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Abstract: We examine the effect of the Security and Exchange Commission’s (SEC) investigations
into firms’ corporate social responsibility (CSR) performance. Adopting a staggered event study
setting and analyzing all public and private SEC investigations into possible violations of federal
securities laws, we find that firms reduce their investment in ESG-related activities and experience
significantly lower CSR performance while being investigated by the SEC. This baseline finding is
more pronounced among firms that appoint a large auditor or force their CEO to resign. To address
concerns about potential endogeneity, we also conduct a multiperiod dynamic analysis and estimate
our baseline regressions using the propensity-score-matched sample. Our results further reveal that
the negative effect of SEC investigations on CSR performance manifests in CSR activities related to
corporate governance and firms’ products. Overall, we highlight some unintended consequences of
SEC investigations.

Keywords: SEC investigations; CSR; ESG; corporate future orientation

1. Introduction

The Securities and Exchange Commission (SEC) in the United States was established
with the mission of safeguarding the interests of investors, promoting the creation of capital,
and upholding the integrity and efficiency of financial markets. Through its Division of
Enforcement, the SEC investigates alleged breaches of securities law, such as unregistered
securities offerings, accounting errors, insider trading, negligence, market manipulation,
and various types of fraud. The investigation process is held in secrecy, with only a small
group of people (i.e., the SEC staff, high-level managers of the company under investigation,
and outside counsel) being involved in resolving the issue [1,2]. It is not mandatory for
firms to disclose such SEC investigations, even when there is a possibility of an enforcement
action; as a result, outside stakeholders, including shareholders, are often unaware of the
investigations and only learn of the investigations and /or enforcement actions ex post facto.

Although SEC investigations are aimed at improving investor confidence and the
integrity of capital markets, these investigations, which are of a secretive nature, also
create significant information asymmetries between firms and stakeholders and impose
significant economic consequences on the firms being investigated. Specifically, as key
executives may update their beliefs about the likelihood that potential wrongdoing is
detected, they may modify their actions once they are made aware of an SEC regulatory
inquiry [3]. For example, prior literature documents that SEC investigations are associ-
ated with a substantial decline in future firm performance and severe insider trading [4],
increased analyst coverage, an increased likelihood of appointing a large auditor, high liti-
gation risk [5], decreased capital expenditures, and increased likelihoods of CEO turnover,
earnings restatements, and class action lawsuits [3]. Although the SEC currently does not
regulate CSR activities, failures related to the environmental, social, and governance (ESG)
reporting and performance are investigated by the SEC and/or external auditors. (For
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example, on 22 November 2022, Goldman Sachs Asset Management, L.P. was brought
under scrutiny by the SEC due to lapses in its policies and procedures. These lapses
pertained to two mutual funds and a separately managed account strategy marketed as
an ESG investment. Over the period from April 2017 to February 2020, Goldman Sachs
experienced a series of policy and procedural failures in relation to the ESG research uti-
lized by its investment teams for selecting and monitoring securities. Furthermore, the
firm lacked written policies and procedures for ESG research in one of its products, and
even when policies and procedures were eventually established, they were not consistently
adhered to. To settle the charges, Goldman Sachs agreed to pay a USD 4 million penalty
(https:/ /www.sec.gov/news/press-release/2022-209 (accessed on 27 August 2023))) How-
ever, empirical evidence on the relationship between SEC investigations and firm CSR
performance is scarce.

As there is some probability that the SEC will detect misconduct and impose penalties
on firms that are under investigation, we are the first to analyze whether managers of
firms investigated by the SEC tend to change their actions with regard to CSR practices
during periods of increased scrutiny. We postulate that SEC investigations can affect firms’
CSR performance in two opposing directions. On the one hand, SEC investigations may
lead to worse CSR performance for the following reasons. Most CSR activities are future-
oriented in nature. As such, firms typically bear the costs of CSR activities immediately,
but enjoy the benefits associated therewith over multiple periods or relatively long periods
of time [6]. This implies that investment in CSR activities may worsen a firm’s short-term
earnings performance. In addition, SEC investigations generally increase the likelihood of a
shareholder class action lawsuit for the dismissal of the CEO [3,7]. When firms face higher
regulatory costs and managers face a higher likelihood of forced turnover, managers are
likely to avoid investing in future-oriented activities that may not materialize during their
tenure [8]. On the other hand, managers of firms investigated by the SEC may strategically
increase their CSR performance as “window dressing”, to reduce the likelihood or severity
of enforcement actions, or to shorten the investigation period [9,10]. For example, Jia et al.
(2019) [11] find that firms increased their CSR practices more when they were selected
as pilot firms for an SEC regulation change, thereby suggesting that firms may use CSR
to insure against stock price crash risk. Others, such as Tran and O’Sullivan (2020) [12]
find that firms with higher CSR performance are less likely to be investigated by the SEC
for financial misstatements because these firms are perceived to engage less in financial
misstatements and the reputational effect of CSR activities on firm valuation reduces the
likelihood of an SEC enforcement action.

Given the above competing explanations on the influence of SEC investigation on
CSR performance, the directional effect of SEC investigations on CSR performance is
unclear ex ante and ultimately an empirical question. To our knowledge, however, prior
research has paid little attention to this question. To provide systematic evidence of
the direction of this effect, we follow Blackburne et al. (2021a, 2021b; Blackburne and
Quinn, 2023) [3-5] and utilize their novel dataset of all the SEC’s Division of Enforcement
investigations. This dataset covers investigations during the period between 2000 and 2017
and contains the opening and closing dates of the SEC investigations. Prior research focuses
mainly on investigations that the SEC considers to be material and subject to enforcement
(i.e., Accounting and Auditing Enforcement Releases (AAERs); [12-15]). However, such
investigations represent only about 2% of all SEC investigations. Unlike prior research
in this area, we analyze a much broader scope of SEC investigations in the CSR setting,
which helps mitigate concerns about partial observability, SEC enforcement subjectivity,
and timing errors [2,16] (For example, researchers must first determine which firms are
presumed to engage in financial reporting misconduct before they can test which firm
and managerial characteristics are associated with misconduct. The standard proxies (e.g.,
restatements, lawsuits, and AAERs) used in the literature are subject to partial observability,
as the knowledge of financial misconduct comes almost exclusively from firms that have
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been identified and prosecuted by the SEC, and the characteristics of these firms may
exhibit dissimilar traits compared to those engaging in fraud that goes undetected [17]).

We take advantage of the staggered nature of SEC investigations and show that SEC
investigations lead to a significant and substantial decrease in CSR performance during
the investigation period. This finding supports our conjecture that improved regulations
and/or heightened scrutiny associated therewith negatively affect firms’ future-oriented
investment and CSR performance. Our cross-sectional results further reveal that the
negative effect of SEC investigations on CSR performance is more pronounced among firms
audited by one of the Big Four auditors or firms with forced CEO turnovers.

We also conduct an array of additional robustness tests and address endogeneity
concerns. First, we conduct a multiperiod dynamic analysis and exclude changes in CSR
performance outside the frame of SEC investigations to control for possible improvements
in CSR as a measure of firms’ actions aimed at reducing the likelihood of being investi-
gated by the SEC and other agencies. Second, we employ the propensity score matching
(PSM) method to enhance the comparability between the companies undergoing treatment
and those in the control group. Specifically, we identify a control firm comparable to
each treatment firm in various dimensions by implementing one-to-one nearest neighbor
matching without replacement [18,19]. Finally, we investigate how SEC investigations
affect CSR performance along its seven dimensions and find that the negative effect of
SEC investigations on CSR performance manifests itself in the areas related to “corporate
governance and product”.

This study makes several novel contributions to the literature. First, we contribute
to the debate on the economic consequences of SEC investigations by exploring how
SEC investigations affect a particular corporate behavior related to CSR performance.
Although past literature documents how regulatory enforcements are associated with
different managerial decisions and firms’ activities (e.g., [15,20-22]), the primary focus has
been on firms that were caught (by analyzing, e.g., AAERs, restatements, and lawsuits),
which are publicly announced and represent only a small fraction of all SEC investigations.
We follow a recent stream of regulation literature and extend its scope to include all SEC
investigations into different forms of violations that can be triggered by various impulses,
such as whistleblowing, press reports, or surveillance activities [3,5]. We explore how SEC
investigations affect managerial decisions concerning future-oriented benefits such as ESG
investments. To our knowledge, our study is the first to document that such investigations
predict material declines in CSR performance. Second, unlike prior studies that analyze the
determinants of SEC investigations (e.g., [12,15,22]), which are subject to extensive criticism
for their data limitations [3,17], we utilize all SEC investigations as the treatment variable
to examine how the ex ante level of regulation impacts firms’ subsequent CSR performance.
Our results provide novel evidence that SEC investigations have unintended consequences
on firms” CSR performance, irrespective of their severity.

Our study has implications not only for the literature on regulatory enforcement and
financial reporting misconduct but also broader implications for accounting standards. As
investors demand information on firms’ impact on climate and other ESG-related activities,
the SEC is responding by proposing new reporting and disclosure rules that would mandate
detailed disclosure of climate-related risks and greenhouse gas (GHG) emissions, facilitate
comparable ESG disclosures, and thus ensure that statements made to investors are not
false or misleading.

This paper proceeds as follows. Section 2 presents the related literature and develops
the hypotheses. Section 3 describes our sample and research design. Section 4 presents the
main empirical results and sensitivity analysis, and Section 5 concludes the paper.

2. Literature and Hypotheses

The Division of Enforcement (DoE) of the SEC recommends and carries out investiga-
tions into potential securities law violations, such as the misrepresentation or omission of
material information, manipulation of the market prices of securities, insider trading, or
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other fraudulent acts in the issuance of or reporting on public securities. If the DoE makes
a preliminary determination from their investigation and intends to recommend that the
SEC pursue an enforcement action, the investigation typically enters the “Wells process”
stage, during which the SEC notifies the firm of its intent to pursue an enforcement action
(i.e., a Wells notice). The firm subject to the alleged violation has an opportunity to submit
a response (i.e., a Wells submission), after which the DoE makes its recommendation to
the SEC and the Commission votes on whether to authorize an enforcement action. The
investigation period—that is, the time between the start of an investigation and the initia-
tion of the first enforcement action—is about two years, but this period can be longer in
certain cases [5]. If the Commission votes to approve the DoE’s recommendations, it will
commence with an enforcement action. The SEC has successfully obtained judgment on
over 90% of its enforcement actions [23].

A large body of literature analyzes known financial reporting misconduct and fo-
cuses mainly on firms that ultimately received enforcement actions such as AAERs, as
the outcome of SEC investigations. For example, Beneish (1999) [13] and Dechow et al.
(2011) [14] use financial statement variables to predict AAERs with what is now known as
the M-Score and F-Score, respectively. Other authors analyze nonfinancial measures [24],
control for firm CSR performance [12,15] and apply machine learning to analyze financial
statements and MD&A sections [25,26] to detect fraudulent activities. However, due to data
limitations, we know little about the SEC’s investigative procedures, as these procedures
are held in confidence, and exemptions granted to law enforcement under the Freedom of
Information Act empower the SEC to retain a considerable volume of information.

Building on the prior literature on SEC enforcement actions relating to financial
reporting misconduct, Blackburne et al. (2021a; 2021b) [3,4] utilize a novel dataset that
contains 12,861 SEC investigations during the period from 2000 to 2017. Compared to
AAERs and shareholder class action lawsuits, this dataset consists of a much broader range
of SEC investigations, and covers investigations including those related to fraud, foreign
corrupt practices, market manipulation, broker—dealer violations, and securities trading.
According to Blackburne et al. (2021b) [4], the SEC does not provide further details of each
investigation, including the dates of communication with the entity under investigation
and outcomes of each investigation.

Recent literature analyzes all SEC investigations and provides new insights into their
consequences for managerial behavior, even for firms with non-AAER outcomes (i.e., non-
severe SEC investigations). First, Blackburne et al. (2021b) [4] find that SEC investigations
predict material economic declines in future firm performance, and that this information
(i.e., the undisclosed nature of these investigations) is exploited by corporate insiders
for personal gain. Second, Blackburne and Quinn (2023) [5] analyze the determinants
of the disclosure speed of SEC investigations and document that external monitoring
and litigation risk are associated with about 100% and 40% faster disclosure, respectively,
whereas managerial entrenchment is associated with about 30% slower disclosure. Finally,
Blackburne et al. (2021a) [3] document a “regulatory observer” effect of SEC investigations,
whereby managers perceive SEC actions to be more punitive if they employ discretionary
reporting and improve accounting misstatement risk, reduce accounting irregularities, and
increase conservatism. The authors further suggest that firms investigated by the SEC
exhibit decreased capital and R&D expenditures and increased likelihoods of CEO turnover,
earnings restatements, and class action lawsuits, regardless of whether an enforcement
action is pursued. We contribute to this literature by exploring whether such investigations
predict material changes in CSR performance.

The growing public awareness of CSR practices drives firms to increase their invest-
ment in CSR-related activities. In some cases, companies may feel pressure to improve
their CSR practices as a result of negative publicity or the reputational damage caused
by an SEC investigation. This can lead to changes such as increased transparency and
disclosure, improved environmental or labor practices, or better governance. However,
it is also possible that companies may make superficial or cosmetic changes to their CSR
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practices to appear more compliant or avoid further regulatory scrutiny without making
any substantive changes. As CSR activities are costly and firms have limited resources to
allocate to such activities, additional costs associated with responding to SEC investigations
may further divert resources away from CSR engagements.

Prior literature documents a variety of reasons why firms engage in CSR. Apart
from the social benefits [27,28] of being a responsible corporate entity, a firm also strategi-
cally manages its CSR activities to mitigate the conflicts between shareholders and other
stakeholders [29,30], to enhance its reputation or for window-dressing purposes [9,10], to
improve its competitive advantage [31,32] or to retain its employees [19,33]. The nonpublic
nature of SEC investigations provides a unique setting in which to understand how reg-
ulatory scrutiny affects managerial behavior with regard to CSR, as the typical external
stakeholders are unaware of the alleged misconduct. Once the SEC initiates its investiga-
tion, managers may update their beliefs about the likelihood that potential wrongdoing
will be detected, and their career considerations may influence their actions during the in-
vestigation process [3]. As a result, SEC investigations can impact firms” CSR performance
during the period of increased scrutiny in the following ways.

On the one hand, managers of firms facing a greater threat of regulatory enforcement
may strategically increase their investment in future-oriented CSR activities to window-
dress, reduce the likelihood or severity of an ensuing enforcement action, or shorten the
investigation period [9,10,34]. Consistent with this view, Leone et al. (2021) [35] find that
when a firm under investigation cooperates in good faith, the likelihood of SEC enforce-
ment actions and monetary penalties decreases; Marquis and Qian (2014) [36] show that
greater government monitoring leads to more substantive CSR reports; Tran and O’Sullivan
(2020) [12] find that firms with higher CSR performance are less likely to be investigated by
the SEC for financial misstatements; and Tsang et al. (2023) [37] find that once a US-listed
foreign firm’s home country signs the Multilateral Memorandum of Understanding Con-
cerning Consultation and Cooperation and the Exchange of Information (MMoU)), the firm
increases its voluntary disclosure, due to greater concerns about regulatory enforcement
and an increased investor demand for information. In addition, improving stakeholder
engagement through CSR performance may have value as “insurance” that helps to reduce
the regulatory threat and reduce CEO turnover risk [38,39]. On the other hand, SEC investi-
gations may lead to a decrease in CSR-related investments. As a future-oriented activity,
CSR incurs short-term costs and delays long-term benefits [6]. As firms face higher regula-
tory risk and managers face a higher likelihood of job turnover, irrespective of whether the
SEC imposes a penalty, managers tend to avoid investing in future-oriented activities that
may not materialize during their tenure [8].

Finally, managers may not adjust their CSR-related investments once they become
aware of an SEC investigation if they believe that their firm has not committed misconduct,
that external monitors are not aware of the alleged misconduct, or that any changes in
behavior during the investigation will be viewed as an admission of guilt [5]. Furthermore,
a firm may not be aware of the precise nature or severity of the investigation unless the
SEC issues a Wells notice.

Given the contending predictions above, the directional effect of SEC investigations
on CSR performance is ultimately an empirical question. To provide systematic evidence
of this unexplored issue, we test our first hypothesis below, stated in null form.

H1. Ceteris paribus, SEC investigations have no impact on firms” CSR performance during the
investigation period.

We further examine two theoretical mechanisms or channels through which SEC
investigations may potentially affect CSR practices: the engagement of a large auditor
and forced CEO turnover. First, external auditing provides reasonable assurance of the
quality of corporate disclosure and is an effective control mechanism with which to monitor
managers [40,41]. External auditors are expected to constrain opportunistic behaviors as
well as reduce informational risk [42]. According to agency theory, external auditors reduce
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the information asymmetry between managers and investors, which improves resource
allocation and contracting efficiency [40]. This theory further posits that managers of
companies known for their transparency can face significant repercussions for withholding
information [43]. In cases where auditors become aware that managers are reluctant to
disclose details about an SEC investigation, whether due to leaks or delayed disclosure,
auditors may be more inclined to issue a qualified opinion.

Past literature documents the fact that large auditors with a well-known brand name
(i.e., the Big Four) deliver higher quality audits because they exert more effort [44,45],
face higher reputational and litigation risk in the event of a misreporting problem [46],
charge higher fees [47,48], and deploy more human capital and technology resources [49].
Furthermore, past studies suggest that firms audited by Big Four auditors exhibit faster
information disclosure [50,51], especially during periods of SEC investigation [5].

Generally, higher-quality CSR disclosures are associated with better CSR perfor-
mance [52]; however, firms often use CSR reporting as a strategic device for window
dressing [53]. Accordingly, Chen et al. (2016) [54] argue that allocating greater resources to
enhance the quality of audits enhances the credibility of voluntary CSR reports and makes
these reports more informative for investors. Therefore, selecting a Big Four auditor plays
an important role in enhancing the reliability and credibility of the disclosed CSR informa-
tion. As there are two potential forces that affect CSR performance (i.e., SEC investigation
and selecting a Big Four auditor), we posit that the effect of an SEC investigation on a firm’s
CSR is amplified when a firm is audited by a Big Four auditor.

H2. Ceteris paribus, the effect of an SEC investigation on firms’ CSR performance during the
investigation period is more pronounced among firms audited by a Big Four auditor.

Second, the strategic motivation for CSR activities remains a debatable issue. Ham-
brick and Mason’s (1984) [55] and Hambrick’s (2007) [56] upper echelons theory predicts
that organizational outcomes reflect the values and cognitive biases of the upper eche-
lons of an organization (i.e., corporate executives), who exert a significant influence on
corporate policies and activities. According to upper echelons theory, strategic choices
concerning CSR activities are shaped not only by situational characteristics (e.g., the exter-
nal environment) and/or organizational performance, but are also influenced by manager
characteristics [57,58], such that CEOs play an important role in shaping firms” CSR perfor-
mance [59,60].

Prior literature further suggests that both financial and CSR performance are negatively
related to CEO turnover (e.g., [61,62]). Solomon and Soltes (2021) [2] show that among firms
under investigation, CEOs who disclose the investigation are more likely to experience
turnover. Accordingly, we posit that the negative relation between SEC investigations and
CSR is more pronounced when firms force their CEO to resign.

H3. Ceteris paribus, the effect of an SEC investigation on firms” CSR performance during the
investigation period is more pronounced when firms force their CEO to resign.

3. Data and Methods

We obtain SEC investigation data from Blackburne et al. (2021b) [4], who developed
a comprehensive dataset of all active SEC investigations during the period of 2000-2017,
through formal requests and direct communications with the Freedom of Information
Act office (FOIA) of the SEC. This dataset consists of 12,861 observations and covers
exchanged-listed companies, registered investment advisers, broker-dealers, mutual funds,
exchange-traded funds, and other entities under the Commission’s purview [4]. The types
of SEC investigations go beyond GAAP violations and contain a variety of issues related to
financial fraud, foreign corrupt practices, market manipulation, broker-dealer violations,
and securities trading.

We further obtain CSR performance data from the MSCI ESG KLD STATS database
(hereafter “/KLD”). KLD’s (produced by Kinder, Lydenberg, and Domini) CSR ratings have
been widely used in prior literature (e.g., [19,63—-66]) and provide binary summaries of
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positive and negative CSR ratings (i.e., strengths and concerns) along seven dimensions
related to community, corporate governance, diversity, employee relations, the environ-
ment, human rights, and products. We utilize the KLD database, as it is widely recognized
as the most extensive, publicly available, and largest multidimensional corporate social
performance database and the prevailing standard in current CSR research. While raters
employ diverse methods and variables to assess the same construct, there exists a substan-
tial consensus regarding the elements of social responsibility, with comparable coverage of
overarching themes, including environmental and social performance [67]. Prior research
has also established a strong correlation between KLD environmental strengths and AS-
SET4 and GES EP ratings. They align closely in evaluating the performance construct for
companies listed on the US MSCI World Index during the period from 2003 to 2011 [68].

We calculate the overall CSR performance (CSR_net) as the overall positive CSR
performance (CSR_str, or the sum of all CSR strengths) minus the overall negative CSR
performance (CSR_con, or the sum of all CSR concerns). We also obtain variables related
to firm characteristics from Compustat and institutional ownership data from Thompson
Reuters databases. We match KLD data with firms’ financial data from Compustat and
Thompson Reuters and drop the post-2017 data, because our sample period is limited
by the availability of investigation data. After excluding firms with missing data for
the dependent and independent variables, the final sample consists of 36,111 firm-year
observations during the period 1999-2017. We winsorize all continuous variables at their
1st and 99th percentiles to exclude the effect of outliers.

To examine the relation between SEC investigations and firms” CSR engagement,
we follow the previous literature (e.g., [69-71]) and use a set of basic regression models
with one of the CSR variables as the dependent variable and the SEC investigation as
the independent variable. Equation (1) summarizes the model. All variables used in
Equation (1) are as defined in the next section.

CSR;; = ag + BrInvestigation;; + BX; ¢ + p; + iy + & 1

Variable Measurement

1.  Dependent variable: Following Blackburne et al. (2021b) [4], we define the binary
variable Investigation based on their dataset, which is constructed through formal
requests and direct communications with the FOIA office of the SEC. Investigation is
an indicator variable that equals one if the company is under SEC investigation in
a certain fiscal year and zero otherwise—that is, before and after the investigation
and for all other companies that have never been the subject of an SEC investigation.
The coefficient on the key variable of our interest (i.e., f1) measures the effect of
SEC investigations on firms” CSR engagement. Hypothesis H1 tests whether §; is
different from zero.

2. Independent variables: Following recent CSR literature [19,72,73], we include a set
of control variables, where X is a vector of firm-specific characteristics such as total
assets (TA), Tobin’s Q (TQ), losses (Loss), leverage (LEV), profitability (Profit), tangibil-
ity (Tangible), cash holdings (Cash), and institutional ownership (IO). The indicator
variables pi¢ and p; refer to year and firm fixed effects, respectively.

We cluster the standard errors at the firm level to correct for serial correlation within a
firm. Table 1 provides a list of detailed definitions of all variables used in this paper.
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Table 1. Detailed definition of main variables.

Variables Description

CSR_con CSR concerns, based on KLD ESG ratings

CSR_str CSR strengths, based on KLD ESG ratings

CSR_net Net CSR performance, constructed as CSR_str minus CSR_con
ACSR_net Change in overall CSR performance compared to the previous year
ACSR _str Change in positive CSR performance compared to the previous year
ACSR_con Change in negative CSR performance compared to the previous year
Investigation An indicator variable that equals one when a firm is under investigation

Investigation — 1
Investigation + 1
TA

TQ

Loss

LEV

Profit

Tangible

Cash

10

BIG4

Forced

during the year and zero otherwise (based on the SEC investigation dataset
of Blackburne et al., 2021b [4])

An indicator variable that equals one in one year before the start of SEC
investigation and zero otherwise

An indicator variable that equals one in one year after the SEC concludes
investigation of the firm and zero otherwise

Natural logarithm of total assets in year ¢

Tobin’s Q, calculated as the market value of equity plus the book value of
debt (calculated as long-term debt plus short-term debt), scaled by the
book value of total assets in year ¢

An indicator variable that equals one if income before extraordinary items
is negative and zero otherwise

Leverage ratio, calculated as short-term debt plus long-term debt scaled by
total assets in year ¢

Profitability, calculated as operating income before depreciation divided by
total assets in year ¢

Total property, plant, and equipment (PP&E) over total assets in year ¢
Cash and short-term investments over total assets in year ¢

The percentage of shares owned by institutions in year ¢

An indicator variable that equals one if a firm’s auditor is one of the Big 4
audit firms during the fiscal year and zero otherwise

An indicator variable that equals one if a firm’s CEO was forced to quit
(source: Peters and Wagner 2014 [74];

https:/ /www.florianpeters.org/data/ (accessed on 27 August 2023)) and
zero otherwise

4. Descriptive Statistics and Results

Table 2 reports the yearly distribution of our sample to indicate the number of firms
that are investigated by the SEC each year. The total number of firm-year observations is
36,111, wherein the SEC investigates on average 10.47% (3783 out of 36,111) of the publicly
listed firms. The dramatic increase in the number of firms in 2003 is due to the inclusion of
small-cap US companies and the Broad Market Social Index in the KLD database starting

in 2003.

Table 2. Yearly distributions.

Investigation
Fiscal Year Total
No Yes

1999 473 23 496
2000 455 31 486
2001 793 45 838
2002 789 64 853
2003 2074 206 2280
2004 2062 293 2355
2005 1954 327 2281
2006 1835 412 2247
2007 1906 359 2265
2008 1950 359 2309
2009 1997 311 2308
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Table 2. Cont.

Investigation
Fiscal Year Total
No Yes

2010 2103 284 2387
2011 1974 226 2200
2012 1972 233 2205
2013 2144 193 2337
2014 1918 163 2081
2015 1819 128 1947
2016 1861 87 1948
2017 2249 39 2288
Total 32,328 3783 36,111

Table 3 presents the descriptive statistics for all variables used in Equation (1) (n = 36,111).
The mean net CSR score is —-0.07, with a median of zero, which shows a symmetric distribu-
tion among CSR ratings. The mean Investigation is 0.10, which corresponds with the result
in Table 2 that show 10.47% firm-years are under SEC investigation.

Table 3. Descriptive Statistics.

Variable Mean S.D. Min. 25% Median 75% Max.
CSR_net -0.07 248 -12.00 -1.00 0.00 0.00 19.00
CSR_str 1.53 2.36 0.00 0.00 0.00 1.00 22.00
CSR_con 1.60 1.86 0.00 0.00 1.00 2.00 18.00
Investigation 0.10 0.31 0.00 0.00 0.00 0.00 1.00
TA 7.46 1.76 3.39 6.17 7.35 8.57 13.47
TQ 1.48 1.53 0.01 0.51 1.01 1.85 14.99
Loss 0.21 041 0.00 0.00 0.00 0.00 1.00
LEV 2.29 4.19 —-19.30 0.51 1.13 241 35.83
Profit 0.02 0.14 —-1.14 0.01 0.04 0.08 0.29
Tangible 0.24 0.24 0.00 0.05 0.15 0.36 0.91
Cash 0.18 0.21 0.00 0.03 0.10 0.25 0.94
IO 0.68 0.27 0.00 0.51 0.73 0.88 1.27

4.1. Baseline Results

Models (1)—(3) in Table 4 reveal how SEC investigations affect firms” CSR performance
(CSR_net) and its components (CSR_str and CSR_con) without the control variables, whereas
Models (4)-(6) display the results with a set of control variables. All regressions further
include year and firm fixed effects. As shown in Table 4, the coefficients on Investigation are
significantly negative in Models (1) and (4), thus indicating that SEC investigations have a
negative impact on firms” overall CSR performance. (Inferences are similar (although less
significant) when we only include firms that were investigated during the sample period
(results not tabulated)). Of the two CSR components, the coefficients on Investigation are
positive, larger in magnitude and statistically significant for CSR_con (0.294 and 0.274 in
Models (3) and (6), respectively) compared to the statistically nonsignificant coefficients for
CSR_str (0.085 and 0.072 in Models (2) and (5), respectively). These results indicate that
SEC investigations exacerbate CSR concerns, which is consistent with CSR being negatively
associated with SEC investigations (As a sensitivity analysis, we investigate whether more
severe SEC investigations (such as AAERs) have a stronger impact on CSR performance.
While one might expect that managers reduce investments in CSR even more during more
severe investigations, we find that the increased regulatory scrutiny associated with non-
severe investigations is sufficient for a significant reduction in CSR investment (results
not tabulated)).
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Table 4. Baseline Results.

Model 1) 2) 3) 4) (5) (6)
Variable CSR_net CSR_str  CSR_con CSR_net CSR_str CSR_con
Investigation —0.209 *** 0.085 0.294 ***  —(0.202 *** 0.072 0.274 ***
[0.003] [0.138] [0.000] [0.004] [0.206] [0.000]
TA —0.030 0.263 *** 0.294 ***
[0.594] [0.000] [0.000]
TQ —0.035 * —0.024 0.011
[0.081] [0.169] [0.333]
Loss —0.105 ** —0.045 0.060 *
[0.015] [0.159] [0.066]
LEV 0.006 0.001 —0.005
[0.229] [0.813] [0.138]
Profit 0.056 —0.121 —-0.177 %
[0.678] [0.235] [0.054]
Tangible 0.962 ** 0.544 * —0.418
[0.016] [0.058] [0.106]
Cash 0.454 ** 0.361 ** —0.094
[0.014] [0.021] [0.440]
IO —0.338 ***  —(.218 ** 0.120
[0.004] [0.012] [0.104]
Year FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Clustered by Firm Yes Yes Yes Yes Yes Yes
N 36,111 36,111 36,111 36,111 36,111 36,111
Adjusted R? 0.542 0.695 0.678 0.543 0.696 0.681

Table 1 provides definitions for all variables, with continuous variables being winsorized at the 1st and 99th
percentiles. p-values are enclosed in parentheses and are computed using robust standard errors. Significance
levels are indicated by ***, **, and * for p-values less than 0.01, 0.05, and 0.10, respectively.

The effects of control variables on CSR performance are displayed in Models (4)—(6).
We find that Tangible and Cash are significantly and positively associated with firms’ overall
CSR performance, whereas TQ, Loss, and IO are negatively associated with CSR_net. These
results are consistent with those of prior studies. For example, firms with more cash
on hand or higher tangible assets such as property, plant and equipment (PP&E) tend
to have higher CSR performance, as higher levels of PP&E indicate a greater supply of
internal resources and a higher ability to attract investment from external sources [19,75].
Furthermore, while some authors document a positive relationship between CSR and
corporate financial performance (CFP) [76], others document a more limited magnitude of
this effect and the causal relationship [77], and some find both over- and under-investment
in CSR to be negatively related to a firm’s short-term financial performance [78]. Finally,
while some document that institutional ownership is a concave function of CSR [79,80],
others argue that as shareholdings of institutional investors become larger, they can shape
the link between CSR involvement and firm value. This influence stems from the ability of
institutional investors to encourage firms to trim excessive CSR spending through effective
monitoring, ultimately resulting in a negative correlation between institutional ownership
and CSR engagement [81,82].

4.2. Cross-Sectional Results

In cross-sectional studies, we first investigate how the presence of a Big Four auditor
affects the baseline relation observed between SEC investigations and CSR. We use the indi-
cator variable BIG4 to identify firms that are audited by one of the Big Four auditors (KMPG,
E&Y, PWC, and Deloitte) and include BIG4 and the interaction term Investigation*Big4 in
the baseline model. In the second cross-sectional test, we examine how CEO turnover
affects the baseline relation observed between SEC investigations and CSR. To investigate
the direct link between firm performance and CEO turnover, we follow Jenter and Kanaan
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(2015) [62] and focus on a strictly defined “forced” CEO turnover, which excludes reasons
such as death, poor health, and the acceptance of another position internally, as well as CEO
turnover associated with mergers and spin-offs, from our analysis. We use the indicator
variable Forced to identify firms that experience forced CEO turnover and include Forced
and the interaction term Investigation*Forced in the baseline model.

Models (1)—(3) in Table 5 test whether and how the presence of a Big Four auditor
affects the relation between SEC investigations and CSR performance. Model (1) shows
that the coefficient on the interaction term Investigation*BIG4 is negative and significant
(—0.284) for overall CSR performance (CSR_net). This finding suggests that firms audited by
Big 4 auditors experience a further decrease in CSR performance compared to non-Big Four
audited firms when faced with SEC investigations. The result for net CSR performance is
driven by CSR concerns, where the interaction coefficient is positive and significant. These
results are consistent with our second hypothesis and consistent with a plausibility that
firms audited by large auditors disclose information pertaining to SEC investigations faster,
which leads to a further decrease in CSR (especially that relating to environmental threats).
The coefficient on BIG4 in Model (1) is positive and significant, which suggests that firms
with high CSR performance are audited by one of the Big Four firms, whereas the negative
coefficient on BIG4 in Model (3) suggests that large auditors shy away from firms with
CSR concerns.

Table 5. Cross-sectional Results.

Model 1) 2) 3) (€Y (5) (6)
Variable CSR_net  CSR_str CSR_con CSR_net  CSR_str CSR_con
Investigation*BIG4 —0.284 * 0.0250 0.309 ***
[0.069] [0.818] [0.009]
BIG4 0.341 *** 0.161 ** —0.180 ***
[0.000] [0.012] [0.004]
Investigation*Forced —0.356 * —0.081 0.276 *
[0.090] [0.644] [0.070]
Forced —0.011 0.026 0.037
[0.906] [0.722] [0.539]
Investigation 0.056 0.050 —0.006 —0.129 0.127 * 0.256 ***
[0.685] [0.578] [0.956] [0.126] [0.071] [0.000]
Controls Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Clustered by Firm Yes Yes Yes Yes Yes Yes
N 34,266 34,266 34,266 23,246 23,246 23,246
Adjusted R? 0.537 0.693 0.680 0.543 0.700 0.704

Table 1 provides definitions for all variables, with continuous variables being winsorized at the 1st and 99th
percentiles. p-values are enclosed in parentheses and are computed using robust standard errors. Significance
levels are indicated by ***, **, and * for p-values less than 0.01, 0.05, and 0.10, respectively. The controls include the
same set as in Table 4.

Models (4)-(6) in Table 5 test whether forced CEO turnover affects the baseline relation
observed between SEC investigations and CSR performance. Model (4) shows that the
coefficient on the interaction term Investigation*Forced is significantly negative (—0.356)
for overall CSR performance. This result suggests that firms that experience forced CEO
turnover tend to further decrease their CSR performance compared to their peers while
being investigated by the SEC. These results support our third hypothesis and are consistent
with forced CEO turnover being associated with poor CSR performance.
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4.3. Endogeneity Concerns

We further conduct two sets of analyses to address potential endogeneity concerns.
First, we conduct a multiperiod dynamic analysis to rule out the possibility that CSR
performance decreases prior to or after SEC investigations. We include the year of the
SEC investigation period (Investigation), together with the year prior to an investigation
(Investigation — 1) and the year after an investigation (Investigation + 1) in the baseline
model. Table 6 shows the results of the dynamic analysis, where only the coefficient on
Investigation is significantly negative at the significance level of 1% (columns 1 and 3), while
the coefficients on Investigation — 1 are statistically nonsignificant across all cases, and those
on Investigation + 1 are nonsignificant (columns 1 and 2) and marginally significant at the 1%
level (column 3). These results indicate that the decrease in CSR manifests only during the
period of SEC investigations (or thereafter), suggesting that our baseline results in Table 4
are unlikely to be driven by a pre-existing parallel trend in the pre-investigation period.

Table 6. Dynamic Analysis of SEC Investigations.

Model 1) 2) 3)
Variable CSR_net CSR_str CSR_con
Investigation — 1 —0.054 —0.003 0.051
[0.479] [0.958] [0.317]
Investigation —0.218 *** 0.080 0.299 ***
[0.008] [0.228] [0.000]
Investigation + 1 —0.075 0.071 0.145 ***
[0.392] [0.304] [0.010]
Controls Yes Yes Yes
Year FE Yes Yes Yes
Firm FE Yes Yes Yes
Clustered by Firm Yes Yes Yes
N 36,111 36,111 36,111
Adjusted R? 0.543 0.696 0.681

Table 1 provides definitions for all variables, with continuous variables being winsorized at the 1st and 99th
percentiles. p-values are enclosed in parentheses and are computed using robust standard errors. Significance
levels are indicated by *** for p-values less than 0.01, respectively. The controls include the same set as in Table 4.

Second, we conduct propensity score matching (PSM) by comparing the CSR perfor-
mance of firms that experience SEC investigations (the treatment group) with the one-to-
one matched firms that experience no investigations (the control group). The one-to-one
matched control group is constructed based on the same set of control variables from the
main test (i.e., TA, TQ, LEV, Loss, Profit, Tangible, Cash, and IO) with no replacement. We
run the baseline model based on the sample constructed from the one-to-one propensity
score matching analysis with 7,498 observations.

The results in Table 7 demonstrate that the coefficient on Investigation for CSR_net
is negative and significant, which is consistent with the main results showing that CSR
decreases when firms are investigated by the SEC. This finding suggests that our baseline
results in Table 4 are unlikely to be driven by endogeneity problems associated with
potential differences in known covariates between the treatment and control groups. The
covariate test (untabulated) indicates statistical insignificance of the differences in the
means between the treatment and control group, which demonstrates that the PSM yields a
balanced sample. Overall, the results from the dynamic analysis and the propensity score
matching tests lend further support to the causal relation between SEC investigations and
firms” CSR performance.
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Table 7. PSM Regressions.

Model 1 2) 3)
Variable CSR_net CSR_str CSR_con
Investigation —0.214 ** 0.114* 0.328 ***
[0.012] [0.061] [0.000]
Controls Yes Yes Yes
Year FE Yes Yes Yes
Industry FE Yes Yes Yes
Clustered by Industry Yes Yes Yes
N 7,498 7,498 7,498
Adjusted R? 0.209 0.435 0.424

Table 1 provides definitions for all variables, with continuous variables being winsorized at the 1st and 99th
percentiles. Industry fixed effects (FE) are based on SIC 2-digit industries. p-values are enclosed in parentheses
and are computed using robust standard errors. Significance levels are indicated by ***, **, and * for p-values less
than 0.01, 0.05, and 0.10, respectively. The controls include the same set as in Table 4.

4.4. Dimensions of CSR

As a final test, we further re-estimate our baseline specification by partitioning the
KLD ratings index into eight distinct ESG dimensions. The outcomes of this analysis are
presented in Table 8. We use the seven aspects of the KLD index—corporate governance
(CGOV), community (COM), diversity (DIV), employee relations (EMP), environment
(ENV), human rights (HUM), and product (PRO)—as the dependent variables, respectively.
The results are presented in columns (1)—(7). The coefficients on Investigation are negative
and significant in models where CGOV and PRO are included as independent variables
(with values of —0.147 and -0.033, respectively), and positive and significant in models
where DIV is the independent variable (with a value of 0.063). These results indicate that
SEC investigations significantly lower firms” CSR investments in the corporate governance
and product categories and increase their investments in the diversity category. The
two most significant dimensions (i.e., CGOV and DIV) are, to a large extent, related to
corporate governance, suggesting that the effect of SEC investigations on CSR performance
manifests through corporate governance dimensions rather than environmental or social
dimensions. SEC investigations typically involve thorough examinations of financial
reporting, disclosure methods, and adherence to securities laws and regulations. This
heightened regulatory scrutiny can prompt a company under investigation to adjust its
corporate governance practices. Similarly, an SEC investigation can have an impact on an
organization’s diversity and inclusion initiatives if allegations or evidence of discriminatory
practices in hiring, promotion, compensation, or workplace culture are revealed.

Table 8. The Effect of SEC Investigations and CSR Performance Across Seven CSR Dimensions.

Model (W) ) 3) @ (5) 6) (7)
Variable CGOV COM DIV EMP ENV HUM PRO
Investigation —0.147 *** 0.001 0.063 ** —0.043 —0.026 —-0.014 —0.033 *
[0.000] [0.929] [0.049] [0.151] [0.330] [0.192] [0.060]
Controls Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes
Clustered by Firm Yes Yes Yes Yes Yes Yes Yes
N 36,111 36,111 36,111 36,111 36,111 36,111 36,111
Adjusted R? 0.374 0.410 0.594 0.461 0.486 0.348 0.476

Table 1 provides definitions for all variables, with continuous variables being winsorized at the 1st and 99th
percentiles. p-values are enclosed in parentheses and are computed using robust standard errors (clustered by
state). Significance levels are indicated by ***, **, and * for p-values less than 0.01, 0.05, and 0.10, respectively. The
controls include the same set as in Table 4.
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5. Conclusions

SEC investigations are conducted in secrecy and cover a much broader scope of
scrutiny compared to those that are followed by enforcement actions. The staggered nature
of Blackburne et al.’s (2021b) [4] broader sample of all SEC investigations between 1999 and
2017 provides a powerful setting to infer causality; to our knowledge, this study is among
the very few, if not the first, to examine the economic consequences of all SEC investigations
on firms’ future-oriented activities related to CSR. Unlike previous research that examines
only material SEC investigations subject to enforcement (i.e., AAERs that represent only
about 2% of all SEC investigations [12-15]), we find that all, even non-material, SEC
investigations are associated with substantial declines in CSR performance. This finding
appears to suggest that firms engage in CSR activities for opportunistic window dressing
and reduce such activities when external pressures (e.g., SEC investigations, external
monitoring by high-quality auditors) and concerns about CEO dismissal are high.

In our robustness tests, we address endogeneity concerns using dynamic analysis and
propensity score matching, which lend further support to the main results. The lead-lag
dynamic analysis reveals that the significantly negative relation between SEC investigations
and CSR performance manifests mainly during the investigation period. The propensity
matching methodology further shows that SEC investigations lead to a significant decrease
in CSR for the firms under investigations.

There are several caveats about our results that should be noted. First, the dataset
of SEC investigations is based on communications with the FOIA office of the SEC and
lacks details about topics, dates of communications, and outcomes of the investigations,
since the SEC does not comment on these specific details with outside stakeholders. Similar
to Blackburne and Quinn (2023) [5], we are therefore unaware of the exact nature of
the allegations pursued by the SEC during the investigation periods. Second, the SEC
investigation dataset developed by Blackburne et al. (2021a; 2021b) [3,4] covers the period
between 2000 and 2017 and no prior study has analyzed SEC investigations since then.
Third, we cannot completely rule out concerns about potential endogeneity with respect
to the observed relation between SEC investigations and CSR performance. For example,
companies exhibiting strong CSR performance may encounter a lower likelihood of being
subjected to SEC investigations due to the reputation-enhancing impact of CSR, which in
turn diminishes the probability of SEC enforcement actions [12]. Furthermore, companies
may be investigated due to unethical or wrongful behaviors but may also simultaneously
improve their CSR practices as a part of their efforts to rebuild trust with stakeholders
during the SEC investigation period.

Finally, although the MSCI KLD index is a widely used CSR rating system, there
are some limitations to its use. First, the KLD index is designed for use with binary
data, but CSR practices are often more complex and multidimensional in nature, thus
making it difficult for real-world CSR practices to be represented in a binary fashion.
Second, the KLD index assumes that all CSR practices are equally important or relevant
to stakeholders; however, different industries and firms may have different priorities or
expectations with respect to CSR practices. Lastly, given that measures of firms’ corporate
social performance tend to remain stable over time [19,83], it is also possible that the
KLD index temporarily adjusts their CSR ratings during SEC investigations. To address
these limitations, we encourage future research to further explore the relation between SEC
investigations and CSR performance by developing different CSR measures (e.g., adherence
to a reporting framework such as Global Reporting Initiatives and measures obtained from
textual analysis) and analyzing investigations with known allegations.

Author Contributions: Conceptualization, X.L. and K.H.; methodology, X.L.; software, X.L.; for-
mal analysis, X.L.; investigation, X.L.; resources, K.H.; writing—original draft preparation, J.-B.K.;
writing—review and editing, K.H.; supervision, K.H.; funding acquisition, K.H. All authors have
read and agreed to the published version of the manuscript.



Sustainability 2023, 15, 14378 15 0f 17

Funding: This research was funded by the Social Sciences and Humanities Research Council of
Canada, grant number 31-R832081.

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Data Availability Statement: The data are available from the corresponding author upon request.
Acknowledgments: We thank Ray Zhang and Rafael Rogo for their comments and suggestions.

Conflicts of Interest: The authors declare no conflict of interest. The funders had no role in the design
of the study; in the collection, analyses, or interpretation of data; in the writing of the manuscript; or
in the decision to publish the results.

References

1. Bartholomew, C.; Baisinger, J. Court Finds no Duty to Disclose SEC Wells Notice; Report; Weil Securities Enforcement and Litigation:
New York, NY, USA, 2012.

2. Solomon, D.; Soltes, E. Is ‘not guilty’ the same as ‘innocent”? Evidence from SEC financial fraud investigations. |. Emp. Leg. Stud.
2021, 18, 289-327. [CrossRef]

3.  Blackburne, T.; Bozanic, Z.; Johnson, B.; Roulstone, D. The regulatory observer effect: Evidence from SEC investigations. SSRN
Electron. ]. 2020. Available online: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514915 (accessed on 28 August 2023).

4. Blackburne, T.; Kepler, J.; Quinn, P,; Taylor, D. Undisclosed SEC investigations. Manag. Sci. 2021, 67, 3403-3418. [CrossRef]

5. Blackburne, T.; Quinn, P. Disclosure speed: Evidence from nonpublic SEC investigations. Account. Rev. 2023, 98, 55-82. [CrossRef]

6. Liang, H.; Marquis, C.; Renneboog, L.; Sun, S. Future-time framing: The effect of language on corporate future orientation. Org.
Sci. 2018, 29, 1093-1111. [CrossRef]

7. Niehaus, G.; Roth, G. Insider trading, equity issues, and CEO turnover in firms subject to securities class action. Financ. Manag.
1999, 28, 52-72. [CrossRef]

8.  Stein, J. Takeover threats and managerial myopia. . Polit. Econ. 1988, 96, 61-80. [CrossRef]

9. Friedman, M. A theoretical framework for monetary analysis. J. Polit. Econ. 1970, 78, 193-238. [CrossRef]

10. Barnea, A.; Rubin, A. Corporate social responsibility as a conflict between shareholders. J. Bus. Ethics 2010, 97, 71-86. [CrossRef]

11.  Jia, Y,; Gao, X,; Julian, S. Do firms use corporate social responsibility to insure against stock price risk? Evidence from a natural
experiment. Strateg. Manag. J. 2019, 41, 290-307. [CrossRef]

12.  Tran, N.; O’Sullivan, D. The relationship between corporate social responsibility, financial misstatements and SEC enforcement
actions. Account. Financ. 2020, 60, 1111-1147. [CrossRef]

13.  Beneish, M. The detection of earnings manipulation. Financ. Anal. J. 1999, 55, 24-36. [CrossRef]

14. Dechow, P.; Ge, W.; Larson, C.; Sloan, R. Predicting material accounting misstatements. Contermp. Account. Res. 2011, 28, 17-82.
[CrossRef]

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

16. Karpoff, J.; Koester, A.; Lee, D.; Martin, G. Proxies and databases in financial misconduct research. Account. Rev. 2017, 92, 129-163.
[CrossRef]

17. Amiram, D.; Bozanic, Z.; Cox, J.; Dupont, Q.; Karpoff, J.; Sloan, R. Financial reporting fraud and other forms of misconduct: A
multidisciplinary review of the literature. Rev. Account. Stud. 2018, 23, 732-783. [CrossRef]

18. Bronson, S.; Ghosh, A.; Hogan, C. Audit fee differential, audit effort, and litigation risk: An examination of ADR firms. Contemp.
Account. Res. 2017, 34, 83-117. [CrossRef]

19. Hrazdil, K.; Kim, J.-B.; Li, X. What shapes CSR performance? Evidence from the changing enforceability of non-compete
agreements in the United States. Rev. Financ. Econ. 2021, 39, 334-359. [CrossRef]

20. Feroz, E.; Park, K,; Pastena, V. The financial and market effects of the SEC’s accounting and auditing enforcement releases.
J. Account. Res. 1991, 29, 107-142. [CrossRef]

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

22. Lang, M.; Maffett, M.; Omartian, J.; Silvers, R. Regulatory cooperation and foreign portfolio investmsent. J. Financ. Econ. 2020,
138, 138-158. [CrossRef]

23. SEC. SEC Fiscal Year 2017 Congressional Budget Justification Report and Annual Performance Plan. Report. 2016. Available
online: https://www.sec.gov/about/reports/secfyl7congbudgjust.pdf (accessed on 28 August 2023).

24. Brazel, J.; Jones, K.; Zimbelman, M. Using nonfinancial measures to assess fraud risk. J. Account. Res. 2009, 47, 1135-1166.
[CrossRef]

25.  Cecchini, M.; Aytug, H.; Koehler, G.; Pathak, P. Detecting management fraud in public companies. Manag. Sci. 2010, 56, 1146-1160.

[CrossRef]


https://doi.org/10.1111/jels.12282
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514915
https://doi.org/10.1287/mnsc.2020.3805
https://doi.org/10.2308/TAR-2019-0407
https://doi.org/10.1287/orsc.2018.1217
https://doi.org/10.2307/3666303
https://doi.org/10.1086/261524
https://doi.org/10.1086/259623
https://doi.org/10.1007/s10551-010-0496-z
https://doi.org/10.1002/smj.3107
https://doi.org/10.1111/acfi.12404
https://doi.org/10.2469/faj.v55.n5.2296
https://doi.org/10.1111/j.1911-3846.2010.01041.x
https://doi.org/10.2308/accr-10209
https://doi.org/10.2308/accr-51766
https://doi.org/10.1007/s11142-017-9435-x
https://doi.org/10.1111/1911-3846.12238
https://doi.org/10.1002/rfe.1132
https://doi.org/10.2307/2491006
https://doi.org/10.1111/j.1911-3846.1996.tb00489.x
https://doi.org/10.1016/j.jfineco.2020.04.016
https://www.sec.gov/about/reports/secfy17congbudgjust.pdf
https://doi.org/10.1111/j.1475-679X.2009.00349.x
https://doi.org/10.1287/mnsc.1100.1174

Sustainability 2023, 15, 14378 16 of 17

26.
27.
28.
29.
30.

31.
32.

33.

34.

35.
36.

37.

38.

39.

40.

41.

42.

43.
44.

45.

46.

47.
48.

49.

50.

51.
52.

53.

54.

55.

56.
57.

58.

Purda, L.; Skillicorn, D. Accounting variables, deception, and a bag of words: Assessing the tools of fraud detection. Contemp.
Account. Res. 2015, 32, 1193-1223. [CrossRef]

Carroll, A. A three-dimensional conceptual model of corporate performance. Acad. Manag. Rev. 1979, 4, 497-505. [CrossRef]
Marcus, A. Business and Society: Ethics, Government and the World Economy; Richard D. Irwin, Inc.: Homewood, IL, USA, 1993.
Jo, H.; Harjoto, M. Corporate governance and firm value: The impact of corporate social responsibility. J. Bus. Ethics 2011, 103,
351-383. [CrossRef]

Jo, H.; Harjoto, M. The causal effect of corporate governance on corporate social responsibility. J. Bus. Ethics 2012, 106, 53-72.
[CrossRef]

Dupire, M.; M'Zali, B. CSR strategies in response to competitive pressures. J. Bus. Ethics 2018, 148, 603-623. [CrossRef]
Flammer, C. Does corporate social responsibility lead to superior financial performance? A regression discontinuity approach.
Manag. Sci. 2015, 61, 2549-2568. [CrossRef]

Burbano, V.; Mamer, J.; Snyder, J. Pro bono as a human capital learning and screening mechanism: Evidence from law firms.
Strateg. Manag. J. 2018, 39, 2899-2920. [CrossRef]

Wans, N. Corporate social responsibility and market-based consequences of adverse corporate events: Evidence from restatement
announcements. J. Account. Audit. Financ. 2020, 35, 231-262. [CrossRef]

Leone, A.; Li, E.; Liu, M. On the SEC’s 2010 enforcement cooperation program. J. Account. Econ. 2021, 71, 101355. [CrossRef]
Marquis, C.; Qian, C. Corporate social responsibility reporting in China: Symbol or substance? Org. Sci. 2014, 25, 127-148.
[CrossRef]

Tsang, A.; Xiang, Y.; Yu, M. Cross-border regulatory enforcement and corporate voluntary disclosure. J. Bus. Financ. Account.
2023, 50, 482-523. [CrossRef]

Godfrey, P; Merrill, C.; Hansen, ]J. The relationship between corporate social responsibility and shareholder value: An empirical
test of the risk management hypothesis. Strateg. Manag. J. 2009, 30, 425-445. [CrossRef]

Flammer, C. Corporate social responsibility and shareholder reaction: The environmental awareness of investors. Acad. Manag. ].
2013, 56, 758-781. [CrossRef]

Watts, R.; Zimmerman, J. Agency problems, auditing, and the theory of the firm: Some evidence. ]. Law Econ. 1983, 26, 613-633.
[CrossRef]

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

Lin, J.; Hwang, M. Audit quality, corporate governance, and earnings management: A meta-analysis. Int. J. Audit. 2010, 14, 57-77.
[CrossRef]

Einhorn, E.; Ziv, A. Intemporal dynamics of corporate disclosures. J. Account. Res. 2008, 46, 567-589. [CrossRef]

Choi, J.-H.; Kim, C.; Kim, J.-B.; Zhang, Y. Audit office size, audit quality, and audit pricing. Audit. J. Pract. Theory 2010, 29, 73-97.
[CrossRef]

Hrazdil, K.; Kim, J.-B.; Li, X. How do chief executive officers with pilot status navigate through corporate social responsibility?
Appl. Econ. 2022, 54, 5460-5475. [CrossRef]

Francis, J.; Wang, D. The joint effect of investor protection and Big 4 audits on earnings quality around the world. Contemp.
Account. Res. 2008, 25, 157-191. [CrossRef]

Francis, J.; Yu, M. Big 4 office size and audit quality. Account. Rev. 2009, 84, 1521-1552. [CrossRef]

Hrazdil, K.; Simunic, D.; Suwanyangyuan, N. Are the Big 4 audit firms homogeneous? Further evidence from audit pricing. Int. J.
Audit. 2020, 24, 347-365. [CrossRef]

Pae, S.; Yoo, S.-W. Strategic interaction in auditing: An analysis of auditors’ legal liability, internal control system quality, and
audit effort. Account. Rev. 2001, 76, 333-356. [CrossRef]

Dunn, K.; Mayhew, B. Audit firm industry specialization and client disclosure quality. Rev. Account. Stud. 2004, 9, 35-58.
[CrossRef]

DeFond, M.; Zhang, J. A review of archival auditing research. J. Account. Econ. 2014, 58, 275-326. [CrossRef]

Nazari, J.; Hrazdil, K.; Mahmoudian, F. Assessing social and environmental performance through the complexity of narratives in
CSR reports. J. Contemp. Account. Econ. 2017, 13, 166-178. [CrossRef]

Carey, P; Liu, L.; Qu, W. Voluntary corporate social responsibility reporting and financial statement auditing in China. J. Contemp.
Account. Econ. 2017, 13, 244-262. [CrossRef]

Chen, L.; Srinidhi, B.; Tsang, A.; Yu, W. Audited financial reporting and voluntary disclosure of corporate social responsibility
(CSR) reports. J. Manag. Account. Res. 2016, 28, 53-76. [CrossRef]

Hambrick, D.; Mason, P. Upper echelons: The organization as a reflection of its top managers. Acad. Manag. Rev. 1984, 9, 193-206.
[CrossRef]

Hambrick, D. Upper echelons theory: An update. Acad. Manag. Rev. 2007, 32, 334-343. [CrossRef]

Carpenter, M.; Geletkanycz, M.; Sanders, G. Upper echelons research revisited: Antecedents, elements, and consequences of top
management team composition. J. Manag. 2004, 30, 749-788. [CrossRef]

Nielsen, S. Top management team diversity: A review of theories and methodologies. Int. |. Manag. Rev. 2010, 12, 301-316.
[CrossRef]


https://doi.org/10.1111/1911-3846.12089
https://doi.org/10.2307/257850
https://doi.org/10.1007/s10551-011-0869-y
https://doi.org/10.1007/s10551-011-1052-1
https://doi.org/10.1007/s10551-015-2981-x
https://doi.org/10.1287/mnsc.2014.2038
https://doi.org/10.1002/smj.2947
https://doi.org/10.1177/0148558X17725968
https://doi.org/10.1016/j.jacceco.2020.101355
https://doi.org/10.1287/orsc.2013.0837
https://doi.org/10.1111/jbfa.12647
https://doi.org/10.1002/smj.750
https://doi.org/10.5465/amj.2011.0744
https://doi.org/10.1086/467051
https://doi.org/10.1111/j.1911-3846.1998.tb00547.x
https://doi.org/10.1111/j.1099-1123.2009.00403.x
https://doi.org/10.1111/j.1475-679X.2008.00284.x
https://doi.org/10.2308/aud.2010.29.1.73
https://doi.org/10.1080/00036846.2022.2047595
https://doi.org/10.1506/car.25.1.6
https://doi.org/10.2308/accr.2009.84.5.1521
https://doi.org/10.1111/ijau.12198
https://doi.org/10.2308/accr.2001.76.3.333
https://doi.org/10.1023/B:RAST.0000013628.49401.69
https://doi.org/10.1016/j.jacceco.2014.09.002
https://doi.org/10.1016/j.jcae.2017.05.002
https://doi.org/10.1016/j.jcae.2017.09.002
https://doi.org/10.2308/jmar-51411
https://doi.org/10.2307/258434
https://doi.org/10.5465/amr.2007.24345254
https://doi.org/10.1016/j.jm.2004.06.001
https://doi.org/10.1111/j.1468-2370.2009.00263.x

Sustainability 2023, 15, 14378 17 of 17

59.
60.
61.
62.
63.
64.
65.
66.
67.

68.
69.

70.

71.

72.
73.

74.
75.
76.
77.
78.
79.
80.

81.
82.

83.

Graffin, S.; Boivie, S.; Carpenter, M. Examining CEO succession and the role of heuristics in early-stage CEO evaluation. Strateg.
Manag. |. 2013, 34, 383—-403. [CrossRef]

Cao, J.; Liang, H.; Zhan, X. Peer effects of corporate social responsibility. Manag. Sci. 2019, 65, 5449-5956. [CrossRef]

Warner, J.; Watts, R.; Wruck, K. Stock process and top management changes. J. Financ. Econ. 1988, 20, 461-492. [CrossRef]
Jenter, D.; Kanaan, F. CEO turnover and relative performance evaluation. J. Financ. 2015, 70, 2155-2184. [CrossRef]

Sharfman, M. The construct validity of the Kinder, Lydenberg & Domini social performance ratings data. J. Bus. Ethics 1996, 15,
287-296.

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

McWilliams, A.; Siegel, D. Corporate social responsibility and financial performance: Correlation or misspecification? Strateg.
Manag. ]. 2000, 21, 603-609. [CrossRef]

Hillman, A.; Keim, G. Shareholder value, stakeholder management, and social issues: What's the bottom line? Strateg. Manag. J.
2001, 22, 125-139. [CrossRef]

Chatterji, A.; Durand, R.; Levine, D.; Touboul, S. Do ratings of firms converge? Implications for managers, investors and strategy
researchers. Strateg. Manag. J. 2016, 37, 1597-1614. [CrossRef]

Semenova, N.; Hassel, L. On the validity of environmental performance metrics. J. Bus. Ethics 2015, 132, 249-258. [CrossRef]
Garmaise, M. Ties that truly bind: Noncompetition agreements, executive compensation, and firm investment. J. Law Econ. Org.
2011, 27, 376-425. [CrossRef]

Chen, T.; Zhang, G.; Zhou, Y. Enforceability of non-compete covenants, discretionary investments, and financial reporting
practices: Evidence from a natural experiment. J. Account. Econ. 2018, 65, 41-60. [CrossRef]

Aobdia, D. The impact of the PCAOB individual engagement inspection process—Preliminary evidence. Account. Rev. 2018, 93,
53-80. [CrossRef]

Udayasankar, K. Corporate social responsibility and firm size. . Bus. Ethics 2008, 83, 167-175. [CrossRef]

Flammer, C.; Kacperczyk, A. Corporate social responsibility as a defense against knowledge spillovers: Evidence from the
inevitable disclosure doctrine. Strateg. Manag. J. 2019, 40, 1243-1267. [CrossRef]

Peters, F.; Wagner, A. The executive turnover risk premium. J. Financ. 2014, 69, 1529-1563. [CrossRef]

Cheung, A. Corporate social responsibility and corporate cash holdings. J. Corp. Financ. 2016, 37, 412-430. [CrossRef]

Orlitzky, M.; Schmidt, E.; Rynes, S. Corporate social and financial performance: A meta-analysis. Org. Stud. 2003, 24, 403-441.
[CrossRef]

Margolis, ].; Elfenbein, H. Do well by doing good? Don’t count on it. Harvard Bus. Rev. 2008, 86, 19-20.

Lopatta, K.; Canitz, F; Tideman, S. Abnormal CSR and financial performance. Eur. Account. Rev. 2022, forthcoming. [CrossRef]
Harjoto, M; Jo, H.; Kim, Y. Is institutional ownership related to corporate social responsibility? The nonlinear relation and its
implication for stock return volatility. J. Bus. Ethics 2017, 146, 77-109. [CrossRef]

Oh, W,; Cha, ].; Chang, Y. Does ownership structure matter? The effects of insider and institutional ownership on corporate social
responsibility. J. Bus. Ethics 2017, 146, 111-124. [CrossRef]

Chen, X.; Harford, J.; Li, K. Monitoring: Which institutions matter? J. Financ. Econ. 2007, 86, 279-305. [CrossRef]

Starks, L. Corporate governance and corporate social responsibility: What do investors care about? What should investors care
about? Financ. Rev. 2009, 44, 461-468. [CrossRef]

Perrault, E.; Quinn, M. What have firms been doing? Exploring what KLD data report about firms’ corporate social performance
in the period 2000-2010. Bus. Soc. 2018, 57, 890-928. [CrossRef]

Disclaimer/Publisher’s Note: The statements, opinions and data contained in all publications are solely those of the individual
author(s) and contributor(s) and not of MDPI and/or the editor(s). MDPI and/or the editor(s) disclaim responsibility for any injury to
people or property resulting from any ideas, methods, instructions or products referred to in the content.


https://doi.org/10.1002/smj.2019
https://doi.org/10.1287/mnsc.2018.3100
https://doi.org/10.1016/0304-405X(88)90054-2
https://doi.org/10.1111/jofi.12282
https://doi.org/10.1002/(SICI)1097-0266(199704)18:4%3C303::AID-SMJ869%3E3.0.CO;2-G
https://doi.org/10.1002/(SICI)1097-0266(200005)21:5%3C603::AID-SMJ101%3E3.0.CO;2-3
https://doi.org/10.1002/1097-0266(200101)22:2%3C125::AID-SMJ150%3E3.0.CO;2-H
https://doi.org/10.1002/smj.2407
https://doi.org/10.1007/s10551-014-2323-4
https://doi.org/10.1093/jleo/ewp033
https://doi.org/10.1016/j.jacceco.2017.11.012
https://doi.org/10.2308/accr-51948
https://doi.org/10.1007/s10551-007-9609-8
https://doi.org/10.1002/smj.3025
https://doi.org/10.1111/jofi.12166
https://doi.org/10.1016/j.jcorpfin.2016.01.008
https://doi.org/10.1177/0170840603024003910
https://doi.org/10.1080/09638180.2022.2084134
https://doi.org/10.1007/s10551-015-2883-y
https://doi.org/10.1007/s10551-015-2914-8
https://doi.org/10.1016/j.jfineco.2006.09.005
https://doi.org/10.1111/j.1540-6288.2009.00225.x
https://doi.org/10.1177/0007650316648671

	Introduction 
	Literature and Hypotheses 
	Data and Methods 
	Descriptive Statistics and Results 
	Baseline Results 
	Cross-Sectional Results 
	Endogeneity Concerns 
	Dimensions of CSR 

	Conclusions 
	References

