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Abstract

:

As a violation of moral integrity, corporate financial irregularities not only cause losses to investors and other stakeholders, but the enterprise itself is also punished by the relevant regulatory authorities. However, to realize their own interests, some enterprises still violate laws and participate in financial irregularities. Good environmental, social, and governance (ESG) performance can reduce corporate risks, improve financial status, and constrain financial irregularities. This study empirically clarifies the impact of ESG performance on financial irregularities in Chinese listed companies. Furthermore, we examine the moderating role of stakeholder attention—that is, the public, media, and institutional investors. Based on 1050 observations of non-financial and non-real estate companies listed on the Shanghai and Shenzhen Stock exchanges from 2011 to 2020, this study examines the impact of ESG performance on financial irregularities using a fixed-effects model. Additionally, we verify the moderating effect of public, media, and institutional investor attention to the impact of ESG on financial irregularities. The results indicate that firms with better ESG performance have fewer financial irregularities. At the same time, the greater the attention of the public, media, and investors, the stronger the inhibitory effect of ESG performance on financial irregularities. This study helps broaden the relevant corporate social responsibility (CSR) and financial management theories and provides theoretical support for enterprises to improve ESG performance and inhibit financial irregularities.
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1. Introduction


In recent years, the world has faced challenges brought about by the environment, social responsibility, and governance. Moreover, as the global uncertainties generated by the onset of the COVID-19 pandemic have intensified, the concept of environmental, social, and governance (ESG) development has attracted increasing attention. In 2022, the U.S. Department of Transportation’s Federal Highway Administration announced a carbon reduction program that will release a total of USD 6.4 billion to help states develop strategies to mitigate the national climate crisis. At the same time, the European Commission announced the launch of its Cities Mission Program, which aims to see 100 cities become climate-neutral by 2030.



Although China’s ESG development started late compared with the European Union, it is still in the early stages of development. However, with the increasing attention and acceptance of ESG development in various fields in China, it is on course to only further develop. In China, with the explicit inclusion of ESG development in investor relations management in April 2022, ESG performance has begun to become a new direction of investment supervision.



From 2018 to 2020, the number of cases handled by the China Securities Regulatory Commission (CSRC) displayed a downward trend. However, in 2020, the CSRC received 435 effective reminders about illegal acts and misconduct, launched 353 new investigations, and opened 282 court cases. These illegal and improper behaviors have seriously affected the stability and health of China’s capital market and damaged the interests of investors.



The financial irregularities of listed companies have the most direct impact on investors’ interests [1]. When listed companies carry out illegal behaviors such as fictitious assets, inflated profits, false statements, and major omissions, they send the wrong signals to the market, making investors unable to obtain real and accurate information, misleading investors when it comes to judging the investment value of enterprises, and bringing opportunity costs or other losses to investors [2]. Second, as the perpetrators of corporate financial violations, companies themselves will bear the consequences caused by the discovery and punishment of violations. For example, the loss of corporate reputation [3,4] and corporate competitiveness will become key issues [5,6]. Finally, the financial irregularities of listed companies will also affect the healthy development of the market [7]. When such irregularities involve independent institutions such as accounting firms and asset appraisal institutions, investors’ trust in third-party institutions will be affected regardless of whether these institutions are subjectively involved. The credit crisis caused by such corporate violations may spread to the securities market and cause economic turmoil.



Numerous studies have documented that improving ESG performance can reduce corporate risks [8,9,10], enhance enterprises’ external competitive advantage [11], and reduce the cost of capital and equity [12,13]. Meanwhile, ESG performance can also reduce the probability of corporate bankruptcy [14,15] and the possibility of financial distress [16]. Therefore, by improving ESG performance, enterprises can improve their financial status and reduce the possibility of financial violations. In addition, corporate environmental and social responsibility is closely linked to the supervision mechanism of stakeholders, who are better able to supervise the implementation of internal control in enterprises [17] and improve such an environment [18]. High-quality internal control can inhibit the occurrence of corporate financial irregularities [19]. Therefore, it is necessary to explore the link between ESG performance and corporate financial irregularities.



Based on the risk management theory, enterprises can alleviate the sanctions imposed by stakeholders by improving their social responsibility performance in times of crisis. In addition, strengthening corporate social responsibility performance can also enhance the market’s credit rating and reduce bank credit risk, thus reducing the bankruptcy risk of enterprises. At the same time, Albuquerque et al. (2019), Hoepner et al. (2020), and Hong and Liskovich (2015) supported the risk management theory with empirical research; they showed that the better corporate social responsibility performance is, the lower the systemic risk, downside risk, and legal risk will be [8,9,10]. In addition, Boubaker et al. (2020) proved through empirical research that the better the corporate social responsibility performance, the lower the possibility of financial distress [16]. In short, the better the ESG performance of the enterprise, the lower the various risks it faces, the lower the probability of bankruptcy, and the better the investment environment. In this case, the motivation of enterprise management to plan opportunistic behavior is small, so the possibility of enterprise financial irregularities is low.



In addition, according to the results of this study, listed companies should come to understand the direct impact mechanism between ESG performance and financial management in the future. At the same time, enterprises should implement a sense of social responsibility into every part of the business process and reduce the opportunistic behavior of management, such as inadequate information disclosure and earnings management. In addition, from the perspective of stakeholders, the public, media, and institutional investors should give full play to the supervision and governance effect of stakeholders and actively guide enterprises to improve ESG performance. For example, when the public discovers that the enterprise has fostered immoral and illegal behavior, the public should use the legitimate rights and interests to oppose such illegal behavior; the media should promote the mining and interpretation of corporate information using the Internet and periodical media, and focus on the fulfillment of corporate social responsibility; institutional investors should make full use of agency and the right to know, establish ESG-related factors such as investment objectives, strengthen communication with management, alleviate agency problems, and restrain the company’s financial violations.



Most of the existing literature focuses on the analysis of the impacts of ESG performance and firm performance. On the one hand, most research results support the positive effect of ESG performance on corporate financial performance [20,21]. On the other hand, some scholars have proved that ESG scores are significantly negatively correlated with financial performance [22,23]. Finally, other research results have proved that there is an uncertain relationship between ESG performance and corporate financial performance. Some scholars have found that the relationship between ESG activities and firm performance is invertedly U-shaped, which indicates that the relationship is positive before a certain threshold, and once ESG activities exceed the threshold, they begin to have a negative impact [24]. There are few studies on ESG performance and financial irregularities. Yuan et al. (2022) proved a negative correlation between ESG performance and corporate financial irregularities through an empirical study [25]. They also showed that when internal controls and public oversight are strict, the negative impact of ESG disclosure on financial irregularities is significantly enhanced [25]. However, Yuan et al.’s study only considered the impact mechanism of ESG performance on corporate financial irregularities from the perspective of internal and external supervision and did not consider the impact of different types of stakeholders on ESG performance and irregularities. This study introduces the attention of the public, media, and institutional investors as a moderating variable, and more comprehensively studies the linear relationship between ESG performance and financial irregularities, providing a new direction for future research.



Among the many stakeholders, the public, media, and institutional investors can play an effective role in terms of supervision and governance to effectively constrain the opportunistic behavior of management [26,27,28].



Public attention refers to attention from entities such as government agencies, investors, media, and consumers that is directed toward the enterprise, which is the premise of the public’s response to the enterprise’s behavior [29]. Media attention refers to the degree of attention paid to enterprises by newspapers, magazines, the Internet, and other media. Media attention is a very important external supervision mechanism. Such attention can promote enterprises to actively improve environmental management and undertake social responsibility by widely releasing information to the community and creating legal image pressure for enterprises [30]. Investor attention is a relatively broad concept. In the current study, the main body of investors refers to institutional investors. Saleh et al. determined that CSR disclosure maintained and attracted institutional investors’ investment [31].



According to the theory of information asymmetry, there is a significant difference in the level of information understanding between enterprise management and external stakeholders. Moreover, the latter lack the knowledge and channels to interpret corporate information correctly. However, the public, media, and institutional investors can effectively alleviate other stakeholders from experiencing difficulty in obtaining and interpreting information by capturing, interpreting, and disseminating ESG information, thereby reducing the information asymmetry between enterprises and stakeholders [32]. At the same time, based on the existence of a salary incentive mechanism, the management may choose high-yield, high-risk investment projects while ignoring the long-term goal of the sustainable development of the enterprise. As the attention of stakeholders increases, the transparency of information between the management and other stakeholders will also increase. This is conducive to restraining the management’s short-sighted behavior and can reduce their environmental opportunistic behavior, thereby reducing enterprises’ motivations when it comes to planning financial irregularities.



Therefore, this study empirically verifies the impact of an enterprise’s ESG performance on financial irregularities. Second, we examine whether the attention of the public, media, and institutional investors plays a moderating role. This study helps to broaden the relevant theories of corporate social responsibility (CSR) and financial management and provides theoretical support for enterprises to improve ESG performance and curb financial irregularities.




2. Theoretical Review and Hypotheses


2.1. Impact of ESG Performance on Corporate Financial Irregularities


Risk management theory suggests that even in times of crisis, CSR generates “moral capital” and “relational wealth” through relationships with stakeholders [33]. This “moral capital” creates a “reservoir of goodwill” that provides insurance-like protection in the event of poor performance and mitigates “negative stakeholder assessments” [33]. In other words, the performance of CSR alleviates the sanctions imposed on the company by stakeholders when a crisis occurs and reduces the fluctuation of future cash flow and risk [34]. At the same time, Chakraborty et al. (2019) provided supporting evidence for risk management theory in that ESG performance can significantly reduce corporate risk [34]. They found that under adverse market conditions, companies with better ESG performance will face lower risks [35].



Hong and Kacperczyk established that companies with good CSR and ESG performance have a wider investor base and face lower litigation risk [36]. Owing to product differentiation strategies, companies with better ESG performance have less price elasticity of demand and therefore face lower systemic risk [8]. Meanwhile, Hoepner et al. (2020) found that ESG performance is negatively correlated with firm downside risk [9]. In addition, Hong and Liskovich demonstrated that companies with higher ESG ratings are more likely to obtain more lenient settlements from prosecutors; therefore, their legal risk is lower [10]. In summary, existing research has proved that companies with better ESG performance are less likely to face risks. Therefore, it is less likely that corporate management will plan violations to reduce risks. On the contrary, enterprises with poor ESG performance are faced with greater risks, and their management is most likely to solve the “crying need” by planning violations such as market manipulation, internal trading, and major disclosure violations. Therefore, we propose the following:



Hypothesis 1.

Companies with better ESG performance have fewer financial irregularities.






2.2. Moderating the Effect of Public Attention


Public attention refers to the degree of attention that is directed to enterprises by government agencies and consumers, which is the premise of public response to corporate behaviors [37]. In recent years, the public has increasingly demanded that enterprises focus more on ethical, social, and environmental issues. This demand motivates companies to adopt socially appropriate measures and establish alignment between business operations and social values [38]. Based on the theory of legitimacy, when corporate behavior fails to fulfill the corresponding social responsibility or causes pollution to the social environment, the public should actively safeguard their rights and interests. Enterprises disclose social and environmental information to enhance public recognition and respect. The public’s demand for enterprises to actively provide social responsibility disclosure urges enterprises to constantly adjust their behaviors to ensure high-quality non-financial information disclosure. Moreover, public attention is an important way to connect enterprises with stakeholders [37]. Companies subject to more public supervision will enhance the communication and interaction between enterprises and stakeholders, reduce the phenomenon of information asymmetry, and increase investment in environmental and corporate governance, improving corporate value and establishing a positive reputation and image. Therefore, companies with higher public attention are subject to a wider scope of supervision, and ESG performance is more likely to inhibit financial irregularities. In summary, we formulate the following hypothesis:



Hypothesis 2.

Public attention has a negative moderating effect on corporate ESG performance in inhibiting financial violations.






2.3. Moderating the Effect of Media Attention


Media attention refers to the coverage of company news by online media and journals, including the number of articles published and reprinted by company-related online media [39]. According to media governance theory, the media can effectively reduce information asymmetry through its information dissemination function. Furthermore, media attention plays a corporate governance function through external mechanisms such as the reputation mechanism. This refers to the idea that the greater the media supervision, the more cautious the management will be. In turn, the enterprises will then release higher-quality accounting information [40]. Media coverage and the publicity of CSR and environmental responsibility direct and focus stakeholders’ attention onto corporate CSR. Therefore, media coverage brings different economic returns to companies with different CSR performances [41]. Companies with higher media attention have higher popularity, which can promote environmental protection and sustainable economic development [42]. Compared with other stakeholders, the media can also access and investigate a company’s environmental pollution; therefore, when media attention increases, it is necessary for companies to improve ESG performance and reduce financial irregularities to cope with social pressure, for example, by increasing research and development investment, promoting innovation activities, and meeting the needs of various stakeholders. Thus, enterprises can establish and maintain a good image when it comes to green responsibility. Therefore, we formulate the following hypothesis:



Hypothesis 3.

Media attention has a negative moderating effect on corporate ESG performance in inhibiting financial irregularities.






2.4. Moderating the Effect of Institutional Investor Attention


According to the principal–agent theory, when managers have information advantages over owners and there is a basic conflict of interest between them, such managers are likely to achieve short-term performance based on their information advantages and damage the long-term interests of enterprises [43]. Institutional investors have the right to know and can solicit voting proxies from minority shareholders. In addition, such investors can also put pressure on CSR issues via direct voting, submitting interim shareholder proposals, and requiring companies to take corresponding countermeasures [44]. Obviously, institutional investors can promote enterprises to actively undertake environmental responsibility by virtue of their scale advantage [45]. In addition, He et al. (2019) and Lewis et al. (2015) argued that institutional investors can perform supervisory functions and restrain management’s self-interested behavior [46,47], which will reduce earnings management [48], thereby reducing corporate risk [49]. In summary, institutional investors drive stronger corporate-level ESG performance [45]. Furthermore, the higher the attention of institutional investors, the broader the scope of their supervision of management. This suppresses the management’s opportunistic behavior and effectively reduces the probability of corporate financial irregularities. Therefore, we propose the following hypothesis:



Hypothesis 4.

The attention of institutional investors has a negative moderating effect on corporate ESG performance in inhibiting financial violations.





Our research model is outlined in Figure 1.





3. Research Design


3.1. Data and Samples


This study adopted 1050 observed values of China’s A-share listed enterprises from 2011 to 2020 as the research object. The corporate financial data and financial violations were from the CSMAR database, the public and media attention were from CNRDs, and the corporate ESG data were from the Bloomberg database. To ensure the accuracy and representativeness of the data, the initial sample data were processed as follows: (1) The financial and real estate sectors were excluded, owing to the fact these two industries’ financial indicators are different from other industries. (2) The enterprises with missing values, with losses for two consecutive years (ST), with losses for three consecutive years (ST*), the listed companies with special transfer (PT), and those that went bankrupt during the study period were excluded. (3) To reduce the impact of abnormal value fluctuations, the variables are Winsorized at the 1% level. (4) The continuous variables were logged to reduce the interference of heteroscedasticity.




3.2. Definition of Variables


3.2.1. Dependent Variable


Corporate financial irregularities were the dependent variable. Referring to Yuan et al. (2022), we used the dummy variable VIO to estimate the financial irregularities: 1 when the firm committed financial irregularities in the given year, and 0 otherwise [25]. The financial irregularities mainly included fictitious profits, misstated assets, false records (misleading statements), delayed disclosure, material omissions, and mis-disclosure, etc. The corporate financial violations were from the CSMAR database.




3.2.2. Independent Variable


Enterprises’ ESG performance was the independent variable of this study. Currently, most existing studies use ratings or scores from third-party rating agencies as proxy variables for corporate ESG performance. At present, the mainstream ESG evaluation includes the Thomson Reuters ESG score [50], Bloomberg ESG rating [51], Wind ESG rating, and so on. We adopted the Bloomberg ESG score as the proxy variable of enterprise ESG performance. The Bloomberg database provides a comprehensive ESG assessment report that includes a large number of ESG indicators and disclosure reports. At the same time, the Bloomberg database can also be on the environment, social responsibility, corporate governance, and other aspects, each with a separate rating. Scores range from 0 to 100. With the increase in non-financial information disclosure, the ESG disclosure score of enterprises will also increase. The Bloomberg database gathers information on the environmental policies of listed companies worldwide, including publicly disclosed information and news items, and converts them into data [52]. In addition, the Bloomberg ESG score is more transparent, allowing investors to view not only the scoring method but also the company reports behind each rating.




3.2.3. Moderating Variables


The first moderating variable in this study was the degree of public attention. Referring to Cheng and Liu (2018) and He and Shi (2022), we used the Internet search volume index (WSVI) of Chinese listed companies as a proxy variable for the public attention (PA) directed toward individual listed companies and the median of the annual Internet search volume index in order to measure the public attention [37,53]. The stock code, abbreviation, and full name of a single company can be used as keywords to directly reflect the WSVI of each listed company.



The second variable was media attention. Referring to the measurement methods in previous studies, we adopted the number of media reports and defined media attention (MEDIA) as the logarithm of the total number of online and newspaper headlines for a company [54,55].



The third variable was investor attention. Referring to Liu and Wang (2022), the institutional ownership ratio was used as a proxy variable for investor attention, and the total institutional ownership ratio (INVEST) was defined as the sum of the proportion of the total number of outstanding shares held by all institutional investors at the end of the year of a company [56].




3.2.4. Control Variables


This study drew on the related research of Yuan et al. (2022) and Zhang and Jin (2022) and introduced the following control variables: First, we controlled the main firm-level variables, including firm SIZE (SIZE), firm financial performance (ROA), firm AGE (AGE), firm assets and liabilities (LEV), current asset turnover (CAT), and capital intensity (CD) [50,57]. At the same time, we also controlled the variable at the corporate governance level: ownership type (STATE). In addition, year and industry dummy variables were added to control the impact of time, industry, and other factors on corporate financial violations. The variables and their measurement methods are listed in Table 1.





3.3. Model Design


Model 1 was used to test Hypothesis 1. If α1 was greater than 0, ESG performance had an inhibitory effect on corporate financial irregularities, which means Hypothesis 1 is true.


VIOit = α0 + α1ESG + ΣControlit + ΣYEAR + ΣINDUS + εit



(1)







Model 2 was used to test Hypothesis 2. If β3 was greater than 0, the higher the public attention of the firm, the higher the degree of inhibition of ESG performance on financial irregularities of the firm; that is, Hypothesis 2 is true.


VIOit = β0 + β1ESG + β2PA + β3PA × ESG + ΣControlit + ΣYEAR + ΣINDUS + εit



(2)







Model 3 was used to test Hypothesis 3. If γ3 was greater than 0, the higher the media attention of the firm, the higher the degree of inhibition of ESG performance on financial irregularities of the firm; that is, Hypothesis 3 is true.


VIOit = γ0 + γ1ESG + γ2MEDIA + γ3MEDIA × ESG + ΣControlit + ΣYEAR + ΣINDUS + εit



(3)







Model 4 was used to test Hypothesis 4. If φ3 was greater than 0, it means that the higher the institutional investor attention of the firm, the higher the degree of inhibition of ESG performance on financial irregularities of the firm. That is, Hypothesis 4 is true.


VIOit = φ0 + φ1ESG + φ2INVEST + φ3INVEST × ESG + ΣControlit + ΣYEAR + ΣINDUS + εit



(4)







The p values of Hausman test results of Models (1)–(4) were all less than 0.05. Therefore, we adopted the fixed-effect model for regression.





4. Empirical Analysis Results


4.1. Descriptive Statistics


As seen in Table 2, the average value of corporate financial irregularities was 0.1410, indicating that at least 1 out of every 10 companies had financial irregularities every year. The average value for ESG performance was 22.9576, and the maximum value was 43.39, documenting that most enterprises have poor ESG performance. The standard deviation for ESG performance was 4.5361, indicating that there are large differences in ESG performance among different enterprises. Furthermore, it also demonstrates that enterprises have a weak awareness of improving ESG transparency and disclosure. The average and maximum values for public attention were 7.188 and 9.093, respectively, and the standard deviation was 0.591, which reveals that different enterprises receive different degrees of public attention. The maximum and minimum values for media attention were 7.66 and 0, respectively, which indicates that some sample enterprises receive high media attention, while some do not receive media attention. The maximum value and average value for investor attention were 3.881 and 4.490, respectively, indicating that most enterprises receive high attention from investors. In terms of control variables, the average return on assets was 0.0484, average turnover of current assets was 3.247, average asset/liability ratio was 0.485, and average capital intensity is 1.935. In addition, the standard deviation of some control variables was relatively large, demonstrating that there were significant differences in the observed values of sample enterprises, which may affect the financial violations of enterprises.




4.2. Correlation Analysis


As reported in Table 3, the ESG performance of sample enterprises was significantly negatively correlated with financial irregularities, which was significant at the 1% level. The results of the correlation analysis preliminarily support H1 to a certain extent. The VIF value of each variable was less than three, indicating that there was no problem with multicollinearity.




4.3. Regression Results Analysis


From the results of Model 1 in Table 4, ESG performance was negatively correlated with corporate financial violations at the 1% level, and the regression coefficient was −0.0177. This indicates that ESG performance negatively affects corporate financial violations, which means the better the ESG performance, the lower the probability of the enterprise planning financial violations. Therefore, H1 is true, which also demonstrates that in the case of good ESG performance, various risks of enterprises, such as downside, legal, and systemic risks, are reduced. Therefore, the motivation of enterprises to plan financial irregularities will be weakened, which is conducive to enhancing their own influence and maintaining a good corporate image.



Model 2 revealed that the regression coefficient between ESG performance and corporate financial irregularities was negatively correlated at the 1% level. At the same time, the interaction term between ESG performance and public attention was significant at the 5% level, and the regression coefficient was 0.0109. This indicates that public attention has a negative moderating effect on corporate ESG performance in inhibiting financial irregularities, which verifies H2. In other words, when ESG performs well, enterprises with higher public attention have a lower probability of planning financial violations. The reason for this difference is that companies with higher public attention are subject to more diversified supervision from society and the public, including the attention of regulators. Therefore, the more constrained the enterprise, the greater the social responsibility it needs to undertake. Based on the strong motivation, the enterprise needs to take action to optimize ESG performance, and finally inhibit the occurrence of financial irregularities. Therefore, enterprises with higher public attention have better ESG performance and lower probability of planning financial violations.



Model 3 revealed that the regression coefficient between ESG performance and corporate financial irregularities was negatively correlated at the 1% level. At the same time, the interaction term between ESG and media attention was significant at the 5% level, with a regression coefficient of 0.0051. This demonstrates that media attention has a negative moderating effect on corporate ESG performance in inhibiting financial irregularities. Additionally, when ESG performs well, companies with higher media attention are less likely to plan financial violations. The reason for this difference is that the higher the media attention, the stronger the constraints and supervision that companies are subject to. Therefore, it is necessary for companies to improve their CSR and ESG performance to cope with social pressure. In summary, enterprises with higher media attention have better ESG performance and a lower probability of planning financial violations, which verifies H3.



Model 4 established that the regression coefficient between ESG performance and corporate financial irregularities was negatively correlated at the 1% level. At the same time, the interaction term between ESG and investor attention was significant at the 1% level, and the regression coefficient was 0.0203. This indicates that investor attention has a negative moderating effect on corporate ESG performance in inhibiting financial irregularities. Additionally, when ESG performs well, companies with high investor attention are less likely to plan financial irregularities. The shareholding ratio of institutional investors is used as the proxy variable of investor attention. The result reveals that the higher the ownership of institutional investors, the higher the CSR participation. Thus, it has a depressing effect on corporate financial irregularities, which verifies H4.




4.4. Robustness Test


This study may have the endogeneity problem of reverse causality, which means ESG performance can inhibit corporate financial irregularities. On the contrary, corporate financial irregularities have an inhibitory effect on ESG performance. To overcome the bias of the empirical results caused by this possible endogeneity problem, we referred to Zhang and Jin (2022) and selected the one-period lag of ESG performance (lESG) as the instrumental variable and used the two-stage least squares (2SLS) method to test the robustness of the results [57].



The regression results of 2SLS are reported in Table 5. In the first stage, the regression coefficients of lESG and ESG performance were significantly positive (0.9468) at the 1% level. In the second stage, the regression coefficients of ESG performance scores and corporate financial violations after the lESG performance was fitted in the first stage were significantly negative (−0.0203) at the 1% level. The results demonstrate that ESG performance has an inhibitory effect on corporate financial violations. The above results reveal that after considering the endogeneity problem, ESG performance is still negatively correlated with financial irregularities, which again verifies Hypothesis 1. By observing the results of the unidentifiable test (the second stage), the Kleiberging–Paap rk LM was 122.498, and the p-value was equal to 0.0000, indicating that the null hypothesis of “insufficient identification of instrumental variables” was significantly rejected at the 1% level, which indicates that the selected instrumental variable lESG performance can be identified. In the second stage, the Cragg–Donald Wald F statistic for the weak instrumental variable was 2763.499, which was much higher than the 10% judgment level for the Stock-Yogo weak ID test critical value of 16.38, indicating that there was a problem of no weak instrumental variable.





5. Discussion and Conclusions


5.1. Discussion


As an important player in socio-economic development and environmental governance, the ESG performance of enterprises has received increasing attention. The relationship between ESG performance and firm performance has been widely considered by researchers and investors [20,22,24]. However, there are few empirical studies exploring the relationship between ESG performance and financial irregularities. Yuan et al. (2022) proved through empirical research that ESG performance can reduce the motivation of enterprises to commit financial irregularities [25]. In addition, Yuan et al. (2022) also proved that under good internal and external regulatory conditions, ESG disclosure has a significantly stronger inhibitory effect on financial irregularities than poor regulatory conditions [25]. However, existing studies have not considered the impact of internal and external stakeholders on ESG performance and corporate financial irregularities. Since internal and external stakeholders have a certain monitoring effect on corporate ESG performance and financial irregularities, we believe that analyzing the relationship between ESG performance and corporate financial irregularities from the perspective of stakeholders is more conducive to optimizing corporate ESG performance and improving corporate financial management. This study takes the attention of the public, media, and investors as the moderating variable and discusses the relationship between ESG performance and corporate financial irregularities more comprehensively from the perspective of stakeholders. The results show that ESG performance can reduce corporate financial irregularities; moreover, the greater the public, media, and investor attention, the greater the degree to which ESG inhibits financial misconduct.




5.2. Conclusions


With growing global attention being directed toward ESG performance, corporate ESG performance profoundly impacts corporate finance. Enterprises affect ESG performance by fulfilling social responsibilities and disclosing information related to the environment, society, and governance. Good ESG performance reduces the possibility of financial irregularities by reducing different types of risks for enterprises. Using Chinese A-share listed companies from 2011 to 2020, we investigated the impact of ESG performance on corporate financial irregularities.



This study draws the following conclusions: First, good ESG performance can effectively inhibit the occurrence of corporate financial irregularities. The results of this study support the risk management theory, since in the crisis period, the performance of corporate social responsibility can increase financial resources and enhance the market’s credit rating, thereby reducing bank credit risk, and ultimately increasing the cash flow of enterprises in the crisis period. This, to some extent, reduces the incentive for management to be opportunistic, thus reducing the likelihood of financial irregularities. Second, the empirical analysis results of this study show that the higher the public attention, the higher the degree of ESG performance required to inhibit corporate financial irregularities. The findings support the legitimacy theory that the public should take the initiative to defend their rights and interests when companies do not respect social and moral values. At the same time, companies are subject to severe sanctions from the public. Therefore, the more public attention a company receives, the easier it is for the public to detect wrongdoing. This encourages companies to be more cautious in their disclosure of non-financial information, which improves the quality of disclosure, optimizes ESG performance, and reduces the possibility of companies orchestrating financial irregularities. Third, the empirical analysis results of this study show that the higher the media attention, the higher the degree of ESG performance to inhibit corporate financial irregularities. The research results support the theory of media governance. Enterprises with higher media attention are subject to greater supervision, so as to optimize the ESG performance of enterprises, restrain their own behaviors, and reduce the occurrence of financial irregularities. Finally, the empirical analysis results of this study show that the higher the attention of institutional investors, the higher the degree of ESG performance required to inhibit corporate financial irregularities. The research results support the principal–agent theory. Institutional investors can express their investment objectives by exercising proxy power with a voting effect, enhancing communication with management, and alleviating agency problems between management and stakeholders [44]. Thus, companies are encouraged to improve the transparency of ESG information and reduce the occurrence of opportunistic behavior from management.




5.3. Implications


Our findings provide some theoretical and practical implications for improving corporate ESG performance and curbing financial irregularities.



This study expands the body of relevant literature. Although there is a lot of research on the influencing factors of ESG performance, these studies mainly discuss the relationship between ESG performance and enterprise performance; there are few studies on ESG performance and corporate financial irregularities. In addition, based on risk management theory, this study proves the direct influence mechanism of ESG performance on corporate financial irregularities. At the same time, the legitimacy theory, media governance theory, and principal–agent theory were used in this study to prove the impact of the attention of public, media, and institutional investors on the suppression of corporate financial violations, which enriched the relevant theories of ESG performance and financial management and provided a new direction for future research. As a result, public, media, and institutional investor attention served to support and monitor the extent to which ESG development inhibited corporate financial misconduct.



In practical terms, enterprises must actively undertake social responsibility and integrate the ESG concept into all aspects of production and operation. Moreover, the standardization of corporate financial management systems to reduce the possibility of financial irregularities should be promoted. Second, the public (government agencies, consumers, media, investors, etc.) should pay more attention to enterprises’ ESG performance. Government agencies should increase subsidies and use various fiscal policy tools to provide financial support for the development of enterprises, guiding these to foster good ESG performance and continuously enhancing enterprises’ enthusiasm to demonstrate green innovation. To encourage enterprises to continuously improve their ESG performance, consumers should continuously improve their awareness of green consumption and actively safeguard their legitimate rights and interests. Third, the media should pay greater heed to and expose enterprise information and enrich the forms of media communication. The mining and interpretation of enterprise information by online and periodical media and focusing on whether enterprises effectively improve ESG performance and actively undertake social responsibilities should be promoted. To narrow the information gap between management and stakeholders, professional and diversified information should be provided to stakeholders. Finally, the development of green bonds and financial derivatives should be promoted in a step-by-step manner, focusing on and guiding the investment decisions of institutional investors toward enterprises improving the ecological environment and actively assuming social responsibilities. Moreover, the scale of institutional investors should be expanded and institutional investors encouraged to give full play to the effect of supervision and governance, thereby improving ESG performance and restraining financial irregularities.




5.4. Limitations and Future Prospects


This study has the following limitations. First, owing to the lack of continuous and up-to-date data, we only used Bloomberg Consulting’s ESG score, which lacks data comparison. Second, due to data availability, this study only focused on listed companies, which may differ from non-listed companies. Future research can be improved from two aspects: first, the moderating effect of corporate ownership on the relationship between ESG and financial irregularities can be considered. In China, compared with non-state-owned enterprises, state-owned enterprises are more likely to obtain the support of external financial resources (preferential policies and government subsidies, etc.) to improve ESG performance and inhibit the possibility of financial irregularities. In addition, many studies have proved that ESG performance can not only improve the financial performance of enterprises, but also enterprises’ innovation ability. Therefore, the impact of ESG performance on enterprise innovation performance can be explored in future research.
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Figure 1. Research model. 
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Table 1. Variable definitions.






Table 1. Variable definitions.





	
Variable

Types

	
Variable

Names

	
Variable

Symbols

	
Measurement

Methods






	
Dependent variable

	
Financial irregularities

	
VIO

	
Dummy variable: takes 1 if the firm has a reported financial violation; takes 0 otherwise




	
Independent variable

	
ESG performance

	
ESG

	
Bloomberg ESG total score




	
Moderating variables

	
Public attention

	
PA

	
Ln (median of the annual Web search volume index)




	
Media attention

	
MEDIA

	
Ln (total number of news articles with this company in the headline)




	
Investor attention

	
INVEST

	
Institutional investors’ share of total equity




	
Control variables

	
Corporate listing lifespan

	
AGE

	
Ln (current year-listing year)




	
Asset/liability ratio

	
LEV

	
Total liabilities/total assets




	
Enterprise size

	
SIZE

	
Ln (book value of total assets at the end of the year)




	
Nature of enterprise

	
STATE

	
State-owned enterprise = 1,

Non-state-owned enterprise = 0




	
Return on assets

	
ROA

	
Net profit/average balance of total assets




	
Current asset turnover

	
CAT

	
Sales revenue/average balance of current assets




	
Capital intensity

	
CD

	
Ratio of total assets to operating income




	
Industry

	
INDUSTRY

	
Dummy variable




	
Year

	
YEAR

	
Dummy variable











[image: Table] 





Table 2. Descriptive statistics.






Table 2. Descriptive statistics.





	Variables
	N
	Mean
	sd
	Min
	Max





	VIO
	1050
	0.1410
	0.3481
	0
	1



	ESG
	1050
	22.9576
	4.5361
	12.81
	43.39



	PA
	1050
	7.188
	0.591
	5.464
	9.093



	MEDIA
	1050
	4.752
	1.047
	0
	7.660



	INVEST
	1050
	3.881
	0.444
	1.163
	4.490



	ROA
	1049
	0.0484
	0.0542
	−0.317
	0.270



	CAT
	1050
	3.247
	3.699
	0.100
	35.94



	LEV
	1050
	0.485
	0.174
	0.0341
	0.916



	CD
	1050
	1.935
	1.821
	0.303
	22.69



	AGE
	1050
	2.944
	0.269
	2.303
	3.584



	STATE
	1050
	0.554
	0.497
	0
	1



	SIZE
	1050
	23.17
	1.053
	20.65
	25.96










[image: Table] 





Table 3. Correlation analysis.






Table 3. Correlation analysis.




















	
	VIO
	ESG
	PA
	MEDIA
	INVEST
	AGE
	ROA
	CAT
	STATE
	SIZE
	LEV
	CD





	VIO
	1
	
	
	
	
	
	
	
	
	
	
	



	ESG
	−0.288 ***
	1
	
	
	
	
	
	
	
	
	
	



	PA
	−0.101 ***
	0.111 ***
	1
	
	
	
	
	
	
	
	
	



	MEDIA
	−0.036
	0.155 ***
	0.561 ***
	1
	
	
	
	
	
	
	
	



	INVEST
	−0.229 ***
	0.097 ***
	0.120 ***
	0.095 ***
	1
	
	
	
	
	
	
	



	AGE
	−0.064 **
	0.013 ***
	−0.056 *
	−0.164 ***
	0.037
	1
	
	
	
	
	
	



	ROA
	−0.085 ***
	0.002
	0.056 *
	0.158 ***
	0.125 ***
	−0.081 ***
	1
	
	
	
	
	



	CAT
	−0.063 **
	0.124 ***
	0.006
	0.049
	0.168 ***
	−0.094 ***
	0.052 *
	1
	
	
	
	



	STATE
	−0.022
	0.031
	0.124 ***
	−0.017
	0.281 ***
	0.046
	−0.206 ***
	0.025
	1
	
	
	



	SIZE
	−0.068 **
	0.328 ***
	0.419 ***
	0.172 ***
	0.337 ***
	0.215 ***
	−0.113 ***
	0.110 ***
	0.303 ***
	1
	
	



	LEV
	0.096 ***
	0.084 ***
	−0.014
	0.012
	0.127 ***
	0.136 ***
	−0.495 ***
	0.119 ***
	0.158 ***
	0.444 ***
	1
	



	CD
	0.081 ***
	−0.114 ***
	−0.118 ***
	−0.275 ***
	−0.088 ***
	0.070 **
	−0.126 ***
	−0.225 ***
	0.122 ***
	−0.006
	−0.006 **
	1







Notes: ***, **, and * = p < 0.01, p < 0.05, and p < 0.1, respectively.
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Table 4. Regression results.






Table 4. Regression results.





	
Variables

	
Model (1)

	
Model (2)

	
Model (3)

	
Model (4)






	
ESG

	
−0.0177 ***

	
−0.0973 ***

	
−0.0450 ***

	
−0.0981 ***




	
(−6.7565)

	
(−3.1194)

	
(−3.6809)

	
(−5.3717)




	
PA

	

	
−0.2539 **

	

	




	

	
(−2.5580)

	

	




	
PA × ESG

	

	
0.0109 **

	

	




	

	
(2.5600)

	

	




	
MEDIA

	

	

	
−0.0865 *

	




	

	

	
(−1.6676)

	




	
MEDIA × ESG

	

	

	
0.0051 **

	




	

	

	
(2.2221)

	




	
INVEST

	

	

	

	
−0.6855 ***




	

	

	

	
(−6.1907)




	
INVEST × ESG

	

	

	

	
0.0203 ***




	

	

	

	
(4.4414)




	
AGE

	
−0.1018 *

	
−0.1106 **

	
−0.1079 **

	
−0.1201 **




	
(−1.8841)

	
(−2.0424)

	
(−2.0013)

	
(−2.2920)




	
ROA

	
−0.0735

	
−0.0272

	
−0.1003

	
0.1721




	
(−0.2918)

	
(−0.1079)

	
(−0.3961)

	
(0.7012)




	
CAT

	
−0.0009

	
−0.0007

	
−0.0004

	
0.0006




	
(−0.2478)

	
(−0.1857)

	
(−0.1127)

	
(0.1777)




	
STATE

	
−0.0234

	
−0.0142

	
−0.0123

	
0.0240




	
(−0.8697)

	
(−0.5236)

	
(−0.4560)

	
(0.8959)




	
SIZE

	
−0.0159

	
−0.0181

	
−0.0291 *

	
−0.0002




	
(−0.9976)

	
(−0.9544)

	
(−1.7602)

	
(−0.0138)




	
LEV

	
0.3446 ***

	
0.3319 ***

	
0.3513 ***

	
0.4296 ***




	
(3.3890)

	
(3.2021)

	
(3.4487)

	
(4.3572)




	
CD

	
0.0063

	
0.0062

	
0.0078

	
0.0070




	
(0.8176)

	
(0.8007)

	
(0.9857)

	
(0.9392)




	
Constant

	
1.3040 ***

	
3.2068 ***

	
2.0730 ***

	
3.6608 ***




	
(3.7034)

	
(3.8761)

	
(4.2959)

	
(6.5471)




	
Observations

	
1050

	
1050

	
1050

	
1050




	
R-squared

	
0.190

	
0.195

	
0.197

	
0.248




	
Year FE

	
YES

	
YES

	
YES

	
YES








Notes: T-statistics in parentheses; ***, **, and * = p < 0.01, p < 0.05, and p < 0.1, respectively.
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Table 5. Robustness test.






Table 5. Robustness test.





	
Variables

	
First Stage

ESG

	
Second Stage

VIO






	
lESG

	
0.9468 ***

	




	
(42.33)

	




	
ESG

	

	
−0.0203 ***




	

	
(−6.95)




	
AGE

	
0.5129 *

	
−0.0818 *




	
(1.93)

	
(−1.80)




	
ROA

	
3.7818 *

	
0.2250




	
(2.12)

	
(0.91)




	
CAT

	
−0.0002

	
−0.0027




	
(−0.01)

	
(−0.94)




	
STATE

	
0.0509

	
0.0229




	
(0.36)

	
(0.93)




	
SIZE

	
0.3934 ***

	
0.0049




	
(4.17)

	
(−0.37)




	
LEV

	
−0.5156 **

	
0.2743 **




	
(−1.03)

	
(3.17)




	
CD

	
−0.0428

	
0.0122




	
(−1.42)

	
(1.60)




	
Constant

	
−8.9435 ***

	
0.8357 ***




	
(−4.25)

	
(3.02)




	
Kleibergen–Paap rk LM statistic

	
122.498 (Chi-sq(1) p-value = 0.0000)




	
Weak identification test

(Cragg–Donald Wald F statistic)

	
2763.499




	
Kleibergen–Paap rk Wald F statistic

10% maximal IV size

	
1791.658

16.38




	
Observations

	
887

	
887




	
R-squared

	

	
0.2240








Notes: T-statistics in parentheses; ***, **, and * = p < 0.01, p < 0.05, and p < 0.1, respectively.
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