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Oleh Pasko (Ukraine), Nataliia Lagodiienko (Ukraine), Nataliia Kudlaieva (Ukraine),
Lesia Riabenko (Ukraine), Nataliia Gerasymenko (Ukraine)

DOES CORPORATE GOVERNANCE
MODERATE THE EFFECT

OF CORPORATE SOCIAL
RESPONSIBILITY ON A FIRM’S
FINANCIAL PERFORMANCE?

Abstract

Drawing on the agency and resource dependence theories, the paper assumes that the
impact of corporate social responsibility on companies’ financial performance should
be investigated not in a binary manner but against the backdrop of corporate gover-
nance. The analysis is based on testing the dataset retrieved from the Chinese Stock
Market and Accounting Research database containing 28,200 company-year observa-
tions of 3,576 Chinese listed companies covering 2008-2019. The findings accentuate
that corporate social responsibility, interacting with board size, equity concentration,
and CEO duality, positively impacts a firm’s financial performance. In contrast, the
study fails to substantiate the claim that board gender diversity and board indepen-
dence moderate the bond between corporate social responsibility and financial per-
formance. Thus, by exploring five elements of corporate governance, this study takes
a step forward in understanding exactly which elements of corporate governance best
suit corporate social responsibility to enhance financial performance in China’s insti-
tutional settings. This study assists in filling the gap in corporate social responsibility
research by displaying and corroborating the moderating effects of corporate gover-
nance attributes on the nexus between corporate social responsibility and financial
performance in China. Therefore, this paper presents valuable information and details
for companies and regulators alike to improve the impact of corporate social responsi-
bility on financial performance by focusing on corporate governance quality.

Keywords corporate social responsibility, corporate governance,
board attributes, board composition, financial
performance, moderating effect, sustainability reporting,
China

JEL Classification G34, M14, M41

INTRODUCTION

In the last few decades, due to the growing pressure from various
stakeholder groups, a global trend toward corporate social respon-
sibility (CSR) has been evident. With this activity, companies try to
mitigate the concerns of stakeholders and increase their legitimacy
in their eyes (D’Souza et al., 2022; Pasko et al., 2021c). Moreover, to
maintain their ‘license’ to operate in society, companies resort to var-
ious CSR strategies and tactics in trying to solidify their corporate
citizenship (Homer, 2022; Pasko et al., 2021d).

However, those CSR-related activities are often inconsistent with, un-
related to, or at odds with shareholder value, which in turn can result
in activities harming a company’s financial performance, both in the
short- and long-term. Based on this fact, which is founded on com-
mon sense and simple logic, many researchers began to investigate
CSR’s impact on companies’ financial results in a direct binary fash-
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ion. For example, some research infers that CSR enhances a firm’s financial performance (Abukari et
al., 2022; Babajee et al., 2022; Crifo et al., 2016; Q. Wang et al., 2022; Y. Wang et al., 2020). Moreover,
stronger CSR firms are less likely to become bankrupt relative to weaker CSR firms, all else being equal
(Cooper & Uzun, 2019, p. 130). In comparison, others indicate that costs incurred due to CSR exceed-
ingly offset any gains from social contributions and, therefore, it does not boost a firm’s financial per-
formance (Mahoney & Roberts, 2007; Rehman et al., 2020).

Recently, several studies have extended this direct bond - CSR-firm’s financial performance - forward,
inferring that it could be conditional on other moderating factors. This paper follows several rationales
and infers that due to the gradual evolution of CSR within companies’ goals and firm governance hi-
erarchy and owning to the incremental transition from a CSR compliance approach to an approach of
active integration of CSR into corporate structures, core business, it is expected that the efficiency and
effectiveness of CSR largely depend on how companies are managed and governed internally. Adopting
a contemporary view on corporate governance that incorporates implications of corporate decision-
making on non-financial stakeholders as well (as opposed to only shareholders) (Zaman et al., 2022),
this study views corporate governance as a mechanism of balancing the interests of all stakeholders (not
only shareholders) while ascertaining a firm survival in a highly competitive environment. Therefore,
corporate governance mechanism composition could be regarded as a most fitting explication concern-
ing the ‘social contract’ among all stakeholders (Sacconi, 2011). Furthermore, some studies indicate
that corporate governance significantly influences CSR dimensions (Ding et al., 2022). Thus, corporate
governance can be considered an omitted link between CSR and the financial performance of compa-
nies as a vehicle of adoption, application, and implementation of CSR activity into the company’s fabric
with the endorsement of the company’s top management. Therefore, the impact of CSR on a firm’s fi-
nancial performance is better to be explored against the backdrop of corporate governance. Moreover,
given that corporate governance is a country’s specific phenomenon instituted through myriads of legal
frameworks, as well as institutional and cultural factors, research should focus on particular jurisdic-
tions to elucidate the peculiar effect of corporate governance on CSR link to a firm’s financial perfor-
mance in a particular institutional context. This study responds to the latest calls offered by Pekovic and
Vogt (2021) and Servaes and Tamayo (2013).

1. LITERATURE REVIEW

tween these phenomena. Only relatively recently

AND HYPOTHESES
DEVELOPMENT

Research on the relationship between CSR and fi-
nancial performance gives mixed results that con-
tradict each other. When some studies indicate
a positive impact (Abukari et al., 2022; Babajee et
al., 2022; Crifo et al., 2016; Q. Wang et al., 2022; Y.
Wang et al.,, 2020), others reveal a negative influ-
ence of CSR on financial performance (Mahoney
& Roberts, 2007; Rehman et al., 2020). Such incon-
sistencies in results may not only be the result of
studies of different data sets representing different
jurisdictions but also may be the result of “meas-
urement, methodological and theoretical issues”
(Wood, 2010, p. 75). Indeed, if analyzed, most stud-
ies on the impact of CSR on financial performance
examine the direct, unmediated interaction be-
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have researchers begun to move away from bina-
ry, direct analysis by introducing various mediat-
ing factors (Delmas & Pekovic, 2013; Nakamura,
2008; Pekovic & Vogt, 2021; Rothenberg et al., 2017;
Servaes & Tamayo, 2013; Tang et al., 2012). Several
pieces of research focus on and suggest that corpo-
rate governance can potentially moderate the effect
of CSR on financial performance (Crifo et al., 2016;
Pekovic & Vogt, 2021; Servaes & Tamayo, 2013). De
Graaf and Stoelhorst (2013, p. 312) suggest that cor-
porate governance is a natural element in the study
of CSR, as “governance structures and systems in-
stitutionalize the outcomes of value attunement.”

In the analysis, this paper proceeds from two theo-
ries that explain the relationship it investigates: the
agency theory and the resource dependence theory.
The agency theory asserts that boards monitor and
restrain managers’ activities to safeguard owners’
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interests (Pekovic & Vogt, 2021; Servaes & Tamayo,
2013; Tang et al.,, 2012). The resource dependence
theory assumes that the board is a supplier of re-
sources, for instance, advice and counsel, legitima-
cy bearer, and is a vehicle for transmitting informa-
tion between external institutions and the firm, and
avail itself with privileged access to commitments
or endorsement from crucial constituents outside
the firm (Chan et al., 2014; Soobaroyen et al., 2022).

Corporate governance is a level of the firm’s strategic
decisions; thus, a firm’s social responsibility falls in-
to its purview (Filatotchev & Nakajima, 2014; Pasko
et al., 2021a; Pasko et al., 2021b; Wasiuzzaman et
al., 2022). Filatotchev and Nakajima (2014, p. 299)
clearly demonstrate that “the firm’s choice of a
specific CSR approach is not random, and it may
depend on a particular constellation of corporate
governance factors, such as control and incentive

systems within the firm’s governance mechanism.”

Moreover, since corporate governance shapes a
company’s value orientation and social behavior
as an entity, it can also influence how CSR affects
a company’s financial performance (Isaksson &
Woodside, 2016).

From all of the above, it can be expected that to en-
hance financial performance, the CSR activities of a
firm should be combined and correspond to its cor-
porate governance context. Or if one reformulates
the previous statement in another way, the possi-
ble interrelationship and articulation between CSR
and corporate governance can improve financial
performance. This study attempts to find this possi-
ble relationship between corporate governance and
CSR, one that affects financial performance. Since
corporate governance and its impact and interrela-
tionships are best studied in a specific institutional
environment, this paper aims to investigate this in-
terrelationship in the Chinese institutional setting.

Previous studies have focused their attention on
some attributes of corporate governance that may
affect the quality of the board’s monitoring func-
tion. They are the board size, ownership concentra-
tion, board gender diversity, CEO duality and board
independence (Abu Qa’dan & Suwaidan, 2019; Ben
Fatma & Chouaibi, 2021; Ebaid, 2022; Filatotchev &
Nakajima, 2014; Hamrouni et al., 2022; Makarenko
et al., 2020; Mohamed Adnan et al.,, 2018; Pasko et
al., 2021d; Pekovic & Vogt, 2021; Sokil et al., 2020;
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Wasiuzzaman et al., 2022). Therefore, agreeing with
previous arguments and reasoning in the field, this
paper focuses on those five components of corpo-
rate governance as potential moderators.

The above discussion implies that corporate gov-
ernance can be an excellent road to unraveling the
riddle of the interrelation between CSR and finan-
cial performance. Next, an argumentation is given
as to why and how board size, ownership concen-
tration, board gender diversity, CEO duality, and
board independence affect CSR and, ultimately, fi-
nancial performance.

1.1. Board size

Extant research acknowledges that larger boards
are coupled with a greater variety of expertise,
knowledge, and experience, positively influencing
corporate standing and impression (Alshbili et al.,
2019; Ben Fatma & Chouaibi, 2021; Ebaid, 2022;
Hamrouni et al., 2022). Besides, it is believed that
companies with large boards are characterized
by a higher quality of monitoring, which, in turn,
should increase the company’s social performance
(Fasan & Mio, 2017; Filatotchev & Nakajima, 2014;
Kumar et al., 2022).

It is also crucial that a large board of directors
can expand connections and stretch the organi-
zational boundaries of a company by establishing
contacts and accessing resources and information
with a variety of stakeholders; otherwise (with a
small board) go unnoticed (Ebaid, 2022; Fasan &
Mio, 2017).

However, regardless of the positive characteristics
of large boards of directors, they also suffer from
poor coordination, planning, and communication
problems, which can therefore lead to obstacles in
overcoming the agency problem, which in turn
can affect financial performance (Pekovic & Vogt,
2021; Tang et al., 2012).

The extant literature provides several empirical
findings testifying the corporate governance’s role
in CSR and financial performance. Ebaid (2022),
on a sample of 67 companies listed on the Saudi
Stock Exchange during 2014-2019, shows that
board size has positive and significant associations
with the extent of CSR disclosures. Abu Qa’dan
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and Suwaidan (2019), on a sample companies of
listed on the Amman Stock Exchange (ASE) dur-
ing 2013-2015, found board size to be significantly
and positively associated with CSR disclosure lev-
el. Alnabsha et al. (2018), on a sample of Libyan
listed and non-listed firms between 2006 and 2010,
found that board size has an impact on the lev-
el of corporate disclosure. Operating with a sam-
ple of 115 financial institutions belonging to 12
European countries from 2007 to 2017, Ben Fatma
and Chouaibi (2021) showed that board size posi-
tively affects the extent of CSR disclosure. Finally,
Pekovic and Vogt (2021), on a sample of 17,500
observations over 11 years, found that board size
moderates the CSR-firm’s financial performance
link positively.

In contrast, Kumar et al. (2022), on a sample of 53 en-
vironmentally sensitive companies drawn from the
NIFTY100 Index at NSE, did not find any substan-
tial effect of board size on sustainability reporting
practices. Alshbili et al. (2019), on a sample of Libyan
oil and gas companies between 2009 and 2013, did
not establish any meaningful impact of board size on
corporate social responsibility disclosures.

1.2. Ownership concentration

The literature clearly recognizes that ownership
concentration significantly increases informa-
tion asymmetry between stakeholders in a firm’s
governance (Ameer, 2012; Rehman et al., 2021).
Accordingly, two concepts of opportunistic be-
havior can be distinguished within the informa-
tion asymmetry context: adverse selection (Jiang
et al., 2011) and moral hazard (Tang et al., 2012).
Respectively, adverse selection entails hidden in-
formation, while moral hazard presupposes hid-
den actions (Pekovic & Vogt, 2021). Due to those
effects, extant research unequivocally points to
the negative implications of ownership concentra-
tion on CSR and financial performance. Moreover,
the review of extant research supplies a number of
papers empirically testing this relationship.

Abu Qa’dan and Suwaidan (2019), on a sample of
Jordanian manufacturing companies listed on the
Amman Stock Exchange (ASE) during 2013-2015,
found that ownership concentration has had a sig-
nificant negative impact on CSR disclosure level.
Alnabsha et al. (2018), on a sample of Libyan list-
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ed and non-listed firms between 2006 and 2010,
found that ownership structures have a non-lin-
ear effect on the level of corporate disclosure. Ben
Fatma and Chouaibi (2021), operating with a sam-
ple of 115 financial institutions from 12 European
countries from 2007 to 2017, showed that own-
ership concentration has no significant associa-
tions with the extent of CSR disclosure. Pekovic
and Vogt (2021,) on a sample of 17,500 observa-
tions over 11 years, found that CSR interacting
with ownership concentration negatively impacts
a firm’s financial performance.

1.3. Board gender diversity

Amongst the various attributes of board of di-
rectors diversity, gender is considered the most
controversial and much debated. However, it is
believed that female presence on the board is due
to their cognitive frames (Geletkanycz, 2020),
greater openness and perception of CSR issues
(Ding et al., 2022), the unique and differentiat-
ing from those of men’s ethics of care (Boulouta,
2013; Briano-Turrent, 2022) mostly have a pos-
itive effect on CSR and financial performance.
Moreover, there is plenty of empirical substanti-
ation to the claim.

Ben Fatma and Chouaibi (2021), operating with
a sample of 115 financial establishments from 12
European countries from 2007 to 2017, showed
that the proportion of female directors positive-
ly affects the extent of CSR disclosure. Pekovic
and Vogt (2021), on a sample of 17,500 obser-
vations over 11 years, found that gender diver-
sity moderates the CSR-firm’s financial perfor-
mance link positively. Nguyen and Thai (2022),
on a sample of more than 1000 Japanese listed
firms from 2005 to 2014, concluded that the
introduction of the first female director leads
to a better CSR performance and that, overall,
board gender diversity has an effect on CSR per-
formance in listed firms. Ding et al. (2022) find
that board gender diversity improves CSR per-
formance. Briano-Turrent (2022, p. 80), using
a sample of 1285 company-year observations
from Argentina, Brazil, Chile, and Mexico over
2004-2014, finds a positive effect of female di-
rectors “over the board’s ethical function ... the
creation of ethics codes, and the adoption of a
stakeholder orientation.”

591



Problems and Perspectives in Management, Volume 20, Issue 4, 2022

In contrast, Ananzeh (2022), adopting a sample of
94 non-financial companies listed on the Amman
Stock Exchange, found that board diversity is neg-
atively associated with CSRD quality.

1.4. CEO duality

The influence of CEO duality on CSR and finan-
cial performance is to be differentiated following
firms’ industry and various institutional factors
(Voinea et al., 2022). Empirical evidence is incon-
sistent so far, providing support for both negative
and positive impacts. Abu Qa’dan and Suwaidan
(2019, p. 28) on a sample of listed on the Amman
Stock Exchange (ASE) Jordanian manufacturing
companies over the period (2013-2015) found that
CEO duality has had a significant negative impact
on CSR disclosure level. On the other hand, Ben
Fatma and Chouaibi (2021, p. 346), operating with
a sample of 115 financial institutions belonging to
12 European countries from 2007 to 2017, showed
that CEO duality has no significant associations
with the extent of CSR disclosure.

In contrast, Ananzeh et al. (2022), using a sam-
ple of 94 companies listed on the Amman Stock
Exchange from 2010 to 2016, find that CEO dual-
ity negatively impacts forward-looking corporate
social responsibility disclosure.

1.5. Board independence

Preceding papers in its majority indicate that
board independence positively influences corpo-
rate social behavior (Pekovic & Vogt, 2021). Ebaid
(2022, p. 396), on a sample of 67 companies from
the Saudi Stock Exchange over 2014-2019, shows
that board independence has positive and signif-
icant associations with the extent of CSR disclo-
sures. Ben Fatma and Chouaibi (2021, p. 346), op-
erating with a sample of 115 financial institutions
belonging to 12 European countries from 2007 to
2017, showed that board independence has posi-
tive associations with the extent of CSR disclosure.

In contrast, Pekovic and Vogt (2021, p. 1115), on a
sample of 17,500 observations over 11 years, found
no support for the suggestions that board inde-
pendence moderates the CSR-firm’s financial per-
formance link. Abu Qa’dan and Suwaidan (2019,
p. 28), on a sample of Jordanian manufacturing
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companies listed on the Amman Stock Exchange
(ASE) during 2013-2015, found that board inde-
pendence had a significant negative impact on
CSR disclosure level.

Thus, the effect of CSR on financial performance
needs to be investigated not in a binary manner
but rather against the backdrop of corporate gov-
ernance. This study aims to establish whether cor-
porate governance moderates the effect of corpo-
rate social responsibility on a firm’s financial per-
formance in Chinese institutional settings.

Accordingly, taking into account previous discus-
sions putting forward both arguments that sup-
port both positive and negative moderating roles,
the following hypotheses are proposed:

Hla: Board size has a positive moderating effect
on CSRD and FP.

HIb: Board size has a negative moderating effect
on CSRD and FP.

H2a: Equity concentration has a positive moderat-
ing effect on CSRD and FP.

H2b: Equity concentration has a negative moder-
ating effect on CSRD and FP.

H3a: Board gender diversity has a positive moder-
ating effect on CSRD and FP.

H3b: The board gender diversity has a negative
moderating effect on CSRD and FP.

H4a: CEO duality has a positive moderating effect
on CSRD and FP.

H4b: CEO duality has a negative moderating ef-
fect on CSRD and FP.

Hb5a: Independent directors have a positive moder-
ating effect on CSRD and FP.

H5b: Independent directors have a negative mod-

erating effect on CSRD and FP.
The hypotheses with the ‘a” are the moderated hy-

potheses, while those ended with the ‘b’ are to be
called non-moderated.

http://dx.doi.org/10.21511/ppm.20(4).2022.44
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2. METHODOLOGY

2.1. Data and sample

The data source of this paper is the China Stock
Market and Accounting Research Database
(CSMAR), one of the leading providers of data on
listed companies in China, covering listed com-
panies in mainland China since 1990. These da-
ta are widely used by researchers and institutions
studying Chinese-listed companies in mainland
China, Hong Kong, and some universities in the
United States. Social responsibility disclosure for
Chinese listed companies started in 2008, so the
data used in the analysis are for all A-share com-
panies from 2008 to 2019. Corporate governance
data are derived from corporate financial analysis
data in CSMAR, extracted and calculated directly
from corporate annual reports. Gender diversity
data are obtained by calculating the gender ratio
of all directors in a company.

By convention, in the study, some data have been
excluded that impact the study results. Among
the latter are the data of the first year of listing
because in the first year of listing, listed compa-
nies are cash-rich, and each aspect’s indicators
differ from the normal operation years. Excluded
are also the data of the financial industry, consid-
ering the statements of the financial industry are
different from the other non-financial companies.
Third, companies that received delisting warnings
and have been delisted are excluded from the erst-
while sample. Fourth excluded are the data before
2008 due to lack or scarcity of data in that period.
Making those mentioned-above adjustments to
the erstwhile sample, this paper ended up with a
balanced panel dataset containing 28,200 compa-
ny-year observations of 3,576 companies covering
the 2008-2019 period. The period covered in this
paper is predicated on two limitations that have
been considered. First, the lower threshold of the
period, 2008, is explained by the lack of data on
one of the components of the study, namely CSR.
Secondly, the higher threshold of the chosen peri-
od is rationalized by the significant distortion of
information as a result of the destructive impact
of COVID-19; the inclusion of the statistics of the
year 2020 would significantly blur the picture of
the real state of affairs. The sample was selected in
a 5-step process, shown in Table 1.
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Table 1. Sample selection process

Steps | Explanation ‘Observations
1 Cpengnaiang shergbanstotk 46888
2 Less: Data for the first year of listing (3938)
3 Less: The:f:i:riancial induégr:y companies::: (782)
4 Less: ST apq delisted companies (1'2.8'8)
Less: Data before 2008 (12680)
Finalsample T 28200

Note: ST denotes special treatment companies.

Table 2 shows the industry distribution of the
sample. The sample covers all industries except
the financial sector, with the largest number of
industries being manufacturing (17,916 company
years, or 63.53%), followed by IT (1,652 company
years, or 5.86%), and the third being retail (1,583
company years, or 5.61%). These three industries
together accounted for 75% of the data.

Table 2. Industry distribution of the sample

Industry ‘ Freq. | Percentage : Cum.
Agriculture, forestry, animal ‘ ‘ ‘
husbandry, and fishery 438 155 155
Mining industry 712 2.52 4.08
Manufacturing 17916 63.53 67.61
Electricity, hea_t, gas, and 986 35 7111
water production and supply ;

Construction industry

Wholesale and retail 5.61 79.37
Transpgrta‘non, storage, and 960 34 3777
postal industry ;

Accommodat‘lon and 110 039 8316
Catering Industry

Information transmission, .

software, and information {1652 5.86 89.02
technology service industry i

Real estate 1425 5.05 94.07
Leasing and business

: o351
services H

Scientific research and
technical service industry

Water conservancy,
environment, and public

o 303 1.07 {9717
facilities management ‘
industry
Resident services, repairs, 9729

and other services 34 0.12

Education 007 9736
Health and soial work o2 orss
A I T
Comprehensive 3 125 100
come B R
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2.2. Empirical model

This paper uses panel data for the analysis. Panel data
capture unobserved heterogeneity effects to a large
extent by observing changes in the dependent var-
iable over time and controlling for certain types of
omitted variable bias. After the Hausman test per-
formed, are obtained larger and more significant re-
sults (Chi-square test value = 175.485, p-value = 0.00),
so a fixed effects model is utilized in the paper. Thus,
the fixed-effects regression model estimates the in-
dependent variable’s effect on the dependent variable
while controlling for unobservable aspects that do
not change over time. The paper uses the explana-
tory variables afterwards, one at a time, to address
the potential endogeneity caused by reverse causality.

To measure the impact of social responsibility disclo-
sure, corporate governance, and their interaction on
financial performance, this study uses the following
two models for parameter estimation and robustness
testing. The empirical models are as follows:

Model 1
Tobin's 0., =a+CSRD, , + BoardSize,, +

where i represents the firm, ¢ is the year, § is a vec-
tor of coefficients, Z is a vector of control variables,
and u is a random error term.

In this study, three models are used. The first mod-
el estimates the effect of sustainability report dis-
closure and corporate governance on firm perfor-
mance. The second model examines the effect of
sustainability report disclosure, corporate govern-
ance, and the interaction between them on firm
performance. The third one introduces tests for ro-
bustness. In addition, since more than 67.5% (17,916
company-years) of the sample were manufacturing
companies, this study conducts separate regression
analyses for manufacturing and non-manufactur-
ing companies to verify the robustness of the results,
considering the possible differences between manu-
facturing and non-manufacturing companies. The
variables of the study are defined in Table 3.

2.2.1. Dependent variable

This study uses Tobin’s Q as a measure of a firm’s
financial performance, which is the firm’s market
value divided by the replacement costs of its assets.
This indicator is widely used in relevant studies to

+Topl, , + GenderDiversity, , + (1) measure a firm’s financial performance. Tobin’s Q
+Duality,, + BoardIndep,, +5Z, , +¢,,. is a prospective performance yardstick founded
on market value and resistant to accounting ma-
Model 2 nipulation. To avoid the effect of outliers on the
' . o o 0 :
Tobin'sQ,, =a+CSRD, , +CSRD,, - BoardSize, , + regression results, tailoring at the 1% and 99% per
’ ’ o centiles is performed.
+CSRD,, -Topl,,_, + CSRD, , - GenderDiversity, , +
+CSRD, - Duality, + CSRD, - BoardIndep,, + ) 2.2.2. Independent variables
+BoardSize,, + Topl,, + GenderDiversity, , +
+Duality,, + Boardlndep,, + 57, +&,,, The 1pdependent Va‘rlable in tl.n? 'study includes
’ ’ the disclosure of social responsibility reports. The
Table 3. Variables definition
Variable Mnemonics Type Measurement
TobinQ ~TobinQ  Dependent : Total market value/Total assets
~_CSrRD Independent : Sum of CSR disclosure items
_BoardSize Control ¢ Number board directors
Topﬂl The largest shareholder’s shareholding ratio

.Board gender diversity Gé:”derD‘,VeVSitV: . B R
.. Duality Independent -
Boardindep Control |
LnSize LEOntrol
ROE Control
...RoA al
Leverage Control
Industry Industry Control

Control

/Number of board of di
Natural log of total assets

ber of independent dire

tal assets

Industry code

594

http://dx.doi.org/10.21511/ppm.20(4).2022.44



social responsibility database in the CSMAR da-
tabase counts the disclosure of social responsibil-
ity reports issued by Chinese-listed companies. It
should be noted that CSRD is obtained by calcu-
lating the social responsibility disclosures in the
CSMAR database. The data on social responsibili-
ty disclosures in CSM AR are divided into 11 items.
If a company discloses an item, then the value of
this item is 1; otherwise, it is 0. The CSRD is ob-
tained by summing up all items for the formula
of CSRD: CSRD = GRI + ShareholdersProtection
+ CreditorProtection + StaftProtection +
DeliveryProtection + CustomerProtection +
EnvironmentProtection + PublicRelations +
SystemConstruction + WorkSafety + Deficiency.

The paper cumulates these essential items us-
ing the methodology used in previous studies
(Isaksson & Woodside, 2016). After calculation,
the final CSRD value is obtained, which rang-
es from 0 to 11. Although this method does not
measure weights for individual items, it is the
most feasible calculation method so far.

2.2.3. Board characteristics

The paper calculates the five items of corporate
governance used (board size, ownership concen-
tration, board gender diversity, CEO duality, and
board independence) according to the formulas
indicated in Table 3, while the raw data come from
the CSMAR database.

2.2.4. Control variables

To make the regression results more realistic, the
study controls for firm size, profitability, leverage,

Table 4. Descriptive statistics

Problems and Perspectives in Management, Volume 20, Issue 4, 2022

and industry; the specific calculation method is
given in Table 3. Given that the number of listed
companies varies greatly across industries, for ex-
ample, in the paper’s sample, manufacturing firms
account for 60% of the total; the industry codes
are utilized as control variables in the study.

3. RESULTS

Table 4 shows the results of descriptive statistics.
It can be seen that the mean value of Tobin’s
Q for listed companies is 2.032, the mean val-
ue is 1.602, the minimum value is 0.878, and
the maximum value is 8.6. The mean value of
Tobin’s Q is significantly larger than the medi-
an, and the difference between the minimum
and maximum values is large, close to 10 times.
This indicates that, in general, the distribution
of Tobin’s Q is skewed to the left, with large val-
ues for individual companies. In addition, the
median value of CSRD is 0, indicating that the
mean value is only 1.919, indicating that most
Chinese listed companies do not have high CSR
scores and should be at a low level overall. The
values and distributions of other variables are
within the normal range.

Table 5 presents the results of the Pearson corre-
lation test, and it can be seen that the largest val-
ue occurs between Leverage and LnSize (0.465).
In contrast, the smallest value occurs between
LnSize and TobinQ (-0.430), and the sign of these
relationships is as expected.

Table 6 presents the results of models 1 and 2 and
the robustness tests.

Variable Obs

Max Median SD

TobinQ 27564
..28200

ROE
Leverage

Industry

LAR000

8800 . L3802 30
L0000
9.000

32.974

20.000
89.986
0667
000
571,
636
e iy
e
Lo
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Table 5. Pearson correlation test

Variable TobinQ CSRD BoardSize Topl %GenderDiversity% Duality Boardlndep% LnSize ROE Leverage @ Industry
TobinQ 1
CshD _0101*** """"""""""" 1 ......................................................................
BoardSize _0145*** ........... 0152*** .................. 1 ........................................
Topl —0136* ** .......... 0090*** ............ OO 46*** .... e
Gendervhersty  oup | omo ower  oos A e S B R
USRS OV SRS BV S R e e R
oot oo oare oo ooewt et 1
omo oas a0z owwe omre oot 1
ool ooset  oomr | omsw  oowe oo | oo omse 1
Leverage —0263*** 0131*** ............ 0164*** ..... 0.071%** ””_”(')‘:‘127*** —0.146%** —-0.013** 0.465%** —0.179%** .
Industry 0.004 0.011* 0.012** —-0.003 0113*** —0.037%** 0.020%** 0.062%** 0.022%** 0.082%** 1
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Table 6. Regression results

(1) (2 (3)
Variable
Model 1: Model 2 Robustness
Test
CSRD
CSRDxBoardSize
CSRDxTopl
CSRDxGenderDiversity
,,,,,,,, . 0013** ;
CSRDxDuaIlty e
,,,,,,,, L4212
O 006
CSRDxBoardIndep -
,,,,,,,, 018 - (014
) —o 064***5 —o 075*** : —0 078***
BoardSize B
"""" ( 844) ( 893) ( 929) )
L0.016%** —0.017%** —0 018***
"""" (-16.51) © (-16.59) ( 17. 63) N
o 641***5 o 630*** : 0 625***
GenderDiversity : B
,,,,,,,, (614) | (657 . (54
. 0. 047**E —o 068*** : —o 069***
,,,,,,,, 296
0.186
BoardIndep e
LnSize
ROE
ROA -
,,,,,,,, osTT)
£0.267%%* 0.264%** | O 458***
,,,,,,,, 430 @2s) - (730)
i=0.008**: —0.008** : —0.009**
,,,,,,,, (212) (212  (236)
E12 011*** 12 169*** §12.313%%%
cons ettt
S (4478) (4398 (4476)
N 27424 27422 27483

Regression result (1) is the result of the regression
analysis of model (1) with all direct effects of the
basic model. CSRD and Tobin’s Q are significantly
positively correlated (0.014, p < 0.01). Meanwhile,
among the independent variables GenderDiversity
(0.642, p < 0.01) and Tobin’s Q are positively cor-
related. BoardSize (-0.067, p < 0.01), Topl (-0.016,
p < 0.01), Duality (-0.047, p < 0.05) are all signifi-
cantly and negatively correlated with BoardIndep.
On the other hand, it is not significantly correlated
with Tobin’s Q.

Regression result (2) is the result of regression
analysis of model (2), where five interaction

http://dx.doi.org/10.21511/ppm.20(4).2022.44
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terms of CSRD and corporate governance are
added. The interaction term CSRDxBoardSize
(0.005, p < 0.01) indicates that board size posi-
tively moderates the relationship between CSRD
and FP. The interaction term CSRDxTopl (0.000,
p < 0.01) indicates that equity concentration has
a positive moderating effect on the relationship
between CSRD and FP. However, it is essential to
note that this coeflicient is small. The interaction
term CSRDxGenderDiversity (0.007, p > 0.1) in-
dicates that board gender diversity has a limited
effect on the relationship between CSRD and FP
and does not reach significance. The interaction
term CSRDxDuality (0.013, p < 0.01) indicates
that CEO duality has a positive moderating effect
on the relationship between CSRD and FP. The in-
teraction term CSRDxBoardIndep (0.007, p > 0.1)
indicates that independent directors have a limit-
ed effect on the relationship between CSRD and
FP, which does not reach a significant level.

Regression result (3) is a robustness test. The study
uses ROA instead of ROE here, and although the
coeflicient of ROA exceeds three times that of ROE,
the sign of each variable does not change, and the
significance level remains consistent as well. Table
7 shows in easy-to-digest form the overall results
of this paper.

Table 7. Effects of corporate governance
attribute on CSRD and FP interaction

Type of effect

Hypothesized relationships . non-
moderating ' .
: moderating

The board size effect on CSRD

+
and FP interaction

Eqwty concentranon eﬁect on
CSRD ar and FP interaction o
The board gender dlver5|ty

effect on CSRD and FP
_interaction

CEO duality ef‘fect on CSRD and
“FP |nteract‘|on B

Independentdlrectors ef‘fect
on CSRD and FP interaction

Thus, most hypotheses indicate that the moderated
effect of corporate governance attributes on CSRD
and FP interaction is prevailing. Hypotheses relat-
ed to leadership in a company (equity concentra-
tion and CEO Duality) clearly indicate a moder-
ating effect, from which it might be inferred that
leaders see a positive effect in corporate social re-
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sponsibility and its impact on companies’ finan- - previously). Moreover, having searched through

cial results. Instead, contrary to expectations and
in contrast to many studies in the institutional en-
vironment of Western countries, board gender di-
versity and board independence have no effect in
the Chinese institutional setting.

4. DISCUSSION

Having turned into a mandatory element of cor-
porate activity, CSR attracted more and more
attention, which led to an increasing number of
questions related to the new elements and goals of
corporate activity (CSR) and old ones (financial
performance). This paper approaches this ques-
tion by examining the effect of the alignment of
corporate governance elements with a company’s
CSR strategy on the company’s financial perfor-
mance. In this way, this study examines the mod-
erating effect (if any) of corporate governance on
the impact of CSR on financial performance when
there is a befitting link or “fit” between CSR and
corporate governance.

The study finds that CSR interaction with board
size positively affects a firm’s financial perfor-
mance, which is on par with previous studies in
other institutional settings (Pekovic & Vogt, 2021).
Concerning board independence and its interac-
tion with CSR the study delivers similar to previ-
ous studies’ results (no association). However, this
paper comes to opposite conclusions about moder-
ating effect of ownership concentration (positively
in the study, negatively — previously) and board
gender diversity (negatively in the study, positively

and through this study did not find any preced-
ing study investigating how CSR, interacting
with CEO duality, impact a firm’s financial per-
formance. Hence, this paper’s findings that CSR,
interacting with CEO duality, positively impacts
a firm’s financial performance are incomparable.

This study provides some significant implications
for companies and regulators alike. First, direc-
tors should be alert and aware that the design,
construction and composition of the corporate
governance policy affects not only the amount of
dividends earned by shareholders but also the in-
terests of other stakeholders. Therefore, during the
construction of the board of directors, it is neces-
sary to consider and analyze numerous character-
istics of the board of directors, paying attention to
the fact that modern corporate governance serves
not only the interests of shareholders but also
stakeholders (Zaman et al., 2022).

Second, companies should seek to increase the
size of their board of directors only if they intend-
ed to fulfill and conduct CSR activities effective-
ly in terms of future financial returns from such
activities.

Thirdly, this study and its results, which confirm
the link between the quality of corporate gover-
nance and its moderating effect through CSR on
financial performance, lead to some recommenda-
tions. Following Chan et al. (2014, p. 59), instead of
mandating specific disclosures, regulators might
be better served to focus on corporate governance
quality to increase CSR disclosures.

CONCLUSION

This paper investigates the befitting link between corporate social responsibility and corporate governance

and how it can improve a firm’s financial performance in Chinese intuitional settings. Moreover, it answers

the research question of whether corporate governance moderates the effect of corporate social responsibility
on a firm’s financial performance. Using a sample of 28,200 company-year observations of 3,576 Chinese list-
ed companies covering 2008-2019, the study finds that corporate social responsibility, interacting with board

size, equity concentration, and CEO duality, positively impacts a firm’s financial performance. However, the

paper fails to support the suggestion that board gender diversity and board independence in Chinese institu-
tional settings moderate the corporate social responsibility-financial performance nexus.

This study makes several significant contributions to corporate social responsibility research. First, the
study responds to calls for investigating the moderating effect of corporate governance on the relation-

598

http://dx.doi.org/10.21511/ppm.20(4).2022.44



Problems and Perspectives in Management, Volume 20, Issue 4, 2022

ship between corporate social responsibility and financial performance, especially in under-researched
jurisdictions. In contrast to most previous studies that investigated the binary impact of corporate so-
cial responsibility on financial performance, this study identifies elements and components of corpo-
rate governance (internal governance) that moderate this relationship. This paper contributes to further
improving the understanding of the unresolved relationship and impact of corporate social responsi-
bility on financial performance by suggesting that corporate governance can influence and affect this
relationship. Second, by examining five different components (elements) of corporate governance, this
study takes a significant step forward in understanding exactly which forms and elements of corporate
governance best suit corporate social responsibility to enhance financial performance in China’s insti-
tutional environment, which in many ways differs from the western world. Thus, this paper emphasizes
the necessity of achieving a level of compatibility between the corporate social responsibility strategy
and the internal governance structure of the company in order for the former to produce a positive ef-
fect on the firm’s financial performance.
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