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Abstract: This study investigates the relationship between corporate political embeddedness and the
quality of corporate social responsibility (CSR) disclosure for Chinese listed A-share firms. The study
applies the legitimacy theory to the diffusion of CSR in Chinese companies, which otherwise have a
differentiating characteristic from Western companies: part of their property being owned by the
government. We used 21,295 firm-year observations from Chinese listed firms between 2010 and 2016.
The findings reveal that political embeddedness moderates the relationship between firms’ resource
base and CSR disclosure quality, such that the effect of resource base on CSR quality was found to
be weak for firms with a higher level of political embeddedness. Furthermore, firms with a higher
level of political embeddedness will disclose CSR with a lower quality, whilst firms with a higher
resource base report CSR with a higher quality. The findings of this study contribute significantly to
the literature on CSR disclosure by recognizing the positive impact of political embeddedness and
resource base on CSR disclosure quality.

Keywords: corporate social responsibility (CSR); disclosure quality; CSR reports; resource base;
political embeddedness

1. Introduction

Corporate political embeddedness can be treated as a strategy for social benefit and may allow
firms to get political attention and sponsorships [1,2]. Politically embedded firms are firms which
have strong relationships or ties with government, either through government ownership or through
network connections [3,4]. Politically connected companies conduct variant design forms based
on institutional and political context strategies [5,6]. Studies suggest that countries with a weak
institutional environment [7] generate an essential need for a strong connection between political
leaders and firms [6,8]. Previous studies have examined the benefits accruing to firms due to
political embeddedness [4,9]; these benefits can be reflected in financial [10,11], strategic [12,13],
and environmental performance [14]. However, little attention has been given to the connection
between political involvement and corporate social responsibility (CSR) disclosure [15,16], or to the
political pervasiveness and sponsors linked to that relationship [17–21]. CSR disclosure quality has
attracted major attention in the accounting CSR-related area since the publication of an exceptional
paper by [22]. Hasseldine and Toms [22] argued that CSR disclosure quality has a strong influence
on the development of the environmental character of policy-making and suggested initially that
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the quality of CSR disclosure marginally measures shareholder investor groups. They advise that
an additional inquiry into the influence of CSR disclosure policy and stock market value might
be particularly beneficial in the pertinence of CSR disclosure quality. Boutin-Dufresne and Darren
D. Lee [23,24] rationalize that a higher quality CSR disclosure is linked with lower distinguishing
risk. The disclosure/publication of a CSR report by a firm obliges the firm to subsequently decline
information of abnormality inside the business. Seong Y. Cho and Ray J. Pfeiffer Jr [25] furthermore
provide empirical evidence that firms with high quality CSR disclosure issue additional information,
as they indicate the benefit of a helpful reputation in the eyes of stakeholders and shareholders. A firm
that achieves substantial environmental performance is able to disclose in their CSR reports extra
information about environmental matters by this reducing information abnormality [26,27]. The quality
of CSR disclosure in the financial market not only controls the sustainable development of the firm
but also has an influential effect on the performance for its investors. A high quality CSR disclosure
offers a positive proposition for influential stakeholders and subsequently they will appreciate the
company’s predictable rate of return [28]. Focused on the behavior sample of institutional investors,
Harrison Hong and Henry L. Petersen [29,30] powerfully show that these investors sponsor firms with
high quality CSR reports. Founded on numerous cases from the US and Spain, Marlene plumlee and
Carmelo Reverte [31,32] highlight that CSR quality is related to business value. Therefore, a higher
quality of CSR disclosure indicates a better chance for financing and investors’ prospects.

Moreover, concentrating on the human rights practices of ten Chinese state-claimed endeavors,
Glen Whelan and Judy Muthuri [33] found that weights at national and intra-organizational levels
are essential to adjustments within the universal rules of human rights. According to several
authors [15,17,20], corporations that are directly and regularly impacted by state governmental issues
and political elites are prone to utilize CSR disclosure to manage political issues.

Existing CSR studies in China show that CSR disclosures have received high attention and pressure
from controllers and general field related organizations. Moreover, there is a marvelous development
in the practical research on CSR disclosures in China [34]. According to China’s political structure,
the government holds authority over every aspect of the business environment, and aims to promote
CSR as a desired corporate practice [35].

Since the 1980s, the majority of Chinese firms have been transformed from state-owned enterprises
into listed firms, although the government often remains the majority shareholder, continuing to hold
proprietorship and dominate these organizations [36,37]. Consequently, political embeddedness linking
the state, the national legislative body, and a corporation’s board of directors is very common [38,39].
Previous studies have separately focused on the effects of government ownership [39] and political
connections [38–40] on corporate policies and strategies. This study fills in this gap by examining the
influence of both forms of political embeddedness on CSR disclosure quality, and makes an effort to
examine the relationship between political embeddedness and CSR disclosure quality in the context
of China.

Firms with a high level of political embeddedness, either through political networking or due
to state ownership, may access more resources from central government after strict scrutiny [3,40].
For instance, in China, firms which have strong political connections and which have strong government
influence, are further affected in their business activities [41]. Even though the nation has substantially
moved towards a more market-oriented framework, the Chinese economy is still characterized by
solid government control [18,42] both at the market and industry level, as well as at the organizational
level (through state majority ownership as well as state influence) [36,37]. Moreover, there are still
strong political connections present between the state and firms’ management [38,39].

Government regulations and guidelines remain the most important situational factor when
analyzing CSR and CSR disclosure [43,44]. In this context, high monitoring and enforcement by the
government related to CSR disclosure may in return also provide several benefits to the firms [3,45].
However, the state is not the sole decision-maker, because of the divergence in priorities among local
and central government [46]. Therefore, the question arises as to how these conflicts among different
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levels of government influence the CSR practices of Chinese firms and how political embeddedness
determines the level of firms’ involvement in CSR disclosure quality.

The present research will contribute to the existing literature in several ways. Firstly, this study
has identified the non-financial factor, political embeddedness, affecting the involvement of Chinese
firms in CSR disclosure. It may help policymakers to realize the importance of political embeddedness
in influencing firms’ decisions related to CSR disclosure. Secondly, this study has determined a
comprehensive measure of political embeddedness by incorporating both government ownership and
political connections. Finally, this study will help to understand how political embeddedness affects
the disclosure practices of the organization in the Chinese governance system.

The rest of the paper is organized as follows: Section 2 consists of a literature review, Section 3
discusses our methodology, and Section 4 documents the empirical part of the paper. We discuss our
conclusions, followed by policy implications.

2. Literature Review and Hypotheses Development

2.1. Legitimacy Theory

CSR disclosure plays a significant role in resolving corporation issues [47]. Studies show that it
is very complicated for firms to attract competitive investments and maximize their profit without
revealing information about CSR activities [22]. It is generally accepted that firms participating in CSR
activities usually disclose relevant CSR information due to the contribution of such disclosure to firms’
finances [48,49].

Legitimacy theory asserts that CSR disclosure is due to public pressure and media attention,
while social visibility is a result of critical social incidents [50,51]. According to Rob Gray and Simon
Lavers [52], social theory, political theory, and economic theory prevail, whilst actually social and
political theory are most appropriate and generally used in discussing CSR activities. Legitimacy
theory also identifies that the social and political domains are best for analyzing CSR activities [52,53].
Corporations behave according to the norms and values of society, and they can make changes through
communication [54,55], performing according to normative and regulative institutional pillars in
observing cultural norms, and appropriate rules and regulations. The results of these studies generally
acknowledge the applicability of legitimacy theory to understanding the voluntary CSR disclosure
practices of companies. Accordingly, the present study attempts to investigate whether legitimacy
theory can be used to explain the nature of CSR disclosure in company annual reports.

2.2. The Relationship between Political Embeddedness and CSR Disclosure Quality

Political embeddedness refers to a close relationship between firms and political institutions or
actors [56]. There is existent literature that has reported that firms in both emerging and developed
economies are actively making an effort to embed themselves within political institutions [3,57–60].
However, it is not yet clear how political embeddedness impacts firm performance in an effective way.
According to the existing political strategy literature, studies have determined the benefits of political
embeddedness in the form of government subsidies [61,62], threat buffering [60], and the low cost
bank [63]. Besides these inherent benefits, some studies have reported the positive impact of political
embeddedness on financial performance [10,11], strategic performance [12,13], and environmental
performance [14]. On the other hand, some studies have reported the negative influences of political
embeddedness, like operational inefficiencies due to government [10,64,65].

When it comes to emerging economies, China is considered the best case for studying the role
of political embeddedness [3,12]. Although China has made a significant transformation towards
a market-based economy over the last few decades, the Chinese economy is still under the strong
influence of the government [18,42]. Generally, China offers a well-suited platform to examine the role
of political embeddedness on firms’ strategic choices, or how government policies affect the strategic
orientation of state-owned firms. One of the important aspects of government signal is related to CSR
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activities and promoting sustainable business practices. In this regard, there is well-reported evidence
of Chinese government concerns about desired CSR practices [42,66,67]. However, in the early period
of market transition in China, the central government made fiscal-sharing agreements with local
governments. Due to these contracts, local governments were able to participate in regional economic
growth, and this participation enhanced their motivation towards the promotion of growth [68].
This has been followed by decades of growth in gross domestic product, GDP being the only important
indicator, and, in a politically incurred statement, the most crucial standard for analyzing and promoting
authorities [13]. Due to social tensions, the central government is looking for balanced growth, while
local government is still focused on GDP-related growth [43]. This focus on GDP growth displays
a particular method of economic development, leading to the maximization of short-term economic
growth at the costs of social and environmental sustainability. The main reason for the slow pace of
local government regarding GDP growth are the central guidelines for CSR disclosure. This was due
to the fact that the local government voluntarily allocates resources, which helps in better performance
needed for the national GDP growth [13]. Therefore, the heightened interest of local governments
towards economic growth may have diverted the focus of local governments from following the
CSR guidelines. Due to this interest, firms have also perceived CSR guidelines as not compulsory to
implement. Firms will obey the priorities of local government if it provides the necessary resources like
land and infrastructure, and if it remains responsible for enforcing rules, providing permits, levying
taxes, overseeing compliance, and ensuring lawfulness [69]. Some research even show that firms who
value government policies may involve in adopting the policies to show compliance [70].

Furthermore, provincial government admiration for GDP growth can make firms concentrate more
on financial goals as compared to focus on CSR initiatives that lead to a decrease in disclosure quality
albeit the existence of annual reports. The embeddedness of growth motivations in a firm’s goals can
lead to involvement in corporate activities, which reinforces and supports growth motivations [71].
For instance, Sichuan Hongda Company has developed the world’s largest chemical plant in 2010 due
to intense government commitment towards economic growth [72].

An important and topic relevant interview with CEO of information rating, which evaluates
CSR reports in China, disclosed that firms in China only talk about CSR if they have something to
show, otherwise these firms remain silent [41]. The content of issued reports is limited to CSR and
commitments, meant for the external check, which has an impact on resource allocation and strategic
preferences of firms. That is why CSR quality disclosure is compromised due to local government
GDP policy. Based on this, the following hypothesis can be formulated:

Hypothesis 1. Firms with a higher level of political embeddedness will issue CSR Reports of lower quality.

2.3. Resource Base and CSR Disclosure

Due to deficiency of overt penalties, firms are less likely to conform to standardizing than to
powerful pressure [73]. Consequently, some firms will accommodate central government anticipations.
Firms under raised inspection can conform further. In the paragraph, these companies are those with
political ties to central government and are large in size.

Political embeddedness to the central government can direct the standard effect reveal firms
clearly and enhance consideration from the central government [74,75]. The national political system
in China, i.e., the central government, sustains control over the economy because of ownership through
the co-opting corporate director [76,77]. The central government commonly nominates directors
from inside the political bureaucracy [78]. In these firms, an executive who is selected as part of the
national political authority usually also becomes involved in policy conversations [79]. As political
embeddedness confers government confirmation for some firms and improves their legitimacy [74],
for better access to the support and resources provided by the government, firms’ need to conform to
the laws of government and in high social standing, it is more likely for firms to collaborate with the
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central government. Contrarily, due to high expectations and more scrutiny by the central government,
in case CSR reports are delayed, it can even compromise the firm’s legitimacy [80,81].

Bigger firms can resist the burden because they attract more attention from the government and
because of inconsistent institutional pressures, which do not apply on a uniform [82,83]. Moreover,
these firms are more visible as they are closer to organizational fields and more easily supervised [84].
Due to having more resources, large firms require more compliance from the central government and the
public. Small firms, however, can be ignored from the compliance because of low resources. Therefore:

Hypothesis 2. Firms with a higher resource base will report CSR more swiftly and with higher quality.

2.4. Moderating Role of Political Embeddedness

According to previous studies, organizations that expected to adopt policies based on external
pressure do not implement these policies substantively [85,86]. These deviations may also arise because
of the inability of organizations to implement the policies [87–89]. However, firms facing higher
pressures from the institutional groups and being properly monitored are more likely to implement
disclosure appropriately. Because these firms are dependent on resources from the central government,
they need to comply with government policies [73,90]. Moreover, they are more oriented towards
institutional compliance as they are at the risk of losing resources from the central government [70].
Michael Lounsbury [75] reported that public universities in the US are more inclined to comply as
compared to private universities because they receive funding from the government. Therefore, these
universities have created full-time positions for recycling jobs. In the Chinese context, state-controlled
firms frequently depend on political embeddedness in order to get resources whereas other firms rely
on market forces [91]. The top executives of state-owned firms also serve political positions, which
enable these firms to gain more access to resources [92]. Therefore, the state-controlled firms do not
take the risk of involving in low-quality reports. Furthermore, firms with political embeddedness may
have more opportunities to get knowledge about the CSR disclosure, which further enhances their
implementation capability.

In the same way, large firms’ are more at the risk of losing legitimacy and image as compared
to smaller firms therefore; they always favor government expectations and the public in relation to
low-quality disclosure. If these firms were unable to meet the stakeholders’ expectations, then they
would lose their legitimacy as well as their ability to get valuable resources [93]. Thus, according
to studies on the influence of social movements, large firms are more vulnerable to the demands
of stakeholders and activists as they have much stake in maintaining legitimacy [94]. In contrast,
the visibility of large firms enables them to enhance reputation amongst stakeholders through their
publication of CSR reports [95]. Hence:

Hypothesis 3. Political embeddedness will moderate the relationship between firms’ resource base and CSR
disclosure strategies, such that the effect of the resource base on a firm CSR disclosure quality will be weaker for
firms who have a higher level of Political Embeddedness.

3. Methodology

3.1. Data and Sample

We collected data from Chinese A-share firms listed on the Shanghai and Shenzhen stock
exchanges for the period from 2010 to 2016. We compiled all the data from the Chinese stock market
and Accounting Research Database (CSMAR), which is the primary source of information for Chinese
listed companies. CSR information items and media exposure data are manually collected. We omitted
those firms and years for which data on a certain variable were not available. The data related to
provinces were downloaded from provincial government websites and from the Chinese National
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Bureau of Statistics. After removing firms with missing data, financial firms, and those in special
treatment, our final sample consists of 21,295 firms, of which 3257 published CSR reports.

3.2. Empirical Model and Measures

We used ordinary least squares (OLS) regression model and is as specified as follows:

CSRDQi,t = β0 + β1PE +
N∑

I=1

βcontrolsi,t + εi,t (1)

CSRDQi,t = β0 + β2RB + ε+ εi,t (2)

CSRDQi,t = β0 + β3PE×RB + ε+ εi,t (3)

3.2.1. Dependent Variable

To test the hypotheses, we used CSR disclosure quality as a dependent variable measured through
disclosures of CSR information issued by companies in their annual report. To recognize whether
the quality of corporate social responsibility disclosure significantly changes, we first construct a
reporting monitor to calculate the information of corporate social responsibilities providing by the CSR
reports that we collected from the CSMAR as the primary source of an information database. The CSR
report provides information conferring to 10 substances regarding the listed company non-financial
performance: (1) protection of shareholders, (I1) including meeting the expectations and requirements
of returns and increases, controlling risk, corporate governance, disclosing operational information
regularly, shareholders meetings, reports, and communication; (2) safeguarding creditors, (I2) which
includes taking care of their debts and providing them with required information so they can oversea
and make judgments about the firm’s operational and financial position; (3) employee protection,
(I3) which includes provision of appropriate wages, health/safety services, career development
opportunities, and providing employee training; (4) shipping protection, (I4) which includes keeping
and maintaining fair, open, and just procurements, obeying laws while performing contracts, sharing
experience, and participating in industrial development; (5) customers protection, (I5) which meant for
provision of good quality products and customer management service; (6) environmental protection,
(I6) which includes reduction of greenhouse gases, climate control, and protection of eco-systems;
(7) public relations, (I7) which includes elements of social responsibility like promoting welfare of
people and helping underprivileged members of the society; (8) system construction, (I8) which
includes development and enhancement of the CSR system; (9) workplace safety, (I9) which includes
ensuring workplace and production safety; and (10) deficiency, (I10) which includes a lack of CSR
systems such as communication, training, fragile protection of an employee etc. These terms can adopt
ratings ranging from 0 to 3. From items ranging from 1–10, if it brings no information it will allocate 0.
If it contains qualitative information it will take the value of 1 [96]. Every firm i, in t year, CSR’s quality
disclosure will represent a CSR rating, which can be quantified on the bases of equation 1 as under;
- - - - - - - -In this reference, t depicts the as a whole rating for above mentioned 10 items, which are part
of CSR report for firm I, for year t, and pint rating, which depicts the point for item j of firm I for year t.
According to the CSR rating definition, higher values indicate higher quality done by the listed firms.

Considering the company’s inabilities related to CSR practices or weak CSR systems—like
inadequate communication with stakeholders and lack of training, etc.—we use a rating range between
0 and 3 for these items. For items covering 10 substances, if there is no information reported,
the rating will be 0, if there is only general non-quantitative information reported, it will be rated as 1;
if quantitative information is reported, the rating will be 2, and if monetary information is reported,
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the rating will be 3 [1,96–99]. For each firm i in the year t, we define the quality of corporate social
responsibility disclosure as CSR Rating, and it is quantified based on Equation (1) as follows:

CSR_Ratingi,t =
∑10

j=1
Rating

(
Ij

i,t

)
In this regard, CSR_Ratingi,t refers to the overall rating of 10 aspects or items included in the CSR

disclosure report of firm i at year t, whereas Rating
(
Ij

i,t

)
indicates rating of firm i on items j in year t.

The higher value of CSR_Ratingi,t represents higher CSR disclosure quality.

3.2.2. Control Variables

In this study, we included the following control variables: board size, number of independent
directors, Tobin’s Q (TQ), book to market ratio (BTMA), asset growth, (ROA), return on equity (ROE),
board meeting, financial leverage, and board independence to further check the magnitude of impact
on CSR reporting quality. Numerous studies have used these control variables for CSR disclosure
quality, among them: [3,18,40,42,100–105]. Finally, we added industry dummies to control for the
specific effect of industry and we included year dummies that are used to control the potential effect of
time. For more details, see Table 1.

3.2.3. Independent Variables

To test the last two hypotheses, political embeddedness (PE) was consistent with previous
literature [39,106] and we created a dummy variable for PE. A firm was assigned a value of 1 if
politically embedded and 0 if not. A firm is politically embedded if one of its director, senior officers,
or supervisors (i.e., chairman, president, vice president, etc.) is or was a member of the National People’s
Congress (NPC), a government official, or a member of the Chinese People’s Political Consultative
Conference (CPPCC) [39,69,80]. According to Bruce Seifert and Barbara R. Bartkus [107], cash flow
is described as an available resource for discretionary purposes. Thus, we measured the resource
base as total cash flow from different activities including business activities-like operating, investing,
and financing [3,108].

In this study, we included the following Control variables: board size, number of independent
directors, Tobin’s Q, BTMA, asset growth, (ROA), (ROE), board meeting, financial leverage,
board independence to further check the magnitude of impact on CSR reporting quality.

Finally, we added industry dummies to control for the specific effect of industry, and we included
year dummies that are used to control the potential effect of time. Furthermore, for more details,
see Table 1.
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Table 1. Description of variables; CSRDQ-Corporate Social Responsibility Disclosure Quality;
PE-Political Embeddedness; RB-Resource Base.

Variables Abbreviation Measurement

(1) Corporate social
responsibility disclosure
quality

CSRDQ

The CSR report provides information conferring to ten substances
regarding the listed company’s non-financial performance. CSR

report is a dummy variable equal to 1 if the focal firm has issued a
CSR report in a given year, and it is 0 otherwise.

(2) Political
Embeddedness PE

Political Embeddedness: The firm assigns value 1 if it is politically
embedded and 0 otherwise. A firm is politically embedded if one of
its directors, senior officers, or supervisors (i.e., chairman, president,

vice president, etc.) is or was a member of the National People’s
Congress (NPC), a government official, or a member of the Chinese

People’s Political Consultative Conference (CPPCC).

(3) Resource Base RB Resource base as total cash flow from different activities of
business-like operating, investing, and financing.

(4) Firm Size FS Defined as the natural log of total assets.

(5) Board Size BS The number of directors on the board.

(6) Independent Director ID The firms will take at least 2 directors as independent directors.

(7) Tobin’s Q TQ Tobin’s Q is the percentage among a physical asset’s market value and
its additional value.

(8) Book to Market Ratio BTMA Book to market ratio of shareholders equity.

(9) Asset Growth AG Asset Growth of the company is measured as the change in total
assets.

(10) Return on Assists ROA Total profit is a percentage of total assets.

(11) Return on Equity ROE The ratio of total profit and percentage of equity.

(12) Board Meeting BM The number of meetings in one-year time.

(13) Financial Leverage LEV The ratio of total debt to the total asset.

Year and Industry YI To control the effect of year and industry, we included year and
Industry dummies in all regressions

4. Descriptive Statistics and Correlation Matrix

The descriptive statistics and correlations reported in Table 2 include control variables. The mean
value of CSRDQ 5.406 has a standard deviation of 2.505. The average value of firm size (FS), board
size (BS), independent director (ID), TQ, BTMA, asset growth (AG), ROA, ROE, board meeting
(BM), and financial leverage (LEV), are 23.192, 9.483, 3.493, 1.752, 1.186, 0.166, 0.042, 0.082, 10.215,
and 0.509, respectively. Here, correlation analysis is used to test the existence of multicollinearity by
checking the Pearson correlation. All correlation results are below 0.70, which indicates that maximum
correlation among the variables does not exceed 0.60. Therefore, no multicollinearity problem can
significantly affect our results. The mean-variance inflation factors (VIFs) was 1.3, which was below
the rule-of-thumb cutoff of 10 [3]. The descriptive statistics and correlation can be found in Table 2.
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Table 2. Descriptive statistics and correlation.

Variables Mean S.D. Min Max (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13)

(1) CSRDQ 5.406 2.505 1 8 1.000
(2) PE 0.105 0.306 0 1 −1.105 1.000
(3) RB 24.83 5.508 14.557 38.975 −0.050 * −0.015 * 1.000
(4) Firm Size 23.192 1.747 18.265 30.814 0.044 * −0.073 * −0.182 * 1.000
(5) Board Size 9.483 2.282 4 22 −0.003 * −0.002 * −0.100 * 0.261 * 1.000
(6) Independ Direct 3.493 0.839 1 8 0.023 * 0.007 * −0.092 * 0.315 * 0.593 * 1.000
(7) Tobin’s Q 1.752 1.813 0.096 33.270 −0.081 * 0.068 * 0.119 * −0.468 * −0.169 * −0.143 * 1.000
(8) BTMA 1.186 1.153 0.030 10.328 0.015 * −0.078 * −0.110 * 0.580 * 0.114 * 0.137 * −0.488 * 1.000
(9) Asset Growth 0.166 0.343 −0.828 10.888 −0.035 * 0.019 * −0.001 −0.023 * −0.000 -0.001 0.106 * −0.073 * 1.000
(10) ROA 0.042 0.574 −0.690 0.481 −0.088 * 0.056 * −0.058 * −0.066 * −0.404 * 0.026 * 0.366 * 0.350 * 0.164 * 1.000
(11) ROE 0.082 0.816 −18.568 43.614 −0.061 * 0.054 * −0.059 * 0.084 * 0.068 * 0.054 * 0.190 * 0.180 * 0.164 * 0.547 * 1.000
(12) Board Meeting 10.215 4.790 1 57 −0.012 −0.020 * −0.029 * 0.188 * 0.029 * −0.076 * −0.105 * 0.205 * −0.017 * −0.127 * −0.047 * 1.000
(13) Fin_ Leverage 0.509 0.509 0.007 1.344 0.075 * −0.056 * −0.138 * 0.458 * 0.115 * 0.132 * −0.477 * −0.607 * −0.477 * −0.085 * −0.185 * 0.241 * 1.000

Note: *, significance at the 0.05 level. T-statistics are reported in parentheses. For a detailed description of variables, see Table 1.
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5. Analysis and Results

Table 3 shows the OLS regression analysis estimates of the influence of political embeddedness and
resource based on CSR disclosure quality and control variables. Depending on the respective model,
the results reveal a significant relationship between the latent. In model 1, we tested the relationship
between PE and CSRDQ. We found a negative and significant (t = −4.32, p < 0.000) coefficient of
political embeddedness, which implies that political embeddedness has a negative influence on CSR
disclosure quality, thus supporting hypothesis (H1).

Table 3. Influence of PE on the quality of CSR disclosure (ordinary least squares (OLS) regression).

Variables Model 1 Model 2 Model 3

CSRDQ OLS OLS OLS

PE −0.636 *** (−4.32) −0.514 *** (−3.52) −0.767 *** (−5.02)
RB - - - - - - - - - - - - - - 0.033 *** (9.35) 0.024 *** (6.07)

Interaction - - - - - - - - - - - - - - - - - - - - - - - - - - - - −0.025 *** (5.35)
Firm Size −0.009 (−0.21) −0.016 (−0.37) −0.019 (0.44)

Board Size −0.049 (−1.43) −0.049 (−1.43) −0.050 (−1.48)
Independ Direct 0.081 ** (1.93) 0.188 ** (2.00) 0.180 ** (1.93)

Tobin’s Q 0.056 * (−1.83) −0.055 * (−1.82) −0.054 * (−1.79)
BTMA −0.050 (−0.90) −0.046 (−0.85) −0.049 (−0.90)

Asset Growth −0.176 (−1.33) −0.016 (−0.12) −0.078 (−0.59)
ROA 0.440 (0.40) −0.390 (−0.36) 0.267 (0.24)
ROE −0.485 ** (−1.96) −0.440 ** (−1.80) −0.439 ** (−1.81)

Board Meeting −0.026 *** (−2.86) −0.016 * (−1.76) −0.016 ** (−1.82)
Financial Leverage 0.647 ** (2.04) 0.632 ** (2.02) 0.601 ** (1.93)

Constant 4.140 *** (4.23) 3.620 *** (6.80) 3.852 *** (3.99)
R-squared 0.0482 0.0732 0.0813

Notes: *, **, ***, significant at 10%, 5%, and 1%, respectively. T-statistics are reported in parentheses. Year and
industry dummies are included but not reported here. For a detailed description of variable, see Table 1.

Thus, our results show a decrease in CSRD quality amongst companies with high PE, revealing a
negative relationship between political embeddedness and CSR disclosure quality [3,109]. Model 2
reveals the estimation result regarding our main hypothesis (H2). The coefficient of the resource base
indicated a positive and significant relationship with CSR disclosure (t = 9.35, p < 0.000). Based on
the results, hypothesis (H2) is accepted, meaning that firms with a larger resource base will report
CSR more swiftly and with higher quality [110]. Furthermore, we applied model 3 with moderation
and checked hypothesis 1 (H1) and hypothesis 2 (H2) collectively. Results (see Table 3 and Figure 1)
revealed support for the third hypothesis (H3), which suggests that PE played a negative moderating
role between resource bases and CSR disclosure quality (t = 5.35, p < 0.000). Table 3 further shows
results regarding control variables. Most control variables had an insignificant relationship with CSR
disclosure quality. The result of the control variables is also consistent with the previous [111–113].
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Endogeneity and Other Robustness Tests

To further ensure the robustness of our study, our analysis reports a positive and significant
relationship between the political embeddedness and CSRD quality. To examine the issue of sample
selection bias, we used the Heckman (1979) two-stage analysis. In the first stage, we report our key
empirical results of political embeddedness and resource base using OLS regression. We estimate OLS
regression for political embeddedness and resource base by regarding all of the control variables as
the determinants of political embeddedness and resource base. After estimating this OLS regression
for CSRD quality, the second-stage model expecting CSRD quality, which was the indicator from the
first-stage model, converts into a risk rate using the inverse Mills ratio [114]. Finally, we estimate our
main regression using PE and resource base as the independent variable in Table 4. Models 1–3 shows
the results of the two-stage Heckman method. In both models, PE remains negative and significant
and the resource base remains positive and significant, which shows that our Heckman results are
trustworthy and there is no issue of sample-selection bias.
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Table 4. Additional, endogeneity, and further robustness tests.

Variables Model 1 Model 2 Model 3

CSRDQ OLS OLS OLS

PE −0.636 *** (−4.33) −0.514 *** (−3.52) −0.767 *** (−5.03)
RB - - - - - - - - - - - - - - 0.033 *** (9.38) 0.024 *** (6.09)

Interaction - - - - - - - - - - - - - - - - - - - - - - - - - - - - 0.025 *** (5.37)
Firm Size −0.009 (−0.21) −0.016 (−0.37) −0.019 (−0.44)

Board Size −0.049 (−1.44) −0.049 (−1.44) −0.050 (−1.48)
Independ Direct 0.184 ** (1.94) 0.188 ** (2.01) 0.180 ** (1.94)

Tobin’s Q 0.056 * (−1.84) −0.055 * (−1.82) −0.054 ** (−1.80)
BTMA −0.050 (−0.90) −0.046 (−0.85) −0.049 (−0.90)

Asset Growth −0.176 (−1.32) −0.016 (−0.12) −0.078 (−0.59)
ROA 0.440 (0.40) −0.390 (−0.36) 0.267 (0.25)
ROE −0.485 ** (−1.97) −0.440 ** (−1.81) −0.439 ** (−1.81)

Board Meeting −0.026 *** (−2.87) −0.016 * (−1.76) −0.016 ** (−1.82)
Financial Leverage 0.647 ** (2.04) 0.632 ** (2.02) 0.601 ** (1.93)

Constant 4.144 *** (4.24) 3.620 *** (3.75) 3.852 *** (4.01)
Lambda 0.1235623 0.0275016 2.42827

R-squared 0.0482 0.0732 0.0813

Notes: *, **, ***, significant at 10%, 5%, and 1%, respectively. T-statistics are reported in parentheses. Year and
industry dummies are included but not reported here. For a detailed description of variable, see Table 1.

6. Discussion and Conclusions

This study examined the influence of political embeddedness and resource base on CSRDQ in
China. Our results show a decrease in CSR reporting quality amongst companies with high political
embeddedness, revealing a negative relationship between political embeddedness and CSR disclosure
quality [10,115]. Firms with large government stakes focus more on financial performance and [107]
rely on the government for critical decisions [115]. Our findings further strengthen that firms with
higher state ownership represent superior social performance because of legitimate and normative
influence of state departments at the national level. On the other hand, with the decrease of state
ownership, firms’ priority of fulfilling social objectives shift toward financial objectives [103].

Further, the special focus of our research inquiry was related to government ownership and
political links, which show an effect on registered firms in China and their possibility of publishing
quality reports on CSR. The research outcome shows that firms, which are politically embedded, have
more tendency to issue reports on CSR, which are not politically embedded. Further results endorse
that there is a high ratio of CSRD if firms feature political embeddedness and if firms with various
layers of political embeddedness project the strategic options of an organization. We extracted that
from the central level of firms where there are more possibilities of doing disclosure on CSR, political
embeddedness and government ownership with political links are essentials for increasing the chances
of reporting about CSR.

Excitingly, the outcome of our research does not point out that the quality of CSRD of
state-owned firms is better than provincial government-owned firms. The possible interpretation of the
above-mentioned revelation is the current reform procedure that is more serious in firms owned by the
local government. Moreover, firms either owned by local or federal government have to comply with
the required standards of quality disclosure on CSR as demanded by the government and community.
This becomes the core reason for firms either at the central or local level to incorporate more CSR
activities for enhancing the quality of CSR reporting. Thus, the finding of this study is consistent
with the theory of political legitimacy, which evidences that political embeddedness enhances the
actual value of CSR strategies endorsed by regulators. A more notable thing is that different types and
levels of reliability on government support make firms more vulnerable to various kinds of political
forces, which ultimately impact initiatives linked to CSR. Regulators modify CSR related practices
due to ownership (direct influence) or through political links with executives (indirect influence) of
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organizations. Therefore, we conclude that both government ownership and political links are active
approaches for affecting practices related to CSR [91,116].

Accordingly, political embeddedness also influences the trade-off with corporate budget execution
representing opportunity costs, undermining the competence of government-induced CSR policies.
Efficiency and effectiveness gauges need to consider for an overall evaluation of officially endorsed
policies like dissemination of policies linked to practices of CSR. We also need to consider the aspect of
efficiency results that claim that regulator interference comes with opportunity cost. Second, this study
reveals a positive association between resource base and CSRD quality, suggesting that the direct or
indirect accessibility of suitable resources is of essential status in appraising the firm strategy.

Additionally, in line with the resource-based view of the firm, decent financial performance
could possibly outcome in the availability of the resources needed for CSR practices, thus offering
further chances for firms to become involved with CSR [117]. Due to an absence of financial resources,
in responding to the exertion of the force of shareholders, firms might finish up with proper rules and
specified obligations that they cannot support in preparation.

6.1. Policy Implications

Our results offer useful input for various stakeholders including policy drafters, investors,
and partners in Chinese firms linked to practices of CSR. Firstly, the outcome that political
embeddedness in the Chinese business environment not only matters but it drives dissemination
of functions linked to CSR is significant. Firms’ reactions depend on the type and level of a firm’s
dependency on government support, which is furthered by policy implications. The approach
of the Chinese government is different amongst centrally and provincially state-owned firms and,
consequently, strategies linked to CSR are different according to the status of political embeddedness.
Therefore, the results stress considering opportunity costs related to account policy. If the betterment
number of firms publishing CSR reports and CSRD comes at the cost of a decrease in the resource
base, the potential social benefit would be negative. This would indicate that the related policy is
unfavorable. If the government want the major role of politically embedded firms in China, then this
could be achieved through sponsorships of extra training, financial incentive schemes [118], or tax
incentives [35].

Another implication of our study could be of value for multinational investors looking to operate
in China: political embedded firms at the central level strongly influence strategic decisions. This could
possibly affect a foreign investor’s choice and agreement of multinational companies (MNCs) to
cooperate with their Chinese counterparts. This is also relevant for the business partners and investors
of Chinese firms with various facets of value creation [119], as they must endorse CSR practices and
possibly support centrally embedded firms, while local or less CSR practicing firms may choose no
political embeddedness [120]. Moreover, the most effective way to enhance CSRDQ is by having
business partners and investors from Chinese organizations establish an environment in an institutional
context where CSR can be initiated [119] and deep comprehension of policies are set by various tiers
of government [120]. Finally, we witnessed that corporal philanthropy inclines to link with a higher
level of the resource base, though this link is internal. We doubt that firms’ CSR information driven
philanthropy potentially increases or is equal to the increase of its resource base. We found that firms
fighting for reputation sacrifice their resource base and get CSR prizes.

6.2. Limitations and Future Research

This study has some limitations, among them two related to proxies of CSR and PE. We incorporated
the possibility of issuing CSR reports, CSRDQ, and CSR information in this analysis. This research
did not examine the link between other CSR dimensions and PE, like the credibility of CSRDQ
information documented in CSR reports. As far as the proxies of political embeddedness are concerned,
the assumption backing an empirical aspect is that political connections and government ownership
uniformly affect CSRDQ choices of firms. However, the level of political impact may differ between
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firms, government officials can cash in different level of political connection based on their status in
social connections [120]. More research could create distinction among tiers of political embeddedness
to enhance the influence and dissemination of official signals and policies, like promulgation of
CSR actions in China. In addition, another line of research could analyze the governmental roles in
facilitating and disseminating firms’ CSR practices. More research could include a global sample of
firms and Western-based samples to help broaden findings. Enhanced comprehension is crucial and
can improve our learning about conditions that facilitate or nurture the advancement of sustainable
firms’ practices and endorse sustainable values [10,121].
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