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CSR can alleviate the adverse impact of inquiry supervision on corporate value.

Public summary
m Inquiry supervision has a negative impact on corporate value.

m When companies actively fulfill their social responsibilities, they can effectively alleviate the adverse impact of inquiry
supervision on corporate value.

m The role of corporate social responsibility (CSR) in reputation protection was examined in companies with a high pro-
portion of independent directors, companies with a high shareholding ratio of institutional investors, a high degree of
marketization, and regions with a high level of rule of law. It was verified that reputation protection, as an informal
mechanism, is easier to play in areas where the formal mechanism is perfect. That is, formal and informal mechanisms
complement each other.
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Abstract: This study analyses all A-share listed companies from 2015 to 2020 to empirically examine the impact of in-
quiry supervision on corporate value and the moderating influence of corporate social responsibility (CSR) on this relation-
ship. Research has shown that inquiry supervision significantly reduces corporate value, and the corporate social respons-
ibility previously performed by companies can weaken this negative impact. Furthermore, the heterogeneity test based on
internal and external controls shows that the reputation protection effect of CSR is more significant for companies with a
higher proportion of independent directors, companies with a higher proportion of institutional investors investing in
stocks, regions with a higher degree of marketization, and regions with a higher level of rule of law. The research in this
article validates the effectiveness of reputation protection and verifies that reputation protection, as an informal mechan-
ism, is easier to fulfil a role in areas where formal mechanisms are perfect. In other words, formal and informal mechan-

isms appear to complement each other. These findings provide empirical insights into the governance of CSR.
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1 Introduction

In recent years, China has vigorously promoted the reform of
the capital market regulatory system. The government has
continuously enhanced the modernization level of market su-
pervision, promoting the diversification of regulatory models
in the securities market. In addition to the punitive supervi-
sion issued by the China Securities Regulatory Commission
(CSRC), nonpunitive supervision represented by inquiry su-
pervision issued by securities exchanges is also an important
part of China’s regulatory measures. Since the full imple-
mentation of information disclosure expression in 2013, the
regulatory measure of inquiry supervision has been widely
used™. Once securities exchanges discover abnormal issues in
corporate governance, information disclosure, and other as-
pects, they often no longer audit and disclose them first® but
rather directly send letters to inquire, which has attracted the
attention of banks, investors, and suppliers”..

However, the issues captured in the inquiry letters are not
yet within the scope of illegal and irregular activities and have
not reached the level of administrative penalties. For example,
there are several issues related to corporate social responsibil-
ity (CSR), such as taxation, environmental responsibility, em-
ployee compensation, and charitable donations. The inquiry
letter issued by the securities exchanges, as one of the import-
ant regulatory measures in the capital market, urges listed
companies to fulfill their information disclosure obligations in
a timely and accurate manner, ensuring market fairness, im-
partiality, and transparency. If a listed company fails to
provide answers to the inquiry letter and make relevant
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disclosures within the prescribed period, it is likely to face
penalties and market risks from the securities exchange,
which will objectively have a negative impact on the com-
pany’s reputation. This will inevitably affect the attitudes and
behaviors of stakeholders and the public toward the company
and have an impact on the company’s business performance.

In addition to CSRC, the US Securities and Exchange
Commission (SEC) and the Australian Stock Exchange
(ASX) also adopt an inquiry regulatory system, but there are
certain differences in regulatory requirements among the
three countries. First, in terms of response time for compan-
ies, the ASX requires companies to provide a response within
one trading day. The SEC allows companies to respond with-
in ten days after receiving the letter, while CSRC requires
companies to respond within ten days after sending the letter.
Second, in terms of timeliness of information disclosure, the
ASX discloses only inquiry letters and response letters after
receiving a response letter. The SEC generally discloses in-
formation 20 days after the inquiry is completed, while the
Chinese Stock Exchange will issue inquiry letters in real time
and disclose information in real time after receiving a re-
sponse letter from the company. Third, as far as the issuing
agency is concerned, the ASX is a listed company, and the
SEC is similar to CSRC, which has a higher regulatory level.
The main issuing agency for inquiry letters in China is the
Shanghai and Shenzhen Stock Exchanges, which are affili-
ated with the CSRC.

Compared to punitive supervision, inquiry supervision is
gentler and effectively promotes the self-improvement of
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companies. However, this does not mean that it has not dam-
aged the value of the company. According to previous literat-
ure, it may have a certain negative impact on the reputation,
investment efficiency, management performance, and stock
price collapse risk of an enterprise. However, there has been
insufficient attention in the previous literature on how com-
panies can adjust their strategic decisions to cope with the
deep economic consequences of inquiry supervision. In addi-
tion, according to Ref. [5], the social responsibility behaviors
of companies can play a certain buffering role in the econom-
ic losses caused by crises.

This provides some inspiration for this article. Can corpor-
ate social responsibility (CSR) be seen as a protective strategy
to alleviate the negative impact of inquiry supervision? Can
this strategy enhance the reputation and investor confidence
of companies, thereby protecting their value? Based on the
above questions, this article proposes the following questions:
Will inquiry supervision have a negative impact on corporate
value? To maintain corporate value, will companies reduce
their losses from nonpunitive supervision by taking on more
social responsibilities? Will the reputation protection effect of
CSR activities be influenced by internal control and the ex-
ternal environment, and what are the possible impact
mechanisms?

Therefore, this article takes Chinese listed companies
under inquiry supervision as the background and uses all A-
share listed companies from 2015 to 2020 as research
samples. Multiple regression analysis was used to empiric-
ally test the impact of inquiry supervision on corporate value
and the reputation protection mechanism of CSR behavior.
The research results indicate that inquiry supervision signific-
antly reduces corporate value and that CSR activities per-
formed by companies before the issuance of inquiry supervi-
sion can provide certain protection for corporate value after
they are subjected to inquiry supervision.

Compared to the literature, the contribution of this article
lies in these two points. First, this article introduces the im-
portant perspective of CSR, but unlike previous studies, it
does not consider CSR as the dependent variable but rather as
a moderating variable. This article delves into its moderating
effect on the relationship between inquiry supervision and
corporate value. Through empirical analysis, we found that
when companies actively fulfill their social responsibilities,
they can effectively alleviate the adverse impact of inquiry
supervision on corporate value. This discovery not only en-
riches the research on the relationship between inquiry super-
vision and corporate value but also provides theoretical sup-
port for companies to respond to nonpunitive supervision by
actively fulfilling social responsibility. Second, this article
overcomes the limitations of previous studies that focused
only on inquiry supervision and further considers the hetero-
geneity of CSR. We conducted an in-depth analysis of the
protective effects of reputation in different social contexts.
The role of CSR behavior in reputation protection was ex-
amined in companies with a high proportion of independent
directors, companies with a high shareholding ratio of institu-
tional investors, a high degree of marketization, and regions
with a high level of rule of law. It was verified that reputation
protection, as an informal mechanism, is easier to play in
areas where the formal mechanism is perfect. That is, formal
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and informal mechanisms complement each other.
2 Literature review
2.1 Inquiry supervision

2.1.1 Influence factor

The definition of inquiry supervision is that securities ex-
changes issue inquiry letters to listed companies that engage
in violations during their business operations. As a warning, it
aims to require listed companies to provide answers to the rel-
evant questions in the inquiry letters and fulfill their informa-
tion disclosure obligations. At present, research on securities
supervision in China has focused mainly on punitive supervi-
sion, with only a few studies focusing on nonpunitive super-
vision. The most common regulatory method is to issue in-
quiry letters to regulatory objects. The main body of inquiry
regulatory letters is the securities exchange, and the disclos-
ure issues targeted by listed companies are relatively minor,
mostly due to inaccurate or incomplete information disclos-
ure. Therefore, they do not directly punish or regulate listed
companies but rather urge them to supplement information
and provide explanations. Lin et al."! believed that unlike pun-
itive supervision directly targeting listed companies, the dis-
closure issues of listed companies targeted by regulatory in-
quiries are not yet serious and do not fall within the scope of
illegal and irregular activities. Its regulatory strength is not as
strong as that of punitive supervision, but its regulatory scope
is wider, and the frequency of supervision is greater. Li et al.l”
found that inquiry supervision can exert regulatory effects,
and the size of regulatory effects is influenced by the charac-
teristics of inquiry letters (inquiry frequency, inquiry content,
and inquiry tone) and the characteristics of the inquired com-
panies (legal risk and external supervision mechanism).
Cassell et al.”? found that the greater the fluctuation of
stock prices, the greater the likelihood of a company being
regulated. In addition, companies with lower level of corpor-
ate governance are more likely to be regulated. Heese et al.™
found that the greater a company’s political affiliation is, the
more likely it is to receive inquiry letters. Based on the annu-
al report inquiry letter issued by the SEC, Johnston and Petac-
chi” explored the influencing factors of inquiry letters and
concluded that larger companies with greater performance
fluctuations are more likely to receive opinion letters .

2.1.2 Economic consequences

The academic community is concerned about the economic
consequences of inquiry supervision. Zhao et al."” believed
that inquiry letters play a role in stock price fluctuations, cor-
porate information disclosure, and the quality of company
earnings. Zhu et al.” believed that from the perspective of
market pressure, inquiry supervision can lead to negative cog-
nitive anchoring among stakeholders and damage corporate
reputation. Chen et al.l'! believed that the announcement of
the receipt of a financial report inquiry letter indicates that the
company’s financial information disclosure is insufficient or
does not comply with relevant rules and regulations, which
will cause negative reputation damage to relevant companies,
reduce investors’ trust in the company’s financial reports, and
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may even trigger negative reactions in the securities market.
Shi et al.l'”! believed that listed companies may face negative
impacts such as reputation loss, public opinion pressure, stock
price fluctuations, and increased company risk after receiving
inquiry letters.

Johnston and Petacchi™ noted that after receiving inquiry
letters, listed companies will experience a significant decline
in their excess return on stock prices and a decrease in stock
trading volume. A study by Gietzmann and Pettinicchio!”
suggested that auditors will reassess the reputation and poten-
tial litigation risks of clients upon receiving an opinion letter
and, accordingly, increase audit fees. Gietzmann and Isidro!"*
delved into the specific impact of SEC inquiry letters on insti-
tutional investors, observing that once a company receives a
letter, institutional investors will significantly reduce their
holdings. A study by Brown et al."" revealed that when the
SEC requests information disclosure, even listed companies
that have not been directly regulated will significantly in-
crease their information disclosure in the following year. Sim-
ilarly, Bill et al.'’ also found that when listed companies re-
ceive inquiry letters related to goodwill, even for companies
that have not received such inquiries, auditors will strengthen
their review of their goodwill more strictly.

2.2 CSR and its protection effect

With the development of the information economy, the
media is filled with reports on CSR-related issues. The gov-
ernment’s and the public’s call for companies to fulfill their
social responsibilities is becoming stronger. At the same time,
management and business communities have realized that act-
ively fulfilling social responsibility is an important means to
improve the visibility and reputation of companies, and irre-
sponsible behavior may cause devastating blows to
companies.

The research on CSR originated in the 1960s. Wood!'” be-
lieved that CSR mainly refers to a company actively enga-
ging in socially responsible behavior, transcending economic
and legal requirements. In the literature, the economic effects
of CSR can be roughly divided into two categories: value-
added effects and reputation protection effects. The value-
added effect proposed in Ref. [18] suggests that CSR can dir-
ectly or indirectly enhance corporate wealth. Meng and Hou™”
believed that from the perspective of the reputation protec-
tion mechanism, CSR describes the contribution that a com-
pany makes to stakeholders in addition to pursuing profit
maximization, which can help the company accumulate repu-
tation capital and moral capital. Godfrey"™ proposed the pro-
tection effect, which suggests that the CSR fulfilled by a com-
pany before a crisis event can provide a similar protection ef-
fect to the wealth of its shareholders after the crisis event. Al-
though CSR does not always bring direct economic benefits
to businesses, it helps to mitigate the impact of negative in-
formation and minimize the losses caused by negative events.

The focus of this article is on the protection effect of CSR.
Chad and Lewis " argued that the degree to which CSR has
protective value depends on whether the crisis event is in the
same field as the company’s social reputation. If they are in
the same field, CSR not only fails to provide effective
protection but also has negative impacts. Gao et al.
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believed that reputation capital can reduce the impact of un-
expected negative events on a company. Fan’s study®!
defined the value-added effect of CSR on a company after a
crisis event as the protective effect of CSR on the company’s
market value. After a crisis event occurs, companies can act-
ively fulfill and disclose short-term corporate social respons-
ibility behaviors, respond to the expectations of stakeholders
in a timely manner, not only disperse and guide public opin-
ion and restore corporate reputation but also transmit signals
of positive actions, repair the damaged brand image in the
crisis, and ultimately recover the damaged wealth of the com-
pany. Klein et al.” proposed that CSR can serve as a protect-
ive strategy for responding to negative events, thereby bring-
ing value to companies. Hoi et al.”” found that corporate so-
cial responsibility activities have a reputation protection ef-
fect, reducing the risk of politics, regulatory, and social sanc-
tions that companies face when facing negative events. Gong
et al. believed that reputation protection, as an informal in-
stitutional arrangement, is an important component of the or-
derly operation of the market. A good reputation can bring a
competitive advantage to a company, while a bad reputation
may lead to consumers losing trust, thereby damaging the
value of the company.

The important role of reputation as a governance mechan-
ism has been recognized by the academic community. Fu and
Ji®" found that the perspective of risk management is often
overlooked in most empirical studies. From this perspective,
they found that even though CSR cannot bring direct econom-
ic benefits to the company, it can play a role in reputation
protection. Gu et al.’* believed that CSR is a strategic re-
source that can be used to restore a company’s reputation and
mitigate the adverse effects of negative events. At the same
time, regulatory penalties can encourage companies to fulfill
their social responsibilities. Che and Su™ believed that the
reputation recovery effect of CSR will be more effective in
the context of inquiry events. There are certain boundary con-
ditions for the value effect of CSR. When high responsibility
attribution crisis events such as violation penalties occur, it is
difficult for CSR to play a protective role. Compared with
punitive supervision, the problems involved are not yet
serious.

After reviewing the above literature, it can be found that in-
quiry supervision issued by securities exchanges is an effect-
ive means of market supervision, and CSR is a strategic re-
source. When security issues, potential boycotts, or other im-
proper behaviors may cause reputational damage to compan-
ies, companies that are trusted by stakeholders and imple-
ment social responsibility strategies can reduce the associated
risks. However, few studies have investigated the reputation
protection effect of CSR behavior after inquiry supervision on
corporate value, so we conduct research on this issue.
research

3 Theoretical and

hypotheses

analysis

3.1 The impact of inquiry supervision on corporate value

The inquiry letter received by listed companies has conveyed
negative signals to the market that there may be unreliable
financial reports in the future, increasing uncertainty in their
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future financial situation and operating environment, affect-
ing the company’s reputation, reducing trust between the
company and investors, and strengthening information asym-
metry between the company and its stakeholders. Ultimately,
this leads to a loss of corporate value. Specifically, a
company’s receipt of regulatory inquiry letters may affect its
corporate value in the following two ways.

First, based on the theory of information asymmetry. In
market economy activities, there are differences in the level
of understanding of relevant information among various types
of personnel. Those who have sufficient knowledge of in-
formation are often in a more advantageous position, while
those who have insufficient knowledge are in a more disad-
vantageous position. Asymmetric information may lead to ad-
verse selection, resulting in investment risks. When a com-
pany receives an inquiry letter, due to information asym-
metry, stakeholders often can only evaluate the company and
crisis based on the information disclosed by the company and
then determine their own behavior. When a listed company
receives an inquiry letter, the quality of the company’s finan-
cial information is often poor, and the disclosure is insuffi-
cient. When investors receive relevant information, to reduce
the risk cost caused by information asymmetry, they are more
likely to avoid risk by selling the company’s stocks. This will
increase the agency cost of the company, which will have a
negative impact on its debt financing and business
performance.

Second, it is based on the theory of reputation mechanisms.
A company has many stakeholders, and their attitudes toward
the company are largely influenced by the company’s reputa-
tion. If a company believes that its reputation is valuable, it
will constrain its behavior to protect its reputation and make
its reputation conform to social norms. After the information
announcement that listed companies receive inquiry letters is
disclosed, the negative event transmits bad news to the mar-
ket, thereby causing a certain negative impact on the
company’s reputation. A negative reputation can transmit
negative signals to stakeholders and public media, reducing
social confidence in the company. At the same time, the de-
crease in trust among stakeholders in the company can in turn
damage the company’s reputation and have a negative impact
on its economic benefits.

Fu and Zeng"" believed that the annual report inquiry let-
ter is a relatively strong regulatory signal that can cause stake-
holders to form new cognitive anchors, which are usually
negative, thereby interfering with stakeholders’ value expect-
ations and rational judgments toward the company. Deng et
al.t" believed that inquiry supervision sends negative signals
to the market, such as poor information disclosure quality and
poor business management of companies that receive inquiry
letters. This not only has a negative impact on the company’s
reputation and reduces market trust in the company but also
damages the reputation of executives. Zhan et al.’ found that
being punished for violations can have a negative impact on a
company’s reputation, thereby transmitting negative news to
the capital and product markets.

Ren and Han"" found that crisis events not only disrupt the
normal operation of companies and reduce their performance
but also cause negative media coverage of companies, thereby
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undermining the trust of stakeholders in the company. Pi®*
found that after the issuance of inquiry letters, the stock price
volatility risk of receiving companies significantly increases
during short-term event window periods, and the short-term
market response of receiving companies is significantly neg-
ative. In the long run, the exacerbating effect of inquiry let-
ters on stock price volatility risk disappears. However, the full
sample results show that the long-term market response to in-
quiry letters is still significantly negative, indicating that the
long-term market performance of receiving companies is poor
and that inquiry letters have a long-term risk warning effect.

Based on the above analysis, the first hypothesis of this art-
icle is proposed:

H1. Receiving an annual report inquiry letter will have a
negative impact on a company’s value.

3.2 Moderating effect of CSR

According to Godfrey’s reputation protection theory™, cer-
tain types of CSR activities can generate moral capital or
goodwill, thereby mitigating punitive sanctions against stake-
holders in negative events. At the same time, the moral capit-
al generated may not be related to generating economic value
but may play an important role in maintaining economic
value. Corporate social responsibility activities demonstrate
the existence of moral capital to investors and may mitigate
potential sanctions. That is, after the information that a listed
company receives inquiry letter is disclosed, the good reputa-
tion accumulated by the listed company can protect the stock
price from significant fluctuations. However, companies
without corporate social responsibility activities lack reputa-
tion protection and are likely to face greater risks.

Bae et al."! believed that actively assuming social respons-
ibility before a company’s violations can effectively buffer
the social public opinion and reputation crisis caused by the
company’s violations in the short term and alleviate the im-
pact of company violations on the company’s stock price and
operating performance. Hemingway and Maclagan®® argued
that CSR can whitewash the improper practices of manage-
ment in corporate governance. During the period between the
occurrence of events and information disclosure, companies
can whitewash their external attention to negative events by
fulfilling their social responsibilities. After negative events
are publicly disclosed, these corporate social responsibility
activities reduce the attribution of stakeholders to negative
events, thereby mitigating reputation losses and shareholder
wealth losses. Zhang and Li®” found that a higher level of so-
cial reputation trust leads to lower financial costs.

Based on the above analysis, the second hypothesis of this
article is proposed:

H2. The fulfillment of CSR can provide reputation protec-
tion for companies that receive inquiry supervision and allevi-
ate the impact of inquiry supervision on corporate value.

4 Data and methodology

4.1 Data sources

Considering that the current publicly available annual report
inquiry letter text began in 2015, this article uses data from all
A-share listed companies from 2015 to 2020 as the initial
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sample. The data of listed companies come from the CSMAR,
and the data related to CSR come from the Hexun website.
All samples were processed as follows: (D Exclude listed
companies with ST and *ST. Abnormal financial conditions
may affect the research results. @ Exclude companies that
have been listed for less than one year to exclude the impact
of IPOs. Companies that have been listed for less than a year
have experienced significant stock price fluctuations, which is
not conducive to effective stock selection. 3 Exclude listed
companies with negative net assets. The occurrence of opera-
tional losses or financial risks in such companies may affect
the research results. @ Exclude samples with missing data.
After the above processing, 14175 samples were ultimately
obtained.

4.2 Variables

4.2.1 The dependent variable

TobinQ, calculated as market value/total assets, market
value= (total share capital — domestic listed foreign shares B
shares) X current closing price of A shares + domestic listed
foreign shares B shares x current closing price of B shares x
current exchange rate of the day. This article uses this as a
measure of corporate value. TobinQ has two different meter-
ing methods, namely TobinQA and TobinQC.

4.2.2 Explanatory variable

CL: If the company received a regulatory inquiry letter from
the securities exchange in the current year, it is set to 1; other-
wise, it is set to 0.

4.2.3 Moderating variable

CSR: the effectiveness of fulfilling corporate social respons-
ibility. Divide CSR scores into high and low groups based on
the annual industry average, with 2 for the high group and 1
for the low group.

4.2.4 Control variables

(D ROA: the total return on assets of a listed company. @
Lev: the proportion of total liabilities to total assets of a listed
company. @ Size: company size. @ Dual: If the two posi-
tions of Chairman and General Manager of the company are
combined at the end of the previous year, 1 is taken; other-
wise, 0 is taken. (® Board: board size. © Indep: number of
independent directors/size of directors. (?) PPE: Fixed asset
ratio is calculated as fixed asset net value/total assets. (8 Cfo:
net cash flow generated from operating activities. @ HHI:
Herfindahl index. (0 FirmFE and YearFE: Simultaneously
control the sample company and year category.
The description of some variables is shown in Table 1.

4.3 Research model
To study the impact of inquiry supervision shocks on corpor-

ate value, this article establishes a model, as shown in Eq. (1):

TobinQ = B, + B,CL + B;Controls + FirmFE + YearFE + £. (1)

To test whether CSR will have a protective effect on cor-
porate value, this article uses the following variables for
empirical testing, as shown in Eq. (2):
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TobinQ =8, + 8,CL x CSR + B8,CL + 3;CSR+
B.Controls + FirmFE + YearFE + €. 2)

5 Empirical analysis

5.1 Descriptive statistics

Table 2 presents the descriptive statistical results for each
variable. The average value of CSR behavior is 1.483, indic-
ating that the overall quality of CSR of the sample companies
is not high.

5.2 Regression analysis

After controlling for the fixed effects and year effects of the
company, the regression test results for hypothesis H1 are
shown in Table 3. Table 3 shows that the regression coeffi-
cient for the presence or absence of inquiry letters is signific-
antly negative, indicating that the corporate value of compan-
ies receiving inquiry letters is more likely to decrease. Hypo-
thesis H1 is validated.

After controlling for the fixed effects and year effects of
the company, the regression test results for hypothesis H2 are
shown in Table 4. Table 4 shows that the regression coeffi-
cient of the interaction variable between CSR and whether an
individual receives inquiry letters is significantly positive, in-
dicating that CSR behavior can have a certain protective ef-
fect on the corporate value of companies receiving inquiry
letters. Hypothesis H2 is verified.

5.3 Heterogeneity analysis

Independent directors can effectively curb the selfish behavi-
or of major shareholders and reflect the relative fairness of the
board of directors. China has been striving to improve the
relevant system of independent directors to ensure that

Table 1. Description of variables.

Variable Description

TobinQA The calculation method is market value A/total assets
TobinQC The calculation method is market value B/total assets

If the company received a regulatory inquiry letter from the
CL securities exchange in the current year, it is set to 1; otherwise,
itissetto 0

CSR The social responsibility that companies undertake in their
business activities

Using the natural logarithm of the total assets of listed

Size .
companies

PPE  Calculated as fixed asset net value/total assets
Cfo Net cash flow generated from operating activities

Asset liability ratio, the proportion of total liabilities to total

Lev issets of a listed company

Indep  Number of independent directors/size of directors
Board Board size, the logarithm of the number of directors plus 1

The sum of squares of the percentage of total revenue or total
HHI  assets of each market competitor in an industry, used to
measure changes in market share

If the two positions of Chairperson and General Manager of
Dual  the company are combined at the end of the previous year, 1 is
taken; otherwise, 0 is taken

ROA  Return on assets, the total return on assets of a listed company
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Table 2. Descriptive statistics.

Variable N Mean SD p25 p50 p75

TobinQA 14175 2132 1.517 1.233 1.641 2.403

TobinQC 14175 2.609 2.052 1.320 1.939 3.093
CSR 14175 1.483  0.500 1.000 1.000 2.000
Size 14175  22.351  1.384 21391 22.167 23.086
PPE 14175 0.204  0.161 0.079 0.170 0.294
Cfo 14175 0.046  0.070 0.008 0.045 0.086
Lev 14175 0.434  0.209 0.267 0.420 0.583
Indep 14175 0.381  0.073 0.333 0.364 0.429
Board 14175 2290 0.260 2.197 2.303 2.485
HHI 14175 0.276  0.090 0.211 0.258 0.229
Dual 14175 0.279  0.448 0.000 0.000 1.000
ROA 14175 0.036 0.072 0.013 0.036 0.068

independent directors can effectively supervise corporate gov-
ernance. By studying the impact of board structure on corpor-
ate performance, Huang and Zhang"™ found that independent
directors can have a positive impact on corporate perform-
ance. To test this inference, this article divides the proportion
of independent directors into two groups based on the medi-
an proportion of independent directors and conducts regres-
sion tests. Table 5 shows that the protective effect of CSR be-
havior on corporate value is significant only for groups with a
greater proportion of independent directors.

Mei and Li®™ believed that due to internal and external
factors such as investment scale, professionals, and competit-
ive pressure, institutional investors are more capable and mo-
tivated to participate in corporate governance than are indi-
vidual investors. To leverage their supervisory advantages, in-
stitutional investors have the ability and motivation to pro-
mote their holding companies to improve the quality of in-
formation disclosure and reduce the degree of information
asymmetry. Ye et al. " found that institutional investor share-
holding helps improve the quality of company information
disclosure. Li et al.“" confirmed that the more concentrated
and stable the holdings of securities investment funds are, the
more helpful it is to improve the quality of information dis-
closure of their holding companies. At the same time, good
corporate social responsibility behavior can attract institution-
al investors who focus on asset safety and stable operating
funds, promote an increase in institutional investors, and con-
vey positive signals to the outside world through the influ-
ence of institutional investors as market indicators, increase
the reputation of the company, enhance the confidence of the
capital market in the company, and thus have a positive im-
pact on the value of the company. Therefore, institutional in-
vestors are motivated to include a company’s CSR perform-
ance in the context of information disclosure investment de-
cisions. Therefore, this article proposes the hypothesis that
there is a significant positive correlation between the share-
holding ratio of institutional investors and corporate value. To
test this inference, this article divides the shareholding ratio of
institutional investors into two groups based on the median
shareholding ratio of institutional investors and conducts a
regression test. Table 6 shows that the protective effect of
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Table 3. Inquiry supervision and corporate value.
) (@)
TobinQA, TobinQA,,
CL —0.035%* —0.040**
(-1.89) (=2.11)
Size —0.003
(=0.06)
ROA —0.379*
(-1.73)
PPE 0.513*%*
(2.68)
Cfo 0.626***
(3.69)
Lev —0.049
(-0.25)
Indep 0.001
(0.01)
Board 0.005
(0.10)
HHI 0.446
(0.91)
Dual —0.037
(-1.01)
Constant term 2.504%%* 2.338%*
(125.67) (2.13)
FirmFE YES YES
YearFE YES YES
N 14175 14175
R 0.149 0.153

*Hk x* and * represent significant values at the 1%, 5%, and 10% levels,
respectively. The statistical values of # are shown in parentheses. The
same as in the following tables.

CSR behavior on corporate value is significant only for the
group with a higher institutional investor shareholding ratio.
Regions with higher marketization indices have a more
complete legal regulatory environment, better industry com-
petition systems, more scientific government supervision
mechanisms, and more rigorous intermediary market organiz-
ational structures. These external environmental factors have
a positive impact on corporate governance. Cao and Li ™!
found that in regions with higher levels of marketization, the
more a company fulfills its social responsibility, the more it
can enhance its value. Luo ™ found that with the acceleration
of marketization, the level of corporate governance is gradu-
ally improving. Zhang™" believed that economic resources in
regions with a high degree of marketization are mainly alloc-
ated by the market, which not only allows effective resources
to flow fully and reasonably to companies and departments
with greater economic benefits but also reduces government
intervention in companies and reduces their tax burden. The
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Table 4. Inquiry supervision, corporate social responsibility fulfillment,

Table 5. Heterogeneity analysis of the proportion of independent

and corporate value. directors.
1) 2) A lower proportion of A higher proportion of
TobnOA TobOA independent directors independent directors
0binQA; 0binQA; TobinQA, TobinQA,
kk *k
CLXCSR 0.090 0-089 CLxCSR 0.073 0.150%*
2.26 2.23
(2.26) (2.23) (1.30) (2.35)
CL —0.167%** —0.170***
CL —0.131 —0.229%*
(—2.70) (-2.72)
(~1.44) (-2.36)
CSR 0.004 0.007
CSR —0.010 0.023
(0.16) 0.27)
i 0.009 (-0.27) (0.54)
1z€ —VU.
“0.17) Indep 0.262 0.363
ROA L0367+ (0.67) (1.34)
Size -0.018 0.057
(-1.67)
PPE 0.520%% (-0.25) (0.68)
2.72) ROA —0.454 —0.500
Cfo 0.616+%* (-1.42) (-1.29)
(3.65) PPE 0.771%%x 0.394
Lev -0.052 (2.67) (1.34)
(~0.26) Cfo 0387 1.080%**
Indep 0.007 (1.63) (3.64)
(0.05) Lev 0.065 -0.107
Board 0.004 (0.23) (-0.37)
(0.09) Board 0.121 —0.064
HHI 0.448 (1.44) (~0.86)
(0.92) HHI 0.869 -0.314
Dual —0.038 (1.32) (-0.41)
(-1.04) Dual —0.085%* 0.006
Constant term 2.498%** 2.451** (-2.00) (0.08)
(55.20) (2.21) C(;nstant 2058 1279
FirmFE YES YES erm
(1.40) (0.70)
YearFE YES YES
FirmFE YES YES
N 14175 14175
YearFE YES YES
R 0.150 0.153
N 7470 6705
development of the product market promotes the gradual de- R 0.159 0.157

termination of product prices by the market, and market
prices automatically play a regulatory role in the contradic-
tion between product supply and demand. Once again, the de-
velopment of the factor market also promotes the prosperity
of the labor market, financial market, and technology market,
which will inevitably bring good economic benefits. To test
this inference, this article divides the total score of the mar-
ketization process into two groups based on the median of the
total score and conducts regression tests. Table 7 shows that
the protective effect of CSR behavior on corporate value is
significant only for the group with a higher marketization pro-
cess score.

Alleviating regulatory pressure is an important motivation
for companies to improve their social responsibility perform-
ance, and the regulatory effectiveness of annual report in-
quiry letters is influenced by the external legal environment.

1001-7

In areas with a higher level of rule of law, letter-receiving
companies will face stricter penalties from regulatory agen-
cies, and stakeholders will pay more attention to the company’s
illegal and irregular behavior. As a result, inquiry supervision
will cause more serious damage to the legitimacy of organiza-
tional regulations and norms and have a greater deterrent ef-
fect on letter-receiving companies. At this time, the receiving
company will face higher levels of violation costs and litiga-
tion risks. It will not only reduce opportunistic behavior but
also actively adopt compliant behavior to alleviate regulatory
pressure. That is, a high level of rule of law will enhance the
receiving company’s motivation to rectify the alienation of
CSR behavior, thereby strengthening the optimization effect
of inquiry supervision on CSR performance.

To test this inference, this article refers to the research of
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Table 6. Heterogeneity analysis of the institutional investor shareholding
ratio.

Lower shareholding ratio of ~ Higher shareholding ratio of

Table 7. Heterogeneity analysis of the marketization process score.

Lower marketization
process score

Higher marketization
process score

institutional investors institutional investors TobinQA,+; TobinQA,;
TobinQA,, TobinQA,,, CLxCSR 0.042 0.135%**
CLxCSR 0.059 0.118%* (0.75) (2.28)
(1.06) (2.09) CL —0.070 —0.263%%**
—0.84 —2.72
CL —0.091 —0.205%** ( ) ( )
CSR —0.004 0.034
(~1.06) (-2.28)
(-0.11) (0.78)
CSR 0.012 ~o.om Size 0.015 0.024
(0.32) (0.27) (0.23) (0.26)
Institution 0.453* 1.229%%* ROA -0.516 —0.209
(1.89) (3.55) (-1.59) (-0.70)
Size ~0.038 0.000 PPE 0.048 1.073***
(-0.41) (0.01) 0.19) @31
Cfo 0.344 0.787*%*
ROA —0.801%*** 0.447
(1.43) (3.38)
(-2.58) (1.41)
Lev —0.087 —0.025
* kk
PPE 0.567 0.659 (0.36) 0.07)
(1.89) (2.38) Indep -0.218 0.282
Cfo 0.692%* 0.555%* (-1.15) (1.40)
(2.92) (2.28) Board 0.074 —0.071
Lev -0.252 0.362 (1.08) (=1.03)
(-0.77) (1.42) HHI 0.029 1.249
(0.04) (1.52)
Indep —0.027 —0.002
Dual —0.005 —0.068
(-0.14) (-0.01)
(-0.08) (-1.42)
Board 0.059 ~0.048 Constant term 0.858 2.945
(0-82) (£0.76) (0.61) (1.14)
HHI 0.014 1.169 FirmFE YES YES
(0.02) (1.54) YearFE YES YES
Dual ~0.009 -0.036 N 7585 6590
2
0.18) -0.69) R 0.149 0.164
Cc;nstant 3 189% 1.000 5.4 Robustness test
erm
(1.67) 0.61) This article conducted robustness tests on the model from two
aspects, and the relevant results are shown in Tables 9, 10,
FirmFE YES YES
and 11.
YearFE YES YES . .
e 5.4.1 Changing the measurement method for whether in-
N 7111 7064 quiry letters were received in Model (1)
R 0.192 0.135

Mei et al."*! and measures the level of regional rule of law by
scoring the “development of intermediary organizations and
legal system environment” in the marketization index. The
sample is divided into two groups based on the median: high-
er rule of law level areas and lower rule of law level areas.
Table 8 shows that the protective effect of CSR behavior on
corporate value is significant only in areas with a higher level
of rule of law.

1001-8

The method of changing variables is often used in robustness
test. Using CLsum (the number of inquiry letters received by
the company) instead of CL (whether the company has re-
ceived inquiry letters) to regress the sample, the results show
that the number of inquiry letters received has a negative im-
pact on the value of the company.

5.4.2 Measurement method for replacing the dependent
variable

This article replaces the original dependent variable TobinQA
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Table 8. Heterogeneity analysis of the rule of law level. Table 9. CLsum substitution measure.
Lower rule of law level ~ Higher rule of law level (1) 2)
TobinQA,, TobinQA,,; TobinQA, TobinQA,,
CLxCSR 0.070 0.124%** CLsum —0.017 —0.023**
(1.27) (2.10) (-1.57) (=2.13)
CL —0.130 —0.234%* Size —0.005
(-1.56) (-2.42) (-0.09)
CSR —0.008 0.028 ROA —0.401*
(-0.23) (0.64) (-1.83)
Size 0.057 -0.123 PPE 0.513%**
(0.90) (-1.34) (2.68)
ROA —0.826%** 0.385 Cfo 0.634%**
(-2.69) (1.28) (3.73)
PPE 0.252 0.729%* Lev —0.042
(1.04) (2.23) (-0.21)
Cfo 0.495%* 0.764%** Indep —0.002
(2.12) (3.14) (-0.01)
Lev —0.296 0.394 Board 0.007
(-1.18) (1.21) (0.16)
Indep —0.130 0.195 HHI 0.440
(-0.74) (0.86) (0.90)
Board 0.055 —0.053 Dual —0.038
(0.85) (-0.73) (—1.04)
HHI 0.902 —0.390 Constant term 2.501%%** 2.363%*
(1.54) (-0.43) (127.07) (2.16)
Dual —0.012 —0.056 FirmFE YES YES
(-0.24) (-1.05) YearFE YES YES
Constant term 0.778 5.550%** N 14175 14175
0.57) (2.87) r 0.149 0.153
FirmFE YES YES
YVearFE VES VES 5.5 Endogeneity test
N 8024 6151 5.5.1 Heckman two-stage test
R 0.155 0.151

with TobinQC, which is another measurement of TobinQ, and
replaces it with Model (1). The regression results in
Table 10 show that the coefficient of whether the inquiry
letter was received is still significantly negative, indicating
that the conclusion has not changed substantially.

5.4.3 Changing the measurement method of CSR in
Model (2)

Using Score, which represents the value of CSR, instead of
CSR, to regress the sample, Table 11 shows that the regres-
sion coefficient of the interaction variable between the value
of CSR and whether or not an individual receives inquiry let-
ters is significantly positive, indicating that CSR can play a
certain protective role in the corporate value of companies re-
ceiving inquiry letters, and the conclusion does not change
substantially.
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The issuance of inquiry letters by securities exchanges is
often not random, and companies with insufficient informa-
tion disclosure are more likely to receive inquiry letters. To
address endogeneity issues caused by sample selection bias,
this article uses the Heckman two-stage regression method.
Imr is the inverse Mills ratio, commonly used to deal with
sample selection bias issues. This article refers to Refs.
[1, 10] and addresses whether the Big Four accounting firms
(Big4) were audited and whether they received a standard
audit opinion (Audit) as control variables. The results are
shown in columns (1) and (2) of Table 12. The conclusions of
this study are robust.

5.5.2 Inspection based on the extension of the receiving

range of inquiry letters

Drawing on Ref. [7], the time of receiving inquiry letters is
extended to the current year and the previous year, and CL is
remeasured to further examine the impact of receiving letters
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Table 10. Corporate value substitution measurement.

Table 11. Corporate social responsibility substitution measurement.

(€] (@)

&) (@)

TobinQC,, TobinQC,., TobinQA,;, TobinQA,,
CL -0.061 —0.122%* CLxScore 0.059* 0.061*
(-1.51) (-2.51) (1.74) (1.79)
Size —0.583* CL —0.092%* —0.099%*
(-1.78) (-2.33) (—2.47)
ROA —0.092 Score —0.003 —0.001
(-0.14) (-0.15) (-0.03)
PPE —0.926 Size —0.007
(-0.77) (-0.14)
Cfo 0.448 ROA —0.375*
(0.60) (-1.71)
Lev 1.409 PPE 0.517%%*
(1.34) (2.70)
Indep -0.276 Cfo 0.619%**
(-0.63) (3.66)
Board 0.029 Lev —0.051
(0.20) (-0.26)
HHI 2.868** Indep 0.004
(2.15) (0.03)
Dual -0.177* Board 0.005
(-1.91) (0.10)
Constant term 3.244%%* 14.960%* HHI 0.450
(48.61) (221 (0.92)
FirmFE YES YES Dual —0.038
YearFE YES YES (-1.04)
N 14175 14175 Constant term 2.506%** 2.422%*
R 0.041 0.047 (77.33) (2.19)
FirmFE YES YES
in different time ranges on firm value. The regression results
are shown in columns (3) and (4) of Table 12, which are con- YearFE YES YES
sistent with the main test results, and the research conclu- N 14175 14175
sions remain robust. R 0.149 0.153

5.5.3 Instrumental variable method

The endogeneity problem caused by bidirectional causality is
the key issue that needs to be addressed in this article; that is,
being regulated reduces the value of a company, but con-
versely, companies with lower values are more likely to be
regulated. Therefore, the instrumental variable method is used
to alleviate potential endogeneity problems. This article se-
lects whether the auditor belongs to one of the Big Four ac-
counting firms, the year of listing, and whether the company
has received inquiry letters with a one-period lag as instru-
mental variables. This article conducts two-stage least squares
regression (2SLS) on the hypotheses. The specific results are
shown in columns (5) and (6) of Table 12. The results
indicate that receiving inquiry letters has a negative impact on
corporate value and that CSR can protect the corporate value
of companies that receive inquiry letters. That is, the conclu-
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sion still holds after considering endogeneity issues.

6 Conclusions

This article takes Chinese listed companies under inquiry su-
pervision as the background and uses all A-share listed com-
panies from 2015 to 2020 as research samples. Multiple re-
gression analysis was used to empirically test the impact of
inquiry supervision on corporate value and the reputation pro-
tection mechanism of CSR behavior. The research results in-
dicate that inquiry supervision significantly reduces corpor-
ate value and that corporate social responsibility activities
performed by companies before the issuance of inquiry
supervision can provide certain protection for corporate value
after they are subjected to inquiry supervision. Furthermore,
the heterogeneity test results based on internal and external
controls show that the reputation protection effect of CSR is
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Table 12. Endogeneity test.

)] 2) 3 (C] ) (6
CL TobinQA TobinQA TobinQA TobinQA TobinQA

cL —0.028% —0.025%* —0.161#%* —0,117%* —] 586%*
177 (-197) (=3.15) (-2.15) (-2.35)

CSR -0.002 -0.178
(-0.10) (-1.64)

CLxCSR 0.094%%+ 0.968**
—2.87 (2.37)

Bigd —0.323%%*
(-5.36)
Audit —1.195%**
(-19.69)
Imr 0.278%%+
~6.24
Controls YES  YES YES  YES  YES  YES
FirmFE YES  YES YES  YES  YES  YES
YearFM YES  YES YES  YES  YES  YES
N 13079 13079 12235 12235 8724 8724
R 0047 0235 0492 0157 0260 0.072

significant only for companies with a high proportion of inde-
pendent directors, companies with a high proportion of insti-
tutional investors investing in stocks, regions with a high de-
gree of marketization, and regions with a high level of rule of
law. This indicates that in an environment with mature market-
oriented mechanisms, companies’ use of impression manage-
ment is more effective in restoring their image; In contrast, in
environments that rely more on relationships or rights to al-
locate resources, the importance of reputation is relatively
weak. Compared to market competition, specific relation-
ships often appear more reliable.

The theoretical significance of this article can be divided
into the following two points. In the context of the gradual
transformation of regulatory methods, inquiry supervision is
gradually becoming the main regulatory tool for securities ex-
changes. First, this article provides an in-depth analysis of the
channels through which inquiry supervision affects corporate
value and explores the protective effect of CSR on corporate
value, providing practical methods for better strategic man-
agement in daily business operations to respond to crisis
events. Second, this article explores the magnitude of reputa-
tion protection in different environments and verifies that the
reputation protection effect, as an informal mechanism, is
easier to achieve in areas where formal mechanisms are well
established; that is, formal and informal mechanisms comple-
ment each other, providing empirical insights for CSR
governance.

In response to the above conclusions, this article proposes
the following suggestions. First, listed companies should at-
tach importance to the inquiry supervision of securities ex-
changes and cooperate with securities exchanges to actively
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fulfill their information disclosure obligations. Second, listed
companies should proactively take appropriate measures,
such as assuming corporate social responsibility and estab-
lishing a good public image, to cope with the pressure
brought about by annual report inquiry letters and alleviate
the negative impact of inquiry supervision. Third, after being
inquired, companies located in areas with a higher level of
marketization and rule of law are more likely to protect their
corporate value through their previous behavior of assuming
CSR. Therefore, when selecting a location for a listed com-
pany, priority should be given to areas with a higher level of
marketization and rule of law. Fourth, after being questioned
and regulated, companies with a greater proportion of inde-
pendent directors and a greater proportion of institutional in-
vestors shareholding are more likely to achieve the protection
of corporate value through their previous behavior of assum-
ing CSR. Therefore, listed companies should actively in-
crease the proportion of independent directors in the com-
pany and attract institutional investors to invest.

Due to limited data acquisition capabilities, there are still
some shortcomings in this article, and future research can fur-
ther analyze these aspects: First, this article has certain limita-
tions in terms of data collection. Due to the relatively
novel concepts of inquiry regulation and CSR reputation in-
surance, the relevant statistical data and empirical research
are limited, resulting in relatively insufficient data support for
our empirical analysis. Therefore, in future research, data sup-
port can be further enriched and the credibility and persuas-
iveness of the study can be improved through methods such
as field research and case analysis. Second, there are many
types of inquiry letters issued by stock exchanges, but this art-
icle only studies the impact of inquiry regulation on corpor-
ate value. In the future, further analysis can be conducted on
the impact of different types of inquiry letters on corporate
value. Third, companies in different industries may have dif-
ferent challenges and needs when facing regulatory and so-
cial responsibility issues, but this article does not conduct a
detailed analysis of listed companies. Future research can ex-
plore in depth the application and effectiveness differences of
inquiry regulation and CSR reputation insurance in different
industries. Fourth, attention can be paid to the role of CSR
reputation insurance in responding to emergencies and crisis
management. The impact of emergencies and crises on com-
panies cannot be ignored. How to prevent and resolve crises
through fulfilling CSR is significant to the long-term develop-
ment of companies and deserves further research and
exploration.
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