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1. Introduction

Driven by the forces of government sectors, capitairket and industry associations,
Chinese listed companies have made significantrpssgin CSR engagement over the past ten
years. According to the Social Responsibility Répasf Chinese Enterprises published by
Chinese Academy of Social Science, the yearly aeepmoportion of CSR reports announced by
listed companies is 71.4% between 2014 and 20iplying that China’s listed companies
remain highly active in CSR activities.

Stakeholder theory points out that CSR does plaiyn@ortant role in achieving competitive
advantage, enhancing corporate reputation andasicrg firm value (Fombrun and Shanley, 1990
Jamali, 2008; Dhaliwal et al., 2012). Such argunymolvides a possible explanation for listed
firms’ involvement in CSR activities. However, dgigood is not always good for shareholders.
As more and more CSR scandals expose, CSR engageheere negatively affected public
opinion concerning firms and their CSR performanegsing concerns about the sincerity and
trustworthiness of CSR engagement (Du et al., 2030jne studies have found that managers
over-invest in CSR to obtain private benefits sashpersonal reputation and media coverage at
the expense of shareholders (Barnea and Rubin,; Z@l@nd Harjoto, 2011). It has also been
argued that corporations use CSR to conceal cdpormsdemeanour (Hemingway and Maclagan,
2004). A typical example was the Shuanghui evehtiaBghui Group was the largest meat and
food processing company in China, who stuck intsegere product quality scandal in 2011.
According to Shuanghui’s semi-annual report, thisafi meat powder" event caused the

company’s operating revenue decreased by 6.65%rder to reduce the panic of consumers,

! The average proportion is calculated by the ygamyportion of CSR reports announced by listed coriggan
from 2014 to 2016, which can be found in the ani@aadial Responsibility Reports of Chinese Enterprises
(2014-2016) published by Chinese Academy of Sodiarige.
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investors and agencies, and to restore brand teputand market share, Shuanghui actively

participated in many CSR activities thereafter,,eShuanghui donated 130 million RMB and

spent 830 million RMB on environment protectioncBineavy investments in CSR seem to take

effect, and the chairman of Shuanghui was awargegtize of Outstanding Contribution People

of Mainland China in the next year, and the compag awarded Excellent Enterprise. Do

socially responsible activities enhance fundamebisiness objectives such as revenue growth

and competitive advantage? Or just for appeararsake and serving the interests of managers?

How does CSR influence firm performance? What & mtechanism behind? Addressing the

above CSR-related issues is of both theoreticapaactical significance.

In this paper, we try to explore the interactivep@ot of product market competition and CSR

on product market performance and the underlyingchaeism. We use product market

performance, i.e., sales growth, to measure firmiop@ance, through which the problem of

accounting manipulation could be alleviated. Inr@sie market, stock prices are very noisy and

fundamental information is often not reliable (Chennal., 2010); earnings management and

accounting manipulation have been found to be peavée.g., Chen and Yuan, 2004; Haw et al.,

2005; Jian and Wong, 2004); there is also evidarsiceampant stock market manipulation in

Chinese market (e.g., Tingting, 2004; ShengzhertkSiéExchange, 2005).Therefore, financial

performance may not precisely reflect firms’ op@gtconditions. To mitigate the problem of

accounting manipulation, we use product marketgoetdnce to measure firm performance

instead of financial performance measures.

Using the data of Chinese listed firms from 2008 2014, we document that CSR

significantly decreases firms’ product market perfance only in noncompetitive industriaad



the evidence is significant only for non-state-odrféms, primarily through the channel of

weaker debt financing capability. Better corporgi@vernance can effectively alleviate the

negative impact of CSR on firms’ product marketfpenance in noncompetitive industries.

Overall, our findings suggest that CSR reflects en@bout the self-serving purpose of

management than conflict resolution in Chinese etark

Our study contributes to the literature in thedwling aspects. First, we explore an important

external governance characteristic, i.e., produmtket competition, and its interaction with CSR

on product market performance, which is lack ofpdeesearch in the existing literature. The

intuitive appeal of competition in the product metrlas a potentially powerful force to discipline

managerial behavior can be even dated back to A8amth (Giroud and Mueller, 2010).

Consistent with the theoretical argument on cortipatithat a decrease in the number of

competitors may provide less information which negd to severe moral hazard problem

(Holmstrom, 1982; Nalebuff and Stiglitz, 1983), d@cument the new evidence that the impact of

CSR on product market performance is significantygative only in noncompetitive industries,

i.e., CSR reflects more about self-serving purpotenanagement than conflict resolution in

noncompetitive market in China. Fierce competittan provide external discipline on managerial

behavior and thus mitigate the negative impact 8R®n firms’ product market performance.

This is in sharp contrast with the empirical evickeocumented by Ryu, Ryu and Hwang (2016),

who find that for Korean market, CSR activitiesnsiigantly increase stock return when product

market competition is low, and those documenteélbaynmer (2015) and Lins et al. (2017), who

find a positive effect of CSR on firms’ sales grbvisased on the US developed market.

Second, while Ryu, Ryu and Hwang (2016) study theaict of product market competition



on the relationship between CSR and stock retiney tlid not document the channel through
which stock return may be influenced by CSR wheodpct market competition is low. In
contrast, we first time document the channel ofkgealebt financing capability, through which
firms’ product market performance may be influenddCSR in noncompetitive industries in
China. This finding is in line with our findings ae, i.e., CSR is negatively related to firms’ debt
financing capability in China only in noncompetéivndustries. This stands sharp contrast with
that documented by Lins et al. (2017), who findoaifive effect of CSR on debt capital raising
during the financial crisis and an insignificanteet of CSR on debt capital raising in the
post-crisis period based on the US developed matkat finding shows that the impact of CSR
on debt capital raising also depends on the degfrpeoduct market competition, which implies a
different mechanism in emerging markets like China.

Third, we provide a significant supplement for titerature on product market performance.
In the existing research (Opler and Titman, 199%m@ello, 2006; Rahaman, 2011; Kim, 2016),
financial elements are the sole driver of produerket performance, such as capital structure,
debt financing ability and financing constraintendinancial factors are neglected. CSR is a very
important non-financial factor. Frothe perspective of stakeholders (e.g., investonpl@yees,
customers, suppliers, and the communigyjirm's CSR performance may influence investors’
valuation and the market’s decision of capital stw@ent towards it, and impact customers' loyalty
(for investors, see Guiso, Sapienza, and Zinga2€88); for customers, see Kotler and Lee
(2005)), which may have a further impact on firrmales growth. Therefore, CSR is of great
importance for product market performance. Ouristdn the relation between CSR and product

market performance thus shed more light on thdiegi$iterature.



2. Literature review and Hypotheses Development

The impact of CSR on firm performance has been muoaletroversy for decades. According

to Jensen and Meckling’s (1976) agency theory,dtiend of research perceives CSR engagement

as an agency problem which may harm shareholdez&ltin Barnea and Rubin (2010) regard

CSR engagement as a principal-agent relation betwemagers and shareholders. Managers tend

to over-invest in CSR to enhance their own prilaeefits, such as personal reputation and media

coverage, rather than to maximize shareholdersitiuebhe self-serving purpose of management

tends to occur under CSR because the benefits iltfifm reputation as good global citizens

accrue principally to the manager, whereas theisdstrne by shareholders (Barnea and Rubin

2010; Jo and Harjoto, 2011). Neoclassical theogues that being ethical and taking positive

externality problems into account generates noofime costs (Palmer et al., 1995; Walley and

Whitehead, 1994). In competitive environment, fitfmgt support lower ethical costs are supposed

to have better performance than more ethical oRelowing the same argumentation, other

researchers also show that investments, or expeesljtin activities not associated with the main

objective of the corporation represent diversionredources from shareholders. Empirically,

Richardson and Welker (2001) observe that morentaly CSR disclosure raises firms' cost of

capital. Jones et al. (2007) assert that the lef/€ISR engagement is negatively related to firm

value.

On the other hand, there is a growing literatureconflict resolution among stakeholders

based on Freeman’s (1984) stakeholder theory @aton and Payne, 2003; Harjoto and Jo, 2011;

Jensen, 2002; Sherere et al., 2006), which pointshat CSR can enhance shareholder’s wealth.
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Stakeholder theory asserts that a firm can be dea® a set of interdependent relationships

among stakeholders (Clarkson, 1995). A firm's sssaepends largely on its ability to comply

with stakeholders' expectations and to meet thigerge information-related needs. Therefore,

many companies view CSR reporting as a publicioglatvehicle designed to build a good image

and a solid reputation in the market, which carm lleém gain various stakeholders’ support and

approval (Gray et al., 1995). Empirical studieadsiggest that CSR can generate competitive

advantages (Jamali, 2008 lammer, 2015), create corporate reputation (Fomlamd Shanley,

1990 Fombrun, 2005), and positively influence firm vatheough several mechanisms, including

sales, costs, operational efficiency, financingl Biigation risk (Dhaliwal et al., 2012).

Overall, the agency theory argues that firm pertoroe will be adversely affected by the

CSR engagement because of the agency cost creatlie bmanagers’ engagement in CSR,

whereas the stakeholder theory suggests that ibgeaa use CSR as a strategic device to satisfy

other stakeholders to alleviate conflictlsen firm performancecould be positively associated

with CSR engagemenitence, if a firm's CSR engagement reflects mdreua the self-serving

purpose of management than conflict resolution, rtiegket may perceive and reduce capital

investment towards the firm, which may adverseljuence the firm's debt financing ability.

Compello (2006) documents a positive associationvdren the ability of debt financing and

product market performance. Thus, firms’ productkeaperformance may become eventually

worse as their debt financing ability decreases.tl@@nother hand, if a firm's CSR engagement

reflects more about conflict resolution among stakders than the self-serving purpose of

management, attention to the interests of varidakebolders of the corporation may improve

firms’ image and reputation, and thus exert posiimpact on firm’s value creation, although it



may trigger agency conflicts between shareholdedsnaanagers in the meantime. If firms engage

in CSR mostly for longer-term goals, they will abtanore support and approval from the market,

and so does the source of financiBgtter ability of debt financing will eventuallydd to better

product market performance. In short, if CSR’s tonfresolution effect dominates the

self-serving purpose of management, CSR engagem#nincrease firms product market

performance finally.

Most of the existing literature focuses on the wston concerning the economic

consequence of CSR from the perspective of finhpagormance, and few of them take into

account product market performance. Product magpkeformance is only considered to be a

channel through which CSR influences financial genance such as stock returns. For example,

Flammer (2015) examines the effect of CSR-relatemteholder proposals on firms' abnormal

returns, who finds that firms benefit from CSR tgh increasing labor productivity and sales

growth. Similarly, Lins et al. (2017) find thatrins with high CSR ratings outperform firms with

low CSR ratings during the financial crisis, prithathroughhigher sales growth, profitability,

margins, and employee productivity. However, fewdsts consider the impact of CSR on

product market performance.

Based on the above discussion, we put forwardalh@ifing hypotheses:

Hla: If CSR’s self-serving purpose of managememidates conflict resolution effect, there

will be a negative relation between CSR and prochartket performance.

H1lb: If CSR’s conflict resolution effect dominatéee self-serving purpose of management,

there will be a positive relation between CSR aratipct market performance.

Moreover, due to the agency conflict, managers n@tyalways act in the best interest of



shareholders. Thus, corporate governance mechamisemnseeded to be put in place to alleviate

the agency conflict, which naturally raises oureigest concerning the relationship between

corporate governance and the economic consequehc€SR. The extant literature has

concentrated on the impact of internal corporateegmance quality on CSR, and finds that more

effective governance leads to significantly lesgegiment in CSR (Chintrakarn et al., 2016),

Another strand of literature also investigatesithpact of product market competition on CSR,

which is regarded as an important external govemdactor. These studies provide supportive

evidence for the view of “CSR as a competitive tegg’. For example, Fernandez-Kranz and

Santalo (2010) find that firms in more competitevironments have a superior environmental

performance. Fisman et al. (2006) and Declerck Mizhli (2012) assert a positive correlation

between competition and CSR. Similarly, Flammerl®0documents an exogenous increase in

foreign competition leads to an increase in CSRvéie@r, this strand of literature did not explore

the interactive impact of product market competittmd CSR on firm performance.

Due to great survival pressure and risk of demisgn industries with fierce competition,

managers tend to improve their management effigietd are less likely to over-invest for

private benefits. Yu et al. (2017) document thabdpict market competition and corporate

governance are complements in China. In competitigiastries, product market competition can

work together with better corporate governancehatsame time. Therefore, we posit that firms

operating in more competitive industries are laksly to over-invest in CSR for self-serving

purpose since managers are highly disciplined drgdi market competition, and thus the negative

impact of CSR on product market performance magllesiated. In the meantime, better external

governance in competitive industries may increaaaagement’s morality and duty of diligence,
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as well as the efficiency of investment in CSR, #mgs the positive impact of CSR on product

market performance may be enhanced. We then sutpgefstilowing hypotheses:

H2a: If CSR’s self-serving purpose of managememidates conflict resolution effect, there

will be a negative relation between CSR and prodoatket performance, and such an adverse

impact will be alleviated in more competitive inthiess.

H2b: If CSR’s conflict resolution effect dominatéee self-serving purpose of management,

there will be a positive relation between CSR amddpct market performance, and such a

positive impact will be strengthened in more coritppetindustries.

3. Data

3.1 Variables

Our sample consists of all firms with listed A-sk&mon either the Shenzhen or Shanghai

stock exchange between 2008 and 2014 in China.elgetghis period due to the availability of

firm-level CSR data. We obtain financial data fr@hina Stock Market Accounting Research

(CSMAR), and institutional investor data from Widhtabase. Following the literature (e.g.,

Opler and Titman, 1994; Campello, 2003; 2006; K2@16), we adopt sales growth as a measure

of a firm’s product market performance. We exclfidancial industry and firms for which sales,

assets and CSR are either missing or negative.ddergindustries with no more than five firms

are also excluded from our sample. After applyihgst selection criteria we retain 3424

firm-years of observations in our sample. Obseovetiof all variables except dummy variables

and LnAge (the logarithm of a firm's age) are winged based on the top and bottom 2.5
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percentile level.
1) CSR

We obtain CSR data from Rankins Corporate $deesponsibility Ratings (RKS). RKS
constructs MCT Social Responsibility Rating Systesing a scoring algorithm from four
dimensions: Macrocosm, Content, Technique and Ingdudhis system comprehensively
describes Chinese listed companies’ CSR performandelisclosure based on their CSR reports.
It contains 63 CSR attributes which can be subgoaieed into fifteen categories such as strategy,
stakeholder, labor and human rights, fair operatiba firm satisfies all 63 attributes, CSR score
for this firm would be equal to 100. Firms with teet performance in CSR will have higher
scores.
2) Product market competition

Our measure of product market competition is thdirigahl-Hirschman index (HHI), which
is calculated by summing up the sales-based saquanieet shares of all firms in a given industry:

HHI, =3 0%, (1)

Where Sjt is the market share of firm i in industry j in yeaand N denotes the numbers of
firms in industry j in year t. We classify the irglties using the letter-plus-the-first-digit of a
firm’s letter-plus-four-digit industry classificatm codes specified by China Securities Regulatory
Commission (CSRC) in 2012.
3) Corporate governance

We describe corporate governance from two dimessioniernal governance and external

governance. Internal governance variable comes franet al.'s (2017) corporate governance

2 The reason why we do not use finer industry di@ssion codes is that the number of companie®ines
industries would be too few in that case.
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index CGI. This index comprehensively describesithernal governance for all listed Chinese

firms based on publicly available information whicbntains 43 governance attributes. The 43

attributes are sub-categorized into five categpfiesrd accountability, financial disclosure and

internal control, shareholder rights and marketdaontrol, remuneration, and corporate behavior.

External governance is measured with the propordifanstitutional investor holding. As previous

literature points out, institutional investors play important role of external supervision in

corporate governance (Shleifer and Vishny, 1986¢414998).

Table 1 reports descriptive statistics for the mainables used in this paper, sales growth

(SG), CSR, HHI and other control variables. Deiamtof all the variables can be found in the

Appendix Table Al. We find that the mean value &RCin the full sample is 36.77, while the

standard deviation is 12.20, which indicates th&®@ @8rformance is quite different among listed

companies. Comparing Panel B and Panel C, we flmt the average CSR score in

noncompetitive industries (38.30) is higher thancompetitive industries (36.41), and sales

growth and other control variables are also difieracross industries with different degrees of

product market competition. The results of t-test the mean value of main variables in

competitive and non-competitive industries in Pdnhdlirther reflect the industry heterogeneity in

our sample. To purge idiosyncratic effects, proothte estimations, we adjust all of the realization

of the variables in Eq. (2) (see below) by remowimgir mean industry effects in each year based

on Campello (2006). In unreported tests, we alggoes the correlation between CSR and HHI.

The correlation between HHI and CSR is -0.001%Herwhole sample, which is not significantly

different from zero.
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Table 1 Descriptive statistics

Mean Median Std.dev P25 P75 Obs.
Panel A: Full sample
SG 0.152 0.120 0.270 -0.016 0.272 3347
CSR 36.770 33.950 12.200 28.430 41.730 3424
HHI 0.128 0.078 0.164 0.029 0.116 3424
LnAge 2.898 2.890 0.276 2.773 3.135 3424
Size 22.910 22.790 1.365 21.880 23.810 3418
Profitability 0.068 0.058 0.050 0.036 0.092 3398
Invest 0.059 0.046 0.049 0.021 0.085 3418
SellEx 0.038 0.018 0.050 0.007 0.044 3381
Lev 0.108 0.075 0.116 0.004 0.179 3418
Panel B: High competition
SG 0.147 0.113 0.269 -0.018 0.264 2726
CSR 36.410 33.680 11.790 28.370 41.220 2781
HHI 0.063 0.049 0.038 0.028 0.098 2781
LnAge 2.909 2.944 0.267 2.773 3.135 2781
Size 22.900 22.780 1.313 21.890 23.780 2778
Profitability 0.067 0.058 0.050 0.036 0.092 2778
Invest 0.058 0.046 0.048 0.022 0.083 2778
SellEx 0.040 0.019 0.052 0.008 0.047 2761
Lev 0.111 0.076 0.117 0.005 0.183 2778
Panel C Low competition
SG 0.171 0.149 0.273 0.002 0.309 621
CSR 38.300 35.040 13.730 28.540 44.840 643
HHI 0.408 0.393 0.201 0.210 0.636 643
LnAge 2.855 2.890 0.309 2.773 3.135 643
Size 22.990 22.850 1.570 21.770 23.990 640
Profitability 0.070 0.056 0.054 0.033 0.094 620
Invest 0.063 0.050 0.054 0.017 0.097 640
SellEx 0.028 0.014 0.039 0.005 0.036 620
Lev 0.099 0.065 0.107 0.002 0.158 640
Panel D: Mean difference of variables in differgmustries
Variables Mean-Low competition  Mean -High competit t-test
SG 0.171 0.147 0.024**
CSR 38.300 36.410 1.893*+*
HHI 0.408 0.063 0.345***
LnAge 2.855 2.909 -0.054**
Size 22.990 22.900 0.095
Profitability 0.070 0.067 0.002
Invest 0.063 0.058 0.005**
SellEx 0.028 0.040 -0.012%*
Lev 0.099 0.111 -0.012*

* ** and *** denote statistical significance atelL0%, 3¢ and 2slevel, respectively.
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3.2 Methodology

The main model specification in this study elgsfollows Campello (2006). Based on
Giroud and Mueller (2011), we also introduce intdémm terms between HHI dummies and CSR
to examine the relationship between CSR and praaiacket performance across industries with
different degrees of product market competition.ifethe panel regression below:

SG,=a,+\ +B (CSR_,x |, }y X, +¢, (2)
where SGI,t is the sales growth of firm i in year §f; and A, are industry- and year-fixed
effects, CSR_, is the CSR score of firm i in year t-2. Since th#tuence of CSR on sales
performance usually lags, we introduce the laggingcture for CSR into Eq. (2), which can also
minimize the endogeneity issue of CSR’t is a (nX1) vector of HHI dummies, where n=2, 3, 4.
n=2 means whether firm i in year t is in the frigcivith the lowest HHI or the highest HHI.
Similarly, n=3 means whether firm i in year t istive fractile with the lowest, the medium, or the
highest HHI, and n=4 means whether firm i in year in the fractile with the lowest, the lower,
the higher, or the highest HHI).(M is a set of control variables, including Size (ingarithm of
total assets), LnAge (the logarithm of firm ag&piyear lagged Lev (long-term debt scaled by
assets). As in Campello (2006), lags of firm padfility, investment and sell expenses (i.e.,
ZizlprOfitabilitY.,x-k , Zizllnves';kk , z;SeIIExM ) are also used as control variables in Eq.
(2). Similar to Giroud and Mueller (2011), we alsalude HHI dummies to control for direct
effects of competition.

In line with Campello (2006), we use asset tanifjbés an instrument for debt financing

(Lev) in sales performance equations, for a firasset tangibility may correlate with its financing,
15



the tangible attributes of a firm’'s assets shoutinfluence its relative sales performance other
than through the association with financing its8ffecifically, we standardize the predicted values
from a regression of leverage on asset tangibiitynodels to construct the instrument zLev for

Lev. Similar to Berger et al. (1996), we defineeagangibility as follows:

Tangibility = 0.715«< Receivables 0.547 Inventer0.535x FixedCapitat Cas

4. Empirical Results

4.1 CSR, product market competition and product maket performance

We first examine the average effect of CSR on prbduoarket performance across all
industries and hence exclude vectr and its interaction withCSR _, from the regression
equation. The results are reported in Column laibld 2. As expected, the coefficient on CSR is
negative, implying that better CSR has a negatffecieon product market performance. The
coefficient, however, is statistically insignifidafnn Columns 2 to 4, we allow the effect of CSR
on market performance to vary in the competitiverefsindustries by including interaction terms
between HHI dummies and CSR. The results show ttmateffect of CSR is negative and
significant only in the fractile with the highestHH Therefore, consistent with our conjecture of
Hla and H2a, CSR activities imply more about mamagg’s self-serving purpose than conflict
resolution in Chinese market. This self-servingpage emerges in industries with low market
competition. In other words, CSR engagement sicgnifily decreases Chinese listed companies’
product market performance only in noncompetitivduistries. Fierce competition can mitigate

the negative impact of CSR on firms’ product magetformance. Our result is largely consistent

16



with the theoretical argument that competition gaovide effective external discipline on
managerial behavidr.

Consistent with the existing studies, we also fimat firm size and previous investments can
positively impact product market performance (Callop006), whereas previous profitability
has no significant effect on product market perfamoe.

One possible concern with our analysis so far iat tbur classification of industry
competitiveness based on Giroud and Mueller (20dight be ad hoc and it is possible that our
results could be sensitive to the way that we @iville industries into different fractiles. In
Column 1 of Table3, we address this concern byinghregressions of SG on the CSR, the HHI,
the interaction term between CSR and HHI, and cbntariables in Eq. (2). If the finding that
CSR is not doing good only in noncompetitive indiest is indeed valid, we would expect a
negative coefficient on the interaction term. Thsutts in Column 1 in Table 3 confirm the main
finding and exhibit a negative and significant dioéfnt on the interaction term between CSR and
HHI. Second, we run panel regressions for sub-sesrgdl firm-years in high competitive, medium
competitive and low competitive industries. Colunihi& 4 of Table 3 report the results for the

sub-sample. Again, the results are in line witrsthim Table 2.

Table 2 CSR, competition, and product market perfomance

Dependent variable
SG 1) () 3 (4)

L2.CSR -0.0006

3 Following the referee’s suggestion, we also repkales growth with other dependent variablesyitiol stock
return and operating performance (such as retusgaity (ROE) and change in EBIT), as in Opler arith@n
(1994). However, our basic finding does not holthiese regressions. One possible reason why thksre$ sales
growth are different from those of EBIT or ROE cohklthat the latter are more vulnerable to accogntin
manipulation, given that stock prices are very n¢@&hen et al., 2010); earnings management and atingu
manipulation have been found to be prevalent in €emarket (e.g., Chen and Yuan, 2004; Haw etQ05;2
Jian and Wong, 2004). Obviously, such analysiseadience is preliminary, and further investigatstould be
conducted in future research.
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LOWMEDxL2.CSR
HIGHMEDXL2.CSR
LOWTERXL2.CSR
MEDTERxL2.CSR
HIGHTERxL2.CSR
Q1xL2.CSR
Q2xL2.CSR
Q3xL2.CSR
Q4xL2.CSR

Size

LnAge
SProfitability
Sinvest

SSellEx

L2.zLev

_cons

Industry dummies
Year dummies

N
adj. R

(-1.35)

0.018%
(4.05)
-0.0258
(-1.06)
-0.0648
(-1.37)
0.2956
(7.98)
-0.0141
(-0.38)
-0.0046
(-0.76)
0.1049
(0.99)
Yes
Yes
1947
0.012

-0.0002
(-0.51)
-0.0027
(-2.87)

0.0189"
(4.07)
-0.0272
(-1.11)
-0.0586
(-1.16)

0.2996"
(7.75)
-0.0208
(-0.53)
-0.0044
(-0.70)

0.1064
(0.96)
Yes
Yes
1947
0.015

-0.0001
(-0.51)
-0.0002
(-0.15)
-0.0040
(-3.09)

0.0193"
(4.37)
-0.0269
(-1.13)
-0.0517
(-1.00)
0.3031"
(7.67)
-0.0211
(-0.54)
-0.0048
(-0.78)
0.1045
(0.94)
Yes
Yes
1947
0.015

-0.0004
(-0.96)
0.0004
(0.34)
0.0004
(0.48)
-0.0040
(-2.91)
0.0192"
(4.35)
-0.0245
(-0.98)
-0.0524
(-0.99)
0.3043"
(7.71)
-0.0211
(-0.55)
-0.0050
(-0.81)
0.0350
(1.02)
Yes
Yes
1947
0.015

The HHI dummies indicate whether an industry's kHabove or below the median HHI (Column 2),

whether the HHI is in the highest, middle, or lotyesrcentile of its empirical distribution (Colun3j,

or whether the HHI is in the first, second, thiethd fourth quartile (Column 4). t-statistics are in

parentheses and allow for clustering at the ingtustrel (the letter industry classification cod&)**

and **** denote statistical significance at the 1088 and 2clevel, respectively.



Table 3 CSR, competition, and product market perfomance: sub-sample analysis

Dependent variable Full sample High competition Medium competition vi.sompetition
SG 1) (2 (3) 4)
L2.CSR 0.0004 0.0001 -0.0003 -0.0052
(1.01) (0.36) (-0.36) (-4.45)
HHIXL2.CSR -0.0079"
(-3.70)
HHI 0.0368
(0.33)
_cons 0.0851 -0.0317 -0.0081 0.0414
(0.64) (-0.84) (-0.18) (0.63)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1947 1393 344 210
adj. R 0.014 0.012 0.027 -0.000

For space reasons only the interaction terms betwlee CSR and the HHI are reported. Control
variables are Size, LnAge, SProfitability, SInvesgellEX, L2.zLev (the same belowstatistics
are in parentheses and allow for clustering atritlestry level (the letter industry classificatioade).

* ** and **** denote statistical significance ahé 10%, 8¢ and 2¢level, respectively.

Omitted variables may be a major source for endegeproblem. To address this concern,

we then allow for more control variables that ao¢ contained in the CSR, but might influence

the dependent variable, such as the logarithm fafvés book-to-market ratio (LnBM) and the

dummy of SOE (SOE) that takes value 1 if a firnt&tes share proportion is above 50%. LnBM is

two-year lagged. The estimation results are refdoiteTable 4 and Table 5. Again, our basic

finding that CSR has a negative and significanteaffon sales performance only in

noncompetitive industries remains to hold.

Table 4 Robustness check based on other control vables

Dependent variable

SG (1) ) ) (4)
L2.CSR -0.0007
(-1.44)

LOWMEDxL2.CSR -0.0004
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(-1.17)

HIGHMEDxL2.CSR -0.0020
(-2.46)
LOWTERxL2.CSR -0.0003
(-1.05)
MEDTERxL2.CSR -0.0004
(-0.40)
HIGHTERxL2.CSR -0.0030
(-2.80)
Q1xL2.CSR -0.0005
(-1.03)
Q2xL2.CSR -0.0001
(-0.15)
Q3xL2.CSR 0.0004
(0.44)
Q4xL2.CSR -0.0030
(-2.64)
SOE 0.0331 0.0306 0.0306 0.0316
(1.55) (1.42) (1.48) (1.56)
L2.LnBM -0.0855" -0.0843" -0.0833" -0.0832"
(-8.65) (-9.37) (-9.31) (-9.22)
_cons -0.0105 -0.0092 0.1017 0.0306
(-0.33) (-0.43) (1.03) (0.75)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1927 1927 1927 1927
adj. R 0.039 0.040 0.040 0.039

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry

classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,

respectively.

Table 5 Robustness check based on other control vables: sub-sample analysis

Dependent variable Full sample High competition Medium competition  w.oompetition
SG 1) 2 3 4)
L2.CSR 0.0000 -0.0001 -0.0004 -0.0047
(0.11) (-0.58) (-0.45) (-3.06)
HHIxL2.CSR -0.0056
(-3.80)
HHI 0.0517
(0.41)
SOE 0.0299 0.0219 0.0246 0.1086
(1.40) (0.67) (1.12) 4.77)
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Fkk

L2.LnBM -0.0841" -0.0701 -0.0909 -0.1725"

(-9.17) (-7.60) (-2.81) (-4.85)
_cons -0.0262 0.0073 -0.0191 0.0159

(-0.64) (0.72) (-0.41) (0.66)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1927 1380 340 207
adj. R 0.040 0.032 0.037 0.117

t-statistics are in parentheses and allow for etisgy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%,°6 and Lslevel,
respectively.

4.2 The state versus private ownership

We also seek to determine whether firm ownersHhigctd the relationship between product
market performance and CSR. Under the specialtutistial background in China, firm
ownership could have a great influence on a firm®rnal decision-making as well as its
economic consequences. We believe that our findingg be sensitive to firms' private versus
state ownership for the following reasons. Firstvipus literature has shown that CSR can loosen
firms’ financing constraints and provide capitaheenience (loannou and Serafeim, 2015). Since
SOEs have great advantage of debt financing, tipeyate under soft budget constraints with
loss-making firms often being bailed out by the gyovment, it is less likely for SOEs to engage in
CSR for alleviating financing constraints. Secopyduct market of SOEs is mostly influenced
by political factors and more stable than non-SQEsrefore it may be less subject to the CSR
mechanisms. Different from SOEs, non-SOEs havet greantives to engage in CSR to gain the
market’s support and approval and thereby expagid fihancing. So there may be a much closer
association between CSR and product market perfarens non-SOEs. On the other hand, if the
financing constraint mitigation effect of CSR tumng to be managerial private interest rather than
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shareholder’s wealth in non-SOEs, the market widkencorresponding decisions and change the

direction of capital as soon as the self-servingppse of management is perceived, which may

negatively influence non-SOEs’ debt financing cayaand thus their product market

performance.

We thus divide the full sample into two sub-sampths state-owned firms' (SOEs) sample

and non-state-owned firms' (non-SOEs) sample. A g classified as an SOE if the state share

proportion is above 50% and otherwise a non-SOBleTa (resp. Table 7) reports the results for

SOEs (resp. non SOESs) for the whole sample peho@olumn 1 of Table 6 and Table 7, we

report the effect of CSR on product market perforogsacross all industries for SOEs and

Table 6 The impact of firms' ownership: state-ownedirms

Dependent variable
SG

State-owned firms

1) )

®) (4)

L2.CSR

LOWMEDxL2.CSR

HIGHMEDxL2.CSR

LOWTERXL2.CSR

MEDTERxL2.CSR

HIGHTERxL2.CSR

Q1xL2.CSR

Q2xL2.CSR

Q3xL2.CSR

Q4xL2.CSR

_cons

-0.0001
(-0.04)
0.0003
(0.16)
-0.0029
(-0.84)
0.0712 0.0586
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-0.0011

(-0.99)

0.0035

(0.82)

-0.0045

(-1.31)
0.0008
(0.39)
-0.0009
(-0.17)
-0.0068
(-1.86)
-0.0039
(-0.98)

0.0089 0.8013



(3.93) (0.60) (0.17) (5.91)

Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 116 116 116 116

adj. R -0.011 -0.027 0.000 -0.022

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,

respectively.

Table 7 The impact of firms' ownership: non-state-aned firms

Dependent variable

Non-state-owned firms

SG 1) (2) 3) 4)
L2.CSR -0.0007
(-1.56)
LOWMEDxL2.CSR -0.0004
(-0.88)
HIGHMEDxL2.CSR -0.0026
(-2.47)
LOWTERxL2.CSR -0.0001
(-0.73)
MEDTERxL2.CSR -0.0008
(-0.47)
HIGHTERxL2.CSR -0.0038
(-2.66)
Q1xL2.CSR -0.0005
(-1.60)
Q2xL2.CSR 0.0001
(0.09)
Q3xL2.CSR 0.0004
(0.49)
Q4xL2.CSR -0.0037
(-2.48)
_cons 0.1004 0.1022 -0.0059 0.1059
(0.94) (0.92) (-0.17) (0.95)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1831 1831 1831 1831
adj. R 0.016 0.018 0.017 0.018

t-statistics are in parentheses and allow for etisg at the industry level (the letter industry
classification code). *, ** and **** denote statistl significance at the 10%6 and 2slevel,

respectively.
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non-SOEs, respectively; in Columns 2 to 4, CSRnisracted with HHI dummies and HHI
dummies are included as an additional control WégigAs expected, SOEs’ CSR engagement has
no significant influence on product market perfonce, even though the impact of product
market competition is considered. The results for-BOEs are consistent with those in Tables 2,
i.e., the evidence that CSR has a negative andfisgm effect on product market performance
only in noncompetitive industries remains to haid fion-SOE$. The above finding suggests that
non-SOEs’ CSR engagement implies more about selirge purpose of management than

conflict resolution in noncompetitive industries.

4.3 Possible channels of lowering product market pfsrmance by CSR

To further confirm the validity of the basic findinwe now move on to explore the
mechanism through which CSR affects product maskeiormance in noncompetitive industries.
As mentioned above, non-SOEs face tight financimstraint and their debt financing ability is
more sensitive to market sentiment, and therefbee dssociation between CSR and product
market performance in non-SOEs tends to be cl@sewe posit that CSR may influence product
market performance through the channel of debhéimeay.

To verify our conjecture, we measure a firm's apilof debt financing with long-term
leverage (Lev) and explore the interactive effdfcC8R and product market competition on its
debt financing capability. Specifically, we emplthe same empirical specification as in Eq. (2)

except that the dependent variable changes to %22 Qer first examination of the whole sample

4 \We also use the property of actual controllersiassify SOEs and non-SOEs and run similar regrassis those
in Table 6 and Table 7. Again, our findings remaimold in this case. To save space, we do notrépe
estimation results here, which are available ugguest.
5 We add lags of profitability as control variabfethe regression to control for direct effects @fonweconomic
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reports in Table 8. In Column 1, we find the averaffect of CSR on debt financing is negative

but statistically insignificant. In Columns 2 towe allow the effect of CSR on debt financing to

vary in the competitiveness of industries by inahgdthe interaction term between the HHI

dummies and CSR. The results show that the effe€CE® is negative and significant only in the

fractile with the highest HHI. In other words, fisnwith higher CSR score have lower debt

financing ability, but only in noncompetitive indtiss.

Table 8 CSR, competition and debt financing

Dependent variable

Lev 1) (2) 3) (4)
L2.CSR -0.0001
(-0.35)
LOWMEDxL2.CSR 0.0001
(0.31)
HIGHMEDxL2.CSR -0.0007
(-2.34)
LOWTERxL2.CSR 0.0000
(0.11)
MEDTERxL2.CSR 0.0001
(0.14)
HIGHTERxL2.CSR -0.0008
(-2.41)
Q1xL2.CSR 0.0001
(0.27)
Q2xL2.CSR 0.0001
(0.16)
Q3xL2.CSR -0.0006
(-1.00)
Q4xL2.CSR -0.0008
(-2.20)
_cons 0.0060 0.0060 0.0054 0.0404
(1.59) 1.17) (1.00) (0.65)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes

factors such as investment opportunity. Hence dedficient of CSR can nearly represent the effe€@8R on

firm leverage.
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N 1947 1947 1947 1947
adj. R 0.300 0.301 0.300 0.300

t-statistics are in parentheses and allow for ehirsg at the industry level (the letter industry
classification code). *, ** and **** denote statistl significance at the 10% 26 and Lslevel,

respectively.

We then move on to examine the non-SOEs sample.rdhdts are reported in Table 9.
Column 1 shows that the average effect of CSR arS©OES’ debt financing is negative but
statistically insignificant. When we distinguisinnfis operating in industries with different degrees
of product market competition in Columns 2 to 4bécomes evident that CSR has a negative
effect on Lev only in the highest fractile of HH3learly, as compared to the full sample of Table

8, the results are qualitatively unchanged.

Table 9 CSR, competition and debt financing: non-stte-owned firms

Dependent variable Non-state-owned firms
Lev (1) (2) 3) (4)
L2.CSR -0.0001
(-0.40)
LOWMEDxL2.CSR 0.0001
(0.46)
HIGHMEDxL2.CSR -0.0010
(-3.48)
LOWTERxL2.CSR 0.0001
(0.62)
MEDTERxL2.CSR -0.0002
(-0.32)
HIGHTERxL2.CSR -0.0010
(-2.91)
Q1xL2.CSR 0.0001
(0.50)
Q2xL2.CSR 0.0001
(0.12)
Q3xL2.CSR -0.0010
(-1.65)
Q4xL2.CSR -0.0010
(-2.77)
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_cons 0.0053 0.0055 0.0293 0.0051

(1.33) (0.97) (0.63) (0.90)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1831 1831 1831 1831
adj. R 0.295 0.297 0.297 0.296

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,
respectively.

To further confirm the negative effect of CSR orbdinancing ability in noncompetitive
industries will affect product market performanees then conduct the additional description of
the relationship between debt financing capabdity product market performance. Specifically,
we divide the whole sample into two sub-samplesmicg to their long-term leverage, i.e., firms
with Lev above (resp. below) the top (resp. bott@dih percentile are referred to as high (resp.
low) leverage group, and then compare the mearew#lgales growth between these two groups
for each year. Figure 1 shows that the averages gatevth of high-leverage group is higher than
the low-leverage one during the whole sample perMdreover, the mean difference of sales
growth between high-low leverage groups is 0.06iargignificantly at 1% level by t-te&fThese
results show that the high debt-taking Chinesediexrhibit significantly better product market
performance, which verify that CSR negatively iefige product market performance only in
noncompetitive industries through weaker debt fuag capability.

The above findings are consistent with our conjegtue., CSR activities imply more about
self-serving purpose of management than conflebltgion in Chinese market. This self-serving

characteristic makes the market change its direaifocapital and thus negatively impact firms’

® The result is available upon request.
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debt financing capability. Since debt financingnigortant for the improvement of product market
performance, which will get damaged as the deld@niimg capacity decreases. However, this
negative influence of CSR on debt financing anddpob market performance is only significant
in noncompetitive industries, because firms in romgetitive industrieswhere competition
pressure is low fail to enforce discipline on maragwhich may lead tover-investment in CSR. As
the degree of competition increases, the agendylgmoof CSR is mitigated and the negative
effect fades awayWe find the evidence that CSR significantly decesafirms’ product market
performance in noncompetitive industries is onlgngficant for non-SOEs, which face more
serious financing constraints.

In sum, we document that CSR affects product mapaformance in noncompetitive

industries primarily through the channel of weattebt financing capability.
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year
low leverage group — high leverage group

Figure 1 Mean of sales growth for different leverdigns

" This paper fails to capture the impact of CSR on $@iduct market performance which is determingd b
more complicated and unobservable factors.
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4.4 Additional analysis: corporate governance

As the literature (Nekhili et al., 2017) suggestattthe association between CSR and firm
value would be quite different across firms witlffatient corporate governance, we believe that
our findings may be sensitive to firms with poorvgmance firms than firms with good
governance for the following reason: Conflicts mterest between owners and managers are less
likely to arise in firms with better governance andnagers have less incentive to over-invest in
CSR for self-serving purpose. Therefore in noncditipe industries, the negative impact of CSR
on those firms’ product market performance may baller compared with firms with poor
governance.

We thus explore the potential impact of corporgtesernance on our basic finding.
Specifically, in the aspect of internal governanee,divide firms into two sub-samples according
to their CGl index, i.e., firms with CGI above ttug 30 percentile are referred to as good internal
governance sample, otherwise are referred to asqmeo In the aspect of external governance, we
classify firms into two sub-samples according te tmedian of firms’ institutional investor
holding proportion, i.e., firms are classified asd external governance sample if institutional
investor holding proportion is above the mediarheatise are classified as poor external
governance sample. Then we run similar regressiengn Table 2 for the four subsamples,
respectively. The results are reported in Table®IB. In Column 1 of Table 10 and Table 12, we
find that the average effect of CSR on product mtagerformance across all industries is not
significant in both good internal and external goamce samples. When differentiating among

different levels of competition, the results in @oins 2 to 4 are qualitatively unchanged. On the
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contrary, the results of Table 11 and Table 13 shwav the negative effect of CSR on product

market performance can only be observed in thedsiginactile of product market competition in

both poor internal and external governance sampiesther words, our basic finding remains to

hold in poor governance environment but not in ggodernance environment. The above finding

suggests that better internal and external goveman more fierce competition can discipline

management’s incentive to overinvest in CSR fovisgrtheir own interests, and thus the negative

influence of CSR on product market performanceaonaompetitive industries can be alleviated.

We also run similar regressions for the four sulpgamas in Table 3 and obtain robust

results, which can be found in the Appendix Tal#l@sto A5. In sum, we document that better

corporate governance can effectively mitigate tlegative impact of CSR on firms’ product

market performance in noncompetitive industries.

Table 10 CSR, competition and market performance: god internal governance

Dependent variable

SG (1) (2) 3) (4)
L2.CSR -0.0009
(-1.40)
LOWMEDXL2.CSR -0.0009
(-1.23)
HIGHMEDXL2.CSR -0.0009
(-0.68)
LOWTERXL2.CSR -0.0011
(-1.52)
MEDTERXL2.CSR 0.0003
(0.15)
HIGHTERXL2.CSR -0.0013
(-1.14)
Q1xL2.CSR -0.0014
(-1.22)
Q2xL2.CSR 0.0003
(0.19)
Q3xL2.CSR 0.0029
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Q4xL2.CSR
_cons

Control variables
Industry dummies
Year dummies

N

adj. R?

g

-0.2225
(-7.82)

Yes

Yes

Yes
545

-0.012

Jkk

-0.2217 0.0293
(-8.69) (0.50)
Yes Yes
Yes Yes
Yes Yes
545 545
-0.016 -0.019

(0.78)
-0.0015
(-1.34)
0.0701
(0.55)
Yes
Yes
Yes
545
-0.021

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,

respectively.

Table 11 CSR, competition and market performance: por internal governance

Dependent variable

SG 1) (2) (3) 4)
L2.CSR -0.0006
(-1.12)
LOWMEDxL2.CSR 0.0001
(0.21)
HIGHMEDxL2.CSR -0.0037
(-2.81)
LOWTERxL2.CSR 0.0002
(1.32)
MEDTERxL2.CSR -0.0003
(-0.25)
HIGHTERxL2.CSR -0.0058
(-3.46)
Q1xL2.CSR 0.0000
(0.13)
Q2xL2.CSR 0.0001
(0.13)
Q3xL2.CSR 0.0005
(0.34)
Q4xL2.CSR -0.0056
(-3.38)
_cons 0.2137 0.2095 0.2171 0.2105
(3.34) (2.97) (2.81) (2.77)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1402 1402 1402 1402
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adj. R 0.017 0.021 0.023 0.022

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,
respectively.

Table 12 CSR, competition and market performance: god external governance

Dependent variable

SG 1) (2) 3) 4)
L2.CSR -0.0001
(-0.25)
LOWMEDxL2.CSR -0.0000
(-0.14)
HIGHMEDxL2.CSR -0.0002
(-0.28)
LOWTERX%L2.CSR 0.0002
(0.62)
MEDTERxL2.CSR -0.0003
(-0.23)
HIGHTERxL2.CSR -0.0009
(-1.08)
Q1xL2.CSR 0.0000
(0.05)
Q2xL2.CSR -0.0002
(-0.15)
Q3xL2.CSR 0.0024
(1.23)
Q4xL2.CSR -0.0010
(-1.15)
_cons 0.2743 0.2690" 0.2774" -0.0634
(4.14) (4.11) (4.33) (-0.99)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 953 953 953 953
adj. R 0.034 0.033 0.030 0.031

t-statistics are in parentheses and allow for etisg at the industry level (the letter industry
classification code). *, ** and **** denote statistl significance at the 10%6 and 2slevel,
respectively.

Table 13 CSR, competition and market performance: por external governance

Dependent variable
SG (1) (2) ®3) (4)
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L2.CSR
LOWMEDxL2.CSR
HIGHMEDXL2.CSR
LOWTERXL2.CSR
MEDTERxL2.CSR
HIGHTERxL2.CSR
Q1xL2.CSR
Q2xL2.CSR
Q3xL2.CSR
Q4xL2.CSR

_cons

Control variables
Industry dummies
Year dummies

N
adj. R?

-0.0008
(-1.17)

0.0330
(1.08)
Yes
Yes
Yes
994
0.034

-0.0005
(-0.87)
-0.0034
(-1.15)

0.0103
(0.26)
Yes
Yes
Yes
994
0.034

-0.0006
(-1.05)
0.0005
(0.27)
-0.0074
(-2.84)

0.0266
(0.41)
Yes
Yes
Yes
994
0.036

-0.0010
(-1.03)
0.0004
(0.25)
0.0015
(0.41)
-0.0074
(-2.54)
0.1234
(3.92)
Yes
Yes
Yes
994
0.035

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry

classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,

respectively.

5. Conclusions

Whether the engagement of CSR implies more abonagenent's self-serving purpose or

shareholder value creation? This issue has receadnsive attention among financial

economists, practitioners, and policymakers. Usirggdata of Chinese listed firms from 2008 to

2014, we explore how product market competition and C&Bractively influence firms’ product

market performance and the underlying mechanism. dédeument that CSR significantly
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decreases firms’ product market performance onlyoncompetitive industries, and the evidence

is significant only for non-state-owned firms, parity through the channel of weaker debt

financing capability. Better corporate governanaa effectively alleviate the negative impact of

CSR on firms’ product market performance in noncetitipe industries.

Overall, this paper finds that industry competitiplays an important governance role in

disciplining the self-serving purpose of manageméhir findings suggest that Chinese listed

firms should establish a series of complete CSRersigion, assessment, rewarding and

punishment mechanisms to reduce the discretionasfagers in CSR resource allocation and to

mitigate agency problems between managers andhsiidees. Our findings also yield important

policy implications that governments in emergingke#s should take measures to improve listed

companies’ corporate governance and propel theepsoof marketization, given that the lack of

external pressure and internal governance will esate the self-serving purpose of management.

Since publicly traded companies may be sociallpoasible in some CSR dimensions, yet

socially irresponsible in others, further reseaoduld be extended to explore the different

dimensions of CSR separately, examining the relabetween its different components and

product market performance.
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Appendix

Table Al Definition of variables

Variables Definition

Sales Operating revenue

SG Sales growth

Assets Total assets

Cash (Currency+ trading financial assets) / Assets
FixedCapital Net fixed capital / Assets

Inventory Net inventories / Assets

Receivable Net accounts receivables / Assets

Size The logarithm of Assets

Lev Long-term debt / Assets

Age Proxied by calculating the number of yearssesite beginning of public trading
Profitability (Operating earnings+ depreciatiomssets
Invest Capital expenditures /Assets

SellEx Selling expenses /Assets

SProfitability

SProfitability=)_._ Profitability, _,

2
Sinvest Slnvest:z‘k=1 Invest,
2
SSellEx Ssellex=) , _ SellEx
SOE A dummy that takes value 1 (0) if a firm's stahare proportion is above (below o
equal to) 50%.
Inst The proportion of institutional investor hoidi
LnBM The logarithm of book-to-market ratio

Table A2 Sub-sample analysis of good internal goveance firms

Dependent variable Full sample High competition Medium competition w.eompetition
SG @) ) 3 “4)
L2.CSR -0.0007 -0.0007 0.0013 0.0004
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(-0.90) (-1.18) (0.77) (0.33)
HHIXL2.CSR -0.0017

(-0.51)
HHI 0.1733
(0.50)
Size 0.0156 0.0052 0.0438 0.0001
(3.08) (0.77) (1.17) (0.00)
_cons -0.3297 0.0510 -0.3153 -0.0600
(-2.15) (0.30) (-2.62) (-1.67)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 545 384 99 114
adj. R -0.016 -0.003 -0.013 0.111

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,
respectively.

Table A3 Sub-sample analysis of poor internal goveance firms

Dependent variable Full sample High competition Medium competition  w.oompetition
SG 1) (2) 3) 4)
L2.CSR 0.0007 0.0003 -0.0004 -0.0049
(1.93) (0.92) (-0.38) (-3.80)
HHIXL2.CSR -0.0104"
(-6.18)
HHI -0.1120
(-0.75)
_cons 0.283% -0.0406 -0.0184 -0.0747
(2.50) (-1.68) (-0.43) (-0.78)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 1402 1009 245 148
adj. R 0.021 0.013 0.035 0.013

t-statistics are in parentheses and allow for etiusg at the industry level (the letter industry
classification code). *, ** and **** denote statistl significance at the 10%6 and 2slevel,
respectively.

Table A4 Sub-sample analysis of good external govence firms

Dependent variable Full sample High competition Medium competition w.eompetition
@) &) 3 4
L2.CSR 0.0003 0.0004 -0.0011 0.0004
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(0.97) (0.99) (-0.76) (0.33)
HHIXL2.CSR -0.0030

(-1.36)
HHI -0.1447

(-0.87)
_cons 0.3635 -0.0269 0.0412 -0.0600

(3.31) (-1.27) (0.49) (-1.67)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 953 668 171 114
adj. R 0.033 0.021 -0.019 0.111

t-statistics are in parentheses and allow for ehirsy at the industry level (the letter industry
classification code). *, ** and **** denote statisal significance at the 10%.6 and 2slevel,
respectively.

Table A5 Sub-sample analysis of poor external goveance firms

Dependent variable Full sample High competition Medium competition  w.oompetition
SG 1) (2) 3) 4)
L2.CSR 0.0002 -0.0005 0.0009 -0.0127
(0.39) (-1.22) (0.44) (-4.66)
HHIXL2.CSR -0.0103
(-2.68)
HHI 0.1289
(0.64)
_cons -0.0226 -0.1020 0.0064 0.0544
(-0.24) (-1.98) (0.21) (0.53)
Control variables Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
N 994 725 173 96
adj. R? 0.034 0.024 0.055 0.137

t-statistics are in parentheses and allow for etisg at the industry level (the letter industry
classification code). *, ** and **** denote statistl significance at the 10%6 and 2slevel,
respectively.
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