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Abstract: Socially responsible investing (SRI) aims to guide corporate behavior through investing and
thus to make a better society since its debut. From a micro perspective, this study aims to empirically
examine whether the propensity for SRI of mutual funds promotes the corporate social performance
(CSP) of investee companies and to determine what are the mechanisms under this promotion effect
and under what circumstances this promotion effect gets stronger. After our main analysis confirms
the promotion effect in China, our mechanism analysis shows the following: mutual funds with a high
propensity for SRI promote investee CSP, because they promote internal control and demand better
disclosure of social responsibility information; the promotion effect of mutual funds as shareholders
from within a company can substitute for the effects of a good external environment such as a highly
marketized region or a competitive industry. Our heterogeneity analysis further shows that the
promotion effect is stronger in state-owned enterprises, where corporate executives are more willing
to accept suggestions related to social responsibility and in a good social trust atmosphere, which
sheds light on shareholder activism in private and informal manners.

Keywords: socially responsible investing; mutual funds; corporate social performance;
shareholder activism

1. Introduction

Socially responsible investing (SRI), also known as responsible investing, is a philos-
ophy of investing that not only focuses on financial returns but is also inclined to make
positive social effects, “doing well while doing good”.

During the Vietnam War from 1963 to 1973, the U.S. military dropped 380,000 tons of
napalm on Vietnam and sprayed 76 million liters of Agent Orange, a highly toxic defoliant.
The health of nearly 4 million Vietnamese was damaged, and more than 100,000 U.S.
servicemen also suffered. Monsanto, a major manufacturer of Agent Orange, and Dow
Chemical, a major manufacturer of napalm, were widely boycotted by socially responsible
investors during that time. In response to the demands of socially responsible investors,
Pax World Fund, widely recognized as the first socially responsible investing fund, was
established in 1971 with a commitment not to invest in any business involved in the military.
As the SRI fund industry expanded, Agent Orange production ceased in a few years. In
the 1980s, under pressure from socially responsible investors, many companies, including
General Motors and Coca-Cola, divested from South Africa, hastening the end of apartheid
in South Africa [1]. Throughout history, inducing investable companies to be more socially
responsible has been the main positive social effect of SRI.

Early studies on the social effects of SRI are mostly discourses. Rivoli [2] argues that
SRI can cause positive social effects in an imperfectly competitive environment. Waring
and Lewer [3] take a perspective on human resource management and argue that the
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integration of ethical concerns into the investing decisions of SRI investors has a positive
influence on the employee relations policies of listed companies. Stakeholder theory shows
that monitoring from outside the firm prompts firms to act in a more socially responsible
manner [4]. Other than these discourses, Heinkel et al. [5], Dam and Heijdra [6], and
Pastor et al. [7] construct equilibrium models and analyze the influences of such factors
as the proportion of SRI investors, the level of investors’ SRI preferences, and the cost for
firms to be socially responsible to explore the social effects of SRI. However, still very few
studies empirically explore the impact of the propensity for SRI of corporate shareholders
on corporate social performance [8]. This micro perspective allows us to provide concrete
and measurable evidences on the social effects of SRI and therefore is of great theoretical
value for research.

In September 2020, at the 75th session of the United Nations General Assembly,
Chinese President Xi Jinping laid out China’s overarching climate policy goals: to peak
carbon emissions before 2030 and to achieve carbon neutrality by 2060. Not only does
the “carbon” fever continue to rise, but also ESG and other SRI concepts are flourishing in
China. However, SRI in China is still in its early stages of development, and the studies
on the social effects of SRI in China are also mostly discourses, while policymakers and
practitioners need evidence-based insights into the actual impact and effectiveness of SRI in
the Chinese context for a more sustainable and responsible investment landscape in China,
so it is of important practical significance to empirically test the social effects of SRI from a
microscopic perspective.

The 2021 Social Responsibility Report of Mutual Fund Companies in Chinese Asset
Management Industry, published by the Asset Management Association of China, indicates
that 87 out of the 123 Chinese mutual fund companies in 2020 will consider the social per-
formance of companies they might invest in. Mutual funds have the motivation to promote
social responsibility of their investee companies, because social responsibility generally
benefits corporate fundamentals in China and funds have the chance of “doing well while
doing good” [9]; mutual funds also have the power to promote social responsibility of their
investee companies, because they are resourceful and influential institutional investors
and may conduct private communication with corporate executives. Considering the two
reasons above, it is feasible to assume that mutual funds with a high propensity for SRI can
promote the social performance of their investee companies and thus develop a study.

In summary, it is of great theoretical value, important practical significance, and high
feasibility to empirically study the relationship between the social performance of Chinese
enterprises and the propensity for SRI of funds among shareholders. We aim not only
to examine whether the propensity for SRI promotes the social performance of investee
companies, but also to determine what are the mechanisms under this promotion effect and
under what circumstances this promotion effect gets stronger. We have arranged the rest
of the sections of this paper as follows: Section 2 reviews related literature and develops
research hypotheses based on our research aims; Section 3 introduces the data of this study;
Section 4 is the main analysis regarding the existence of the promotion effect; Section 5
analyzes the mechanisms; Section 6 takes our heterogeneity analysis further and discusses
the relationship of this study to the theory of shareholder activism; and Section 7 concludes
this paper. This study has obtained its research aims and contributes to the research on the
social effects of SRI to the praxis of SRI in China and to the theory of shareholder activism.

2. Theoretical Analysis
2.1. Literature Review and Hypothesis Development

Mutual funds are resourceful institutional investors, and the impact of institutional
investors on the corporate social performance (CSP) of investee companies has received
widespread academic attention. Environmental, social, and governance (ESG) are the three
most important dimensions for evaluating CSP nowadays. Dyck et al. [10] demonstrate
that institutional investors can help improve the environmental and social dimensions
(E&S) of investee CSP globally by conducting a comprehensive sample of listed companies
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in more than 40 countries. They argue that institutional investors enhance the E&S of their
investee companies for dual motives, both financial and social. Especially after the global
financial crisis, firms with a larger ratio of shares held by institutional investors push harder
to improve E&S. Aggarwal et al. [11] show that institutional investors can promote the
governance dimension in CSP. In the case of China, Xiang et al. [12] find that managers are
less motivated to promote CSP when they are less monitored by institutional investors. Both
Chen et al. [13] and Zhou and Gan [14] show that the site visits of institutional investors
are positively associated with CSP.

Among the many classifications of institutional investors, Bushee [15] is the first
to introduce the concept of “transient” versus “dedicated” institutional investors and
finds that firms with a high proportion of dedicated institutional shareholders are less
likely to myopically cut down R&D for short-term financial goals. Both Glossner [16]
and Kim et al. [17] find that longer investor horizons of institutional investors are related
to better CSP. Oikonomou et al. [18] distinguish between long-term and short-term insti-
tutional investors and show that long-term institutional investment is positively related
to CSP. In the case of China, Zhen et al. [19] show that dedicated institutional investors
promote CSP. Xiong et al. [20] show that only long-term institutional investors can drive
CSP. In China, social responsibility is generally considered to have a strong relationship
with steady long-term growth, so funds with a stronger propensity for SRI should be more
in line with the characteristics of dedicated institutional investors than funds with a weaker
propensity for SRI. Based on all the analyses in this paragraph, a hypothesis is formulated:

Hypothesis 1 (H1). The propensity for SRI of mutual funds promotes the CSP of investee companies.

Funds with a stronger propensity for SRI should also need high-quality social respon-
sibility information to make investment decisions. With a good disclosure of a firm’s social
responsibility information, the market can understand its CSP with higher information
efficiency and reward its responsible behavior (or punish its irresponsible behavior) more
quickly and accurately. Consequently, the firm has a stronger incentive to improve its CSP.
Both international [21,22] and Chinese [23] empirical studies show the positive relation-
ships between CSP and the disclosure of social responsibility information. Apparently, the
better the disclosure of social responsibility information, the more sensitively and rapidly
the market responds according to CSP and the higher the returns companies can get from
investing in their own social responsibility. Institutional investors should be aware of the
relationship between social responsibility information disclosure and CSP, and those with a
higher propensity for SRI should have stronger incentives to ask for better disclosure of
social responsibility information, hoping it can regulate corporate behavior and improve
CSP. In light of the above discussion, the following research hypothesis is proposed:

Hypothesis 2 (H2). Funds with a stronger propensity for SRI demand better disclosure of social
responsibility information from their investee companies, thus promoting investee CSP.

The drivers of corporate social responsibility have received great attention. The
Supporting Guidelines on Corporate Internal Control issued by the Ministry of Finance of
China and five other ministries in 2010 clearly stated that companies should pay attention
to internal control when promoting corporate social responsibility. This indicates that the
goal framework of internal control in China includes the pursuit of CSP. Internal control
not only enhances the effective allocation of corporate resources but also leads to effective
social responsibility strategic planning, thus promoting CSP. Empirical studies on this
relationship are abundant. Li et al. [24] use a sample of 1767 listed companies in A-shares
from 2011 to 2016 and found that effective internal control significantly improved corporate
social responsibility. Huang and Huang [25] study 1603 A-share heavy polluters in China
from 2010 to 2016 and find that those with poorer internal control also had poorer green
levels. Both Li [26] and Wang et al. [27] find that internal control promotes corporate tech
invention and CSP. Considering that mutual funds, as mature institutional investors, may
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be aware of the relationship between internal control and CSP, and considering that internal
control is closely related to the governance (G) dimension in the ESG concept, we suggest
that funds with a high propensity for SRI may try to promote investee CSP by promoting
internal control and propose the following research hypothesis:

Hypothesis 3 (H3). Funds with a stronger propensity for SRI promote internal control of their
investee companies, thus promoting investee CSP.

In addition to factors within a company, the external institutional environment also
affects corporate social responsibility fulfillment [28], and the degree of marketization of
the region where a company is located is particularly important. Jing [29] finds that the
marketization process not only directly improves corporate social responsibility itself but
also further moderates the positive relationship between product market competition and
corporate social responsibility. China has vigorously advocated sustainable development in
the past decade or so and emphasized that enterprises should take social responsibility, and
there should be certain requirements for corporate social responsibility in the market. In a
region with a higher degree of marketization, investors may have a better understanding
and higher requirements of corporate social responsibility, and the market’s demand for
CSP can be more effectively transmitted to enterprises, so regional marketization helps
promote the CSP of local companies. Further, the marketization process as an external factor
of the institutional environment and fund investors as an internal factor of enterprises may
be substitutes for each other. In other words, where the degree of marketization is low, the
propensity for SRI of funds has a more significant promotional effect on investee CSP, so
the following research hypothesis is proposed:

Hypothesis 4 (H4). The marginal promotional effect of the propensity for SRI of mutual funds on
investee corporate social performance is more significant in less marketized regions.

Porter and Vanderlinde [30] pioneered the opinion that social responsibility helps
improve the competitiveness of a company. Specifically, companies under competition
pressure will encourage R&D staff to apply social responsibility to the production process,
thereby enabling product differentiation and thus gaining a competitive edge in the market.
However, in an industry that is monopolized by a few companies, both the monopolist and
other ordinary companies lack the incentive to promote social responsibility to improve
competitiveness. Therefore, competition within an industry may have a facilitating effect
on CSP. Chang and Jo [31] empirically show the positive correlations between the degree of
employee friendliness in U.S. firms and the extent of competition in the product market. In
the case of China, Meng and Sima [32] also find the positive correlation between the extent
of competition in an industry and the social responsibility of companies in the industry. In
summary, competition within the industry helps promote CSP, and this external promoting
factor may be a substitute for the role that funds play as the shareholders of a company.
That is, the propensity for SRI of funds has a more significant promotional effect on investee
CSP when the industry lacks competition, so the following research hypothesis is proposed:

Hypothesis 5 (H5). The marginal promotional effect of the propensity for SRI of mutual funds on
investee corporate social performance is relatively significant in industries lacking competition.

2.2. Research Framework

Based on the research hypotheses and relevant discussions presented in Section 2.1,
we illustrate the main research framework of this paper with Figure 1.
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3. Data
3.1. Sample Source and Data Screening

In this paper, the social responsibility scores of listed companies are obtained from
Hexun. The internal control scores of companies are from the DIB database. The marketiza-
tion indexes of provinces are calculated according to the method of Fan et al. [33]. Other
company-level raw data are from the CSMAR database and the Wind database.

Since the sample period of the propensity for SRI in this paper is from 2011 to 2018
and the available social responsibility scores are from 2010 to 2017, the research period in
this paper shall be from 2011 to 2017. Financial companies and companies whose stocks
have been in abnormal states ST, ST*, or PT in the research period excluded, our research
objects include 3044 A-share listed companies.

3.2. Construction of Variables
3.2.1. Dependent Variable

Corporate social performance. We use the social responsibility total score from Hexun
to measure the corporate social performance (CSP) of a company. This rating product of
Hexun is widely adopted by studies on social responsibility in China [27,34,35], and we
also chose to adopt this rating product for the following two reasons.

(1) Long coverage time period: Hexun is an early provider of a social responsibility
rating product in China. The rating product was launched in September 2013. Upon
its release, the social responsibility scores for the years 2010–2012 were announced.
Subsequently, every year, Hexun announces the social responsibility scores for the
previous year.

(2) Wide coverage of companies: The rating of Hexun covers almost all A-share compa-
nies, as Hexun rates the social responsibility of a company based on not only its social
responsibility report but also its annual report.

The social responsibility total score of a company constitutes five subscores—“Shareholder”,
“Employee”, “SCC”, “Environment”, and “Society”. They are designed to reflect corporate
responsibility towards its shareholders, towards its employees, towards its suppliers, clients,
and customers, towards the natural environment, and towards society (in a narrow sense,
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because it only concerns the monetary contributions of a company to society). The constitution
of the social responsibility total score has undergone structural changes, for Hexun has stopped
calculating the subscore “SCC” and the subscore “Environment” since 2018. Therefore, the
final year of the dependent variable CSP in this article is 2017.

3.2.2. Explanatory Variable

Propensity to SRI. Referring to Kempf and Osthoff [36], Zhang et al. [37], and Hwang
et al. [8], the propensity for the SRI of a fund at a disclosure date is reflected by FCSR,
which is the weighted average CSR score of its stock portfolio. To reflect the propensity for
SRI of all share-holding funds of a firm, noted as PSRI, the weighted average FCSR of all
share-holding mutual funds is calculated as follows:

Psrii,t =
p

∑
j=1

Fcsrj,t ×
wj,i,t

∑
p
j=1 wj,i,t

(1)

In Equation (1), p represents the number of mutual funds with FCSR scores among
the shareholders of company i at the end of year t. Fcsrj,t is the FCSR score of fund j at the
disclosure date at the end of t, reflecting the propensity for SRI of fund j. wj,i,t is the number
of shares of company i held by fund j at the end of t and ∑

q
j=1 wj,i,t is the sum of the number

of company i shares held by p funds. In other words, according to the principle that the
more shares, the greater the voice in the company, Psrii,t can reflect the average propensity
for SRI of mutual funds as shareholders of the company i funds at the disclosure date of
the end of year t.

In this paper, the dependent variable CSP reflects the social responsibility performance
of a company over the period of a calendar year, while Psri only reflects the average
propensity for SRI of mutual funds as shareholders of a company at the year-end disclosure
date. To better show the relationship between the dependent variable and the explanatory
variable, the simple average of the two Psri values, one at the year-end disclosure date and
the other at the disclosure date at the end of the previous year, is used as a proxy variable
for the propensity for SRI of mutual funds as shareholders of a company over the period of
a calendar year:

PSRIi,t =
Psrii,t + Psrii,t−1

2
(2)

Considering that fund j may continuously hold the stock of a company i for many
years, to avoid endogeneity, referring to Li et al. [38], we delete the stock of company
i when calculating Fcsrj,t, and recalculate adjusted PSRI according to Equations (1) and (2),
denoted as PSRI_Ai,t. To ensure robustness, both PSRIi,t and PSRI_Ai,t will be parallelly
used in each of our regressions.

3.2.3. Mechanism Variables

Referring to Shi et al. [39], we measure the internal control level of a company using the
internal control score in the DIB internal control and risk management database. Because
a separately published social responsibility report benefits the social responsibility infor-
mation comparison and evaluation, we generate a dummy variable that equals one when
the company publishes its social responsibility report separately from its annual report.
We use provincial marketization indexes calculated with the method of Fan et al. [33] to
proxy the marketization level of the region where a company is located. We calculate the
Herfindahl index of the annual operating income of all companies within an industry to
proxy the extent of competition within the industry. To facilitate observations, we take
opposite numbers of Herfindahl indexes to generate a variable, so a greater value of the
variable indicates a higher degree of competition within an industry.
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3.2.4. Control Variables

Many control variables are also included in this paper. The original values of some
control variables are their instantaneous values at the disclosure date at the end of each year,
and these control variables are treated in the same way as the explanatory variables, i.e.,
the two values taken at the year-end disclosure date and the previous year-end disclosure
date are simply averaged to proxy the situation over the period of a calendar year.

3.3. Data Summary

A summary of definitions and generation processes of variables is shown in Table 1.

Table 1. Variable definitions and descriptions.

Variable Definition or Description

Dependent
CSP Social responsibility total score from Hexun. A greater value indicates better corporate social performance.

Explanatory

PSRI

Overall propensity for SRI of mutual funds among the shareholders of a company. First, we calculate the
weighted average propensity for SRI of mutual funds among the shareholders of a company at the end of each
year, then we average the year-end value and the previous-year-end value to proxy the PSRI of the entire year.
A larger PSRI indicates greater propensity for SRI.

PSRI_A Firm-level PSRI score adjusted by excluding the data of the indicated firm when calculating the propensity for SRI
of mutual funds holding the stock of the indicated firm. A larger PSRI_A indicates greater propensity for SRI.

Mechanism
INCTRL The annual DIB internal control index of the company. A greater value indicates better internal control.

DISCL A dummy variable that equals 1 if the company publishes a social responsibility report separately from the annual
report for that year. Such companies are considered to have better disclosure of social responsibility information.

EMKT Provincial Fan et al. [33] marketization index. A greater value indicates better marketization of the region where a
company is located.

ECOMPE The opposite number of Herfindahl index of the annual operating income of all companies within an industry. A
greater value indicates a higher degree of competition within the industry that a company belongs to.

Controls
SIZE Logarithmic average of year-end and previous-year-end values of total assets of a company.
AGE Average of year-end and previous-year-end values of company age.
LEV Average of year-end and previous-year-end values of asset-liability ratio.
BM Average of year-end and previous-year-end values of B/M ratio.

GROWTH Annual growth rate of the operating income.
ROE Annual return on equity.
INS Average of year-end and previous-year-end percentages of shares held by institutional investors.
TOP Average of year-end and previous-year-end percentages of shares held by the top shareholder.

ZINDEX Average of year-end and previous-year-end Z index. Z index is the ratio of shares held by the top shareholder to
the shares held by the second largest shareholder.

DUAL A dummy variable that equals 1 if the CEO also acts as the chairman of the board within the year.
INDD Average of year-end and previous-year-end rates of independent directors.
SOE A dummy variable that equals 1 if the company is a state-owned enterprise.

We also use Table 2 to present the descriptive statistics of these variables. All con-
tinuous variables are winsorized at 1%. Missing values are excluded and a sample of
11,454 firm-year-level observations is obtained.

Table 2. Descriptive statistics.

Variable Obs Mean Median Std Min Max

CSP 11,454 27.121 22.835 17.368 −1.390 75.510
PSRI 11,454 0.373 0.360 0.088 0.224 0.594
PSRI_A 11,454 0.373 0.361 0.088 0.224 0.595
INCTRL 11,454 658.427 671.960 96.053 0.000 849.300
DISCL 11,454 0.303 0.000 0.460 0.000 1.000
EMKT 11,454 8.245 8.890 1.718 2.920 10.290
ECOMPE 11,454 −0.265 −0.241 0.075 −0.599 −0.201
SIZE 11,454 22.222 22.039 1.251 19.922 26.012
AGE 11,454 17.317 16.862 5.146 4.195 32.645
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Table 2. Cont.

Variable Obs Mean Median Std Min Max

LEV 11,454 0.417 0.408 0.203 0.052 0.856
BM 11,454 0.588 0.576 0.225 0.148 1.063
GROWTH 11,454 0.182 0.111 0.395 −0.490 2.573
ROE 11,454 0.072 0.068 0.077 −0.244 0.300
INS 11,454 0.404 0.411 0.224 0.009 0.872
TOP 11,454 0.230 0.200 0.178 0.006 0.691
ZINDEX 11,454 10.075 3.508 16.475 1.023 103.669
DUAL 11,454 0.284 0.000 0.451 0.000 1.000
INDD 11,454 0.373 0.354 0.050 0.333 0.571
SOE 11,454 0.373 0.000 0.484 0.000 1.000

The mean of CSP is 27.121, with a minimal value of −1.390 and a maximum value of
75.510. The social responsibility performance of different companies varies greatly. The
statistics of PSRI and adjusted PSRI_A are close, so it can be expected that the two indicators
as explanatory variables can produce similar regression results. The mean of INS is 0.404,
showing that on average, 40.4% of stocks are held by institutional investors. The impact of
institutional investors on CSP is worth studying.

4. Main Analysis
4.1. Baseline Regression
4.1.1. Model and Method

To examine the relationship between corporate social performance and the propensity
for SRI of mutual funds among the shareholders of a company, the baseline regression
model is set as follows:

CSPi,t = α + βXi,t + γCONTROLi,t + INDUSTRYi + YEARt + εi,t (3)

In the model, the dependent variable CSPi,t is the social responsibility score of com-
pany i in year t; the explanatory variable X can be PSRI or PSRI_A, reflecting the propensity
for SRI of mutual funds among the shareholders; and CONTROL is the control variables
as described above. Because some control variables do not change over time, to avoid
perfect collinearity, we adopt, for the industry, the fixed effect INDUSTRYi. Among the
industries, manufacturing industries are classified according to CSRC subcategories, and
other industries are classified according to the CSRC industries. We also use the fixed effect
INDUSTRY2i as a robustness test, where all industries are classified according CSRC sub-
categories. Dummies for the year, fixed effect YEARt, are also utilized. εi,t is the clustered
standard error term. The baseline regressions employ the OLS method.

4.1.2. Results

Table 3 presents the regression results of the impact of the propensity for SRI of
mutual funds among the shareholders of a company on corporate social performance. The
dependent variable is CSP, and the core explanatory variable is the propensity for SRI of
mutual funds among the shareholders, reflected by PSRI or PSRI_A. The empirical results
in columns (1) to (4) show that the estimated coefficients of PSRI or PSRI_A are significantly
positive at the 1% level, regardless of controlling for fixed effect of industry or industry
subcategory, indicating a significant positive effect of the propensity for SRI of mutual
funds among the shareholders of a company on corporate social performance. In other
words, the propensity for SRI of mutual funds promotes the CSP of investee companies,
so the research hypothesis 1 of this paper is confirmed. Our result is in line with previous
empirical studies regarding the relationship between the propensity for SRI of mutual
funds and investee CSP [8,38].
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Table 3. Baseline regression: impact of propensity for SRI on CSP.

(1) (2) (3) (4)

CSP CSP CSP CSP

PSRI 41.741 *** 42.010 ***
(9.59) (9.74)

PSRI_A 33.192 *** 33.490 ***
(7.55) (7.69)

SIZE 4.017 *** 4.124 *** 4.331 *** 4.435 ***
(12.00) (12.16) (12.88) (13.02)

AGE 0.052 0.057 0.054 0.059
(1.17) (1.27) (1.21) (1.32)

LEV −12.303 *** −12.644 *** −12.664 *** −13.002 ***
(−9.33) (−9.56) (−9.54) (−9.77)

BM −4.360 *** −4.256 *** −4.910 *** −4.801 ***
(−2.78) (−2.73) (−3.11) (−3.06)

GROWTH −0.751 *** −0.736 ** −0.847 *** −0.829 ***
(−2.58) (−2.53) (−2.90) (−2.84)

ROE 72.320 *** 72.394 *** 72.902 *** 72.980 ***
(28.48) (28.51) (28.53) (28.56)

INS −1.742 −1.898 −1.776 −1.934
(−1.14) (−1.23) (−1.15) (−1.25)

TOP 2.411 2.655 2.323 2.568
(1.13) (1.24) (1.08) (1.19)

ZINDEX 0.000 0.001 0.001 0.002
(0.02) (0.07) (0.07) (0.12)

DUAL −0.262 −0.286 −0.268 −0.290
(−0.67) (−0.74) (−0.68) (−0.74)

INDD 0.812 0.464 0.908 0.557
(0.21) (0.12) (0.23) (0.14)

SOE 2.294 *** 2.278 *** 2.360 *** 2.338 ***
(4.17) (4.04) (4.26) (4.11)

Constant −76.887 *** −79.224 *** −80.342 *** −82.627 ***
(−12.44) (−12.60) (−12.92) (−13.05)

Year FE YES YES YES YES
Industry FE YES NO YES NO

Industry
subcategory FE NO YES NO YES

Adj R2 0.348 0.350 0.345 0.347
R2 0.352 0.355 0.348 0.352
N 11,454 11,454 11,454 11,454

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. ** and *** indicate significance at the 5%, and 1% levels, respectively. “YES” indicates that the
corresponding fixed effects are controlled.

4.2. Endogeneity Analysis
4.2.1. Lagged Independent Variables

In the baseline regression model (3), the core explanatory variable PSRIt or PSRI_At
reflecting the propensity for SRI of mutual funds among the shareholders of a company
and the dependent variable CSPt reflecting corporate social performance are in the same
year, and there may be an endogeneity problem of reverse causality. Specifically, although
the annual report that carries some social responsibility information about the company
in year t will not be published until April 30 of year t + 1 and the social responsibility
report that some companies choose to publish separately may be published even later, it
is possible that mutual funds, as resourceful institutional investors, may learn about the
social responsibility performance of the company in year t through other channels before
then. It is possible, then, that a good CSP attracts mutual funds with a high propensity for
SRI. To alleviate this endogeneity problem, the core explanatory variable PSRI or PSRI_A
is lagged by one year in columns (1) to (4) of Table 4, and all independent variables are
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lagged by one year in columns (5) to (8) of Table 4. Comparing Table 4 with Table 3, we can
find that the coefficients of PSRI or PSRI_A are still significantly positive, so the result of
the baseline regression is robust.

Table 4. Lagged independent variables: impact of propensity for SRI on CSP.

Core Explanatory Variable Lagged All Independent Variables Lagged

(1) (2) (3) (4) (5) (6) (7) (8)

CSP CSP CSP CSP F_CSP F_CSP F_CSP F_CSP

PSRI 28.835 *** 29.441 ***
(6.36) (6.60)

PSRI_A 21.386 *** 21.999 ***
(4.67) (4.88)

L_PSRI 32.992 *** 33.058 ***
(7.38) (7.49)

L_PSRI_A 25.625 *** 25.718 ***
(5.66) (5.76)

Constant −66.346 *** −68.710 *** −68.842 *** −71.172 *** −73.986 *** −75.999 *** −77.175 *** −79.134 ***
(−9.93) (−10.16) (−10.24) (−10.45) (−11.34) (−11.48) (−11.77) (−11.89)

CVs YES YES YES YES YES YES YES YES
Year FE YES YES YES YES YES YES YES YES
Industry FE YES NO YES NO YES NO YES NO
Industry
subcate-
gory
FE

NO YES NO YES NO YES NO YES

Adj R2 0.334 0.336 0.331 0.332 0.272 0.274 0.270 0.271
R2 0.339 0.342 0.336 0.339 0.277 0.281 0.275 0.278
N 8862 8862 8853 8853 9065 9065 9065 9065

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *** indicate significance at the 1% level. “YES” indicates that the corresponding fixed effects are
controlled.

4.2.2. Instrumental Variable Method

While we have addressed the issue of reverse causality in Section 4.2.1, the empirical
results may still be subject to the influence of unobserved variables. Additionally, there may
be potential endogeneity issues arising from measurement errors, omitted variables, a sample
selection bias, etc. To address these concerns, we employ an instrumental variables approach.

Following the method proposed by Lewbel [40], instrumental variables IV and IV_A
were constructed for PSRI and PSRI_A, respectively. The construction process is as follows:
first, we regress an original explanatory variable on original controls to generate a panel
data of residual terms; and second, the panel data of the instrumental variables are SOE,
which is relatively exogenous, multiplied by the corresponding residuals. Since the SOE is
relatively exogenous and the Breusch and Pagan [41] test shows heteroskedasticity in the
above regression for generating residual terms, the obtained instrumental variables meet
the requirements [42].

Durbin–Wu–Hausman tests on the regression models are conducted. The results
show that the DWH statistics are 11.8102 or 13.3975 when PSRI or PSRI_A acts as the
explanatory variable, respectively. The null hypothesis of no endogeneity is rejected at the
1% significance level in both cases. Table 5 presents the results of the two-stage regression
of the instrumental variables method. Columns (1) and (3) are the results of the first-stage
regression, and columns (2) and (4) are the results of the second-stage regression. The
regression coefficients of PSRI on IV in column (1) and PSRI_A on IV_A in column (3) are
significantly positive at the 1% level, showing that the instrumental variables are correlated
to the instrumented variables. The regression coefficients of PSRI and PSRI_A in columns
(2) and (4) are significantly positive at the 1% level, which indicates that after mitigating
the potential endogeneity, the results of the baseline regression still hold, i.e., there is a
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significant positive effect of propensity for SRI of mutual funds among the shareholders on
the CSP of the company. In other words, the propensity for SRI of mutual funds promotes
the CSP of investee companies. In addition, the Kleibergen–Paap weak instrumental
variable test statistics of 53.634 and 51.151 are shown in columns (2) and (4), respectively,
which exceed the critical values at all significance levels, indicating no weak instrumental
variable problem.

Table 5. Instrument variable method: impact of propensity for SRI on CSP.

(1) (2) (3) (4)

PSRI CSP PSRI_A CSP

PSRI 129.295 ***
(3.99)

IV 0.121 ***
(7.32)

PSRI_A 129.086 ***
(3.81)

IV _A 0.118 ***
(7.15)

Constant −0.381 *** −48.389 *** −0.368 *** −50.172 ***
(−21.36) (−3.18) (−20.81) (−3.26)

CVs YES YES YES YES
Year FE YES YES YES YES
Industry FE YES YES YES YES
Adj R2 0.788 0.305 0.787 0.293
R2 0.789 0.309 0.788 0.297
Kleibergen–
Paap 53.634 51.151

N 11,454 11,454 11,454 11,454
Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *** indicates significance at the 1% levels. “YES” indicates that the corresponding fixed effects are
controlled.

4.3. Robustness Tests

In the baseline regression, the annual CSP is measured by the social responsibility
total score from Hexun. However, the judgement of CSP is somehow subjective, and the
scores given by different organizations may not be consistent. Therefore, we use the ESG
rating provided by the Sino-Securities Index Information Service in our robustness test.
This ESG rating covers the vast majority of A-share listed companies, and companies are
rated from good to poor as AAA, AA, A, BBB, BB, B, CCC, CC, and C for a total of nine
levels, according to their overall social responsibility performance. Therefore, the ratings
can be converted into a variable CSP_HZ that takes values from 9 to 1, and a greater value
indicates a better CSP. Columns (1) to (4) in Table 6 show the regression results of replacing
the dependent variable CSP in model (3) with CSP_HZ. A comparison with Table 3 reveals
that the regression coefficients of PSRI or PSRI_A are still significantly positive at the 1%
level, so the result of the baseline regression is robust. Considering that CSP_HZ is an
ordinal variable, we conducted an ordered logistic method in addition to the OLS method.
Columns (5) and (6) in Table 6 show that the regression coefficients of PSRI or PSRI_A are
still significantly positive at the 1% level. In summary, after changing the data source of the
dependent variable, the propensity for SRI of mutual funds among the shareholders still
has a significant positive effect on the CSP of a company. Research Hypothesis 1 of this
paper, that the propensity for SRI of mutual funds promotes the CSP of investee companies,
is further confirmed.
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Table 6. Robustness test: CSP reflected by the CSI ESG rating.

OLS OLS OLS OLS OLogit OLogit

(1) (2) (3) (4) (5) (6)

CSP_HZ CSP_HZ CSP_HZ CSP_HZ CSP_HZ CSP_HZ

PSRI 18.291 *** 18.728 *** 3.883 ***
(6.46) (6.63) (6.72)

PSRI_A 11.644 *** 12.072 *** 2.497 ***
(4.11) (4.28) (4.33)

Constant −7.790 * −8.514 * −10.302 ** −10.992 **
(−1.77) (−1.90) (−2.34) (−2.45)

CVs YES YES YES YES YES YES
Year FE YES YES YES YES YES YES
Industry
FE YES NO YES NO NO NO

Industry
subcate-
gory
FE

NO YES NO YES NO NO

Adj R2 0.262 0.268 0.260 0.265
R2 0.266 0.273 0.264 0.270
Pseudo R2 0.113 0.111
N 11,416 11,416 11,416 11,416 11,416 11,416

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *, ** and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

5. Mechanism Analysis

In Section 4, this paper provided preliminary evidence on the promotional effect of
the propensity for SRI of mutual funds among the shareholders on CSP. This promotional
effect can be partly attributed to the fact that mutual funds with a high propensity for SRI
seek long-term returns and may belong to the “dedicated” institutional investors described
in previous studies, which are widely believed to promote the CSP of investee companies.
What are the other channels and mechanisms through which the propensity for SRI pro-
motes investee CSP? The following sections explore three aspects, which are the disclosure
of social responsibility information, internal control, and the external environment.

5.1. Mechanism of Social Responsibility Information Disclosure

A mutual fund with a high propensity for SRI also values the quality of social respon-
sibility information, and it may demand better social responsibility disclosure from its
investee companies. The expression of demand also helps corporate executives understand
the benefits of promoting CSP and makes them pay more attention to social responsibility.
In addition, the information from the social responsibility reports can be cross-compared
with the information from the financial reports, so better social responsibility disclosure
also promotes the standardization of accounting information, thus urging the company to
fully pay taxes according to laws. Paying taxes is an important part of the contributions a
company can make to society and is one of the evaluation factors for CSP. The correlation
between social responsibility information disclosure and CSP has also been confirmed
empirically [21]. In conclusion, better disclosure of social responsibility information may
act as a partial mediator in the relationship of a higher propensity for SRI and a better CSP.

Table 7 presents the results of adding the mediator variable DISCL, which reflects
the quality of disclosure of social responsibility information, to the baseline regression
model (3). Because a logistic (Logit) regression with DISCL as the dependent variable
loses part of the sample, OLS is also conducted. The coefficients of PSRI or PSRI_A in
columns (1) to (4) are both significantly positive at the 1% level, indicating that better
disclosure of social responsibility is indeed positively correlated to the propensity for SRI
of mutual funds among shareholders. The coefficients of DISCL in columns (3) and (4) are
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significantly positive at the 1% level, indicating that better disclosure of social responsibility
does indeed promote CSP, which is in line with the results in both international [21,22]
and Chinese [23] empirical studies. The coefficients of PSRI in column (5) and PSRI_A in
column (6) remain significantly positive at the 1% level, and the Sobel_z statistics are 10.099
and 6.433, respectively, indicating that better disclosure of social responsibility information
does act as a partial mediator in the relationship of a higher propensity for SRI and a better
CSP. In conclusion, research hypothesis 2 of this paper is confirmed; that is, funds with a
stronger propensity for SRI demand better disclosure of social responsibility information
from their investee companies, thus promoting investee CSP.

Table 7. Mechanism of social responsibility information disclosure.

Logit Logit OLS OLS OLS OLS

(1) (2) (3) (4) (5) (6)

DISCL DISCL DISCL DISCL CSP CSP

PSRI 5.796 *** 0.904 *** 22.792 ***
(6.06) (7.19) (7.70)

PSRI_A 3.360 *** 0.574 *** 21.113 ***
(3.59) (4.56) (7.11)

DISCL 20.967 *** 21.060 ***
(55.76) (56.11)

Constant −26.277 *** −26.931 *** −4.013 *** −4.138 *** 7.253 * 6.794
(−15.74) (−16.04) (−19.04) (−19.64) (1.74) (1.62)

CVs YES YES YES YES YES YES
Year FE YES YES YES YES YES YES
Industry
FE YES YES YES YES YES YES

Pseudo R2 0.254 0.250
Chi2 591.349 575.758
Adj R2 0.283 0.279 0.569 0.568
R2 0.287 0.283 0.571 0.571
Sobel_z 10.090 6.433
Mediated
rate 0.454 0.364

N 11,401 11,401 11,454 11,454 11,454 11,454
Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. * and *** indicate significance at the 10% and 1% levels, respectively.

5.2. Mechanism of Internal Control

Internal control is closely related to the G (Governance) dimension of the ESG concept,
which is now an important part of SRI philosophy, so mutual funds with a high propensity
for SRI may prompt investee companies to improve internal control, which has the function
of facilitating and regulating organizational decision making and governance and can
improve CSP. Therefore, better internal control may also act as a partial mediator in the
relationship between a higher propensity for SRI and a better CSP.

Table 8 presents the results of adding the mediator variable INCTRL, which reflects
the level of internal control, into the baseline regression model (3). The coefficients of PSRI
or PSRI_A in columns (1) and (2) are significantly positive at the 10% level, indicating
that the level of internal control is indeed positively related to the propensity for SRI of
mutual funds among shareholders. The coefficients of INCTRL in columns (3) and (4) are
significantly positive at the 1% level, confirming that internal control enhances CSP, which
is in line with the results of previous studies in China [24,25]. The coefficients of PSRI in
column (3) and PSRI_A in column (4) remain significantly positive at the 1% level, and the
Sobel_z statistics are 1.983 and 1.952, respectively, indicating that internal control does act
as a partial mediator in the relationship of a higher propensity for SRI and a better CSP. In
conclusion, research Hypothesis 3 of this paper is confirmed; namely, funds with a strong
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propensity for SRI promote the internal control of their investee companies, thus promoting
investee CSP.

Table 8. Mechanism of internal control level of the enterprise.

(1) (2) (3) (4)

INCTRL INCTRL CSP CSP

PSRI 44.178 * 41.443 ***
(1.95) (9.53)

PSRI_A 43.116 * 32.898 ***
(1.90) (7.50)

INCTRL 0.007 *** 0.007 ***
(4.00) (4.05)

Constant 397.268 *** 396.348 *** −79.560 *** −83.045 ***
(12.46) (12.45) (−12.83) (−13.30)

CVs YES YES YES YES
Year FE YES YES YES YES
Industry FE YES YES YES YES
Adj R2 0.169 0.169 0.349 0.346
R2 0.174 0.174 0.353 0.349
Sobel_z 1.983 1.952
Mediated rate 0.007 0.009
N 11,454 11,454 11,454 11,454

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. * and *** indicate significance at the 10%, and 1% levels, respectively.

5.3. Role of External Environment

In the past decade or so, China has vigorously advocated sustainable development and
emphasized that companies should assume social responsibilities, so the market should
have some requirements for CSP. In highly marketized region, the public may have a better
understanding and higher demand for corporate social responsibility, and the market
demand for CSP can be transmitted to companies more effectively. Therefore, we believe
that regional marketization can improve the CSP of local companies.

In an industry dominated by a small number of firms, neither the monopolistic companies
nor the other regular companies have a motivation to enhance their competitiveness through
social responsibility. In contrast, in a competitive industry, individual companies can differentiate
themselves by improving their social responsibility performance to attract consumers [30].
Therefore, competition within the industry may have a facilitating effect on CSP.

Both the process of marketization and the competition within the industry can be
summarized as external factors affecting CSP. We assume that these external promotional
effects may be substitutes for the internal effect of funds with high SRI among the share-
holders of a company. In a highly marketized region or a competitive industry, the marginal
promotional effect of funds with high SRI among the shareholders on CSP may be relatively
weak. In a poorly marketized region or an industry lacking competition, the marginal
promotional effect of funds with high SRI among the shareholders on CSP may be relatively
strong. In other words, the marketization level of a region and the degree of competition
within an industry may be moderators of the PSRI–CSP relationship, so we add the inter-
action terms between moderators and the explanatory variable to the baseline regression
model (3) and get the regression model (4).

CSPi,t = α + β1Xi,t + β2Xi,t × EMKTi,t + β3Xi,t × ECOMPEi,t + β4EMKTi,t
+β5ECOMPEi,t + γCONTROLi,t + INDUSTRYi + YEARt + εi,t

(4)

where the explanatory variable X can be PSRI or PSRI_A, both of which indicate the
propensity for SRI of mutual funds among shareholders of company i.

The regression results of model (4) are presented in Table 9. In column (1), the
regression coefficients of PSRI, EMKT, and ECOMPE are all positive, and PSRI×EMKT,
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PSRI×ECOMPE are significantly negative at the 5% and 10% levels, respectively, which
indicates that the marginal promotional effect of PSRI on CSP is weaker when the regional
marketization level is better or the degree of competition within the industry is higher.
Column (2) replaces the industry fixed effect with the industry subcategory fixed effect
compared to column (1), and the results are robust. In columns (3) and (4), the explanatory
variable is replaced with the adjusted PSRI_A, and all the above results remain robust. To
sum up, both the marketization level of the region and the degree of competition within the
industry are negative moderators in the positive correlation between the propensity for SRI
of mutual funds among shareholders and CSP. In other words, the marginal promotional
effect of the propensity for SRI of mutual funds on investee CSP is relatively significant in
less marketized regions or in industries lacking competition. Here, research Hypotheses 4
and 5 are confirmed.

Table 9. Moderators of the PSRI–CSP correlation.

(1) (2) (3) (4)

CSP CSP CSP CSP

PSRI 48.513 *** 48.592 ***
(4.22) (4.25)

PSRI×EMKT −2.362 ** −2.363 **
(−2.25) (−2.27)

PSRI×ECOMPE −41.759 * −42.848 *
(−1.81) (−1.88)

PSRI_A 38.833 *** 38.970 ***
(3.36) (3.39)

PSRI_A×EMKT −2.425 ** −2.426 **
(−2.29) (−2.31)

PSRI_A×ECOMPE −47.867 ** −48.767 **
(−2.06) (−2.14)

EMKT 1.086 *** 1.094 *** 1.115 *** 1.124 ***
(2.92) (2.96) (2.96) (3.00)

ECOMPE 24.417 *** 14.954 * 26.935 *** 17.442 *
(2.79) (1.67) (3.04) (1.93)

Constant −79.317 *** −83.588 *** −82.278 *** −86.531 ***
(−10.62) (−11.09) (−10.90) (−11.35)

CVs YES YES YES YES
Year FE YES YES YES YES
Industry FE YES NO YES NO
Industry
subcategory FE NO YES NO YES

Adj R2 0.350 0.351 0.346 0.348
R2 0.353 0.356 0.350 0.353
N 11,454 11,454 11,454 11,454

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *, ** and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

6. Heterogeneity Analysis and Discussions
6.1. Social Trust Atmosphere

Today, the understanding of SRI and corporate social responsibility among different
groups of people in China is diverse. The benefits of social responsibility, e.g., reducing
agency cost [43], are not necessarily recognized by corporate executives. In countries and
regions with a long history of SRI, SRI investors tend to practice “shareholder activism”
and to influence the behavior of their investee companies in a public and institutionalized
manner. In China, mutual funds with a high propensity for SRI are more likely to provide
advice and express their demands to corporate executives through a gentle and private
means of communication as shareholders. According to the trust theory, the more trust cor-
porate executives have in shareholders, the more likely they are to accept suggestions from
shareholders, and specifically, the more likely they are to accept suggestions of improving
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CSP from mutual funds with a high propensity for SRI as shareholders. Therefore, it can be
inferred that corporate executives in areas with a better social trust atmosphere are more
likely to be influenced by the mutual funds as shareholders to enhance CSP.

In this section, the social trust index at the province-year level is constructed based on
the CGSS database, and the study sample is divided equally into two equal groups based on
the level of the social trust index, and the baseline regression (3) is conducted again in the two
group. Comparing columns (1) and (2) in Table 10, we observe that the regression coefficient
of PSRI is greater in column (2) than in column (1). This suggests that in a favorable social
trust atmosphere, the influence of the mutual fund shareholders’ propensity for SRI on CSP is
more pronounced. In columns (3) and (4), robust results are shown when the adjusted PSRI_A
is used. In summary, the promotional effect of the propensity for SRI of mutual funds on
investee CSP is stronger under a good social trust atmosphere.

Table 10. The PSRI–CSP relationship under different social trust atmospheres.

Social Trust Poor Good Poor Good
Atmosphere (1) (2) (3) (4)

CSP CSP CSP CSP

PSRI 37.678 *** 46.763 ***
(6.62) (8.88)

PSRI_A 29.304 *** 37.942 ***
(5.09) (7.20)

Constant −76.782 *** −77.399 *** −80.211 *** −80.891 ***
(−9.51) (−10.84) (−9.88) (−11.25)

CVs YES YES YES YES
Year FE YES YES YES YES
Industry FE YES YES YES YES
Adj R2 0.353 0.345 0.349 0.341
R2 0.360 0.352 0.356 0.348
N 5727 5727 5727 5727

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *** indicates significance at the 1% levels.

6.2. SOEs vs. Regular Companies

Due to political, historical, and social reasons, Chinese enterprises can be divided into
two categories depending on the nature of their property rights—state-owned enterprises
and non-state-owned enterprises. State-owned enterprises (SOEs) are very different from
non-state-owned enterprises in terms of their roles, development goals, and personnel
management. In state-owned enterprises, it is common for the CEO and chairman of the
board to be appointed by the corresponding government agencies. They usually serve for a
limited period and are subject to frequent change. Due to the fact that higher authorities
appoint the chairmen and CEOs of SOEs, these executives tend to dedicate a significant
amount of effort towards understanding and aligning with the intentions and directives of
those higher authorities. ESG has been increasingly supported by the Chinese government
in the last decade. It can be assumed that compared with executives of regular companies,
SOE executives have a deeper knowledge base about corporate social responsibility and
may react more positively when receiving suggestions about social responsibility from
shareholders. Therefore, we infer that the promotional effect of the propensity for SRI of
mutual funds among shareholders on CSP is stronger in SOEs than in non-SOEs.

We therefore divide our sample into two groups—SOEs and non-SOEs. To avoid
perfect collinearity, the dummy variable SOE is removed from the control variable group
based on the baseline regression (3). Comparing columns (1) and (2) in Table 11, we can see
that the regression coefficient of PSRI in column (2) is larger than that of PSRI in column
(1), proving that the promotional effect of the propensity for SRI of mutual funds among
shareholders on CSP is stronger in SOEs than in non-SOEs. In columns (3) and (4), the
results are robust when the adjusted PSRI_A is used.
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Table 11. The PSRI–CSP relationship between SOEs and non-SOEs.

Non-SOE SOE Non-SOE SOE

(1) (2) (3) (4)

CSP CSP CSP CSP

PSRI 35.816 *** 48.520 ***
(7.08) (6.07)

PSRI_A 27.747 *** 38.859 ***
(5.42) (4.86)

Constant −69.841 *** −68.764 *** −72.324 *** −73.252 ***
(−8.28) (−6.84) (−8.45) (−7.31)

CVs YES YES YES YES
Year FE YES YES YES YES
Industry FE YES YES YES YES
Adj R2 0.325 0.373 0.322 0.370
R2 0.331 0.382 0.327 0.378
N 7183 4271 7183 4271

Note: The t-statistics calculated based on cluster robust standard errors are in brackets below the regression
coefficients. *** indicates significance at the 1% levels.

6.3. Discussions

Section 6.2 shows that the promoting effect of PSRI on CSP is stronger in SOEs than in
regular companies. We infer that this difference may be due to the greater willingness of
SOE executives to accept suggestions related to social responsibility than the willingness of
executives from regular companies. Section 6.1 shows that this promoting effect is stronger in
a good social trust atmosphere than in a poor atmosphere. We infer that a better social trust
atmosphere makes corporate executives more receptive to various suggestions from share-
holders, including those related to social responsibility. In other words, both of our inferences
are related to the possible phenomenon of corporate executives accepting suggestions for
enhancing social responsibility from shareholders with a high propensity for SRI.

Shareholder activism refers to the actions taken by shareholders to influence or change
the strategic decisions, corporate governance practices, or management of a listed company.
It involves shareholders engaging in various activities, such as submitting shareholder
proposals, voting on corporate matters, initiating proxy contests, and engaging in public
campaigns. However, recent SRI studies often focus on voting [44], which is a very formal
and transparent action to influence an investee company. Some studies take a look into
either shareholder proposals that go to a vote or those withdrawn [45]. Furthermore, the
findings in this section shed light on a form of shareholder activism that is likely to be preva-
lent but has not been extensively examined by scholars, which is shareholders engaging in
possibly private communication, offering suggestions with corporate executives.

7. Conclusions

With fixed effects and clustered standard error types for panel data, our baseline
regression shows that a higher propensity for SRI of mutual funds among shareholders
leads to better CSP. This result is robust when we address endogeneity issues by using
lagged independent variables or the instrumental variable method. Our mechanism analy-
sis shows the following: (i) mutual funds with a high propensity for SRI promote internal
control and demand better disclosure of social responsibility information, which are part
of the mechanisms for how they promote investee CSP; and (ii) the promotional effect
of the propensity for SRI of mutual funds on investee CSP is relatively significant in less
marketized regions or in industries lacking competition, which indicates that the internal
promotional effect by mutual funds as shareholders are somehow substitutes to external
promotional effects by the environment. Our heterogeneity analysis shows that the promo-
tional effect of the propensity for SRI on CSP is stronger in a good social trust atmosphere,
where corporate executives are more receptive to suggestions and in SOEs, where corporate
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executives have a better cognitive base of social responsibility and are more willing to
accept related suggestions.

SRI aims to guide corporate behavior through investing and thus to make a better
society since its debut. Regarding whether and how SRI achieves this social effect, we do
not limit our study to a discourse, but take a micro perspective and empirically demon-
strate the promotional effect of the propensity for SRI of mutual funds on corporate social
performance (CSP) of investee companies, which is an innovative perspective for China. Al-
though we are not the first to take this micro perspective, we still expand the research in this
field by providing multiple mechanisms and a heterogeneity analysis to explain this pro-
motional effect. The implication of our heterogeneity analysis to the theory of shareholder
activism is that private communication and suggestions may play an indispensable role.
One limitation of our study also lies here: we have not directly empirically examined this
indispensable role. Scholars can try to obtain relevant data and conduct further and more
direct research. Another limitation of our study is that our model identification method
may not be very advanced. Scholars can look for quasi-natural experiments to better prove
the causal relationship between the propensity for SRI and CSP. The implication of our
study to SRI praxis in China is that regulatory authorities should encourage mutual funds
to participate in corporate decision making and lower the requirements for shareholder
proposals, allowing mutual funds to practice SRI shareholder activism not only through
informal private channels but also through formal public means.
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