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Abstract

:

In recent years, the global financial and economic crisis are rewriting the relationship between business and society, focusing, among other things, on the role of the process of financialization, not only in the economy as a whole but also within non-financial companies. Shareholder value maximization, together with the commoditization of business, has led to a general short-term approach at the expense of capital accumulation and core business activity, to the detriment of not only firms’ competitiveness and productivity but also of human capital, strategic innovation, business ethics, and long-term growth. Within this framework, this study investigates the role of corporate sustainability, analyzing the nexus between financialization, accumulation of real capital, and corporate social performance, an issue that has been neglected so far. Using a sample of US manufacturing firms from 2002 to 2017, we found that, while financialization was negatively correlated with corporate real investment, the environmental and social firm performance positively impacted corporate capital accumulation. Our results support the belief that a focus on environmental, social, and governance standards, fostering real investments, may enhance a firm’s long-term growth with a positive effect on its long-term value.
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1. Introduction


In recent decades, an extensive body of literature found a negative correlation between financialization and the accumulation of real capital from both a macroeconomic and firm-level perspective. More recently, some studies analyzed the implications of corporate social responsibility (CSR) activities on corporate real investment. Nevertheless, to the best of our knowledge, the interaction between corporate financialization, CSR standards, and capital accumulation has not been systematically explored yet. The increased financialization of nonfinancial companies (NFCs) had consequences on their business behavior, leading to a slowdown of real capital accumulation with associated negative externalities such as higher unemployment, higher inequality, and slower transition to a sustainable growth. In line with this, we define “corporate financialization” in NFCs the increasing share of profits earned from financial investment coupled with a growing share of profits flowing to shareholders [1].



The growth of corporate investment in financial assets often aims to compensate the fall in profits earned in the real sector in the short term, producing a vicious circle in the long-term, as the ensuing fall of real investment is bound to further reduce the profits from them and increase the share of profits from financial activity. This process is one of the results of the adoption of the maximization of shareholders’ value as the exclusive goal of the firm since the late 1970s. In this framework, corporate financialization leads managers to increase the firm’s short-term value, rather than to sustain capital accumulation and core business activity, to the detriment of not only firms’ competitiveness and productivity but also of human capital, strategic innovation, business ethics, and long-term growth [2,3]. With the last economic and financial crisis, negative effects of financialization emerged together with a renewed interest on CSR as a possible corporate governance model, redefining the role of business in society [4,5,6,7,8,9,10]. Therefore, a growing number of firms started to reconsider CSR principles, shifting corporate behavior towards a more sustainable strategy supported by a managerial commitment focused on long-term value creation [10,11]. To this end, managers need to boost long-term real investment [5,12].



Nevertheless, it has long been debated in the literature to what extent a CSR-oriented approach is able to activate antibodies capable to mitigate the controversial effects of short-termism, an opportunistic managerial approach, and corporate financialization. Previous studies [13,14,15] pointed out that the firm’s ethical standards are strongly affected by the motivations of managers that lead to the implementation of specific CSR initiatives. According Schaltegger and Burritt [16], managers have different ethical views on CSR activities. They consider CSR initiatives as: (i) potentially costly to the detriment of profit maximization; (ii) crucial only if the firm is still able to enhance short-term financial returns; (iii) useful to innovate the productive and organizational processes creating new business opportunities in the long run; (iv) strategic to improve the financial performance of the firm by cooperating with all stakeholders. Moreover, we can expect that managers’ motivations for the adoption of CSR practices will be further enhanced thanks to the pressure exerted by investors, civil society, international organizations, and regulators [17]. The investment community is increasingly recognizing that a focus on environmental and social issues of the assets in their portfolios will affect their ability to generate financial returns over the long-term [18]. Civil society is increasingly enhancing its awareness about sustainability, supporting more socially responsible companies [19,20]. In September 2015, the United Nations launched the Agenda 2030, defining 17 sustainable development goals to address sustainability issues at both a global and local level [21]. Finally, policymakers recently adopted a more severe attitude against ethical laxity that has been dubbed post-crisis “ethics turn” in financial regulation [22] and in accounting standards. For example, in May 2018, the European Commission, on the basis of the recommendations of the High-Level Expert Group on Sustainable Finance, adopted a package of measures that set out a comprehensive strategy to connect finance to sustainability through reorienting capital flows towards sustainable investments; managing financial risk connected to climate change, social issues, and environmental degradation; and fostering long-termism in financial and economic activities [18]. Moreover, the EU Directive 2014/95/EU set new and mandatory rules on disclosure of social and environmental information for large companies that are required to include a nonfinancial statement in their annual reports from 2018 onwards, therefore making data available to analysts and investors on a yearly basis starting from 2017. This framework requires that managers must increasingly take nonfinancial firm data and information into account in the decision-making process, in auditing, and in reporting activities. This approach is expected to enhance CSR standards, corporate transparency, accountability, stakeholder engagement, and overall corporate social performance (CSP) [23,24,25].



This paper aims to test the issues mentioned above, analyzing whether, in a context of corporate financialization such as that characterizing our sample, an improved ethical approach to business behavior positively affects real capital accumulation, focusing on the specific role of the environmental, social, and governance (ESG) components of CSP.



The structure of the paper is as follows. In Section 2, we survey the relevant literature on the research questions motivating this empirical study. Section 3 clarifies the nature and limitations of the sample analyzed. Section 4 discusses the results obtained and their implications. Concluding remarks follow in Section 5.




2. Literature Review


It is unanimously agreed that capital accumulation in NFCs exhibited a systematic slowdown since the 1970s (see, e.g., [26,27,28,29,30,31]). Different causes have been attributed to this phenomenon: some studies [32,33,34,35] argued that corporate capital accumulation could be affected by particular mechanisms of corporate governance; others [36,37,38] maintained that managerial short-termism is the main cause of this decreasing trend. In particular, short-termism penalizes corporate capital accumulation as it diverts resources traditionally allocated to support long-term firm development to sustain financial activities to maximize shareholder value in the short-term [2]. Recent studies highlighted that NFCs exhibit increasing trends in short-term corporate investment and earnings [2,28,29,30,31,39,40] as well as in leverage ratios [28,41]. Many scholars maintain that this evidence is the direct consequence of the increasing corporate financialization that has changed the dynamics of NFCs (see, e.g., [42]). In this view, NFCs aim to increase profits by investing in financial activities rather than in the development of their core business activities [38,43,44,45,46,47]. At this regard, a large body of empirical evidence shows that financialization is negatively correlated with capital accumulation in NFCs (see, e.g., [26,27,28,29,30,31,48,49,50,51,52,53,54]).



The Great Recession rekindled the public awareness of the shortcomings of this model of corporate development. At the same time, the recent debate has pointed out that some controversial effects produced by financialization might be countered by long-term strategies able to improve CSR standards (see, e.g., [55,56,57]).



Corporate sustainability is the result of the managerial socio-environmental and governance strategy [11,58,59] aiming to implement CSR activities, which are key to enhance CSP [23,24,25,60]. For this reason, corporate sustainability crucially depends on long-term investment programs managed to create virtuous dependency between previous and subsequent levels of capital accumulation [28,54,60,61,62,63]. Real investment is a critical driver to sustain CSR activities over time, improving both firm financial performance and CSP [64,65,66,67,68,69,70]. Such corporate strategy requires managers’ commitment to resource allocation to sustain long-run firm growth [10,11,13,14,15]. To this end, managers should efficiently conduct their business with an integrated approach including sustainability criteria into planning and control mechanisms, decision-making processes, and performance measurement systems, as well as reporting [71]. Managers should be focused on the achievement of both short- and long-term goals, being compliant with the expectations of all stakeholders and pursuing a durable profitability aimed to corroborate the firm’s survival [72,73,74]. The goal of CSR initiatives leads managers to use specific key performance indicators (KPIs) for measuring the resulting CSP, taking into account the firm’s impact on the natural environment, society, and corporate governance [75,76,77,78]. Consequently, the integration of nonfinancial KPIs in the overall managerial set of indicators leads to improve the efficiency of the decision-making processes and the transparency of the firms. A higher availability and an extensive disclosure of financial and nonfinancial corporate data is crucial to help stakeholders and investors effectively support and finance the best-performing firms. External corporate stakeholders usually monitor firms’ CSP through the analysis of ESG ratings provided by different sources.



In line with the current evolution of internal auditing and reporting activities, managers operationalize CSR principles to enhance managerial efficiency and reduce operating risks.



In this framework, the increasing role of ESG factors in the decision-making of managers and stakeholders could mitigate the undesired financialization effects and foster CSR activities by redefining firm strategies and goals in a long-term perspective [11,12,79].



The next sections present an empirical investigation on the key role of ESG factors in boosting corporate capital accumulation in spite of contrasting collateral effects of financialization.




3. Data and Methodology


An unbalanced panel dataset covering 2977 firm-level observations from 460 US manufacturing companies—i.e., with SIC codes 2000–3999—included in Thomson Reuters Asset4® universe was analyzed. The sample construction process is shown in Table 1, the industry-related distribution of the sample is described in Table 2, whereas Table 3 shows the yearly distribution of the sample’s observations used in the analysis. Firm-level observations cover a period of sixteen years (2002–2017) to fully appreciate the evolution in CSR governance commitment and its impact on firms’ financialization.



Data on ESG performance were collected from the Thomson Reuters Asset4® database, while the firm-level financial data were obtained from the Datastream Worldscope Thomson Reuters database. The use of the Asset4® dataset has been validated by past academic studies [80,81,82,83,84,85]. It is recognized as one of the leading databases in providing relevant and reliable information on companies’ environmental (E), social (S), and governance (G) dimensions, with a broad global coverage [86]. For the period analyzed, each company was ranked on the basis of 250+ KPIs and 750+ singular data-points, carefully collected from several primary data sources, such as sustainability reports, company annual reports and websites, newspapers, reports of non-governmental organizations, and stock exchange filings, which had to be objective and available (see, e.g., [82]).



Improvements in CSP could increase the efficiency of corporate investment activities [17,66,67], boosting corporate capital accumulation. This virtuous interaction is one of the long-debated topics in the literature. Several prior studies investigated the relationship between CSP and corporate financial performance [70,87,88], finding empirical support for the so-called “Good Management Theory” [23,89]. This virtuous relationship depends on managerial CSR motivations [13,14,15,16] finalized to activate the internal capabilities of the firm [90,91] to achieve both improved business competitiveness and corporate financial and nonfinancial performance [92,93,94]. In our analysis, we used the yearly change of ESG scores and sub scores to appreciate the role of an improvement in CSP. For each observation, we calculated the ESG score as the equally weighted average of the three sustainability dimensions E, S, and G.



We measured corporate capital accumulation as the amount of a firm’s real investments, equal to the yearly addition to fixed assets [28,29,30,31], identifying it as a dependent variable (I) in our analysis.



The availability of internal financial resources commonly changes the managerial attitude to create value for only shareholders instead of for all stakeholders [47]. Internal firm funds are particularly affected by the non-operating profits from interests and dividends and by the financial outflows related to interests paid on debts added to cash dividends paid. In this way, managers could implement speculative strategies shifting available resources to increase financial assets aiming at maximizing financial earnings instead of sustaining capital accumulation. Moreover, the increasing trends of costs to sustain financial investment could decrease internal firm resources, producing a slowdown in firm capital accumulation, as well as stressing the short-term managerial approach and the uncertainty in business planning processes.



To measure these financial effects on firms’ internal funds we include a number of proxies of corporate financialization relative to input-output financial flows as independent variables, namely: (i) the amount of financial outflows related to interests paid on debts added to the cash dividends paid, briefly named as financial payments (FP); (ii) the non-operating profits from interests and dividends (NOP) as a measure of financial inflows.



Our analysis includes also stock buybacks (Buybacks) as an explanatory variable, as it is another useful proxy of corporate financialization [2,28]. The inclusion of such variables in this study is justified by the idea that managers could adopt a speculative strategy, investing firm resources to repurchase their own outstanding shares on the primary market or directly from shareholders with the aim to boost the firm’s value. Although buybacks, at first glance, could be considered a managerial activity useful to consolidate ownership and to correct share price, in the last decades they became the dominant procedure to return cash to shareholders, thus enhancing stock-based benefits for managers and shareholders and boosting financial ratios to the detriment of sustainable long-term firm growth.



Moreover, we used the sum of cash, other investments, short-term investment, other current assets, briefly defined as financial assets (FA), as stock measures of corporate financialization [28,29,30,31].



In order to tackle possible endogenous effects which could affect the results, we included net sales (S) and total debt (D) as control variables.



Finally, we used total assets (TA) as a measure of firm size to scale both dependent, explanatory, and control variables.



Variables’ definitions are presented in Table 4, and Table 5 reports descriptive statistics of the variables used in the analysis, considering annual firm-level observations.



The covariance matrix in Table 6 reports the results of the linear dependence analysis, showing the variables in our dataset, which are significantly dependent upon each other, and the related strength. The analysis shows that corporate capital accumulation (ITA) is in significant and negative correlation with corporate financialization proxies, namely with FPTA (r ≅ −0.05; ρ > |z| = 0.05) and FATA (r ≅ −0.05; ρ > |z| = 0.05). Moreover, some measures of CSP, such as ESG (r ≅ 0.035; ρ > |z| = 0.08) and ENV (r ≅ 0.042; ρ > |z| = 0.05) are significantly and positively correlated with corporate real investments.



Below, we define the equations used in our analysis. Equation (1) aims to check whether findings of previous studies (i.e., a negative correlation between financialization and capital accumulation) are confirmed in our sample. Equation (2) and its variations (2a, 2b, 2c) analyze the impact of change in the ESG factor and in the single E, S, and G dimensions, respectively, on corporate real investments, taking into account the collateral effects of financialization.


ln(I,tTAt−1)t=α0+α1ln(ItTAt−1)t−1+α2ln(FPTAt)t−1+α3ln(NOPTAt)t−1+α4ln(BuybacksTAt)t−1+α5 ln[(FATAt)t−(FATAt)t−1]+α6[ln(STAt)t−ln(STAt)t−1]+α7[(DTAt)t−ln(DTAt)t−1]+ εi,t−1



(1)






n(ItTAt−1)t=β0+β1ln(ItTAt−1)t−1+β2ln(FPTAt)t−1+β3ln(NOPTAt)t−1+β4ln(BuybacksTAt)t−1+β5ln[(FATAt)t−(FATAt)t−1]+β6[ln(ESG)i,t−ln(ESG)i,t−1]+β7[ln(STAt)t −ln(STAt)t−1]+β8[(DTAt)t−ln(DTAt)t−1]+ εi,t−1. 



(2)






ln(ItTAt−1)t=γ0+γ1ln(ItTAt−1)t−1+γ2ln(FPTAt)t−1+γ3ln(NOPTAt)t−1+γ4ln(BuybacksTAt)t−1+γ5ln[(FATAt)t−(FATAt)t−1]+γ6[ln(ENV)i,t−ln(ENV)i,t−1]+γ7[ln(STAt)t −ln(STAt)t−1]+γ8[(DTAt)t−ln(DTAt)t−1]+ εi,t−1



(2a)






ln(ItTAt−1)t=δ0+δ1ln(ItTAt−1)t−1+δ2ln(FPTAt)t−1+δ3ln(NOPTAt)t−1+δ4ln(BuybacksTAt)t−1+δ5ln[(FATAt)t−(FATAt)t−1]+δ6[ln(SOC)i,t−ln(SOC)i,t−1]+δ7[ln(STAt)t −ln(STAt)t−1]+δ8[(DTAt)t−ln(DTAt)t−1]+ εi,t−1



(2b)






ln(ItTAt−1)t=λ0+λ1ln(ItTAt−1)t−1+λ2ln(FPTAt)t−1+λ3ln(NOPTAt)t−1+λ4ln(BuybacksTAt)t−1+λ5ln[(FATAt)t−(FATAt)t−1]+λ6[ln(CGV)i,t−ln(CGV)i,t−1]+λ7[ln(STAt)t −ln(STAt)t−1]+λ8[(DTAt)t−ln(DTAt)t−1]+ εi,t−1



(2c)







In order to minimize possible biases in the analysis, we computed each variable in logarithmic form to control for potential non-linearity effects. Moreover, as in Orhangazi [28], following Greene [96] and Chirinko et al. [97], we winsorized only the independent variables at 1% and 99% levels for each year to exclude outliers from our analysis.



Furthermore, the model allowed us to analyze possible dynamic adjustment processes. In particular, we checked for gestation and inertia effects in the life cycle of investment activities, including the lagged dependent variable in the right part of each model equation. We designed Equations (1) and (2) (and its variations) considering also lagged temporal effects in the relationship between predictor and the independent variables. Moreover, some independent and control variables (namely FATA, STA, and DTA) included in the equations are computed in timing delta formula in order to check their possible dynamic effects on the predictor.



Finally, we employed a generalized method of moments (GMM) estimation, which is useful in analyzing datasets with many panels and few time periods. In particular, we performed the Arellano–Bond linear dynamic panel-data regression, which provides suitable tests to assess the existence of endogeneity within the data panel (see, e.g., [28,29,30,31,98]).



The analysis was performed using STATA software.




4. Results and Discussion


Regression results of the of the analysis performed using the yearly observations in our panel are shown in Table 7. The first regression developed using Equation (1) confirms that there is a negative correlation between real capital accumulation and corporate financialization. Three out of the four proxies of corporate financialization—i.e., financial payments scaled by total assets (FPTA), share buybacks on total assets (BuybacksTA), and investment in financial assets on total assets (FATA)—present negative and significant coefficients. Our results are in line with those of prior studies, such as Stockhammer [26,27], Demir [48,49,50], van Treeck [51,52], Dallery [53], Orhangazi [28,54], Davis [29,30], and Tori and Onaran [34].



The GMM regressions performed using Equation (2) and its variations (2a, 2b, 2c) allow us to argue that ESG factors positively affected corporate real investment despite the negative effects of financialization on real capital accumulation. In particular, regression results produced considering the specifications of all versions of Equation (2) confirmed that corporate financialization proxies FPTA, BuybacksTA, and FATA are negatively and significatively correlated with real investments. On the other hand, the annual variation of ESG included in Equation (2) is significantly correlated with the dependent variable, considering its positive (β6 = +0.1621) and highly significant (ρ > |z| = 0.007) impact on the predictor. Such evidence is also confirmed in regression results using Equations (2a) and (2b). In particular, corporate environmental sustainability (ENV) is in positive (γ6 = +0.0506) and significant (ρ > |z| = 0.07) interaction with real investments as well as corporate social sustainability (SOC) (δ6 = + 0.0686; ρ > |z| = 0.016). Coversely, as shown in Table 7, regression results produced using model (2c) showed that corporate governance performance (CGV) was positively (λ = +0.0392) but not significantly correlated (ρ > |z| = 0.577) with capital accumulation.



The outputs produced by the Arellano−Bond post-estimation tests show zero autocorrelation in first-differenced errors as summarized in Table 8 for all the regressions performed. As for the multicollinearity biases, the collinearity diagnostics results reported a mean variance inflation factor (VIF) lower than two (see Table 9). According to Diamantopulos and Siguaw [99] and Allison [100], such results confirm the absence of multicollinearity effects in our analysis.



Moreover, to complete the robustness check of the results, we performed a t test of the differences between regression coefficients and a comparison analysis between the dependent variable and its predicted values produced by each regression.



The results of the t test shown in Table 10 highlight that all differences between the regression coefficients were not statistically significant, meaning that ESG, SOC, ENV, and CGV do not affect the interactions between corporate financialization proxies and capital accumulation.



Finally, results in Table 11 show that all versions of Equation (2) corroborate the results obtained with Equation (1) which, as stated above, uses specifications suggested in prior studies to investigate the relationship between financialization and capital accumulation. We can conclude that the inclusion of ESG scores in the analysis may explain other variation effects of capital accumulation that corporate financialization proxies do not capture.



Our results suggest that an improved CSR managerial attitude could contribute to boost long-term value-enhancing activities (i.e., real investments in tangible fixed assets). This corroborates the findings of prior empirical studies [101,102] and insights suggested in previous research (see, e.g., [72,103,104]). Furthermore, the results obtained by using Equations (2a), (2b), and (2c) allow us to conclude that each environmental, social, and governance aspect of CSR activities must be differently managed in line with specific business and sustainability material issues as well as in the light of the different effects on investment activities. Improvements in environmental and social scores may increase corporate capital accumulation and financial performance in the long run.



The financialization process increasingly shifts decision-making from long-term to short-term goals and results, to the detriment of CSR standards and corporate capital accumulation. Improvements in ESG scores due to the implementation of socio-environmental CSR initiatives may encourage managers to focus on long-term goals and performance, being compliant with evolving reporting and accountability standards as well as more demanding regulation and stakeholders’ engagement.



Moreover, our results show the existence of a virtuous cycle between prior real investment and subsequent capital accumulation, confirming the strategic role that socio-environmental issues play in supporting persisting real capital accumulation and contrasting the biasing volatile impact of financialization.




5. Concluding Remarks


In recent years, the global financial and economic crisis have been rewriting the relationship between business and society. The current debate is centered on the role of the process of financialization, not only in the economy as a whole but also within non-financial companies. Shareholder value maximization, together with the commoditization of business, has led to a general short-term approach, under which managers are tempted to focus on the upside potential of short-term success and underestimate the downside risk of excessive risk-taking and strategic failure. As a response, a significant amount of theory and practice in business ethics and corporate social responsibility emerged, together with a growing interest on the relevance of a long-term time horizon in investors’ asset allocation decisions [105].



Within this framework, this paper presents an empirical investigation of an issue, potentially significant, that has been so far neglected: the nexus between financialization, accumulation of real capital—as a proxy of long-term approach—and corporate social performance in non-financial companies.



Focusing on a sample of US manufacturing companies from 2002 to 2017, our analysis shows that, while financialization is negatively correlated with corporate real investment, corporate social performance exhibits a positive correlation with corporate capital accumulation.



This corroborates the belief that a consistently enhanced focus on ESG standards may lead firms to foster real investment. In particular, in our sample, the environmental and social standards show a significant and positive impact on corporate capital accumulation. These findings may induce managers to pursue a corporate strategy aiming at strengthening the nonfinancial internal auditing, while engaging all stakeholders in long-term sustainable goals. This managerial approach may be encouraged by regulations aiming at improving ESG standards as practical drivers to increase firm transparency and stakeholder engagement.



Further research is needed to clarify to what extent ESG standards have an impact on financialization and corporate accumulation. In particular, empirical analysis should investigate different samples, including other countries and longer periods, and focus on the role of industry-level sustainability standards and practices. Moreover, other ESG databases should be taken into account, and, of course, different empirical models and econometric methodologies may be applied.
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