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ABSTRACT
Corporate Social Responsibility (CSR) is considered as an import-
ant business agenda in the current age. Based on the data of A-
share listed companies from 2010 to 2020, this study used a
fixed-effect model, heterogeneity analysis and intermediary effect
test to investigate the relationship between parent-subsidiary
geographical distance and CSR. Our study findings revealed that
the parent-subsidiary companies’ geographic distance has a nega-
tive effect on CSR. Results of our study further indicated that the
effect was more stronger for non-state-owned enterprises and the
firms in the eastern region. Findings of our study also reported
that the enterprise internal control had an obvious mediating
effect in the association among parent-subsidiary companies’ geo-
graphic distance and CSR. The government needs to reinforce
legal construction, actively guide enterprises to perform CSR
through incentive measures, and implement special supervision
on enterprises with a large number of subsidiaries. This study not
only enriches the literature on the factors influencing corporate
social responsibility but also provides a theoretical perspective
and important ideas for the effective implementation of regional
diversification and the improvement of CSR levels in practice.
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1. Introduction

Recently, CSR has attracted a lot of attention, to explore the determinants of CSR,
several studies have focused on the factors such as corporate financial characteristics
(Fiedler et al., 2021; Muhammad et al., 2019), executive characteristics (Faraudello
et al., 2020; Fernandez-Feijoo et al., 2012; Luo & Moon, 2021; McCarthy et al., 2017;
Okafor & Ujah, 2020; Rao & Tilt, 2016; Rosnan et al., 2013), corporate governance
(Chijoke-Mgbame et al., 2019; Garas & ElMassah, 2018; Ozturk, 2011; Ruangviset
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et al., 2014; Tang et al., 2020; Zaman et al., 2020), ownership (B�arcena-Ruiz &
Sagasta, 2021; Guo & Zheng, 2021), external environment or institutional factors
(Cahan et al., 2015; Chen et al., 2019; El Ghoul et al., 2019; Ioannou & Serafeim,
2012; Ozturk, 2016). However, there are few literature analyzing CSR from the per-
spective of corporate geographic factors. Shi et al. (2017) considered American listed
companies as samples and, based on the background of regional diversification, found
that geographic dispersion is a factor that negatively affects CSR; in other words, geo-
graphically discrete firms manage to have less CSR scores.

From a macro perspective, CSR as a social appeal, will be significantly affected by
the external environment and institutional factors, such as public opinion environ-
ment, media attention, and marketization process (Cahan et al., 2015; Chen et al.,
2019; El Ghoul et al., 2019; Zyglidopoulos et al., 2012). Other studies have shown
that the political connection between the enterprise and the government will promote
the fulfillment of CSR (Huang & Zhao, 2016; Ji et al.,2020; Nguyen et al., 2021; Su &
He, 2010). Industry associations can significantly improve corporate social responsi-
bility performance. That is, compared with firms that have not participated in indus-
try associations, firms that have participated in industry associations have a
significantly higher investment in social responsibilities such as treating employees,
protecting the environment, and charitable donations. From a personal perspective,
the personal characteristics of corporate executives, such as gender (Faraudello et al.,
2020; Fernandez-Feijoo et al., 2012; Manner, 2010), ethics (Huimin & Ryan, 2011;
R�ıos-Manr�ıquez et al., 2021; Rosnan et al., 2013), and self-confidence (McCarthy
et al., 2017) also affect CSR. In addition, based on the upper echelons perspective,
some scholars found that top management team (TMT) heterogeneity (social capital
heterogeneity, tenure heterogeneity, educational specialty heterogeneity, and age het-
erogeneity) also had a significant impact on CSR (Chen et al.,2019; Hafsi & Turgut,
2013; Rao & Tilt, 2016; Ratri et al., 2021).

Geographical diversification is the expansion of enterprises in different geograph-
ical sub-markets through horizontal or vertical integration, which is an important
strategic means for business development, and as well as is an interesting research
topic in theoretical circles. The influence of geographic diversification on corporate
decision-making, corporate stock returns, funding costs, credit supply, risk implica-
tions, earnings management and corporate value has been the focus of scholars in the
past decade (Boubaker et al., 2019; Davide & Joana, 2021; Fahad & Wang, 2018;
Levine et al., 2021; Mammen et al.,2021; Ozturk, 2017; Shi et al., 2015). A direct
manifestation of geographic diversification is the increase of subsidiaries in different
locations. The number and distribution of subsidiaries have broadened the space
geography distance between them and their parent companies, aggravating the geo-
graphic dispersion of the enterprise, which has a significant impact on information
asymmetry and agency costs (Cashman et al., 2019; El Ghoul et al., 2013), and is
bound to affect corporate decisions, corporate risk and corporate governance (Fahad
& Wang, 2020; Fitania & Firmansyah, 2020; Mammen et al.,2021). Based on this,
some researchers have done work on the effect of parent-subsidiary companies’ geo-
graphic distance on the company’s value, corporate governance, internal control, cor-
porate investment behavior, corporate efficiency, and audit quality in the context of
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geographic diversification. However, the issue of how the parent-subsidiary compa-
nies’ geographic distance affects CSR is ignored.

As an important way to improve market share and market competitiveness at
home and abroad, geographic diversification is becoming increasingly popular among
enterprises. Given the broad implementation of geographic diversification, it has
gradually become the focus of scholars in the theoretical field. Some domestic and
foreign studies began to emphasize the importance of geographic diversification and
discussed the influence of geographic diversification on company’s risk (Mammen
et al., 2021), corporate profitability (Shi et al., 2015; Subramaniam & Wasiuzzaman,
2019), firm performance (Song & Kang, 2019) and so on in the context of geographic
diversification. For example, Mammen et al. (2021) found that total geographic diver-
sification increases enterprise risk. Subramaniam and Wasiuzzaman (2019) found that
geographical diversification had a positive impact on the profitability of small and
medium-sized enterprises by using the data of Malaysian listed companies from 2010
to 2013. Song and Kang (2019) used data of 258U.S. accommodation enterprises
from 1990 to 2015 and found that geographical diversification has a positive and sig-
nificant impact on corporate performance. Shi et al. (2015) studied the impact of geo-
graphic dispersion on the earnings management for some of the listed companies in
the United States from 1994 to 2011 and found that geographically dispersed compa-
nies have lesser accrual-based management and advanced actual earnings manage-
ment system compared to geographically focused enterprises.

Based on the research status of these two aspects, an abundance of studies clearly
exists on the influencing factors of CSR and regional diversification and its conse-
quences. However, there are few studies on regional diversification or geographic fac-
tors of enterprises and CSR. Based on the geographic diversification background, they
measured the geographic dispersion according to the number of states in which these
companies operate, and found that geographic dispersion has an apparent negative
influence over CSR, while ignoring the influence of parent-subsidiary companies’ geo-
graphic distances. Hence, based on the geographic diversification background of
China’s actual situation, this study discusses the impact of parent-subsidiary compa-
nies’ geographic distance on Chinese CSR from the viewpoint of the individual het-
erogeneity of parent-subsidiary enterprises, which will supplement the existing
literature and has certain theoretical value.

Based on the above, this study selects data on Chinese A-share listed companies
from 2010 to 2020. Firstly, we assess the direct relationship between the parent-sub-
sidiary companies’ geographic distance and CSR. Secondly, we split sample data to
compare and analyze the effect of parent-subsidiary companies’ geographical distance
on CSR. Specifically, according to the nature of property rights of Chinese enterprises
and the regions where the enterprises are located, we divide the sample into state-
owned enterprises and non-state-owned enterprises, enterprises in the eastern region,
and enterprises in the midwestern regions. In China, there are large differences in the
development goals, positioning and governance models of enterprises with different
property rights, which will directly affect the firm’s management and strategic deci-
sions. Existing literature studies have proved that non-state-owned enterprises’ aware-
ness and performance of social responsibility still have a big disparity with state-
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owned Chinese companies, and have taken more social obligations (Huang & Zhao,
2016). Therefore, when discussing the impact of parent-subsidiary companies’ geo-
graphic distance on CSR, it is necessary to consider the property rights of the enter-
prise. In addition, China has a vast territory, and the economic development level
and marketization process in different regions are very different. Enterprises tend to
be more cautious in their decision-making, and many factors such as regional eco-
nomic development level and institutional environment need to be considered com-
prehensively. The development strategies and decision-making of enterprises in
different regions are also different. Therefore, it is essential to reflect the effect of
regional differences. Finally, few studies have shown that in the process where the
parent-subsidiary companies’ geographic distance affects corporate value and audit
quality, corporate internal control often has an intermediary role. Therefore, the study
also considers internal control factors and explores whether the parent-subsidiary
companies’ geographic distance has an indirect impact on CSR?

There are three main contributions to this research. Firstly, we prove that in the con-
text of geographic diversification, the parent-subsidiary companies’ geographic distance
can significantly affect CSR. Notably, the research by Shi et al. (2017) has proved that in
the context of geographic diversification, the geographic dispersion of enterprises is a
negative factor affecting CSR. But their research was based on the states numbers where
the company functions, without taking into account the factors of geographic distance.
This is the difference between our study and theirs. In addition, the existing research
typically studied the affecting elements of CSR from the overall viewpoint of listed com-
panies, such as enterprise characteristics (Finegold et al., 2010; Nguyen et al., 2021), cor-
porate culture (Soschinski et al., 2021). It defaults to the assumption that the parent and
subsidiary are homogeneous in space geography, thus ignoring the influence of the
parent’s and subsidiary’s individual heterogeneity as an enterprise component. We cre-
atively explore the impact of geographical distance of subsidiaries on CSR. Secondly, we
prove that under different corporate property rights and regional, the parent-subsidiary
companies’ geographic distance has different impacts on CSR. That is, the impact is par-
ticularly obvious in non-state-owned companies and enterprises of the eastern region.
These conclusions enrich the study on state-owned enterprises and regional differences
of enterprises. Finally, based on the relationship between parent-subsidiary companies’
geographical distance and CSR, we find that internal control has an intermediary effect,
which makes up for the deficiency of current research.

The research will focus on understanding the specific impact of the parent-
subsidiary companies’ geographical distance on CSR’, and whether this impact will be
different due to property rights and regions of enterprises. In addition, researchers
will also explore the affects path to parent-subsidiary companies’ geographical dis-
tance on CSR and what role internal control will play in it.

2. Theoretical analysis and research hypotheses

2.1. The direct impact of parent-subsidiary companies’ geographic distance on CSR

Previous studies found that geographical location has different effects on corporate
social responsibility. Non-local long-term institutional ownership has a negative
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impact on CSR, but local long-term institutional ownership has a positive impact on
CSR (Chang et al., 2021). This study simply divides the geographical characteristics of
enterprises into local institutional ownership and non-local institutional ownership,
ignoring the geographical distance between enterprises and ownership institutions.
Boeprasert (2012) showed that firms whose headquarters are farther away from big
cities have higher social responsibility scores (Boeprasert, 2012), but this finding does
not take into account the geographic dispersion of firms. A firm that has its’ head-
quarters far from a big city is not necessarily geographically centralized. In other
words, firms headquartered far from big cities may be geographically dispersed given
the implementation of a regional diversification strategy, thus further affecting the
implementation of CSR. We attempt to comprehend the association between parent-
subsidiary companies’ geographic distance and CSR from the following two aspects.

Alternatively, from the outlook of information asymmetry and agency cost effect,
geographic diversification increases the number of subsidiaries in different places,
which enlarges the space geographic distance among forms the geographic dispersion
of enterprises and parent and subsidiary companies. However, it also intensifies the
information asymmetry and agency problem between subsidiary and parent compa-
nies. The problem of information asymmetry caused by distance is more obvious
(Ayari, 2010; Cashman et al., 2019). Further parent-subsidiary companies’ geographic
distance results in greater information asymmetry and, thus, easier inducement of
opportunistic behavior by management. At the same time, Von Zedtwitz and
Gassmann (2002) believe that distance affects the frequency and quality of communi-
cation, increases transaction costs, and aggravates the principal-agent problem. The
increasing distance of parent-subsidiary companies’ extends the agency chain of listed
companies and increases the complexity of the agency structure and costs, which
facilitates the opportunistic behavior of enterprise management authorities. In this
information age with a developed network, although network media and electronic
communication equipment shorten the space-time interval of human society, it has
not really solved the information asymmetry and agency problems. The influence of
geographic distance on the information asymmetry and agency problems is still sig-
nificant. To seize on its own best interests, management often neglects to protect the
interests of all stakeholders, thus reducing the enthusiasm of fulfilling CSR.

From the viewpoint of idle resources theory, fulfilling social responsibility as a
strategic decision of an enterprise may be restricted by idle resources. In general,
these resources can not only respond to the changes in enterprise internal and exter-
nal environment pressure, guaranteeing normal operation and survival of enterprises
(Buchholtz et al., 1999). They can also help enterprises actively maintain relationships
with various stakeholders, such as consumers, employees, and the government, and
pay more attention to environmental protection (Waddock & Graves, 1997). In con-
trast, even if enterprises are willing to maintain their good corporate citizenship
image by actively abiding by social laws and regulations, serving the public, protecting
the environment, and donating, they must consider their actual number of existing
resources. However, the increase in the variances between parent and subsidiaries
apparently increases the difficulty of enterprise groups’ managing and controlling
companies and management costs, resulting in a certain degree of internal resource
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consumption. Therefore, companies are more inclined to maintain their financial
flexibility and use spare resources (especially financial resources) to maintain the
enterprises’ investments and daily operations alleviate external financing constraints,
and cope with cost increases-all of which are more practical activities than the fulfill-
ing of social responsibility requirements. Therefore, enterprises do not pay much
attention to CSR, and the resources invested in CSR are greatly reduced. In the light
of following analysis, this manuscript proposes the following hypotheses.

H1: Parent-subsidiary companies’ geographic distance is negatively correlated with CSR.

2.1.1. Differences in property rights
In China, the difference in the nature of property rights will directly affect the busi-
ness management and strategic decision-making of enterprises, including the fulfill-
ment of CSR. Therefore, when discussing the impact of the parent-subsidiary
companies’ geographic distance on CSR, it is necessary to consider the property rights
of the enterprise.

In comparison to non-state-owned listed enterprises, the parent-subsidiary compa-
nies’ geographic distance has no obvious influence on CSR of state-owned companies,
which is caused by the nature and objectives of state-owned companies. The actual
holder of the state-owned enterprise is the government, and under the government’s
intervention, the business objectives of the state-owned enterprise are distorted. The
goal of state-owned enterprises is not to maximize the value of enterprises (Fan et al.,
2014), but also to bear the national policy burden, such as maintaining social stability,
increasing social employment rates, protecting and improving environmental quality,
and stabilizing taxes. Therefore, on the one hand, when the parent-subsidiary compa-
nies’ dispersion leads to information asymmetry, cost increase and equivalent
resource consumption, the state-owned enterprises will not care too much, and the
parent-subsidiary companies’ geographic distance has no obvious influence on the
state-owned enterprises. Alternatively, the fulfillment of social responsibility of state-
owned companies is greatly restricted by policy factors (Jia & Liu, 2014), which
makes state-owned enterprises have good social responsibility performance, thus
weakening the negative effect of parent-subsidiary companies’ geographic distance
on CSR.

Non-state-owned enterprises do not have non-economic goals due to private own-
ership of property rights. Instead, they focus more on the survival and development
of the enterprise itself. Its main goal is to pursue value-added on the basis of legal
compliance. Therefore, non-state-owned companies will consider the negative effects
of parent-subsidiary dispersion on their economic profits, and will retain or invest
more financial resources to maintain normal production and operation, rather than
fulfilling CSR. In addition, in comparison to state-owned enterprises, due to the lack
of social obligation policies and institutional constraints, non-state-owned enterprises
have a strong arbitrariness in performing their social responsibilities and lack clear
social responsibility goals. Therefore, the parent-subsidiary companies’ geographic dis-
tance has a more obvious impact in order to fulfill social responsibilities of non-state-
owned enterprises. As per this analysis, this article suggests the second hypothesis:
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H1a: In comparison to state-owned enterprises, the parent-subsidiary companies’
geographic distance has a more obvious impact on CSR of enterprises not owned by
the government.

2.1.2. Differences in regions
Enterprises are deeply affected by local macro environment such as politics, economy
and culture. China has a huge territory, and because of historical and geographical
factors, there are great differences between the eastern coastal plains and the mid-
western mountainous areas in economic development level, local government govern-
ance ability and degree of opening to the outside world. Hence, it is necessary for
scholars to analyze the differences between eastern enterprises and central and mid-
western enterprises. Sotorr�ıo and S�anchez (2008) showed that different regions of
enterprises will affect the level of CSR.

As we know, not only economy, the degree of marketization and government gov-
ernance in various regions of China are different, which will affect CSR. Kim and
Kim (2014) and Lee et al. (2013) found that CSR practice of enterprises are closely
related to the economic level. Besides, as the frontier of China’s opening to the out-
side world, the eastern region has advantages in marketization which means less gov-
ernment intervention, thus CSR of eastern enterprises depends on their internal
factors. The marketization of the midwestern regions is weak, and enterprises need to
rely on the support of various policies and measures of the government. They are
deeply affected by the government, which weakens the impact of geographical dis-
tance on CSR to a certain extent.

Research shows that the primary factor affecting the diversified strategic decisions
of Chinese listed companies is the process of regional marketization. The greater the
government intervention, the lower the degree of diversification; the more intense the
industry competition, the more companies tend to diversify (Li & Liu, 2007). There
are large imbalances in the level of economic development in various parts of China,
there are large differences in the marketization process in different regions, as well as
the degree of government intervention in enterprises and industry competition are
also different. Due to the earlier reform and opening up in the eastern part of China,
the marketization process is faster. The enterprise has rich experience in advanced
management, more flexible management mechanisms, and a stronger sense of market
competition (Li & Olorunniwo, 2008). In addition, the economy in the eastern region
of China is more developed. The formation of the ‘Yangtze River Delta Economic
Belt (YRDEB)’, the ‘Pearl River Delta Economic Belt (PRDEB)’ and the ‘Beijing-
Tianjin-Tangshan Economic Belt (BTTEB)’ has created a good external economic
environment in the eastern region of China, providing more and better investment
development opportunities. Therefore, listed companies are more inclined to expand
the market scale by implementing a diversified strategy and setting up a large number
of off-site subsidiaries. Relatively speaking, midwestern regions in China are relatively
backward, and the government is ‘stronger’. The autonomy of enterprise development
is relatively weak, and its development strategy is more susceptible to the influence of
government policies, resulting in a weaker geographic diversification than enterprises
in developed regions in the east (Wang & Shen, 2012). Therefore, the geographic
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distance dispersion of parent-subsidiary company in the eastern region is more com-
mon than that in the midwestern regions, and information asymmetry and agency
problems as well as resource internal consumption may be more serious. As per the
above analysis, this study intends Hypothesis 1b:

H1b: Compared with the midwestern regions, the parent-subsidiary companies’
geographic distance has a more obvious impact on CSR of enterprises in the
eastern region.

2.2. The indirect impact of the parent-subsidiary enterprises and geographic
distance on CSR

The indirect impact of the parent-subsidiary companies’ geographic distance on cor-
porate social responsibility is mainly reflected in the intermediary effect of variables.
Here we will analyze that whether or not the internal control of the company has an
intermediary effect.

Under the modern enterprise system, internal control, as one of the most import-
ant mechanisms of the corporate governance, has a very important self-regulation
and restriction function in the production and operation activities. Studies have
shown that high-quality internal controls can significantly promote the implementa-
tion of CSR (Yang, 2019), mainly through the management and supervision of and
restrictions on CSR. On the one hand, it can promote the rationalization and stand-
ardization of the implementation of corporate social responsibility by formulating
decision-making mechanisms, processing procedures, and periodic evaluation systems
for implementing corporate social responsibility (Wang & Shen, 2012). On the other
hand, it can implement effective management and control of effectively avoid corpor-
ate social responsibility risks by timely monitoring and correcting behaviors that
harm public interests, evade or even fail to fulfill social responsibility. In summary,
effective internal control showed a positive impact over the CSR. On the contrary,
low-quality internal control has non-favorable impact over the improvement of CSR.
Therefore, Hypothesis H2 is proposed:

H2: Internal control has significant and positive correlation to CSR.

Research indicates that the eminence of internal control of companies is affected
by the geographic differences between the parent and the subsidiary companies.
The further the parent-subsidiary companies’ geographic distance is, the lower the
quality of internal control will be (Li, 2015). This is mainly because the dispersion
of parent and subsidiary companies affects the five elements of internal control,
namely control environment, risk assessment, internal supervision, control activ-
ities, and information and communication. Specifically, the implementation of geo-
graphic diversification makes the parent and subsidiary companies in different
institutional environments, resulting in the overall control environment of the
enterprise is uneven. Given the increase in remote subsidiaries and the increase in
parent-subsidiary companies’ geographic distance, the overall organizational struc-
ture of companies has become increasingly large and complex, and the internal
and external risks facing the company will increase accordingly. At the same time,
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the more dispersed the distance, the weaker the management and internal supervi-
sion of parent and subsidiary companies, which even leads to the formality of
internal supervision, thus reducing the implementation of related control activities,
and may result in such control activities being unable to maintain the company’s
risk within an acceptable range. In addition, the expansion of parent-subsidiary
companies’ geographic differences makes it impossible to guarantee the authenti-
city and timeliness of majority of transmission of information between parent and
subsidiaries, hence reducing the efficiency of information and communication. It is
difficult for an enterprise to find defects in the internal control of the parent or
subsidiary company, or fail to propose an effective rectification plan for internal
control defects, thereby affecting the effective operation of internal control systems.
Therefore, we conclude that the dispersion of the parent-subsidiary company leads
to the reduction of the internal control quality of the enterprise group, which
weakens its supervision and restriction on corporate social responsibility and fur-
ther leads to the reduction of the level of CSR. Therefore, this article proposes
Hypothesis H3:

H3: Internal control has a mediating effect on the negative relationship between
parent-subsidiary companies’ geographic distance and CSR.

3. Methodology

3.1. Sample and data

This study used data on Chinese A-share listed firms from 2010 to 2020 as the pre-
liminary sample and collected 25225 raw data.1 In the process of data selection and
information processing, firstly, in view of the particularity of the listed companies in
the financial and insurance industry and those listed by ST (ST�), such samples are
excluded. Then, samples without subsidiaries or undisclosed subsidiaries, as well as
samples with missing CSR score and relevant financial indicators were excluded, leav-
ing 22725 valid observed values.

The CSR data required in this paper come from HeXun,2 which is scored based on
CSR reports and annual reports. On December 29, 2009, the China securities regula-
tory commission (CSRC)3 issued a document that clearly stated that all listed compa-
nies need to progress the awareness of social accountability, actively assume social
accountability, and disclose their social accountability reports along with their annual
reports. Therefore, from 2010 at the beginning, listed companies began to implement
and disclose corporate social responsibility reports. The HeXun corporate social
responsibility score data were also initiated in 2010, which is why this study used
2010 as the starting point for the sample years.

The data of internal control selected from the internal control index provided by
Shenzhen DIB Risk Management Consulting Company; other financial information
and relevant data is obtained from the Guotaian database (CSMAR). In the process
of data processing, this article mainly uses the two statistical analysis software EXCEL
2010 and STATA 15.0.
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3.2. Dependent variable

The dependent variable selected in this study is CSR. This study uses the responsibil-
ity score based on proficient evaluation system of HeXun Online-based CSR report to
measure CSR. The index can comprehensively reflect the performance of all listed
companies in the area of CSR and is available and authoritative. The higher the CSR
score indicates better CSR performance on behalf of individual listed companies.

3.3. Independent variables

This paper uses parent-subsidiary companies’ geographic distance (GeoDis) as the
core explanatory variable. In addition, the natural logarithm of the average geographic
differences between the parent and the subsidiary companies is adopted to measure
it. First, sort out the registered locations of the parent companies and each of their
subsidiary, take the prefecture-level city as the basis for calculating the distance, and
use the computer running code to calculate the spherical surface distance between the
city where exists the location of parent company and the city where exists the loca-
tion of each subsidiary. Then, the average geographic distance of the parent company
compared to each listed company and all of its subsidiaries is obtained by using the
arithmetic average method, and the natural logarithm of the average distance is taken
as the measurement index of the geographic distance between the parent companies
and their subsequent subsidiaries. A larger GeoDis value indicates farther parent-sub-
sidiary companies’ space geography distance. It should be noted that the external eco-
nomic environments of Hong Kong, Macao, Taiwan, and other countries may differ
from that of Inland China. During the calculation process, the subsidiaries of listed
firms in Hong Kong, Macao, Taiwan, and other countries are not considered.

3.4. Mediator variables

In this paper, internal control (IC) is a mediation variable. Internal control is a meas-
ure, method, and procedure that enables various businesses within the enterprise to
interact and restrict each other. It is difficult to measure directly. Most scholars use
the internal control index provided by Shenzhen DIB Risk Management Consulting
Company to analyze the qualities of internal control measurement of listed enter-
prises, such as Li et al. (2019). According to the completion of internal control objec-
tives, it builds an internal control system based on five criteria of internal control
(risk, environment, control activities, communication and supervision) to measure the
internal control level of the superior company, and adjusts measurement results based
on the number of defects in internal control. It can better reflect the internal control
level of listed companies, which has been generally recognized by researchers, and
has certain representativeness and authority. By taking into account the data availabil-
ity, this paper draws on the approach using the DIB internal control index as a meas-
ure of internal control. Based on evaluation outcomes, the range for internal control
index value for all listed companies is between [0,1000]. Considering the unity of
dimensions, the treatment of this index is generally recognized by Chinese scholars.
Some scholars divided the internal control index by 1000 while other used the natural
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logarithm to measure the internal control index. Our study is designed on practice of
Li et al. by taking natural logarithm into account as a measure of quality of the
internal control index (Li et al., 2019).

3.5. Control variables

Considering the influence of individual differences, this paper chooses company size
(Size), company age (Age), solvency (Lev), profitability (Roe), operating capacity
(Tat), ownership concentration (LarHol) and chairman’s part-time status (CeoDu) as
control variables. In addition, considering the fixed effect of year and industry, the
year dummy variable (Year) and industry dummy variable (Ind) are also included.
The specific definition of control variables is defined in Table 1.

3.6. Empirical model

This study uses the panel data of Chinese listed companies from 2010 to 2020. Under
the background of panel data regression, the simplest way to explain the differences
of individual or time behavior is the fixed effect model (Nerlove & Balestra, 1992).
Fixed effect regression has certain information advantages because it can weaken the
endogenous problems caused by omitted variables that do not change with time.
Compared with other statistical methods such as multiple linear regression, fixed
effect model can control all individual characteristics that do not change with time,
so it can effectively avoid ‘omitted variable bias’ at the individual level.

Neumark and Wascher (1992) first applied the two-way fixed effects model to the
study of minimum wage, fixing the two factors of region and time. According to the
data characteristics and Quan’ research (Quan et al., 2015), this paper uses the two-
way fixed effect model of year and industry. To test the model and hypotheses, the
following empirical models are constructed, respectively:

CSRit ¼ b0 þ b1GeoDisit þ b2Sizeit þ b3Ageit þ b4Levit þ b5Roeit þ b6Tatitþ
b7LarHolit þ b8CeoDuit þ Yeart þ Indi þ eit

(1)

Table 1. Variable definitions.
Variables Definition

CSR The responsibility score of the professional evaluation system of corporate
social responsibility report of Hexun Online

GeoDis The natural logarithm of the average geography distance among
the parent companies and their subsidiaries.

IC The natural logarithm of DIB as measure of internal control index
SIZE The natural logarithm as measure of total assets
Age The natural logarithm of differences in current year and listing year of particular listed company
Lev The listed company total liabilities ratio over total assets
Roe The listed company net profit ratio over average net assets
TAT The ratio of net sales over average total assets
LarHol The proportion of the largest shareholders
CeoDu Whether the chairman of listed company is also a general manager, 1 if yes, otherwise 0
Year Year mock variable
Ind Industry mock variable

Source: Authors compilation.

4932 F. SU ET AL.



CSRit ¼ b0 þ b1ICit þ b2Sizeit þ b3Ageit þ b4Levit þ b5Roeit þ b6Tatitþ
b7LarHolit þ b8CeoDuit þ Yeart þ Indi þ eit

(2)

CSRit ¼ b0 þ b1GeoDisit þ b2ICit þ b3Sizeit þ b4Ageit þ b5Levit þ b6Roeitþ
b7Tatit þ b8LarHolit þ b9CeoDuit þ Yeart þ Indi þ eit

(3)

Subscripts i and t indicate the enterprise and year respectively. CSR is a dependent
variable which indicates an enterprise CSR performance, GeoDis is a test variable that
represents the parent-subsidiary companies’ geographic distance of the listed firm. IC
is the mediator variable and represents internal control of the enterprise. Size, Age,
Lev, Roe, Tat, LarHol and CeoDu are control variables as specifically defined in
Table 1; b is the parameter to be estimated, b1-b9 represent the regression coefficients
of their respective variables. Year is the year fixed effect, Ind is the industry fixed
consequence and e is the randomized error term.

4. Empirical evaluation and results analysis

4.1. Descriptive statistical evaluation

Table 2 indicates the distribution of samples and key variables (CSR) during
2010–2020. We can see that the sample size for 2010–2020 is on the rise, mainly
because our sample selection is based on available CSR score data of listed firms.
Since 2010, an increasing number of listed firms have begun to disclose CSR reports,
increasing the availability of CSR score data.

From 2010 to 2020, the CSR score was not stable, but it showed a downward trend
overall. As shown in Figure 1.

Table 3 shows the descriptive information for given variables in the sample.
Among them, the maximum value of CSR is 30, whereas the minimum value is �15,
and the standard deviation is 4.322, indicating that the CSR level in China in the
study sample is relatively low and there is a big difference between the specified com-
panies. The highest value of GeoDis is 9.856, the lowest value is 0.042, while the aver-
age value is 8.3, which is close to the maximum. This indicates that the geographic
distance between subsidiaries and subsidiaries of listed companies in the sample is
relatively far and geographic dispersion is relatively common, which may be caused
by the implementation of geographic diversification strategy by listed companies. The

Table 2. Distribution of 22725 samples and CSR from 2010 to 2020.
Year N CSR

2010 1010 5.846
2011 1325 5.548
2012 1658 5.292
2013 1972 5.149
2014 2025 4.927
2015 2036 4.809
2016 2131 4.861
2017 2332 4.792
2018 2441 4.822
2019 2829 4.809
2020 2966 4.872

Source: Authors compilation.
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average value generated by IC is 6.473 and the highest value is 6.886, that shows the
internal control qualities of Chinese listed companies are relatively good. The descrip-
tive statistics of other control variables, respectively, reflect the financial status and
corporate governance level of the sample companies.

4.2. Multivariate analysis

Based on the hypotheses and the model, this study selected a fixed-effect model to
examine and analyze the impact of parent-subsidiary companies’ geographic distance
on CSR. Additionally, for reducing the heteroscedasticity within the groups and
avoiding underestimated standard error, thereby generating misleading inferences, we
cluster the standard errors at the firm level during regression, and obtained some
effective research results.

4.2.1. Parent-subsidiary companies’ space geography distance and CSR
Without considering grouping and mediating effect, regression analysis was first con-
ducted on the direct effect of the parent-subsidiary companies’ geographic distance
on CSR in the full sample, and control variables were gradually increased. After the
algorithm automatically dropped a singleton observation, the outcomes are depicted
in Table 4.

Column (1) in Table 4 is the univariate regression results of parent-subsidiary
companies’ geographic distance and corporate social responsibility without control
variables. The results show that GeoDis has a negative correlation with CSR at the

Figure 1. Line chart of the average score of CSR in 2010–2020.
Source: Authors compilation.

Table 3. Descriptive statistics.
Variable N Min Max Mean SD

CSR 22725 �15.000 30.000 4.986 4.322
GeoDis 22725 0.042 9.856 8.300 0.959
IC 22725 2.194 6.886 6.473 0.165
Size 22725 15.577 28.257 22.291 1.303
Age 22725 0.000 3.401 2.161 0.770
Lev 22725 0.008 1.806 0.443 0.218
Roe 22725 �69.717 3.644 0.019 1.173
TAT 22725 0.000 9.813 0.640 0.543
LarHol 22725 0.022 0.900 0.344 0.148
CeoDu 22725 0.000 1.000 0.251 0.434

Source: Authors compilation.
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1% significance level (p< 0.01, coefficient ¼ �0.170). Columns (2) and (3) are the
regression results after adding corporate financial characteristics and corporate gov-
ernance variables. The results in both columns show that GeoDis and CSR are signifi-
cantly negatively correlated at the 1% significance level, with coefficient values of
�0.172 and �0.173, respectively. This result shows that a farther parent-subsidiary
companies’ space geography distance of listed companies results in a more dispersed
enterprise, a lower CSR score, which verifies hypothesis H1. The main reason for this
result may be that the implementation of a geographic diversification strategy has
resulted in the separation of parent and subsidiary companies in space geography,
aggravating the information asymmetry and agency problems in enterprise groups,
and fostering opportunistic behavior. Geographic dispersion causes the operating and
management costs of enterprise groups to inevitably increase, resulting in a certain
amount of internal resource consumption. Enterprises often reduce their investment
in CSR to retain more idle resources (especially financial resources) to manage the
increase in costs.

In addition, most of the control variables showed a significant relationship to CSR.
Among the variables of corporate financial characteristics, size, age and profitability
have a significant positive correlation with CSR at the levels of 1%, and operating
capacity has significant positive correlated with CSR at the levels of 5%. This is
because the amount of financial resources of enterprises determines their willingness
and degree to participate in social responsibility practice, and enterprises with suffi-
cient resources are more willing to fulfill social responsibility (Waddock & Graves,
1997). Similarly, when performing social responsibility, enterprises need to put for-
ward higher requirements for operating capacity. The change of operating capacity

Table 4. Parent-subsidiary companies’ geographic distances and CSR.

Variable

CSR

(1) (2) (3)

GeoDis �0.170��� �0.172��� �0.173���
(�5.54) (�5.60) (�5.60)

Size 0.132��� 0.134���
(4.68) (4.62)

Age 0.465��� 0.459���
(11.37) (10.81)

Lev 1.891��� 1.892���
(12.17) (12.17)

Roe 0.371��� 0.371���
(6.01) (6.00)

Tat 0.118�� 0.120��
(2.07) (2.11)

LarHol �0.101
(�0.48)

CeoDu �0.024
(�0.38)

_cons 6.399��� 1.552�� 1.569��
(24.90) (2.51) (2.52)

Year YES YES YES
Industry YES YES YES
N 22724 22724 22724
R2 0.026 0.055 0.055
Adj R2 0.022 0.051 0.051

Notes. Robust t-statistics in parentheses.
���

p< 0.01;
��

p< 0.05;
�
p< 0.1.

Source: Authors compilation.
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will directly affect the implementation ability of enterprises. The improvement of
operating capacity will not only contribute to the sustainable operation of enterprises,
but also help enterprises better boost their social responsibility. Therefore, firms with
larger assets, higher profitability, stronger operation ability, longer listing time have
rich available resources, which provides a good foundation for the enterprise to fulfill
its social responsibility.

4.2.2. Heterogeneity analysis
In order to test the difference in the influence of parent-subsidiary companies’ geo-
graphic distance on CSR under different samples, we conducted a heterogeneity test
to verify Hypotheses H1a and H1b.

Firstly, according to the property right nature of the enterprises, the samples of the
companies were divided into two groups i.e., enterprises owned by state and enter-
prises not owned by state for group testing. The regression results in Table 5 show
that for state-owned enterprises sample group, GeoDis is significantly negatively cor-
related with CSR at the level of 10%. For non-state-owned enterprises sample group,
coefficient of GeoDis is �0.283 and significant at the level of 1%. These situations
show that, in comparison to state-owned enterprises, there is negative impact of geo-
graphical distance between parent and subsidiary companies on CSR is more signifi-
cant in non-state-owned enterprises. Therefore, hypothesis H1a is verified.

Then, according to the city where the headquarters of the listed company is
located, the company’s sample is divided into the eastern, central and the western
regions for group testing. The eastern region consists of 11 provinces i.e., Beijing,
Hebei, Shandong, Tianjin, Shanghai, Zhejiang, Liaoning, Jiangsu, Guangdong, Hainan

Table 5. Parent-subsidiary companies’ geographic distances, property nature and CSR.

Variable
State-owned firms Non-state-owned firms

(1) (2)

GeoDis �0.082� �0.283���
(�1.76) (�7.01)

Size 0.307��� �0.034
(6.63) (�0.93)

Age 0.491��� 0.460���
(5.81) (8.49)

Lev 2.228��� 1.580���
(8.50) (8.28)

Roe 0.374��� 0.360���
(5.28) (3.57)

Tat 0.198�� 0.063
(2.04) (0.89)

LarHol �0.395 �0.128
(�1.04) (�0.52)

CeoDu �0.226 0.053
(�1.38) (0.76)

_cons �3.100��� 6.207���
(�3.05) (7.76)

Year YES YES
Industry YES YES
N 9055 13668
R2 0.056 0.053
Adj R2 0.047 0.047

Notes. Robust t-statistics in parentheses.
���

p< 0.01;
��

p< 0.05;
�
p< 0.1.

Source: Authors compilation.
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and Fujian. The regression analysis is shown in Table 6. In the eastern region sample
group, the coefficient of GeoDis is �0.187, which is significant at levels of 1%; while
in the midwestern region sample group, the coefficient of GeoDis is only significant
negatively at levels of 5%, while the coefficient is 0.127.This shows that compared
with the eastern region, enterprises located in the midwestern regions have weakness
in both significance and impact coefficient, and the negative impact of geographical
distance between the parent-subsidiary companies’ geographic distance on CSR is
more obvious in the eastern region. Therefore, hypothesis H1b is verified.

4.2.3. Mediating effect test of internal control
To verify whether the internal control truly plays an intermediary role in relation to
parent-subsidiary companies’ geographic distance and CSR, we learn from the practi-
ces of some scholars, such as (Jia & Liu, 2014; Li & Zheng, 2018), using the three-
step method when testing the mediation effect, regression model (2) and model (3).
The regression results are shown in Table 7.

The Table 7 column (1) shows that IC and CSR are significantly positive at a level
of 5% (p< 0.05, coefficient ¼ 0.443), indicating that internal control has a endorsing
effect on CSR. The Hypothesis H2 is verified. On this basis, we add variable internal
control (IC) to model (1) to verify Hypothesis H3. Regardless of whether or not the
regression coefficients of GeoDis are significant, the internal control has a mediating
effect as long as the IC coefficient is significant. Column (2) of Table 7 shows that
the coefficient of the IC variable has significance at the 5% confidence level and posi-
tively correlated with CSR, whereas the coefficient of GeoDis has negative significance
at 1% level. This indicates that internal control plays an intermediary role in the

Table 6. Parent-subsidiary companies’ geographic distances, regional differences and CSR.

Variable
Eastern Region Midwestern Regions

(1) (2)

GeoDis �0.187��� �0.127��
(�5.12) (�2.17)

Size 0.123��� 0.089�
(3.56) (1.65)

Age 0.449��� 0.497���
(8.82) (6.19)

Lev 1.764��� 1.962���
(9.45) (6.99)

Roe 0.381��� 0.357���
(4.14) (4.57)

Tat 0.076 0.229�
(1.18) (1.82)

LarHol 0.022 �0.505
(0.09) (�1.28)

CeoDu 0.003 �0.134
(0.04) (�1.05)

_cons 1.983��� 2.119�
(2.68) (1.83)

Year YES YES
Industry YES YES
N 15636 7086
R2 0.064 0.076
Adj R2 0.058 0.064

Notes. Robust t-statistics in parentheses.
���

p< 0.01;
��

p< 0.05;
�
p< 0.1.

Source: Authors compilation.
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negative relationship between the parent-subsidiary companies’ geographic distance
and CSR, which verifies Hypothesis H3. This is because, to some extent, the disper-
sion of parent-subsidiary companies in geographic distance hinders the effective oper-
ation of the internal control mechanism of enterprises, thus weakening the
supervision and guarantee role of internal control on CSR.

4.2.4. Robustness test
To ensure the robustness of the main regression results, we carried out the robustness
test by excluding the samples belonging to the municipality directly under the central
government. On the one hand, when we calculate the parent-subsidiary companies’
geographic distance, it is mainly based on the prefecture-level city where each com-
pany is located, not the provincial city. The four municipalities (Beijing, Shanghai,
Tianjin and Chongqing) are in the same class as the provinces, so the geographic dis-
tance calculated for the companies located in the municipalities may be biased. On
the other hand, compared with the cities in other provinces, the municipal regions
under direct control of central government have more developed economy, so there
are naturally more companies registered and established in the municipal regions
under direct control of central government. As a result, many enterprises headquar-
tered in the municipal regions are part of the research sample.

To avoid the impact of this part of the sample on the entire regression result, we
will remove it and then perform regression test again. As shown in Table 8, the par-
ent-subsidiary companies’ geographic distance and CSR are significantly negative at

Table 7. Test results of intermediary effect.

Variable

CSR

(1) (2)

GeoDis �0.171���
(�5.56)

IC 0.443�� 0.425��
(2.27) (2.18)

Size 0.090��� 0.122���
(3.12) (4.15)

Age 0.500��� 0.470���
(11.74) (11.03)

Lev 1.894��� 1.890���
(12.17) (12.15)

Roe 0.371��� 0.371���
(5.98) (6.00)

Tat 0.103� 0.106�
(1.79) (1.84)

LarHol �0.032 �0.127
(�0.15) (�0.61)

CeoDu �0.032 �0.024
(�0.50) (�0.38)

_cons �1.858 �0.931
(�1.42) (�0.71)

Year YES YES
Industry YES YES
N 22724 22724
R2 0.054 0.055
Adj R2 0.050 0.051

Notes. Robust t-statistics in parentheses.
���

p< 0.01;
��

p< 0.05;
�
p< 0.1.

Source: Authors compilation.
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the level of 1%, which is not substantially different from the previous regression
results. Therefore, the main outcomes of proposed study are relatively robust.

5. Conclusions

5.1. Conclusions and discussions

CSR is a research hotspot of enterprise management. Although the existing studies
are fruitful on CSR (Fiedler et al., 2021; Luo & Moon, 2021; Muhammad et al., 2019;
Tang et al., 2020; Zaman et al., 2020), but most of these studies default that the par-
ent companies and subsidiary companies are a whole and rarely analyze the impact
of subsidiaries on CSR. There is even less literature on CSR from geographical per-
spective. Shi et al. (2017) found that geographical dispersion has a negative impact on
CSR, but his research is limited to the number of states where the company operates
that data are too vague to represent geography. The research on the relationship
between geographical distance of parent-subsidiary companies and CSR is still insuffi-
cient. This study uses the data of Chinese A-share listed companies from 2010 to
2020 to investigate the impact mechanism of geographical distance between parent
and subsidiary companies on corporate social responsibility and the intermediary
effect of internal control. Conclusions and discussions of our research are as follows:

Firstly, the results show that parent-subsidiary companies’ geographic distance is
negatively related to CSR. Perhaps due to the limitation of subsidiary data, there is a
lack of existing research on the relationship between parent-subsidiary companies’
geographical distance and CSR. This study matches multiple databases to collect

Table 8. Robustness test: delete four municipalities.

Variable

CSR

（1） （2）

GeoDis �0.163��� �0.180���
(�4.79) (�5.25)

Size 0.147���
(4.30)

Age 0.480���
(10.01)

Lev 1.826���
(10.67)

Roe 0.426���
(5.40)

Tat 0.151��
(2.26)

LarHol �0.288
(�1.24)

CeoDu �0.032
(�0.46)

_cons 6.285��� 1.327�
(22.02) (1.83)

Year YES YES
Industry YES YES
N 18286 18286
R2 0.027 0.057
Adj R2 0.022 0.052

Notes. Robust t-statistics in parentheses.
���

p< 0.01;
��

p< 0.05;
�
p< 0.1.

Source: Authors compilation.
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samples and data of subsidiaries of Chinese A-share listed enterprises, which proves
that geographical distance of parent-subsidiary companies has a negative impact on
CSR. Geographical distance will lead to the increase of agency cost and information
asymmetry (Cashman et al., 2019; El Ghoul et al., 2013), which provides space for the
opportunism of subsidiaries, and the decision to maximize the interests of subsidia-
ries may hinder the CSR of the parent company. This paper breaks through the
research status of treating parent companies and subsidiary companies as a whole,
and studies the impact of geography on CSR according to the geographical character-
istics of paren-subsidiary companies. We adopted the actual geographical distance of
parent-subsidiary companies, which is an upgrade and improvement of Shi et al.s’
(2017) research.

Second, further analysis shows that the negative impact of parent-subsidiary com-
panies’ geographical distance on CSR is more noticeable for non-state-owned enter-
prises and eastern enterprises in China. It can be said that state-owned enterprises
preserve CSR out of ‘nature’ (Wang et al., 2019), the decisive influence of the govern-
ment weakens the affection of geographical distance on state-owned enterprises’ CSR.
The degree of marketization in eastern China is higher, thus main factors impacting
CSR are the enterprises themselves, which lead the negative affection of geographical
distance is fully reflected. However, the Midwest regions are on the contrary. These
conclusions have vital contributions to the study of the social role of state-owned
enterprises and the regional differences of Chinese enterprises.

Thirdly, internal control plays an intermediary role. The geographical distance of
parent-subsidiary companies is negatively correlated with internal control, and
internal control is positively correlated with CSR. Geographical distance increases the
difficulty for the parent company to obtain the information of subsidiaries, reduces
the parent company’s supervision over subsidiaries, weakens the enterprise’s internal
control, and finally has an adverse impact on CSR. These conclusions reveal the influ-
ence path of parent-subsidiary companies’ geographical distance on CSR, and also
enlightens enterprise managers to improve CSR by strengthening the control of
subsidiaries.

5.2. Policy suggestions

For enterprises. First of all, enterprises manager should reasonably implement the
diversification strategy, avoid blindly seeking expansion in other places, reasonably
distribute subsidiaries companies. The geographical distance of parent-subsidiary
companies beyond the limit will increase the enterprise cost, reduce the execution
efficiency, and is not conducive to CSR. Second, in the process of cross regional oper-
ation, listed companies should strengthen the management control and information
communication of their subsidiaries, so as to reduce the information asymmetry and
internal control failure caused by regional expansion. Facing the challenge of geo-
graphical diversification, enterprises should further improve digital information
technology and adopt information means to resist the negative impact of parent-sub-
sidiary companies’ geographical distance on CSR. Parent companies should make full
use of Internet, reinforce the connection with subsidiary companies, ensure the
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timeliness of information, and realize a high integration under geographical disper-
sion. Third, when implementing a diversification strategy, enterprises should pay
more attention to the construction of internal control. These enterprises should
upgrade their internal control system, ensure the effectiveness of internal control and
enfeeble the adverse effect of geographical distance on CSR. Fourth, enterprises
should reinforce the awareness of CSR, take CSR as an crucial content of corporate
culture construction, and integrate CSR into corporate strategy and decision-making.

Many enterprises regard CSR as an additional burden and adopt an evasive atti-
tude towards social responsibility. Therefore, the government should guide enterprises
to promote CSR through effective measures. First, it is necessary to improve the rele-
vant legal system, accelerate the legalization of CSR, advance the legal and regulatory
system related to CSR, strengthen supervision of government, and take administrative
or legal means to punish enterprises that violate laws and regulations. Second, the
government should integrate enterprise interests and social interests. For enterprises
that actively fulfill their social responsibilities and participate in public welfare activ-
ities, the government can effectively unify enterprise interests and social interests
through government procurement, tax preference, financing support and other incen-
tive measures. Third, the government should arrange special supervision on the enter-
prises that have a great deal of subsidiaries in different regions because of regional
diversification strategy. Government can conductor these enterprise managers to
enhance internal control and strengthen the supervision of subsidiaries, so as to tre-
mendously accelerate CSR.

However, our study still has a few limitations. First, in view of the available of
firm data, the sample for this study only includes A-share listed companies in China
and has yet to examine the contents of growth enterprises market board- and small
and medium board-listed companies. Second, this research only investigates the effect
of geographic distance on CSR, but does not include institutional distance and cul-
tural distance. Therefore, in future research, we will further expand the research sam-
ple, and focus on exploring the impact of institutional distance and cultural distance
between parent and subsidiary companies on corporate social responsibility.

Notes

1. Shenzhen DIB risk management consulting company provides Chinese listed companies
internal control data, after excluding the value of 0 and data missing samples, there are
25,225 data from 2010 to 2020. The calculation method of internal index equal to 0 is
inconsistent with that of other indexes, so the value of 0 is excluded.

2. Hexun Information Network (http://www.hexun.com) is an independent financial portal
in China. It provides financial information and global financial market information for all
participants in the capital markets, especially investors. It has a certain authority. Since
2010, Hexun.com has professionally ranked the CSR for Chinese listed enterprises from
their annual financial reports and listed companies’ independent social responsibility
reports and published the outcomes of the ratings publicly. The evaluation system
calculates measurements using five responsibility aspects: employee responsibility,
customer-supplier and consumer rights responsibility, shareholder responsibility, social
responsibility, and environmental responsibility. By assigning values to different indicators,
the social responsibility index and various sub-indices are calculated.
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3. The full name of CSRC is the China Securities Regulatory Commission. It is a ministerial
level institution directly under the State Council. In accordance with laws, regulations and
the authorization of the State Council, it uniformly supervises and manages the national
securities and futures market, maintains the order of the securities and futures market and
ensures its legal operation.
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