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Abstract

Motivated by inconsistent findings in prior research on nonmarket strategy (NMS), we draw on
insights from the resource-based view (RBV) and institutional literature to examine the
relationship between corporate political activity (CPA) and corporate social responsibility (CSR)
on firm competitiveness. Data from two African and two Asian countries (N = 499) largely
support the hypotheses and extend our understanding of the contingencies that affect the
relationship between CPA as well as CSR and firm competitiveness. We specifically highlight
the moderating role of economic adversity, marketing capability, and foreign ownership.
Additionally, we show that CPA and CSR have strong combined effects that allow small and
medium enterprises (SMESs) to leverage their resource complementarity to navigate the
challenges in emerging markets, which in turn enhances their competitiveness.

Keywords: Nonmarket strategy, corporate political activity, corporate social responsibility,
Africa, Asia, firm competitiveness

1. Introduction

Nonmarket strategy (NMS) refers to a concerted pattern of actions that firms engage in to
manage their institutional and social environments for economic gain (Sun et al., 2021).
Research on NMS has recently seen a growing recognition of the complementarity between its
two distinct forms: corporate political activity (CPA) and corporate social responsibility (CSR)
(Den Hond et al., 2014; Du et al., 2019). The core hypothesis of this literature is that NMS will
lead to improved firm performance. However, empirical studies examining the performance
outcomes of NMS have yielded mixed findings. For example, some studies have found that CPA
in emerging markets is positively associated with outcomes such as institutional risk reduction
(Liedong et al., 2015; 2017) and adept market reactions amidst weak and inefficient institutions
(Zhao, 2012). However, several studies show that firms’ CPA strategies may not always be
beneficial because they divert firms’ resources toward demands that help political actors achieve
their goals (Dieleman & Boddewyn, 2012; Hadani et al., 2017; Siegel, 2007). Similarly, some

CSR studies show that firms may respond to political instability by minimizing their engagement



in CSR (Luo et al., 2017), while other studies argue that firms’ political involvement enhances
the effectiveness of CSR (Liedong, 2020).

Indeed, in their review of the NMS literature, Mellahi and colleagues (2016) note that the
results from studies examining NMS “add weight to the verdict over the years on the equivocal
relationship between nonmarket strategy and performance” (p. 147). These inconclusive findings
become even more vexing in the context of emerging markets in which NMS have received
much less attention (Doh et al., 2015). Emerging markets are replete with institutional voids that
require firms to shape their NMS in response to frequent and unpredictable economic and
political fluctuations (Amaeshi et al., 2016; Khanna & Palepu, 2010; Marquis & Raynard, 2015).
These fluctuations make financial performance an unreliable predictor of firms’ competitiveness
and survival (Gao et al., 2017; Lyles et al., 2004). Although the NMS literature has primarily
focused on multinational enterprises (MNES), emerging evidence indicates that small and
medium enterprises (SMESs) also use NMS to effectively operate in such markets (Rodgers et al.,
2022). CSR activities allow SMEs to engage with internal and external stakeholders, such as
customers and employees, and attain social legitimacy (Russo & Perrini, 2010).
Correspondingly, CPA activities are considered vital for shaping SMEs’ competitiveness
because it allows access to critical resources controlled by the government (Guo et al., 2014;
Zhang et al., 2016). Thus, firms undertake multiple relational and participative CPA actions to
manage their relations with governmental actors (Hillman 2003, Hillman et al. 2004, Lord 2000,
Mizruchi 1992, Quasney 2003). However, in the context of emerging markets, these relations
carry significant risks due to an unstable political landscape that may suddenly erode political
legitimacy, and change the primacy and influence of key stakeholders (Cheng et al., 2017; Li et

al., 2015). Such conditions are attributes of weak institutional environments, and they heighten



the institutional costs of doing business (Dorobantu et al., 2017). Consequently, resource
constrained SMEs trying to ameliorate these high institutional costs may easily face resource
trade-off that may render them more or less likely to adhere to the same level of CPA and CSR.
However, the literature to date has mainly focused on separately examining the two different
forms of NMS; thus, the key issue of holistically examining the dynamic interplay between CPA
and CSR activities and their association with firm competitiveness remains underexplored.

Given prior inconsistencies in empirical findings, our theoretical focus is on building a
contingency model (see Figure 1 below) that holistically tests the key conditions under which
CPA and CSR actions influence the competitiveness of SMEs as well as explicates whether they
are jointly associated with the outcomes. Our argument is driven by two key contextual realities.
First, weak institutional environments common to emerging markets heighten the institutional
costs of doing business. Second, SMEs are inherently resource-constrained, which would make
them more susceptible to resource trade-offs when undertaking CSR and CPA activities. As
such, we focus on three key moderators that likely affect the relationship between SMEs’ NMS
and firm competitiveness: economic adversity, marketing capability, and foreign ownership. Our
central theoretical arguments posit (1) a separate and joint positive association between CPA,
CSR, and firm competitiveness (2) this association is more likely to be stronger when SMEs
have foreign ownership, perceive intense economic adversity in their environments and possess
strong marketing capability.

According to the institutional theory (Marquis & Raynard 2015), both adverse economic
environments and foreign ownership are likely to heighten the institutional costs of doing
business as a result of institutional voids (Dorobantu et al., 2017). Thus, privileged access to

information garnered through political actors and legitimacy developed through CSR activities



become more valuable to create an appropriate value in such environments. However, building
on the premise of the resource-based view (RBV) complementarity, SMEs are less likely to reap
the benefits of this information without strong marketing capabilities that allow firms to quickly
and effectively capitalize on available opportunities. This is possible when SMEs have a strong
emphasis on selling, advertising, and promotion, which enable them to attract and retain
customers. We test our model using survey data from privately owned SMEs in four emerging
markets: Ethiopia, Ghana, Taiwan, and Vietham. SMESs operating in less developed institutional
context face “dysfunctional formal institutions” that can hinder SMEs’ performance (Rodgers et
al., 2022). We intentionally selected these four emerging countries because they represent a
broad set of developing institutional environments that would enhance the generalizability of our
findings.

Our study makes three main contributions. First, we conceptualize and empirically test the
joint effects of CPA and CSR on firm competitiveness, which provides empirical evidence of the
combinative effects of CPA and CSR on SMEs’ outcomes and helps in resolving the
inconclusive findings in prior studies. Second, by exploring key contingency factors contributing
to the impact of CPA and CSR actions on firm competitiveness, we integrate and systematize
prior inconclusive findings on NMS to offer more cohesive theorizing. In teasing out these
conditions, we contribute to institutional theory and the RBV by shedding the light on key
variables- foreign ownership, economic adversity, and marketing capability- that are likely to
render firms’ NMS more or less effective in challenging institutional environments. This may be
especially important in the context of emerging market SMEs where resource constraints and
institutional voids may create trade-offs for resource allocation towards CPA and CSR. Third,

empirically, we provide evidence from SMEs on the relationship between NMS and firm



competitiveness using data from four different frontier countries. This approach helps resolve
previous ambiguity about this relationship and respond to calls to deploy surveys to gain access
to publicly unavailable data on NMS (Rajwani & Liedong, 2015). Data from frontier countries’
SMEs, often lacking financial resources and expertise, contribute to the NMS literature that has
mostly focused on either CPA or CSR in publicly listed firms and subsidiaries of multinational
enterprises in Western and BRIC countries (Doh et al., 2015; Du et al, 2019; Marquis & Qian,
2014). Thus, our data provide timely evidence as these frontier countries are becoming important
destinations for international investors with the rising popularity of “beyond the BRICs
investment strategies” (Liedong, 2020; Sizemore, 2013).

2. Literature Review

Our work is firmly anchored in the literature on non-market strategies. Past studies have
conceptualized non-market strategies into two categories: strategic corporate social responsibility
and corporate political activity (CPA) (Mellahi et al., 2016). The strategic corporate social
responsibility element focuses on the upper echelon of top executives’ actions to deliver “social
good that allows a firm to enhance organizational performance, regardless of motive” (Mellahi et
al., 2016, p. 144). On the other hand, the corporate political activity aspect denotes carefully
orchestrated sets of actions to influence the political environment and political actors to the
advantage of the organizations. This research has predominantly focussed on MNEs in well-
developed institutional contexts, however, recent research has examined NMS in the context of
emerging countries (Mbalyohere & Lawton, 2018; Rodgers et al., 2019) and SMEs (Rodgers et
al., 2022; Sanusi & Connell, 2018). While NMS could increase the cost of doing business
particularly for resource-constrained SMEs, recent research suggests that SMEs need to adopt

NMS to navigate and operate in weak institutional environments (Rodgers et al., 2022).



2.1 Corporate political activity

Recognizing the critical role political actors play in creating “rules of the game” and
enforcing these rules, CPA has attracted increasing scholarly attention (for reviews see Hillman
et al., 2004; Mellahi et al., 2016; Puck et al., 2018). Studies have examined a wide range of CPA
that firms undertake such as lobbying, political contributions, and building ties with institutional
actors (Hillman et al., 1999; Lux et al., 2011; Sun et al., 2012), and found evidence that they can
lead to competitive advantage (Frynas et al., 2006). A key premise is that CPA serves as a
“buffering mechanism” that enables firms to gain control and influence over their external
environments (Mellahi et al., 2016). It provides firms with privileged access to information as
well as opportunities to shape policy (Kamasak et al., 2019; Liedong et al, 2017). This is
particularly important in developing countries as it can buffer firms from the uncertainties
prevalent in weak institutional environments (Mbalyohere & Lawton, 2018; Peng & Luo, 2000;
Rajwani & Liedong, 2015).

Weak institutional environments require firms to leverage political connections to
manage their external nonmarket environments and create favorable conditions for their
operations (Dieleman & Sachs, 2008). Due to their resource constraints, SMEs have to adapt
their CPA as they lack the resources to engage in lobbying and make large political contributions
(Rodgers et al., 2022). While CPA can help firms attain political access and mitigate
unpredictable nonmarket environments, firms may still encounter challenges in establishing
social legitimacy (Liedong et al., 2017). Prior studies have shown that firms can achieve
legitimacy by engaging in CSR activities that are consistent with institutional norms and

expectations (Liedong et al., 2017; Zheng et al., 2015a).



2.2 Corporate social responsibility

Prior research has extensively examined firms’ CSR activities and their influence on firm
performance (Margolis & Walsh, 2003; Vishwanathan et al., 2020). The CSR activities
performed by SMEs involve both philanthropy and institutional work (Amaeshi et al., 2016).
These activities are viewed as part of the firms” NMS that is focused on delivering social and
environmental benefits to several beneficiaries (McWilliams & Siegel, 2001; Mellahi et al.,
2016). The vast majority of CSR research has focused on establishing a relationship between
CSR and firm financial performance to demonstrate that firms can “do well by doing good”
(Bansal, 2005; Flammer, 2013; Godfrey, 2005; Hart, 1995). One strand of research has focused
on the role of CSR in developing firm competitiveness (Porter & Kramer, 2006; Vilanova et al.,
2009), thus highlighting the strategic value of CSR in enabling firms to distinguish themselves in
the marketplace. Theoretically, research examining the link between CSR and firm
competitiveness has primarily relied on RBV explanations that argue that firms’ CSR allows
them to develop unique resources that are difficult to replicate (Barney, 1991; Hart, 1995;

Mackey et al., 2007).

In the context of emerging markets, resources garnered through CSR help firms navigate
complex institutional settings (Marquis & Qian, 2014). These resources help firms attain social
and political legitimacy that facilitates access to current information through informal
mechanisms. This information is especially important in weak institutional settings where
institutional voids are commonplace and formal information intermediaries are absent (Khanna
& Palepu, 2010). Social legitimacy helps reduce operational risks through relational and
reputational resources with customers and employees (Bansal & Roth, 2000; Pérez & Del

Bosque, 2015). Whereas political legitimacy provides firms with political access that allows for



securing government resources and protection in adverse events (Blau et al., 2013; Marquis &
Qian, 2014). This is consistent with a growing recognition of the links and complementarity
between CPA and CSR strategies (Den Hond et al., 2014; Liedong et al., 2015). CPA can lead to
information on legislative policy, political connections, and government affairs that improve the
effectiveness of social programs (Liedong, 2020). Whereas CSR leads to interactions with non-
traditional stakeholders who can provide unique knowledge and expertise that firms can use to
shape the perception of the firm among political actors (Mellahi et al., 2016). Although previous
research suggests that NMS could enhance firm competitiveness (Liedong et al., 2015),
empirical support for this relationship is unclear (Mellahi et al., 2016). Furthermore, the

conditions under which this relationship is more or less pertinent is ambiguous.

2.3 Contingencies affecting NMS and firm competitiveness relationship

Our choice of the moderators is theoretically motivated by the literature on NMS that
draws on both institutional theory and the RBV. First, we chose foreign ownership and perceived
economic adversity as two factors that internally capture the impact of institutional
environments. We employ institutional theory to make the case for the relevance of these two
moderators because they provided robust predictions about the role of host country institutional
conditions in shaping firms’ strategy (Henisz & Delios 2001; Scott, 1995). One key premise is
that foreign firms will conform to their institutional context by adopting the prevailing “rules of
the game” (Kostova & Roth, 2002; North, 1990). However, in emerging markets, these rules are

in flux and may confer short lived advantages due to political instability, shocks, and sudden



changes (Marquis & Raynard, 2015). Thus, compared to their local counterparts, foreign firms
may be less adept at timely adapting to institutional upheavals, which render their CPA and CSR
activities more valuable. Such value emerges from the political and social legitimacy garnered
through these activities, which help foreign firms compensate for their heightened institutional
costs of doing business due a to lack of familiarity with the institutional context as they navigate
their liability of foreignness, uncertainty, and information asymmetry common in weak
institutional settings.

Although firms may be equally presented with challenges of weak institutional
environments, the magnitude and relevance of these challenges vary based on firms’ perception
of the degree of economic adversity created by these institutional conditions. Institutional forces
create the taken-for-granted norms for firms’ conduct. However, this taken-for-granted aspect of
the institutional environment is often internalized and interpreted by firms as they go about their
strategic decisions (in our case CPA and CSR activities). In other words, economic adversity is
one way to capture firms’ take on the rules of the game that render their chosen playing tactic
(i.e., CPA and CSR) more or less effective. When firms perceive a higher level of economic
adversity in their environments, institutional voids become more pronounced in their operations,
which heightens their institutional costs of doing business. As a result, CPA and CSR activities
are more likely to be beneficial for their competitiveness because they enhance their capacity to
circumvent their heightened sense of adversity created by institutional voids.

Second, our choice of marketing capability as a moderator is informed by the second
contextual reality which is SMEs resource constraint. SMEs typically face resource trade-offs
due to the fact of limited available resources that could be allocated to key strategic activities (Lu

& Beamish, 2001). As such, SMEs which are capable of making the most out of their resource
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investments in their CPA and CSR are likely to appropriate more value from these activities.
Building on RBV resource complementarity, we argue that marketing capabilities are likely to be
conducive to extracting value from CPA and CSR activities for two main reasons. First, CPA
activities provide preferential treatment by governmental actors that facilitate access to state
contracts, subsidies, and capital, which allow firms to become more informed (Hillman et al.,
1999). However, access to this preferential information is of limited value if firms don’t
capitalize it on to create superior value. Prior research shows that when firms become more
informed as a result of CPA, they become more attractive to partners (Siegel, 2007).
Consequently, in a similar vein, we argue that strong marketing capability would allow SMEs to
leverage their access to information to obtain more opportunities to sell their products and
services. Second, since CSR creates price premiums (Nardi, 2021), strong marketing capabilities
would allow firms to better communicate their CSR as part of their products and service, which
makes them more successful in claiming these price premiums. Next, we develop our
hypotheses by examining the direct, contingent, and synergistic relationships between CPA,

CSR, and firm competitiveness.

3. Hypotheses Development
3.1 Corporate political activity and firm competitiveness

Developing countries are often fraught with institutional inefficiencies, which heightens
uncertainty and increases the cost of doing business (Ahsan et al., 2020; Peng & Luo, 2000). In
such environments, “who you know” matters significantly, as the “right” connections can help
reduce obstacles firms encounter and provide access to valuable resources (D’Aveni & Kesner,
1993; Fernandez-Méndez et al., 2018). Building on the RBV perspective, researchers argue that

the relationships firms develop with institutional actors in weak institutional environments
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provide them with three specific advantages (Adomako et al., 2021). First, ties with institutional
actors can provide firms access to information and resources as well as entry into the policy
arena. This enables firms to gain access to valuable information and resources that could lead to
competitive advantage (Acquaah, 2007; Lawton et al., 2013; Mellahi et al., 2016). Second,
institutional networks can enhance the firm’s “speed to market” by expediting bureaucratic
processes and reducing institutional barriers that firms encounter (Marquis & Raynard, 2015),
which could enhance firm competitiveness (Vesey, 1991). This is especially valuable in
developing countries, as the “rules of the game” are unclear due to uncertain and volatile policies
(Liedong et al., 2017; White et al., 2015). Evidence suggests that “speed to market” leads to
product success, particularly in uncertain markets (Chen et al., 2005). Third, institutional ties can
create a favorable environment for firms in multiple ways. For instance, firms could influence
their operational environments through privileged access to policymakers (Brown & Huang,
2020). Prior research found that when firms contribute to politicians whose interests are aligned
with theirs, these politicians are likely to take actions that favor contributing firms
(Jayachandran, 2006). Similarly, establishing strong relationships with institutional actors creates
a trust-based network that helps firms align their actions to firms’ interests (D’Aveni & Kesner,
1993). These institutional ties are likely to protect firms in adverse institutional environments
(Blau et al., 2013).

Consistent with the RBV (Barney, 1991) and NMS literature (Lawton et al., 2013), CPA
allow firms to develop political resources and capabilities that cultivate specific relationships
with institutional actors that are valuable and difficult to replicate (Mellahi et al., 2016;
Adomako et al., 2021), which bestows firms with unique advantages, buffers them from

adversity (Hillman et al., 1999; Lawton et al., 2013) and lowers their risk of failure
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(Kostovetsky, 2015; Zheng et al., 2015b). In other words, these CPA fuelled resources and
capabilities enhance firms’ competitiveness (Schuler et al., 2002). Therefore, we propose the

following hypothesis:
Hypothesis 1: CPA is positively related to firm competitiveness

3.2 Moderating effect of economic adversity on the relationship between CPA and firm

competitiveness

Researchers have noted that external environments influence the actions and outcomes of
firms (Anderson & Tushman, 2001; Garg et al., 2003). In particular, firms operating in
developing countries experience many challenges such as a lack of human capital and resources
(Ahsan et al., 2020), which limit available opportunities within their operational environments.
Indeed, researchers argue that such adverse environments lead to corrupt and illegal behaviors
(Staw & Swajkowski, 1975), which can increase the institutional cost of doing business (Budak
& Rajh, 2014). Adversity requires firms to change their strategic actions (Miller & Friesen,
1983), administrative and strategic decision processes (Koberg, 1987; Priem et al., 1995), and

organizational structure (Miles et al., 2000).

Similar to Adomako et al. (2020a), we focus on economic adversity because it is a key
determinant of environmental uncertainty (Staw et al., 1981), which is prevalent in developing
countries. In the context of firms’ operations, economic adversity refers to the business
environment that has the potential to disrupt the normal operations of the firm and leads to
unfavorable outcomes. Indeed, managerial perception of economic adversity reflects their
assessments of the degree to which firms’ operating environment increases the possibility of

losses (Staw et al., 1981). For instance, it is challenging and costly to access credit in adverse
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environments (Julian & Ofori-Dankwa, 2013; Wellalage et al., 2020), and such lack of access to
financial resources can increase the risk of failure particularly for resource-constrained SMEs
(Steinerowska-Streb & Steiner, 2014). In conditions of high economic adversity, firms need to
establish ties with institutional actors to overcome resource challenges and facilitate firm growth
(Adomako et al., 2021). While CPA, in general, can help firms gain access to resources and
attain competitive advantage (Lawton et al., 2013; Mellahi et al., 2016). This is even more
important in conditions of high economic adversity. Firms that are unable to access necessary
resources can be “locked out” from opportunities (Wiklund & Shepherd, 2003), which can
potentially limit their competitiveness (L6pez-Gamero & Molina-Azorin, 2016). In other words,
the relationship between SMEs’ CPA and firm competitiveness would be stronger in
environments with high economic adversity. The preceding argument leads us to the following

hypothesis:

Hypothesis 2: Economic adversity moderates the relationship between CPA and firm
competitiveness, such that the more adverse the economic environment, the stronger the

positive relationship between CPA and firm competitiveness.

3.3 Moderating effect of marketing capability on the relationship between CPA and firm
competitiveness

Although CPA can help firms to navigate the institutional environment and overcome
obstacles, firms need to possess the requisite capabilities to capture value from their investment
in these activities. Indeed Oliver (1997, p. 697) states that “both resource capital and institutional
capital are indispensable to sustainable competitive advantage.” We argue that marketing
capability is a valuable complementary resource that enables firms to capitalize on the favorable
environment they create through their relationships with institutional actors. Marketing

capability is the ability of the firm to develop customer relationships to attract and retain
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customers (Day, 2011; Lee & Zhou, 2012). SMEs that possess marketing capability can properly
attain the benefits they garner through CPA as these capabilities allow them to attract and attain
customers that they might have access to due to institutional privileges. That is, SMEs with
strong marketing capabilities are better able to leverage this information and capitalize on
available opportunities. Indeed, Menguc, Auh, and Yannopoulos (2014: 315) state that
“[c]apabilities, defined as the ability to deploy resources effectively so that inputs can be
transformed into desirable outcomes, may be at the root of why two firms that have similar
resources obtain drastically different levels of performance.” Simply, put, the heterogeneity in
marketing capabilities is likely to explain the difference in SMES’ competitiveness as these
capabilities allow them to pursue their goals better than their rivals. SMEs possessing high
marketing capability will be able to perform better than other SMEs, even though they may all

engage in CPA. Therefore, we propose the following hypothesis:

Hypothesis 3: Marketing capability moderates the relationship between CPA and firm
competitiveness, such that the relationship between CPA and firm competitiveness is

stronger in SMEs with strong market capabilities.

3.4 Moderating effect of firm ownership type on the relationship between CPA and firm
competitiveness

Prior research indicates that the strategies adopted by firms in foreign markets vary
according to their ownership types (Peng et al., 2004). These differences are related to the unique
challenges that foreign SMEs experience compared to their local peers (Lu & Beamish, 2001). A
vast body of literature indicates that consumers, suppliers, and host country governments favor
local companies over foreign ones (Bell et al., 2012; Zaheer & Mosakowski,1997). The
preferential treatment that local companies receive puts foreign firms at a disadvantage that

exposes them to likely performance loss (Mata & Freitas, 2012; Wu & Salomon, 2017), which
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subjects them to the liability of foreignness (LOF). Zaheer (1995, p. 343) describes LOF as
“additional costs a firm operating in a market overseas incurs that a local firm would not incur.”
Interestingly, evidence indicates that LOF also exists in emerging markets. Findings from
studies in China indicate that foreign firms experience LOF due to difficulties in becoming
embedded in local networks, which prevent them from accessing relevant information and
resources (Wei & Clegg, 2015). Similarly, Acheampong and Dana (2015) find that firms with
foreign ownership experience LOF in Ghana. They argue that LOF in the Ghanaian context is
driven by nationalistic and social issues. In contrast, Wocke and Moodley (2015) find that foreign
firms in South Africa do not experience LOF in the highly regulated healthcare industry, as the
regulatory uncertainty equally affects both local and foreign firms in this industry. However, in
general, evidence indicates that LOF is likely to heighten uncertainty in firms’ operational
environments and thus carry significant impediments to their operations, which make CPAs
increasingly valuable for their competitiveness (Mezias, 2002; Peng et al., 2004). While the
liability of resource constraints present challenges to all SMEs, the additional liability that foreign
SMEs face makes CPA even more beneficial for them. This could allow them to attain legitimacy
necessary to overcome obstacles and operate in weak institutional environments. Through CPA,
foreign SMEs could gain valuable information and support necessary to operate effectively and

enhance performance. Therefore, we suggest the following hypothesis:

Hypothesis 4: Foreign ownership moderates the relationship between CPA and firm
competitiveness, such that the relationship between CPA and firm competitiveness is

stronger in foreign firms.
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3.5 Corporate social responsibility and firm competitiveness

According to the RBV, CSR allows firms to develop unique resources that contribute to
their competitive advantage (Bansal, 2005; Hart, 1995). CSR influences firm competitiveness by
enabling firms to develop unique intangible resources as they integrate socially and
environmentally responsible corporate actions into their business operations (Bansal & Song,
2017; Margolis & Walsh, 2003). Intangible resources such as reputation and legitimacy are path
dependent and difficult to imitate (McWilliams & Siegel, 2001; Russo & Fouts, 1997; Vilanova
et al., 2009). Therefore, they are especially relevant to competitiveness in contexts where
institutional voids are prevalent and require firms to rapidly understand and respond to changes.

Institutional voids heighten information asymmetry in the marketplace, resulting in
distrust among social actors (Marquis & Qian, 2014). As a result, firms’ CSR activities may
become a form of bridging mechanisms to enhance trust and develop alternative channels for
information exchange, resources, and social support among customers and employees. On the
employee side, CSR allows firms to attract and retain skilled human capital compared to their
rivals. Firms’ engagement with social issues creates a strong reputation as a fair employer
(Bansal & Roth, 2000). Enhancing the perception of justice among current and potential
employees substitutes for the lack of government benevolence in emerging markets (Marquis &
Raynard, 2015). Additionally, consumers reward companies that address social and
environmental causes by a willingness to pay price premiums [CSR price premiums] or repeat
purchases (Du et al., 2007; Yin & Zhang, 2012, Nardi,2021). CSR activities confer firms with
unique reputational resources that engender social approval and market legitimacy at the

employee and the customer level. Since these resources are intangible and difficult to replicate
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(Hart, 1995), they are likely to increase firms’ competitiveness. These arguments lead to the
following hypothesis:

Hypothesis 5: CSR is positively related to firm competitiveness

3.6 Moderating effect of economic adversity on the relationship between CSR and firm
competitiveness

The relationship between CSR activities and firm competitiveness is stronger when firms
perceive the institutional setting as creating adverse economic conditions. Firms’ heightened
perception of adversity creates hurdles for opportunity identification as a result of weak and
inefficient institutions in developing countries (Marquis & Raynard, 2015). These conditions
increase the institutional costs of doing business and limit access to resources (Armanios et al.,
2017). Consequently, CSR activities may improve firms’ access to opportunities through two
main channels: employees and investors. A commitment to CSR activities enables firms to retain
talented employees for longer in emerging markets where “the onus is often on organizations to
pursue and promote not only economic, but also social development” (Marquis & Raynard,
2015). Higher employee retention may help mitigate perceived adversity because it reduces
operational disruption associated with high turnover, which allows firms to accumulate
experience (Jayasinghe, 2016). This reduces transaction and opportunity costs because
employees become adept at reconfiguring firms’ activities to capture opportunities created by

constant institutional changes, which could lead to competitive advantage (Lee et al., 2013).

Additionally, firms’ CSR activities provide reputational and legitimacy benefits that help
attract investors in developing countries (Arevalo & Aravind, 2017; Rodgers et al., 2019). In
these countries, institutional hazards are common due to heightened information asymmetry and

the lack of typical information intermediaries conducting due diligence processes, which
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increases the likelihood of short-term opportunistic behavior and perceived risks (Marquis and
Raynard 2015). CSR activities enhance the transparency of firms’ operations and governance
due to superior stakeholder engagement, improved disclosure, and reporting (Cheng et al., 2014).
This in turn may help reduce overall contracting costs for investors, providing firms with access
to capital beyond local financial markets (Mackey et al., 2007). Thus, we propose the following

hypothesis:

Hypothesis 6: Economic adversity moderates the relationship between CSR and firm
competitiveness, such that the more adverse the economic environment, the stronger the
positive relationship between CSR and firm competitiveness

3.7 Moderating effect of marketing capability on the relationship between CSR and firm
competitiveness

When firms engage in CSR, marketing capability increases the positive association
between CSR and firm competitiveness due to two main reasons. First, owing to resource
complementarity, stronger marketing capability provides firms with selling and advertising
capacity that could better communicate CSR activities as a product differentiation feature. Thus,
allowing firms to better harness the CSR-price premium (Nardi, 2021). The strength of
marketing capability allows firms to leverage their customer reach at a relatively lower cost
compared to competitors, which provides firms’ CSR activities a better exposure in the
marketplace and increases consumers’ willingness to purchase (Baskentli et al., 2019; Du et al.,
2011). For example, customers tend to favor companies that use cause-related marketing in
selling their products as a bundle of both private and public goods and are willing to pay
premium prices in return (Casadesus-Masanell et al. 2009).

Second, stronger communication with external stakeholders such as customers enables
firms to publicize their CSR positive externalities, which safeguard against CSR actions from

going unnoticed. Prior empirical evidence has shown that firms may engage in CSR activities
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without necessarily externally communicating them, which limits the impact of these actions on
firms’ market value (Hawn & loannou, 2016). Together, the cost advantage compared to rivals in
communicating CSR activities, along with higher and recurring revenues because of enhanced
customer awareness of these activities, will increase firms’ competitiveness in the marketplace
(Porter & Kramer, 2006). Based on the preceding argument, we offer the following hypothesis:
Hypothesis 7: Marketing capability moderates the relationship between CSR and firm

competitiveness, such that the relationship between CSR and firm competitiveness is
stronger in SMEs with strong market capabilities.

3.8 Moderating effect of firm ownership type on the relationship between CSR and firm
competitiveness

In the context of developing markets, the impact of CSR activities on firms’
competitiveness will be stronger for foreign companies for three main reasons. First, foreign
companies will be less likely to obtain low-wage advantages enjoyed by domestic firms because
they have to adhere to international standards to avoid potential backlash from customers and
investors (Mackey et al., 2007; Yang & Rivers, 2009). Second, compared to domestic firms,
foreign firms are more likely to have established CSR activities due to internationalization
(Bansal & Roth, 2000; Marano & Kostova, 2016), which makes them more adept at leveraging
these capabilities in new markets. Third, CSR practices establish good relationships with local
partners (e.g., suppliers, and government institutions), which enable firms to overcome LOF
(Crilly et al., 2016). This can enable firms to strengthen their relationships with local customers,
suppliers, and employees, which may help set them apart from domestic players based on social
and environmental initiatives, and gradually overcome the impediment of being an outsider

(Johanson & Vahlne, 2009). These relationships are the source of business information and
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knowledge that is firm-specific and difficult to replicate and thus leads to firms’ competitiveness
(Barney, 1991; Wernerfelt, 1984). As such, we propose that:

Hypothesis 8: Foreign ownership moderates the relationship between CSR and firm

competitiveness, such that the relationship between CSR and firm competitiveness is

stronger in foreign firms.
3.9 Combined effect of corporate political activity and corporate social responsibility

CPA and CSR are two distinct types of activities that firms jointly deploy as part of their
nonmarket strategies (Mellahi et al., 2016; Du et al, 2019). We expect that the relationship
between these two dimensions of NMS and firm competitiveness is multiplicative. CSR
enhances firms’ reputation and visibility, while CPA allows firms to form network ties with key
institutional actors. Thus, firms could leverage resource complementarity that exists between
resources specific to CSR and CPA (Barney, 1991; Mellahi et al., 2016). CPA provide firms with
access to contacts and opportunities to build political coalitions with regulatory and
administrative authorities (Hillman et al., 2004). This access allows firms to glean timely and
proprietary information about their external environment. Such information could prove useful in
helping firms prioritize their CSR activities around social and environmental causes that are
relevant to institutional actors (den Hond et al., 2014).

Empirical evidence shows that the relevance of CSR activities to institutional actors
allows companies to benefit from state resources such as grants, subsidies, and winning state
contracts (Zhao, 2012). This decreases the costs of doing business as well as the costs of search
and selection of CSR activities (Liedong, 2020). Likewise, CSR activities may help firms
mitigate the institutional uncertainty common in developing countries where a change in
institutional actors leads to changes in policies (Scherer et al., 2013). CSR activities associate

firms with social welfare cause that institutional actors are willing to be publicly connected to
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(den Hond et al., 2014). This could reduce the costs of gaining access to these actors and
cultivating institutional ties (Schuler et al., 2002). Building on the previous arguments, we

propose the following hypothesis:

Hypothesis 9: The interaction of CPA and CSR is positively associated with firm
competitiveness such that the interactive contribution of CPA and CSR to firm
competitiveness is greater than the individual effects of CPA and CSR.

4. Methods
4.1 Study setting

We collected the data from four emerging markets (Ethiopia, Ghana, Taiwan, and
Vietnam). Several criteria guided our choice. First, the four countries represent diverse
developing institutional settings that allow for constructing an internationally heterogeneous
sample (Engelen et al., 2015; Hofstede, 2001). Specifically, these countries have pursued major
economic reforms for improving firm competitiveness (World Bank, 2019). The outcomes of
these reforms have enabled major inward and outward foreign direct investment (FDI) flows
(IMF, 2019). Consequently, these countries are becoming more integrated into the global
economy, which reinforces the role of several nongovernmental institutional players along with
evolving roles of governmental ones.

Second, these countries have witnessed increasing economic growth rates in the last
decade. For example, the World Bank report (2020) shows that the growth rates of Vietnam,
Taiwan, Ghana, and Ethiopia are around 7.0%, 3.83%, 6.5%, and 10% respectively. The rise in
economic growth requires firms to simultaneously engage in CPA and CSR to manage their
nonmarket environments to access and take advantage of emerging economic opportunities. In
the meantime, effectively capturing these opportunities requires firms to draw on their market

capabilities to realize synergies that allow them to navigate shifting institutional environments.
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Furthermore, the state plays an influential role in these four countries by favoring certain firms
and interfering in the management of the firms (Fainshmidt et al., 2018), which would require
SMEs to engage in NMS to navigate such environments (Rodgers et al., 2022).

Finally, our study sample focuses on SMEs because the prior NMS literature has
predominantly focused on large public firms (Doh et al., 2015; Mellahi et al., 2016). Evidence
suggests that SMEs also engage in CSR (Jamali et al., 2017) and CPA (Zhou, 2013). Thus, in
this context, SMEs need to deploy both types of NMS (CPA and CSR) to navigate complex
institutional environments with diverse and unaligned interests (Nell et al., 2015).

4.2 Sample and data collection

We collected multi-wave survey data in the four countries using a structured
questionnaire with previously validated measures to capture the constructs of interest. We
focused on manufacturing SMEs across different industries (e.g., food, beverage, textile,
furniture, and chemical) that met two criteria of SMEs identified by prior research: 1) have been
in existence for more than six years and 2) employ more than six employees and fewer than 500
employees (Tang et al., 2020).

The surveys in the four countries were administered in two time periods. For the first
survey Time 1 (January—March 2018), we approached the CEOs to gather information on our
independent variables and controls. Next, approximately 12 months later in Time 2 (January—
March 2019), we contacted the finance/accounting executives to obtain measures of firm
competitiveness. The temporal separation between the survey waves helps overcome common
method bias and enhances confidence in our proposed relationships (Podsakoff et al., 2003).

Due to the challenges associated with collecting survey data in developing countries, we

adopted an atypical approach to data collection. Following previous survey studies in emerging
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markets, we used local personnel to deliver our survey (e.g., Tang et al., 2020). Local personnel
have strong connections to private firms, which tend to mitigate reluctance to provide
information in emerging markets and boost overall response rates. In Ethiopia and Ghana, we
provided the research assistants with a list of SMEs to contact, whereas in Vietnam and Taiwan
we relied on the research assistants’ knowledge of the local business environment to make a list
of SMEs to survey. We received 172 complete responses from Vietnam (firms contacted: 500;
response rate 34.4%), 94 from Taiwan (firms contacted: 500; response rate: 18.8%), 135 from
Ghana (firms contacted: 500; response rate: 27%), and 98 from Ethiopia (firms contacted: 500;
response rate: 19.60%) for a total of 499 competed matched responses from CEOs and finance
managers (total firms contacted; 2,000; overall response rate: 24.95%). To mitigate the influence
of time-varying factors on response and to capture temporal equivalence (Hult et al., 2008), we
collected data from all countries during the same period. We describe in detail our data collection
procedures in the supplementary document (Web Appendix).

Table | (Web Appendix) presents the descriptive statistics for the country-level samples.
The combined sample contains SMEs with a mean age of 23.96 (s.d. = 13.15) years, a mean size
of 96.77 (s.d. = 54.60) full-time employees, and a mean CEO tenure of 6.42 (s.d. = 3.21) years.
Of the 499 SMEs sampled, 42% operated in the high-technology industry and 58% were low-
technology SMEs.
4.3 Measures

The multi-item scales that we used in our survey were adopted from previous studies (see
Table 1). We adopted the best practices recommended by scholars in designing and
implementing our survey. To reduce the likelihood of “consistency motive and theory-in-use

biases,” we mixed the order of questions and used different scale types (Chang et al., 2010;
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Podsakoff et al., 2003). CEOs also completed several filler tasks, which created a psychological
separation between the measurement of one variable and another (Fulmer et al., 2009). We asked
the CEOs to reflect on the previous three years when responding to our predictor and moderator
variables. Table 1 presents the multi-item measures with their validity and reliability
assessments.
CPA. We operationalized CPA by using two different first-order constructs: relational corporate
political activities (RCPA) and participation corporate political activities (PCPA). RCPA was
captured with three items from Gao et al. (2018). The items capture the extent to which a firm
cultivates and utilizes its international relationships with government officials and bureaucrats.
PCPA was operationalized with three items reflecting the firm’s participation in political and
social affairs, and its social reputation and image-building activities (Luo & Junkunc, 2008). In
the CFA, we found that relational corporate political activity (RCPA) and participation in
corporate political activity (PCPA) are two first-order constructs that constitute the higher-order
construct of corporate political activity. Our first step was to confirm the multidimensionality of
the CPA construct. Accordingly, we compared a multidimensional model with two first-order
freely correlated dimensions (RCPA and PCPA) with a unidimensional model having all items
loaded into a single construct. In the second step, we explored alternatives of second-order
constructs to further understand the structure of the CPA construct. Model fit was evaluated
using several indexes (CFI = 0.92; NNFI=0.93; RMSEA = 0.05 and SRMR = 0.06). Based on
these findings from the CFA, we followed conventional practice (see Menguc, & Ozanne, 2005)
and combined these two dimensions to form an overall score for CPA.

CSR. We measured CSR with the shortened version of Helmig et al.’s (2016) scale. The

original scale has 15 items measuring the CSR of firms. We selected two items with the highest
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loadings from each of the four dimensions (i.e., philanthropic responsibilities, ethical
responsibilities, legal responsibilities, and economic responsibilities) to capture CSR. These
items capture the extent to which the firm embarks on CSR implementation.

Economic adversity. Economic adversity pertains to the extent to which the external
environment provides the economic opportunity (e.g., potential to profit) to the business
operation. We used three items from Voss et al. (2008) to capture the economic adversity
measure.

Marketing capability. Three items from Lee and Zhou (2012) were used to measure
marketing capability. These items captured the “‘firm’s ability to launch new advertising and
promotion tactics for the purpose of increasing sales’” (Lee & Zhou, 2012, p. 7).

Ownership type. We measured ownership type similar to Lee and Zhou (2012) by
creating a dummy variable, where 0 represents SMEs with foreign ownership and 1 indicates
domestic SMEs.

Firm competitiveness. We used six items from previous studies (Marin et al. 2012, Yang
et al. 2015) to capture the firm competitiveness measure. In contrast to our T1 survey in which
we asked the CEOs to reflect on the last three years when responding to the survey items, in T2,
the finance/accounting executives were encouraged to consider the SMEs’ current position while

responding to the firm competitiveness items.

Control variables. Several variables were used as controls as they could influence
constructs of interest (Yang et al., 2015). These are firm size, firm age, industry, slack resources,
and CEO tenure. Firm size was measured with the number of full-time employees, and firm age
was captured as the age of the firm since its inception. In addition, we controlled for

manufacturing industry type (i.e., high-technology and low-technology) as high-technology firms
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may pursue CSR and CPA activities more than low-technology firms (Bernal-Conesa et al.,
2017; Hillman et al., 2004). Industry type was coded as a dummy variable (high-tech = 0; low-
tech = 1) based on R&D expenditure scores and the percentage of knowledge workers in each
industry (Karami & Tang, 2019). In addition, we controlled for organizational slack as this could
influence NMS (Julian & Ofori-Dankwa, 2013) and firm performance (Daniel et al., 2004).
Organizational slack was measured with three items from De Luca and Atuahene-Gima (2007).
Finally, we controlled for CEO tenure as prior studies indicate that CEOs’ characteristics tend to
influence nonmarket strategies (Rudy & Johnson, 2019). CEO tenure was measured as the

number of years since the CEO assumed the position (Boling et al., 2016).

4.4 Potential biases, reliability, and validity

In all settings, we checked for nonresponse bias by comparing our final sample with non-
respondents. Utilizing the multivariate analysis of variance, the participating SMEs were
compared with nonparticipating SMEs on various variables, including CEOs’ education, firm
age, firm size, and industry. We found no significant differences (Wilks’s A =0.97, F =1.45,p =
0.68), indicating that nonresponse bias does not influence our findings (Armstrong & Overton,
1977).

We used the approach suggested by Cote and Buckley (1987) and estimated three
competing models (Table 2). Model 1 involved the method-only model, where all the indicators
are loaded on a single factor. In Model 2 we estimated a trait-only model, which involved a path
where each indicator loaded on its respective latent factor. Finally, we estimated a method and

trait model that involved the inclusion of a common factor that links all the indicators in Model
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2. The three models were compared, and we found that Model 2 and Model 3 are substantially
better than Model 1 and that Model 3 is not substantially superior to Model 2. These results show

that common method bias is not obvious in our study.

4.5 Measurement Invariance Assessment

The approach suggested by Steenkamp and Baumgartner (1998) was utilized in
establishing measurement invariance in our data. Given that the sample for some countries (e.g.,
Taiwan and Ethiopia) was not sufficient to run a country-level analysis, we split the total sample
into two groups—African countries and Asian countries—and performed measurement
invariance (Engelen et al., 2015). Using a configural model as our baseline model, we tested for
configural, metric, scalar, factor variance, and error variance invariance for each construct. For
simplicity, this study only shows the procedures used for testing CSR (Table 2 — Panel A) and
chi-square difference tests (Table 3 — Panel B). The fit of the model was assessed using the 2
difference test and other fit heuristics (RMSEA, NNFI, CFI, and consistent Akaike information
criterion) (Steenkamp & Baumgartner, 1998). The results of the measurement invariance test
provide support for the measurement model (Table 3) across all samples. Thus, using the four-
country sample data to test our hypotheses is acceptable. Table 3-Panel A shows that the data for
all the African and Asian samples show factor variance and error variance invariances for the
shared vision construct. Table 3 also shows that all error variances are significant at p < 0.01 for
all samples. In addition, as shown in Table 3-Panel B, none of the y? difference tests was
significant. Specifically, our results suggest that there exists configural, metric, scalar, factor

variance, and error variance invariances for all items across the African and Asian samples. This
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suggests that the items and the constructs are equally reliable across the samples and that the

measures can be used for testing our hypotheses.

5. Analytical procedure and results
The results of the reliability and validity assessment show that Cronbach’s alpha,

composite reliabilities, and AVE values met the suggested thresholds of all the reflective
constructs (see Web Appendix). We present the correlations between constructs in Table 4.

We used hierarchical regression analysis to estimate our conceptual model using the
pooled data set. Before estimating the research model, the relevant variables were mean-centered
to attenuate the possibility of multicollinearity concerns affecting our data (Aiken & West,
1991). Inspecting the variance inflation factor (VIF) revealed that the largest VIF is 4.57 (Table
5), which is well below the suggested threshold value of 10 (Neter et al., 1990), indicating that
multicollinearity concerns are minimal. The findings of the regression analysis are presented in
Table 5.

The control variables were entered in Model 1 and the main effect variables in Model 2.
The results in Model 2 show that CPA significantly affects firm competitiveness (B = 0.28, p <
0.01). Thus, H1 was supported. Similarly, in Model 3, we found that CSR positively influences
firm competitiveness (f = 0.23, p < 0.01), providing support for H5. Model 4 included the direct
effects of the moderating variables. The results in Model 4 show that only marketing capability

was significantly related to firm competitiveness ( = 0.26, p < 0.01).
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In Model 5, we tested the moderating-effect hypotheses relating to CPA (i.e., H2, H3, and H4).
Specifically, the results in Model 5 indicate that economic adversity has a significant moderating
effect on the CPA—firm competitiveness nexus ( = 0.45, p < 0.01). Similarly, the results in
Model 5 show that marketing capability positively moderates the relationship between CPA and
firm competitiveness ( = 0.33, p < 0.01). However, ownership did not moderate the impact of
CPA on firm competitiveness (B = -0.06, ns). These results indicate that H2 and H3 received
support. However, H4 did not receive support. Model 6 estimated the interaction of CSR with the
moderating variables. This allowed us to test H6, H7, and H8. The results in Model 6 show that
economic adversity has a positive moderating effect on the CSR—firm competitiveness nexus (B
=0.39, p <0.01). In addition, the effect of CSR on firm competitiveness is moderated by
marketing capability (f = 0.33, p < 0.01). Finally, the impact of CSR on firm competitiveness is
moderated by ownership type, such that the relationship is stronger among foreign SMEs than
among domestic SMEs (p = -0.14, p < 0.05). These results indicate that H6, H7, and H8 received
support.

We also argued in H9 that the interaction between CPA and CSR is positively related to
firm competitiveness. H9 was tested in Model 7 and received support because the product term
for CPA and CSR (i.e., CPA x CSR) is positive and significantly related to firm competitiveness
(B=0.45, p <0.01). In addition, the interactive contribution of CPA and CSR to firm
competitiveness is 5% (AR?= 0.05; F = 11.68, p < 0.01). This suggests that the interactive
contribution of CPA and CSR to firm competitiveness was greater than the individual effects of

CPA, which is 3% (AR?=0.03; F = 3.64, p < 0.01), and CSR, which is 2% (AR?>=0.02; F =
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3.99, p <0.01). Therefore, we find support for H9.

To better understand the nature and direction of the interaction effects, we followed
Aiken and West (1991) by plotting the interactions at + 1 s.d. Figure 2 shows that economic
adversity moderates the relationship between CPA and firm competitiveness, such that the
relationship is amplified at high levels of economic adversity. Similarly, Figure 3 illustrates that
at high levels of marketing capability, the impact of CPA on firm competitiveness is greater.
Moreover, Figure 4 shows that the impact of CSR on firm competitiveness is increased when
economic adversity is greater. In addition, Figure 5 shows that the impact of CSR on firm
competitiveness is increased when marketing capability is high. Moreover, Figure 6 illustrates
that SMEs with foreign ownership that engage in CSR have the slightly higher competitiveness
than domestic SMEs. Finally, Figure 7 shows that high levels of both CPA and CSR significantly

improves firm competitiveness, as opposed to low levels of CPA and low levels of CSR.
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Insert Figure 7 about here

Robustness assessment

To correct the possibility of endogeneity in our model, we followed previous studies in
employing the Durban—Wu—Hausman test (see Boling et al., 2016). According to the
prescriptions of this test, endogeneity is commonly assessed via the employment of instrumental
variables (Huybrechts, VVoordeckers, & Lybaert, 2013; Dai, Goodale, Byun, & Ding, 2018). The
instrumental variables should correlate with the potentially endogenous variable (the 1V) and
should not correlate with the error term of the explanatory equation (Wooldridge 2012). In this
study, we use multiple instruments based on the recommendations of the established practice
(Boling et al., 2016; Semadeni, Withers, & Certo, 2014). Specifically, CEO cognitive uncertainty
and risk-taking propensity were acceptable to use as instruments. Accordingly, we regressed
each variable separately on both CPA and CSR. Next, we saved the residuals as variables and
included them in the full model. The results show that the p-value was insignificant for either
residual. This indicates that the influence of endogeneity on our model is minimal. We also
performed additional tests to assess the robustness of our findings. Specifically, we followed
Slevin and Covin (1997) and repeated the moderated regression analyses that were used to test
our hypotheses by running a regression test with a randomly selected subset of the sampled
firms, from 90% of the sample to 50% of the sample.

Finally, we separated the two dimensions that constitute the overall CPA construct and
performed additional tests to evaluate whether these dimensions would produce different results.
The results of our post-hoc show that both RCPA (p = 0.26, p <0.01) and PCPA (B=10.29, p <

0.01) are positively related to firm competitiveness. Given that the results related to our
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hypotheses remained unchanged, we concluded that our findings are robust to alternative

explanations.

6. Discussion and conclusion
6.1 Theoretical implications

The extant NMS literature provides useful insights into firms” CPA and CSR (Mellahi et
al., 2016; Sun et al., 2021). However, scarce evidence exists regarding SMEs’ NMS strategies
(for an exception see, Rodgers et al., 2021). Furthermore, the independent and joint effects of
CPA and CSR on firm outcomes have yielded inconsistent findings. We propose and find
evidence that CPA and CSR independently and jointly influence firm competitiveness.
Additionally, we show that this relationship is contingent upon a firm and institutional factors.
Specifically, we find that SMEs’ engagement in CPA strengthens their competitiveness. While
previous research in emerging markets has found that CPA has limited performance implications
(Kamasak et al., 2019) or insignificant impact on institutional risk reduction (Liedong et al.,
2017), we present evidence that CPAs allow SMEs to gain comparative advantages that may not
be immediately captured by accounting-based performance measures. It may be the case that
SMEs engaging in CPA perceive higher institutional risk due to the volatile nature of the
political landscape in emerging markets that casts doubt on the high costs of these activities (den
Hond et al., 2014; Marquis & Raynard, 2015). However, these SMEs may be rewarded with
improved competitiveness compared to rivals with limited CPA as a result of preferred access to
information. Therefore, ties to various institutional actors may allow SMEs to spot more
opportunities in their environments. Our findings of the moderating role of economic adversity

lend support to these explanations, where the impacts of CPA on firm competitiveness were
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more pronounced in more adverse environments (that is, environments with limited
opportunities).

Moreover, we find that SMEs’ marketing capabilities allow them to better extract value
from their CPA activities. These findings provide empirical support to theoretically proposed
relationships between market and nonmarket strategies that weren’t empirically tested previously
(Kaul & Luo, 2018; Mellahi et al., 2016). In particular, SMEs’ marketing capabilities provide
strong customer reach that enables rapid enactment of opportunities realized through CPA. We
expected foreign ownership to have a contingent effect on the impact of CPA on firm
competitiveness, based on previous research that shows that governments in emerging countries
create informal restrictions and barriers to foreign ownership (Delios & Henisz, 2000). However,
we did not find evidence for this relationship, which may indicate that ownership types may be
less relevant when it pertains to acquiring information and resources through CPA.

We also find the relationship between CSR and firm competitiveness differs across our
sample (for details, see unpooled data analyses in Web Appendix). The support we found in
African countries compared to Asian ones could be the result of institutional factors that
incentivize higher adoption of CSR activities in Asian countries, which diminishes their
comparative advantage and thus the impact on firm competitiveness. This is in line with
institutional arguments that highlight the role of differences in regulatory and normative
institutional pressure on the diffusion of CSR (Campbell, 2007). The moderating role of
economic adversity on the relationship between CSR and firm competitiveness was supported in
both African and Asian countries. Our results suggest that CSR activities provide SMEs with

unique resources that help SMEs mitigate environmental hostility in emerging market contexts.
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In line with previous literature on the complementarity between market and nonmarket
strategy (Mellahi et al., 2016), we expected that marketing capability will have a moderating
effect on the relationship between CSR and firm competitiveness. However, we found only
partial support for it. This is in line with the findings that indicate that the influence of CSR is
insignificant in Asian countries. SMEs are less likely to harness their marketing capabilities to
extract value from CSR activities if these activities are already diffused among all SMEs.
Interestingly, our results indicate that the influence of CSR on firm competitiveness is stronger in
foreign SMEs. While prior research shows that domestic firms tend to reap performance benefits
from CSR activities compared to foreign firms (Flammer, 2015), these results were based on the
context of advanced economies, specifically the US, where foreign competition is primarily
driven by companies from developed countries with low-cost advantages. Furthermore, our
results complement prior literature that suggests that stakeholders in developing countries have
higher expectations from foreign firms than local firms to engage in CSR activities (Gardberg &
Fombrun, 2006). Our findings add context-specific insights to prior research by showing that in
emerging markets, SMEs with foreign ownership are more likely to benefit from CSR. By
engaging in CSR, foreign SMEs can establish relationships with external stakeholders in
developing countries and set themselves apart from rivals (Mackey et al., 2007).

The joint effect of CPA and CSR supports prior conceptual work (den Hond et al., 2014;
Mellahi et al., 2016). However, empirical evidence regarding this joint effect is inconsistent. For
instance, recent studies (Kamasak et al., 2019; Liedong et al., 2017) find limited support for the
interaction effect of CPA and CSR on firm performance and institutional risk reduction,
respectively. Our findings indicate that the joint effect of CPA and CSR may be more relevant to

firm competitiveness. Firms’ CPAs allow them to align their CSR activities to social and
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environmental causes prioritized by governments. As such, CSR allows firms to acquire political
currency and the goodwill of the government and institutional actors (Zhao, 2012). Both are
intangible resources that may heighten the institutional risk perception as firms engage in
building them; however, they are difficult to replicate because they require lengthy time a to

develop and cultivate.
6.2 Practical implications

The findings of our study also have several practical implications. Emerging markets
present firms with formidable challenges, which may become insurmountable for SMEs with
limited resources. Consequently, our findings draw attention to the contingent conditions under
which CPA and CSR activities are likely to be most beneficial, which complements recent
evidence which shows that NMS can be beneficial for SMEs (Rodgers et al., 2021). Specifically,
the support we find for the moderating effect of foreign ownership in the case of CSR as opposed
to CPA show that social legitimacy garnered through CSR activities may be a way for SMEs to
overcome their liability of foreignness (Johanson & Vahlne, 2009; Zaheer, 1995). Prior research
has shown that forging partnerships with local firms provide foreign SMEs with local
knowledge, which helps them overcome their resource constraints as they typically have a
domestic focus (Lu & Beamish, 2001). Thus, our findings extend this evidence by drawing
attention to the usefulness of CSR activities as one way to access local knowledge.

Additionally, our findings on the moderating effect of marketing capability provide
actionable insights into which type of NMS is most likely to benefit from resource
complementarity. It is clear that in the context of emerging market SMEs, marketing capability
is most relevant for value appropriation from CPA activities. It appears that SMEs with stronger

marketing capability could more readily benefit from CPA political legitimacy compared to CSR
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social legitimacy. Thus, SMEs faced with environments requiring high levels of CPA should
channel resources toward strengthening their marketing capabilities. Finally, SMEs experiencing
a high level of economic adversity need both CPA and CSR activities, which highlights the
importance of both forms of NMS to overcome heightened institutional costs of doing business
in emerging markets. This complements the view that foreign firms can use market resources to
overcome LOF (Barnard, 2010).

7. Limitations and future research

Although our study offers several important contributions, it has several limitations that
open avenues for future research. First, our research design is cross-sectional in nature, although,
to mitigate this limitation, we time-lagged the dependent variable (firm competitiveness) and
encouraged the CEOs to reflect on the last three years when gathering data on our independent
and moderator variables. Future research could enhance our understanding of these relationships
by deploying a longitudinal design that would enable testing the causal relationships. These
designs would be conducive to examining the relationship between CSR and CPA over time.
Additionally, even though our cross-country study improves the generalizability of our findings,
we caution against generalizing these findings beyond SMEs in our study. We acknowledge that
these findings may not apply to large firms. However, we believe our findings are applicable to
developing countries, since most firms in these countries are SMEs.

Second, we focused our study on a single level of analysis, that is, the firm level. This
approach was appropriate given the multidimensional nature of CPA and CSR as well as prior
inconclusive findings in the literature. Future research could examine the influence of CPA and
CSR from multiple perspectives. For example, in light of the limited support we found for CSR

in Asian countries, it would be interesting to examine whether the influence of CSR on firm

37



competitiveness varies based on the different levels of diffusion of CSR practices in institutional
environments. Accounting for institutional-level effects would extend our findings and help
produce useful theoretical and practical insights. The third limitation is that our study relies on a
subjective measure. The limited availability of objective measures in emerging-market contexts
prevents us from gathering secondary data to validate the relationship between CPA, CSR, and
firm competitiveness. Furthermore, our survey data does not measure the types of CPA and CSR
that SMEs engage in nor do we measure the dark sides of CPA and CSR. Future research can
build on our study to enhance our understanding of SMEs’ nonmarket strategy and its effect on

firm outcomes. We hope that our findings will stimulate scholars to further advance this field.
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Table 1: Constructs, measurement items, and reliability and validity test (pooled sample)

Description of items Factor
Loadings
(t-values)

Economic adversity: a=0.89; CR=0.90; AVE=0.76

The venture’s economic environment is promising (r) 0.87 (1.00)

The overall business environment is an opportunity (r) 0.89 (27.31)

The operating environment is particularly hostile 0.86 (26.91)

Relational corporate political activity: 0=0.86; CR=0.87; AVE=0.69

Our company ensures good relationships with influential government officials | 0.77 (1.00)

Our company has a good relationship with many government departments 0.88 (26.19)

Improving our relationships with government has been important to us. 0.85 (25.59)

Participation corporate political activity: 0=0.86; CR=0.87; AVE=0.70

Our company participates in government decision process to avoid adverse 0.80 (1.00)

effect frequently.

We participate in government-organized and public social activities frequently | 0.89 (27.37)

(e.g., charity, environment protection)

We influence the formulation of public policy through different ways (e.g., 0.83 (25.48)

lobbying)

Corporate social responsibility: 0=0.94; CR=0.95; AVE=0.72

Our top management ensures a coherent corporate citizenship approach 0.90(1.00)

integrated into the corporate strategy

The top management strongly encourages our employees to actively participate

in CSR initiatives

Our top management reports in accordance with international reporting 0.93(29.08)

standards (e.g., Global Reporting Initiative [GRI]).

The management fosters stakeholder dialogues on CSR. 0.89(28.56)

We have programs that encourage diversity in our workforce (e.g., age, sex, 0.87(27.43)

handicapped).

We provide goods and services that go far beyond minimal legal requirements 0.84(24.87)

(e.g., product security).

We continually strive to improve the quality of our products. 0.82(22.56)

We monitor the potential negative impacts of our activities on the community 0.78(18.34)
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Marketing capability: a=0.92; CR=0.93; AVE=0.82

We always seek new ways to sell more products through advertising and 0.87 (1.00)
promotion

We frequently introduce new advertising campaigns to promote our products 0.95 (29.97)
We emphasize the use of various selling tactics to increase our sales 0.91 (28.28)
Organizational slack: a=0.74; CR=0.75; AVE=0.51

We have uncommitted resources that can be used to fund strategic initiatives at | 0.73 (1.00)
short notice

We have a large amount of resources available in the short run to fund our 0.74 (16.50)
initiatives

We will have no problems obtaining resources at short notice to support new 0.67 (13.97)
strategic initiatives

Firm competitiveness: a=0.90; CR=0.91; AVE=0.63

We often defeat our competitors in the marketplace 0.74 (1.00)
Our company provides higher quality products and services to customers 0.77 (14.98)
compared with the main competitors

Our company responds more rapidly to market demands as compared with the | 0.82 (17.69)
main competitors

Our company responds more promptly to environmental changes as compared | 0.81 (16.98)
with the main competitors

Our production processes are more coordinated than those of the rival 0.79(15.45)
companies

Our clients are more satisfied than the clients of the rival companies 0.84(19.06)

Note: CFA based on pooled sample; r =reverse coded; t-values are in parenthesis; AVE=average variance extracted; CR=composite

reliability; o=Cronbach alpha value
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Table 2: Common method bias nested models

Models a df v’/df | RMSE TLI | CFl | SRMR
A

Model 1: Method-only 2140.41 | 823 2.60 0.19 0.44 | 0.38 0.14

Model 2: Trait-only 909.11 | 599 151 0.05 0.93| 0.94 0.06

Model 3: Method-and- 878.79 | 587 1.49 0.06 0.94 | 0.93 0.05

trait

Note. ¥~ = Chi-square; df = degrees of freedom; RMSEA = Root mean square error of
approximation; TLI = Tucker-Lewis index; CFI = Composite fit index; SRMR =
Standardized root mean square residual. Results based on pooled sample
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Table 3. Establishment of measurement invariance

Panel A: An example of test procedure: “corporate social responsibility” across African (Ghana
and Ethiopia) and Asian (Vietnam and Taiwan) firms

Model 22 (d.f) p-value RMSEA NNFI CF | CAIC
I
Configural invariance | 11.32(4) | 0.01 0.05 0.97 0.9 | 119.23
8
Metric invariance 13.82 (6) | 0.02 0.06 0.97 0.9 | 122.13
7
Scalar invariance 25.15(12) | 0.01 0.04 0.95 0.9 | 132.69
5
Factor variance 24.22 (11) | 0.01 0.06 0.97 0.9 | 113.30
invariance 7
Error variance 30.44 (15) | 0.01 0.05 0.96 0.9 | 12351
invariance 6
Panel B: Test results of all constructs between African and Asian firms
Ay? Difference Test
Factor Error Variance Variance Factor
Versus Versus Versus versus scalar | variance
configural | scalar metric
metric
Corporate social = A A= | A23)= A 2)=0.59, | Ay*(3)=1.17
responsibility + 20.13(14) | 142,p= |7.22,p= p=0.63 p=0.75
corporate political 0.74 0.09
activity
Economic adversity ¥=2255 [ A2 (3)= | A2 (3)= Ay (2)= Ay? (4)=5.55,
(12) 1.89,p= |6.64,p= 6.60, p = p=0.75
0.53 0.11 0.13
Marketing capability | > = A (3)= |A¢*(3)= Ay* (3) = Ay*2)=0.92,
+ firm 24.41(11) | 2.06,p=0 |554,p= 11.66,p = p=0.63
competitiveness .35 0.10 0.14

x2 = chi-square statistic; d.f. = degrees of freedom;

CAIC = consistent Akaike information criterion; CFI = comparative fit index;

NNFI = non-normed fit index; RMSEA = root mean square error of approximation.
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Table 4: Descriptive statistics and correlations of the pooled sample (square root of AVE in diagonal)

Variables Means| SD 1 2 3 4 5 6 7 8 9 10 11

1. Firm age (log) 1.35 | 0.24

2. Firm size (log) 1.84 | 0.36 | 0.10

3. Industry type’ 042 | 0.49 | 0.03 | 0.03

4. Slack resources 525 | 1.13 | 0.04 |[0.27**| 0.04 | (0.83)

5. CEO tenure 6.42 | 321 | -0.06 | -0.02 | 0.02 | 0.01

6. Economic adversity 5.19 1.25 | -0.01 | 0.09 | 0.05 | -0.14 | -0.05 | (0.81)

7. Marketing capability | 523 | 1.31 | 0.09 [0.30**| 0.14* | 0.04 | 0.13* | 0.13* | (0.81)

8. Ownership type’ 0.44 | 049 | -0.02 | -0.11 | 0.03 | -0.04 | 0.11 | -0.05 | 0.03 | (0.78)

9. Corporate political 530 | 1.06 | -0.02 |0.25**| 0.04 |0.19**| -0.04 |0.46**| -0.07 | -0.10 | (0.76)
activity

10. Corporate social 503 | 1.06 | 0.14* |0.26**| 0.11 | 0.18* | -0.11 |0.41** - -0.09 | 0.35** | (0.80)
responsibility 0.26**

11. Firm 512 | 1.12 | 0.07 | -0.08 | 0.07 | 0.15 | -0.05 | 0.06 |0.34**| -0.05 |0.29** | 0.35** | (0.83

competitiveness )

" dummy variables

Note. N=499; *p < 0.05; **p < 0.01
SD = Standard deviation

52




Table 5. Results of standardized moderated hierarchical regression analyses (pooled sample, N = 499)

Dependent variable: Firm competitiveness

Independent Variables Model | Model | Model | Model4 | Model 5 | Model 6 | Model 7 | Model 8 Results

1 2 3 summary
Control variables
Firm age (log) 0.05 0.04 0.03 0.05 0.05 0.04 0.04 0.04
Firm size (log) -0.06 -0.05 -0.04 -0.05 -0.04 -0.03 -0.05 | -0.04
Industry 0.05 0.04 0.03 0.05 0.05 0.04 0.05 0.04
Slack resources 0.13** | 0.13** | 0.12** | 0.13** 0.14** 0.13** 0.13** | 0.12*
CEO tenure -0.03 -0.02 -0.02 -0.04 -0.05 -0.05 -0.03 | -0.03
Direct effects
H1: Corporate political activity 0.28** 0.27*** | 0.26%** | 0.25*** | 0.23*** | 0.22*** Supported
(CPA) *
H5: Corporate social 0.23** | 0.21*** | 0.19*%** | 0.18*** | 0.17*** | 0.16*** Supported
responsibility (CSR) *
Economic adversity (EA) 0.05 0.04 0.04 0.05 0.03
Marketing capability (MC) 0.26*** | 0.25*** | 0.24** | 0.25*** | 0.23***
Ownership type (OT) -0.04 -0.03 -0.04 -0.03 -0.04
Moderating effects
H2: CPA * EA 0.45*** 0.39*** Supported
H3: CPA * MC 0.33*** 0.28*** Supported
H4 CPA * OT -0.06 -0.04 Not

supported
H6: CSR* EA 0.39*** Supported
H7: CSR * MC 0.33*** Supported
H8: CSR * OT -0.14** Supported
H9: CPA *CSR 0.45*** | 0.43*** Supported
Model fit statistics
F-value 2.03* | 3.64** | 3.99** | 6.73*** | 7.25%** | 8 19*** | 11.68*** | 12.09***
* *

R? 0.10 0.13 0.15 0.16 0.19 0.22 0.27 0.29
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R? Change

0.03

0.02

0.01

0.03

0.03

0.05

0.02

Largest VIF

2.94

2.99

3.01

3.09

4.28

4.31

4.48

4.57

*** < 0.01,**p<0.05 *p<0.1
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Figure 1. Theoretical model of the relationship CPA, CSR, and firm competitiveness
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Figure 3. Interaction of marketing capability CPA on firm competitiveness
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Figure 4. Interaction of economic adversity and CSR on firm competitiveness
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Figure 5. Interaction of marketing capability and CSR on firm competitiveness
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Figure 6. Interaction of ownership type and CSR on firm competitiveness
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Figure 7. Interaction of CPA and CSR on firm competitiveness
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