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Abstract: This study aims to examine the influence of corporate social responsibility (CSR) performance 
and financial institution ownership on the cost of capital for companies in the tourism and hospitality 
industry at ASEAN-5. A balanced panel data of 594 firm-year observations from 2014-2019 in ASEAN-5. 
CSR performance data results from content analysis in the annual reports of ninety-nine companies. The 
WACC is the proxy for the cost of capital. The research framework applies the weighted least square of 
panel effect regression. The statistical results indicate that CSR performance raises the cost of capital 
while financial institution ownership diminishes. Also, environment and human rights disclosures are 
components of CSR disclosures that reduce the cost of capital. The results are limited to the tourism and 
hospitality industry of ASEAN-5. Future studies may consider using other than KLD to measure CSR. 
Besides, this study only focuses on financial institution ownership. Future studies can examine other types 
of ownership, such as managerial and government ownership. This research is the first to examine CSR 
and Financial Institution Ownership's role in the cost of capital in the tourism and hospitality industry within 
the 5 ASEAN countries. 

Keywords: CSR; Cost of capital; Financial institution ownership; Tourism and hospitality; ASEAN-5. 

Resumo: Este estudo examina a influência do desempenho da responsabilidade social corporativa 
(CSR) e da propriedade da instituição financeira no custo de capital das empresas do setor de turismo e 
hospitalidade na ASEAN-5. Um painel de dados balanceado de 594 observações de empresas-ano de 
2014-2019 na ASEAN-5. Os dados de desempenho de RSE resultam da análise de conteúdo nos 
relatórios anuais de 99 empresas. O WACC é a proxy para o custo de capital. A estrutura de pesquisa é 
examinada usando o mínimo quadrado ponderado da regressão de efeito de painel. Os resultados 
estatísticos indicam que o desempenho da RSC aumenta o custo de capital, enquanto a propriedade da 
instituição financeira institucional diminui. Além disso, as divulgações ambientais e de direitos humanos 
são componentes das divulgações de RSE que reduzem o custo de capital. Os resultados são limitados 
à indústria de turismo e hotelaria da ASEAN-5. Estudos futuros podem considerar o uso de outros 
métodos além do KLD para medir o CSR. Além disso, este estudo se concentra apenas na propriedade 
de instituições financeiras institucionais. Estudos futuros podem examinar outros tipos de propriedade, 
como a propriedade gerencial e governamental. Esta pesquisa é a primeira a examinar o papel da CSR 
e da Propriedade de Instituições Financeiras Institucionais no custo de capital no setor de turismo e 
hospitalidade nos 5 países da ASEAN. 
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1 Introduction 

The cost of capital is inevitable in the operation of a company. Given that the cost 
of capital is unavoidable, it does not mean that companies cannot reduce the cost of 
capital, so management and investors must have a specific strategy to reduce the cost 
of capital. Previous studies have shown a high correlation between CSR performance 
and the cost of capital. CSR can be a strategy that companies can use to diminish the 
cost of capital. The World Business Council for Sustainable Development (WBCSD, 
2017) explains the meaning of CSR as a business commitment to contribute to 
sustainable economic development, collaborating with company employees, the 
families of the company employees, and the community around the company in order 
to increase and improve the quality of life. By implementing CSR, companies can 
benefit in the form of a good reputation by conducting activities that have a good impact 
on society and the public, even though the company has to sacrifice some of the profits 
to be used as a budget for CSR activities (Devie et al., 2018). Companies with a good 
image can encourage workers to work more efficiently to achieve a high degree of 
productivity and performance. It is because workers already have a good perception of 
companies that conduct CSR. Hence, workers will likely work with a positive and 
productive attitude toward the company (Yu & Choi, 2014). CSR activities can also be 
a source of competitive advantage for the company (Mirvis et al., 2016). 

CSR is perceived to reduce information asymmetry, and if a firm has a bad CSR 
performance, investors will ask for compensation for the additional risks (Chen & 
Zhang, 2021). Bhuiyan & Nguyen (2019) stated that a firm’s CSR also reduces the cost 
of capital, so management and investors should provide a strategy to lower the cost. 
Prior studies have contrasting views on the implication of CSR in reducing firm’s cost 
of capital. Studies by Suto & Takehara (2017), Hamrouni et al. (2019), Bhuiyan & 
Nguyen (2019), and Ahmed et al. (2019) proved that CSR is one of the factors that 
lower the cost of capital. CSR is diminishing cost of capital since CSR is thought to 
minimise information asymmetry (Bhuiyan & Nguyen, 2019; Hamrouni et al., 2019). 
Additionally, CSR also helps reduce a company's level of risk, affecting the cost of 
capital, especially the cost of debt. CSR is beneficial for mitigating the idiosyncratic risk 
which, in the end, can reduce the cost of capital (Hatane & Soewarno, 2022). However, 
these results contrast with Magnanelli & Izzo (2017) and Barnea & Rubin (2010), who 
found CSR to be one factor that increases the cost of capital. This is because CSR is 
often a tool for maximising managers' interests. CSR is not favourable for a company 
because it is considered to absorb many resources (Magnanelli & Izzo, 2017). 

Another factor affecting the cost of capital is ownership structure, as it is closely 
related to the cost of equity, which is one of the costs of capital (Saci & Jasimuddin, 
2020). Institutional investors have more significant financial strength compared to 
individual investors, and it is easier to collect market information, which can later be 
used to analyse the investment value. Easy access to market information is one of the 
advantages and strengths of financial institutional ownership. The existence of 
shareholders from financial institutions also encourages company transparency 
(Huo et al., 2021; Hsieh et al., 2018). 

The development of the hotel, tourism and restaurant industries has changed in the 
last three decades. Consistent economic growth has contributed to increasing the 
Asian market as a destination for domestic and foreign tourists (Yang & Ong, 2020). 
The expansion of low-cost carriers and the increase in the use of smartphones in 
tourism planning, supported by applications and various reviews, influenced tourism 
increase in Asia. More than 50% of international tourism growth will come from Asia in 
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2030, and thus, the hotel and restaurant sector will also experience an increase 
(Tripadvisor, 2021; Yang & Ong, 2020). This research focuses on Indonesia, 
Singapore, Malaysia, Thailand, and the Philippines as countries in ASEAN that are 
well-known as tourist destinations. The tourism and hospitality industry in the ASEAN 
region is multiplying (Bradley et al., 2020). In 2019, ASEAN recorded 133 million tourist 
visits, an increase of 7% compared to 2018. However, the industry experienced the 
strongest shock due to the Covid-19 pandemic. Corporate social responsibility (CSR) 
activities may function as a sustainability strategy that can help the industry survive 
during a crisis (Qiu et al., 2021; Shin et al., 2021). Moreover, CSR has recently been 
necessary in the hospitality and tourism industry due to globalization (Shin et al., 2021). 
This means that CSR has an essential role for companies that are trying to adapt to 
the business environment and to differentiate themselves by having a competitive 
advantage in every business location (Ekundayo et al., 2021). Sectors included in the 
tourism and hospitality industry are hotels, restaurants, tourist attractions, travel 
agencies, and transportation. 

This study contributes to academics and practitioners in the hospitality industry that 
covers the hotel, tourism, and restaurant sectors in ASEAN. This study focuses on the 
impacts of CSR and financial institution ownership, each independently, on the cost of 
capital. 

2 Literature review and hypotheses 

2.1 Corporate Social Responsibility (CSR) 

Corporate social responsibility is the integration of business operations and their 
values. It reflects the organisation's policies and actions. It is also a form of company 
responsibility to use resources by not harming society but improving public welfare for 
long-term corporate gain (Bhuiyan & Nguyen, 2019). 

The Stakeholders Theory is a fundamental theoretical background in CSR studies. 
From a theoretical perspective, the Stakeholders Theory establishes the relationship 
between CSR performance and financial performance. Interest groups will claim 
company resources and consider the environment and fair working relations. Interest 
groups are, in essence, individuals or groups that become the company's support to 
run its business sustainably and are one of its points of consideration when managing 
firm strategy (Parmar et al., 2010). Therefore, a company must sustainably monitor its 
profit and business (Trianaputri & Djakman, 2019). CSR is inseparable from 
shareholders and stakeholders in the company. CSR is based on the concept of Triple 
P: Profit, People, and Planet (Devie et al., 2018). Triple P is a form of responsibility to 
a company's society and environment, the same way it regards profitability. 

2.2 Financial Institution Ownership 

Financial institution ownership is ownership by banks, insurance companies, 
foundations, investment companies, pension funds, and limited liability companies. 
Institutions generally act as the company's overseers, and a higher level of financial 
institution ownership will result in better supervision and more efficient asset usage 
(Nurleni et al., 2018). Financial institution investors could guide management in 
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improving the performance and disclosure of their activities (Suto & Takehara, 2017). 
The existence of financial institution investors can reduce agency problems in the 
company; thus, it leads to effective decision-making and better corporate governance 
(Panda & Leepsa, 2019). 

Financial institution ownership reduces the cost of equity by increasing CSR 
activities and mitigating information asymmetry in the capital market. Compared to 
individual investors, institutional financial investors have more significant financial 
power, and they find it easier to gather market information and analyse an investment's 
value. This advantage gives strength to financial institutional investors in the capital 
market (Saci & Jasimuddin, 2020). 

2.3 Hypothesis development 

Companies that adopt socially responsible practices can reduce information 
asymmetry. This practice is in line with the signalling theory, where in demonstrating 
quality, companies provide a signal to the public about their concern through CSR 
activities, thus creating high perceived value for the company (Hatane & Soewarno, 
2022). A company that is committed to conducting CSR activities will achieve a better 
reputation. A good reputation will help lower the cost of capital and reduce information 
asymmetry, which will, in turn, cause a decrease in the firm's equity cost (Bhuiyan & 
Nguyen, 2019). Bhuiyan & Nguyen (2019) and Goss & Roberts (2011) imply that the 
outcomes of the strength and the concern of CSR are unrelated. Therefore, when the 
company has more concern than strength, the market will still appreciate its 
transparency in disclosing its defects. Those studies suggest that transparency in the 
concern may lead to a lower cost of capital since the management can reduce 
information asymmetry (Bhuiyan & Nguyen, 2019; Dhaliwal et al., 2006). Therefore, 
this study proposes: 

H1: CSR negatively affects the cost of capital. 

Research on the role of institutional investors in good governance shows that 
institutional investors can direct company management to improve the performance of 
their companies (Nurleni et al., 2018; Suto & Takehara, 2017). The existence of 
financial institutional investors also has an impact on the quality of the accounting 
system in a company (Hsieh et al., 2018). Financial institutional investors tend to invest 
their funds in companies with sound accounting systems. This sound accounting 
system is due to institutional investors tending to monitor the company's accounting 
system. An adequate accounting system will increase the credibility of the company so 
that the company can obtain loans with lower interest rates. Financial institutional 
investors can also employ an expert analyst to monitor the company's accounting 
system. Ownership of financial institutions can reduce the cost of capital (Suto & 
Takehara, 2017; Faysal et al., 2020). Based on these previous studies, this study 
proposes: 

H2: Financial institution ownership negatively affects the cost of capital. 
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3 Research methodology 

3.1 Sample selection and data collection 

This study's sample is firms in the hospitality, tourism, and restaurant industries in 
five ASEAN countries: Indonesia, Singapore, Malaysia, Thailand, and the Philippines. 
Studies have explained that the ASEAN-5 countries have the highest PDB in Southeast 
Asia, with an average growth of 5.3% since 2000, far above the average global growth 
of 3.8%. 

The sampled firms listed in each country’s stock exchange are the Indonesia Stock 
Exchange, Singapore Exchange Limited, the Philippine Stock Exchange, the Stock 
Exchange of Thailand, and Bursa Malaysia. The criteria also include the firms that 
launched an IPO and published complete annual reports from 2014 to 2019.  

3.2 Variable measurements 

3.2.1 Dependent variable 

The cost of capital is the dependent variable in this study and is proxied by the 
weighted average cost of capital (WACC) as measured in Equation 1. The 
measurement of the cost of equity, as part of WACC, is explained in Equation 2. 

𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 =  𝐸𝐸
𝐷𝐷+𝐸𝐸

𝑅𝑅𝑒𝑒 + 𝐷𝐷
𝐷𝐷+𝐸𝐸

(1 − 𝜏𝜏)𝑅𝑅𝑑𝑑 (1) 

where: 
D is the total debt (total financial liabilities) 
𝑅𝑅𝑑𝑑is cost of debt before tax (ratio of financial costs to total debt) 
𝜏𝜏 is the tax rate 
E is total market value of equity (end year share price x number of shares outstanding) 
𝑅𝑅𝑒𝑒 is cost of capital. It is based on the capital asset pricing model (CAPM) approach. 

𝑅𝑅𝑒𝑒 = 𝑅𝑅𝑓𝑓 + [𝛽𝛽 𝑥𝑥 �𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 − 𝑅𝑅𝑓𝑓�] (2) 

𝛽𝛽 is asset beta. It is the volatility of share return. To find Beta (β), stock price data and 
daily stock price index values are used. 1 week = 7 days, 1 year = 12 months, 1 month 
= 4 weeks, adjusted for each country's exchange working date. 
Risk-free (Rf) is a risk-free investment measured by the interest rate of government 
bonds in each country. 
Expected Return – Rf is the market risk premium, which presents an additional return 
exceeding the risk-free rate. The market risk premium will be higher when the volatility 
of the company’s share or the composite index is higher. This study counts the risk 
premium of each company in each country. 
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3.2.2 Independent variable 

There are two independent variables used in this study, as explained in the 
following: 
a. CSR is the first independent variable and is measured by using the social 

responsibility rating from the KLD index. There are two main categories assessed, 
which are CSR Strength and CSR Concern. These categories are community, 
corporate governance, diversity, employee relations, environment, human rights, 
and product. This research selected these seven categories in accordance with the 
categories used in the KLD index. Each category of Strength and Concern has 
several sub-criteria, scored 1 if met and 0 if not. This study calculated total CSR by 
using the formula in Equation 3: 

𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐶𝐶𝐶𝐶𝐶𝐶 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆ℎ –  𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐶𝐶𝐶𝐶𝐶𝐶 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 (3) 

This study collected the detailed CSR information from each company’s annual 
report and sustainability report. This study presents the list of categories and sub-
criteria in the Appendix 1.  
b. Financial Institution Ownership would be referred to as INSTI and is the second 

independent variable in this study. A financial institution is an institution running in 
financial services, such as banks, insurance companies, and other institutions that 
work by collecting funds from the public and channelling them for funding while 
generating revenue from interest or percentage. 

3.2.3 Control variable 

In this study, control variables affect the dependent variable. This study used Firm 
Size (SIZE), Liquidity, and Leverage. Previous studies applied those variables as the 
control variables (Faysal et al., 2020). Larger companies have better governance and 
stability. Some prior studies have shown significant relationships between large 
companies and the decrease in the cost of capital (El Ghoul et al., 2011). 

Firm Size is the log of book value of the firm's total assets. 
Leverage (LEV) measures long-term financial risk. Leverage is the ratio to measure 

the number of funds provided by creditors for a company as shown in Equation 4. 
Magnanelli & Izzo (2017) and Faysal et al. (2020) found that higher use of debt leads 
to higher cost of capital. 

Leverage = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸

 (4) 

Liquidity (LIQ) that is too high is frequently the shortcoming of management 
considered inefficient in fund management. However, this can be tolerated as part of 
management’s efforts to reduce the risk of default on creditors (Goss & Roberts, 2011). 
The measurement of liquidity is shown in Equation 5. 

Liquidity = 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴
𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿

 (5) 
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This study also used country level as the control variable. The code for each country is: 

1 = Singapore, 2 = Thailand, 3 = Malaysia, 4 = Indonesia, 5 = Philippines. Data 
collected from Bloomberg, Annual Report, and Sustainability Report. Data collected 
from Bloomberg are the cost of capital (WACC), Firm Size, Leverage, Current Asset, 
and Current Liability data. At the same time, this study gathered financial institution 
ownership data from annual reports and obtained CSR data from content analysis in 
the annual reports and sustainability reports disclosed by the companies. 

3.3 Research model 

This study's research model aims to explain the relationship between CSR and 
Financial Institutions as independent variables with WACC as the dependent variable, 
and Firm Size, Leverage, Liquidity, Current Asset, and Current Liability as control 
variables. This study formed the models by using the Weighted Least Squares (WLS) 
developed in Equation 6 and 7. 

Model 1: 

       𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑖𝑖𝑖𝑖 =  𝛼𝛼 + 𝛽𝛽1𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖𝑖𝑖 + 𝛽𝛽2𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖𝑖𝑖 + 𝛽𝛽3𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖𝑖𝑖 + 𝛽𝛽4𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖 + 𝛽𝛽5𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖 +
𝛽𝛽6𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖𝑖𝑖 + 𝜀𝜀𝑖𝑖𝑖𝑖 (6) 

Model 2: 

𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑖𝑖𝑖𝑖 =  𝛼𝛼 + 𝛽𝛽1𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖𝑖𝑖 + 𝛽𝛽2𝐶𝐶𝐶𝐶𝑖𝑖𝑖𝑖 + 𝛽𝛽3𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖𝑖𝑖 + 𝛽𝛽4𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖𝑖𝑖 + 𝛽𝛽5𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖𝑖𝑖 + 𝛽𝛽6𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖 +
𝛽𝛽7𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖𝑖𝑖 + 𝛽𝛽8𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖𝑖𝑖 + 𝛽𝛽9𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖𝑖𝑖 + 𝛽𝛽10𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖 + 𝛽𝛽11𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖 + 𝛽𝛽12𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖𝑖𝑖𝜀𝜀𝑖𝑖𝑖𝑖 (7) 

Model one is developed to find the role of CSR performance towards the cost of 
equity. This research studied the performance of each category in CSR to get more 
specific insight. Companies and regulators can get insights from the result of model 2 
in improving the implementation of CSR activities. 

This research applies KLD as a statistical measurement tool consisting of the 
company's annual reports data on environmental, social, and corporate governance 
performance, which can be assessed by using KLD Research & Analytics, Inc. to 
measure the company’s CSR performance. KLD divides CSR into 7 main areas, 
namely Community (COM), Corporate Governance (CG), Diversity (DIV), Employee 
Relations (EMP), Environment (ENV), Human Rights (HR), and Products (PROD). KLD 
also includes information on different business matters like alcohol, gambling, firearms, 
military, nuclear power, and tobacco. Qualitative information in the annual and 
sustainability reports is quantified using dummy variables. Score 1 is given if the 
information is provided and score 0 if not provided. This research presents each item 
of those categories in the Appendix 1. In the end, this research measures the total CSR 
and total of each CSR category by subtracting the Total Strength from the Total 
Concern. 
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4 Result and analysis 

4.1 Sample description 

The following is Table 1 that further explains each variable, with justification towards 
mean, median, minimum, maximum, and standard deviation values of each variable. 

Table 1. Sample Description. 

Variables Mean Median Min Max Standard 
Deviation 

Variance Inflation Factor 
Model 1 Model 2 

Dependent Variable        

WACC 6.471 6.317 -11.538 20.653 2.594 - - 
Independent Variable        

CSR 14.86 15 -4 32 8.26 1.11  

Community 3.06 3 -1 8 2.16 

 

2.32 
Corporate Governance 2.79 3 -3 6 2.11 1.75 

Diversity 1.13 1 -1 6 1.46 1.69 
Employee 2.19 2 -3 6 1.83 2.15 

Environment 2.07 2 0 6 1.71 1.81 
Human Right 1.33 1 -1 4 1.15 3.08 

Product 0.94 1 0 4 0.96 1.62 
Financial Institution Ownership 16.05 10.16 0 82.68 18.86 1.07 1.14 

Firm Size 12.14 12.45 7.46 18.24 1.57 1.03 1.08 
Firm Leverage 0.42 0.31 -1 3.95 0.48 1.09 1.15 
Firm Liquidity 2.17 1.43 2.11 14.89 2.11 1.13 1.19 

Country      1.15 1.44 
Heteroskedasticity test 0.138409 0.009366 
Fixed Estimator test 9.82817e-009 3.49126e-007 
Breusch-Pagan test 3.01883e-008 9.72455e-006 

Hausman test 1.05008e-005 6.58729e-007 

Summary Weighted Least 
Squares 

Weighted 
Least 

Squares 

 
The descriptive statistic results for each country are presented in Table 2. 

Table 2. Sample Description per Country. 

Variable Singapore Thailand Malaysia Indonesia Philippines 
n 114 84 198 90 108 

WACC 5.46 7.41 5.96 8.89 5.73 
Independent Variable 

     

CSR 17.67 19.58 7.56 18.22 11.53 
Community 3.46 3.76 2.11 4.13 2.96 

Corporate Governance 3.83 4.51 0.77 3.12 3.83 
Diversity 1.39 2.18 0.71 1.99 1.39 

Employee 2.85 3.01 1.58 3.69 0.76 
Environment 2.58 2.51 1.73 2.51 1.48 
Human Right 1.95 2.57 0.63 1.54 0.83 

Product 1.61 1.07 0.05 1.24 1.52 
Financial Institution Ownership 24.88 10.87 20.81 1.15 14.44 

Firm Size 12.05 12.65 11.96 12.41 11.97 
Firm Leverage 0.45 0.49 0.41 0.37 0.41 
Firm Liquidity 2.88 1.59 2.38 1.74 1.86 
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The results imply that independent and control variables have normally distributed 
values when the standard deviation is close to 0, or at most, below 3. However, the 
variable Total CSR, one of the independent variables in this study, shows a high 
standard deviation. This is because of the extreme performances of Sycal Ventures 
Berhad (period 2015, 2016, 2018, and 2019) and Banyan Tree Holdings Ltd (period 
2019). In 2015, 2016, 2018, and 2019, Sycal Ventures Berhad had a total CSR value 
up to -4, while Banyan Tree Holdings Ltd scored 32. This large gap causes a high 
standard deviation on the main variable of Total CSR. 

The second independent variable, financial institution, has a standard deviation 
value of 18.87. This is because some companies are dominated and owned by financial 
institutions, and some companies have no investors from financial institutions. 

The average of each variable for each country shows the distinct characteristics of each 
country. Table 2 shows that Thailand has the best performance in implementing and 
disclosing its CSR activities, followed by Indonesia and Singapore. In addition, Indonesia has 
the most expensive capital cost compared to others. Financial institutions in Singapore and 
Malaysia own many tourism and hospitality companies. Moreover, the performance of each 
category per year per country is discussed in Tables 3 and 4. 

Table 3. CSR Growth in Human Right and Environment Area. 

Human Right Indonesia Malaysia Singapura Thailand Filipina Overall 
2014 1.07 0.48 1.42 2.57 0.83 1.28 
2015 1.33 0.52 2.11 2.57 0.67 1.44 
2016 1.40 0.73 1.74 2.57 0.78 1.44 
2017 1.60 0.64 2.05 2.57 0.94 1.56 
2018 1.73 0.70 2.26 2.57 0.89 1.63 
2019 2.13 0.70 2.11 2.57 0.89 1.68 

Environment 
      

2014 1.67 1.61 1.95 2.43 1.22 1.77 
2015 2.33 1.70 2.16 2.43 1.11 1.95 
2016 2.40 1.76 2.32 2.43 1.28 2.04 
2017 2.47 1.73 2.79 2.43 1.72 2.23 
2018 2.80 1.79 3.32 2.43 1.78 2.42 
2019 3.33 1.79 2.95 2.86 1.78 2.54 

Table 4. CSR Growth in Product and Employee Area. 

Product Indonesia Malaysia Singapura Thailand Filipina Overall 
2014 1.33 0.00 1.37 1.00 1.44 1.03 
2015 1.20 0.06 1.58 1.00 1.44 1.06 
2016 1.20 0.06 1.53 1.07 1.44 1.06 
2017 1.20 0.06 2.00 1.00 1.67 1.19 
2018 1.20 0.06 1.63 1.21 1.56 1.13 
2019 1.33 0.06 1.58 1.14 1.56 1.13 

Employee 
      

2014 3.27 1.52 2.68 3.00 0.61 2.22 
2015 3.40 1.48 2.63 3.00 0.61 2.23 
2016 3.40 1.61 2.42 3.00 0.89 2.26 
2017 4.07 1.52 2.89 3.00 0.78 2.45 
2018 3.87 1.67 3.21 3.00 0.83 2.52 
2019 4.13 1.67 3.26 3.00 0.83 2.58 
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From Table 3 and Table 4, the disclosure of CSR in human rights, environment, 

products, and employee categories in the company's sample has increased from year 
to year. This increase indicates that companies are paying more attention to the 
disclosure of CSR activities in the aspects of Human Rights and the Environment. 
Although, if seen in Table 1, the average value for disclosure of human rights and 
environmental aspects tends not to be high, this does not mean that companies do not 
conduct CSR. CSR disclosure is sometimes shown through the company's website and 
other media. 

4.2 Regression result 

Table 1 shows that there is no collinearity problem since the VIF values of models 
1 and 2 are less than 10. The results of heteroskedasticity test between models 1 and 
2 are different. Model 1 has no heteroskedasticity problem as the p-value is >0.05, 
while model 2 contains a heteroskedasticity problem since the p-value is <0.05. 

The data panel testing on all the following models showed that the best estimator 
model has a fixed effect. However, since Model 2 contains heteroskedasticity, data 
panel testing must use Weighted Least Squares (WLS). To make the model 
comparative and reliable, Model 1 is also tested by WLS regression. 

4.3 Hypotheses and study results 

Table 5. Hypotheses Testing Results. 

Model 1   Model 2  

Dependent: WACC  Dependent: WACC 
Constanta 3.220760***  Constanta 3.39567*** 
Total CSR 0.0225362***  Community 0.0197499 

   Corporate Governance −0.0564535 
   Diversity 0.0173474 
   Employee 0.396567*** 
   Environment −0.182305*** 
   Human Right −0.216787** 
   Product Total 0.174511** 

Financial Institution −0.0316418***  Financial Institution −0.0288484*** 
Firm Liquidity −0.0209146  Firm Liquidity −0.0421958** 

Firm Size 0.310292***  Firm Size 0.291957*** 

Firm Leverage Country −0.738400*** 0.260994***  Firm Leverage Country −0.619481*** 
0.27491*** 

Panel Model WLS  Panel Model WLS 
Adjusted R-squared 0.340638  Adjusted R-squared 0.358704 

P-value (F) 4.33E-52  P-Value (F) 8.84E-52 

** = p<5% (significant). *** = p<1% (strongly significant). 

Table 5 shows that the variable control firm size is positive and significantly affects 
WACC in both models. It means that firm Size increases WACC. Meanwhile, firm 
leverage has a negative effect, and the firm liquidity insignificantly affects WACC. 



CSR and financial institution ownership… 

Gestão & Produção, 31, e13022, 2024 11/17 

Total CSR in Model 1 positively influences WACC, meaning a company employing 
CSR tends to have a higher WACC. This result contrasts with prior studies by Suto and 
Ahmed et al. (2019), Bhuiyan & Nguyen (2019), Hamrouni et al. (2019), and Suto & 
Takehara (2017). CSR increases WACC since banks consider CSR to be an expensive 
waste of resources that also increases risk. Even worse, CSR is thought to be an effort 
by managers to gain personal profits by sacrificing shareholders' needs (Barnea & 
Rubin, 2010; Magnanelli & Izzo, 2017). 

However, when this research tested H1 with Model 2, the results are different. Model 2 
explains the CSR components in more depth and divides CSR activities into 7 categories: 
Community, Corporate Governance, Diversity, Employee Relations, Environment, Human 
Rights, and Product. From these activities, two categories negatively impact WACC, 
namely Environment and Human Rights. This result complies with studies by Ahmed et al. 
(2019), Bhuiyan & Nguyen (2019), Hamrouni et al. (2019), and Suto & Takehara (2017). 
Meanwhile, the variable Corporate Governance negatively affects WACC but is not 
significant. From this result, this research concludes that a company can focus on the 
environmental and Human rights area to mitigate the WACC. In contrast, Employee and 
Product CSR areas are increasing WACC. 

CSR that negatively affects the cost of equity will in turn reduces operational risks. 
A company with low operational risks will have a lower equity cost, affecting long-term 
financial performance (Chen & Zhang, 2021; Hatane & Soewarno, 2022). CSR 
Environment in the tourism industry involves energy-saving, environmentally friendly 
energy, and carbon emission reduction. CSR for the tourism industry is vital. The 
environment is a noteworthy part of CSR for stakeholders (Mohammed & Al-Swidi, 
2019). Reducing carbon emissions, for example, is crucial for debtors when lending out 
funds since there are regulations on carbon emissions. Using resources that generate 
excessive carbon emission is then thought to increase firm risk (Li et al., 2014). 

Human rights as a CSR component can help in managing WACC. For instance, the 
activities regarding investment and procurement practices, non-discrimination, freedom 
of association and collective bargaining, eradication of child labour, forced and 
compulsory labours, security practices, assessment, and remediation (Cahaya & 
Hervina, 2019). Multilateral funding institutions, such as the World Bank and other 
international financial institutions, would consider the company's compliance with 
environmental, social, and human rights regulations before providing a loan (Emeseh 
& Songi, 2014). Hence, companies that pay attention to human rights will have more 
funding options, causing more accessible funding and indirectly reducing WACC. 

CSR in the category of products covers anticipation of defective products and 
compensation for customer dissatisfaction. When a company creates a product that 
does not meet the standard or customer expectations, dissatisfaction will lead to 
customers' destructive behaviour, such as negative statements that can damage the 
product’s reputation and brand, causing a decline in sales (Kim & Park, 2020). 
Consequently, companies should hold campaigns to create a more positive perspective 
of the offered product, lessening the adverse effects and customer disappointment over 
the non-compliant product (Dawar & Pillutla, 2000). Even when products, as a CSR 
category, lower firm risk, they are thought to increase operational costs for stakeholders 
and creditors. The items in product disclosures can also be a punishment for the 
company's failure in developing products, in return causing an increase in WACC. 

To create prosperity for its employees, CSR activities are needed, including 
compensation, work safety, and company care. Firm investments in employee areas 
are expected to improve employee welfare, resulting in a productivity increase 
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(Chen et al., 2016; Liu et al., 2020). However, employee-focused CSR activities might 
instead be the cause of increasing WACC. While employee CSR is decided by the 
management, based on agency theory, management also tends to maximise its interest 
(Jensen & Meckling, 1976). It creates an opportunity for management to use CSR for 
its interests, causing concerns from investors and debtors (Barnea & Rubin, 2010; 
Magnanelli & Izzo, 2017). 

Based on the Stakeholders Theory, the result of this research shows that CSR is a 
form of management responsibility to shareholders. Although not all CSR areas play a 
role in reducing WACC, from the results of the regression test above, two areas of CSR 
can reduce WACC, namely Environment and Human Rights. 

Next, from the analysis result of Model 1, financial institution ownership has a 
negative coefficient on WACC. It is consistent with studies by Suto & Takehara (2017), 
and Nurleni et al. (2018). Analysis from Model 2 is in line with Model 1, which states 
that financial institution ownership has favourable effects on WACC. The existence of 
financial institution ownership pushes for transparency from the company, which results 
in a lower cost of equity (Bhuiyan & Nguyen, 2019; Nurleni et al., 2018). A lower cost 
of equity will reduce WACC, as the cost of equity is a component of WACC. From the 
analyses of Model 1 and 2, H2 is accepted. Institutional shareholders tend to buy the 
shares of a company with good accounting quality. Good accounting quality helps firms 
reduce the cost of capital since it lowers information asymmetry (Huo et al., 2021; 
Hsieh et al., 2018). Financial institution ownership also provides easy access to loan 
funds and is a factor that reduces WACC. 

Stakeholders Theory also supports this finding. From the perspective of 
Stakeholder Theory, companies are demanded to act responsibly towards the parties 
related to business operation activities, even if not directly (O’Dwyer, 2003; 
Salehi et al., 2017). A responsibility from shareholders will affect a company’s WACC. 
A company with high financial institution ownership is at a lower risk of earning 
manipulation (Chung et al., 2002; Mitra & Cready, 2005; Rajgopal & Venkatachalam, 
1997). An effective ownership structure plays a positive role in benefitting all 
stakeholders, leading to lower agency costs and the equity cost (Ducassy & Guyot, 
2017; Faysal et al., 2020). 

In this study, Model 2 is used as a Robustness test. This test aims to ensure that 
the independent variables used for this research strongly affect the dependent variable. 
From the result of Model 2 in Table 5, Financial Institutions consistently affect WACC 
negatively and significantly. This effect confirms the result of hypothesis testing, i.e. 
financial institution ownership has a negative effect on WACC. Finally, from Table 5, 
variables Employee and Product are consistent with Total CSR as presented in Model 
1, where the variables Employee and Product are positively significant on WACC. 
Countries also affected the results of Model 1 and Model 2. The meaningful results at 
the country level indicate that each country has its characteristics of CSR activities and 
interest in financial institution ownership in the tourism and hospitality industries. Table 
2 supports these regression results by showing the distinct levels of performance of 
each variable in each country. These results also imply that a potential study can be 
done for each country in ASEAN, in particular for the tourism and hospitality industries. 

4.4 Managerial implications 

This research is helpful for both knowledge and practitioners in the tourism, 
hospitality, and restaurant industries. Reducing operational costs, including capital 
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costs, is incredibly important in business operational activities. Funding can be a 
problem for companies, especially if the economy is flat. Therefore, the company 
requires specific strategies to reduce the cost of capital. CSR can be an alternative 
strategy for companies. However, not all CSR activities can reduce the cost of capital. 
Companies should focus on Environmental and Human Rights categories to manage 
their capital cost. 

Companies can also regulate their ownership structure to reduce the capital cost. 
In an uncertain situation, it is hard to attract and find investors to invest in industries 
affected by the pandemic. However, this does not mean that companies cannot attract 
investors from the financial sector to invest in companies. Besides, companies can 
issue convertible bonds as an option to get funding at a lower cost and mitigate risks 
to investors. 

5 Conclusion 

From the discussion, this research concludes that CSR can diminish the cost of 
capital. Although not all CSR components can reduce the cost of capital, companies 
can use environmental and Human Rights as a strategy to reduce WACC. Other results 
also show that ownership structure can affect the cost of capital significantly. 
Companies with a higher institutional investor composition tend to have a lower cost of 
capital. This condition can happen because companies with higher institutional 
investors tend to have a lower level of information asymmetry and the possibility of 
manipulating earnings. Also, companies with higher financial institution ownership have 
lower risks and responsibilities. 

Apart from the research analysis, this study has limitations in certain aspects. As 
the business is constantly changing, the items in CSR performance may improve, and 
there are standards in disclosing the CSR activities. Therefore, further research can 
measure the total CSR variables more comprehensively. In addition, this research is 
limited to the tourism and hospitality industries. Future research can implement and 
improve the frameworks of this study in other specific industries, either in ASEAN or 
any other regions or countries. 
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Appendix 1. The Items in CSR Disclosures. 

Category Strengths Concerns 

Community 

Generous giving Investment controversies 
Innovative giving Negative economic impact 
Housing support Indigenous people relations 

Education support Tax disputes 
People relations Other concerns 

Voluntary programs  

Other strengths  

Corporate 
governance 

Limited compensation High compensation 
Ownership strength Ownership concern 

Transparency strength Transparency concern 
Accountability strength Accountability concern 
Public policy strength Public policy concern 

Other strengths Other concerns 

Diversity 

CEO Controversies 
Promotion Non-representation 

Board of directors Other concerns 
Work-life benefits  

Women and minority  

Employment of the disabled  

Gay dan lesbian policies  

Other strengths  

Employee 
Relations 

Union relations Union relations 
No-layoff policy Health and safety concern 

Cash profit sharing Workforce reductions 
Employee involvement Retirement benefits concern 

Retirement benefits Other concerns 
Health and safety  

Other strengths  

Environment 

Beneficial products Hazardous waste 
Pollution prevention Regulatory problems 

Recycling Ozone depleting chemicals 
Clean energy Substantial emissions 

PPE Agriculture chemicals 
Other strengths Climate change 

 Other concerns 

Human rights 

Positive record Labor right concern 
Indigenous people relations Indigenous people relations concern 

Labor rights strength Other concerns 
Other strengths  

Products 

Quality Product safety concern 
R&D innovation Marketing contracting concern 

Benefits to economically 
disadvantage Antitrust 

Other strengths Other concerns 
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