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Abstract

This paper investigates whether and how the regulatory environment shapes firm-level ESG performance. Using a sample of firms cross-listed in the
Chinese mainland and the Hong Kong China stock markets, we find that a stricter regulatory framework brings better firm-level ESG performance. This
positive impact on ESG performance 1s more profound in firms with higher degrees of reputational pressure, which supports the reputational bonding
hypothesis. We also find that the Hong Kong China market demonstrates stronger ESG endorsement for cross-listed firms. In general, our findings
highlight the importance of a stringent regulatory environment and justify regulatory modifications in regions that do not yet mandate ESG disclosure.

Results

Background

* ESG has become a core global agenda in sustainable development

i : e
and green finance. Main Finding:
 Heterogeneity in ESG policies across countries leads to varying Cross-listed  firms  exhibit  significantly  higher  ESG
levels of ESG performance. performance compared to non-cross-listed firms.
 Hong Kong China has mandated ESG disclosure, fostering a market Tablez
. . . . ross-11sting an performance.
with high shareholder engagement. In contrast, the Chinese mainland I 2 3 4 5
0 2 Crosslist 0.783%%* 0.250%** 0.229%** 0.323%** 0.304%**
maintains a voluntary framework. ©.036) (©.036) (©.036) ©.036) ©.036)
* Cross-listing between Chinese mainland and Hong Kong China v 0.005) 0.006) 0015} 0.006)
. . . . . Age,_, —0.108*** —0.103*** —0.114%** —0.109*
provides a quasi-natural experiment due to distinct regulatory (0.007) 0.007) (0.007) ©.007)
. ROA,_, 4.873%** 4.749%** 5.199%** 5.071%**
environments. (0.132) (0.131) (0.133) (0.133)

Lev,_, —0.526%** —0.590** —0.635%** —0.690***
(0.034) (0.035) (0.035) (0.036)

- - EBTIDAmar,_, —0.205%** —0.203*** —0.358%** —0.349%**
ObJ eCtlve S (0.039) (0.039) (0.041) (0.041)
Constant 4.063%** —1.148*** —1.370%** —1.043%** —1.253***
(0.006) (0.110) (0.114) (0.110) (0.114)
Industry FE No No No Yes Yes
* To examine whether stricter regulatory environments improve firm- earte N, N b e e
level ESG performance. Adjusted R- 0.011 0.163 0.168 0.179 0.184
. . . . Note: Heteroskedasticity-robust standard errors in parentheses,  p < 0.1, %% p < 0.03, %%% p < 0.01.
 To 1investigate the channel through which regulatory stringency Ch [ Analvsi
. Y .
influences ESG. annel Analysis.
e To provide policy implications for enhancing ESG disclosure The positive effect of cross-listing 1s stronger for firms under higher
frameworks, especially in emerging markets. reputational pressure.

Coefficients are larger for firms in:
Environmentally sensitive industries.
Key pollution-monitoring units.

Methodology

 Data: The sample consists of Chinese firms listed exclusively on the Firms with low information transparency.
mainland market and firms cross-listed on both the Chinese mainland  Market Reaction:
and Hong Kong markets. Hong Kong China market reacts positively to ESG improvements.

* Variables: ESG rating, dummy variable denoting cross-listed status, Chinese mainland market shows no significant reaction to ESG
controls (e.g., size, age, ROA, leverage). Improvements.

* Analysis: Regression analysis with year and industry fixed effects.
* Subgroup Analysis: Differentiated by environmental sensitivity, key
pollution-monitoring status, and company transparency.

* Robustness: Alternative ESG ratings, treatment effect model,
propensity score ma‘[ehing’ and prerequisite validation. * Cross-listed firms (IISth in both Hong KOIlg China and the Chinese

mainland) exhibit significantly higher ESG performance than those

listed only in the Chinese mainland market.

Reputational bonding 1s a key mechanism: firms facing stronger

reputational concerns are more motivated to enhance their ESG

practices to build credibility.

Hong Kong China market responds positively to ESG improvements,

while Chinese mainland market shows no significant reaction,

indicating investor preference differences.

* Findings support the importance of establishing stringent regulatory
frameworks in promoting ESG performance, particularly in emerging
markets.

Conclusion
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