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Abstract:

In this paper we examined the relationship between CSR and Corporate Sustainability of Chinese
companies listed on the Shenzhen Stock Exchange. This is necessitated by the high demand and
increase in CSR activities and disclosures around the globe. Using a sample of 317 companies, we
drew insights from the Triple Bottom Line (TBL) and stakeholder theory to investigate the
relationship between CSR and Corporate Sustainability. Data was analysed using structural
equation modelling (SEM). A major contribution of this paper is the construction of a
comprehensive CSR information disclosure index capable of guiding researchers and managers in
measuring their CSR activities and reporting. The study’s findings revealed that most Chinese
companies stayed at the intermediate level of CSR information disclosure. Although CSR
disclosure in economic and social dimension has a significant positive effect on corporate

sustainability, our result shows a negative relationship with CSR in environmental dimension.
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1. Introduction

In this paper, we examine the effect of CSR disclosure (CSRD) on corporate sustainability (CS)
amongst companies listed on the Shenzhen Stock Exchange. The rapid development of the Chinese
economy over the last three decades brought with it social and environmental problems, which
necessitated the strengthening of legislation by the Chinese government to encourage CSRD
(Yekini et al., 2018). Therefore, faced with increasing regulatory and social pressure, Chinese
companies, like their counterparts elsewhere in the Asia Pacific region, have embarked on CSRD
to remain competitive in the global market. Hence, over the last two years, the Asia Pacific has
witnessed a significant increase in CSR reporting (KPMG, 2013). As an important member of this
region, China has a stronger motivation to encourage companies to disclose CSR information
(Mullich, 2011). However, while government regulations set the guidelines for companies, the
quality of CSRD still relies on individual companies, whose business decisions often centre on
improving corporate performance (Yekini et al., 2015). It is expected, therefore, that decision
makers will be interested in improving the quality of CSRD only if it will result in improved
corporate performance and sustainability. The focus of our study, therefore, is to explore the effect
of CSRD on CS. It is hoped that the findings from this study will provide insights into the
CSRD/CS relationship while also providing practical suggestions to Chinese companies on aspects
of CSRD requiring more attention. Besides, previous studies on the subject have yet to reach a
consensus on the CSRD/CS relationship (Beurden and Gdéssling, 2008).

Our study employs the use of structural equation modelling (SEM) and Analysis of Moment
Structures (AMOS) in providing insights into CSRD and CS amongst the sampled firms. This is a
departure from the wealth of literature (e.g. Gautam et al., 2017; Verbeeten et al., 2016; Yao et al.,
2011; Adams et al., 1998; Ahmed and Courtis, 1999) within this space. Further, we drew insights
from the Triple Bottom Line (TBL) and stakeholder theory, while we also constructed a CSRD
index. Overall, the study shows a general trend of a positive CSRD/CS relationship. However,
while positive relationships are observed between CS and CSRD in the economic and social
dimensions of CSR, an inverse relationship is observed between CS and CSRD in the

environmental dimension.



In the next section, we present the literature review on prior studies, while also highlighting the
theoretical underpinnings and the hypotheses to be tested. Section three presents the methodology
and the construction of the CSR disclosure index as well as the methods adopted for analysing the
data. Section four presents the empirical results while section five concludes on the findings.

2. Literature Review, Theory and Hypotheses
2.1. Corporate Sustainability (CS) and CSR

There is a limited consensus in the extant literature on the relationship between CSR and Corporate
Performance (CP) (Margolis and Walsh, 2003). For example, Frost and Wilmshurst (2000) found
that the most profitable companies have high levels of CSRD. Similarly, Ruf et al. (2001) found a
positive relationship between CSR and sales growth. However, Beurden and Gdssling (2008)
reviewed studies on the relationship between CSRD and CP from 1991 to 2007 and found twenty-
three studies in support of a positive CSRD/CP relationship, while the rest of the studies showed
either inverse or insignificant relationships. Brammer and Millington (2005) suggested no real link
between CP and CSRD. They found that companies with both unusually high and low CSR
performance had better financial performance than other companies. On the other hand, a more
recent study by Uadiale and Fagbemi (2012) on the Nigerian stock exchange showed a positive
relationship between CSRD and profitability. Nevertheless, some scholars insist that there is a
negative relationship between these two variables (Gras-Gil et al., 2016; Jawahar and McLaughlin,
2001). However, none of these studies have examined the relationships between CSR and

Corporate Sustainability (CS).

In recent years, sustainability has been widely viewed as the goal of organisations. Studies such as
Slaper and Hall (2011); Jackson et al. (2011); Loew et al. (2004) and VVan Marrewijk (2003) have
shown that there is overlap between CSR and sustainability. However, the best way to measure the
level of an organisation’s sustainability remains problematic. Elkington (1998) attempted a
solution when he coined the phrase “Triple Bottom Line” (TBL). The TBL goes beyond the
accountability for profits and shareholder value maximisation to include, accountability for nature
and society. Consequently, Savitz (2013) asserts that poor TBL would result in negative effects on
the survival and sustainability of a firm. Menz (2010) argue that firms’ response to environmental

and social issues under the pressure of government regulation may not result in corporate
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sustainability, because social and environmental problems inhibit firms’ sustainable developments
(Jackson et al., 2011; Norman and MacDonald, 2004). For example, strikes caused by a conflict
between employees and managers exert a negative influence on the normal operation of a firm.
Resource shortages resulting from environmental degradation make it difficult for a firm to obtain
raw materials. In addition, focusing on short-term financial objectives is not helpful for achieving
long-term economic sustainability (Slaper and Hall, 2011). The TBL, therefore, provides a
framework to evaluate the corporate sustainability of organisations in a broader context (Slaper
and Hall, 2011). In this paper, we employ the TBL framework as a measure of corporate
sustainability. We examine the relationship between CSR performance and the three dimensions
of TBL performance: economic, environmental, and social. Since CSR activities can be identified
based on the TBL, this helps us to design a CSRD index system (See Table 3). In addition, insights
from the stakeholder theory (discussed below) help to clarify the stakeholder groups benefiting
from the CSR activities and thus helps in refining the index. This is discussed further in Section
3.2.

2.2. Stakeholder Theory and CSR

Stakeholder theory provides a unique insight into the requirements for an enabling sustainable
business environment. It suggests that the operating environment is shaped by the demands of
stakeholders. The proponents of stakeholder theory, Freeman (1984); Mitchell et al. (1997) and
Clarkson (1995), argue that to achieve sustainability, managers should take into consideration
those stakeholders, either external or internal to the firm, who can affect or are affected by the
firms’ operations. Mitchell et al. (1997), however, pointed out that managers often pay uneven
attention to different stakeholders, since some stakeholders do not have legal or regulatory
relationships with the company. In general, however, stakeholder theory breaks through the
traditional shareholder primacy theory to further refine the TBL into specific stakeholder groups.
It clarifies the responsibility range within which a firm should conduct CSR management
(Bhattacharyya, 2010). In addition, stakeholder theory lays a foundation for the study of CSRD.
Yekini et al. (2017) argue that CSRD based on stakeholders’ perspectives can improve
communication between companies and stakeholders. It helps to achieve real and effective
information disclosure (Yekini and Jallow, 2012; Yekini, 2012). For stakeholders, they can
perceive their important roles in a company’s strategy and management (Yekini et al., 2015).



2.3.Research Hypotheses

To achieve the aim of this paper, which is to examine the CSRD/CS nexus, we followed insights
from the TBL principles and divided CSRD into economic, environmental, and social dimensions

as discussed below.

CSRD in the Economic Dimension: Neumayer (2000, p.2) asserts that “economic growth is for
the good of most stakeholders in society” because this means more profit, more jobs, higher wages
for the workforce and higher tax revenue for the government. We argue that economic performance
forms the basis and guarantees environmental and social responsibility since CS is the key
objective of an organisation in the long run. This is because sustainable social and environmental
performance requires adequate economic resources. Failure in the economic dimension will have
a negative influence on CSR activities in the environmental and social dimensions. Consequently,
we argue that the economic dimension is the starting point of sustainable CSR activities. From the
literature review, the economic dimension can be divided into financial performance and market
performance. The following discussion focuses on the relationship between CSRD and these two

aspects.

Following insights from stakeholder theory, we argue that CSRD in financial performance should
include information on shareholders, creditors, suppliers and customers, because, these
stakeholder groups can affect the operating results of a company (Yekini et al., 2015; Laiho, 2011).
For example, Laiho (2011) argued that a conflict of interests between shareholders and creditors
could adversely affect financial performance. Therefore, for corporate sustainability, it is important
that firms safeguard the interests of these two sets of stakeholders. CSRD serves as an effective
communication tool in which actions taken by the firm to safeguard such stakeholder interest is
well defined. This is expected to increase their confidence in the firm and in turn, results in
increased investments and consequently financial performance. Similarly, Li et al. (2006) assert
that good supply chain management can bring competitive advantage to a firm. As specific actions
to improve supplier management are identified in CSRD, it encourages suppliers to strengthen
collaboration with the firm (Wagner and Johnson, 2004). They are likely to allow firms to purchase
on credit. They are also encouraged to get involved in companies craft process re-engineering,
which makes the supplied products more suitable for companies. These may result in increased



working capital, turnover and reduction in production cost, hence improving financial
performance. Improved financial performance may also result in improved product and service
quality. Chi and Gursoy (2009) found that there is a positive relationship between financial
performance and customer satisfaction. Pivato et al. (2008) pointed out that good CSR
performance attracts consumer trust and that in turn can affect consumers’ subsequent actions such
as purchasing more products from the firm. Their research further suggested that CSR activities
can improve financial performance. Since CSRD reflects CSR activities, high-level CSRD
indirectly improves financial performance. Customers get to know the actions taken by companies
to protect their own benefits through CSRD. Hence, they are happy to continue with their

patronage of firms’ products and services.

CSRD on market performance includes information on shareholder value. Hillman et al. (2001)
assert that shareholder value has a direct relationship with the market return. Similarly, Bird et al.
(2007) find that market performance is influenced by CSR activities. The fulfilment of
responsibilities to shareholders can lead them to have confidence in the capital returns so that a
firm can attract more investors, thus improving market performance. In addition, although
creditors, suppliers and customers cannot directly affect market return, they have a great influence
on business operations. Taking responsibility for these stakeholders through CSR activities helps
achieve corporate sustainability (Van Marrewijk, 2003). It is also consistent with the interests of
investors because they value the future cash flow. CSR activities targeting these three stakeholders
also help attract more investment and improve market performance. In general, CSRD in the

economic dimension can positively influence market performance.

Based on the discussion above, market performance and financial performance can be enhanced
through CSRD in the economic dimension. Thus, CS can be improved by disclosing CSR
information about stakeholders who have economic relationships with the company. We, therefore,

put forward the following hypotheses:

H1la: There is a positive relationship between the economic dimension of CSRD and
environmental dimension.

H1b: There is a positive relationship between the economic dimension of CSRD and social
dimension.



H1lc: There is a positive relationship between the economic dimension of CSRD and market
performance.

H1d: There is a positive relationship between the economic dimension of CSRD and financial
performance.

CSRD in the Environmental Dimension: There has been a heated discussion over the years on
the relationship between CSR in the environmental dimension and CS. Aggarwal (2013) notes that
failure in environmental responsibility will likely have a negative effect on a firm’s reputation
which may increase regulation costs. This will, in turn, reduce the firm’s competitiveness and affect
its stock market value. Cormier and Magnan (2007) argue that investors view environmentally
responsible companies as attractive and less risky investments with good prospects. Nakao et al.
(2007a) found that firms with good environmental performance have higher Tobin’s Q, hence,
good CSR management in the environmental dimension has positive effects on a firm’s market
performance. Other scholars suggest that good environmental performance has a positive influence
on financial performance (Freedman and Patten, 2004; Griffin and Sun, 2012). For example,
Murphy (2002) and Nakao et al. (2007b) investigated the relationship between CSR in the
environmental dimension and financial performance and found a positive relationship between the
two variables. King et al. (2002) argue that when firms engage in and disclose environmental
protection activities, they send positive signals that create a good corporate image, improves
product sales, and in turn improves the financial performance of the firm. Thus, suggesting that
environmental dimension of CSRD enhances market and financial performance. Hence, this study

puts forward the following hypotheses:

H2a: There is a positive relationship between the environmental dimension of CSRD and market
performance.

H2b: There is a positive relationship between the environmental dimension of CSRD and
financial performance.

CSRD in the Social Dimension: In the CSRD index in Table 3, CSR information on the social
dimension includes government, employee management, and social welfare as these are the
sources of social pressures on corporations. Baron (2010) notes that constant social pressure will

have a negative effect on CS and that a firm which is able to deal with social pressure will have



long-lasting CS. Achieving corporate sustainability involves compliance with capital market rules
and other government regulations since non-compliance may result in being delisted from the
capital market. Hence, compliance with market regulations forms the basis for achieving market
performance. In addition, Holmes (2010) found that government policies can affect corporate
market performance. He argues that policies are precursors to changes in the marketplace and
investors need to track and monitor those policies. Those firms actively following government
policy may have more competitiveness in the market. Moreover, socially responsible investments
have been a growing trend in recent years. More and more investors favour companies taking
responsibility for society (Yekini et al., 2017). Hence, these kinds of companies have more
attractiveness in the capital market, leading to the improvement of market performance. Similarly,
from the aspect of financial performance, CSR activities in the social dimension have a positive
influence on the operating results of a firm. In addition, Pivato et al. (2008) suggest that CSR
activities targeting employees can enhance their loyalty and satisfaction, which helps improve their
working efficiency. Moreover, Mandhachitara and Poolthong (2011) find that CSR activities such
as conducting social welfare programmes can improve a firm’s social reputation and customer
loyalty. In this way, a firm not only reduces the cost of dealing with social pressure but also obtains
a stable market share. These benefits promote the competitiveness of a firm which ultimately
results in improved financial performance. From the above discussion, CS can be achieved through
CSR management of social actors. Market performance and financial performance can be
enhanced through CSRD in the social dimension. We therefore propose the following hypotheses:

H3a: There is a positive relationship between the social dimension of CSRD and market
performance.

H3b: There is a positive relationship between the social dimension of CSRD and financial
performance.

Table 1 summarises the hypotheses to be tested while also indicating the expected relationship

between CSRD and each dimension of CS, while the model in Figure 1 further illustrates these

relationships.



Table 1: Summary of Proposed Hypotheses

Hypotheses Expected relationship
Hla The economic dimension of CSRD and environmental dimension Positive
H1b | The economic dimension of CSRD and social dimension Positive
Hilc The economic dimension of CSRD and market performance Positive
H1d The economic dimension of CSRD and financial performance Positive
H2a The environmental dimension and market performance Positive
H2b The environmental dimension and financial performance Positive
H3a The social dimension and market performance Positive
H3b | The social dimension and financial performance Positive

Figure 1 Summary of Proposed Hypotheses

Economic
Dimension

Environmental
Dimension

Market

Social
Dimension

3. Methods
3.1.Sample and data

Performance

Financial
Performance

We examined all Chinese companies listed on the main board market of the Shenzhen Stock

Exchange up until 31 December 2013. Data were obtained from published reports. To improve
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comparability and rationality, some listed companies were eliminated. Firstly, financial firms as
they have special industry disclosure standards in China. In addition, their total assets hold a large
percentage of the whole market, which may have an influence on the research results. Secondly,
since 1998 Shenzhen Stock Exchange has conducted “Special Treatment” (ST) on listed
companies that have abnormal financial positions to inform investors of the investment risk
(Qiang, 2003). The stocks of these companies are called ST stocks. Since the abnormal value may
have adverse effects on statistical results, these ST stocks were deleted from the sample. Thirdly,
we eliminated accounting firms and companies with qualified audit opinions to improve the
reliability of research results. Based on the above criteria, the final sample consisted of 317 listed

companies.

The data on CS were extracted from the “Wind Info” Database. This database was established by
Wind Information Co. Ltd (Wind Info), a leading integrated service provider of financial data,
information, and software. Wind Info serves more than 90% of the firms in the Chinese market
(Wind Info, 2015). The CSR information were hand collected from audited published annual
reports of the 317 listed companies. Specifically, the reports were collected from the official
information disclosure website approved by the China Securities Regulatory Commission (CSRC).
The CSR information was obtained using keyword search based on the indicators in the established
CSRD index system. If a term was not discovered by the search engine, we examined the whole
report in order to guarantee the comprehensiveness and accuracy of the data. The process is

described further in the next sub-section.

3.2.Measurement of CSRD

Consistent with previous studies on CSRD (Richardson and Welker, 2001; Haniffa and Cooke,
2005; Gjglberg, 2009; Yekini et al., 2015), we adopt the index method of measurement as this is
considered as a relatively accurate measurement approach for CSRD (Turker, 2009). This approach
breaks CSR information into several levels. The higher level contains several subcategories, which
form the segmenting indexes. These segmenting indexes are scored based on the actual situation
of disclosed CSR information. The scores are then gathered to obtain the total score of a firms’

CSRD. This approach, aside from being practical, also overcomes the problem of ambiguous



categories in content analysis. Similar indices include the MSCI KLD 400 Social Index and the
Dow Jones Sustainability Indexes (DJSI) (RobecoSAM, 2015).

In this study, we followed the principles of TBL as adopted by the famous KLD and DSJI in the
construction of our CSRD index for Chinese companies listed on the Shenzhen stock exchange.
The CSR information was divided into economic, environmental, and social dimensions. However,
because the first-class indicators cannot be observed directly, they are reflected by the incorporated
second-class indicators. We obtained the second-class indicator scores by summing up the scores
for the third-class indicators. We categorized the information on the third-class indicators into
“disclosed” or “non-disclosed”. A score of 1 is given where a piece of information is disclosed and
0 otherwise. Therefore, the total CSRD score ranges from 0 to 30. This follows the idea of equal
weighting as argued by the TBL. The argument is that the economy, society, and environment are
interrelated and that the three elements are the pillars of corporate sustainability (Savitz, 2013
Furthermore, Jackson et al. (2011) argue that focus on one dimension only will adversely affect
corporate sustainability. For example, if a heavily polluting company focuses only on the economic
dimension, workplace safety and the natural environment are likely to be ignored. The
consequence could be a breakout of occupational disease and deterioration of living standards in
the environment where the firm operates. This could, in turn, increase hospitalization costs, which
may be shifted to the society and government. Moreover, the firm may be punished by regulators,
which may negatively affect its economic performance.

3.3.Measurement of Corporate Performance (CP)

There is a plethora of studies on corporate performance measurement and yet no consensus on the
best measure of CP (Tsoutsoura, 2004). However, based on the data source of the previous studies,
the measurement of CP can be subsumed into two categories: market performance and financial
performance (Schneider et al., 2003). Market performance refers to the capital market data
reflecting the return to shareholders. Financial performance refers mainly to financial statement
data, which reflect the operating results of a company. Regularly used market performance
measurements include Tobin’s Q, price to book ratio (P/B) and price to cash flow ratio (PCF).
Financial performance indicators regularly used in the literature include return on assets (ROA)
and return on equity (ROE). Most previous studies have focused on either of the two to measure
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corporate performance. However, to provide a full picture of a firm’s operating results, this study
employs Tobin’s Q, P/B ratio and PCF as indicators to measure market performance. ROA, ROE

and operating profit growth rate (OPGR) were selected as the financial performance indicators.

4. Data Analysis and Results

4.1.Descriptive Statistics of CSRD

Prior studies have used either “high level” or “low level” to describe their results on CSRD (Jamil
et al., 2003; Nazli, 2007; Stanny and Ely, 2008). In order to more intuitively reflect the level of
CSRD in China, we divided the listed companies into three categories: advanced, intermediate,
and elementary levels, based on their CSRD situation (see Table 2). Companies in the advanced
category have a strong sense of CSR and awareness of information disclosure. They have
established a comprehensive CSR management system. Their CSRD is relatively full, fair and they
are seen as activists of CSRD in China. On the other hand, the intermediate companies have a
certain level of CSR awareness. Although their CSRD is not comprehensive, they are expanding
the range within which they are able to conduct CSR management. Companies in this group have
much room to improve their CSRD and can be regarded as pursuers of CSRD in China. Lastly, the
elementary companies have weak consciousness of CSR. They lack CSRD and if there is any form
of disclosure, it is partial and scattered. This category of companies can be viewed as beginners of
CSRD in China.

From Table 2, we observe that the largest group consist of companies with intermediate level of
CSRD. They make up 64% of the sample with 204 companies. Next is the elementary level making
up 26% of the sample with 81 companies. The advanced group occupy 10% of the total sample,

with 32 companies scoring at least 20.
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Table 2 CSRD Categories

Categories Score Range (0-30) | Number of companies Proportion
Advanced Level At least 20 32 10%
Intermediate Between 10 and 19 204 64%
Level
Elementary Level 9 or below 81 26%

Table 3 shows the detailed statistics of CSRD. We observe from the table that most of the sampled
companies pay attention to the stakeholder dimension. We find that 89% disclose dividend
payment while 85% report on corporate growth and corporate risk control. With respect to
creditors, 89% of Chinese companies focus on repayment on schedule. What is particularly striking
is that 100% of the sampled companies disclosed information about complying with regulations
and tax payment by law. This could be because of the dire consequences for flouting the laws and
not paying taxes in China. Similarly, 97% (306 firms) disclose information about workplace safety
and welfare guarantees. We find that Chinese companies have worse performance in the
environmental dimension. The proportion of each third-class indicator in this dimension is below
35%. This finding is consistent with the research done by Meng et al. (2013) as they also found
that the level of environmental information disclosure is low in China. This means that Chinese
companies need to strengthen their environmental management practices. Within the social
dimension, in the aspect of social welfare, about 70% of firms report charitable donations, and
there are a small number of companies disclosing information about social welfare programmes

and providing employment security.
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Table 3 CSRD Index

1%t class 2" class indicators 3 class indicators Samples Proportion
indicators
Economic Responsibility for Dividend payment 283 89.27%
dimension Shareholders (SHR) | Corporate growth 271 85.49%
Corporate risk control 269 84.86%
Responsibility for Repayment on schedule 281 88.64%
Creditors (CRR) Use money by contract 58 18.30%
Responsibility for Stable cooperative relationship 101 31.86%
Suppliers (SUS) Financial support 47 14.83%
Against unfair competition 51 16.09%
Responsibility for Product safety and quality 176 55.52%
Customers (CUR) After-sale service 104 32.81%
Customer satisfaction 56 17.67%
Suitable credit policy 41 12.93%
Environmental | Energy Saving (ENS) | Use renewable resources 20 6.31%
dimension Recycling economy policy 53 16.72%
Green office 103 32.49%
Pollution Control Pollution and emission reduction 87 27.44%
(POC) Use equipment for pollution control 49 15.46%
Environmental Environmental protection training 71 22.40%
Management (ENM) | Environmental protection programmes | 75 23.66%
Develop green products and 107
technology 3.1%
Social Responsibility for Comply with regulations 317 100.00%
dimension Government (GOV) Cooperate with government to do 26 8.20%
social good
Tax payment by law 317 100.00%
Employee Workplace safety and welfare 306
Management (EMM) | guarantee 96.53%
Employee training 211 66.56%
Equity of employment and promotion 53 16.72%
Fair performance appraisal 134 42.27%
Social Welfare Charitable donations 223 70.35%
(SOW) Provide employment security 69 21.77%
Social welfare programmes 57 17.98%
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Table 4: Dimension Scores of CSRD

Dimension Score Minimu | Maximum | Average | Standard Deviation
Range m

Economic 0-12 1 10 5.16 1.46

Environmental 0-8 0 8 1.73 1.78

Social 0-10 2 9 5.41 1.50

From Table 4, the social and economic dimensions have the highest average disclosure scores,
with 5.41 and 5.16 respectively. The environmental dimension disclosure score is only 1.73, which
is the lowest average score among the three dimensions. There is, therefore, a big gap between
environmental disclosure and the other two disclosure dimensions. This shows that Chinese listed
companies have good performance in taking responsibility in terms of economic and social
dimensions. In contrast, their performance in terms of the environmental dimension of CSR is
poor. The reason for the high score in the economic dimension is easy to ascertain; CSR in the
economic dimension is seen as the most fundamental responsibility of a firm. Without corporate
growth, a firm finds it hard to survive in the fiercely competitive market. Also, shareholders see
dividend payment as a sign of growth. The good performance in the social dimension may be
associated with Chinese government reforms. Kanbur and Zhang (2005) find that in recent years,
China has conducted a series of urban and rural reforms to improve social welfare and protect
employee interests. Corporations are therefore required to follow government policies to take
responsibility for society. The low disclosure score in the environmental dimension is also not
surprising. This can be attributed to the lack of proper environmental regulations and enforcement
agents (Liu and Anbumozhi, 2009; Yekini et al., 2018). Many Chinese companies lack awareness
of environmental responsibility, which leads to inadequate information disclosure in the
environmental dimension. Babiak and Trendafilova (2011), however, note that there is increasing
concern among the public about environmental protection, but that firms may not be able to meet

such demands in the short term, hence the poor performance in the environmental dimension.
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4.2.Individual Dimension Disclosure Analysis

4.2.1. Economic Disclosure

From Table 5, Chinese listed companies have very good disclosure performance in terms of taking
responsibility for shareholders. Disclosures to shareholders have an average score of 2.5, which is
far higher than the scores of the other second-class indicators. The indicators of taking
responsibility for creditors and customers show similar average scores: both are more than 1 and
less than 2. However, performance in taking responsibility for suppliers (0.96) is poor when

compared to the other indicators.

Table 5 Economic Dimension Scores of CSRD

2" class Score Minimu | Maximu | Average Standard
indicators Range m m Deviation
SHR 0-3 1 3 2.5 0.74
CRR 0-2 0 2 1.17 0.50
SUS 0-3 0 3 0.96 0.68
CUR 0-4 0 3 1.24 0.92

From Table 5 disclosure scores for shareholders, creditors, and customers contribute to the high
score of CSRD in the economic dimension. Sawayda (2013) pointed out that as the owners of the
firm, shareholders are the most powerful stakeholder. Therefore, the responsibility to shareholders
is the fundamental corporate responsibility in the economic dimension. Firms recognise the
importance of safeguarding shareholders’ interests and conduct good management of shareholders;
hence resulting in good CSRD about shareholders. Similarly, responsibility to creditors is of
paramount importance. Failure to fulfil this responsibility may result in capital chain rupture
(Zhang and Gu, 2012). Since creditors have a stake in the business operation, a firm needs to treat
them with caution. This produces the relatively good CSRD about creditors. As for responsibility
for customers, a firm has to deal with it positively because product quality supervision has become
increasingly strict in China (De-zhong et al., 2006). In addition, with the rise of customer power,
firms face more and more pressure on product safety and quality (Peppard, 2000). If a firm does

not care about customers’ demands, then CS will be at risk. CSRD is one of the ways to improve
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customer satisfaction and obtain their trust. The low disclosure score (0.96) for suppliers may be
associated with the disclosure standards in annual reports. CSRC does not particularly require
Chinese listed companies to disclose detailed information about their suppliers. Firms only need
to disclose the top five suppliers and related transactions. Since Chinese firms lack awareness of

the importance of suppliers, they do not voluntarily disclose the CSR information on suppliers.

4.2.2. Environmental Dimension Analysis

Table 6 Environmental Dimension Score of CSRD

2" class Score Minimu | Maximu | Average Standard
indicators Range m m Deviation
ENS 0-3 0 3 0.53 0.73
POC 0-2 0 2 0.37 0.66
ENM 0-3 0 3 0.69 0.85

From Table 6, each indicator of environmental disclosure dimensions has an average score of less
than 1. Among these three indicators, environmental management has the highest performance
with a score of 0.69. Energy saving is next with a score of 0.53, while pollution control has a very
poor score of 0.37. The plausible reason for this poor environmental disclosure is that the Chinese
market is still at its developing stage and the constraining forces to limit environmentally
destructive activities are weak (Yekini et al., 2018). Again, the environment, as Mitchell et al.
(1997) postulate, is a dependent stakeholder with the attributes of legitimacy and urgency but who
have no power to put forward their claims. They depend on the dominant stakeholders (government
regulator and public supervisors) who are passive and have limited effects on environmental
matters in China (Yekini, 2012 p40-44). The ultimate solution, therefore, depends on the
government setting up minimum regulatory requirements for the disclosure of environmental
information by firms as well as corporations taking the initiative to reduce environmental

pollution.
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4.2.3. Social Dimension Analysis

Table 7 Social Dimension score of CSRD
2" class indicators | Score Range | Minimum | Maximum | Average | Standard Deviation
GOV 0-3 2 3 211 0.24
EMM 0-4 1 4 2.06 0.91
SOW 0-3 0 3 1.38 0.63

From Table 7, Chinese companies show good performance in taking responsibility for government
and employee management. But the social welfare indicators obtain a low score of only 1.38. The
research results show that most listed companies comply with regulations and policies. They pay
taxes by law and cooperate with local government to obtain policy support and a relaxed business
environment. The high score for employee management (2.06) is consistent with the new reforms
by the Chinese government to promote employees’ interest. Also, with the promotion of labour
law in recent years, firms began to strengthen employee management and take responsibility for

employee welfare (Cooke, 2005).

In the aspect of social welfare, the sampled companies have good performance on charitable
donations. From Table 3, we find that 223 companies, about 70% of the sample, disclose
information on charitable donations. Brammer and Millington (2005) suggest that charitable
donation is a direct and effective way of building a good corporate image, which has a positive
influence on CS. However, the scores on providing employment security and social welfare
programmes are low, which means that these responsibilities are not of concern to Chinese
companies. This may be due to lack of awareness of community and public welfare. Consistent
with Johnson et al. (2008), corporations are found to pay little attention to their responsibility for

community stakeholders.

4.3.Hypothesis Testing using Structural Equation Model

This section explores the effects of CSRD on CS based on the above results. To avoid any bias and
inconsistent results, we re-examined the data for extreme values. This resulted in a reduced sample

of 287 companies.
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To examine the effect of CSRD on CS, we used the Structural Equation Model (SEM). SEM is a

more complex multivariate estimation technique that involves several conventional multivariate

procedures such as regression analysis, factor analysis, correlation, ANOVA and more, which are

built into one model. SEM begins with the development of theories derived from existing literature

and empirical results. It involves five basic steps: model specification, model identification, model

estimation, a test of the model fit, and if need be, model manipulation (Bollen, 1989). To effectively

conduct SEM analysis, the data has to be normally distributed. One confirmation of normality is

that the absolute value of skewness should be less than 2 and the absolute value of kurtosis less
than 5 (Kline, 1998). To carry out the SEM, we used the AMOS software. From Table 8, we find

that the sample data conform with this requirement.

Table 8 Descriptive Statistics and Normal Distribution Analysis

Indicator Sample Average STDEV Skewness Std. Error | Kurtosis Std. Error

SHR 287 241 0.75 -1.38 0.14 2.01 0.29
CRR 287 1.01 0.50 0.03 0.14 1.14 0.29
SuUsS 287 0.56 0.67 1.00 0.14 0.69 0.29
CUR 287 1.04 0.91 0.51 0.14 -0.58 0.29
ENS 287 0.52 0.71 1.07 0.14 0.01 0.29
POC 287 0.37 0.66 1.53 0.14 0.98 0.29
ENM 287 0.67 0.84 1.01 0.14 0.06 0.29
GOV 287 2.07 0.26 1.30 0.14 2.92 0.29
EMM 287 2.05 0.97 0.51 0.14 -0.78 0.29
SOwW 287 0.99 0.80 0.51 0.14 -0.15 0.29
TQ 287 0.26 0.19 144 0.14 2.19 0.29
PB 287 0.34 0.17 1.20 0.14 1.58 0.29
PCF 287 0.56 0.12 -0.19 0.14 2.13 0.29
ROA 287 0.31 0.31 0.12 0.14 0.41 0.29
ROE 287 0.42 0.14 0.85 0.14 2.89 0.29

OPGR 287 0.59 0.10 -0.41 0.14 0.62 0.29

Based on the proposed hypotheses, we estimate the following SEM. From Figure 3, we find that

there are five latent variables, namely the economic dimension, the environmental dimension, the

social dimension, market performance, and financial performance. Each of these latent variables
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is measured by three observed variables, except the economic dimension with four observed

variables. Figure 3 also shows that the model is recursive without bidirectional causality.

Figure 3 Structural Equation Model
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We used the AMOS statistical software to estimate the parameters of path relationship in the model.
Table 9 shows the initial fitting results from the absolute fit indices. It can be observed that the
GFI (0.917) and RMSEA (0.053) meet the requirement of model evaluation. However, AGFI
(0.889) is less than the criterion (0.9). For relative fit indices, NFI (0.798), TLI (0.876), and CFI
(0.897) are less than 0.9, which means that they do not meet the requirement of model evaluation.
Hence, we modified the model using the Modification Indices (MI) and adding path relationships
among related residuals. The new fitting results, presented in Table 10, shows a better model as all

fit indices meet their respective requirements. The results are summarized in Figure 4.

19



Table 9 - Initial Fitting Results

Path Coefficient C.R. p-value
Economic — Environmental 0.306 1.662 0.097
Economic —* Social 0.807 1.808 0.071
Economic —>  Market 0.697 2.034 0.042
Economic — Financial 0.731 2.480 0.013
Environmental —»  Market -0.148 -1.896 0.058
Environmental —  Financial -0.309 -4.054 0.000
Social —» Market 0.224 2.096 0.036
Social — Financial 1.216 2.002 0.045
Fit Indices
GFI 0.917 NFI 0.789
AGFI 0.889 TLI 0.876
RMSEA 0.053 CFlI 0.897
Table 10 - Final Fitting Results

Path Coefficient C.R. P
Economic — Environmental 0.222 1.741 0.083
Economic — Social 0.825 1.843 0.065
Economic—> Market 0.863 2.075 0.038
Economic — Financial 0.902 3.121 0.002
Environmental—>  Market -0.174 -1.965 0.049
Environmental — Financial -0.338 -4.492 0.000
Social —» Market 0.926 2.253 0.024
Social — Financial 0.808 2.025 0.043

Fit Indices

GFI 0.943 NFI 0.864
AGFI 0.920 TLI 0.959
RMSEA 0.030 CFI 0.968
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Figure4 CSRD and CS

Environmental
Dimension

Market
Performance

Economic
Dimension

Financial
Performance

Social
Dimension

4.4.Empirical Results and Analysis

4.4.1. Dimension Relationship Analysis

The results in Table 10 show the effects of CSRD on CS. Stakeholders in the economic dimension
have a strict legal relationship with companies and they have a direct influence on business
operations. To obtain a stable material basis, companies need to take responsibility for them in the
first place. Economic responsibility is the basis for taking other responsibilities. Other CSR
activities extend from economic activities. If a company does not have a stable cash flow, it cannot
have enough funds to support various CSR activities such as social welfare programmes and
developing green technology. If a firm becomes bankrupt, this will not only bring loss to
stakeholders in the economic dimension but also cause greater loss to stakeholders in the social
dimension. For example, employees will be immediately faced with unemployment and loss of all
benefits brought by CSR activities. Based on Tables 9 and 10, the standardized path coefficients
of the effect of “Economic dimension on the Environmental dimension” and “Economic dimension
on Social dimension” are 0.222 and 0.825 respectively. The results are statistically significant,
providing support for Hla and H1b. The results are consistent with the above argument that CSRD

in the economic dimension has a positive influence on the environmental and social dimensions.
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This result is similar to the study by Neumayer (2000), where it was observed that economic
growth is good for most stakeholders in society and helps in achieving environmental protection.
However, the effect of CSRD in the economic and social dimensions is greater than in the
economic and environmental dimensions. This means that Chinese companies have more

willingness to invest in social programmes than in environmental protection.

4.4.2. Effect of the Economic Dimension

This study defined shareholders, creditors, suppliers and customers as stakeholders in the
economic dimension. They are important business partners who have a close relationship with
corporate operations. They have a stake in the firm’s survival and development i.e. corporate
sustainability (CS). Taking responsibility for them helps companies build a good image in business
circles and attract more strategic investment partners. In this way, companies have a greater
possibility of survival in the competitive global market. If a firm does not take responsibility for
these stakeholders, it will bring greater costs to the firm and damage the CS, leading to loss of
competitive edge. The results of SEM show that standardized path coefficients of “Economic
dimension on Market performance” and “Economic dimension on Financial performance” are
0.863 and 0. 902 respectively. The results are statistically significant at the 5% level, thus providing
support for H1c and H1d. The empirical results are consistent with the above argument that CSRD
in the economic dimension has a positive effect on CS. This result is consistent with the research
done by Bird et al. (2007), who also found that CSR management in the economic dimension can

make contributions to CS.

4.4.3. Effect of the Environmental Dimension

The empirical results show that standardized path coefficients of “Environmental dimension on
Market performance” and “Environmental dimension on Financial performance” are -0.174 and -
0.338 respectively. The results, although statistically significant, fail to support H2a and H2b. They
imply that CSR information in the environmental dimension has a negative effect on CS. Two
plausible explanation may be offered for this result. First, Environmental disclosure has deferred
effects. Kapur et al. (2011) argued that when a firm takes environmental responsibility, it needs to
make huge investments in developing green technology and purchasing environmental protection
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equipment. Although this can reduce regulation costs and improve positive interaction between the
corporation and society in the long term, there is increased cost in the short term because initial
investments in environmental protection facilities are often expensive. Secondly, the payback
period is relatively long, and the environmental benefits are often inconspicuous (Kapur et al.,
2011). Based on the analysis above, the negative relationship between CSRD in the environmental
dimension and CS may be a result of the imbalance between environmental protection inputs and
outputs and the deferred effect of environmental benefits. The results are, however, in tandem with
Hillman et al. (2001), who argued that environmental management has a negative effect on a firm’s

value.

4.4.4. Effect of the Social Dimension

This study investigates government, employee, and social welfare as the primary targets of CSRD
in the social dimension. CSR management of these stakeholders can help firms to relieve pressure
from government regulation and social supervision so as to obtain greater flexibility of business
operation, and even tax preference or some policy support. In addition, good performance in taking
social responsibility contributes to attracting talent and reducing costs. Firms that have good social
reputations have the potential to recruit outstanding potential employees and reduce employee

turnover (Schreck, 2011). Good workers with high working efficiency help improve the CS.

The empirical results are consistent with the above analysis. From Table 10, it can be seen that
standardized path coefficients of “Social dimension on Market performance” and “Social
dimension on Financial performance” are 0.926 and 0.808 respectively. The results are statistically
significant at the 5% level, thus providing support for H3a and H3b. CSRD in the social dimension
has positive effect on CS. This result is consistent with Heal (2005), who analysed CSR from
economic and financial perspectives and found that social programmes can contribute to financial
and market performance. Consistent with Yekini and Jallow (2012), CSR information in the social
dimension can be viewed as an effective marketing strategy and signal of corporate citizenship. It
provides social stakeholders with needed information and reconciles the goals of society and
corporations (Yekini et al., 2017). The relationship between corporation and society is improved.
A good corporate image makes the brand and product stand out from the competition, which leads
to the enhancement of CS (Mandhachitara and Poolthong, 2011).
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5. Conclusion

This study set out to examine the effect of CSRD on CS in China. By drawing insights from the
TBL and stakeholder theory, a CSRD index was constructed. The research results reveal that most
Chinese companies stayed at the intermediate level of CSRD. Only 10% of the sampled companies
had outstanding performance on CSRD. In addition, CSRD has different focuses in various
stakeholder dimensions. The sampled companies have good performance on CSRD targeting
shareholders, government, and employees, but the information disclosure about the environment
and social welfare was worse. The findings also show that CSRD in the economic and social
dimensions have positive effects on CS. However, this research found that there is a negative
relationship between CS and CSRD in the environmental dimension. This result does not support
the proposed hypotheses. It may result from the imbalance between environmental protection
inputs and outputs or the deferred effect of environmental benefits. Furthermore, this study found
relationships among the different dimensions of CSRD. The economic dimension has a positive
effect on the environmental and social dimensions. Taking responsibility for stakeholders in the
economic dimension helps firms to obtain a stable material basis which supports other CSR

activities, particularly for marginal stakeholders.

This study reveals the current situation of CSRD in China. There is room for Chinese companies
to improve the quality of CSRD, particularly in the environmental dimension. Given the poor
environmental disclosure, one can insinuate that environmental protection and its associated
activities are generally poor amongst Chinese companies. We therefore recommend that the
government set up institutions with the primary responsibility of regulating the activities of
companies in China as they relate to the environment. There should be statutory environmental
disclosure in the annual reports by firms of whether they have complied with regulations, and if
not, of the reasons why not. There is a need to create general awareness of the need for
environmental protection amongst Chinese companies. Furthermore, there should be incentives
and punishments for environmental responsibility and irresponsibility respectively. Overall, the

empirical results show that CSRD has a positive effect on CS.

Our study has contributed to the CSR/Sustainability literature by providing evidence from the
Chinese Market on the effect of CSR activities on the corporate sustainability of Chinese
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companies and the introduction of a comprehensive CSR information disclosure index capable of
guiding researchers, managers and policy makers in measuring and designing criteria for CSR
activities and reporting. Our findings have also opened up a debate for future research into why
CSR disclosures in the environmental dimensions produced a negative relationship with corporate
sustainability. It will also be interesting to replicate this study in other emerging markets, such as

the Japanese capital market.
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