of evidence is problematic for both policy makers and development professionals in the
SME sector who are looking to both promote the performance of small businesses as well
as benefitting the communities surrounding them.
However, there is a likely reason why little research has been published on this subject. It
is an issue inherent to this topic which complicates the scientific assessment of effects:
endogeneity. In a nutshell, when assessing the relationship between CSR activities and
business performance, this endogeneity can stem from two major sources. The first is the
direction of causality. This means that it is not clear whether CSR activities increase
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business performance or better business performance allows for more CSR. Both options
are plausible. CSR could, for example, improve business performance by improving
relationships with the business’ stakeholders (Dzansi & Pretorius, 2009). But it is equally
possible that better performing businesses increasingly engage in CSR since they have
more resources available to practice altruistic CSR. Efiong, Usang, Inyang, and Effiong
(2013), for example, state that CSR behaviour can be a by-product of profitability. A simple
correlation of the two will therefore not uncover in which direction causality moves, from
CSR to performance or the other way around. Possibly, both directions are at play at the
same time.
The second source of endogeneity inherent to this relationship is selection bias. This means
that businesses or business owners with certain characteristics will choose to engage in
CSR activities. At the same time, these characteristics may also affect business
performance. In this case, endogeneity is caused by an omitted variable. A correlation
between CSR and business performance may then not be caused by either one but by a
third factor that affects both business performance and CSR.
This study aims to illustrate this problem using the example of CSR activities of urban small
businesses in Malawi. It first gives an overview of CSR activities of Malawian small business
owners and their perception of CSR which, to the best of my knowledge, has not been
described elsewhere. Then, it looks at determinants and motivations of CSR activities using
probit regressions to establish whether activities are meant as a business strategy. Then
it will illustrate the difficulty of establishing an unbiased impact estimation using both
propensity score matching (PSM) and endogenous switching regressions (ESR). Finally, it
will suggest possibilities that may help solve this problem in future research.
The following section will first briefly review the literature of CSR of small businesses in
developing countries. After that the conceptual framework used in this study will be
explained. Chapter 4 describes the methodology for sampling and statistical analysis, and
further discusses the endogeneity problem. The 5th chapter then presents the results of
the data analysis. The last chapters are comprised of concluding remarks and a discussion
that includes the suggestions for further research.
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2. Literature on CSR in small businesses
This section gives a brief overview of the current literature on CSR in small businesses in
developing countries. Most studies examining small business CSR focus on industrialized
countries (see Garay & Font, 2012; Lange & Fenwick, 2008; Lepoutre & Heene, 2006;
Perry & Towers, 2009 for just a few examples). However, it cannot be expected that CSR
is handled in the same way all over the world (Dzansi, 2011) and a specific focus also on
developing nations is therefore necessary.
Additionally, small businesses’ approach to CSR is likely to be different from that of large
businesses. Especially in terms of resources available for CSR activities, there is a big
difference between large companies and small enterprises (Lepoutre & Heene, 2006; Nejati
& Amran, 2013). Real, as well as perceived costs, make it especially difficult for cash and
managerially constrained SMEs to engage in CSR activities (Kambalame & De Cleene,
2006; Nejati & Amran, 2013). According to Fox (2005), these constraints force them to
prioritize short-term necessities over long-term strategies. Therefore, as Kambalame and
De Cleene (2006) state, CSR programmes have to be in line with the core business
strategies to be attractive to small businesses.
The lack of resources is not the only difference between small and big companies. There
are also differences in managerial style and the embeddedness of the business (Nejati &
Amran, 2013). These differences shape not only the ability but also the willingness to
partake in CSR activities. Compared to larger firms, small businesses are often much more
involved and embedded in their local community and could be a source of resources for
community development (Fox, 2005; Lähdesmäki & Suutari, 2011). The geographic and
social proximity as well as more personal relationships may make small businesses much
more aware of other stakeholders in the community than their larger counterparts (Dzansi
& Pretorius, 2009; Lähdesmäki & Suutari, 2011). Through these connections, small
business owners could feel more responsible towards their community (Lange & Fenwick,
2008). Additionally, these local stakeholders can influence business performance,
positively or negatively, which may make their consideration in business decisions
imperative for small business owners (Chahal et al., 2014; Dzansi & Pretorius, 2009). Thus,
despite the fact that small businesses face barriers to implementing CSR measures, their
closer relationships to their surroundings also offer opportunities for CSR even if activities
take a different shape than seen in large companies (Fox, 2005).
In summary, CSR is relevant not only for the local communities but potentially also for the
performance of small businesses. Considering the potential impact of the small business
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sector on employment and development, this research is especially important in the
context of developing countries.
The literature of CSR activities of small businesses in the developing world is rather limited.
Additionally, most literature on the topic is descriptive and focusses only on mapping out
activities and perceptions without further econometric analysis (for examples see Chahal
et al., 2014; Dzansi, 2011; Efiong et al., 2013; Luken & Stares, 2005; Nejati & Amran,
2013; Vives, 2006). To the best of my knowledge, to date, there are only two studies that
attempt to relate CSR to business performance. Nebert, David, Gloria, and Irene (2013)
focus on SME customers in Kenya, using ordinal regression to assess CSR impacts on their
loyalty. They find that CSR practices are related to higher customer loyalty. Turyakira,
Venter, and Smith (2014) use structural equation modelling to assess the impact of CSR
on SMEs competitiveness in Uganda. This study concludes that CSR activities are
associated with higher competitiveness. However, neither study aims to quantify an
impact. Also, both ordinal regression and structural equation modelling are based only on
correlations and neither controls for possible endogeneity. Thus, neither is suitable to claim
a causal effect of CSR activities.
In conclusion, while literature on small business CSR in general is ample, specific literature
on small business CSR in developing countries is much more scarce and usually focuses on
describing practices and perceptions. The only two studies attempting to establish a
statistic relationship to business performance do not allow causal inference. Thus, there is
no evidence so far that can conclusively link CSR practices to the performance of small
businesses in developing countries. The remainder of this thesis will illustrate why claiming
any causal relationship is so challenging. The next chapter will describe the conceptual
framework used to define CSR of small businesses in the African context. It will also explain
possible mechanisms determining whether or not businesses engage in CSR, as well as
how CSR could affect business performance in terms of profits.
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3. Conceptual framework
This section will describe the definitions and concepts used in this study. First of all, “small
business” and “CSR” have to be defined for the specific context chosen. Then the
stakeholder framework used for the categorization of CSR is presented. Finally, the
mechanisms for determinants of CSR and CSR’s effects on business performance in terms
of profits are explained.

3.1 Definitions
“Small business”: Depending on the context, a small business can be defined depending
on many different measures. Looking at the number of employees, most businesses in
Malawi are small, with 99% of non-farm enterprises in the country having no more than 5
employees (Campos, Goldstein, & McKenzie, 2015). Thus, to make sure that the definition
of small businesses is representative for businesses in Malawi, businesses with 10 or more
employees will be excluded from the sample1. This includes family members that work in
the business as well as other employees. A small business can also be defined in terms of
profits. For businesses in the sample to be comparable, companies with monthly profits of
over 1000 € were dropped from the sample2. Lastly, businesses should be clearly active
and not dormant. Thus, businesses with very small profits of less than 10 € per month
were also excluded3. Part-time businesses may still be part of the sample.
“Corporate Social Responsibility”: There are many definitions for CSR. For example,
Lähdesmäki and Suutari (2011, p. 482) define it as “the voluntary integration of social and
environmental concerns in an enterprise’s daily business operations and in the interaction
with its stakeholders”. A very similar definition is used by Nejati and Amran (2013). I will
use the definition of the World Business Council for Sustainable Development that was also
used by Chahal et al. (2014). According to that, CSR is the “commitment by businesses to
behave ethically and contribute to economic development while improving the quality of
life of the workforce and their families, as well as of the local community, and society at
large” (Chahal et al., 2014, p. 717). This definitions is preferable since avoiding the term
“voluntary” allows one to disregard the differentiation between voluntary and legally
prescribed activities. Since legal enforcement in the small business sector in Malawi is very
low (Campos et al., 2015), legal regulations seem to be quite irrelevant to small businesses
and making this distinction will therefore add little to the discussion. Also, the chosen
definition views CSR in a broader sense. Small businesses are unlikely to label CSR
activities as such or report them at all (Fox, 2005; Nejati & Amran, 2013). This definition,

1
2
3

Due to this definition, 5 observations were excluded from the final sample.
Due to this definition, 18 observations were excluded from the final sample.
Due to this definition, 14 observations were excluded from the final sample.
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thus, includes this “silent social responsibility” that is more applicable to CSR practices in
developing countries (Raynard & Forstater, 2002, p. viii). Finally, it also links to the concept
used to map out CSR activities: the stakeholder approach discussed in the next section. It
is important to point out that in the literature CSR is often considered a business strategy,
a tool to improve business performance. This is in contrast to the everyday use of the term
which is more often associated with businesses’ charity activities or ethical concerns that
are not actually supposed to increase profits.

3.2 The stakeholder approach
This study will be based on the stakeholder approach proposed by Dzansi and Pretorius
(2009) which was developed specifically with the African context in mind. Among authors
there seems to be a consensus that especially for small firms with scarce resources, a
strong business case has to be presented to make CSR activities attractive (Dzansi, 2011;
Fox, 2005; Raynard & Forstater, 2002). According to Dzansi and Pretorius (2009), this
business case can be found within the relationship of businesses with their stakeholders.
They identified shareholders/owners, customers, employees and local communities as the
most relevant stakeholders for small businesses since they have most influence on small
business success. They state that CSR activities aimed at these stakeholders will build
positive long-term relations from which businesses benefit. Thus, also small businesses
should engage in CSR “for their own good” (Dzansi, 2011, p. 5711).
They deliberately exclude the environment as a stakeholder arguing that most small
businesses concerned are in retail and services, keeping their individual impact on the
environment so low that business owners are very unlikely to concern themselves with
these issues (Dzansi & Pretorius, 2009). This argument applies to the business owners
assessed in this study and I will therefore follow their reasoning. Based on this framework,
activities performed by the business owner that are beneficial to either employees,
customers or the local community are considered CSR activities.
Specifically, employee-directed CSR includes the following activities: providing emergency
loans or cash to employees, gifts, training, invitations to social events and transportation.
For customers, CSR comprises of exchanging products or services if faulty, provide
personalized advice, gifts, and providing transportation for goods. These activities may not
look like CSR activities at first sight. However, the businesses in the sample operate largely
in the informal sector and legal enforcement in general is rather weak in countries like
Malawi. Therefore, an activity like exchanging faulty products is consumer protection that,
in this context, cannot be considered universal and should rather be considered a customer
service. For communities, support is practiced either by giving time and work or through
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financial contributions to cultural or community events, charities, sports events, and
schools.

3.3 Determinants of CSR
The assessment of determinants of CSR will be used to establish the business owners’
motivations behind engaging in CSR activities. Firstly, business strategies could influence
this decision. Therefore, it will be assessed whether a group variables looking at business
considerations affects the probability of engaging in CSR. However, CSR could also be
motivated by altruism which will also be assessed. This would be more in line with the
colloquial definition of CSR as a business’ charitable activities. Details on this can be
found in section 4.2.
Based on previous studies, a list of other possible determinants that could influence
whether or not small businesses engage in CSR is compiled here. The business owner’s
gender is included since women have been found to be more likely to engage in CSR (Garay
& Font, 2012). Further, the owner’s age is added since the time in which you are brought
up influences the values you have, and these values influence what activities businesses
are likely to engage in (Dzansi & Pretorius, 2009; Garay & Font, 2012). Values are also
influenced by religion, so whether the business owner is Christian will also be added to
control for differences between the Christian majority compared to the Muslim minority. In
relation to values, trust is also included in the form of a dummy variable measuring whether
the business owner believes that people can generally be trusted or not. Additionally, the
owners education and whether the business has employees will be included (Garay & Font,
2012). The age of the business may also matter since more stable and routinely managed
firms can more easily free resources for CSR (Garay & Font, 2012). Fox (2005) and Raynard
and Forstater (2002) suggest that when businesses are managed by their owners they can
more easily implement CSR measures. However, since the businesses concerned are very
small, it is so unlikely that owners will employ a separate manager that this factor was
disregarded here. Lastly, Raynard and Forstater (2002) also point out that certain sectors
are more likely to engage in CSR than others. In this study, this aspect will be included by
dividing the businesses into categories expressing whether they are likely to benefit from
a specific type of CSR.
The categorization for employee-oriented businesses depends on whether employees are
likely to influence product quality. Customer-oriented businesses are defined by customer
service being especially important since product or service quality is not apparent at time
of purchase. Community-oriented businesses are characterized by high advertising and
reputation requirements. These categories are not mutually exclusive. For businesses that
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are involved in more than one activity, if one of the activities qualifies for the business type
category, the entire business will be categorized as such. Table 1 shows the details of the
categorization.
Table 1: Categorization of business type
Employee-oriented business type

Not employee-oriented business type

Employees likely to influence product quality

Employees unlikely to influence product quality

Restaurants and prepared foods, salons and
barber shops, mechanical repairs, electronic
repairs, shoe repair, butchery, tailors, carpentry
and furniture, tin smith and welding, milling

Clothes, cosmetics, stationary, electronics,
agricultural and animal products, groceries,
hardware stores, timber, packaging, airtime

Customer-oriented business type

Not customer-oriented business type

Quality not apparent at purchase, customer
services important

Quality apparent at purchase, customer services
less important

Restaurants and prepared foods, mechanical
repairs, electronic repairs, hardware stores, cars,
electronics retail, salons/barbers, cd burning,
shoe repair, carpentry and furniture, tailors, wine
brewing

Agricultural and animal products, grocery,
clothes, cosmetics, stationary, timber, bars/ pool
tables/ games, mills, battery charge, tin smiths
and welding, charcoal, airtime

Community-oriented business type

Not community-oriented business type

High advertising and reputation requirements

Low advertising and reputation requirements

clothes, cosmetics, cars, paint, electronics,
stationary, hardware, carpentry and furniture,
tailors, wine brewing, bars/game halls, barber
shops and salons, cd burning, restaurants and
prepared foods, electronic and mechanical
repairs, traditional medicine, kitchenware

agricultural, animal, groceries, charcoal, plastic
bags, welding and tin smiths, battery charge,
mills, timber, paint, bottle stores, airtime,
cement, quarry

3.4 CSR and business performance
Looking at the three channels of the stakeholder approach, we can identify different
mechanisms for the small business to reap the benefits of CSR.
The customer channel: Fox (2005) states that customers are unlikely to pressure small
businesses in developing countries into CSR measures. Still, other authors do find possible
benefits from customer CSR. Building a good relationship with customers can lead to
enhanced reputation and a feeling of reciprocity from customers towards the business, as
well as an increased customer base (Dzansi, 2011; Dzansi & Pretorius, 2009; Raynard &
Forstater, 2002). This is also likely to increase customer loyalty, an association that has
been found by Nebert et al. (2013) in Kenya. Lastly, applying CSR measures also makes
business owners engage with customers and consider their needs. That makes it easier to
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offer suitable products and services and may also lead to quality improvements (Raynard
& Forstater, 2002).
The community channel: Since most customers are also part of the local community and
the local community can benefit the small business most directly by becoming a customer.
Community CSR can achieve that increased customer base through advertising and a good
reputation (Dzansi, 2011; Dzansi & Pretorius, 2009; Raynard & Forstater, 2002).
The employee channel: Treating employees well through CSR measures is likely to increase
staff loyalty and improve the company’s ability to recruit and retain staff (Dzansi, 2011;
Fox, 2005; Raynard & Forstater, 2002). Low staff turnover decreases companies’ costs of
finding and training employees. This can be specifically important for small businesses that
are more likely to be dependent on a small number of key employees (Fox, 2005). Further
the higher employee commitment and satisfaction created by CSR measures can also lead
to more motivated staff and thus higher productivity and lower monitoring costs (Dzansi,
2011; Dzansi & Pretorius, 2009).
While all these benefits sound very promising, it is important to note that they are unlikely
to be true for every company (Raynard & Forstater, 2002). It is therefore important to test
whether the benefits of CSR really exist for small businesses in Malawi. Especially if CSR is
considered charity rather than a business strategy, benefits may not materialize. In
summary, this chapter gave the definitions of important terms used in this study and
outlined the mechanisms for determinants of engaging in CSR activities. Finally, it
described how the different CSR activities can influence businesses’ profits. The next
chapter outlines the methodology used for data collection and analysis.
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4. Methodology
4.1 Data collection
4.1.1 Sampling
This study was conducted in the urban areas of Lilongwe and Blantyre in Malawi. Thus, the
descriptive results of this study also add to the body of knowledge since even descriptive
evidence on CSR of small businesses in Africa is relatively scarce and, to the best of my
knowledge, CSR practices of Malawi’s small businesses have not previously been described.
The sample for this research is based on a sample collected for a World Bank business
formalization project in 2011/2012 (Campos et al., 2015). It comprises businesses located
in business centres. A business centre is defined as an industrial park, a street filled with
shops, a market, or an accumulation of workshops.
Within these business centres, the businesses included in 2011/2012 had to fulfil at least
one of these conditions: (i) having at least one employee that was not a family member of
the business owner, or (ii) having a fixed location with more than one person working in
the business, or (iii) belonging to the top 25% of revenues. However, these conditions may
no longer apply as businesses may have grown or shrunk since the project’s initiation. For
more details on this initial sampling strategy see Campos et al. (2015). A share of this
sample was invited to participate in an unrelated artefactual field experiment based on the
following sampling strategy. Business centres were combined depending on their
geographical location and invited by phone to participate in the experiment at an easily
reachable location. The order in which participants were invited within each business centre
was randomized. The participants of the experiment were also asked to participate in the
survey for this study. Survey data was collected in 72 sessions within eight weeks between
February and April 2016. The criteria as well as the sampling strategy used by the World
Bank project are appropriate for this study as well since they delivered a large and
representative sample of small business owners in Lilongwe and Blantyre. Participants of
the artefactual field experiment that no longer operated a business have been excluded
from the survey.

4.1.2 The questionnaire
Data was collected with a digital questionnaire that was administrated by trained
enumerators in individual interviews. Before implementation, the questionnaire was
reviewed and translated by local research assistants into Chichewa, the most commonly
spoken language in Malawi. It was then tested and confirmed in a small pilot study.
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The questionnaire contained questions on general demographics, business characteristics,
as well as perceptions and actions related to CSR. Some of the questions were
conceptualized as part of the parallel field experiment.
There are some difficulties when collecting data on CSR. First of all, the CSR activities are
most likely not labelled as such and a business owner may also engage in activities as a
private person. Therefore, respondents were asked about their activities both as a private
person and as a business owner to avoid private charitable actions being labelled as CSR.
Further, to avoid that respondents listed most of their activities under whichever question
was asked first, the order in which they were asked for their activities as a business owner
or as private person was randomized. The activities that were listed as a business owner
were subsequently counted as CSR activities. Further, when asked about their CSR
practices, respondents were simply asked whether and how they support each stakeholder
group. To avoid over-reporting, no examples were named and enumerators simply
recorded what respondents mentioned without probing. During data cleaning, answers
were manually reviewed to ensure they fit the definition.
Secondly, when inquiring on the business owners’ opinions on CSR, the greatest concern
was social desirability. To allow for the most accurate answers, business owners were given
the choice between two statements. One statement indicated a priority for a particular
stakeholder, the other a priority for profits. By making the respondent choose, one avoids
purely positive answers with regard to CSR driven by social desirability. The specific
statements are listed together with the results in section 5.2.
Finally, a hypothetical choice was formulated to assess which stakeholder group
(employees, customers or community) was considered most important to the business
owners. They were given the choice between three potential investments all of which were
said to come at the same cost. Each option favoured one particular stakeholder group. The
business owners were then asked to pick the option they considered the best investment
for their business.

4.2 Data analysis
This section will outline the statistical methods that will be used in the data analysis. Probit
models are used to estimate the determinants of whether a business owner engages in a
particular type of CSR. The ordinary least squares regression, the propensity score
matching and the endogenous switching regression are used to estimate the average
treatment effect on the treated (ATT) of community CSR activities on monthly business
profits. All methods have different strengths and weaknesses which will be discussed in
this section.
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4.2.1 The probit model
The determinants of taking CSR actions will be analysed using a probit model. Using this
method, it can be tested whether different variables influence the probability of the
business owner engaging in CSR. Further, several variables will be tested to assess whether
CSR is mainly driven by business strategies or by altruistic motivations. This method of
looking at statistical relationships is necessary since if directly asked, people are likely to
respond that they are motivated by altruism as it is more socially desirable. This analysis
was done separately for CSR directed at each stakeholder group. Probit models are used
for binary outcomes: in this case whether the business owner engages in a certain type of
CSR activity, yes or no. This method uses a maximum likelihood estimation based on a
density function of a standard normal distribution. Using that, the equation that is
estimated is the following:

p(CSR)= β0 + β1 X + β2 Z +

,

where β0 is a constant, X is a vector of control variables and Z is a vector of different
variables to test motivation. β1 and β2 are vectors of coefficients associated with X and Z
respectively. The error term, εi, is robust to heteroscedasticity. As mentioned in section
3.3, the control variables used here are education, gender, age, the age of the business,
religion, whether the business has employees and the business owners trust in others. The
model also includes fixed effects for each of the 44 business centres by including dummies
for 43 of them and using the largest as the reference category, to account for differences
between geographic locations.
The vector for variables looking at motivation can be split into different groups. The first
includes two variables looking at the general importance the business owner puts on
profits. One variable measures whether the business owner believes that social status is
determined by financial success. This can be seen as a proxy for the importance that the
business owner places on financial success and thus profits. The other variable looks at
prioritizing profits over stakeholders. It is measured by looking at the perception questions
and categorising those that answered each question with a profit focus as profit-oriented.
A significantly positive coefficient for these variables would indicate that those prioritizing
profit are also more likely to engage in CSR, implying a business motivation behind the
activities. Significantly negative coefficients would indicate a profit priority making business
owners less likely to engage in CSR. That could mean that motivation is based rather on
altruism.
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The second group contains variables indicating how likely the business is to profit from
CSR directed at the specific stakeholder group. The first variable in this group uses the
hypothetical choice and looks at if the business owner believes the particular stakeholder
group is the best investment for his/her business. The second variable uses the business
type categorisation from section 3.3. A business categorized as employee-oriented, for
example, is more likely to benefit from CSR directed at its employees. The last variable in
this group looks at whether the business has ever signed a formal contract. It is a proxy
indicating the level of formalization of the business. A formalized business is more likely to
be visible in the public eye, and thus more likely to profit from the reputation effects caused
by CSR. Generally, positive coefficients in this group of variables would indicate that
businesses most likely to profit are also more likely to engage in CSR. This would imply a
business strategy behind the CSR activities. No effect or a significantly negative coefficient
would indicate that there is no comprehensive strategy behind the CSR activities, implying
other motivations than profit.
The last variable tested looks at prioritizing stakeholders over profits. It uses the business
owners’ perceptions and categorises all that consistently prioritize stakeholders over profits
as stakeholder-oriented. A positive coefficient for this variable would imply that CSR
activities are motivated rather by altruism and responsibility than by business strategies.
Some of these variables suffer from possible endogeneity. The implications of this will be
discussed in the results section of each model.

4.2.2 Ordinary Least Squares
The aim of the ordinary least squares regression (OLS), the propensity score matching
(PSM) and the endogenous switching regression (ESR) is to assess the effect of CSR on
business performance in terms of monthly profits. These methods will be performed using
community-directed CSR as the “treatment”. Employee- and customer-directed CSR are
not suitable for the endogenous switching regression. To allow for a comparison between
the methodologies, the analyses of these methods will only be applied to communitydirected CSR.
The simplest estimation method is OLS. It estimates coefficients in a linear equation by
minimizing the sum of squared residuals between the observed value and the model’s
predicted value. The estimated equation looks as follows:

ln(profits)= β0 + β1 X + β2 CSR +
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where β0 is a constant, X is a vector of control variables and β1 is the vector of coefficients
associated with the control variables. The coefficient β2 shows the average difference
between those that do and those that do not engage in community CSR, ceteris paribus.
The residuals are captured in εi. The standard errors estimated here are robust to
heteroscedasticity. To better fit the functional form, the dependent variable, monthly
profits, is used in its natural logarithm. The control variables used here are education, age,
gender, the business owner’s religion, the age of the business, the sector the business
operates in, and whether the business owner believes that social status is linked to financial
success. A square term of age is also included in line with Mincer and Polachek (1974).
Again, the model also includes fixed effects for each business centre.

Assumptions and possible bias
While OLS makes a range of assumptions, in this case, one is of particular concern:
endogeneity. OLS assumes that all explanatory variables are exogenous (Verbeek, 2012).
This cannot be guaranteed for the community CSR variable since it is not only possible that
CSR influences performance as described in section 3.4, but also that well performing
businesses can more easily afford to engage in CSR as charity. If profits influence CSR
activities one may find a positive correlation between profits and CSR even though CSR
does not increase profits. In this case, the effect of CSR would be overestimated.
Alternatively, since engaging in CSR imposes costs on the business, one may find no
significant relationship if these costs cancel out any positive relationship between CSR and
profits. Then, the effect would be underestimated. An OLS cannot control for this possible
endogeneity and estimates would therefore be biased. Still, OLS is a very common method
and is used here as starting point and a point of comparison for the following methods.

4.2.3 Propensity score matching
PSM allows for the estimation of an average treatment effect on the treated even if the
treatment variable, here community CSR, is possibly endogenous. Compared to OLS which
also controls for other covariates, it does not impose a linear functional form. It compares
the outcome variable, profits, between those that engage in CSR and those that do not.
However, while doing so, it takes into account that the probability to engage in CSR has to
be the same in order for the two groups to be comparable. This method solves this problem
by estimating a propensity score for each individual based on a number of exogenous
variables. Then it matches individuals that engage in CSR to those that do not but have a
similar propensity score.
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Assumptions
However, for this estimation procedure to be applicable, a number of assumptions have to
be met:
1. The choice to engage in CSR is determined only by observable (and observed)
factors. Beyond those factors, the selection into CSR is purely random. This is called
conditional independence.
2. The observables upon which the choice depends are exogenous to the choice.
3. There is at least some overlap in the probability to engage in CSR between those
that do and those that do not. Thus, one needs sufficient common support.
If these assumptions are not met, the estimated treatment effect may still be biased.
Problematic is that only the third assumption can actually be tested.

Possible bias
The assumption of conditional independence is not only crucial, it is also untestable.
Basically, it means that the business owners’ decision to engage in CSR is determined only
by factors that can and have been measured. This assumption is relatively difficult to argue
in this case as CSR could be determined by underlying values and morals, or beliefs on
business strategy that can either not be measured or are possibly endogenous if measured
at the same time as the CSR activities. The first assumption can therefore not be
guaranteed to hold, introducing a possible bias into the estimation of the effects of
community-directed CSR on profits. If these underlying unobservables are positively
related to profits, the treatment effect may be overestimated. If the relationship is
negative, the effect may be underestimated.
To ensure that all variables used to determine the propensity score are exogenous to fulfil
the second assumption, those variables that are potentially endogenous will be excluded
from the estimation. To test robustness these variables will be added in an alternative
model to test the model’s sensitivity to the addition of extra explanatory variables in the
propensity score estimation. The assumption of common support will be tested in the
application of this method in chapter 5.

Matching procedure
The matching procedures used in this study are nearest neighbour and kernel matching.
Applying different matching procedures and comparing the results improves the results’
robustness. Nearest neighbour matching matches an individual engaging in CSR with a
predetermined number of individuals not engaging in CSR who have the closest propensity
scores to the “treated” individual. Matching with one nearest neighbour is not possible in
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this case as the results are not balanced between the groups4. Five and ten nearest
neighbour matching was used instead. Kernel matching, which matches the “treated”
individual with all control observations but assigns those with a smaller difference in
propensity scores a higher weight, was also applied. Further, only observations that were
on common support were used in the matching procedures and lastly, common support
was improved by dropping the 5% of “treatment” observations with the lowest density of
control observations from the matching procedure. The matching is performed using the
psmatch2 command in Stata 13 (Leuven & Sianesi, 2003).
In summary, PSM allows for some endogeneity as long as a number of assumptions is met.
One of them, the assumption of conditional independence, is only supported by a weak
argument in this case which introduces a potential bias in the results. Endogenous
switching regression weakens this assumption and allows for selection on unobservables.
It makes other assumptions, though, which are also potentially problematic and will be
explained in the following section 4.2.4.

4.2.4 Endogenous switching regression
The endogenous switching regression (ESR) also estimates the ATT of community-directed
CSR on monthly profits. It is applied in addition to PSM to increase the results’ robustness.
It does not make the assumption of conditional independence and thus allows for selection
on unobservables. It also does not assume that the profit function for those that engage
in CSR is the same as for those that do not (Lokshin & Sajaia, 2004). This is an advantage
over a simple instrumental variable regression which does make that assumption.
However, this method requires a larger sample size than PSM or instrumental variable
regressions as more parameters have to be estimated, and there are other assumptions
that have to be met.
The method used here is based on Lokshin and Sajaia (2004) and estimates two equations
for profit using a simultaneous full information maximum likelihood estimation (FIML). Each
equation represents a different regime: one with and one without CSR. The variables used
in these to equations have to be at least weakly exogenous (Lokshin & Sajaia, 2004). The
ATT is then estimated by comparing the actual outcome of people engaging in CSR with
constructed counterfactual of the outcome had they not engaged in CSR. This latent
outcome is estimated by using the equation for the alternative regime for the business
owners who are observed to engage in CSR. The method also allows to test whether there

4

One nearest neighbour matching was excluded based on a Rubin’s B value beyond 25 (Leuven & Sianesi,
2003).
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is selection bias (Lokshin & Sajaia, 2004). The formulas for the estimation are the
following:
(1) ln(

) =

+

(2) ln(

) =

+

(3)

∗

=

) − ln(

ln(

)

+

+

Here, X describes a vector including other determinants of profit also used in the OLS with
β forming the vector of the corresponding coefficients. The respective disturbance terms
are

and

. Equation (3) describes the selection into the first or second regime. In this

equation,

∗

is a latent variable that determines whether or not a business owner engages

in CSR. If

∗

is large than zero, it means that the observed realization Ii equals 1 and the

business owner engages in CSR. Otherwise, Ii takes the value zero. The vector

contains

the variables that determine profits but also includes the instrument that is excluded from
the profit equations. The corresponding coefficients are captured in the vector γ, and the
disturbance term in
and

, and

. This method also estimates the correlation coefficients

, between

and

, between

which allow for an assessment of selection bias

(Lokshin & Sajaia, 2004).

Assumptions
The assumptions that have to be met for this method to be valid, concern the instrument
used in the selection equation:
1. The instrument is highly correlated with the variable of interest.
2. The instrument cannot suffer from the same problem as the variable of interest,
thus has to be exogenous to the outcome variable.
3.

The instrument cannot be part of the causal model. The only impact on the
outcome should be through the variable of interest (exclusion restriction).

Again, if these assumptions are not met, results may be biased and again, not all of these
assumptions can be tested. The first, though, can be. As a rule of thumb, an instrument
should be significant at least at 1% level (Verbeek, 2012). Assumption two and three
cannot be tested.
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Possible bias
This paragraph discusses whether these assumptions can be met in this case. First of all,
one has to find an instrument that determines CSR but that is not part of the equation to
determine profits and is not endogenous. The only option available here is business type
as defined in section 3.3. This variable was constructed after data collection using the
business activity. However, this variable can only be used with community-directed CSR.
As shown in section 5.3, employee-directed CSR can only be practiced by business owners
that have employees which drastically decreases the sample size, and the business type
variable is not significantly related to employee CSR. Equally, the correlation between
customer-directed CSR and the customer-oriented business type is also not strong enough.
For community-directed CSR the first assumption of strong correlation holds. However, the
argument that belonging to the community-oriented business type fulfils the exclusion
restriction has some weaknesses. The business type is based on business activities which
could influence profits. Some activities may have a higher earning potential than others. If
those with higher potential are over-proportionately represented in one category and thus,
those belonging to the community-oriented business type earn significantly higher profits,
estimates of the treatment effect may be biased. If the association between business type
and CSR is positive, the effect would be overestimated. On the other hand, if the
relationship is negative, the effect may be underestimated. However, the activities within
one category of business type are very diverse and include activities with a range of
potential profits. Still, the fulfilment of the exclusion restriction cannot be guaranteed. This
method, like the propensity score matching, is thus potentially biased.

This chapter outlined the methodology used in this study. The sampling allowed for a large
and representative sample of small businesses in Malawi’s urban centres, Lilongwe and
Blantyre. The questionnaire was safeguarded against a range of possible biases, such as
social desirability. The data is analysed using probit analysis to assess the determinants of
customer-, community-, and employee-directed CSR. An OLS regression was implement
as a starting point for the assessment of the effects of community CSR. Finally, PSM and
ESR are used to assess the impact of community-directed CSR on monthly profits. Both
methods have weaknesses. The biggest for PSM is the assumption that selection into
community-directed CSR is based solely on observable characteristics. The weakness of
ESR lies in the instrument, community-oriented business type, for which the fulfilment of
the exclusion restriction cannot be guaranteed. The next chapter presents the results. It
describes the sample and shows the results of the data analyses.
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5. Results
This chapter will present the results of the data collection and statistical analysis. It will
first describe the sample and give some summary statistics. Second, it will present the
results related to business owners’ activities and perceptions of CSR. Third, probit analyses
of the determinants of whether or not business owners engage in CSR activities will be
shown. Finally, I will examine the relationship between community CSR and business
profits using ordinary least squares, propensity score matching and endogenous switching
regression.

5.1 Sample description
This section will provide some general information on the businesses and business owners
in the sample. After data cleaning and exclusions due to missing values, 912 complete
observations remained for the analysis. The sample was almost equally split between the
cities: 48.5% of business owners were from Lilongwe and 51.5% from Blantyre. The share
of female business owners was 36%. This is 4% less than in the original sample from
Campos et al. (2015). The average age of the respondents was just under 39 years. The
sample also represents a relatively highly educated share of the population: respondents
enjoyed an average of over 10 years of education. This is quite high when taking into
account that the latest data on adult literacy shows a literacy rate of only 66% (World
Bank, 2016). Regarding the participants’ religion, a majority, 85.6%, of the respondents
were Christians, 13.4% Muslims and only 1% belonged to another or no religion. The
sample also includes a range of ethnic groups, none of which represented more than 30%
of the sample. The biggest group were Lomwe with 28.4%, followed by the Ngoni (21.4%).
The Chewa group represented 18.6% and the Yoa 15.8%. All other groups made up 5%
or less of the sample. Table 2 shows summary statistics of the numeric variables used in
the analysis.
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Table 2: Summary statistics
Variable

Mean

Standard
Deviation

Minimum

Maximum

Unit

Demographics of the business owner
Age

38.75

9.64

18

92

Years

Education

10.28

3.70

1

22

Years

Monthly profits

147.37

154.97

11.33

991.25

Euro5

Age of the business

11.98

6.28

0.42

46

Years

Total number of
employees

0.82

1.24

0

8

People

Family member
employees

0.16

0.44

0

4

People

Non-family employees

0.66

1.09

0

8

People

Business characteristics

Number of observations: 912

The businesses obtained quite a wide range of profits with an average of 147€ and a
standard deviation of 155€ per month. Also, some businesses were only a few months old
while the oldest had existed for 46 years. The average age of the businesses was 12 years.
The majority of businesses had no employees (57%). An additional 34% had one or two
employees. Less than 10% of the sample had more than two employees. On average, the
majority of employees were not related to the business owner. This low incidence of
employees is rather surprising considering that two of the three possible channels to qualify
for the original World Bank sample was related to having employees (at least one employee
that is not a relative or having a fixed location and at least one employee). This signals a
substantial decrease in business size since the original sample was collected.
The businesses were dominantly in the retail sector (76%). The majority of the retail sector
deals in agricultural products or animal products, followed by groceries. The details of the
business activities are shown in Table 3. The service sector covered 16% and includes
business such as, restaurants, hairdressers and repair services as summarized in Table 4.
The remaining share of the sample is active in manufacturing, such as tailoring, furniture
making and general carpentry, as well as metal works. This is shown in Table 5.

Converted from Malawian Kwacha using the average Euro exchange rate of 0.0013 for March 2016 (Oanda,
2016).
5
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Table 3: Overview of businesses in the retail sector
Type of business activity
Agricultural / animal products

% of businesses within
retail sector6
31.4%

Groceries

26.3%

Hardware

16.5%

Clothes

13.6%

Cosmetics

4.6%

Electronics

2.9%

Charcoal

1.6%

Plastic bags and sacks

1.4%

Stationary

1.0%

Timber

0.6%

Other

2.6%

Table 4: Overview of businesses in the services sector
Type of business activity
Restaurants / prepared foods

% of businesses within
service sector7
51.4%

Hair salons and barber shops

29.1%

Electronics services and repairs

12.8%

Car mechanics

3.4%

Other

3.4%

Table 5: Overview of businesses in the manufacturing sector
Type of business activity
Tailor
Furniture

23.9%

Carpentry and Joinery

19.4%

Welding / Tin smith

13.4%

Other

6
7
8

% of businesses within
manufacturing sector8
37.3%

6.0%

Business may engage in more than one type of retail activity.
Business may engage in more than one type of service activity.
Business may engage in more than one type of manufacturing activity.
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Based on the type of activity the business engages in, they were categorized into having
high or low customer, community and employee orientation. As described in chapter 3,
customer orientation is based on the degree to which quality is apparent at time of
purchase making customer services more or less important. Community orientation is
determined by the businesses’ advertising and reputation requirements and employee
orientation is determined by the degree to which employees influence product or service
quality. The categories are not mutually exclusive. A business can thus, for example, have
high community and high employee orientation or score low in all three categories. Table
6 shows the occurrence of the business types in the sample.
Table 6: Overview of business type
Business type

Percentage classified
in this category
37.2%

Customer-oriented business type
Community-oriented business type

51.6%

Employee-oriented business type

23.7%

Overall, the business owners are hardly optimistic with regard to their expectations towards
others: only 4.9% believe that people in general can be trusted. Also, financial advances
seem to be valued highly as 62.2% state that financial success determines social status.

5.2 CSR activities and perceptions of CSR
CSR activities
Table 7 shows an overview of the CSR engagements of the respondents. Just above 80%
are involved in at least one type of CSR, which is much higher than one would expect with
respect to the size of these businesses. Community-directed CSR seems to be the most
common activity. More than half of business owners (61%) devoted time or money to their
community. The stakeholder group with the least engagement are customers with 32% of
business owners directing CSR towards them. CSR towards employees can only be
performed by business owners who have employees to start with. In this sample, 43% of
business owners had at least one employee. Of these, 85% also engaged in CSR activities
directed at their employees.
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Table 7: Overview of CSR activities
CSR directed at stakeholder

Percentage engaging
in the activity
31.7%

Customer-directed
Community-directed

60.6%

Employee-directed (of those with employees)

85.1%

At least one of the above

80.0%

For customers, the most practiced activity is exchanging faulty products or services.
Personalized advice is also implemented by almost a third of those engaging with their
customers. Giving gifts and providing transportation is rather rare. The dominant activity
supporting employees is to provide personal loans or cash in emergency situations.
Community support is largely financial and mostly directed at charities. However,
community and cultural events also get a lot of support, not only with money but also
through the work of the business owners. Tables 8, 9 and 10 show the prevalence of the
different activities.
According to Garay and Font (2012), engaging in CSR is a financial and managerial burden
which can be heavy on young businesses. This is also partially reflected in this sample.
Almost half of the sample (45%) state that they engage in more CSR activities now than
they did when they first started the business. For 27% of business owners the amount of
CSR has not changed since. However, roughly 28% state to actually do less CSR now than
when they first started the business.
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Table 8: Overview of customer CSR activities
Type of customer
activity
Exchanging products/
services if faulty
Personalized advice

% of customer
supporters engaging
in the activity9
66.4%
29.1%

Gifts

5.9%

Transportation

0.1%

Table 9: Overview of employee CSR activities
Type of employee
activity
Emergency/personal loans

% of employee
supporters engaging
in the activity9
76.6%

Gifts

18.6%

Social events

10.2%

Training

8.4%

Transportation

0.3%

Table 10: Overview of community CSR activities
Type of community
activity
Supporting charities

% of community
supporters
engaging in the
activity9
67.1%

Financial
support

Type of support
Support
through work

Both

83.6%

4.3%

12.1%

Supporting community/
cultural events
Supporting sports events

51.4%

61.6%

28.5%

9.9%

15.9%

75.0%

9.1%

15.9%

Supporting schools

32.5%

61.7%

19.4%

19.4%

9

Business owners can be engaged in more than one type of support and percentages, thus, do not add up to
100%.
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Perceptions of CSR
This section presents the results of the perception questions of the survey. As described in
the previous chapter, the business owners’ perceptions were measured by giving a choice
between two statements from which one had to be chosen.
In general, a majority of business owners gives priority to profits over benefits for the
businesses’ stakeholders. Most of the respondents believe that a business should make a
profit and benefit its owner rather than provide for employees or benefit surrounding
communities. The majority also believes it is important to offer goods to their customers
at reasonable prices. While this is an advantage for customers, in a competitive
environment it also makes business sense. If CSR was largely based on altruism, it is quite
surprising to see activities so prevalent among business owners who generally prioritize
profits. Thus, this may indicate that some CSR activities are not motivated by altruism but
are used as a business strategy.
However, most business owners appear to still feel responsible to ‘give back’ in their
position as a business owner. When asked whether they have a responsibility to do good
for their stakeholders as business owners, compared to doing good as a private person,
70.3% answered they feel this responsibility as a business owner. This result is in line with
Lange and Fenwick’s (2008) expectation of small business owners feeling more responsible
due to their high embeddedness in the local community. Thus, while profit seems to be the
highest priority for a large majority, there still seems to be a feeling of responsibility
towards the business’ stakeholders. Consequently, there are indications of both altruism
and the pursuit of profit as motivations for CSR. Table 11 shows the distribution of business
owners’ opinions and preferences regarding the CSR operations of their business. Overall,
there were rather few people that answered these questions purely profit-oriented (18.8%)
and even fewer that always answered stakeholder-oriented (6.4%). This indicates that
many business owners have ‘preferences’ or feel responsibility towards some stakeholders
but not all.
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Table 11: Perceptions of business owners
Statement

Percentage

Offering a fair price or making the most profit
As business owner it is important to provide goods and services at
a reasonable price.
As a business owner the main goal should be to make as much
profit as possible.

Responsibility towards employees
As a business owner my only responsibility is to make a profit.
As business owner I am responsible for my employees and
protecting them is a priority.
Responsibility towards the community
A business is meant to serve the community surrounding it.
A business’ purpose is to provide for its owners.

Doing CSR as business owner or private person
As a business owner I feel responsible to do good for my
employees, customers and community.
If I decide to go good for my employees, customers and
community, I do so as a person and not as a business owner.

62.7%
37.3%

78.5%
21.5%

36.7%
63.3%

70.3%
29.7%

To find out which stakeholder group is considered the most important for the business by
its owner, respondents were given a hypothetical choice of investing the same amount of
money into one of three different improvements for their business, each aimed at a
different stakeholder group. Almost 20% felt that investing in their employees was the
smartest business decision. More than 32% rather invested in sponsoring a community
event for advertisement. The largest group of 48% considered their customers the most
important stakeholders and chose, albeit hypothetically, to invest in improving their
experience with their business. This is somewhat at odds with the actual activities being
undertaken. Despite almost half of the respondents choosing their customers over other
stakeholders, only 32% choose to actually engage in CSR activities directed at their
customers. The results of the hypothetical choice are presented in table 12.
In the next section, the motivations and other determinants to engage in CSR activities
are investigated further using Probit analyses.
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Table 12: Hypothetical investment choice
Considered best investment for the business

Percentage

Employee investment: Give your employees a bonus to make them more
motivated and committed to your business.

19.4%

Community investment: Support a local community event and advertise your
business at this event.

32.3%

Customers investment: Refurbish your store to give customers a better
experience when they come to your business.

48.3%

5.3 Determinants and motivations of engaging in CSR
In order to determine which characteristics influenced the business owners’ choice to
engage in certain CSR activities, three sets probit regressions were run using the dummy
variables of CSR engagement towards a particular stakeholder group as the respective
dependent variables. The first to be analysed is customer-directed CSR, followed by
community CSR. For employee-directed CSR, only those businesses that have at least one
employee were included in the analysis. The equations to be estimated for each type of
CSR are:

Control variables only
(1) p(CSR)= β0 + β1 education+ β2 age+ β3 age2 + β4 male + β5 Christian + β6 trust + β7 age of business
+ β8 at least 1 employee + βj
+
CSR as a business strategy: focus on profits
(2) p(CSR)= β0 + β1 education+ β2 age+ β3 age2 + β4 male + β5 Christian + β6 trust + β7 age of business
+ β8 at least 1 employee + β9 'financial success=social status' + β
+ βj
+
CSR as a business strategy: businesses most likely to benefit
(3) p(CSR)= β0 + β1 education+ β2 age+ β3 age2 + β4 male + β5 Christian + β6 trust + β7 age of business
+ β8 at least 1 employee + β9 'financial success=social status' + β profit orientation
+ β11 investment decision + β12 business type + β 'has signed formal contract'
+ βj
+
CSR as altruism: stakeholder orientation
(4) p(CSR)= β0 + β1 education+ β2 age+ β3 age2 + β4 male + β5 Christian + β6 trust + β7 age of business
+ β8 at least 1 employee + β9 stakeholder orientation + βj
+

Each equation determines the probability to engage in a particular type of CSR. The βs are
the estimated parameters with βj including the parameters for each of the 43 business
centres.

As

mentioned

in

section

4.2.1,

the

standard

errors

are

robust

to

heteroscedasticity. Tables 13 to 15 show the marginal effects of the independent variables
on the probability of an average business owner in the sample to engage in CSR activities.
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As shown in the equation above, the control variables used were education, age, sex,
religion, general trust, age of the business and whether the business has at least one
employee.

5.3.1 The determinants of customer-directed CSR
Overall, the results of the analysis of customer-directed CSR does not show a clear picture.
Looking first at the control variables, only two offer significant coefficients. Firstly, an extra
year of education shows a 1% increase of the probability to engage in customer CSR for
an average respondent. This is significant at 5% level, with the exception of one equation
where the significance level falls to 10%. Thus, overall, more educated business owners
are more likely to engage in customer-directed CSR. Secondly, for each extra year that the
business exists, the probability to engage in customer CSR decreases with 1% for an
average respondent. This effect is significant at 5% level throughout all equations. This
means that younger businesses are more likely to engage in CSR. A possible explanation
could be that young businesses strategically show more concern for customers and
customer service as they work to establish themselves. This result opposes the result from
Garay and Font (2012) showing that younger businesses, as they are more managerially
and cash constraint, actually engage less in CSR.
Looking at the variables of interest that consider to what extent the business owners are
focussed on profits, the coefficients are significantly different from zero. Believing that
social status is determined by financial success increases the likelihood of engaging in
customer CSR by 25%. This effect stays significant at 1% level across all equations though
the effect drops to a 22% increase in the overall equation. While endogeneity cannot be
completely ruled out, it seems unlikely in this case. Believing in a link between financial
success and social status is a general belief about society which is likely influenced by
many experiences throughout life. Customer CSR on the other hand is quite specific, so it
is unlikely that these activities decisively influenced this belief. It is seems more plausible
that this opinion influences the decision to pursue profits in order to increase social status.
An alternative interpretation is that CSR may be a way to show off and “buy” social status
by spending profits on CSR. Secondly, the variable categorizing business owners who
consistently prioritize profits over stakeholders shows a 10% increase in the probability to
engage in customer CSR. However, this effect disappears when all business strategy
variables are added in the model. Thus, these results imply that those putting a high value
on profits as it also determines social status are more likely to engage in services towards
their customers. This is an indication that customer CSR may be driven by business
motivations or that it is used as a way to increase social status by using profits for CSR.
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Looking at variables indicating which businesses are most likely to benefit from customer
CSR, firstly, we find that more formalized businesses as indicated by the proxy on
contracting are no more or less likely to engage in customer CSR. This is somewhat
plausible considering that the formalized businesses advantage is likely to rather come
through advertising and community engagement as formalized business may be more
visible in the public eye. The direct interaction with customers is unlikely to benefit from
that increased visibility. Secondly, the customer-oriented business type also does not affect
the probability to engage in customer CSR. This can have several reasons. One may be
that the categorization chosen does not accurately reflect the circumstances and business
needs on the ground. Alternatively, the business owners may not recognize that their
business is likely to benefit. They are unlikely to act upon it, if they do not see themselves
as part of this category. Indeed, believing that the business is likely to benefit from an
investment into customers increases the probability to engage by 15% to 20% for the
average respondent, depending on the model but both significant at 1% level. This may
indicate some strategy behind the decision to engage in customer-directed CSR activities.
Endogeneity, however, may be an issue in this case: people may be more likely to choose
a particular stakeholder group in the hypothetical choice on business investment to justify
their engagement with that stakeholder group in hindsight. This reverse causality may
introduce an upward bias to the coefficient.
Finally, the variable showing a priority of stakeholders over profits does not have a
significant influence on the likelihood to engage in customer CSR making altruism or charity
as a motive for these activities less likely.
Overall, no clear conclusions can be drawn on the drivers of customer-directed CSR.
However, those coefficients that show a significant effect, believing that finances determine
social status and that customers are the best investment for the business, do indicate profit
as a motive. This is further supported by the significant negative effect of the age of the
business that may indicate customer services are used as a way to establish the business.
However, one would expect other indicators such as profit orientation to have significant
effects too. In conclusion, while the evidence of profit as a driver for customer CSR is not
completely conclusive, there is no evidence of altruistic motives, making business
considerations the more likely motive for the business owners. The results are shown in
table 13.
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5.3.2 The determinants of community-directed CSR
For the analysis of community-directed CSR, one smaller business centre with three
observations had to be excluded since all three business owners were involved in
community-directed CSR. The dummy variable used for the fixed effect of this business
centre thus offered perfect prediction and could not be used in the analysis. A total of 43
business centres with 909 observations were used in the analysis.
Of the control variables, only education shows a significant effect. As for customer-directed
CSR, an extra year of education increases the probability to engage in CSR activities
towards the community by 1%, significant at 5% level falling to 10% for one equation.
Looking at the variables indicating the business owners’ focus on profit, we find
contradictory effects for social status being linked to financial success and the profit
orientation of the business owner. Similarly to customer CSR, we find a positive effect of
the belief that social status is linked to financial success on community-directed CSR. This
belief increases the probability to engage in community CSR by 17% to 18% for an average
respondent, significant at 1% level. This may indicate that those valuing financial success
highly are more likely to engage in community CSR. Yet, as for customer CSR, this could
also mean that CSR is used to gain social status by spending money on community
activities. Secondly, those business owners that prioritize profits over stakeholders are
shown to be 9% to 12% less likely to engage in community-directed CSR, significant at
least at 5% level. This variable may be endogenous. If one engages in CSR towards a
particular stakeholder, one may be more likely to prioritize them over profits after e.g.
developing personal relationships. This could also explain the negative relationship
between engaging in community CSR and prioritizing profits. Still, these results indicate
that both altruism or business strategy are possible motivations for engaging in
community-directed CSR.
Equally, contradictions can be found in the results on businesses that are most likely to
benefit. As expected, more formalized businesses that are likely more visible in public, are
also 9% to 10% more likely to engage in community CSR activities, significant at 5% or
1% level. However, this relationship could also be driven by a possible correlation between
formality of a business and the business’ profit. If higher earning businesses are those
engaging more in community activities, it may be because they have more funds available
to do so. Thus, this result could point in both directions, altruism or business strategy.
Further, businesses categorized to be most likely to benefit from community-directed CSR
are actually 10% less likely to also engage in these activities, significant at 1% level. This
could mean that either the categorization is not accurate or that business motivations
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actually deter owners from pursuing community CSR. Finally, believing that an investment
into the community is the best for the business increases the probability to engage in
community CSR by 7-8%, significant at 5% and 10% level. However, as with customer
CSR and the investment decision, endogeneity is a possibility here and the result may
therefore be biased upwards.
Finally, there is another indication for an altruistic motive. For an average respondent, the
probability to engage in community CSR activities increases by 16% if the business owner
prioritizes stakeholders over making profits, significant at 5% level. This variable may have
the same endogeneity problem as profit-orientation.
Overall, the results of this analysis show that both altruism and the pursuit of profit are
feasible motivations to engage in community CSR. Altruism as possible motive is indicated
by the positive effect of stakeholder orientation and the negative effect of profit orientation.
However, believing the community is the best investment may indicate the opposite,
assuming endogeneity is not at play. Finally, the positive effects of believing in a link
between social status and financial accomplishments and the positive relationship to the
level of formalization of the business allow for both interpretations. In summary, the results
indicate that both profit and altruism are likely drivers for community CSR. Table 14 shows
the results in detail.

5.3.3 The determinants of employee-directed CSR
In general, the analysis of employee-directed CSR was difficult. The analysis could only be
done using businesses that had at least one employee. However, the share of businesses
with employees was much smaller than expected. When these businesses were first
questioned for Campos et al. (2015) for a World Bank project, the average number of
employees was two. Since then, this average has fallen to less than one. In this sample,
only 43% of businesses had at least one employee. Additionally, 15 business centres had
to be dropped for perfect prediction. The trust variable could also not be used for the same
reason. This reduced the sample by almost two thirds to 306 observations over a total of
29 remaining business centres. Only one effect was found to be significant at 5% level.
Believing that employees are the best investment for the business make business owners
9% more likely to engage in employee-directed CSR. This results is comparable to those
found for the other types of CSR. Again, endogeneity may be at play here if business
owners are more likely to choose employees in the hypothetical choice to justify activities
they already engage in. No other significant effects were found.
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Clearly, this model is not able to explain the decision of business owners to engage in
employee CSR. Generally, most businesses, namely 85%, that have employees also
engage in CSR activities directed at them (see section 5.1) but the probit analysis allows
for little else to be concluded on the motivations behind employee-directed CSR. Table 15
give the results of the analysis of the reduced sample.

For all types of CSR, the fixed effects for business centres were jointly tested and the
results reported in the respective tables. Multicollinearity for these estimations was
assessed using variance inflation factors (VIF) but found to be of no concern. Values were
between 1 and 2 with the highest of the two models using all observations reaching 1.91.
For the last model using only those observations that have at least one employee, the
collinearity was somewhat higher with the highest value reaching 2.28. However, this is
still low. The overall VIF were low for all models ranging between 1.3 and 1.5. Possible
heteroscedasticity was remedied using robust standard errors.
Overall, the determinants of CSR engagement are not the same across stakeholder groups.
The analysis of customer-directed CSR leans towards profit-driven motivations, while for
community-directed CSR there are indications that activities are motivated by both
altruism and profits. For employee-directed CSR, the data allows for no further conclusion
than that a large share of businesses that have employees also provide benefits in the form
of CSR. Additionally, it is remarkable that the business owners’ sex is not significant in any
of the probit analyses. Other studies have found this relationship (e.g. Garay & Font, 2012)
but in this sample, there is no sign of it.
Finally, these results should be taken with some caution. With over 50 variables in the
model (most of them fixed effects for business centres), on average, there may be 2.5
coefficients significantly different from zero at 5% level purely by coincidence. This risk is
implied in any model with many variables when accepting this 5% chance of concluding
that the coefficient is not zero when in reality it is. The next section will look at the
relationship between community-directed CSR and business profits.
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Table 13: Marginal effects and their levels of significance of the probit regression on customer-directed CSR
Independent
variables
Education
Age
Male
Christian
General trust in people
Age of the business
Business has at least
one employee
Thinks financial success
determines social status
Perceptions of CSR are
profit-oriented
Sees customers as best
investment
Customer-oriented
Business type
Has signed formal
contract at least once
Perceptions are
stakeholder-oriented
Fixed effects of 43
business centres10
Pseudo R²

(1)

(2)

(2)

0.01**
(0.00)
-0.00
(0.00)
0.03
(0.03)
0.08*
(0.04)
-0.03
(0.07)
-0.01**
(0.00)
-0.02
(0.03)

0.01**
(0.00)
-0.00
(0.00)
0.03
(0.03)
0.07
(0.04)
-0.06
(0.07)
-0.01**
(0.00)
-0.02
(0.03)
0.25***
(0.03)

0.01**
(0.00)
-0.00
(0.00)
0.04
(0.03)
0.08*
(0.04)
-0.03
(0.08)
-0.01**
(0.00)
-0.02
(0.03)

Dependent variable:
Engaged in Customer-directed CSR
(3)
(3)
(3)

0.01**
(0.00)
-0.00
(0.00)
0.04
(0.03)
0.07*
(0.04)
-0.08
(0.07)
-0.01**
(0.00)
0.00
(0.03)

0.01**
(0.00)
-0.00
(0.00)
0.03
(0.03)
0.08*
(0.04)
-0.03
(0.07)
-0.01**
(0.00)
-0.02
(0.03)

0.01*
(0.00)
-0.00
(0.00)
0.03
(0.03)
0.07*
(0.04)
-0.03
(0.07)
-0.01**
(0.00)
-0.02
(0.03)

0.10**
(0.04)
0.20***
(0.03)
0.02
(0.04)
0.04
(0.04)

all

(4)

0.01**
(0.00)
-0.00
(0.00)
0.03
(0.04)
0.07
(0.04)
-0.09
(0.06)
-0.01**
(0.00)
-0.01
(0.03)
0.22***
(0.03)
0.04
(0.04)
0.15***
(0.03)
0.02
(0.04)
0.04
(0.04)

0.01**
(0.00)
-0.00
(0.00)
0.04
(0.03)
0.08*
(0.04)
-0.03
(0.07)
-0.01**
(0.00)
-0.02
(0.03)

-0.08
(0.06)
*
0.08
0.07

*
0.08
0.12

0.10
0.07

**
0.03
0.10

*
0.09
0.07

*
0.08
0.07

**
0.05
0.14

*
0.08
0.07

Number of observations: 912
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

10

For simplification, instead of showing 43 separate fixed effects coefficients, this row shows the p-value of the joint significance test of the 43 dummy variables using a χ²
test and adding the significance level with the appropriate number of asterisks.
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Table 14: Marginal effects and their levels of significance of the probit regression on community-directed CSR
Independent
variables
Education
Age
Male
Christian
General trust in people
Age of the business
Business has at least
one employee
Thinks financial success
determines social status
Perceptions of CSR are
profit-oriented
Sees community as best
investment
Community-oriented
Business type
Has signed formal
contract at least once
Perceptions are
stakeholder-oriented
Fixed effects of 42
business centres11
Pseudo R²

(1)

(2)

(2)

0.01**
(0.00)
0.00
(0.00)
0.04
(0.04)
0.05
(0.05)
0.08
(0.07)
0.00
(0.00)
0.03
(0.03)

0.01**
(0.00)
0.00
(0.00)
0.04
(0.04)
0.04
(0.05)
0.07
(0.07)
0.00
(0.00)
0.03
(0.03)
0.17***
(0.04)

0.01**
(0.00)
0.00
(0.00)
0.03
(0.04)
0.05
(0.05)
0.08
(0.07)
0.00
(0.00)
0.03
(0.03)

Dependent variable:
Engaged in Community-directed CSR
(3)
(3)
(3)

0.01**
(0.00)
0.00
(0.00)
0.04
(0.04)
0.05
(0.05)
0.10
(0.07)
0.00
(0.00)
0.04
(0.03)

0.01**
(0.00)
0.00
(0.00)
0.03
(0.04)
0.05
(0.05)
0.08
(0.07)
0.00
(0.00)
0.05
(0.03)

0.01*
(0.00)
0.00
(0.00)
0.03
(0.04)
0.04
(0.05)
0.08
(0.08)
0.00
(0.00)
0.03
(0.03)

-0.09**
(0.04)
0.08**
(0.04)
-0.10***
(0.04)
0.09**
(0.04)

all

(4)

0.01**
(0.00)
0.00
(0.00)
0.01
(0.04)
0.03
(0.05)
0.07
(0.07)
0.00
(0.00)
0.04
(0.04)
0.18***
(0.04)
-0.12***
(0.04)
0.07*
(0.04)
-0.10***
(0.04)
0.10***
(0.04)

0.01**
(0.00)
0.00
(0.00)
0.03
(0.04)
0.05
(0.05)
0.09
(0.08)
0.00
(0.00)
0.03
(0.03)

0.16**
(0.06)
0.23
0.05

0.20
0.07

0.18
0.06

0.22
0.06

0.13
0.06

0.21
0.06

*
0.06
0.09

0.21
0.06

Number of observations: 909
Robust errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

11

For simplification, instead of showing 42 separate fixed effects coefficients, this row shows the p-value of the joint significance test of the 42 dummy variables using a χ²
test and adding the significance level with the appropriate number of asterisks.
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Table 15: Marginal effects and their levels of significance of the probit regression on employee-directed CSR using only observations with employees
Independent
variables
Education
Age
Male
Christian
Age of the business
Thinks financial success
determines social status
Perceptions of CSR are
profit-oriented
Sees employees as best
investment
Employee-oriented
Business type
Has signed formal
contract at least once
Perceptions are
stakeholder-oriented
Fixed effects of 28
business centres12
Pseudo R²

(1)

(2)

(2)

0.00
(0.01)
0.00
(0.00)
0.04
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

0.00
(0.01)
0.00
(0.00)
0.04
(0.05)
-0.09*
(0.05)
-0.00
(0.00)
-0.02
(0.04)

0.00
(0.01)
0.00
(0.00)
0.04
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

Dependent variable:
Engaged in Employee-directed CSR
≥ 1 employee
(3)
(3)
(3)

0.00
(0.01)
-0.00
(0.00)
0.05
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

0.00
(0.01)
0.00
(0.00)
0.05
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

0.00
(0.01)
0.00
(0.00)
0.04
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

-0.02
(0.06)
0.09**
(0.04)
0.04
(0.05)
-0.01
(0.05)

(3)

(4)

0.00
(0.01)
-0.00
(0.00)
0.06
(0.05)
-0.09*
(0.05)
-0.00
(0.00)
-0.00
(0.05)
-0.00
(0.06)
0.09**
(0.04)
0.03
(0.05)
-0.02
(0.05)

0.00
(0.01)
0.00
(0.00)
0.04
(0.05)
-0.09*
(0.05)
-0.00
(0.00)

-0.04
(0.09)
0.98
0.06

0.98
0.07

0.98
0.06

0.99
0.08

0.98
0.07

0.98
0.06

0.99
0.08

0.98
0.07

Number of observations: 306
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

12

For simplification, instead of showing 28 separate fixed effects coefficients, this row shows the p-value of the joint significance test of the 28 dummy variables using a χ²
test and adding the significance level with the appropriate number of asterisks.
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5.4 The activities’ relationship to income
This section assesses the impact of engaging in community-directed CSR on monthly
business profits using first OLS, then propensity score matching and finally an endogenous
switching regression. In the end, the results of these methods will be compared. As with
the probit regression for community CSR, one business centre had to be dropped due to
perfect prediction. The sample used here is thus comprised of 909 observations across 43
business centres.
A simple t-test, shown in Table 16, comparing the group averages of those engaging in
CSR and those that do not, shows no significant difference with a p-value of 0.70. At first
sight this would imply that on average there is no difference in profits due to community
CSR. However, there are two mechanisms that could be at play masking the true effect of
CSR. It is possible that community CSR does increase profits but the cost incurred by CSR
is equal to the gains. On the other hand, richer businesses may be more likely to engage
in CSR since they have more resources available to do so but the cost of CSR are large
enough to hide this selection bias. This would imply that the true effect of CSR is actually
negative. The remainder of this section will explore different methods to tackle this possible
endogeneity.
Table 16: Simple t-test comparing profits between business owner who do and who do not engage in CSR
Engages in
community CSR

Does not engage
in community CSR

Difference in
profits

149.35

145.33

4.02
(10.53)

5.4.1 Ordinary least squares
This section describes the results of the ordinary least squares regression. An extra year
of education increases monthly profits by 3%, significant at 1% level. Also, men earn 17%
more than women in this sample. Looking at community CSR, just like the simple t-test,
the ordinary least squares regression shows a positive but insignificant coefficient for
community CSR on monthly profits. The possible reasons for that are the same as for the
t-test: either there is no effect of endogeneity biases the results. The details of the
regression are shown in Table 17. The Ramsey test for functional form is not significant
indicating that the null hypothesis of an appropriate functional form is not rejected.
Multicollinearity for this regression was assessed using VIF and an average VIF of 5.2 was
found. However, this results is driven by high correlations between age and squared age
and some business centres. The variable of interest, community CSR is not affected.
Multicollinearity is thus not a big concern.
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Table 17: Results of the ordinary least squares regression

Independent variables
Education
Age
Age²
Male
Christian
Thinks financial success
determines social status
Age of the business
Manufacturing sector
Service sector
Engages in community-directed
CSR
Constant
Fixed effects of 42
business centres13
R²

Dependent variable:
Natural logarithm of
monthly profits
0.03***
(0.01)
0.02
(0.02)
-0.00*
(0.00)
0.17**
(0.07)
0.17*
(0.09)
0.04
(0.07)
0.01*
(0.01)
0.12
(0.14)
0.01
(0.09)
0.02
(0.07)
4.54***
(0.44)
***
0.00
0.10

Number of observations: 909
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

5.4.2 Propensity score matching
As mentioned in section 4.2.3, propensity score matching can correct endogeneity caused
by selection on observables. The probit regression used to estimate the propensity score
is based solely on variables exogenous to the ‘treatment’, community-directed CSR. The
results of this probit analysis are shown in Table 18.
Overall tests for the balance of the matching procedures (Rubin’s B and Rubin’s R) show
that the ‘treatment’ and control group are balanced. Looking at each control variable used
in the propensity score, none of them shows a significant difference between the two
groups in any of the used matching procedures. Table 19 shows that 27 ‘treated’ and no
control observations were dropped. This is largely due to choosing the option to drop the
5% of observations with the lowest density of control variables14. Common support can
thus be considered to be sufficient. Graph 1 shows the range of common support
graphically.
13

For simplification, instead of showing 42 separate fixed effects coefficients, this row shows the p-value of the
joint significance test of the 42 dummy variables using a F-test and adding the significance level with the
appropriate number of asterisks.
14
Without this option, only 3 ‘treated’ and 2 control observations are dropped.
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Table 18: Reduced form probit regression used to estimate the propensity score
Independent variables
Education
Age
Male
Christian
General trust in people
Age of the business
Business has at least
one employee
Community-oriented
Business type
Has signed formal
contract at least once
Thinks financial success
determines social status
Fixed effects of 42
business centres15
Pseudo R²

Dependent variable:
Engaged in Communitydirected CSR
0.01**
(0.00)
0.00
(0.00)
0.02
(0.04)
0.04
(0.05)
0.06
(0.07)
0.00
(0.00)
0.04
(0.04)
-0.11***
(0.03)
0.09**
(0.04)
0.17***
(0.04)
*
0.09
0.08

Number of observations: 909
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Table 19: Common support
Treatment assignment
Treated
Control

Off support

On support

Total

27
0
27

523
359
882

550
359
909

15

For simplification, instead of showing the coefficients of each of the 42 business centre dummies, this row
reports the joint significance of all business centre coefficients using a χ² test.
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Graph 1: Common support of propensity score

Common support of propensity score
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1
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Treatment effects of propensity score matching
The results of the PSM procedure show that there is no significant effect of communitydirected CSR on monthly profits. While the unmatched result of a simple t-test shows an
insignificantly higher profit of 4€ on average and the OLS also showed a positive but
insignificant coefficient for those engaging in community CSR, the matched results show
an insignificantly lower profit. This results is consistent throughout the different matching
procedures used. The results show lower profits of between 2.83€ and 5.64€ for those
engaging in community CSR. All results are not significantly different from zero. These
results are also robust to using bootstrapped standard errors16 and to including additional
control variables in the estimation of the propensity score. The addition of the variables
stakeholder orientation, profit orientation and the investment decision increases the
difference to approximately 15€ but this difference is still not significant17. The results of
the different matching procedures are shown in Table 20. The biggest weakness of this
approach it that it assumes that selection is based only on observable and exogenous
factors that can be used to estimate the propensity score. This assumption may be violated
here. The direction of the bias is dependent on the underlying relationships with the
unobserved factors determining whether a business owner engages in CSR. The
implications of these results in comparison to the endogenous switching regression will be
discussed in section 5.4.4.
16

Since it is unclear if bootstrapping is valid here (Leuven & Sianesi, 2003), both default and bootstrapped
standard errors are given in Table 20.
17
The result is also robust to the form of the dependent variable if profits are transformed to the natural
logarithm.
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Table 20: Average treatment effects on the treated from different matching strategies
Model

Treated

Control

Difference

Unmatched
(equivalent to T-test)

149.35

145.33

4.02
(10.53)

5 nearest neighbours

150.44

153.28

10 nearest neighbours

150.44

154.09

Kernel matching

150.44

156.08

-2.83
(12.75)
[12.04]
-3.64
(12.22)
[12.74]
-5.64
(11.88)
[15.30]

Default standard errors in parentheses ( )
Bootstrap standard errors in parentheses [ ]
*** p<0.01, ** p<0.05, * p<0.1

5.4.3 Endogenous switching regression
The endogenous switching regression estimates two equations to determine monthly
profits, one for business owners engaging in CSR and one for those that do not. The
variables used in the profit equations are education, age, age², the business’ owners
gender, religion, the age of the business, and the sector of the business (manufacturing,
service sector, and retail as the reference category). One opinion variable was also
included. Whether the business owner believes financial success determines social status
was included to proxy the importance placed on profits by the business owner. The
standard errors are robust to heteroscedasticity. The equations estimated within the model
are the following:
ln(

)1i = β100 + β101 education+ β102 age+ β103 age² +
+
ℎ
+
financial success=social status' +
'has signed formal contract'

+

age of the business + β109 manufacturing sector+ β110

+

+

,

if Ii=1  The business owner engages in CSR activities
ln(

)2i = β200 + β201 education+ β202 age+ β203 age² +
+
ℎ
+
financial success=social status' +
'has signed formal contract'

+

age of the business + β209 manufacturing sector+ β210

+

+

,

if Ii=0  The business owner does not engage in CSR activities.
The equation estimating the probability of selection into the one of the other regime
contains the same variables with the addition of the instrument: the community-oriented
business type. A t-test, shown in Table 21, indicates that those categorized as the
community-oriented business type have significantly higher profits than those that do not
with a p-value of 0.00. The implications of this significant difference will be discussed in

Sophia Weituschat

900515 937100

Page | 45

Master Thesis
Corporate Social Responsibility in Malawi’s Urban Centres
the next paragraph. The results of the endogenous switching regression are shown in Table
22.
Table 21: T-test on monthly profits of businesses categorized as community-oriented business type
Communityoriented business
type

Not communityoriented business
type

Difference in
profits

162.74

131.58

31.16***
(10.25)

Treatment effects of the endogenous switching regression
Firstly, the interpretation of this model focusses on the estimated treatment effects rather
than the profit equations which are of less interest here. It is important to point out that
the validity of these results depends on the validity of the instrument which, as explained
in section 4.2.3, cannot be guaranteed. While the strong correlation with community CSR
is given, the exclusion restriction may be violated.
Assuming its validity, based on the results shown in Table 22, the null hypothesis of no
selection bias cannot be rejected. ρ1 and ρ2 are not significantly different from zero. This
implies that profits of business owners choosing to engage in community-directed CSR are
no higher or lower than those of a random individual in the sample. The same can be said
of individuals not engaging in CSR. Further, one cannot reject the null hypothesis of
independent equations as shown by the insignificant Wald test. The three equations are
independent.
The treatment effect on the treated is estimated by comparing the observed regime of
those engaging in CSR with the estimated regime if they did not. The profits found for
business owners engaged in CSR are actually 91€ lower than they would be if they did not
engage in CSR. This difference is significant at 1% level. If this were true, any
recommendation to engage in community CSR would be ill advised since, on average, it
almost halves the businesses’ profits. However, this result supports the interpretation of
community CSR being a type of “consumption” to increase social status as discussed in
section 5.3.2. The result is robust to excluding the status variable though it decreases the
difference to -80€, and to including the contract variable which slightly increases the
difference to -94€, both significant at 1% level. Nevertheless, this estimate may have a
downward bias since the instrumental variable, business type, is negatively related to
community CSR but shows significantly higher profits. This may explain some of the
negative correlation between CSR and profits. Thus, the true difference between engaging
and not engaging in CSR may be somewhat smaller than this estimate. If the effects were
actually so detrimental to business performance, business owners would be much more
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likely to recognize this negative effect and much less likely to continue. Table 21 shows
the estimated treatment effects of the ESR.
Table 21: Estimated treatment effects for community-oriented CSR
Treatment effect on the treated of community-oriented CSR on profits
Engaged in
community-oriented
CSR: T=1
101.36 Euro
(regime observed)

Not engaged in
community-oriented
CSR: T=0
192.13 Euro
(estimated)

Difference

P-value of two-sided
paired t-test

-90.77 Euro

0.0000

Observations: 550

While the variance inflation factors where of no concern, another threat to the results’
validity is the lack of significant coefficients of the equation estimating profits for the CSR
regime which indicates a rather weak prediction of profits. Overall, considering the possible
weaknesses of this method, the negative effect found while possibly true is likely smaller
than the estimate found. The next section will compare the two methodologies and draw a
joint conclusion.
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Table 22: Endogenous switching regression with community-directed CSR as regime
Profit and community-directed CSR
Regressions on profit (ln)
Independent
Community CSR
Community CSR
variables
Yes (I=1)
No (I=0)
Education
Age
Age²
Male
Christian
Thinks financial success
determines social status
Age of the business
Manufacturing sector
Service sector
Community-oriented
Business type
Fixed effects of 42
business centres18
Constant
Wald test of independent
Equations:

0.03
(0.02)
0.03
(0.04)
-0.00
(0.00)
0.13
(0.14)
0.04
(0.13)
0.11
(0.34)
0.01
(0.01)
-0.15
(0.39)
-0.04
(0.11)

0.04**
(0.02)
0.06*
(0.03)
-0.00**
(0.00)
0.32***
(0.11)
0.39***
(0.14)
0.21*
(0.11)
0.02**
(0.01)
0.22
(0.17)
0.09
(0.13)

***
0.00
2.70
(2.03)

***
0.00
3.05***
(0.73)

chi²(1)=1.37

and

Selection equation
Engaged in
Community-directed
CSR

0.04***
(0.01)
0.04
(0.03)
-0.00
(0.00)
0.11
(0.12)
0.10
(0.13)
0.43***
(0.11)
0.00
(0.01)
-0.16
(0.26)
0.22
(0.14)
-0.36***
(0.11)
***
0.00
-1.07
(0.67)

ρ1
rho_1

ρ2
rho_2

0.65
(1.66)

0.39
(0.35)

Prob>chi²=0.24

Number of observations: 909
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

18

For simplification, instead of showing the coefficients of each of the 42 business centre dummies, this row reports the joint significance of all business centre coefficients
using a χ² test. This test is done jointly for all three equations and there is thus only one result.
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5.4.4 A comparison of treatment effects
The analyses of the effects of community CSR on business profits show different results. A
simple comparison by t-test shows insignificantly higher profits for business owners
engaging in CSR. The same is shown in the OLS regression. These results are likely biased
due to endogeneity. The propensity score matching which controls for the likelihood to
engage in CSR based on observables shows lower profits for business owners engaging in
CSR; again the result in not significantly different from zero. However, selection on
unobservables such as values and morals is a possibility here introducing possible bias to
this method. The endogenous switching regression allows for such a selection on
unobservables and the results show a large negative impact of community CSR on profits.
Admittedly though, this method relies on a valid instrument which cannot be guaranteed
in this case, due to a possible violation of the exclusion restriction. If the business activities
categorized as community business type directly influence profits, the significantly higher
profits of those in the community business type may cause a downward bias to the ESR
estimate. This would bring the ESR estimate closer to that of the PSM estimation. Thus,
none of these methods are flawless and no definite conclusion can be drawn. Yet, there is
no indication whatsoever for a positive impact of CSR on profits for the small businesses
in urban Malawi. Businesses do not seem to financially profit from engaging in community
CSR activities.

In summary, this chapter presented the results of the study by describing the sample,
business owners’ perceptions of and motivations for engaging in CSR activities. Finally, it
applied three methods to estimate the effect of community CSR on profits. The next
chapter will summarize the results, draw conclusions based on the data presented here,
and present possible reasons for these results.
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6. Conclusions
This study has given an overview of the business owners’ CSR activities and their
perceptions in Malawi’s urban centres. While most business owners prioritize profits over
the individual stakeholders, customers, community and employees, a large majority of
them still engaged in a range of CSR activities. The motivation to do so, seems to vary and
is not clearly determinable based on the data collected for this study. For customer-directed
CSR, there are some indications for business motivations, though the evidence is not
conclusive. Community-directed CSR shows both indications of altruism and business
strategy. Given the structure in the data, little can be said on employee-directed CSR
except that it is very common among business owners that employ at least one person. It
is likely that the decision to engage in CSR is largely not determined by demographics but
by a more intricate set of values that were not captured for this study.
The impact of community CSR on small business performance in terms of profits was
estimated with PSM and ESR, using an OLS as a starting point. However, PSM is weakened
by the possibility of selection on unobservables, while ESR is vulnerable to invalid
instruments. Both OLS and PSM showed no effect while ESR showed a significant negative
impact. This could have several reasons. One possibility is that the data collected on CSR
activities is too crude to distinguish between well and poorly implemented CSR activities.
If that was the case, the positive effect on profits of activities that were done well would
be diluted or overshadowed by activities that were done poorly. Yet, on average, the
proclaimed benefits of community CSR simply do not seem to exist for small businesses in
Malawi. None of the analyses executed here showed any sign of a significant positive effect
of community CSR on business performance. Reputation and advertising benefits claimed
by previous studies may be a lot smaller for the businesses in this sample. If so, the cost
of CSR will outweigh its benefits. Basically, this implies that engaging in CSR is not a
successful business strategy for these small business owners. However, given the analysis
of determinants of community CSR, this type of CSR may be motivated by factors other
than profit, in which case the effects on profits would be less relevant. CSR activities may
be motivated altruism and charity or by wanting to gain social status through financial
contributions. In that case, having no significant effect on profits would be quite acceptable
given that business owners would be no worse off and community organisations would
benefit. This interpretation would also be in line with the more colloquial definition of CSR
as a responsibility to give back to the community without expecting financial returns. Still,
should the effects indeed be negative, as indicated by the ESR, many of the business
owners can likely not afford that and may want to reconsider their engagement.
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This study shows the difficulty to estimate effects of CSR based on cross-sectional data
using quasi-experimental designs. While the methods used here are likely the best
available option for this investigation, they still do not bring definitive results. It is clear
that there is a need to further investigate any recommendations on CSR activities made to
small businesses in Malawi but also other developing countries in similar circumstances.
The next section will discuss the limitations of this study and provide a way forward for
further research.
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7. Limitations of the study and recommendations for future research
This study was limited by a range of factors that would need to be overcome in future
research. First of all, there were some imprecision that may have influenced the study’s
accuracy. The data collected on CSR was based on binary categories: engaged in CSR
activities vs. not engaged. Future research would benefit from more details on the intensity
and quality of the CSR activities practiced. That could improve the accuracy of both an
analysis of motivation as well as an impact assessment. Motivations for very intensive and
costly CSR may differ from shallower versions. Further, more intensive and high quality
CSR lumped together with poorly implemented CSR may cover up possible positive effects
of the former or negative effects of the latter. Additionally, information of timing on the
activities may also help to account for lagged effects. CSR that was only very recently
implemented may not have taken effect yet. Also, this study cannot take any heterogenous
effects into account. It is likely that effects differ, for example, in the level of the business’
visibility in the community (Fox, 2005).
Improvements can also be made on the collection of profit data. While this study was based
on the individual estimation of profits by the respondents due to time limitations, future
research should use more precise recording of costs and revenues to avoid too much noise
in the data. Further, other income generating activities and actual time spent on the
business should be taken into account. Part-time business owners are likely to have lower
profits derived from the business. This factor was not controlled for here.
To more clearly determine the motivation of CSR, additional information on values and
morals as well as business decisions would improve the analysis. Additionally, a more
qualitative approach to discuss motivations of CSR with a subsample would give a clearer
picture of the sometimes complex decision making process.
To actually give a reliable estimate of the effect of CSR on profits, a more rigorous study
design will be necessary. There are several paths that can be taken. The preferred option
of a randomized control trial is not feasible for assessing CSR since business owners cannot
be randomly assigned to engage or not engage in CSR activities. A more feasible option is
to choose and measure a more reliable instrument that can fulfil all conditions. The
categorization of business types was somewhat arbitrary. A clearer measurement rather
than ex-post categorization could improve this instrument or, preferably a new, more
reliable alternative would need to be found. An experiment may, for example, result in a
better instrument. However, finding a suitable instrument is always difficult.
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The preferable but more expensive option would be to implement a study with several
measurements over time. This would allow a difference-in-difference design in combination
with propensity score matching. This combination would allow to decrease biases due to
selection on observables using PSM, and biases due to selection on time-invariant
unobservables using the difference-in-difference design (Khandker, Koolwal, & Samad,
2010). Having baseline data would also allow for the inclusion of value data in the selection
equation of the PSM. If the data is collected before the business owner started engaging
in CSR, it is guaranteed to be exogenous.
However, for this methodology to work, there would have to be a sufficient number of
business owners that newly started CSR between the baseline and endline data collection
and a sufficient number that never engaged in CSR to serve as a control group. Considering
that 80% of the business owners in this sample practiced some form of CSR, achieving
that would require a very large sample. All in all, endogeneity and the high cost involved
to alleviate the possible biases is likely the reason why an impact evaluation of this topic
has not been successfully published.

Sophia Weituschat

900515 937100

Page | 53

Master Thesis
Corporate Social Responsibility in Malawi’s Urban Centres

References
Campos, F., Goldstein, M., & McKenzie, D. (2015). Short-Term Impacts of Formalization Assistance and a Bank
Information Session on Business Registration and Access to Finance in Malawi. World Bank Group
Policy Research Working Paper 7183.
Chahal, H., Mishra, S., Raina, S., & Soni, T. (2014). A comprehensive model of business social responsibility
(BSR) for small scale enterprises in Indian context. Journal of Small Business and Enterprise
Development, 21(4), 716-739. doi:doi:10.1108/JSBED-05-2014-0091
Dzansi, D. Y. (2011). Social responsibility of small businesses in a typical rural African setting: Some insights
from a South African study. African Journal of Business Management, 5(14), 5710-5723.
Dzansi, D. Y., & Pretorius, M. (2009). Addressing and measuring small business social responsibility in the
African context: a stakeholder framework. Social Responsibility Journal, 5(2), 245-256.
doi:doi:10.1108/17471110910964513
Efiong, E. J., Usang, O. U. E., Inyang, I. O., & Effiong, C. (2013). Corporate Social Responsibility in Small and
Medium Scale Enterprises in Nigeria: An Example from the Hotel Industry. International Journal of
Business and Management, 8(14), 119-126.
Fox, T. (2005). Small and medium-sized enterprises (SMEs) and corporate social responsibility: A discussion
paper. International Institute for Environment and Development.
Garay, L., & Font, X. (2012). Doing good to do well? Corporate social responsibility reasons, practices and
impacts in small and medium accommodation enterprises. International Journal of Hospitality
Management, 31(2), 329-337. doi:http://dx.doi.org/10.1016/j.ijhm.2011.04.013
Kambalame, D., & De Cleene, S. (2006). Partnership building as an approach to addressing corporate social
responsibility in the agriculture sector in Malawi. Development Southern Africa, 23(2), 281-287.
doi:10.1080/03768350600707629
Khandker, S. R., Koolwal, G. B., & Samad, H. A. (2010). Handbook on impact evaluation : quantitative methods
and practices. Washington, DC: World Bank.
Lähdesmäki, M., & Suutari, T. (2011). Keeping at Arm’s Length or Searching for Social Proximity? Corporate
Social Responsibility as a Reciprocal Process Between Small Businesses and the Local Community.
Journal of Business Ethics, 108(4), 481-493. doi:10.1007/s10551-011-1104-6
Lange, E. A., & Fenwick, T. J. (2008). Moral commitments to community: mapping social responsibility and its
ambiguities among small business owners. Social Responsibility Journal, 4(1/2), 41-55.
doi:doi:10.1108/17471110810856820
Lepoutre, J., & Heene, A. (2006). Investigating the Impact of Firm Size on Small Business Social Responsibility:
A Critical Review. Journal of Business Ethics, 67(3), 257-273. doi:10.1007/s10551-006-9183-5
Leuven, E., & Sianesi, B. (2003). PSMATCH2: Stata module to perform full Mahalanobis and propensity score
matching, common support graphing, and covariate imbalance testing.
http://ideas.repec.org/c/boc/bocode/s432001.html, Version 4.0.11.
Lokshin, M., & Sajaia, Z. (2004). Maximum likelihood estimation of endogenous switching regression models.
The Stata Journal, 4(3), 282-289.
Luetkenhorst, W. (2004). Corporate social responsibility and the development agenda. Intereconomics, 39(3),
157-166. doi:10.1007/bf02933583
Luken, R., & Stares, R. (2005). Small business responsibility in developing countries: a threat or an
opportunity? Business Strategy and the Environment, 14(1), 38-53. doi:10.1002/bse.427
Mincer, J., & Polachek, S. (1974). Family investment in human capital: Earnings of women. Journal of Political
Economy (Supplement), 82, S76–S108.
Morsing, M., & Perrini, F. (2009). CSR in SMEs: do SMEs matter for the CSR agenda? Business Ethics: A
European Review, 18(1), 1-6. doi:10.1111/j.1467-8608.2009.01544.x
Nebert, M. K., David, S. C., Gloria, T. J., & Irene, C. J. (2013). Shoe Shine Entrepreneurs Social Responsibility
Practices on Loyalty in Eldoret Town, Kenya. International Journal of Business and Management,
8(23), 49-59.
Nejati, M., & Amran, A. (2013). Corporate social responsibility terminologies in small businesses: insights from
Malaysia. Business Strategy Series, 14(1), 11-14. doi:doi:10.1108/17515631311295668
Oanda. (2016). Average Exchange Rates March 2016: MWK to Euro. Retrieved from
https://www.oanda.com/lang/de/currency/average, Retrieved 12/09/16.
Perry, P., & Towers, N. (2009). Determining the antecedents for a strategy of corporate social responsibility by
small- and medium-sized enterprises in the UK fashion apparel industry. Journal of Retailing and
Consumer Services, 16(5), 377-385. doi:http://dx.doi.org/10.1016/j.jretconser.2009.05.003
Raynard, P., & Forstater, M. (2002). Corporate social responsibility: Implications for small and medium
enterprises in developing countries. Vienna: United Nations Industrial Development Organization.
Turyakira, P., Venter, E., & Smith, E. (2014). The impact of corporate social responsibility factors on the
competitiveness of small and medium-sized enterprises. South African Journal of Economic and
Management Sciences, 17(2), 157-172.
Verbeek, M. (2012). A guide to modern econometrics (4 ed.): Wiley.
Vives, A. (2006). Social and environmental responsibility in small and medium enterprises in Latin America.
Journal of Corporate Citizenship, 2006(21), 39-50.
World Bank. (2016). Adult literacy rate, population 15+ years, both sexes. Retrieved from
http://data.worldbank.org/indicator/SE.ADT.LITR.ZS?locations=MW
Zairi, M., & Peters, J. (2002). The impact of social responsibility on business performance. Managerial Auditing
Journal, 17(4), 174-178. doi:doi:10.1108/02686900210424312

Sophia Weituschat

900515 937100

Page | 54

