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Abstract: The importance of corporate responsibility for society and environments is emphasized
by increasing influence of firms on various stakeholders. Firms strengthen environmental, social,
and governance (ESG) activities, which are critical elements for sustainable management. However,
there are inconsistent findings on the relationship between ESG activities and firms’ financial perfor-
mance in prior studies because of the lack of full consideration of internal mechanisms and external
conditions. To overcome this limitation, this study investigates the mediating effect of non-financial
performance and the moderating effect of the institutional environment on the relationship between
firms’ ESG activities and their financial performance in a unified moderated mediation model. Sam-
ples for empirical analyses were collected by a survey from 304 small and medium-sized Chinese
manufacturers. The results of a mediation analysis reveal that each ESG activity has a positive
effect on firms’ financial performance, and the impact of ESG activities on financial performance is
completely mediated by non-financial performance. The results of a moderated mediation analysis
further indicate that the mediating effect varies depending on the level of institutional pressure from
the government, consumers, and competitors. The study suggests the need for interdisciplinary
research in sustainable management and institutional theory and emphasizes the importance of
sustainable management for performance improvement in a changing environment.

Keywords: sustainable management; ESG activities; institutional environment; non-financial
performance; financial performance

1. Introduction

An increase in environmental problems, such as global warming and water pollution,
and social problems, including poverty, human rights violations, and wealth inequality,
gives firms significant responsibilities vis-à-vis the environment and society [1,2]. Thus,
a firm’s fulfillment of environment- and society-related responsibilities has become an
essential criterion to determine its sustainability [1]. Amid these changes, studies in the
field of sustainability have steadily increased. Although prior studies have contributed to
the theoretical development of sustainable management [3,4], the empirical findings in the
sustainable management activities–financial performance relationships seem to be rather
inconsistent and even conflicting, as presented in Appendix A [5–18]. For example, Velte [6],
Huang [7], and Friede et al. [12] have demonstrated a positive effect of ESG activities on firm
performance, whereas Zhao et al. [13] have shown no significant effect of ESG activities on
firms’ return on capital employed (ROCE). Even worse, Duque-Grisales [17] and Ruan [18]
have demonstrated a negative influence of ESG activities on firm performance.

Such inconsistencies in prior studies point out the need for identifying critical medi-
ating and moderating variables that affect the relationships between ESG activities and
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performance. However, little empirical research has been conducted on the specific path-
ways through which firms’ sustainable management activities have a positive impact on
their financial performance or conditions under which the effectiveness of sustainable man-
agement activities is strengthened. In addition, although firms’ sustainable management
activities are carried out across various areas such as environment, social, and governance,
prior studies have mainly focused on the effect of comprehensive implementation level
of sustainable management activities relying on secondary data, such as sustainability
reports [5,10,19]. This might be another reason for inconsistencies found in prior studies.
Lastly, prior research findings have been applied indiscriminately in the context of both
advanced and emerging economies although most prior studies were performed based on
samples from firms in advanced countries. The political, economic, social, cultural, and
institutional systems in developing countries differ from those in advanced countries. Thus,
applying the results of prior studies to the firms in emerging countries can create problems
in practice. Therefore, further research is needed on the firms in emerging countries.

Until 2010, most Chinese firms did not disclose information on their governance,
environmental management, and social responsibility activities [20]. However, owing
to economic policies driven by economic growth, salient issues such as environmental
pollution, economic inequality, and employment problems have been increasing in China.
Consequently, the importance of corporate social responsibility (CSR) and sustainable
management has begun to be emphasized in recent years [21]. CSR was stipulated for the
first time in the amended bill in 2006, and since then, the interest in corporate sustainability
has steadily increased [13]. Moreover, on 21 December 2015, the Hong Kong Stock Exchange
revised its “ESG Reporting Guidelines” by adding a “Comply or Explain” clause. This
clause requires listed firms to disclose their ESG information or explain the reasons for
its non-disclosure [13]. In 2018, the Shanghai Stock Exchange also established guidelines
for information disclosure regarding listed firms’ ESG activities [11]. Such institutional
changes have greatly increased the interest of Chinese firms and society in ESG activities.

In addition, firms in China have seriously considered the relative cost, efficiency, and
various risk factors that may arise from changes in the institutional environment since the
transition from a planned economy to a market economy system through “opening and
reform” policy of the government in 1978 [22,23]. As an inherent feature of a business,
institutional environments impact the relationship between firms’ strategic actions and
performances. However, there are few studies on the effects of various types of institu-
tional pressures on the relationship between firms’ sustainable management activities and
performance [24,25].

To overcome the limitations of previous studies and bridge the gap between research
and practice, this study focused on answering the following three questions: (1) whether,
(2) through what mechanisms (mediation), and (3) under what conditions firms’ ESG
activities have a positive impact on their financial performance in a unified moderated
mediation model.

Samples for empirical analysis were collected through a survey from small and
medium-sized manufacturing firms in China where ESG activities were autonomously
conducted in comparison to large firms. Based on 304 Chinese firms, this study first
examined whether their ESG activities have a positive relationship with financial perfor-
mance. According to stakeholder theory and legitimacy theory, sustainable management
activities enhance stakeholders’ perception of corporate social responsibility, corporate
image, and brand value, which in turn increase firms’ financial performance [26]. Based on
these theoretical perspectives, this study investigates the role of non-financial performance,
measured by employee satisfaction level, stakeholder satisfaction level, external image,
social reputation, and the brand value, as a mediator that links a relationship between ESG
activities and financial performance.

Finally, this study further examined the moderating effect of the institutional envi-
ronments on the relationship of ESG activities–non-financial performance–financial per-
formance to understand how the effect of firms’ ESG activities on financial performance
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through non-financial performance varies depending on institutional pressure levels (mod-
erated mediation). The moderated mediation model is based on institutional theory that
argues for the effects of various institutional environments on the relationship between
corporate decision-making or activities and their performance.

From an integrated perspective of stakeholder theory, legitimacy theory, and insti-
tutional theory, this study contributes to overcoming the limitations of prior studies by
providing academic implications for the role of non-financial performance and institutional
environments in explaining the relationship between firms’ ESG activities and their finan-
cial performance. It also provides practical implications to maximize firms’ performance
through ESG activities, which are becoming increasingly important. With the findings
of this study, firms will be able to plan and implement ESG activities more effectively to
improve performance and enhance sustainability.

The rest of the paper consists of the following: The next section reviews and discusses
the theoretical background of the study. The following section proposes research models
and hypotheses on the relationship between ESG activities, non-financial performance,
institutional environment, and financial performance. Then, the methodology for empirical
analyses and the results of the analyses are fully explained. Finally, the conclusion provides
theoretical and practical implications. It also proposes research limitations and potential
future research to overcome them.

2. Theoretical Background
2.1. Concept of Sustainable Management

Profit is the primary and essential factor for a firm’s survival. However, corporate activ-
ities that focus only on improving short-term financial performance have been a major cause
of environmental pollution and social problems. In the report, “Limits to Growth” [27],
sustainability emerged as a common global task for solving the environmental pollution
problem caused by rapid industrialization. Since then, the “UN’s Environmentally Sound
and Sustainable Development” concept has been presented as a comprehensive normative
system to achieve sustainability. The “Global Reporting Initiative (GRI) Standard,” a global
standard in the economic, environmental, and social sectors for sustainable management
has been established. Sustainable management has emerged as a common concern for all
countries and firms worldwide.

The concept of sustainable management is generally defined in three dimensions. The
first is the definition from the triple bottom line (TBL) perspective [28]. In the TBL concept
presented by Elkington [28], “economic performance” (productivity increase, added value
creation, job creation, profitability, and fair trade), “environmental sound” (eco-friendly
production, pollutants, greenhouse gases, resource conservation, and harmful substances
reduction), and “social responsibility” (social contribution, product responsibility, human
rights, and labor) are presented as three fundamental pillars for sustainable management.
These factors have been used to derive key indicators to evaluate corporate sustainable
management [29]. The second is a definition from a stakeholder-centered perspective.
From this viewpoint, sustainable management is defined as business activities conducted to
strengthen communication with stakeholders, realize economic benefits, and achieve envi-
ronmental and social soundness to secure the continuity of corporate management [30]. The
third is a definition from a management performance perspective, wherefrom sustainable
management is defined as business activities that create shareholder value from a long-term
perspective by accommodating opportunities derived from economic, environmental, and
social development processes and managing risks [31,32].

As observed through the definitions of the three aforementioned perspectives, sus-
tainable management is fundamentally based on the interests of stakeholders, who have
direct or indirect relationships with the business activities of a firm. A firm should accept
the needs and interests of various stakeholders and ultimately reflect them systematically
in its management activities for sustainable growth [33]. The ESG framework is primarily
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used for corporate sustainability evaluations. Here, a firm’s sustainability is evaluated by
categorizing it into three areas [34].

2.2. Legitimacy Theory, Stakeholder Theory, and Institutional Theory

A firm is motivated to communicate with internal and external stakeholders to adapt
to the changing environment and take advantage of opportunities [19,35]. This process
can be explained within the ambits of the “legitimacy,” “stakeholder,” and “institutional”
theories [36]. The legitimacy theory assumes that a “social contract” exists between the
firm and society. Through this contract, society provides various resources to the firm. It
is an essential factor for the sustainable growth and survival of the firm. Contrary, a firm
provides the goods and services necessary for society [37,38]. If it does not comply with
the “social contract,” its cost of capital may increase, and resource acquisition may become
difficult. Furthermore, the firm may face various sanctions from regulatory bodies, which
may even threaten its existence [39].

In the stakeholder theory, stakeholders are defined as a “group with the power to partic-
ipate in decision-making in management activities.” A firm has the motivation to efficiently
manage relationships among various stakeholders on an ethical basis for value creation [40].
A firm can manage its relationships with stakeholders in the ethical/normative branch by
emphasizing social responsibility, and the managerial/pragmatic/strategic branch, where
stakeholders are classified and managed according to their importance to enhance the prac-
ticality of corporate management [41]. Furthermore, the impact of stakeholders on the firm
can be managed by classifying them into “primary” and “secondary” stakeholders [40].

Finally, the institutional theory defines an institutional environment as “an envi-
ronment containing regulatory mechanisms that create unique participants and action
procedures as a common system containing representative and normative rules” [42]. Cer-
tain organizations, such as government, public opinion, and media, are typical institutional
environments [43]. The institutional environment creates a set of implicit or explicit rules in
several areas, such as organizational structure and behavior. They become the basic require-
ments for members within that institutional field [44]. Compliance with these expectations
and norms is essential for firms to gain legitimacy in their environment and enhance their
accessibility to critical resources [45].

Studies have argued that firms can adopt common goals, structures, and systems to
achieve social justification and have classified this process into coercive, normative, and
imitative isomorphism [42,46]. Coercive isomorphism stems from “formal and informal
pressure exerted by other organizations” [46]. Pressure from government agencies through
policies or regulations is a representative example [47]. Imitative isomorphism occurs when
an organization imitates another firm in response to uncertainty [46]. Uncertainty about
efficient or effective behavior promotes a firm’s imitative isomorphism [48]. Normative
isomorphism urges a firm to be perceived as performing legitimate organizational activ-
ities [46]. It usually stems from the values and standards of behavior recommended by
external stakeholders that are mainly related to consumers [46,48,49]. The institutional
theory argues that firms’ decisions and actions are driven by legitimacy issues, which lead
to institutional isomorphism [46]. Long-term stability and survival can be guaranteed for
firms that meet institutional needs [50].

The legitimacy, stakeholder, and institutional theories exhibit a system-oriented char-
acteristic that focuses on the firm’s connection and environment [36]. Furthermore, they ex-
plain a phenomenon based on “adaptation” to a specific aspect. Specifically, the legitimacy
theory emphasizes the adaptation of organizational operations to a social contract, the stake-
holder theory concentrates on the adaptation to the requirements of stakeholder groups,
and the institutional theory highlights the adaptation to regulations and norms [38,42,46].

2.3. Firms’ Performance

Creating economic performance is essential for a firm to gain a competitive advantage
and survive [33]. Thus, to date, many studies have regarded “economic performance
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and profit creation” as essential criteria toward determining sustainability [26]. Economic
performance can be measured by financial performance, in terms of profit, productivity,
market share, sales, return on assets, return on equity, and return on investment [51,52].
Financial performance, which can be measured in monetary and quantitative units [53],
has been adopted in many studies because it helps to assess the performance level and
status of a firm.

However, the importance of performance evaluation from a more comprehensive and
firm-wide perspective that can reflect the strategy and vision of the firm has been empha-
sized with the increasing significance of market change and sustainable management [54].
Thus, a firm’s performance measurement should include financial and non-financial fac-
tors [55,56], especially as many financial indicators have been reported to be unlinked to a
firm’s long-term growth strategy and are inappropriate for measuring future value [54].
Non-financial performance consists of indicators such as customer satisfaction, corporate
image, and new product adoption rate. It can be measured by evaluating the process and
qualitative factors of business activities [57,58].

Information on financial performance is insufficient to evaluate future uncertainties
caused by changes in the business environment and the possibility of attaining corporate
sustainability. Therefore, the evaluation of non-financial performance is vital. Regarding the
relationship between financial and non-financial performance, Hoque [59] asserts that firms
creating success factors through the measurement of non-financial performance exhibit
higher financial performance. Moreover, many studies argue that some firms’ business
activities affect financial performance through non-financial performance [60]. Thus, in
many cases, non-financial performance plays a role in mediating the impact of corporate
strategy on financial performance [61].

3. Research Hypotheses
3.1. Relationship between ESG Activities and Financial Performance

The ESG activities of firms for sustainable management have become an essential com-
petitive tool to secure competitiveness in the changing global business environment [32].
However, many controversies remain about whether a firm can improve its financial per-
formance through ESG activities [4,62]. Studies have reported inconsistent results in this
regard [63]. Scholars attribute it to the fact that they analyze the effects by measuring only
the activities of a specific ESG sector for sustainable management or measuring multiple
activities together without distinction [64]. For example, measuring social activities is
helpful for a specific firm’s financial performance. However, when the effect of environ-
mental activities is negative, the overall effect of the firm’s ESG activities may take various
forms, including positive (whereby the effect size of social activities is larger than that of
environmental activities), negative (whereby the effect size of environmental activities is
larger than that of social activities), or no effect (whereby the effect size of environmental
activities is similar to that of social activities). Therefore, this study subdivides the activities
for sustainability management into ESG activities and presents and analyzes the hypotheses
for the effect of each activity on financial performance.

First, concerning the impact of corporate environmental activities on financial per-
formance, the activities performed by a firm in response to environmental regulations
have become an opportunity to improve performance, unlike in the past [65]. A firm can
reduce costs through business operations that comply with environmental regulations [66],
reduce exposure to risk [67], and improve performance through eco-friendly business
opportunities [68]. Recently, environmental problems caused by firms, such as greenhouse
gas emissions, water quality, and air pollution, have received worldwide attention. Many
countries have established policies to address these issues [69]. The Chinese President,
Xi Jinping, announced the goal of achieving carbon neutrality by 2060 at the UN General
Assembly held in October 2020. At the 5th plenary session of the 19th Central Committee
of the Communist Party of China held in December, the development of green finance by
strengthening the laws and policies that promote green growth through the “14th Five-Year
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Plan for National Economic and Social Development and Recommendation for Long-Term
Goals for 2035” was addressed. This move is geared to achieve the reform of green tech-
nology and presented various environmental regulations, including the establishment and
operation of the eco-friendly remodeling of the industry and the trading system for carbon
credits and pollutants. In addition, the policies operate a nationwide carbon emission
trading system by establishing and implementing the “National Carbon Emission Trading
Market Construction Plan”.

These changes suggest that Chinese firms that actively respond to environmental issues
can seize opportunities for long-term development and sustainability. Environmental
pollution refers to the waste of resources, energy, and materials. Firms that eliminate
these wastes will be able to create additional value by using capital, technology, and
resources more efficiently. In other words, the environmental activities of a firm can
be an essential factor in reducing the cost of inefficiency and strengthening the firm’s
ability to capture and utilize new business opportunities [70]. From this perspective, the
performance of Chinese firms that strictly comply with environmental standards and
actively engage in environmental activities is set to improve [71], while that of firms that
do not actively respond to environmental issues may decline [72]. Thus, the following
hypothesis is established for the relationship between environmental activities and the
financial performance of Chinese firms:

Hypothesis 1-1. Environmental activities have a positive relationship with financial performance.

A firm must bear the human and financial costs for communication with various
stakeholders. However, the financial benefits of stakeholder management are likely to
outweigh the costs. In this regard, a few empirical studies have suggested that firms that
communicate with various internal and external stakeholders based on social activities and
systematically manage their interests achieve high financial performance [40].

Recently, interest in the social responsibility activities of Chinese firms has been con-
tinuously increasing. In 2015, three social responsibility manuals, including Guidelines for
Social Responsibility (GB/T 36000-2015), Guidelines for Compilation of Social Responsibil-
ity Reporting (GB/T 36001 2015), and Guidelines for Classification of Social Responsibility
(GB/T 36002-2015) were jointly compiled by the China Institute for Standardization. Ac-
cordingly, from January 2016, the Chinese government mandated all firms operating in
China to fulfill their social responsibilities according to the unified standards. Moreover, it
promoted CSR activities by adopting international standards, such as [21] Social Account-
ability International’s SA8000, International Standardization Organization’s ISO 26000, and
GRI’s G4 [21]. The government required firms to prepare a report on social responsibility
to promote a harmonious society, scientific view of development, sustainable develop-
ment, and social responsibility [21]. In addition, the State Council of China announced
the “135 Poverty Resolution Plan” to solve the poverty problem in November 2016. This
strategy was established under the China 2030 Sustainable Development Agenda Action
Plan announced by the Chinese government in September 2015 [33].

According to the resource-based view, CSR activities can be an essential foundation
to form a competitive advantage, which is difficult to imitate [66] and a key element of
corporate strategy [73]. In terms of social activities, performing activities that comply with
laws and regulations related to social values and ethical business management activities can
engender a positive impact, eventually improving financial performance [74]. Accordingly,
the following hypothesis is established for the relationship between social activities and
the financial performance of Chinese firms.

Hypothesis 1-2. Social activities have a positive relationship with financial performance.

Corporate governance refers to a mechanism that monitors and controls the overall
management process of a firm, such as the procurement and utilization of management
resources and distribution of profits [75]. Weak corporate governance deteriorates corporate
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profitability and value [76], while transparent and fair governance enables firms to generate
stable profits and improve performance [77].

China’s Securities and Exchange Commission required all listed firms to disclose their
corporate governance information by amending the “Guidelines for Corporate Gover-
nance of Listed Firms” to build trusting relationships with various stakeholders, including
investors [18,78]. Thus, Chinese firms seek to hire independent auditors, add outside
directors, and strengthen information disclosure to build trusting relationships with stake-
holders. They also disclose information related to the structure of the board of directors,
audit procedures, and shareholder rights [18,78]. Such activities can increase transparency,
enhance resource utilization, attract investment capital, and boost investor confidence [75].
Thus, the following hypothesis on the relationship between corporate governance activities
and the financial performance of Chinese firms is established.

Hypothesis 1-3. Governance activities have a positive relationship with financial performance.

3.2. Relationship among ESG Activities, Non-Financial Performance, and Financial Performance

Financial and non-financial performance based on the realization of environmental and
social values are essential to ensure sustainability [79]. Here, non-financial performance
can be evaluated by stakeholder satisfaction, brand value, social reputation, and firm
image [80]. The United Nations Environment Program Finance Initiative presented eco-
friendly activities, social contributions, and transparent governance that could significantly
impact non-financial performance as key factors to consider when making an investment
decision for a firm. This proposal became the basis for the UN Principles for Responsible
Investment. Thus, a firm’s ESG activities are a critical factor to be recognized for its
legitimacy by various internal and external stakeholders and to receive the necessary
resources for sustainable growth [26]. A firm can improve its image and reputation through
its ESG activities [26]. In other words, when a firm protects the environment and promotes
the growth and prosperity of future generations, the firm’s reputation can be enhanced [63].
The firm’s reputation thus relies on the stakeholders’ perceptions of the firm. A firm’s
environmental and social activities are found to be beneficial in areas, such as reducing
taxes, reducing operational risks, improving the ability to win favorable contracts, retaining
consumers, and maintaining a favorable reputation [63].

Recently, even in China, environmental pollution caused by rapid industrialization has
increased the interest of the community in corporate activities [13]. Furthermore, the Firms
Act amended in 2006 expanded the scope of stakeholders, and the economic inequality and
human rights issues caused by rapid economic growth strengthened stakeholders’ CSR
perceptions [21]. Finally, governance activities are key factors that can significantly impact
stakeholders’ perceptions and image formation of the firm. Transparent governance can
help to build a good social image and reputation and enhance employee satisfaction and
loyalty [35]. Thus, the Chinese government issued a code to protect stakeholders’ interests,
including shareholders, banks, other creditors, employees or suppliers, and the community
and other stakeholders [81]. As an emerging market, the degree of development of the
capital market and the external supervision system has not reached a mature stage, but
these changes are strengthening the activities of Chinese firms, which aim to improve
their governance and improve their image and reputation [18]. Accordingly, the following
hypotheses on the relationship between ESG activities and the non-financial performance
of Chinese firms are established:

Hypothesis 2-1. Environmental activities have a positive relationship with non-financial perfor-
mance.

Hypothesis 2-2. Social activities have a positive relationship with non-financial performance.

Hypothesis 2-3. Governance activities have a positive relationship with non-financial performance.
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3.3. Relationship between Non-Financial Performance and Financial Performance

Concerning hitherto research on the relationship between a firm’s financial and non-
financial performance, more studies claim a positive relationship than a negative one be-
tween both variables [82]. Studies that argue that non-financial performance can positively
affect financial performance ground their claims on the stakeholder theory [83]. According
to this theory, a good image and reputation of stakeholders can create loyal customers for
the firm’s products and services, which serve to enhance the firm’s value [82]. In other
words, firms can secure a competitive advantage and improve their financial performance
by strengthening trusting relationships with stakeholders [84]. Accordingly, the following
hypothesis on the relationship between the non-financial and financial performance of
Chinese firms is established:

Hypothesis 3. Non-financial performance has a positive relationship with financial performance.

3.4. Mediating Effect of Non-Financial Performance on the Relationship between ESG Activities
and Financial Performance

By protecting stakeholders’ interests through sustainable management activities, a
firm can improve its reputation and increase its chances of long-term survival. Furthermore,
a positive corporate reputation can create loyal customers for a firm’s products and services,
which can help to improve the firm’s value [82,85]. Corporate activities in each field of
ESG can reduce the risk of information asymmetry and wrong choices, thus serving as a
signal provided by the firm, including useful information for stakeholders to make accurate
decisions [11]. ESG activities imply that a firm can be more stable and resilient in long-
term operations and finance [86]. A firm can receive support from the local community
and consumers through responsible management activities consistent with environmental
soundness and social issues, thus promoting stable management activities and corporate
value [13]. Moreover, by establishing a transparent governance structure, it can effectively
manage the conflicts of interest, which can occur between various stakeholders, and risks of
regulations, thus increasing the efficiency of business operations and the return on capital
owing to the investor preference effect [65].

Stakeholders are agents of social control [87]. Thus, a firm can enhance its image
and reputation by meeting stakeholders’ needs. Furthermore, efforts to improve a firm’s
non-financial performance can help to enhance its financial performance by alleviating
potential conflicts between society and the firm and reducing related costs [88]. Accord-
ingly, the following hypotheses on the relationship between ESG activities, non-financial
performance, and financial performance of Chinese firms are established:

Hypothesis 4-1. Non-financial performance mediates the positive relationship between environ-
mental activities and financial performance.

Hypothesis 4-2. Non-financial performance mediates the positive relationship between social
activities and financial performance.

Hypothesis 4-3. Non-financial performance mediates the positive relationship between governance
activities and financial performance.

3.5. Moderated Mediating Effect of the Institutional Environment

According to the institutional theory, a firm must acquire social legitimacy for its
existence value [48]. A firm is dependent on external resources, especially as it is difficult
for a firm to be self-sufficient with all the resources necessary for its operation [89]. A firm
that effectively responds to institutional pressure and complies with norms and rules can
more easily obtain the external resources necessary for survival and growth by securing
social legitimacy. Accordingly, for smooth and stable operations, the firm needs to respond
to institutional pressure [90], the level of which influences the firm’s strategic choices and
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effectiveness [72]. For example, the firm needs to strengthen ESG activities to respond
to stakeholder pressure [45]. However, the level of ESG activities conducted by the firm
and its impact on performance may vary depending on the level of institutional pressure
on ESG activities. Thus, there is a need to examine the effect of each type of institutional
pressure [48], which can be divided into coercive, normative, and imitative, on performance
through interaction with the firm’s ESG activities.

First, coercive pressure is defined as “the formal or informal pressure generated by the
institutions and regulations of the society to which the firm belongs” [46]. Coercive pressure
arising from the influence exerted by those in power, such as regulation by government
agencies, can shape standards for corporate behavior and encourage firms to adopt or
reinforce certain behaviors [48]. In this regard, the government’s ESG-related policies and
regulations act as coercive pressure on firms and affect social demands and expectations
for sustainable activities. Accordingly, they strengthen the impact of ESG activities on the
firm’s reputation, image, and brand value, and, thus, on financial performance [49]. Thus,
the following hypotheses are established for the moderating effect of coercive government
pressure on the relationship between the ESG activities, non-financial performance, and
financial performance of Chinese firms:

Hypothesis 5-1. The positive relationship between firms’ environmental activities and financial
performance through non-financial performance is stronger in the presence of higher levels of coercive
pressure.

Hypothesis 5-2. The positive relationship between firms’ social activities and financial performance
through non-financial performance is stronger in the presence of higher levels of coercive pressure.

Hypothesis 5-3. The positive relationship between firms’ governance activities and financial
performance through non-financial performance is stronger in the presence of higher levels of
coercive pressure.

Mimetic pressure refers to the pressure to imitate a competitor’s behavior, which is
determined to be successful. A firm that adapts to mimetic pressure is more likely to protect
itself from potential losses and gain legitimacy for decision-making. Thus, it imitates
leading competitors to secure social legitimacy and legitimacy for decision-making [46,91].
From this perspective, a firm’s ESG activities emulate the behavior of an organization,
which is recognized as successful by stakeholders among those structurally similar to
their organization [91]. For instance, manufacturers tend to imitate their competitors in
terms of managing extended supply chain activities to achieve carbon emission reduction
targets for sustainable management. This measure can improve corporate performance by
strengthening the legality and legitimacy of corporate activities [92]. Thus, the demand
and expectation of replicating the superior ESG activities of competitors can strengthen the
impact of a firm’s ESG activities on the reputation, image, and brand value, and, ultimately,
financial performance [93]. Accordingly, the following hypotheses are established on the
moderating effect of mimetic pressure on the relationship between the ESG activities,
non-financial performance, and financial performance of Chinese firms:

Hypothesis 6-1. The positive relationship between firms’ environmental activities and financial
performance through non-financial performance is stronger in the presence of higher levels of mimetic
pressure.

Hypothesis 6-2. The positive relationship between firms’ social activities and financial performance
through non-financial performance is stronger in the presence of higher levels of mimetic pressure.

Hypothesis 6-3. The positive relationship between firms’ governance activities and financial
performance through non-financial performance is stronger in the presence of higher levels of
mimetic pressure.
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Normative pressure arises from the values and standards of behavior recommended
and expected by external stakeholders [48]. A firm must understand and comply with the
standards, norms, and expectations of external stakeholders to achieve social legitimacy.
In particular, customer demand forms a critical normative pressure [93], which can be
an important driving force for a firm to reinforce certain activities [48]. For instance, the
positive perception that consumers have for a firm’s eco-friendly products and socially
responsible activities can change the decision-making and behavior of the firm by acting
as normative pressure [47]. In addition, by reinforcing consumers’ value on corporate
activities, the impact of corporate activities on the reputation, image, and brand value, and,
ultimately, financial performance, can be strengthened [94]. Thus, the following hypotheses
are established on the moderating effect of normative pressure on the relationship between
the ESG activities, non-financial performance, and financial performance of Chinese firms:

Hypothesis 7-1. The positive relationship between firms’ environmental activities and financial
performance through non-financial performance is stronger in the presence of higher levels of
normative pressure.

Hypothesis 7-2. The positive relationship between firms’ social activities and financial performance
through non-financial performance is stronger in the presence of higher levels of normative pressure.

Hypothesis 7-3. The positive relationship between firms’ governance activities and financial
performance through non-financial performance is stronger in the presence of higher levels of
normative pressure.

The research model for the presented hypothesis is shown in Figure 1. The causal
relationships of ESG activities–nonfinancial performance–financial performance hereto
rely on legitimacy and stakeholder theories, while the moderating effect of the institu-
tional environment on the ESG activities–nonfinancial performance–financial performance
relationships are based on institutional theory.
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4. Methodology
4.1. Sample and Data Collection

The research model of this study is designed to explore the effect of the ESG ac-
tivities of small and medium-sized Chinese manufacturers on their non-financial and
financial performance. In general, the Chinese government as a major stakeholder strongly
influences the ESG activities of large Chinese firms. Thus, there may be limitations in
measuring the difference in ESG activities of large firms. On the contrary, the regulations
and pressures of the Chinese government on ESG activities of small and medium-sized
enterprises (SMEs) are relatively weak. Thus, there might be a significant difference in ESG
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activities of SMEs and their impact on performance. For this reason, we selected all the
SMEs in the apparel/textile, machinery/equipment, chemical, computer/communication,
and food/beverage industries from the Industrial Development Statistics of the National
Economic Development Report provided by the Bureau of Statistics of China as research
population. Of these industries, 2060 firms were chosen as our effective target population
after firms with incorrect contact information and less than four years of operation were
excluded.

A survey questionnaire was used to collect the data for our study. First, we drafted a
questionnaire based on the literature. We then pretested the questionnaire on four senior
SME executives in relevant industries to assess the clarity and appropriateness of the ques-
tions and revise the questionnaire based on their feedback. We also conducted a pilot test
of the revised questionnaire on 10 senior SME executives in relevant industries to assess the
distribution or pattern of their responses and then amended the questionnaire accordingly.
We sent the finalized questionnaire by email to the CEOs of our target population three
times at intervals of two weeks. Consequently, a total of 332 responses were retrieved, and
304 responses remained usable, with an effective response rate of 14.7%; 28 substantially
incomplete or insincerely filled-out surveys were excluded. Table 1 presents the descriptive
statistics of sample firms.

Table 1. Results of confirmatory factor analysis (n = 304).

Factors Item β
Factor

Loading S.E. t-Value
(C.R.) CR AVE Cronbach’s

α

Environmental
Activities

E1 1 0.763 ***

0.947 0.667 0.947

E2 1.092 0.814 *** 0.071 15.290
E3 1.096 0.856 *** 0.067 16.272
E4 1.070 0.799 *** 0.072 14.959
E5 1.097 0.819 *** 0.071 15.404
E6 1.062 0.839 *** 0.067 15.878
E7 1.150 0.839 *** 0.073 15.858
E8 1.143 0.846 *** 0.071 16.024
E9 1.040 0.771 *** 0.073 14.312

Social Activities

S3 1 0.767 ***

0.921 0.625 0.921

S4 1.051 0.801 *** 0.071 14.815
S5 1.073 0.793 *** 0.073 14.632
S6 1.003 0.790 *** 0.069 14.563
S7 1.059 0.819 *** 0.07 15.208
S8 1.03 0.777 *** 0.072 14.287
S9 0.929 0.788 *** 0.064 14.523

Governance
Activities

G1 1 0.762 ***

0.923 0.631 0.922

G2 1.168 0.825 *** 0.077 15.196
G3 1.076 0.822 *** 0.071 15.132
G4 0.967 0.799 *** 0.066 14.633
G5 1.04 0.785 *** 0.073 14.315
G6 1.169 0.783 *** 0.082 14.288
G7 1.099 0.784 *** 0.077 14.295

Government
Pressure

GP1 1 0.794 ***

0.866 0.617 0.864
GP2 1.02 0.790 *** 0.071 14.423
GP3 1.111 0.804 *** 0.075 14.737
GP4 1.078 0.753 *** 0.079 13.648

Competitive
Pressure

CP1 1 0.818 ***
0.838 0.634 0.836CP2 0.995 0.821 *** 0.065 15.207

CP3 0.908 0.747 *** 0.066 13.655
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Table 1. Cont.

Factors Item β
Factor

Loading S.E. t-Value
(C.R.) CR AVE Cronbach’s

α

Customer
Pressure

CSP1 1 0.840 ***
0.872 0.694 0.871CSP2 1.047 0.873 *** 0.06 17.443

CSP3 0.924 0.784 *** 0.06 15.377

Non-financial
Performance

N1 1 0.745 ***

0.883 0.603 0.883
N2 1.077 0.793 *** 0.077 13.982
N3 0.937 0.739 *** 0.072 12.950
N4 1.124 0.830 *** 0.076 14.709
N5 1.042 0.772 *** 0.077 13.582

Financial
Performance

F1 1 0.792 ***

0.859 0.604 0.858
F2 1.066 0.755 *** 0.078 13.731
F3 1.101 0.753 *** 0.08 13.689
F4 1.163 0.807 *** 0.078 14.876

χ2 = 1083.133, df = 791, p < 0.001, χ2/df = 1.369, CFI = 0.968, TLI = 0.965, RMSEA = 0.035

Note. t-values for n = 304 subsamples; CR, composite reliability; SE, standard error; AVE, average variance
extracted; *** p < 0.001.

4.2. Measurement

All constructs were measured using multiple items. For each construct, a composite
score was created by calculating the means of the items.

4.2.1. Dependent Variable: Financial Performance

Given that firms’ financial performance is a multidimensional construct [95], we
measured it in terms of four important dimensions. Following Zhao et al. [13] and Petti and
Zhang [96], financial performance was measured by respondents’ responses to (1) overall
performance, (2) market share, (3) average growth rate of annual sales, and (4) and return
on sales over the past two years [13,96].

4.2.2. Independent Variables: ESG Activities

To measure the level of firms’ ESG activities, we relied on a scale modified from
Elkington [28], Petti and Zhang [96], Charan and Murty [97], and the ESG evaluation
guidelines of the Korea Corporate Governance Service [98,99]. We asked the respondents
to assess their perceived level of activities with each of the following items on a seven-
point Likert scale (1 = “very low” to 7 = “very high”). Specifically, the question items for
firms’ environmental activities were as follows. Activities in the environmental field were
measured by the degree of (1) training to raise the awareness of environmental management
and strengthening competence, (2) proposal of laws and regulations for environmental
protection, (3) efforts to solve environmental problems, (4) production of products by
using eco-friendly parts, (5) renewable energy use and energy saving, (6) carbon emissions
and greenhouse gas emissions, (7) reduction of industrial waste, (8) establishment of the
environmental performance management system, and (9) disclosure of significant matters
and items related to environmental management activities.

The respondents’ perceived level of social activities was then measured based on the
following items: (1) welfare benefits for employees, (2) average turnover of employees,
(3) establishment of personal information management policy for consumers, (4) efforts
for customer satisfaction, (5) ethical business management, (6) compliance with laws
and regulations related to social values, (7) efforts to create social value, (8) efforts for
community development, and (9) participation in donation activities.

Finally, the respondents’ perceived level of governance structure was measured by the
following items: (1) guaranteed shareholder rights, (2) shareholder exercise of voting rights,
(3) function of oversight by the board of directors, (4) board independence, (5) market
disclosure of major matters, (6) disclosure of decision-making related to management



Sustainability 2022, 14, 1168 13 of 26

change, and (7) establishment and publication of internal regulations on the exercise of
shareholder rights.

4.2.3. Mediating Variable: Non-Financial Performance

To measure the level of firms’ non-financial performance, we adopted the scales used
by Zhao et al. [13] and Rothaermel and Alexandre [95]. We asked the respondents to
indicate the perceived level of firms’ non-financial performance with each of the following
items on a seven-point Likert scale (1 = “very low” to 7 = “very high”): (1) satisfaction level
of employees, (2) external image, (3) stakeholder satisfaction level, (4) social reputation,
and (5) the firm’s brand value.

4.2.4. Moderating Variable: Institutional Environment

We relied on a scale adapted from Li [100] to measure the institutional environment.
Specifically, the respondents were asked to indicate the perceived level of institutional
pressure (1 = “very low” to 7 = “very high) with each of the following items: (1) government
policy to strengthen CSR activities, (2) government engagement with CSR, (3) government
interest in CSR activities, (4) utilization of CSR performance in the government’s corporate
reputation evaluation, (5) strategic importance of CSR when strengthening competitor’s
competitiveness, (6) competitors’ interest in CSR activities, (7) degree of use of CSR perfor-
mance comparison indicators among competitors, (8) the degree to which the production
firm considers CSR when selecting a customer’s product, (9) customer interest in CSR
activities, and (10) the degree to which customers consider CSR performance to evaluate
corporate reputation.

4.2.5. Control Variables

We included industry type, firm size, firm age, and research and development (R&D)
intensity as control variables in our model and controlled for their effects on non-financial
and financial performance. As the type of industry is likely to influence firms’ perfor-
mance [95], we controlled for industry type with seven dummy-coded industries. Larger
firms with more resources may have a higher investment capacity for their ESG activities
than smaller firms with fewer resources [95]. Thus, firm size was controlled for and mea-
sured as the number of employees. Older firms can accumulate knowledge and experiences
that may improve firm performance more than younger firms [101]; thus, we controlled
for firm age effect measured by the number of years of operation. As R&D investment can
influence firm performance, we controlled for R&D intensity in our study and measured it
as R&D expenses as a percentage of sales [102].

5. Analyses and Results
5.1. Method of Analyses

We performed a confirmatory factor analysis using AMOS 25 to assess the reliability
and validity of the measurements in our study. To examine the indirect effects presented
in our mediation and moderated mediation models, we used PROCESS Macro for SPSS v.
3.14 because AMOS is not capable of modeling interactions of continuous latent variables.
We applied the bootstrap confidence interval (CI) approach by calculating the lower limit
confidence interval (LLCI) and upper limit confidence interval (ULCI) of a 95% bootstrap
CI for indirect effects from 5000 bootstrap samples [103,104].

5.2. Reliability and Validity

A confirmatory factor analysis was performed to assess the reliability and validity of
the measurements in our study. We first evaluated construct reliability using composite
reliability (CR) and Cronbach’s alpha. As shown in Table 1, the results demonstrate a
high level of reliability that exceeds the recommended minimum value of 0.7 for both CR
and Cronbach’s alpha [104]. Convergent and discriminant validity tests were conducted
to assess the dimensionality of our constructs. As shown in Table 1, all the items were
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loaded clearly on their intended factors, with factor loadings greater than the cutoff value
of 0.60, and the average variance extracted (AVE) for each scale is higher than the threshold
of 0.5. These results support the 8-factor solution with an adequate level of convergent
validity [105]. We further evaluated the discriminant validity of our constructs using the
inter-construct correlation matrix presented in Table 2. As shown in the matrix, the square
root of the AVE for each factor is greater than any of its correlations with other factors, thus
confirming satisfactory discriminant validity for all the factors [105]. Finally, as Table 1
demonstrates, the goodness-of-fit results for our CFA model reveals an acceptable level of
fit, with χ2 = 1083.133, df = 791, p < 0.001, χ2/df = 1.369, CFI = 0.968, TLI = 0.965, RMSEA =
0.035 [106,107].

Table 2. Descriptive statistics and correlation matrix (n = 304).

Mean SD 1 2 3 4 5 6 7 8 9 10 11

1. Financial
Performance 5.28 0.87 (0.777) 0.759 ** 0.641 ** 0.653 ** 0.569 ** 0.504 ** 0.585 ** 0.526 **

2. Non-financial
Performance 5.73 0.74 0.693 ** (0.777) 0.761 ** 0.745 ** 0.663 ** 0.606 ** 0.666 ** 0.618 **

3. Environmental 5.77 0.75 0.576 ** 0.697 ** (0.817) 0.709 ** 0.665 ** 0.682 ** 0.680 ** 0.621 **
4. Social 5.59 0.65 0.575 ** 669 ** 0.662 ** (0.791) 0.627 ** 0.554 ** 0.651 ** 0.597 **
5. Governance 5.66 0.86 0.509 ** 0.603 ** 0.628 ** 0.585 ** (0.795) 0.607 ** 0.558 ** 0.519 **
6. Government

Pressure 5.82 0.69 0.433 ** 0.536 ** 0.622 ** 0.497 ** 0.549 ** (0.785) 0.697 ** 0.621 **

7. Competitive
Pressure 5.48 0.92 0.502 ** 0.572 ** 609 ** 0.571 ** 0.498 ** 0.607 ** (0.796) 0.696 **

8. Customer
Pressure 5.55 0.89 0.457 ** 0.538 ** 0.568 ** 0.541 ** 0.472 ** 0.548 ** 0.595 ** (0.833)

9. Firm size (log) 6.27 1.11 0.184 ** 0.222 ** 0.150 ** 0.200 ** 0.089 0.133 * 0.130 * 0.035 -
10. Firm age 18.90 10.60 0.021 0.024 −0.011 −0.026 −0.112 −0.030 −0.042 −0.122 * 0.361 ** -
11. R&D Intensity 0.18 0.12 0.127 * 0.201 ** 0.103 0.061 0.061 0.045 0.119 * 0.060 0.006 0.061 -

Note: Numbers in parentheses on the diagonal are the square roots of the AVE values. Correlations among the
constructs are reported above the diagonal; correlations among the composite scores are reported below the
diagonal. SD: Standard Deviation; * p < 0.05; ** p < 0.01.

5.3. Common Method Bias

We checked and controlled for common method bias, as our study relied on a single
respondent to measure the dependent and independent variables. First, as the data were
collected through an online survey, we adopted a question randomization option to prevent
potential common method bias in our study. Second, we conducted Harman’s one-factor
test with an unrotated factor solution to test for potential bias in our study [108]. The
analysis derived a total of eight factors with an eigenvalue of 1.0 or higher with 35.31%
of the variance explained by one factor, which is well below the maximum threshold of
50% [108].

To capture the common variance among all observed variables in the model, we finally
performed a common latent factor (CLF) test by introducing a new latent variable to our
CFA model such that all the observed items are related to it and compared the standardized
regression weights of all items for the models with and without CLF. The differences are
smaller than 0.2, which confirms that common method bias does not affect the validity of
this study [109].

5.4. Tests of Hypotheses
5.4.1. Descriptive Statistics and Correlations

The means, standard deviations, and correlations among the variables are presented
in Table 2. As expected, all the correlations among the variables are significant and positive,
which is consistent with the presumed direction of the relationships between the relevant
variables presented in our hypotheses.

More specifically, as hypothesized in our models, the correlations are higher in the
direct relationships between variables than the indirect ones. Inspection of the variance
inflation factor (VIF) scores indicates no multicollinearity instances among any of the
variables. The maximum VIF score in the models is 5.85, which is lower than the rule-of-
thumb cutoff point of 10.
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5.4.2. Mediation Analyses
Hierarchical Multiple Regression Analysis

Model 1 in Table 3 provides the results of the multiple regression analysis that exam-
ines the total effect of ESG activities on financial performance, including all the control
variables. As expected, the coefficients for environmental (b = 0.270, p < 0.001), social
(b = 0.317, p < 0.001, and governance (b = 0.227, p < 0.001) activities are all positive and
significant, thereby supporting Hypotheses 1-1, 1-2, and 1-3. In terms of the relative
magnitude of effects rather than significance, the comparisons of standardized regression
coefficients reveal that social activities (β = 0.283) have the greatest influence on financial
performance, followed by environmental (β = 0.238) and governance (β = 0.176) activities.
Models 2 and 12 in Table 3 present the regression analysis results, based on the causal step
approach proposed by Baron and Kenny [99] for the mediation effects of non-financial
performance on the ESG activities–financial performance relationships. Model 2 reveals
that environmental (b = 0.383, p < 0.001), social (b = 0.349, p < 0.001), and governance
(b = 0.272, p < 0.001) activities all have a significantly positive effect on non-financial per-
formance. The relative magnitude of the effects on non-financial performance is shown
as environmental (β = 0.328), social (β = 0.303), and governance (β = 0.205) activities, in
descending order.

As a final step for mediation analysis, Model 12 shows that the effect of non-financial
performance (b = 0.590, p < 0.001) on financial performance is positive and significant after
controlling for the effects of ESG activities on financial performance. However, the direct
effects of environmental (b = 0.044, p > 0.05), social (b = 0.111, p > 0.05), and governance
(b = 0.067, p > 0.05) activities on innovation performance are no longer statistically sig-
nificant. These results suggest that non-financial performance completely mediates the
relationship between ESG activities and firms’ financial performance [110].

Statistical Inference Test for Mediation Effects

The causal step approach proposed by Baron and Kenny [99] neither formally quan-
tifies the indirect effect nor requires any kind of inferential test. Therefore, to statistically
estimate indirect effects in our mediation models, we calculated the LLCI and ULCI of a
95% bootstrap CI for indirect effects from 5000 bootstrap samples [103].

Table 4 reports the results of the bootstrap significance test for total, indirect, and
direct effects of ESG activities on financial performance, respectively. The total and indirect
effects of environmental, social, and governance activities on financial performance are all
significantly positive, whereas the direct effects of environmental, social, and governance
activities are not significant (See Table 4). These results are consistent with the findings of the
hierarchical multiple regression analysis. Therefore, Hypotheses 4-1, 4-2, and 4-3 are finally
supported, thereby suggesting that pursuing a high level of ESG activities positively affects
firms’ non-financial performance, which, in turn, leads to superior financial performance.
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Table 3. Hierarchical multiple regression for Financial and Non-financial performance (n = 304).

Variables

Financial
Performance

Non-Financial
Performance

Financial
Performance

M1 M2 M3 M4 M5 M6 M7 M8 M9 M10 M11 M12

B SE B SE B SE B SE B SE B SE B SE B SE B SE B SE B SE B SE

Firm Age 0.004 (0.004) 0.003 (0.003) 0.003 (0.003) 0.003 (0.003) 0.003 (0.003) 0.003 (0.003) 0.003 (0.003) 0.002 (0.003) 0.003 (0.003) 0.003 (0.003) 0.003 (0.003) 0.002 (0.003)
Firm Size (log) 0.049 (0.037) 0.067 (0.031) 0.065 * (0.031) 0.063 * (0.031) 0.064 * (0.031) 0.066 * (0.031) 0.068 * (0.031) 0.070 * (0.031) 0.068 * (0.031) 0.071 * (0.003) 0.070 * (0.031) 0.009 (0.032)

R&D Intensity 0.386 (0.297) 0.888
*** (0.252) 0.886

*** (0.249) 0.891
*** (0.250) 0.886

*** (0.251) 0.827 ** (0.248) 0.846 ** (0.248) 0.843
*** (0.031) 0.887

*** (0.249) 0.862
*** (0.248) 0.884 ** (0.248) −0.137 (0.263)

Environmental (E) 0.270
*** (0.074) 0.383

*** (0.063) −0.304 (0.280) 0.343
*** (0.067) 0.339

*** (0.068) −0.098 (0.174) 0.340
*** (0.065) 0.332

*** (0.065) 0.048 (0.225) 0.334
*** (0.064) 0.342

*** (0.065) 0.044 (0.068)

Social (S) 0.317
*** (0.070) 0.349

*** (0.059) 0.332
*** (0.059) −0.122 (0.297) 0.340

*** (0.059) 0.312
*** (0.060) −0.133 (0.192) 0.318

*** (0.060) 0.311
*** (0.060) −0.138 (0.223) 0.319

*** (0.060) 0.111 (0.064)

Governance (G) 0.227
*** (0.078) 0.272

*** (0.059) 0.237
*** (0.067) 0.245

*** (0.067) −0.026 (0.339) 0.227
*** (0.066) 0.244

*** (0.065) −0.197 (0.260) 0.253
*** (0.065) 0.259

*** (0.065) −0.200
*** (0.273) 0.067 (0.069)

Non-financial
Performance

0.590
*** (0.060)

Government
Pressure (GP)

−0.534
* (0.274) −0.345 (0.286) −0.163 (0.325)

E × GP 0.049
*** (0.117)

S × GP 0.081 (0.051)
G × GP 0.049 (0.059)

Competitive
Pressure (CP)

−0.344
* (0.174) −0.347 (0.190) −0.350 (0.258)

E × CP 0.086 ** (0.032)
S × CP 0.085 ** (0.034)
G × CP 0.085 (0.047)

Customer
Pressure (CSP) −0.186 (0.234) −0.361 (0.234) −0.337 (0.270)

E × CSP 0.055 (0.041)
S × CSP 0.085 * (0.041)
G × CSP 0.083 (0.048)

F-Statistics 19.212 *** 39.625 *** 35.288 *** 34.699 ** 34.347 *** 36.170 *** 35.949 *** 35.406 *** 35.441 *** 35.940 *** 35.667 *** 31.036 ***
R2 0.442 0.620 0.631 0.627 0.625 0.637 0.635 0.632 0.632 0.635 0.633 0.582

Adj. R2 0.419 0.605 0.613 0.609 0.606 0.619 0.618 0.614 0.614 0.618 0.616 0.563
Changes in R2 0.011 * 0.005 0.004 0.016 ** 0.015 ** 0.011 * 0.012 * 0.015 ** 0.013 *

Note: The table provides parameter estimates; standard errors are in parentheses. The estimated effects of industry dummies on dependent variables are not reported due to limitations
of space. *** p < 0.001, ** p < 0.01, * p < 0.05.
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Table 4. Bootstrap significance test for mediating effects.

Path Effect B Boot
(SE)

Boot
LLCI

Boot
ULCI

Environmental activities–
Non-financial performance–Financial performance

Total effect 0.270 0.074 0.125 0.416
Direct effect 0.044 0.068 −0.089 0.179

Indirect effect 0.236 0.059 0.125 0.359

Social activities–
Non-financial performance–Financial performance

Total effect 0.317 0.069 0.179 0.454
Direct effect 0.111 0.064 −0.015 0.237

Indirect effect 0.206 0.047 0.105 0.293

Governance activities–
Non-financial performance–Financial performance

Total effect 0.227 0.078 0.075 0.379
Direct effect 0.067 0.069 −0.069 0.203

Indirect effect 0.160 0.051 0.069 0.270

Note: Mediation analyses including all the control variables. LLCI: Low Limit Confidence Interval; ULCI: Upper
Limit Confidence Interval. Bootstrap samples: 5000.

5.4.3. Moderated Mediation Analysis

Hypotheses 3 to 11 posit that the positive effect of ESG activities on firms’ financial
performance through non-financial performance varies depending on the level of three dif-
ferent institutional pressures, pointing to the need for a moderated mediation analysis [103].
If only one mediator exists in a model, the indirect effect is the product of two effects. In an
analysis of moderated mediation, evidence of moderation of the indirect effect exists if one
of the paths defining the indirect effect is moderated by a formal statistical test, and the
other effect is statistically significant because the indirect effect is a product of two paths,
one of which is moderated [103]. However, the evidence of moderated mediation generally
implies merely that the indirect effect is statistically dependent on a moderator. Therefore,
we need a follow-up inferential test to determine whether the conditional indirect effect is
different from zero at certain specified values of a moderator to ascertain where the indirect
effect is significant in the distribution of the moderator and where it is not [103].

Following Hayes [79] and Preacher et al.’s [111] statistical approach, we first examined
how the positive effect of ESG activities on non-financial performance (mediator) varies
depending on the level of different types of institutional pressure. As shown in Models 3
to 11 of Table 3, on the first path defining our mediation model, the interaction terms of
“Environmental activities × Government pressure” (b = 0.964, p < 0.001), “Environmental
activities × Competitive pressure” (b = 0.782, p < 0.01), “Social activities × Competitive
pressure” (b = 0.778, p < 0.01), and “Social activities × Customer pressure” (b = 0.782,
p < 0.05) have a significantly positive impact on firms’ non-financial performance, thus
improving the model fits significantly.

Additionally, we examined how the positive effect of environmental and social ac-
tivities on non-financial performance varies depending on the level of pressure from the
government, competitors, and customers, respectively, by applying the Johnson–Neyman
(JN) technique [84]. Figures 2–5 show the JN plot that presents the conditional effect of firms’
environmental and social activities on non-financial performance at different moderator
values. As shown in Figure 2, the point of transition (the value of government pressure) that
demarcates the regions where the moderation effect of government pressure is significant
or not is found to be 4.1(M). When M > 4.1, the positive effect of environmental activities
on non-financial performance is significant, but not significant when M < 4.1. It shows
the effect of environmental activities on non-financial performance is significantly positive
among firms under high levels of pressure from government authorities (M > 4.1), but not
significant among firms under relatively low levels of pressure from government authori-
ties (M < 4.1). Figures 3 and 4 show that the impacts of firms’ social and environmental
activities on non-financial performance are significant only among those under competitive
pressure above 3.8 and 3.2, respectively. Similarly, Figure 5 indicates that the impact of
firms’ social activities on non-financial performance is significant only among those facing
a customer pressure higher than 3.7 (M > 3.7).
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Figure 5. Conditional effect of social activities on non-financial performance at values of customer
pressure.

Based on the results of both hierarchical multiple regression analyses and JN tests,
we can conclude that the effect of the first paths of our model varies depending on institu-
tional pressure levels. Specifically, the effects of environmental activities on non-financial
performance are dependent on the pressure from the government and competitors, while
those of social activities rely on the pressure from competitors and customers. In addition,
as previously indicated in Model 11 of Table 3, the effect of non-financial performance on
financial performance remains positive and significant after controlling for the effects of
environmental and social activities on financial performance. Thus, we can finally con-
clude that the indirect effect of environmental activities on financial performance through
non-financial performance is moderated by government and competitive pressure, and
that the indirect effect of social activities on financial performance through non-financial
performance is moderated by competitive and customer pressure.

Finally, we conducted an inferential test for the conditional indirect effect at various
values of moderators (+1 SD, mean, and –1 SD) by estimating the conditional indirect
effects at those values. As shown in Table 5, the indirect effects of both environmental and
social activities on financial performance are all significantly positive at the three specified
values of the moderators. In particular, the conditional indirect effect of environmental
activities is stronger for firms scoring high (+1 SD) in government pressure (b = 0.269,
CI = 0.115∼0.438) and competitive pressure (b = 0.266, CI = 0.118∼0.415) than for those
scoring low (−1 SD) in government pressure (b = 0.174, CI = 0.072∼0.316) and competitive
pressure (b = 0.173, CI = 0.080∼0.316). Similarly, the conditional indirect effect of social ac-
tivities on financial performance is more pronounced for those high in competitive pressure
(b = 0.242, CI = 0.121∼0.351) and customer pressure (b = 0.242, CI = 0.116∼0.353) relative
to those low in competitive pressure (b = 0.149, CI = 0.023∼0.259) and customer pressure
(b = 0.152, CI = 0.036∼0.248). Based on the two-step approach to moderated mediation, we
conclude that Hypotheses 5-1, 6-1, 6-2, and 7-2 are supported, while Hypotheses 5-2, 5-3,
6-3, 7-1, and 7-3 are not. These results suggest that even among firms pursuing high levels
of ESG activities, those exposed to stronger institutional pressure are likely to yield better
non-financial performance, which subsequently leads to superior financial performance.
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Table 5. Bootstrap significance test for the conditional indirect effect.

Path Moderator
Conditional

Indirect Effects
(B)

Boot SE Boot
LLCI

Boot
ULCI

Environmental activities–
Non-financial performance–Financial

performance

Government
Pressures

5.135 (−1 SD) 0.174 0.068 0.072 0.316
5.825 (mean) 0.222 0.065 0.108 0.359
6.514 (+1 SD) 0.269 0.083 0.115 0.438

Social activities–
Non-financial performance–Financial

performance

Government
Pressures

4.562 (−1 SD) 0.173 0.062 0.080 0.316
5.482 (mean) 0.219 0.059 0.117 0.352
6.403 (+1 SD) 0.266 0.075 0.118 0.415

Competitive
Pressures

4.562 (−1 SD) 0.149 0.060 0.023 0.259
5.482 (mean) 0.195 0.050 0.091 0.287
6.403 (+1 SD) 0.242 0.058 0.121 0.351

Customer
Pressures

4.657 (−1 SD) 0.152 0.053 0.036 0.248
5.555 (mean) 0.196 0.050 0.088 0.286
6.454 (+1 SD) 0.242 0.060 0.116 0.353

Note: Bootstrap samples: 5000.

6. Conclusions and Discussion
6.1. Discussion

Along with a mounting interest in corporate sustainability in both developed and
emerging countries, firms have pursued sustainable management through ESG activities to
survive amid rapid environmental changes, such as the coronavirus disease 2019 pandemic.
With these environmental changes, research on the impact of sustainable management
activities on financial performance has been increasing in recent years [5–18]. However,
prior studies have primarily focused on examining the direct effect of sustainable man-
agement activities on financial performance. In contrast, surprisingly little research has
been conducted on examining the mechanisms or conditions that influence the sustainable
management activities–financial performance relationship [12]. This may be due to an
implicit assumption in the literature that firms’ sustainable management activities will
unquestionably improve their financial performance. To fill the gap in the literature, we
addressed the following three issues related to understanding the relationship between
firms’ ESG activities and their financial performance: (1) whether, (2) through what mecha-
nisms, and (3) under what conditions firms’ ESG activities have a positive impact on their
financial performance.

Based on 304 SMEs in China, we first examined whether firms’ ESG activities have a
positive relationship with their financial performance (Table A1). Drawing on legitimacy
theory and stakeholder theory, we suggested firms’ non-financial performance as a mediat-
ing variable and examined its mediation effects on the relationship between ESG activities
and financial performance. In addition, we further investigate how the effect of firms’ ESG
activities on financial performance through non-financial performance varies depending
on institutional pressure levels in a unified moderated mediation model.

According to the results, the activities of Chinese manufacturers in each ESG field
for sustainable management enhance financial performance. Moreover, our mediation
analysis revealed that non-financial performance fully mediates the relationship between
sustainable management activities and financial performance, as the relationship between
ESG activities for sustainable management and financial performance becomes insignificant
when non-financial performance is included as a mediator. In other words, ESG activities
for sustainable management can significantly impact financial performance by improving
non-financial performance, such as enhancing corporate reputation, image, employee sat-
isfaction, and loyalty. The results imply that the direct relationship between firms’ ESG
activities and their financial performance shown in many existing studies may be spurious
in nature. In addition, social activities have the most significant impact on financial perfor-
mance, while environmental activities have the most significant impact on non-financial
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performance. These findings are consistent with those from prior research grounded in
stakeholder theory that good image and reputation of stakeholders can create loyal cus-
tomers for the firm’s products and services, which serve to enhance the firm’s value [82,83].
Finally, the moderated mediating effect analysis indicates that the relationship between
“ESG activities–non-financial performance–financial performance” may vary greatly de-
pending on institutional pressure levels. Specifically, the positive impact of environmental
activities on financial performance through non-financial performance becomes stronger as
government pressure and competitor pressure increase. The positive impact of social activi-
ties on financial performance through non-financial performance also becomes stronger as
the pressures of competitors and customers increase. However, institutional pressure does
not affect the positive impact of governance activities on financial performance through
non-financial performance. These findings are in line with institutional theory literature
suggesting that high levels of institutional pressure from the government, consumers, and
competitors can be an important driving force to strengthen firms’ sustainable management
activities, which in turn enhance their reputation, legitimacy by building trust relationships
with stakeholders [47–49,92–94].

6.2. Implications

The theoretical implications of this study are as follows: First, this study presents the
relationship between sustainable management and ESG activities through a review of the
literature in the field of sustainable management. It provides a theoretical background
for subsequent studies that define and analyze the sustainability of firms from a more
comprehensive perspective. Second, the results of this study indicate the importance of
non-financial performance as an outcome variable of sustainable management activities.
Most studies have focused on financial performance as an outcome variable of sustain-
able management activities. However, our results show that research that considers the
relationship with non-financial performance is vital to strengthen the positive impact of
sustainable management activities on performance. Finally, the results demonstrate that
the relationship between ESG activities and corporate performance can vary depending
on the type of institutional pressure. They emphasize the need to consider the impact of
the institutional environment for further research in the field of sustainable management
activities, thus motivating revitalizing convergence research in sustainable management
and institutional theory.

The practical implications of this study are as follows: First, the importance of sustain-
able management activities is further emphasized in a rapidly changing global business
environment. However, small and medium-sized firms, which do not have sufficient
available resources, often experience the heavy burden of strengthening their ESG activ-
ities [18]. The results of this study imply that small and medium-sized firms can select
more critical and urgent activities in consideration of their industry sector and firm char-
acteristics, thereby focusing on them to improve both their non-financial and financial
performance. Second, firms should enhance both short-term and long-term performance
through sustainable management activities in a changing business environment. The re-
sults of this study show that firms can augment their financial performance by promoting
ESG activities. Third, sustainability can be more efficiently reinforced by establishing and
implementing differentiated action plans according to the level of institutional pressure
in the market. Specifically, high pressure from the government requires strengthening
social and governance activities. They need to be strengthened first in the face of high
pressure from competitors. In response to customer pressure, environmental and gover-
nance improvement activities need to be prioritized to improve non-financial and financial
performance according to the findings of the present study.

6.3. Limitations and Future Research

Notwithstanding these academic and practical implications, this study had the fol-
lowing limitations that can be addressed in future research. First, attention should be
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paid to the generalization of the study results owing to the distinct characteristics of the
adopted study sample. This study was conducted on the listed manufacturers located in
Beijing, China. Thus, China’s social and cultural characteristics and the unique features of
its manufacturing sector may have influenced the results. In future research, this limitation
can be addressed by verifying the present analysis model for other countries, regions, and
firms in the service industry. Second, there is the possibility of reverse causality that high
corporate performance may become a motive to strengthen sustainable management activi-
ties. However, in this study, which employs survey data, the possibility of reverse causality
cannot be controlled through the research model, which reflects the time difference between
the two variables. This constraint can be supplemented through follow-up research using
secondary panel data. Finally, most studies on sustainable management, including this one,
have focused on analyzing the impact of sustainable management activities on performance.
However, there is a lack of empirical studies on the internal and external antecedent factors
that influence corporate sustainable management activities [112]. If future research on
the antecedent factors that reinforce sustainable management activities, such as slack, is
performed, additional value can be provided.
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Appendix A

Table A1. Literature Reviews on the Relationship between ESG activities Financial Performance.

Author(s) Years Independent
Variable(s) Dependent Variable(s) Result Sample

Giese et al. [5]. 2019 MSCI ESG Universal
Index ESG Quintiles + 1600 stocks (2007–2017)

Patrick Velte [6]. 2019
ESG performance

E, S, G ROA
+ 775 firms in Germany

(2010–2018)+ + +

Huang [7]. 2021 ESG activities Performance + Review paper

Patrick Velte [8]. 2017 ESG performance ROA + 412 firms in Germany
(2010–2014)Tobin Q x

Ortas et al. [9]. 2015 E, S, G index
Tobin Q + + x 198 firms in UNGC (2008–2013)ROA + x +

Almeyda &
Darmansya [10]. 2019 ESG scores

ROA +
380 listed firms in G7 countries

(2014–2018)
ROC +

Stock price +
P/E x

Zhang et al. [11] 2020 E, S, G (Disclosure
score) Tobin Q x + − 952 listed Chinese firms

(2012–2018)

Friede et al. [12] 2015 E, S, G Financial performance + − x Meta-analysis and vote-count
studies

Zhao et al. [13] 2018 ESG Return on capital
employed (ROCE) x

Panel data from 20 Chinese
Listed power generation firms

(2007–2016)
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Table A1. Cont.

Author(s) Years Independent
Variable(s) Dependent Variable(s) Result Sample

Xie et al. [14] 2018 ESG activities Corporate efficiency + 6631 firms from 74 countries
(2015)

Ahmad et al. [15] 2021
ESG score (High)
ESG score (Low)

Market value (MV),
Earnings per share (EPS)

+ − 351 firms in FTSE350
(2002–2018)+ −

Dalal & Thaker [16] 2019 ESG Index
ROA + 65 Indian firms listed on NSE

100 ESG Index (2015–2017)Tobin Q −

Deque-Grisales [17] 2021 ESG score
E, S, G score ROA −

− − −
104 multinationals IN Latin

America between (2011–2015)

Ruan & Liu [18] 2021 ESG activities Tobin Q −
1372 company-year

observations ESG rating in
China (2015–2019)
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