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Abstract: With increasing concerns about environmental issues and the advancement of China’s
“going global” strategy, a new issue-proactive corporate social responsibility has emerged. Proactive
corporate environmental responsibility refers to business actions that go beyond regulatory
requirements for supporting sustainable environmental development. This study examines the
role of proactive corporate environmental responsibility on corporate financial performance in the
Chinese energy industry by the multi-variables regression analysis of panel data. Using data of
264 firm-year observations from 2009–2014 in the energy industry, the results showed that Proactive
corporate environmental responsibility has a positive effect on corporate financial performance
passing the endogeneity test. The results also demonstrate that private ownership has stronger
promotion on the relationship between proactive corporate environmental responsibility and
corporate financial performance. This study helps to increase the body of knowledge about proactive
corporate environmental responsibility of the emerging economy, provides insights into the corporate
environmental responsibility practice, and government environmental regulation and policy.

Keywords: proactive corporate environmental responsibility; corporate financial performance;
ownership; emerging market; energy industry

1. Introduction

Practicing environmental responsibility is increasingly significant to firms around the
world. Globalization has removed the strict division of environmental responsibility between
countries. Correspondingly, more and more firms have started to assume corporate environmental
responsibility (CER) that goes beyond legal requirements and fills the global regulatory vacuum.
Proactive corporate environmental responsibility (PCER), the environmental dimension of proactive
corporate responsibility, represents a pattern of voluntarily responsible practices beyond regulatory
requirements to actively support environmental development [1,2].

Environmental issues in China are of concern, both internationally and nationally. China has
undergone rapid economic growth and developed a unique hybrid market economy ever since its
reform and opening-up policy initiated in 1978. However, the rapid economic growth has caused
serious environmental damage, such as depletion of natural resources, climate change, and severe
ecological degradation in China [3,4]. The energy industry’s environmental practices play a crucial
role in solving environmental problems. For example, just 32 energy enterprises from the Global 500
emitted 31 percent of the world’s total greenhouse gases, including the emissions from the use of
their products [5]. China consumes the second-most energy of any country in the world, and Chinese
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energy enterprises’ environmental responsibility practices receive a lot of attention. However, their
overall environmental performance is worrying. Several incidents at Chinese energy enterprises that
involved environmental damage have been reported, such as Zijin Mining Copper Mine’s acid leakage
in 2010, cadmium pollution accident in Longjiang Rive in 2012, and Tianji Company’s aniline leakage
in 2013 [3]. Accidents at energy enterprises have a more disastrous impact on regional pollution
than those of other industries. Therefore, Chinese energy enterprises must assume environmental
responsibility, beginning with the most fundamental practices such as restoring the damage to the
environment in a timely fashion and keeping damage to the environment to a minimum. Because
the Chinese legal framework for environmental protection is still weak [6], it is important that energy
enterprises proactively assume environmental responsibility to support the harmonious coexistence of
people and nature. Furthermore, as more Chinese energy enterprises implement the “going global”
strategy, it is also necessary for the firms that pursue PCER to gain legitimate status. The “going global”
strategy means that China adapts to economic globalization, make full use of the international and
domestic markets, optimize the allocation of resources, actively pursues international cooperation and
competition, and promotes reform and development by opening up [7]. In the context of globalization,
firms are confronted with complex institutional demands [8] and can obtain legitimacy acceptance by
proactively assuming CER [9]. Corporate leaders are generally inclined to assume CER and are willing
to positively promote environmental protection, yet their response to implementing PCER may be
influenced by the relationship between PCER and Corporate Financial Performance (CFP). Therefore,
it was the main purpose of this research to clarify the relationship between PCER and CFP.

The study extends and contributes to the previous literature in 3 ways. First, many previous
studies have focused on reactive corporate environmental responsibility, but we know comparatively
little about how corporations proactively and voluntarily assume environmental responsibility [10].
Using the Golden Bee database, we constructed an index of PCER and analyzed the influence of
PCER on the studied firms’ financial performance. Golden Bee database was provided by the Golden
Bee Development Center that is the first (Corporate Social Responsibility (CSR) research institution
to publish reference books on how to prepare CSR reports in China [11]. Second, we examined the
effect of PCER on CFP in China (an emerging market). Previous literature in this field has examined
development in developed countries, specifically the Australia, United States, and Belgium [2,12,13].
However, the center of global economic growth is turning to emerging markets [14]. Even small
developing countries such as Trinidad and Tobago, have become key international players in the
energy industry trading with developed countries [15]. Large developing countries typically garner
the most attention [16]. Some large developing countries, such as Russia, India, Brazil, and China, have
obtained extremely higher economic growth than ever before from 1991 to 2010 [17]. The above four
large developing countries have been listed in the top 10 countries according to economic size since
the year 2000. China is a leading and increasingly influential developing country. China is undergoing
a transition from a planned economy to a market economy, and the institutional environment is weak
in which legal is enforced inefficiently and incomplete [4]. China’s marketplace provides a useful
sociopolitical context with much variation that is relevant to the relationship between PCER and
CFP. Third, we focused on the relationship between PCER and CFP in the energy industry. There is
existing research on the effect of CER on CFP in a variety of industries, such as the service sector [18],
manufacturing [3], and financial services sector [19]. The energy industry has the strongest impact in
the risk reduction of environmental accidents and waste, in the reuse of by-products in production,
and the restoration of a contaminated environment [12]. Therefore, it is imperative to examine the
effect of PCER on energy firm’s financial performance.

In the Section 2, this paper provides a literature review and our hypotheses. Then, it describes
the data sample and the empirical methods. The study conducts the empirical analysis in the energy
industry and provides the empirical results in the Section 4. In the Section 5, the findings and their
implications are summarized. In the Section 6, the study provides conclusions and future research.
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2. Literature Review and Hypotheses

There are many different definitions and classifications of CSR based on different theories.
According to the categories of corporate social responsiveness, CSR can be divided into Proactive
CSR and Reactive CSR [2,20]. In addition, from the view of stakeholder theory, CER is a dimension of
CSR [21] and it is a key social issue of CSR based on the Wartick and Cochran’s (1985) polices [22,23].
Integrating the above opinions, proactive CER (PCER) and reactive CER are two different kinds of
CER according to the responsiveness on CER. Reactive CER is a non-voluntary practice and just
expend the minimum level required for non-voluntary regulatory compliance [24]. PCER, as the
environmental dimension of proactive corporate social responsibility, focuses on pollution prevention,
eco-efficiency, innovation, and environmental leadership [13]. PCER is usually characterized by
adopting an internationally compliant environmental management system to minimize a firm’s
ecological impact [2].

2.1. PCER and CFP

Although there were few studies that focused exclusively on the relationship between PCER and
CFP, some researchers found a relationship between CER (or Corporate Social Responsibility (CSR))
and CFP. There is still some controversy over the idea that corporate environmental responsibility
is beneficial to financial performance. However, there are some key theories to support the passive
relationship or the positive relationship between PCER and CFP, and there are shown in Table 1.

Waddock and Graves [25] proposed that the environmental protection activities of a firm
will spend its financial resources and improve its costs involved cannot be offset by the benefits
from the environmental protection activities based on the bargaining theories. Brammer, et al. [26]
measured the implementation degree of CER based on the number of reports on an environment
system’s management. In addition, they examined the influence of CER on corporate performance
and concluded that CER has a negative effect on it. Ambec and Lanoie [27] challenged this idea
and argued that CER can lead to better CFP; they analyzed the mechanism involved in each
of the following channels to improve environmental practices: differentiating products, selling
pollution-control technology, better access to certain markets, cost of material, energy, and labor
and services. El Ghoul, et al. [28] also proposed that the cost of equity capital is lower when firms
have higher corporate environmental responsibility in manufacturing firms. Resource-based-views
can be used to strategically examine the extent that firms engage in environmental responsibility.
Aragon-Correa, et al. [29] found environmental relative proactive CSR positively affects CFP using
a resource-based perspective. Flammer [30] posited that CER generates new, competitive resources;
he also concluded that it causes a significant increase in the stock price of a firm based on an event
study around the announcement of corporate news from 1980 to 2009. Shiu and Yang [31] suggested
that CER practice provides insurance-like effects for CFP in the face of negative events.

CER as a signal can decease the impact of information asymmetry [32]. Wei, Shen, Zhou
and Li [4] used a dataset of 238 Chinese firms and found that CER practices, as a signal, have
positive effects on business.Wei, et al. [33] analyzed 126 listed firms in China and concluded that high
reputation firms can assuage firm value loss. Using a social identity theory perspective of CER signals,
Farooq, et al. [34] analyzed the mechanisms through which the internal and external CER influenced
employee identification and the subsequent outcomes. They proposed that CER actions enhance
perceived respect, which both influence employee organizational identification and its subsequent
outcomes in different ways.

Neo-institutional theory may provide key insights into the relationship between CER and CFP.
Neo-institutionalism emphasizes the nature and variety of the institutional process and regards
CER practices as a result of legitimacy [9]. In the internal and external context of taken-for-granted
institution, firms need assume various practices to cope with the legitimacy demands from the
institutional environment [15]. Correspondingly, in order to maintain firms’ legitimacy, firms have
to respond to environmental problems along their business operations [8]. Legitimacy means that
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the actions of an entity are proper, appropriate or desirable in accordance with norm, value, beliefs
and definitions within a socially constructed system [16,35]. If firms do not behave in a manner
deemed to be socially correct, they will lose legitimacy [36]. Legitimacy can help the company
gain unrestricted access to markets, provide the company with access to resources, and improve its
long-term profit [11,37].

Because PCER is often characterized by adopting internationally compliant environmental
management systems, it helps to build a firm’s legitimacy and credibility in the international system.
There are also some authors who analyzed the relationship between PCER and CFP based on
technological innovation. Environmental responsibility is a major driver of firm innovation and
affects firm performance [38]. Torugsa, O'Donohue and Hecker [2] found that innovation resulting
from PCER can improve production efficiencies and increase the firm’s financial performance by using
data from sample of 171 small and medium enterprises in Australia. Chang [39] used data from
the Taiwanese manufacturing industry and found that PCER can enhance green product innovation
performance. Therefore, we suggested the following:

Hypothesis 1: PCER positively influences CFP.

Table 1. The main supporting theories for the relationship between proactive corporate environmental
responsibility (PCER) and CFP.

The Supporting
Theory Standpoint Definition of the Theory Influencing Mechanism on the Relationship

Between PCER and CFP

Bargaining
theory

Negative
relationship

This theory keeps the firm not as
a production function but as a governance
structure and admits that Minimizing
transaction costs is the best governance
structure [40].

The environmental protection activities of
a firm will spend its financial resources and
improve its costs involved cannot be offset by
the benefits from the environmental protection
activities [3,25].

Resource-based
theory

Positive
relationship

A firm’s competitive advantage depends
on inside and external resources. The
resources are composed of tangible
resources, intangible resources and
personnel-based resources [41].

CER generates new, competitive resources [30]
and provides insurance-like effects for CFP in
the face of negative events [31].

signaling theory Positive
relationship

Signaling process begin to work, only if it
receive the signal what it is looking for [42].

Firm send a signal of CER practice and
therefore gain legitimate status [4].

social identity
theory

Positive
relationship

Organizational identification refer to
a perception that the individual evaluate
himself or herself according to the
organization of which he or she is
attached to [43].

CER has become a key driver of employee
identification and influence their subsequent
outcomes [34].

Neo-institutional
theory

Positive
relationship

Neo-institutionalism emphasizes the nature
and variety of the institutional process and
regards CER practices as a result of
legitimacy [9].

CER practice help firm obtain legitimacy and
make the company gain unrestricted access to
markets, provide the company with access to
resources, and improve its long-term profit
[11,37].

2.2. The Influence of Private Ownership on the Relationship Between the PCER and CFP

There has been some research about ownership. For example, Hong [44] proposed that private
entrepreneurs can increase their influence in the Chinese economic spheres through contributing to
charitable causes based on an analysis of the 5 main private business groups in China. Using a 1995
survey of 2879 Chinese private entrepreneurs, Ma and Parish [45] suggested that at least the 1990s
private enterprises exchanged corporate donations for social status and legitimacy. Wang and Qian [46]
used data from Chinese firms from 2001–2006 to propose that firm philanthropy has a stronger effect
on CFP for privately-owned firms than for state-owned firms

Ownership is a key factor that we must consider when analyzing the influencing factors of Chinese
firms’ financial performance Wang, et al. [47]. In the early 1990s, the Chinese government began
privatizing reforms at state-owned firms and actively promoted the development of privately owned
firms. State-owned firms do not worry about legitimacy as much as the leaders of privately-owned
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firms [11]. Comparatively, privately-owned firms wanted to maintain their legitimacy in the eyes of the
public and government. Legitimacy can help companies obtain access to unrestricted access to markets,
gain resources, and improve their long-term profit [11,37]. Engaging with the principles of CER was
a response to policy signals, and it showed that they positively accept government initiatives. Hence,
some firms took a more proactive role, going above and beyond what was required by the standards,
in improving sustainable environment [2]. Hu, et al. [48] found that private and foreign equity offered
a greater incentive to corporate performance and correspondingly boosted financial performance.
Moderators describe the conditions under which CER practice has effect on outcomes, while mediators
presents the underlying mechanisms of why CSR initiatives influence outcomes [49,50]. This study
concerns the relationship between the PCER and CFP under the condition of private ownership,
therefore we regard private ownership as a moderator between PCER and CFP. Thus, we suggested
the following:

Hypothesis 2: Private ownership enhances the relationship between the relationship of PCER and CFP.

2.3. The Influence of Past Performance on the Relationship Between the PCER and CFP

A firm’s stakeholders are generally interested in PCER, yet they may be constrained by the
firm’s financial situation. When firms are in financial distress, they are not able to assume more
responsibility [51]. Highly profitable firms are more readily able to take a pragmatic approach to
legitimacy such as better-quality products to consumers and fewer emission of wastes and poisonous
gases to the community [35,52]. If a firm performs better, it will have more financial and physical
resources to engage in PCER practices and subsequently promote the improvement of the firm’s
financial performance.

The literature shows that leadership also contributes to PCER engagement [53]. However,
the extent that top leadership is concerned with CER is influenced by the firm’s financial
performance [54]. However, top leadership faces the vexing reality that they must balance the
relationship between rival financial and societal demands. Therefore, we suggested the following:

Hypothesis 3: The positive relationship between PCER and CFP increases with the level of the firm’s
past financial performance.

3. Research Methods

3.1. Sample and Data

We examined data from 44 energy enterprises distributed in 5 different industries, shown in
Table 2. We applied China’s national industry classification to our samples. There were 11 enterprises
in coal mining and washing, 2 enterprises in oil and gas mining, 2 enterprises in ferrous metal mining,
8 enterprises in non-ferrous metal mining, and 21 enterprises in electric, heating, natural gas, and water
production and supply. Among these, there were 2 privately-owned and 42 state-owned enterprises.
The data sources used were the Golden Bee CSR reporting rating database and the China Stock Market
and Accounting Research (CSMAR) database. The Golden Bee’s indicators of CSR are different from
The Global Reporting Initiative (GRI) Standards. The requirement of GRI standards are much stricter
to the developing country’s firms. For example, the acquisition of the environmental information’s
disclosure needs a lot of manpower and cost. According to the Golden Bee’s statistical results, there is
just 21.21% CSR reports of China’s firms based on GRI4 in 2017. CSR standards must be instructive
and be adapted to the development level of region. The Golden Bee’s indicators of CSR are constructed
combining with the national conditions of China. They are divided into 12 sub-indexes based on
stakeholder theory and each sub-index has its own detailed index system. Golden Bee’s CSR rating
database is becoming more popular with Chinese firms [55].
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Data base and estimation method are the key factors in the empirical research. Samples data are
mainly divide into cross-sectional data and longitudinal data in the relative research of CSR. Aguinis
and Glavas [49] concluded that there is primarily tendency to the cross-sectional data at a time in the
present research on CSR that cannot provide causal interpretation. Furthermore, these cross-sectional
data mainly originate from questionnaire and its reliability is sometimes a concern [56,57]. CER practice
and its outcomes both place over time and longitudinal data can provide this condition. The 44 sample
firms’ data of the research from 2009 to 2014 provide data security on causal analysis.

Table 2. Industry and Ownership Distribution.

Industry Description Industry Code State-Owned Privately-Owned Sum of State-Owned and
Privately-Owned

Coal Mining and Washing B06 11 1 12
Oil and Gas Mining B07 2 0 2

Ferrous Metal Ore Mining B08 2 0 2
Non-Ferrous Metal Ore Mining B09 6 0 6

Electric Power and Heating Power
Generation D44 21 1 22

Total 42 2 44

3.2. Measures

3.2.1. Dependent Variable

The ROA is the return on assets and is recognized as the best performance measure to use in
China [58]. Because there is often a lag between corporate social and environmental behaviors and
their impact on CFP [59], the effect of the PCER on CFP was evaluated in terms of the subsequent ROA.

3.2.2. Independent Variable

A lack of measurement options for CER is a major shortcoming in CER research [60]. The study
constructed the PCER index, which is different from the index of reactive corporate environmental
responsibility. The PCER was measured by 5 items based on the previous literature and the Golden
Bee database. The index included training in environmental protection consciousness, training funds
for environmental protection, advocating employee participation in environmental public welfare
activities, the pursuit of 0 emissions during production and application, and special funds to support
the conservation and utilization of resources. The proactive environmental responsibility score range
was (0, 5).

3.2.3. Moderating Variables

The “Private ownership” was given a dummy code of 0 if the ultimate owner of a firm was
State-owned; otherwise, it was assigned a value of 1. Past financial performance was calculated as the
ROA lagging by 1 year [46,61].

3.2.4. Control Variables

The firm size was assessed as the natural log of the total assets, which is a key variable in analyzing
the relationship between social and financial performance [46]. We included 12 industry dummies to
control the possible differences in PCER engagement across industries. Reporting age was the number
of years since the firm released a CSR report.

4. Results

The summary statistics for the variables is shown in Table 3. These variables are the ROA, PCER,
firm size, ownership, industry dummy, and reporting age.

The structural equation modeling (SEM) and regression analysis are the two mainstream analysis
methods in empirical analysis. SEM is a statistical method and is not a method for causal analysis and
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regression analysis is an causal analysis [2]. Therefore, the research performs multivariate regression
to examine the influence of PCER on CFP.

The form of the model is as follows:

ROAit = α + β1 · ROAit−1 + β2 · Firm size + β3 · PCERt−1 + β4·PCERit−1 · ROAit−1 + β5·PCERit−1 · Ownership+
+β6 · Ownership + β7 · Industry dummy + β8 · Ownership + β7 · Reporting age + ε

(1)

where α is the intercept. β1 to β7 denotes the regression coefficients, and ε denotes the stochastic shocks.

Table 3. Descriptive Statistics for the Variables.

Variables Obs Mean SD Min. Max.

ROA 254 0.045 0.069 −0.691 0.2085
PCER 190 1.105 1.048 0 4

Firm size 216 23.822 1.729 20.416 28.482
Private ownership 254 0.047 0.212 0 1

Reporting age 264 6.136 0.945 3 9

The correlations for the variables are provided in Table 4. It shows that the ROAt-1, PCERt-1, firm
size, and ownership have a positive correlation with the ROA. Reporting age has a negative correlation
with the ROA.

Table 4. Correlations for the Variables.

Variables 1 2 3 4 5

ROA 1
ROAt-1 0.7035
PCERt-1 0.1472 0.0154
Firm size 0.0804 0.1091 0.153

Private ownership 0.1514 0.1843 0.0909 −0.0426
Reporting age −0.0535 −0.1317 −0.1172 −0.136 0.0163

Five models were developed in our research, and these are shown in Table 5. Model 1 was the
control model. We introduced the previous ROA, Firm size, Private ownership, Industry dummy,
and Reporting age as the control variables. Model 2 was used to test PCERt’s influence on the ROA.
Other variables included the intercepts and control variables, such as the previous ROA, Firm Size,
Private ownership, Industry dummy, and Reporting age. Model 2 shows that PCERt has no significant
influence on CFP in the energy industry. Model 3 was used to test Hypothesis 1. It showed that
the PCER t-1 has an important influence on the CFP. In Model 4, we assessed the moderating effects
(Hypothesis 2 and Hypothesis 3) of ownership and past financial performance on the CFP. The R2
values of the models ranged from 0.095% to 0.444%. Model 4 shows that the inter-coupling effect
between PCERt-1 and private ownership has positive moderating effects on the firm’s financial
performance. In this way, Hypothesis 2 is also supported by our results. The results for Model 4 indicate
that the final performance does not have a moderating effect on the PCER and CFP. Consequently,
we rejected Hypothesis 3, which was contrary to our expectations. What needs to be mentioned
is that Private ownership was concluded in above each model, but its coefficient was omitted in
each regression.

Because we focus on the energy industry characterized with monopoly, the number of firms is
comparably not so much. On the other hand, it is not mandatory to issue CSR reports so that the
companies’ samples become less that could be used in the research. Among of the 44 firms, the biggest
size is Petro China Company limited with total assets of 2340 billion Yuan and the small size is
Chongqing Fuling Electric Power Industrial Company limited with total assets of 736 million Yuan.
These 44 firms provide representations of China’s energy firms.
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This samples data is longitudinal data. Longitudinal data can been used to explain the causality
of the correlations [4]. In the previous study, there are large data sets that include hundreds of
firms, but some of them consist of cross-sectional data. Aguinis and Glavas [49] concluded that
there are primarily tendency to the cross-sectional data at a time in the present research on CSR that
cannot provide causal interpretation. Furthermore, these cross-sectional data mainly originate from
questionnaire and its reliability is sometimes a concern [56,57]. CER practice and its outcomes both
place over time and longitudinal data can provide this condition. The 44 sample firms’ data of the
research from 2009 to 2014 provide data security on causal analysis. Therefore, we are sure that the
empirical result based on 143 firm-year observations of longitudinal data is worth convincing.

Table 5. Regression of PCER on CFP.

Variables Model 1 Model 2 Model 3 Model 4 Model 5

ROAt-1
0.374 *** 0.450 *** 0.411 *** 0.569 *** 1.599 **

(2.86) (3.26) (2.69) (2.90) (2.47)

Firm Size
−0.024 * −0.017 0.004 0.001 0.025
(−1.80) (−1.16) (0.24) (0.05) (0.68)

PCERt
−0.004
(−1.23)

PCERt-1
0.007 * 0.009 * 0.054 **
(1.78) (1.92) (2.03)

PCERt-1 * ROAt-1
−0.084 −0.383
(−1.52) (−1.15)

PCERt-1 * Private ownership 0.040 ** 0.043 *
(2.26) (1.79)

Industry Dummy YES YES YES YES YES
Reporting age YES YES YES YES YES

_cons 0.612 * 0.443 −0.074 −0.009
(1.88) (1.23) (−0.19) (-0.02)

r2_a 0.095 0.152 0.455 0.444
Observations 168 151 143 143 127

Sargan test 0.536

* (p < 0.1); ** (p < 0.05); *** (p < 0.01).

We examined the potential endogeneity in the empirical study. There were 3 possible reasons for
endogeneity in this work. First, there may have been a measurement error in the PCER data. Second,
we may have omitted variables that were correlated with both the PCER and CFP, which may not be
included on the right side of Equation (1). Third, there may be mutual causality between the dependent
variable and independent variables. In order to mitigate the endogeneity issue, we used the dynamic
system GMM method in Model 5. We used PCERt, the first lag of the log of the total assets and the
first lag of the log of the employees’ number as the instrument variables. The p-value of the Sargan
test was 0.536. This result indicates that over-identifying restrictions for GMM were accepted, and the
instrumental variables were exogenous. We found a statistically significant effect of PCER on CFP in
Chinese energy industry.

5. Discussion

5.1. Theoretical Contributions

First, this study extends the CSR literature. Although there is some accumulation of the literature
on CSR and CER, few studies focus on PCER. PCER is a voluntarily environmental practice and a kind
of CER which go beyond regulatory requirement. In the context of globalization, the strict division
of environmental responsibility has become vague and PCER become more and more important.
The study constructed PCER indicators based on the previous literature and availability of data.
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In addition, the study explored the influence of PCER on CFP which directly affect the firm’s CER
strategy. It proposed the hypothesis that PCER has a positive effect on CFP based on the resource-based
theory, signaling theory and neo-institutional theory. The results strongly support the hypothesis and
the study enriches the relative literature of PCER.

Second, this study extends property rights theory by investigating the private ownership’s
influence on the relationship between PCER and CFP in the context of weak institution system.
With the reform of property rights, private property rights obtained legitimate status in 2004 in
China. Although they keep booming development, China’s privately-owned firms have experienced
social and political discriminations, and are faced with the challenge to the legitimacy in their own
markets [62]. When privately-owned firms choose to internationalize, legitimacy is still a challenge
that they must be accepted. CSR practice is an effective strategy to obtain legitimate status [63] and
legitimacy can help firms to access market resources and competitive advantages. This empirical result
testified that privately-owned firms has the positive effect on the relationship between the PCER and
CFP in a weak institutional situation.

In addition, our results indicate that past performance does not have a moderating effect on
the relationship between PCER and CFP. We think this result may be mainly related to our samples.
Table 1 shows that there are 42 state-owned energy firms and only 2 privately-owned energy firms.
State-owned firms can allocate key business resources such as licenses, subsidies, project approvals,
and permits [62]. Compared with privately-owned firms, state-owned firms obtained more benefits
in the form of government backing and resources, and in general, were less responsive to changes in
their financial positions [11]. In this way, past performance has no positive moderating effect on the
relationship between the PCER and CFP for most state-owned energy firms. Second, privately owned
energy firms may voluntarily pay to implement PCER for legitimacy, neglecting their financial position.
Third, a firm’s mission is an important predictor of CSR engagement [49,64]. Firms affiliated with
environmentally sensitive industries have been paid more attention in environmental responsibility
practices [65], which may also lead them to consider financial position less important.

This study extends the CER literature by identify PCER, construct constructed PCER indicators
and explore the relationship between PCER and CFP. This study also extends property rights
perspective by exploring the private ownership’s influence on the relationship between PCER and
CFP in weak institutional system. These findings on the relationship between PCER and CFP have key
implications for other emerging economics, such as Russia, India, Brazil and Niger, where institutional
systems are not yet well established [4].

5.2. Policy Implications

Our research yields value to government policy makers. If governmental regulations and
guidelines for promoting firms’ environmental responsibility practices are ambiguous or uncertain,
there may be non-comparable and uneven environmental responsibility practices among firms. For this
reason, the central governments must provide more detailed guidance to encourage PCER, for example,
implement strict punishment mechanism to negative behavior that affects environment. In addition,
the central government should actively promote the internationalization of domestic enterprises,
because returnee directors, executives and foreign investor introduce advanced institution into
China [14]. Internationalization can help firms facilitate the process of legalization and access more
global resources.

It is worth mentioning that provincial government play an key role in facilitating laws and policy
enforcement in China [3,66]. Therefore, the central government must stimulate provincial government
to strictly enforce relative environmental regulations and vigorously promote “going global” strategy.

5.3. Managerial Implications

Our analysis demonstrated that PCER and CFP are not mutually exclusive. We content that PCER
practice can help firms gain legitimacy and access resources and support from government. Firms’
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leaders should engage in PCER strategy for accessing more munificent and efficient foreign market.
Adoption of PCER is necessary to make improvements in the company’s financial performance in the
next year. Therefore, energy enterprises may actively identify and adopt those elements of the related
PCER. Based on the above empirical results, enterprises should be active in the training employees
in environmental protection consciousness and the pursuit of 0 emissions during production and
application. In addition, special funds to support the conservation and utilization of resources should
be established, which can decrease the production cost and increase green product innovation that
enhances firms’ competitive advantages. The more self-regulated enterprises can gain more return.

The results show that private ownership has a positive influence on the relationship between
PCER and CFP. State-owned firms benefit from government backing and resources, and their actions,
including proactive environmental responsibility practices, are relatively less constrained by their
financial position [11]. Privately-owned enterprises are still a relatively new organizational form in
China and suffer from a lack of economic legitimacy. Private enterprises want to survive and thrive in
the Chinese economy, they must actively implement PCER to obtain legitimacy and political access.
By implementing PCER, privately-owned enterprises can obtain goodwill from government regulators
and get access to resources from the government, which facilitates CFP.

In addition, this research is focused on a specific industry-energy industry and the empirical
result has become more pertinent. Industry associations have played a growing role in emerging
market [15]. Developing country can construct a “green alliances” based on industry associations and
jointly engage in PECR strategy. It may more efficiently aggregate bad impression owing to weak
institutional conditions of their home countries and create positive externalities.

6. Conclusions

The study shows that an energy enterprise’s PCER has a positive effect on CFP even after
controlling for issues related to endogeneity and omitted variables, and further showed that private
ownership has positive influence on the relationship between PCER and CFP. The study extends
CSR literature and property rights theory. The study has also generated value on policy practice.
Government should implement institutions system and promote the internationalization of domestic
enterprises. These empirical results provide a reference for the environmental responsibility practices
of domestic and foreign firms. Firms in developing countries are faced with ethical dilemmas because
the legal system is still imperfect in developing countries. The experiences and development of the
PCER practices in China have important implications for other developing nations’ economies. Firms
should emphasize PCER practices to take wider environmental concerns into consideration.

There were some limitations to this study. First, there were only 2 privately-owned firms among
the 44 sample firms, which may be related to the nature of the energy industry itself. However, in order
to further enhance the credibility of our results, we need to further increase the sample capacity of
enterprises especially in privately-owned enterprises. Another limitation of the study is that there
were an insufficient number of mechanisms for analyzing the PCER’s effect on financial performance.

Based on the above, we identified several areas of future research. First, we will examine the
influence of other potential factors that affect the relationship between PCER and CFP. For example,
different local governments may have different regulations and guidelines. We will study the local
government’s effect on the relationship between PCER and CFP. Second, the underlying mechanisms
by which PCER affects CFP will be further elucidated. In addition, we will utilize all of the necessary
information disclosed by the listed firms to have sufficient data to expand the study of the relationship
between PCER and CFP.
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