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Motivation

(a) International regulations on ESG
disclosure
Source: Harvard Law School Forum

(b) Insufficiency of ESG information
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Motivation

Characteristics of ESG information

Nature of non-financial information;lack of standardized format of reporting
(Elzahar et al., 2015; Baldini et al., 2018; Amel-Zadeh and Serafeim, 2018;
Christensen et al., 2021)

Considerable costs of disclosure (Graham et al., 2005; Chapman and Green,
2017; Abramavo et al., 2020)

Largely left to managers’ discretion (Baldini et al., 2018; Tsang et al., 2022)

Call for external pressure on managerial decisions

Institutional investors: perceived as a powerful market force to affect
managerial decisions given their potential active monitoring role that
includes “exit” if their “voice” is not heeded.
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Relevant literature

Monitoring role of institutional investors in inducing financial
information disclosure (Bushee and Noe, 2000; Healy and Pelapu,
2001; Beyer et al., 2010; Boone and White, 2015; Bird and Karolyi,
2016; Dou et al., 2018; Abramova et al., 2020)
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Relevant literature

Monitoring role of institutional investors in inducing ESG information

Flammer et al. (2021): more shareholders’ environment-related proposals
→ greater disclosure of climate risk.

Pawliczek et al. (2021): BlackRock Dear CEO letter → greater disclosure
of environmental factors

Ilhan et al. (2023): higher institutional ownership → greater disclosure of
climate risks

Cohen et al. (2023): ownership of CDP signatories → higher probability
of disclosing climate-related information to the CDP.

Research gap: Do institutional investors perform monitoring role in promoting
ESG disclosure behind the scene?

Importance of behind-the-scene monitoring of institutional investors through private
engagement with management (Dimson et al., 2015; McCahery et al., 2016; Corum and
Levit, 2019; Edmans et al., 2019; Levit, 2019)
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Relevant literature

Unique setting in China: Shenzhen Stock Exchange requires to disclose
investor relationship activities, including site visits since 2009.

Corporate site visits is one crucial channel through which institutional
investors acquire information and perform monitoring:

Jiang and Yuan (2018): corporate visits → greater corporate
innovation

Cao et al. (2022): corporate visits → increases in corporate dividend
payout
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Research question

Do firms respond to institutional investors’ demands for ESG information
conveyed during ESG-related visits by greater ESG disclosure?
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Summary of findings

Baseline results: The firms that host ESG-related visits experience greater improvement in ESG
disclosure following these visits in comparison with the comparable firms that never host
ESG-related visits.

No such effect is found for non-ESG-related corporate visits.

Effect heterogeneity:

Strengthens with institutional investors’ demand for ESG information.

Weakens with firms’ proprietary costs.

Mechanism analysis: Visiting mutual funds exhibit stronger preferences to firms performing well
in ESG disclosure in comparison with the funds that did not conduct ESG-related visits before
trading.

Institutional investors may ex ante discipline managerial behaviors by performing credible
exit threats ex post.

Impact on ESG rating divergence: Greater ESG disclosure is associated with reduction in ESG
rating divergence.
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Contribution

The first study to provide direct large-scale evidence that institutional investors’
behind-the-scene monitoring activities elicit greater ESG disclosure.

Adds to the growing body of literature on ESG disclosure:

Negative relationship between ESG disclosure and ESG rating divergence,
consistent with conventional wisdom (e.g., Lang and Lundholm, 1996;
Morgan, 2002; Hope, 2003)

Adds to the understanding of the monitoring role of institutional investors:

Supportive evidence for institutional investors’ governance through
communications (Adams and Ferreira, 2007; McCahery et al., 2016; Levit,
2019) and threats of exit (Firth et al., 2016; Levit, 2019; Cao et al., 2022)
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Data collection

Sample period: 2013-2020

Firm sample: 698 public firms listed on Shenzhen Stock Exchange with ESG disclosure
data

Corporate visit data: CSMAR
Visit-level information: name of visiting institutions, visit dates, meeting minutes.

ESG disclosure data: Bloomberg
Annual disclosure score, with E-/S-/G-pillar score.
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Data

Define ESG-related corporate visits

if the visiting institutions pose at least one question containing ESG-issue keywords during
a visit.
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ESG-issue keywords
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Data

Year #sample firms #firms with ESG-related visits #firms with non-ESG-related visits

2013 412 161 154
2014 429 187 137
2015 581 211 222
2016 579 211 236
2017 494 187 184
2018 520 179 196
2019 573 164 200
2020 573 138 185
Total 698 515 546
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Identification strategy

Staggered Difference-in-Differences estimation after nearest-neighbor
matching (NNM)
Treatment: firms that host ESG-related visits
Control: firms that never host ESG-related visits and share similar
characteristics

Model specification

ESGDi ,t+1 = α+ βTreatESGi × PostESGi ,t + γFirmControlsi ,t

+ δi + µt + ϵi ,t
(1)

For comparison:

ESGDi ,t+1 = α+ βTreatNESGi × PostNESGi ,t + γFirmControlsi ,t

+ δi + µt + ϵi ,t
(2)
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Baseline results

Table: Impact of corporate visits on ESG disclosure

Panel A. ESG-related Panel B. Non-ESG-related
(i) (ii) (i) (ii)

TreatESG × PostESG 0.271** 0.713**
(0.043) (0.033)

TreatNESG × PostNESG 0.100 -0.104
(0.423) (0.574)

Control Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
R2 Within 0.605 0.593 0.575 0.604
#treat firms 339 178 323 153
#control firms 92 65 84 55
Obs. 2,534 1,440 2,343 1,236
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Dynamic treatment effects

Figure: Dynamic treatment effect

(a) Baseline results Panel A (i) (b) Baseline results Panel A (ii)
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Effect heterogeneity

Effect strengthens with demand for ESG information

Firms that receive more ESG-related visits;

Firms that receive more ESG-related questions;

Firms that host ESG-related visits and are located far away from the
visiting institutional investors;

Firms that host ESG-related visits and are visited by UNPRI
signatories;

Firms that receive environmental-related questions.

Effect weakens with firm proprietary cost
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Mechanism - Mutual fund trading

Table: Mechanism: mutual fund trading

(i) (ii) (iii) (iv)
∆Share ∆Share ∆Share ∆Share

ESGD 0.011*** 0.011*** 0.012*** 0.012***
(0.000) (0.000) (0.001) (0.001)

ESGvisit 0.251*** 0.115*
(0.000) (0.087)

ESGvisit × ESGD 0.004**
(0.028)

NESGvisit 0.189*** 0.128
(0.000) (0.219)

NESGvisit × ESGD 0.002
(0.419)

Controls Yes Yes Yes Yes
Fund-firm pair FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
R2 Within 0.057 0.057 0.057 0.057
Obs. 293,902 293,902 306,982 306,982
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Impact on ESG rating divergence

Table: Effect of ESG disclosure on ESG rating divergence

(i) (ii) (iii) (iv) (v) (vi)
HZ syn HZ Blbg HZ SP Blbg syn SP syn SP Blbg

Panel A: ESG rating divergence in next year
ESGD -0.500*** -0.083 0.084 -0.749*** 0.032 -0.042

(0.000) (0.410) (0.574) (0.000) (0.769) (0.755)
Controls Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
R2 Within 0.026 0.016 0.027 0.047 0.025 0.103
Obs. 1,443 836 1,307 647 869 651
Panel B: ESG rating divergence in two years
ESGD -0.509*** -0.165 -0.155 -0.720*** -0.413* -0.327***

(0.000) (0.204) (0.136) (0.000) (0.052) (0.000)
Controls Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
R2 Within 0.029 0.032 0.038 0.044 0.022 0.097
Obs. 1,413 786 1,184 639 849 617
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Conclusion

Institutional investors make real efforts behind the scene, e.g.
conducting costly corporate visits and communicating with corporates
regarding ESG issues, to promote corporates’ ESG disclosure practices.

The pressures and demands from market participants, particularly
from institutional investors, could be an effective stimulator of ESG
disclosure.
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Thank you!
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