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Abstract: The present research aims to explore the relationship between corporate social responsibility
and earnings management (EM). For this study, we utilized the panel data of companies registered
with the Shanghai and the Shenzhen stock exchanges. The data consists of 10years of financial
data from 2010 to 2019. After a thorough investigation, we discovered that CSR hurts the EM
practice, which mainly relates to the prevalence of the ethical stance and the moral stance in corporate
decision-making. When firms engage in activities about CSR, they tend to improve their corporate
image and their social image as the stakeholder satisfaction level increases. The results also indicate
that, when firms engage in these types of activities, they tend to incorporate practices related to
CSR as part of their corporate strategy. This also results in a higher moral standing amongst the
decision-makers, and they prefer to reject malpractices, such as EM, as a result. In the case of the
Chinese state-owned firms, the results indicate that these companies increasingly engage in real
earnings management (REM), even though they have increased their CSR activities. The results point
towards management opportunism with Chinese state-owned companies.

Keywords: corporate social responsibility; accrual earnings management; real earnings management;
ethical behaviour; employee satisfaction

1. Introduction

The financial crises of 2007–2008, which was coupled with financial scandals, has created a great
deal of mistrust amongst the different stakeholders in the economies around the world. This has caused
a great deal of distress for companies and in order to regain the trust of the stakeholders, the companies
have started to commit themselves towards social responsibility and have started to consider CSR,
ethical behaviour, and disclosures relating to CSR as a vital part of their reporting mechanisms [1].
They realized that they not only needed to survive, but they also need to ensure growth and the
future stability of their revenues along with their financial positions. Ameer [2] states that, by keeping
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these factors in mind, the companies have considered comprehensive environmental alertness, ethical
behavior, and practices. The past research is inconclusive regarding whether CSR and ethical practices
have a positive or a detrimental impact on a business’s reporting quality [3]. Shleifer [4] contended
that socially responsible companies are less likely to undertake earnings management (EM) activities,
because they can have a determinant impact on their established reputation.

In recent times, the corporations have changed their perspective regarding financial assistance in
the form of corporate donations and are moving towards the betterment of the overall community
by involving their employees. According to Porter and Kramer [5], corporations are coming up with
charitable programs that are designed in such a way that it not only involves the community but
also satisfies the employees; as a result, not only does the reputation of the business improve, but the
morale of employees also improves, along with improvements in the environment and overall living
standard of the community. Along this line, Lewin and Sabater [6] state the example of IBM, who has
launched programs such as social volunteering, which has led to the improvement of not only the
corporate reputation but also overall employee satisfaction.

There is consensus amongst researchers and academics that such programs are only successful if
they are in line with the strategic vision and objectives of the companies. Along with that, the social
activities selected for such programs and their potential impact on society or the environment needs to
be communicated to such volunteers. This not only motivates the employees involved in the activity
but also improves their commitment towards the cause and the organization as a whole. According to
Brewis [7], such exercises not only improve employee satisfaction but also result in positive influences
that reaffirm employee loyalty, as it aligns with that of the organization. He further states that this also
has a positive impact on the overall corporate image of the organization in the eyes of both employees
and society as a whole.

Castelo Branco and Lima Rodriques [8] state that CSR and ethics are related to the characteristics
of corporate decision-making that are related to moral issues, such as environmental protection,
practices related to the wellbeing of human resources, and helping deprived communities establish
good working relations with customers and employees. CSR engagements by companies improve
their social profiles and enhance their corporate reputations [9], which in turn not only satisfies the
stakeholders but also reduces the financial risks for companies involved in these types of activities [9].

Over the last 30 years, the Chinese economy has experienced phenomenal growth. China has
attained the status of the second largest economy in the world by surpassing Japan in 2017, and the
Chinese economy is expected to surpass the USA in the next decade. According to Keely and
Anderson [10], a report from the international monetary fund (IMF) showed that the Chinese economy
cannot sustain its current structure as an export-oriented economy for much longer, and it needs to
convert itself into a consumer-oriented economy if it wants to retain its economic status (IMF2017).
It is transforming itself, and it is fast becoming a consumer-oriented economy. The Chinese firms
are becoming multinational firms and foreign investment is pouring intothe companies that have
acknowledged the importance of CSR and ethical practices. One has to keep in mind that the need for
CSR and ethical activities is mainly driven by the domestic stakeholders, and their practices are more
oriented towards Chinese domestic audiences. This is an important factor in analyzing the CSR and
ethical activities conducted by Chinese companies. They are considered as a part of a larger national
development plan [11,12].

These activities bare telltale signs of the government influence of CSR and ethical activities.
The reason could be attributed to past issues faced by the Chinese exporters who were penalized for a
lack of CSR activities by developed nations [12,13]. With changes in the legal setup, it has now become
imperative for all companies to perform. This intermediate transformation in the Chinese CSR and
ethical practices becomes more substantial, and other emerging markets are emulating the Chinese
growth model CSR practices [14,15].

Even though there has been plenty of research on CSR in China, it can be considered irrelevant for
two main reasons. A major portion of the research has utilized the accrual earnings management (AEM)
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(discretionary accruals) approach to measure the EM [3,16–19]. This can easily be manipulated by
changing the operating activities rather than manipulating the discretionary accruals. This technique
is commonly known as real earnings management (REM) [20,21]. Kim et al. [21] stated that
the REM-based approach has seldom been applied in the Chinese context, and a similar view is
held by Bozzolan et al. (2015) [22]. Nonetheless, Kuo and Ning [23] imply that Kim et al. [21] and
Bozzolan et al. [22] held that the conclusions based upon AEM lack consistency with the Chinese EM
practices. The second reason relates to the institutional factors, which are essentially varied from other
countries when it comes to CSR and ethical practices in China. The sample size of the previous research
was very limited, and it accounted for no more than five percent of the entire firms population [3].
These researchers are not alone, because Scholtens and Kang (2013) [17] and Bozzolan et al. (2015) [22]
also support similar notions.

This study mainly focuses on the relationships between CSR and EM practices in the context of
companies based and operating in China. Based on our research study, we concluded that socially
responsible companies in China are less likely to engage in AEM and REM activities. The major
contributions of this study are as follows.

Our interest in China was motivated for socio-economic reasons. Firstly, China is the biggest
developing nation and the world’s second largest economy after the USA. China also has problems
associated with developing nations [24,25]. Of particular relevance to this point, it was rightly
observed [26–30] that few studies on CSR and EM have been conducted outside developed nations
such as USA and UK, which very clearly enjoyed corporate governance, legal, economic, and
institutional contexts. However, developing economies, such as the Chinese, have received little
attention. It is strongly argued that their different corporate governance CG, legal, and economic
environments deserve to be investigated. The degree to which formal mechanisms of CG can contain a
managerial ability to engage in EM may differ. Moreover, the importance of emerging markets has been
addressed in several studies [24,31–52], and China is the largest economy offering an interesting context.

Secondly, as reported by Li et al. [53], the relation between CSR and REM has not yet been
thoroughly investigated. For instance, there is a relative dearth of research on the impact of CSR on EM.
Achleitner et al. [54], Zang [55], and Cohen and Zarowin [56] agree that most previous investigations of
EM have focused on manipulating discretionary accruals and might be very productive to investigate
EM as a technique to manipulate real earnings. Managers have been frequently observed using
both practices alternatively. Cohen and Zarowin [56], Francis et al. [57] argued that, after the 2002
Sarbanes–Oxley Act (SOX), real EM became the central attraction of managers and researchers instead
of accrual EM. These scholars explained this shift of interest by the fact that real EM is costly and
harder to deduct from regulators and auditors.

Third, many previous studies on this topic have been inconclusive, or they presented contradictions
with the relationship between CSR and EM. These studies mainly include [3], and their findings
were further endorsed in [16]. Meanwhile, Kim et al. [21], which was followed by [58], also held
similar conclusions, and these were supported by the research in [22]. Even though studies by
Noronha et al. [59] had provided circumstantial evidence aimed at the relationship between CSR and
EM in the Chinese context, which was followed by [15], there were not any conclusive results that were
provided. The study [14] also suffers from similar issues. Meanwhile, our study provides conclusive
evidence regarding a negative relationship between CSR and EM.

Fourth, rather than relying on one method to measure EM, we applied both the AEM and the
REM methods. By following both methods, we not only validated our findings, but we were able to
check the impact of CSR on AEM and REM distinctly. It is generally held that the political costs and
the acceptability of issues relating to AEM are higher than those of REM. In [55], it was explained that
the main reason for this relates to the fact that AEM is the focus of an examination by auditors during
annual audits and regulators alike [60].

Fifth, companies in China practice a wide variety of CSR activities, and they have experienced a
great degree of changes over time at the corporate and the institutional levels. The rise of the Chinese
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economy along with its stable growth pattern has provided ideal circumstances to observe the external
institutional mechanisms discussed in [12]. Yin [61] also researched the same topic, which was followed
by Islam [15] and Parsa et al. [14], and they all have similar conclusions. These researchers have also
pointed out that the CSR and ethical behaviour practices of Chinese companies conform to their social
and cultural practices of creating harmony in society. This might seem to differ from the conventional
practices and objectives of Western companies, but they conform to wider Asian and South East Asian
societies. As a result, this research can be considered as a stepping stone for further research into the
topic, especially in these countries.

This paper follows the following pattern. In the second section, a detailed literature review is
presented. We formulated our hypothesis based upon the literature review. The third section includes a
research design, and the methods that are implemented and the choice variables are discussed in detail.
The fourth section provides the results. The last section contains the discussion and the implications of
the research, followed by the conclusion.

2. Theoretical Framework, Literature Review, and Research Hypothesis

2.1. Corporate Social Responsibility and Earning Management

Over the last three decades, the relationship between CSR and the profitability of companies has
received substantial attention [62–65]. The bases for CSR can be traced to the stakeholder theory [66].
These academics have stressed that commercial enterprises need to have good relationships with all of
the stakeholders [67]. Many scholars [62,68] in line with these viewpoints have argued that this not
only enhances the reputation but also has a positive impact on the financial performance. Pesqueux
and Damak-Ayadi [69] had stated that CSR activities are also indicative of their future profitability
and growth.

We based our study on the stakeholder theory. This theory explains why the companies are
willing to spend their precious resources on activities that do not seem to have any returns in the
short term. These activities are continuously enhancing the reputation of the companies, which usually
results in a positive image, and the management can utilize this image to increase the revenues in the
long term. This results in the financial stability of the companies, which is a key success factor for any
business [9]. Along with these activities, the companies can incorporate the concerns and knowledge
of these stakeholders into their long-term strategies, which provides stable platforms for companies to
expand and increase their market share.

To achieve the basic and long-term objectives, the companies need to build and sustain positive
relationships with all the stakeholders, because they control resources, which are vital for the growth
and the survival of businesses. Choi and Lee [58] state that the companies that take a greater part in
CSR activities will have a positive image built over time and at the cost of precious resources, and they
are more likely to be transparent in their financial reporting.

According to [70], the CSR is positively correlated to fair financial disclosure, which is further
endorsed in [71]. Meanwhile, in [72,73], the authors contended that the CSR activities can reduce
the agency problems that exist amongst the different stakeholders within and outside the company.
Jones [67] cites the institutional stakeholder theory, and his recommendations are also in line with
those previously mentioned. The fundamental reason cited in [3] is that the perception of a socially
responsible company is favorable in the eyes of the general public, and they tend to think that these
types of companies are not hiding any facts from them.

Because EM is considered to be an anti-social activity, it deceives the users of financial statements.
It is generally believed that socially responsible firms have more involvement from the stakeholders,
and it becomes hard for them to conduct such activities. The incentive for management in these
types of companies to indulge in these types of activities is very low. This is indicative of a negative
relationship between CSR and EM.
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According to Gelb and Strawser [74], these firms are always looking for long-term objectives,
and they prefer to foster a potentially profitable relationship with the stakeholders that is in line with
the long-term perspective hypothesis. These views are also backed by the researchin [58]. Hong and
Andersen [75] argued that the commitment of companies to CSR reduces their inclination towards
malpractices, such as EM. As per the findings of [3,74], we assumed that socially responsible firms
are less likely to be involved in EM and vice versa. Based on the above discussion, we propose our
first hypothesis.

H1. The extent of CSR is negatively associated with the level of EM.

2.2. The Moderating Role of State Control Enterprises on CSR and EM

The studies in the past have focused on the relationship between CSR and the financial performance
of the firms [9,76], but the results reported have been mixed. Jorgensen and Knudsen (2006) further
noted that this association signifies the most interrogated area of CSR [77]. Many researchers have
found evidence in favor of a positive relationship, but the strength of the relationship is rather weak
according to several scholars [64,78,79]. Several researchers [80,81] have also stated that researching
this connection cannot be deemed definite. According to Jawahar and McLaughlin [82], the underlying
mechanisms, which impact the financial performances, need to be understood in the local context [83].
To summarize the literature review, we can safely say that there seems to be a lack of understanding
regarding the impact of CSR initiatives, which have an impact on the quality of reported earnings and
on the overall financial performance of a company. In addition, the role of state ownership in firms in
emerging markets has been extensively discussed in several papers [43,47,51,84]. Our present study
aims to bridge this gap by studying the moderating role of state-owned enterprises on the CSR and
EM relationship.

Keeping in mind that we paid special consideration to the inherent limitations of CSR practices
adopted by the Chinese firms. In our opinion, these can have a moderating impact with the relationship
between CSR and EM. One of the main factors in this regard is state control. Hung [85] argued that the
government has drafted tough laws and regulations to ensure that companies follow the prescribed CSR
activities, and the state-owned companies are even required by law to produce CSR disclosures [86].
This type of forced disclosure lacks quality, and it is used by the firms to hide financial results at the
same time. Meanwhile, the voluntary regimes of the CSR disclosures produce high-quality reports.

According to Wang and Chen [87], the managers of the state-owned enterprises are likely to
be involved in EM, because they lack competition. Additionally, the monitoring system of these
companies can easily be bypassed. Besides these issues, the manager’s entrenchment also prevails in
these systems. Noronha et al. [59] demonstrated that entrenchment issues reinforce the opportunistic
behavior of the management in state-owned enterprises. Because they are state-owned, they are more
focused on fulfilling the legal requirements, and they can easily conduct EM when they increase
CSR-related practices.

We also contend that the Chinese state-owned organizations are more inclined to use REM over
AEM because of the acceptable risk connected with AEM is comparatively greater with the state-owned
firms compared to the non-state owned firms, which was mentioned by Kuo et al. [23] who held
this conclusion after SSSREF (split share structure reform). Ewert and Wagen hofer [88] had earlier
proposed a similar notion that was further endorsed by [56], but it is in contradiction to the findings
of [22]. Thus, our second hypothesis is as follows.

H2. The state controlled firms moderate the relationship between CSR and EM.
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3. Research Methodology and Sample

3.1. Sample and Data

The sample taken for this study consists of the companies that are listed on the Shanghai stock
exchange and the Shenzhen stock exchange from 2010 to 2019. The unbalanced observations were 5457.
The financial data for these companies was obtained from the CSMAR database. For the CSR rankings,
we followed the rankings from the RKS database. Table 1 represents the sample detail.

Table 1. Sample distribution.

Industry Code Observations

Agriculture A 221

Mining & Dressing B 283

Manufacturing C 2328

Electric power & Supplies D 307

Engineering Construction E 229

Wholesale & Retail F 301

Transportation G 334

I.T I 265

Real estate K 361

Business services L 202

Public facilities management N 201

Journalism & publication R 205

Conglomerate S 220

Total 5457

Total number of companies 654

3.2. Measurement of AEM

Since EM is conducted by manipulating the accounting choices, we used a modified version of the
Dechow, Sloan, and Sweenedy (1996) [89] model as a proxy of AEM. By subtracting the nondiscretionary
accruals from the total accruals, which is the difference between the observed and predicted y values,
the error term is obtained. The error term represents the ha value of the discretionary accruals of the
firm [90,91].

TAit
ASSTSit−1

= β0 + β1
1

ASSTSit−1
+ β2

(∆Salesit + ∆RCVit)

ASSTSit−1
+ β3

PPEit
ASSTSit−1

+ ∈it (1)

where TAit represents the total accruals, ASSTSit−1 represents the lagged of the total assets, β0, β1, β2,
and β3 are equal to the coefficients of the model for the nondiscretionary accruals, ∆Salesit represents
the current year sales less the previous years sales, ∆RCVit represents the current years receivables less
the previous years receivables, PPEi represents plant, property, and equipment, and ∈it represent the
error term in year t for firm i.

3.3. Measurement of REM

We incorporated the different EM models in addition to those previously mentioned, so the
results can be robust. These measures were based upon the studies by Roychowdhury [20] and Cohen
and Zarowin [56], and they relate to the actual relationship between EM and the operating expenses.
The normal level of the cash flows from operations, production costs, and other operating expenses
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were determined by subtracting them from the above normal values. We then used the ACFO, APC,
and ADE variables as proxies for the REM.

CFOit
ASSTSit−1

= β0 + β1
1

ASSTSit−1
+ β2

REVit
ASSTSit−1

+ β3
∆REVit

ASSTSit−1
+ ∈it (2)

One of the ways to manage earnings is to indulge in overproduction, and the production cost
will tend to decline. This can be determined by the model cross-sectional regression for each industry
and year.

PRODit
ASSTSit−1

= β0 + β1
1

ASSTSit−1
+ β2

REVit
ASSTSit−1

+ β3
∆REVit

ASSTSit−1
+ β4

∆REVit−1

ASSTSit−1
+ ∈it (3)

The third type of REM relates to the cutting down of the discretionary expenses, such as marketing,
research, and development. These actions are taken to artificially inflate the overall profits but have
long-term detrimental effects on the companies [92]. In order to estimate these, we used the procedure
identified by Roychowdhury [20].

Disc_Expit

ASSTSit−1
= β0 + β1

1
ASSTSit−1

+ β2
Salesit−1

ASSTSit−1
+ ∈it (4)

The variable of the REM was constructed as per the suggestions from Roychowdhury [20] and
Cohen and Zarowin [56]. They stated that the increase in activities raises the production costs and
decreases the cash flows from operations, and it is measured using the following equation.

REM = ACFO − APC + ADE (5)

where CFO represents cash flow from operations, PROD represents the sum of the cost of goods sold
and the change in inventories, and Disc_Exp represent the discretionary expenses.

3.4. Measurement of Corporate Social Responsibility (CSR)

We relied upon the CSR provided by the Rankins CSR rating, which is commonly known as RKS.
RKS was founded in 2002, and it is considered a reliable source of information. The index formulated
by the RKS follows the guidelines set by the GRI (Global Reporting Initiative) in their report (GRI,
2002) along with criterion set by SA 8000 (SAI, 2001).

3.5. Measurement of State-Owned Enterprises (SOE)

As stated in various ownership studies [35,44,45,60,93–102], the control of the firm was determined
by the pattern of shareholdings, for example if the majority of the shares are held by the government,
then the company is considered as a state-owned enterprise (SOE). Otherwise, it will be considered
as a private firm. The CSMAR database was utilized to determine this, because it is one of the most
authentic sources of information when it comes to Chinese companies.

3.6. Control Variables

The control variables were chosen based upon the suggestions from the previous studies [21–23].
The control variables chosen were the size of the firm denoted by the F.Size, which was determined by
taking the natural logs of the total assets of the firms. The debt to equity ratio or the leverage is denoted
by Lev, which indicates the risk faced by the firms. Big 4 is the choice of audit firms (one if a firm’s
auditor is one of the “Big4” accounting firms for the period and zero otherwise). Foreign institutional
investors are denoted by FII, which is the presence of foreign ownership in companies listed in China,
and is considered as a dummy variable in this research study. The independent directors are denoted
by ID, which is calculated by the proportion of the independent directors divided by the total number
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of directors. The financial performance of the firms was represented by the returns on the assets,
denoted by ROA. Table 2 presents the definitions of variables.

Table 2. Definitions of variables.

Variable Name Abbreviation Description

Accrual earnings management AEM We used a modified Jones model as a proxy of AEM.

Real earnings management REM We used the Roychowdhry (2006) [20] model as proxy of REM.

Corporate social responsibility CSR We relied upon the CSR provided by the Rankins CSR rating, which is
commonly known as RKS.

Firm Size F.Size Firm size was determined by taking the natural logs of the total assets
of the firms.

Leverage Lev This is the total debt divided by total assets.

Big4 Big4 This value is 1if a firm’s auditor is one of the “Big4” accounting firms
for the period, and 0otherwise.

Foreign institutional investors FII This represents the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study.

State owned enterprises SOE
If the majority of the shares are held by the government, then the
company is considered as a state-owned enterprise (SOE). Otherwise, it
will be considered as a private firm.

Independent director ID The proportion of independent directors divided the total number of
directors.

Return on assets ROA This is calculated by dividing the net income by the total assets.

3.7. Models

The association between the CSR and the EM can be mapped by the regression equations below.

AEMit = β0 + β1CSRit+ β2CSR*SOEit+β3F.Sizeit + β4Levt+ β5Big4it+ β6FIIit+ β7SOEit + β8IDit+

β9ROAit +β10YearDumit+ β11Industry Dumit +∈it
(6)

REMit = β0 + β1CSRit+ β2CSR*SOEit+β3F.Sizeit + β4Levt+ β5Big4it+ β6FIIit+ β7SOEit +

β8IDit+ β9ROAit +β10YearDumit+ β11Industry Dumit +∈it
(7)

In the first equation, AEMit is the dependent variable, and CSRit is the independent variable.In the
second equation, REMit is the dependent variable, and CSRit is the independent variable.

4. Results

4.1. Descriptive Statistics

The descriptive statistics obtained from the research sample are presented in Table 3. All the
continuous variables in the question were winsorised (this is the transformation of the statistics by
limiting the extreme values in the statistical data to reduce the effect of possibly spurious outliers)
at both the 1st and 99th percentiles. The corresponding values of the CSR’s mean and standard
deviation are 38.3450 and 9.1253. The mean value of the AEM is 0.0749, and the REM is −0.0997,
which demonstrates that the AEM was favored over the REM by the Chinese companies that were
included in the sample of the study. The mean values of SIZE is 24.2412, Lev is 0.5109, Big4 is 0.1812,
and ROA is 0.0742.
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Table 3. Descriptive statistics.

Variable Obs Mean Std. Dev

AEM 3.481 0.0764 0.0106

REM 3.481 −0.0997 0.0327

CSR 3.481 38.3450 9.1253

F.Size 3.481 24.2412 1.9690

Lev 3.481 0.5109 0.0140

Big4 3.481 0.1812 0.0852

FII 3.481 0.1559 0.0530

SOE 3.481 0.6217 0.1824

ID 3.481 0.3813 0.0757

ROA 3.481 0.0742 0.0264

Note: n = 5600. AEM refers to the accrual earnings management, and we used a modified version ofthemodel
in [89] as a proxy. For REM, which refers to the real earnings management, we used the Roychowdhry (2006) [20]
model as a proxy. CSR refer to corporate social responsibility. We relied upon the CSR provided by the Rankins CSR
rating, which is commonly known as RKS. F.Size refers to the firm size, which is determined by taking the natural
logs of the total assets of the firms. Lev, which refers to leverage, indicates the risk faced by the firms. The Big4 is
the choice of audit firms, if the firm is audited by a “Big4” auditing firm for the period, Big4 is1; otherwise, it is
0. FII refers to foreign institutional investors, which is the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study. ID refers to independent directors, which is
calculated by the proportion of independent directors divided the total number of directors. ROA, which refers to
the return on assets, is calculated by dividing the net income by the total assets.

4.2. Pearson Correlation

The values of Pearson’s correlation coefficients are presented in Table 4 along with their significance
levels. The values indicate a negative correlation between CSR and AEM. As far as control variables
are concerned, the results indicate that CSR is significantly positively correlated with F.Size, Lev,
andBig4. The large-sized firms are more likely to be involved in CSR practices and vice versa. The
maximum correlation is between the firm size and the Big4 and below the limit, so there is no problem
of endogeneity.

Table 4. Correlation matrix.

1 2 3 4 5 6 7 8 9

1-AEM 1
2-CSR −0.013*** 1
3-F.Size 0.069*** 0.511*** 1
4-Lev 0.093*** 0.236*** 0.518*** 1
5-Big4 0.043** 0.426*** 0.560*** 0.232** 1
6-FII 0.037* 0.090*** 0.155** 0.528** 0.181** 1

7-SOE −0.238 0.130*** 0.264*** 0.199** 0.175** 0.089** 1
8-ID −0.0672 0.018 0.054** 0.313** 0.061 0.030** 0.028** 1

9-ROA −0.0418* 0.072 −0.137 0.377 0.215** 0.082** 0.117** 0.030 1

Note: n = 5600. AEM refers to the accrual earnings management, and we used a modified version of themodel
in [89] as a proxy. For REM, which refers to the real earnings management, we used the Roychowdhry (2006) [20]
model as a proxy. CSR refer to corporate social responsibility. We relied upon the CSR provided by the Rankins CSR
rating, which is commonly known as RKS. F.Size refers to the firm size, which is determined by taking the natural
logs of the total assets of the firms. Lev, which refers to leverage, indicates the risk faced by the firms. The Big4 is
the choice of audit firms, if the firm is audited by a “Big4” auditing firm for the period, Big4 is 1; otherwise, it is
0. FII refers to foreign institutional investors, which is the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study. ID refers to independent directors, which is
calculated by the proportion of independent directors divided the total number of directors. ROA, which refers to
the return on assets, is calculated by dividing the net income by the total assets. * p < 0.05, ** p < 0.01, *** p < 0.001.
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4.3. Multivariate Analysis

Table 5 consists of the statistical results obtained from Model 1 and Model 2. The results from
Model 1 indicate the adverse relationship between CSR and the discretionary accruals. AEM is
considerably lower in firms with higher levels of CSR at a significance level of 95%. At the same time,
CSR is also negatively correlated with REM in Model 2, with a p-value that is less than 0.05 and a
coefficient value of −0.0113. The ethical viewpoint is supported by our results. The managers are
least likely to engage in AEM if the firm increases the levels of CSR activities. In addition to this
notion, it was also illustrated that REM is more sensitive to changes in CSR as compared to AEM.
The transparency in terms of financial reporting in the case of the Chinese firms tend to improve
when the companies raise the level of their CSR and ethical activities. Based on our results, we accept
Hypothesis 1, and we also further endorse findings of [3].

Table 5. Regression results of CSR and EM.

Variables Model 1 (AEM) Model 2 (REM)

Coef. p-Value Coef. p-Value

CSR −0.0219 0.026 −0.0113 0.051
F.Size −0.0143 0.052 −0.0284 0.000
Lev 0.0540 0.000 0.0897 0.019
Big4 0.0541 0.395 0.0416 0.391
FII −0.0104 0.072 −0.0256 0.158

SOE −0.0162 0.016 −0.0108 0.044
ID −0.0234 0.045 0.0405 0.067

ROA 0.0323 0.041 0.7179 0.000
Year & Ind YES YES

Adj−R2 25.1% 15.8%

Note: n = 5600. AEM refers to the accrual earnings management, and we used a modified version of themodel
in [89] as a proxy. For REM, which refers to the real earnings management, we used the Roychowdhry (2006) [20]
model as a proxy. CSR refer to corporate social responsibility. We relied upon the CSR provided by the Rankins CSR
rating, which is commonly known as RKS. F.Size refers to the firm size, which is determined by taking the natural
logs of the total assets of the firms. Lev, which refers to leverage, indicates the risk faced by the firms. The Big4 is
the choice of audit firms, if the firm is audited by a “Big4” auditing firm for the period, Big4 is 1; otherwise, it is
0. FII refers to foreign institutional investors, which is the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study. ID refers to independent directors, which is
calculated by the proportion of independent directors divided the total number of directors. ROA, which refers to
the return on assets, is calculated by dividing the net income by the total assets.

When we analyzed the control variable of absolute discretionary accruals, it indicates a
decreasing trend, but shows increasing trends in profitability and leverage. This can be explained
by the agency cost theory and the political cost theory, because they indicate that larger firms with
higher profit levels would tend to manage earnings to bring down the reported profits, which is
suggested in [103]. In the present study, we found that the level of EM was associated with the size of
the companies, because the larger firms have a lower amount of less discretionary accruals.

The leverage represented by Lev was considered as a control variable, and it was found to be
positively correlated with the absolute discretionary accruals. Press and Weintrop [104] had earlier
explained that higher levels of leverage are generally considered as a violation of debt convents, and
DeFond and Jiambalvo [105] stated that the companies that are involved in these types of practices
are also likely to use discretionary accrual to show better financial performances. In these types of
cases, managers are always under pressure to enhance their financial performance using discretionary
accruals. Lev is found to be positively related to AEM and REM, and the relationship is also significant.
As mentioned above, the level of leverage is also indicative of the possibility of the EM. Meanwhile,
the size of the firms also indicates the method of EM they are likely to use: Larger firms prefer to
use AEM. Firms with high profitability, as indicated by ROA, as compared to REM, are also more likely
to use AEM.
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4.4. Two-Stage Least Square (2SLS) Results of CSR and EM

Additionally, to deal with the possibility of an endogeneity problem, we used the 2SLS regression
model [16,58,106]. The main reason behind this application is that the managers assess the level of
EM and CSR at the same time, and the issues related to endogeneity need to be addressed using the
above—mentioned approach.

The results for the 2SLS are presented in Table 6. The main goal here is to attain estimators that are
consistent rather than gauging a goodness of fit as suggested by [107]. These results provide further
confirmation of the results held in Table 5. The results show that CSR and AEM have a negative
relationship at the 95% confidence level in Model 1 (Table 6), and the CSR and REM in Model 2
have a P-value that is less than 0.05. The value of the coefficient is −0.0615, and this also points to
a strengthening of the existing significant relationship between the CSR and the REM at the 95%
confidence interval. Based upon our results, we deduced that an increase in AEM and REM will hurt
CSR activities by Chinese firms and vice versa, which are in line with the findings in [21]. Consequently,
an ethical perspective (Hypothesis 1) is reinforced.

Table 6. SLS results of CSR and EM.

Variables Model 1 (AEM) Model 2 (REM)

Coef. p-Value Coef. p-Value

CSR −0.0181 0.056 −0.0615 0.052
F.Size −0.0147 0.051 −0.0264 0.000
Lev 0.0543 0.000 0.0296 0.945
Big4 0.0533 0.413 0.0442 0.030
FII 0.0105 0.067 0.0255 0.159

SOE −0.0623 0.167 0.0109 0.436
ID −0.0237 0.044 0.0359 0.712

ROA 0.0325 0.408 0.7168 0.000
Year & Ind YES YES

Adj-R2 25.1% 15.8%

Note: n = 5600. AEM refers to the accrual earnings management, and we used a modified version of themodel
in [89] as a proxy. For REM, which refers to the real earnings management, we used the Roychowdhry (2006) [20]
model as a proxy. CSR refer to corporate social responsibility. We relied upon the CSR provided by the Rankins CSR
rating, which is commonly known as RKS. F.Size refers to the firm size, which is determined by taking the natural
logs of the total assets of the firms. Lev, which refers to leverage, indicates the risk faced by the firms. The Big4 is
the choice of audit firms, if the firm is audited by a “Big4” auditing firm for the period, Big4 is 1; otherwise, it is
0. FII refers to foreign institutional investors, which is the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study. ID refers to independent directors, which is
calculated by the proportion of independent directors divided the total number of directors. ROA, which refers to
the return on assets, is calculated by dividing the net income by the total assets.

4.5. Moderating Role State Ownership (SOE) on CSR and EM

The result in Table 7 (Model 1) shows that the moderating variable (CSR*SOE) has a negative
relationship with AEM, but the moderating variable (CSR*SOE) seems to lack any relationship with
AEM, which does not come as a surprise as it was expected. This is indicative of the fact that the
state-owned enterprises are much more likely to indulge in EM via REM when they decide to increase
CSR activities. These results are supportive of the opportunism by the management of these enterprises.
We find that the enterprises are more likely to favor REM over AEM as they increase the CSR activities,
and these findings are in line with those held by earlier researchers (Ewert and Wagenhofer [88];
Cohen and Dey [108]). However, other researchers contradict the findings [22]. We can safely state
that we accept our second hypothesis.
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Table 7. Moderating role of state-owned enterprise (SOE)on CSR and EM.

Variables Model 1 (AEMZ) Model 2 (REM)

Coef. p-Value Coef. p-Value

CSR −0.0370 0.052 −0.0265 0.676
CSR*SOE −0.0146 0.000 0.0124 0.349

F.Size −0.0306 0.012 −0.0241 0.000
Lev 0.0540 0.000 0.0135 0.750
Big4 0.0549 0.398 0.0353 0.069
FII −0.0101 0.083 −0.0202 0.024

SOE
ID −0.0120 0.069 −0.0683 0.094

ROA 0.0741 0.069 0.6691 0.000
Year & Ind YES YES

Adj−R2 11.9% 16.1%

Note: n = 5600. AEM refers to the accrual earnings management, and we used a modified version of themodel
in [89] as a proxy. For REM, which refers to the real earnings management, we used the Roychowdhry (2006) [20]
model as a proxy. CSR refer to corporate social responsibility. We relied upon the CSR provided by the Rankins CSR
rating, which is commonly known as RKS. F.Size refers to the firm size, which is determined by taking the natural
logs of the total assets of the firms. Lev, which refers to leverage, indicates the risk faced by the firms. The Big4 is
the choice of audit firms, if the firm is audited by a “Big4” auditing firm for the period, Big4 is 1; otherwise, it is
0. FII refers to foreign institutional investors, which is the presence of foreign ownership in companies listed in
China, and it is considered as a dummy variable in this research study. ID refers to independent directors, which is
calculated by the proportion of independent directors divided the total number of directors. ROA, which refers to
the return on assets, is calculated by dividing the net income by the total assets.

4.6. Discussion of Results

To date, the research on the topics of CSR has yielded mixed results. Some researchers hold that
it is very important and state that it is a vital part of the overall long-term vision and strategy of
any business, while others have linked it to the opportunistic behavior of management. One of the
underlying theories that tend to explain why companies involve themselves in CSR activities is the
stakeholder theory. This theory states that companies are aware of their stakeholder’s requirements
and that, by involving themselves in these types of social activities, i.e. ethical behavior, they tend
to increase their acceptability in wider society, which helps them to achieve their long-term goals
and objectives. By conducting CSR activities and ethical behaviour, these companies are also able
to incorporate the knowledge obtained from these activities into their future corporate strategies.
Ullmann [109] had stated that the stakeholder theory forms the bases of the future success of any
commercial organization, and the authors of the subsequently published [110] held similar views.

There is consensus amongst the researchers and academics that such programs are only successful
if they are in line with the strategic vision and objectives of the companies. Along with that, the social
activities selected for such programs and their potential impact on society or the environment needs to
be communicated to such volunteers. This not only motivates the employees involved in the activity
but also improves their commitment towards the cause and the organization as a whole. According
to Brewis [7], such exercises not only improve employee satisfaction but also results in a positive
influence that reaffirms employee loyalty, as it aligns with that of the organization. He further states
that this also has a positive impact on the overall corporate image of the organization in the eyes of
both employees and society as a whole.

There is a strong positive relationship between employee satisfaction and a positive attitude
towards one’s job, as employee satisfaction tends to increase the overall morale of the organization.
Tracey and Phillips [111] have also backed such claims and state that CSR activities and employee
satisfaction are positively correlated. Caudron [112] calls this phenomenon “corporate citizenship”
and states that this leads to an increase in loyalty from employees towards the organization and at the
same time reduces employee turnover. Miller [113] also backs these findings and adds that this also
improves the overall quality of the human resources of organizations.
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The main aim of this research is to explore the association between CSR and EM practices in the
Chinese context and to find out the moderating role of SOEs. The results of this research have led us
to conclude the following when it comes to Chinese firms. The relationship between CSR and EM
is negative, which supports the ethical viewpoint. Thus, it can be deduced that these firms are less
likely to engage in EM practices when they increase their CSR activities, and these results are backed
by earlier findings of Kim and Park [21] and those of [1].

Based upon our results, we further conclude that Chinese state-controlled firms are more
likely to indulge themselves in EM practices, because they increase spending on CSR activities.
Further investigation on the matter has revealed that these firms prefer REM when it comes to EM,
because it is less detectable compared to other methods. In other words, they prefer to make changes
in operating activities, such as policies for reconditioning income, manipulating the production level,
and reconditioning discretionary expenses, because they increase their CSR activities. Our results
are to a great extent in line with those held by Yip and Van Staden [114], which were later endorsed
in [58]. According to the results, we can say that the state-controlled firms in China are more likely to
be involved in EM.

5. Conclusions and Future Research

For the current research, the sample consisted of 5457 Chinese firm-year observation data on CSR
activities from 2010 to 2019. We considered two main methods to measure the levels of EM: AEM and
REM. Through our research, we identified the state control of firms as one of the major institutional
factors moderating the relationship between CSR and EM. In the first step of our research, we found
that the relationship between CSR and EM was negative. Afterwards, we explored the impact of the
moderating variable, such as state control, on the above-mentioned relationship. To address the possible
effects of endogeneity, the regression approach of 2SLS was adopted to test our research models.

To satisfy the stakeholders both internal and external, organizations need to incorporate CSR-
and ethical-behavior-based policies not only into their operating environment but also into their
organization’s culture. This view is backed by [65], the authors of which hold that employees are
major (internal) stakeholders of any organization. As employees are major stakeholders, they also
demand that the organization pay attention to CSR activities, i.e. ethical behavior, and when such
expectations are fulfilled by organizations, the overall morale of the employees becomes satisfactory.
This leads to an improvement in organizational commitment, a reduction in turnover, and an increase
in productivity [115,116].

Our results confirmed the theoretical connections established earlier. We found that there was a
negative relationship between CSR activities and EM. This means that, when Chinese firms increased
their CSR activities, they tended to be less involved in EM activities. On the other hand, we also
discovered that state-owned firms were more likely to increase REM while increasing CSR activities,
because they were more likely to face increased legitimacy risk. At the same time, the possible
incentives for potential EM are greater compared to the private sector companies [3]. In line with this
notion, Shleifer [4] stated that companies with higher CSR activities are less likely to be involved in
EM, because the general public and other stakeholders are more interested in their financial results,
and the incentives for managers to practice unethical practices are usually lower.

These firms always prefer to benefit from these types of social relationships in the long term,
and they ignore the short-term gains from indulging in EM activities. The quality of the earnings
is preferred by these firms, because they are always under the public focus and other stakeholders.
Researchers such as Orlitzky and Schmidt [9] and Brammer and Millington [117] have held that CSR
and profitability are positively linked. Francoeur and Labelle [118] added that companies with a high
level of CSR activities usually have a higher quality of earnings, compared to those that have a lower
level of CSR activities.

The present research is helpful for both Chinese regulators and firms alike to understand the
importance of CSR practices. The findings are important in the context of international and local
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investors along with academics, because they indicate the importance of CSR practices in the context of
EM. This study can also be seen as a benchmark for other Asian markets that share similar characteristics
with the Chinese markets [14,15]. Most of the Asian financial markets are considered as emerging
markets, and they are of great importance for both local and international investors.

Nowadays, every organization wants to achieve a competitive advantage over its competitors
and because of the additional financial resources required, achieving such an advantage isvery limited
and hard to obtain. One way of achieving this is by having well trained and motivated employees.
As most of the companies within a specific sector and category have similar financial resources,
the human resource is the main defining factor in achieving this advantage [119]. Organizations can
only achieve this if they cultivate a CSR- and ethics-based corporate culture, as only then can they
realize the synergistic benefits. Gazzola [120] held that such a culture cannot be developed without the
participation of employee satisfaction. The human resources department needs to take a lead role in
encouraging employee participation in CSR- and ethics-based activities at all levels. This improves
the working environment and culture of the organization, resulting in the positive work and ethical
behaviour of employees ensuring long-term success for both the employees and the organization.

CSR and ethical behaviour not only have a positive impact on employee satisfaction but also
improve investor confidence. Therefore, it has become vital for the organization to manage their
volunteers and their CSR- and ethics-based projects in such a way that they not only help to improve an
organization’s image but also prove to be a motivating and healthy activity for employee satisfaction.

Even though this study provides deep insight into the relationship between CSR and EM, it has a
few limitations, because the study only encompasses Chinese listed firms that disclosed CSR practices
and other information, such as control structure. The limitation mainly exists because many Chinese
state-owned corporations are not even listed on the stock exchanges [121]. At the same time, we varied
the types of institutional environments, which might greatly differ from one another depending upon
the nature of their operations and the amount of information they tend to disclose. It is very difficult to
gauge the level of EM in those enterprises. Many works in the past on topics such as Islam had have
also argued about the impact of international markets on CSR practices in Chinese companies. Future
studies can consider the present study as a foundation to investigate phenomena in Chinese financial
markets. Any China-based international company may be more concerned about the image it portrays
to its international investors and thus would extend its CSR practices, because they are of major
concern for investors based in developed countries as compared to the local Chinese companies. In the
future, researchers can compare the local CSR practices of local and international Chinese companies to
validate or reject this type of hypothesis. We also conclude that there are issues of transparency when
it comes to CSR practices and reporting with Chinese companies in general, even though China has
made great progress in regard to the implementation of CSR reporting. These transparencies might be
better than other developing countries, but they still significantly lag behind the developed markets.

This study provides useful insight into the CSR practices and their impact in terms of developing
markets, but the researchers have to be careful with generalizing this study for all developing markets,
because they might have different legal institutional requirements. Even though many Asian countries
share a border with China, their legal and corporate sectors are much different than those of China,
which is a result of the differences in culture, history, and colonial backgrounds.

Author Contributions: All the authors contributed to the conceptualization, formal analysis, investigation,
methodology, and writing (original draft, review, and editing). All authors have read and agreed to the published
version of the manuscript.

Funding: This research was funded by the National Natural Science Foundation of China, grant number 71502166.

Conflicts of Interest: The authors declare that there is no conflict of interest.



www.manaraa.com

Sustainability 2020, 12, 2858 15 of 19

References

1. Martínez-Ferrero, J.; Gallego-Álvarez, I.; García-Sánchez, I.M. A bidirectional analysis of earnings
management and corporate social responsibility: The moderating effect of stakeholder and investor
protection. Aust. Account. Rev. 2015, 25, 359–371. [CrossRef]

2. Ameer, B. A test of fama and french three factor model in Pakistan equity market. GlobalJ. Manag. Bus. Res.
2013, 7, 24–28.

3. Chih, H.-L.; Shen, C.-H.; Kang, F.-C. Corporate social responsibility, investor protection, and earnings
management: Some international evidence. J. Bus. Ethics 2008, 79, 179–198. [CrossRef]

4. Shleifer, A. Does Competition Destroy Ethical Behavior? National Bureau of Economic Research: Cambridge,
MA, USA, 2004.

5. Porter, M.E.; Kramer, M.R. The link between competitive advantage and corporate social responsibility.
Harvard Bus. Rev. 2006, 84, 78–92.

6. Lewin, D.; Sabater, J. Community Involvement, Employee Morale and Business Performance; Mandel Center for
Nonprofit Organizations, Case Western Reserve University: Cleveland, OH, USA, 1994.

7. Brewis, G. Beyond banking: Lessons from an impact evaluation of employee volunteering at Barclays Bank.
Volunt. Action 2004, 6, 13–25.

8. Castelo Branco, M.; Lima Rodriques, L. Positioning stakeholder theory within the debate on corporate social
responsibility. EJBO-Electron. J. Bus. Ethics Organ. Stud. 2007, 12, 5–15.

9. Orlitzky, M.; Schmidt, F.L.; Rynes, S.L. Corporate social and financial performance: A meta—analysis. Organ.
Stud. 2003, 24, 403–441. [CrossRef]

10. Keely, L.; Anderson, B. Sold in China. Transition to Consumer-Led Economy; Demand Institute Paper. 2015.
Available online: http://demandinstitute.org/demandwp/wp-content/uploads/2015/07/Sold-in-China.pdf
(accessed on 2 April 2020).

11. Gao, Y. Corporate social performance in China: Evidence from large companies. J. Bus. Ethics 2009, 89, 23–35.
[CrossRef]

12. Marquis, C.; Qian, C. Corporate social responsibility reporting in China: Symbol or substance? Organ. Sci.
2013, 25, 127–148. [CrossRef]

13. TVermander, B. Corporate Social Responsibility in China: AVision, an Assessment and a Blueprint; World Scientific:
Singapore, 2014.

14. Parsa, S.; Tang, G.; Dai, N. How do Chinese Businesses View Corporate Social Responsibility? Technical Report;
ICAEW: London, UK, 2016.

15. Islam, M.A. Disclosures of social value creation and managing legitimacy: A case study of three global social
enterprises. Aust. Account. Rev. 2017, 27, 297–314. [CrossRef]

16. Prior, D.; Surroca, J.; Tribó, J.A. Are socially responsible managers really ethical? Exploring the relationship
between earnings management and corporate social responsibility. Corp. Gov.: Int. Rev. 2008, 16, 160–177.

17. Scholtens, B.; Kang, F.C. Corporate social responsibility and earnings management: Evidence from Asian
economies. Corp. Soc. Responsib. Environ. Manag. 2013, 20, 95–112. [CrossRef]

18. Al-Haddad, L.; Gerged, A.; Saidat, Z. Managing earnings using classification shifting: Novel evidence from
Jordan. Acad. Account. Financ. Stud. J. 2019, 23, 1–14.

19. Al-Haddad, L.; Whittington, M. The impact of corporate governance mechanisms on real and accrual
earnings management practices: Evidence from Jordan. Corp. Gov.: Int. J. Bus. Soc. 2019, 19, 1167–1187.
[CrossRef]

20. Roychowdhury, S. Earnings management through real activities manipulation. J. Account. Econ. 2006, 42,
335–370. [CrossRef]

21. Kim, Y.; Park, M.S.; Wier, B. Is earnings quality associated with corporate social responsibility? Account. Rev.
2012, 87, 761–796. [CrossRef]

22. Bozzolan, S.; Fabrizi, M.; Mallin, C.A.; Michelon, G. Corporate social responsibility and earnings quality:
International evidence. Int. J. Account. 2015, 50, 361–396. [CrossRef]

23. Kuo, J.-M.; Ning, L.; Song, X. The real and accrual—based earnings management behaviors: Evidence from
the split share structure reform in China. Int. J. Account. 2014, 49, 101–136. [CrossRef]

24. Nguyen, D.P.; Ho, V.T.; Vo, X.V. Challenges for Vietnam in the Globalization Era. Asian J. Law Econ. 2018, 9.
[CrossRef]

http://dx.doi.org/10.1111/auar.12075
http://dx.doi.org/10.1007/s10551-007-9383-7
http://dx.doi.org/10.1177/0170840603024003910
http://demandinstitute.org/demandwp/wp-content/uploads/2015/07/Sold-in-China.pdf
http://dx.doi.org/10.1007/s10551-008-9982-y
http://dx.doi.org/10.1287/orsc.2013.0837
http://dx.doi.org/10.1111/auar.12130
http://dx.doi.org/10.1002/csr.1286
http://dx.doi.org/10.1108/CG-05-2018-0183
http://dx.doi.org/10.1016/j.jacceco.2006.01.002
http://dx.doi.org/10.2308/accr-10209
http://dx.doi.org/10.1016/j.intacc.2015.10.003
http://dx.doi.org/10.1016/j.intacc.2014.01.001
http://dx.doi.org/10.1515/ajle-2018-0002


www.manaraa.com

Sustainability 2020, 12, 2858 16 of 19

25. Bui, T.M.H.; Vo, X.V.; Bui, D.T. Gender inequality and FDI: Empirical evidence from developing Asia–Pacific
countries. Eurasian Econ. Rev. 2018, 8, 393–416. [CrossRef]

26. Schipper, K. Discussion of voluntary corporate disclosure: The case of interim reporting. J. Account. Res.
1981, 19, 85–88. [CrossRef]

27. Healy, P.M.; Wahlen, J.M. A review of the earnings management literature and its implications for standard
setting. Account. Horiz. 1999, 13, 365–383. [CrossRef]

28. McNichols, M.F. Research design issues in earnings management studies. J. Account. Public Policy 2000, 19,
313–345. [CrossRef]

29. Bowen, R.M.; Rajgopal, S.; Venkatachalam, M. Accounting discretion, corporate governance, and firm
performance. Contemp. Account. Res. 2008, 25, 351–405. [CrossRef]

30. Jiang, W.; Lee, P.; Anandarajan, A. The association between corporate governance and earnings quality:
Further evidence using the GOV−Score. Adv. Account. 2008, 24, 191–201. [CrossRef]

31. Vo, X.V.; Tran, T.T.A. Modelling volatility spillovers from the US equity market to ASEAN stock markets.
Pac.-Basin Financ. J. 2020. [CrossRef]

32. Vo, X.V.; Phan, D.B.A. Herd behavior and idiosyncratic volatility in a frontier market. Pac.-Basin Financ. J.
2019, 53, 321–330. [CrossRef]

33. Vo, X.V. Large Shareholders and Information Asymmetry in a Transition Economy — Evidence from Vietnam.
Singap. Econ. Rev. 2019. [CrossRef]

34. Vo, X.V. Leverage and corporate investment–Evidence from Vietnam. Financ. Res. Lett. 2019, 28, 1–5.
[CrossRef]

35. Vo, X.V. Do Foreign Investors Promote Stock Price Efficiency in Emerging Markets? Int. Rev. Financ. 2019, 19,
223–235. [CrossRef]

36. Rehman, M.U.; Vo, X.-V. Is a portfolio of socially responsible firms profitable for investors? J. Sustain. Financ.
Invest. 2019, 10, 1–22. [CrossRef]

37. Dang, T.L.; Doan, N.T.P.; Nguyen, T.M.H.; Tran, T.T.; Vo, X.V. Analysts and stock liquidity–Global evidence.
Cogent Econ. Financ. 2019, 7, 1625480. [CrossRef]

38. Cuong, L.K.; Vinh, V.X. Interbank financing and business cycle in Europe. J. Econ. Stud. 2019, 46, 1280–1291.
[CrossRef]

39. Batten, J.; Vo, X.V. Liquidity and firm value in an emerging market. Singap. Econ. Rev. 2019, 64, 365–376.
[CrossRef]

40. Batten, J.; Vo, X.V. Determinants of bank profitability—Evidence from Vietnam. Emerg. Mark. Financ. Trade
2019, 55, 1417–1428. [CrossRef]

41. Vo, X.V.; Truong, Q.B. Does momentum work? Evidence from Vietnam stock market. J. Behav. Exp. Financ.
2018, 17, 10–15. [CrossRef]

42. Vo, X.V.; Nguyen, H.H. Bank restructuring and bank efficiency—The case of Vietnam. Cogent Econ. Financ.
2018, 6, 1520423. [CrossRef]

43. Vo, X.V.; Nguyen, D.P. Vietnam and Other Asian Countries in the Process of Globalization. Asian J. Law Econ.
2018, 9, 1–7. [CrossRef]

44. Vo, X.V. Foreign investors and stock price crash risk: Evidence from Vietnam. Int. Rev. Financ. 2018.
[CrossRef]

45. Vo, X.V. Foreign ownership and corporate cash holdings in emerging markets. Int. Rev. Financ. 2018, 18,
297–303. [CrossRef]

46. Vo, X.V. M&As in the process of banking consolidation–Preliminary evidence from Vietnam. Asian J. Law
Econ. 2018, 9. [CrossRef]

47. Vo, X.V. Do firms with state ownership in transitional economies take more risk? Evidence from Vietnam.
Res. Int.Bus. Financ. 2018, 46, 251–256. [CrossRef]

48. Vo, X.V. Determinants of capital flows to emerging economies—Evidence from Vietnam. Financ. Res. Lett.
2018, 27, 23–27. [CrossRef]

49. Vo, X.V. The role of bank funding diversity: Evidence from Vietnam. Int. Rev. Financ. 2018. [CrossRef]
50. Vo, X.V. Bank lending behavior in emerging markets. Financ. Res. Lett. 2018, 27, 129–134. [CrossRef]
51. Nguyen, D.P.; Vo, X.V.; Tran, T.T.A.; Tu, T.K.T. Government cost and firm value: Evidence from Vietnam. Res.

Int. Bus. Financ. 2018, 46, 55–64. [CrossRef]

http://dx.doi.org/10.1007/s40822-018-0097-1
http://dx.doi.org/10.2307/2490986
http://dx.doi.org/10.2308/acch.1999.13.4.365
http://dx.doi.org/10.1016/S0278-4254(00)00018-1
http://dx.doi.org/10.1506/car.25.2.3
http://dx.doi.org/10.1016/j.adiac.2008.08.011
http://dx.doi.org/10.1016/j.pacfin.2019.101246
http://dx.doi.org/10.1016/j.pacfin.2018.10.005
http://dx.doi.org/10.1142/S0217590819500462
http://dx.doi.org/10.1016/j.frl.2018.03.005
http://dx.doi.org/10.1111/irfi.12164
http://dx.doi.org/10.1080/20430795.2019.1700722
http://dx.doi.org/10.1080/23322039.2019.1625480
http://dx.doi.org/10.1108/JES-08-2016-0148
http://dx.doi.org/10.1142/S0217590817470063
http://dx.doi.org/10.1080/1540496X.2018.1524326
http://dx.doi.org/10.1016/j.jbef.2017.12.002
http://dx.doi.org/10.1080/23322039.2018.1520423
http://dx.doi.org/10.1515/ajle-2018-2001
http://dx.doi.org/10.1111/irfi.12248
http://dx.doi.org/10.1111/irfi.12130
http://dx.doi.org/10.1515/ajle-2017-0032
http://dx.doi.org/10.1016/j.ribaf.2018.03.002
http://dx.doi.org/10.1016/j.frl.2018.02.031
http://dx.doi.org/10.1111/irfi.12215
http://dx.doi.org/10.1016/j.frl.2018.02.011
http://dx.doi.org/10.1016/j.ribaf.2017.10.001


www.manaraa.com

Sustainability 2020, 12, 2858 17 of 19

52. Vo, X.V. Determinants of capital structure in emerging markets: Evidence from Vietnam. Res. Int. Bus.
Financ. 2017, 40, 105–113. [CrossRef]

53. Li, C.; Tseng, Y.; Chen, T.-K. Top management team expertise and corporate real earnings management
activities. Adv. Account. 2016, 34, 117–132. [CrossRef]

54. Achleitner, A.K.; Günther, N.; Kaserer, C.; Siciliano, G. Real earnings management and accrual—based
earnings management in family firms. Eur. Account. Rev. 2014, 23, 431–461. [CrossRef]

55. Zang, A.Y. Evidence on the trade—off between real activities manipulation and accrual−based earnings
management. Account. Rev. 2011, 87, 675–703. [CrossRef]

56. Cohen, D.A.; Zarowin, P. Accrual—based and real earnings management activities around seasoned equity
offerings. J. Account. Econ. 2010, 50, 2–19. [CrossRef]

57. Francis, B.; Hasan, I.; Li, L. Abnormal real operations, real earnings management, and subsequent crashes in
stock prices. Rev. Quant. Financ. Account. 2016, 46, 217–260. [CrossRef]

58. Choi, B.B.; Lee, D.; Park, Y. Corporate Social Responsibility, Corporate Governance and Earnings Quality:
Evidence from K orea. Corp. Gov.: An Int. Rev. 2013, 21, 447–467. [CrossRef]

59. Noronha, C.; Tou, S.; Cynthia, M.I.; Guan, J.J. Corporate social responsibility reporting in China: An overview
and comparison with major trends. Corp. Soc. Responsib. Environ. Manag. 2013, 20, 29–42. [CrossRef]

60. Vo, X.V.; Chu, T.K.H. Do foreign shareholders improve corporate earnings quality in emerging markets?
Evidence from Vietnam. Cogent Econ. Financ. 2019, 7, 1698940. [CrossRef]

61. Yin, J. Institutional drivers for corporate social responsibility in an emerging economy: A mixed—method
study of Chinese business executives. Bus. Soc. 2017, 56, 672–704. [CrossRef]

62. Waddock, S.A.; Graves, S.B. The corporate social performance—financial performance link. Strateg. Manag.
J. 1997, 18, 303–319. [CrossRef]

63. Griffin, J.J.; Mahon, J.F. The corporate social performance and corporate financial performance debate:
Twenty—five years of incomparable research. Bus. Soc. 1997, 36, 5–31. [CrossRef]

64. McGuire, J.B.; Sundgren, A.; Schneeweis, T. Corporate social responsibility and firm financial performance.
Acad. Manag. J. 1988, 31, 854–872.

65. McWilliams, A.; Siegel, D. Corporate social responsibility: A theory of the firm perspective. Acad. Manag.
Rev. 2001, 26, 117–127. [CrossRef]

66. Donaldson, T.; Preston, L.E. The stakeholder theory of the corporation: Concepts, evidence, and implications.
Acad. Manag. Rev. 1995, 20, 65–91. [CrossRef]

67. Jones, T.M. Instrumental stakeholder theory: A synthesis of ethics and economics. Acad. Manag. Rev. 1995,
20, 404–437. [CrossRef]

68. Freeman, R.E. Strategic Management: A Stakeholder Approach; Cambridge University Press: Cambridge, UK,
2010.

69. Pesqueux, Y.; Damak-Ayadi, S. Stakeholder theory in perspective. Corp. Gov.: Int. J. Bus. Soc. 2005.
[CrossRef]

70. Laux, C.; Leuz, C. The crisis of fair—value accounting: Making sense of the recent debate. Account. Organ.
Soc. 2009, 34, 826–834. [CrossRef]

71. Carnegie, G.D.; Napier, C.J. Traditional accountants and business professionals: Portraying the accounting
profession after Enron. Account. Organ. Soc. 2010, 35, 360–376. [CrossRef]

72. Liu, F.; Zhou, F. Does size really matter? A test from the perspective of accounting conservatism. Account.
Res. 2007, 3, 79–87.

73. Huang, R.D.; Shiu, C.Y. Local effects of foreign ownership in an emerging financial market: Evidence from
qualified foreign institutional investors in Taiwan. Financ. Manag. 2009, 38, 567–602. [CrossRef]

74. Gelb, D.S.; Strawser, J.A. Corporate social responsibility and financial disclosures: An alternative explanation
for increased disclosure. J. Bus. Ethics 2001, 33, 1–13. [CrossRef]

75. Hong, Y.; Andersen, M.L. The relationship between corporate social responsibility and earnings management:
An exploratory study. J. Bus. Ethics 2011, 104, 461–471. [CrossRef]

76. Brammer, S.; Pavelin, S. Voluntary environmental disclosures by large UK companies. J. Bus. Financ. Account.
2006, 33, 1168–1188. [CrossRef]

77. Ibrahim, N.; Angelidis, J.; Tomic, I.M. Managers’ attitudes toward codes of ethics: Are there gender
differences? J. Bus. Ethics 2009, 90, 343–353. [CrossRef]

http://dx.doi.org/10.1016/j.ribaf.2016.12.001
http://dx.doi.org/10.1016/j.adiac.2016.07.007
http://dx.doi.org/10.1080/09638180.2014.895620
http://dx.doi.org/10.2308/accr-10196
http://dx.doi.org/10.1016/j.jacceco.2010.01.002
http://dx.doi.org/10.1007/s11156-014-0468-y
http://dx.doi.org/10.1111/corg.12033
http://dx.doi.org/10.1002/csr.1276
http://dx.doi.org/10.1080/23322039.2019.1698940
http://dx.doi.org/10.1177/0007650315592856
http://dx.doi.org/10.1002/(SICI)1097-0266(199704)18:4&lt;303::AID-SMJ869&gt;3.0.CO;2-G
http://dx.doi.org/10.1177/000765039703600102
http://dx.doi.org/10.5465/amr.2001.4011987
http://dx.doi.org/10.5465/amr.1995.9503271992
http://dx.doi.org/10.5465/amr.1995.9507312924
http://dx.doi.org/10.1108/14720700510562622
http://dx.doi.org/10.1016/j.aos.2009.04.003
http://dx.doi.org/10.1016/j.aos.2009.09.002
http://dx.doi.org/10.1111/j.1755-053X.2009.01048.x
http://dx.doi.org/10.1023/A:1011941212444
http://dx.doi.org/10.1007/s10551-011-0921-y
http://dx.doi.org/10.1111/j.1468-5957.2006.00598.x
http://dx.doi.org/10.1007/s10551-010-0428-y


www.manaraa.com

Sustainability 2020, 12, 2858 18 of 19

78. Rodgers, W.; Choy, H.L.; Guiral, A. Do investors value a firm’s commitment to social activities? J. Bus. Ethics
2013, 114, 607–623. [CrossRef]

79. Wu, S.; Xu, N.; Yuan, Q. State control, legal investor protection, and ownership concentration: Evidence from
China. Corp. Gov.: An Int. Rev. 2009, 17, 176–192. [CrossRef]

80. Prado-Lorenzo, J.-M.; Garcia-Sanchez, I.-M. The role of the board of directors in disseminating relevant
information on greenhouse gases. J. Bus. Ethics 2010, 97, 391–424. [CrossRef]

81. Park, Y.W.; Shin, H.-H. Board composition and earnings management in Canada. J. Corp. Financ. 2004, 10,
431–457. [CrossRef]

82. Jawahar, I.; McLaughlin, G.L. Toward a descriptive stakeholder theory: An organizational life cycle approach.
Acad. Manag. Rev. 2001, 26, 397–414. [CrossRef]

83. Doh, J.P.; Bunyaratavej, K.; Hahn, E.D. Separable but not equal: The location determinants of discrete services
offshoring activities. J. Int. Bus. Stud. 2009, 40, 926–943. [CrossRef]

84. Vo, X.V. Residual government ownership and corporate investment efficiency in privatised firms: Evidence
from a transition country. Asian-Pac. Econ. Lit. 2019, 33, 121–127. [CrossRef]

85. Hung, H. Directors’ roles in corporate social responsibility: A stakeholder perspective. J. Bus. Ethics 2011,
103, 385–402. [CrossRef]

86. Marquis, C.; Yin, J.; Yang, D. State—mediated globalization processes and the adoption of corporate social
responsibility reporting in China. Manag. Organ. Rev. 2017, 13, 167–191. [CrossRef]

87. Wang, M.; Chen, Y. Does voluntary corporate social performance attract institutional investment? Evidence
from China. Corp. Gov.: An Int. Rev. 2017, 25, 338–357. [CrossRef]

88. Ewert, R.; Wagenhofer, A. Economic effects of tightening accounting standards to restrict earnings
management. Account. Rev. 2005, 80, 1101–1124. [CrossRef]

89. Dechow, P.M.; Sloan, R.G.; Sweeney, A.P. Causes and consequences of earnings manipulation: An analysis of
firms subject to enforcement actions by the SEC. Contemp. Account. Res. 1996, 13, 1–36. [CrossRef]

90. Becker, C.L.; DeFond, M.L.; Jiambalvo, J.; Subramanyam, K.R. The effect of audit quality on earnings
management. Contemp. Account. Res. 1998, 15, 1–24. [CrossRef]

91. Davidson, R.; Goodwin-Stewart, J.; Kent, P. Internal governance structures and earnings management.
Account. Financ. 2005, 45, 241–267. [CrossRef]

92. Sun, J.; Lan, G.; Liu, G. Independent audit committee characteristics and real earnings management. Manag.
Audit. J. 2014, 29, 153–172. [CrossRef]

93. Sial, M.S.; Vo, X.V.; Al-Haddad, L.; Trang, T.N. Impact of female directors on the board and foreign institutional
investors on earning manipulation of Chinese listed companies. Asia-Pac. J. Bus. Adm. 2019, 11, 289–299.
[CrossRef]

94. Vo, X.V. Do foreign investors improve stock price informativeness in emerging equity markets? Evidence
from Vietnam. Res. Int. Bus. Financ. 2017, 42, 986–991. [CrossRef]

95. Vinh, V.X.; Duc, M.X. Foreign Ownership and Liquidity Risk of Commercial Banks in Vietnam. VNUJ. Sci.:
Econ. Bus. 2017, 33. [CrossRef]

96. Vo, X.V. Foreign investors and corporate risk taking behavior in an emerging market. Financ. Res. Lett. 2016,
18, 273–277. [CrossRef]

97. Vo, X.V. Foreign ownership and stock market liquidity—evidence from Vietnam. Afro-Asian J. Financ. Account.
2016, 6, 1–11. [CrossRef]

98. Vo, X.V. Foreign ownership and dividend policy—the case of Vietnam. Int. J. Bank. Account. Financ. 2015, 6,
73–86. [CrossRef]

99. Vo, X.V. Foreign ownership and stock return volatility–Evidence from Vietnam. J. Multinatl. Financ. Manag.
2015, 30, 101–109. [CrossRef]

100. Batten, J.A.; Vo, X.V. Foreign ownership in emerging stock markets. J. Multinatl. Financ. Manag. 2015, 32,
15–24. [CrossRef]

101. Vinh, V.X. Foreign ownership and firm performance evidence in Vietnam. J. Econ. Dev. 2014, 7, 85–104.
102. Batten, J.A.; Vo, X.V. An analysis of the relationship between foreign direct investment and economic growth.

Appl. Econ. 2009, 41, 1621–1641. [CrossRef]
103. Watts, R.L.; Zimmerman, J.L. Towards a positive theory of the determination of accounting standards.

Account. Rev. 1978, 112–134. Available online: https://www.jstor.org/stable/245729 (accessed on 2 April 2020).

http://dx.doi.org/10.1007/s10551-013-1707-1
http://dx.doi.org/10.1111/j.1467-8683.2009.00731.x
http://dx.doi.org/10.1007/s10551-010-0515-0
http://dx.doi.org/10.1016/S0929-1199(03)00025-7
http://dx.doi.org/10.5465/amr.2001.4845803
http://dx.doi.org/10.1057/jibs.2008.89
http://dx.doi.org/10.1111/apel.12270
http://dx.doi.org/10.1007/s10551-011-0870-5
http://dx.doi.org/10.1017/mor.2016.55
http://dx.doi.org/10.1111/corg.12205
http://dx.doi.org/10.2308/accr.2005.80.4.1101
http://dx.doi.org/10.1111/j.1911-3846.1996.tb00489.x
http://dx.doi.org/10.1111/j.1911-3846.1998.tb00547.x
http://dx.doi.org/10.1111/j.1467-629x.2004.00132.x
http://dx.doi.org/10.1108/MAJ-05-2013-0865
http://dx.doi.org/10.1108/APJBA-10-2018-0189
http://dx.doi.org/10.1016/j.ribaf.2017.07.032
http://dx.doi.org/10.25073/2588-1108/vnueab.4086
http://dx.doi.org/10.1016/j.frl.2016.04.027
http://dx.doi.org/10.1504/AAJFA.2016.074540
http://dx.doi.org/10.1504/IJBAAF.2015.077001
http://dx.doi.org/10.1016/j.mulfin.2015.03.004
http://dx.doi.org/10.1016/j.mulfin.2015.05.001
http://dx.doi.org/10.1080/00036840701493758
https://www.jstor.org/stable/245729


www.manaraa.com

Sustainability 2020, 12, 2858 19 of 19

104. Press, E.G.; Weintrop, J.B. Accounting—based constraints in public and private debt agreements: Their
association with leverage and impact on accounting choice. J. Account. Econ. 1990, 12, 65–95. [CrossRef]

105. DeFond, M.L.; Jiambalvo, J. Debt covenant violation and manipulation of accruals. J. Account. Econ. 1994, 17,
145–176. [CrossRef]

106. Sial, M.S.; Chunmei, Z.; Khan, T.; Nguyen, V.K. Corporate social responsibility, firm performance and the
moderating effect of earnings management in Chinese firms. Asia-Pac. J. Bus. Adm. 2018, 10, 184–199.
[CrossRef]

107. Verbeek, M. A Guide to Modern Econometrics; John Wiley & Sons: Hoboken, NJ, USA, 2008.
108. Cohen, D.A.; Dey, A.; Lys, T.Z. Real and accrual—based earnings management in the pre—and

post—Sarbanes—Oxley periods. Account. Rev. 2008, 83, 757–787. [CrossRef]
109. Ullmann, A.A. Data in search of a theory: A critical examination of the relationships among social performance,

social disclosure, and economic performance of US firms. Acad. Manag. Rev. 1985, 10, 540–557.
110. Roberts, R.W. Determinants of corporate social responsibility disclosure: An application of stakeholder

theory. Account. Organ. Soc. 1992, 17, 595–612. [CrossRef]
111. Tracey, P.; Phillips, N.; Haugh, H. Beyond philanthropy: Community enterprise as a basis for corporate

citizenship. J. Bus. Ethics 2005, 58, 327–344. [CrossRef]
112. Caudron, S. Volunteer efforts offer low—cost training options. Pers. J. 1994, 73, 38–44.
113. Miller, W.H. Volunteerism: A new strategic tool. Ind. Week/IW 1997, 246, 13–15.
114. Yip, E.; van Staden, C.; Cahan, S. Corporate social responsibility reporting and earnings management: The

role of political costs. Australas. Account. Bus. Financ. J. 2011, 5, 17–34.
115. Trevino, L.K.; Nelson, K.A. Managing Business Ethics: Straight Talk about How to Do It Right; John Wiley &

Sons: Hoboken, NJ, USA, 2016.
116. Tuzzolino, F.; Armandi, B.R. A need—hierarchy framework for assessing corporate social responsibility.

Acad. Manag. Rev. 1981, 6, 21–28. [CrossRef]
117. Brammer, S.; Millington, A.; Rayton, B. The contribution of corporate social responsibility to organizational

commitment. Int. J. Hum. Resour. Manag. 2007, 18, 1701–1719. [CrossRef]
118. Francoeur, C.; Labelle, R.; Sinclair-Desgagné, B. Gender diversity in corporate governance and top

management. J. Bus. Ethics 2008, 81, 83–95. [CrossRef]
119. Vinerean, S.; Cetina, I.; Dumitrescu, L.; Tichindelean, M. The effects of social media marketing on online

consumer behavior. Int. J. Bus. Manag. 2013, 8, 66. [CrossRef]
120. Gazzola, P. Corporate social responsibility and companies’ reputation. Netw. Intell. Stud. 2014, 2, 74–84.
121. OECD; World Bank. Global Value Chains: Challenges, Opportunities and Implications for Policy; Report prepared

for submission to the G20 Trade Ministers Meeting; OECD: Sydney, Australia, 2014.

© 2020 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access
article distributed under the terms and conditions of the Creative Commons Attribution
(CC BY) license (http://creativecommons.org/licenses/by/4.0/).

http://dx.doi.org/10.1016/0165-4101(90)90042-3
http://dx.doi.org/10.1016/0165-4101(94)90008-6
http://dx.doi.org/10.1108/APJBA-03-2018-0051
http://dx.doi.org/10.2308/accr.2008.83.3.757
http://dx.doi.org/10.1016/0361-3682(92)90015-K
http://dx.doi.org/10.1007/s10551-004-6944-x
http://dx.doi.org/10.5465/amr.1981.4287982
http://dx.doi.org/10.1080/09585190701570866
http://dx.doi.org/10.1007/s10551-007-9482-5
http://dx.doi.org/10.5539/ijbm.v8n14p66
http://creativecommons.org/
http://creativecommons.org/licenses/by/4.0/.


www.manaraa.com

© 2020. This work is licensed under
http://creativecommons.org/licenses/by/3.0/ (the “License”).  Notwithstanding
the ProQuest Terms and Conditions, you may use this content in accordance

with the terms of the License.


	Introduction 
	Theoretical Framework, Literature Review, and Research Hypothesis 
	Corporate Social Responsibility and Earning Management 
	The Moderating Role of State Control Enterprises on CSR and EM 

	Research Methodology and Sample 
	Sample and Data 
	Measurement of AEM 
	Measurement of REM 
	Measurement of Corporate Social Responsibility (CSR) 
	Measurement of State-Owned Enterprises (SOE) 
	Control Variables 
	Models 

	Results 
	Descriptive Statistics 
	Pearson Correlation 
	Multivariate Analysis 
	Two-Stage Least Square (2SLS) Results of CSR and EM 
	Moderating Role State Ownership (SOE) on CSR and EM 
	Discussion of Results 

	Conclusions and Future Research 
	References

