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Abstract: This study examines the relationship between corporate social responsibility (CSR) and
firm performance in the MENA region before and after COVID-19. It also seeks to understand how
earnings management moderates that relationship. The final study sample consisted of 661 firm-year
observations from 2007 to 2021. This study employed the random effect estimation (RE) method
to examine the relationships and used GMM regression for robustness to investigate the results’
consistency. The RE findings demonstrate that environmental, social, and governance (ESG) scores
have a favorable impact on return on assets (ROA), even after adjusting for COVID-19. Regarding the
moderating effect of EM, the outcome shows that CSR has an insignificant positive impact on financial
performance. However, the results demonstrate that ESG has little impact on ROE. Additionally, the
findings show a strong positive link between ESG and Tobin’s Q. This study provides policymakers,
board directors, and managers with a set of recommendations that are relevant to the context
by enabling a better understanding of how managers react to CSR disclosure and the impact of
minimizing earnings manipulation on firm performance.

Keywords: corporate social responsibility; firm performance; ESG; earning management; COVID-19;
Tobin’s Q; MENA region

1. Introduction

A highly significant economy with extremely sizable commercial activity exists in
the Middle East and North Africa (MENA) region. In the MENA region, business and
commercial activities continue to have a big and important impact on society and the
environment. As a result, in the MENA region, the concept of corporate social responsi-
bility, which takes into account the effects on the environment, society, and the economy,
has received an increasing amount of attention over the past ten years [1,2]. Numerous
high-profile business instances have highlighted the negative effects of subpar corporate
social responsibility (CSR) performance in MENA nations, and societal pressure on MENA
corporations to improve their CSR performance is growing [3]. According to the legitimacy
theory, public forces are the reason why businesses disclose their CSR activities. Accord-
ing to this, businesses should disclose their CSR operations to stakeholders in order to
demonstrate their sustainability and to support their commitment to the interests of the
community [4]. The primary aim of this study is to examine the relation between a firm’s
operational, financial, market performance, and CSR in the MENA region before and after
the coronavirus, as well as the function of EM in moderating that relationship.

The COVID-19 pandemic is currently causing extensive losses to the economy and
business establishments, particularly in developing countries. This has had a significant
impact on the socially responsible actions that businesses have taken, which have also had
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an impact on shareholders, consumer preferences, and business assurance. A difficult and
fascinating topic to take note of with relation to underdeveloped countries is CSR during
the COVID-19 epidemic. Implementing CSR activities has remained the largest barrier
for many firms due to the hardship of pandemic travel limitations and social segregation
practices; however, some organizations have devised solutions throughout the COVID-19
pandemic to achieve their CSR goals [5,6]. Despite the chaos, the pandemic has provided
corporations with fresh perspectives and chances to consider adopting CSR operations in
developing countries [7,8]. However, business groupings are not exceptional in this regard.

During a tough moment like the COVID-19 pandemic tragedy, which is followed by
uncertainty and dread, people all over the world are deeply committed to assisting one
another in any manner possible. They should continue to make multiple efforts to help
their personnel, clients, and communities in this time of crisis through their various CSR
programs, as they have in the past. In this perspective, CSR is seen as a good tool for
attaining sustainable development by offering a win-win strategy [9]. Additionally, it helps
companies perform better financially while also delivering a multitude of social benefits
that can motivate people to endure during the COVID-19 pandemic era and weather
catastrophes [10,11].

Depending on how CSR is viewed inside a specific social, political, economic, and
institutional structure, the perception of CSR varies across a wide range of nations. Institu-
tional structures and organizational cultures have an impact on how CSR is perceived and
used [12]. CSR activities are significantly influenced by the general economic conditions, the
level of competition that businesses face, pressure from regulators, and non-governmental
organizations like civil society [13]. The state will probably establish CSR rules in many
developing countries to encourage businesses to actively participate in raising social stan-
dards [14]. CSR is an alternative management paradigm that applies to businesses in the
MENA region. It portrays the business as a web of connections that connects stakeholders
or other interested parties (such as suppliers, employees, and customers) involved in the
development of the entity, separating owners and managers [15]. In order to allay worries
about managers misusing their information advantage, a prior study showed that theories
of corporate social responsibility were based on the assumption that they all helped in a
better understanding of the growth of non-financial reporting [16].

This study focuses on the MENA region, since it has seen rapid market and environ-
mental changes in recent years. It found that there is a lack of understanding about CSR
practices and CSR disclosure in the MENA region, with limited findings [17]. As a result,
this is an area for exploration that is likely to add to current understanding and assist
researchers in using the findings for future research. Based on what has been said so far,
there is a need for more research, and the current state of the literature suggests that more
research is needed in the MENA region [18,19].

In addition, the public’s knowledge of larger business concerns, including climate
change, human rights, and environmental degradation, has increased in tandem with the
rapid development of new technologies and the accompanying societal shifts. Because of
this, the roles that firms play in the economy and society have been given a higher priority,
which has resulted in greater emphasis being placed on CSR [20]. However, the resources
available to the company determine how well CSR is promoted and carried out, and it is
still unknown how investing in CSR will affect operating costs, profits, and the motivation
to manage earnings. To be successful, CSR depends on corporate resources [20].

The firm’s profits is one of the most crucial pieces of information reported in the
financial statements, because the company’s earnings will define its destiny. If the firm’s
management uses their own discretion and judgment in determining the company’s prof-
itability, there may be manipulation or management of the company’s earnings. This
strategy is known as “earnings management”. Income manipulation has a major impact
on earnings quality [21]. The manner in which earnings are managed may have a long-
term impact on the organization’s worth. Because of its significance in determining firm
profitability and future value, the corporate finance literature has expended considerable
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effort in analyzing it [22]. Recently, the essential elements of successful organizations
have been studied alongside their social practices [23,24]. Disclosure of a company’s CSR
initiatives may improve its reputation, offer it a competitive advantage in the market, boost
transparency, permit comparisons with other organizations, and encourage employees to
contribute toward the company’s long-term growth [25–27]. Previous studies claim that
better-performing businesses invest in CSR activities because they help them establish a rep-
utation as ethical businesses [28,29]. CSR has a long history and has changed as businesses
have grown and as societal requirements have arisen. CSR has primarily been studied
and implemented in industrialized countries, such as Western nations [30]. All business
activities that are discretionary and take into account the opinions of the government and
other relevant stakeholders are collectively referred to as “CSR” [31].

Contrarily, according to one definition, CSR disclosure is when a company shares
and disseminates information in its annual report on specific operations, activities, and
program applications that are thought to have an influence on both the general public and
other stakeholders [32]. Additionally, prior research has demonstrated that CSR disclosure
significantly affects trust-building [33]. Thus, there is no universally agreed-upon definition
of CSR that applies to all nations, including those in the Mediterranean [34]. Therefore,
this study explores, in a unique way, the fundamental policy problems of why and how
CSR affects corporate performance in the MENA region, as well as whether or not earning
management moderates this relationship. Accordingly, this study seeks to answer the
following questions: (1) To what extent does CSR affect business performance in the MENA
region? (2) How much does EM impact firms’ performance in MENA region? (3) Does the
COVID-19 pandemic affect the relationship between CSR and EM on firms’ performance?
and (4) Does EM moderate the relationship between CSR and FP in the MENA region?

Consequently, the current study seeks to make the following contributions to the
existing literature. Firstly, previous literature shows that the majority of prior research
has focused on the connection between company performance and CSR. The impact of
EM as moderating variables, on the other hand, was investigated in this study. Second,
in addition to presenting reliable and consistent evidence, it will generate new data that
have been recently updated based on previous research in the MENA region. Third, the
significance of this study is bolstered by an examination of the connection between CSR,
firm performance, and the management of earnings before and after the spread of COVID-
19. In addition to this, the CSR practices of firms in the MENA region are investigated
in this study, and actual evidence is provided to support the conclusions of the study.
This research supports policymakers and all other consumers of financial statements in
analyzing business performance. The goal of this assistance is to reduce the likelihood of
making errors in the MENA region.

2. Literature Review and Hypotheses

The concept of CSR disclosure has recently gained significant attention from aca-
demics, practitioners, and those who create international standards [35–37]. A great deal
of the existing literature is concerned with either the impact of CSR disclosure on corpo-
rate performance or the ways in which CSR affects company performance [38–40]. It is
essential to point out that the majority of the research literature concentrates on the total
environmental, social, and governance (ESG) score rather than dissecting the individual
pillars that make up the ESG score. It is possible that each pillar will have a distinct kind of
influence on the company, as well as a varying degree of that influence. Cek and Eyupoglu,
for instance, show how the social and governance pillars have a positive and significant
impact on the firm’s economic performance [41,42]. As a result, the following are some
categories in which the literature on the relationship between CSR, firm performance, and
EM can be categorized.
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2.1. Firm Performance and CSR

Businesses that address social issues in their reports might earn social advantages.
When viewed through the lens of the resource-based theory, businesses engage in activities
of social responsibility with the intention of growing their resources in order to reap more
rewards. According to institutional theory, businesses engage in social activities in order
to satisfy the pressures of stakeholders [17,43]. The stakeholder theory contends that an
organization’s value and overall performance can be determined by the firm’s activities in
relation to the expectations and interests of its stakeholders and that it is the function of
corporations to coordinate those interests [44].

Because the connection between CSR and firm performance (FP) has been the sub-
ject of investigation in numerous studies carried out in both developed and developing
countries [37], the topic of CSR is not a recently emerging trend [45]. Some researchers find
that CSR and FP have a positive association, a negative relationship, or no relationship at
all [29]. These dubious conclusions open up a vacuum in the study, which paves the way
for more examinations to be carried out in an effort to get outcomes that are acceptable.

Stakeholder theory posits that stakeholders have varying expectations, while legit-
imacy theory focuses on society’s interests. Both theories assume that enterprises are
accountable to parties other than their owners and predict that businesses will improve
their CSR information in order to reduce information asymmetry and information cost to
investors [4]. Investors have a more favorable impression of companies that are actively
interested in environmental operations than they do of companies that are not as involved.
The correlation between CSR and FP has been empirically investigated by a number of
different academics. According to the findings of a study that looked at the cement industry,
CSR has a favorable association with FP [46]. Participation in CSR, according to the findings
of a variety of academics, can improve financial performance [29]. Using a sample of 50
different organizations, another study discovered a positive correlation between CSR and
FP [47].

There are now two different theoretical underpinnings that compete with one another
to explain the connection between CSR and FP. Some people believe that there is a negative
link between CSR and FP because it is commonly believed that CSR causes an increase in
costs for businesses, such as when they give money to charity, support social development
initiatives, or establish policies to safeguard the environment. On the other hand, there
are many who say that there is a positive correlation between CSR and FP, based on the
fact that CSR increases job satisfaction and the image of the organization [48–51]. It is also
mentioned that corporations may have easier access to financing if they participate in social
activities because these activities have the potential to improve relationships with investors,
government officials, and bankers [52]. Moreover, it is possible that social actions may
improve affiliations with investors.

The research conducted up to this point confirms that CSR disclosure has the potential
to improve FP [53–55]. Businesses that make a greater profit are more likely to provide
social and environmental disclosure in their reports, demonstrating their commitment to
society [56]. In addition, the social impact hypothesis proposes that CSR has a beneficial
connection to FP and that it improves the social ties of businesses. A return on equity (ROE)
was found to be important for CSR and financial planning in a study, and the literature
confirms that ROE is widely used by businesses as a performance metric.

The vast majority of empirical studies that investigate the connection between CSR and
FP make use of performance metrics that are based on accounting, including return on assets
(ROA), revenue growth, and total assets. According to the conclusions drawn from these
studies, there is a constructive connection between CSR and FP [57]. A structural equation
modeling study that was carried out in Ghana demonstrated a favorable relationship
between CSR and the success of businesses [58]. This study theorizes that CSR affects
firm performance.

Hypothesis 1 (H1). CSR has a positive impact on firm performance.
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2.2. Firm Performance and Earning Management

The agency theory emphasizes the fact that people will usually respond to opportu-
nities in an opportunistic manner, which may include “managing earnings” to the extent
that their activities would result in an increase in their wealth. Therefore, in light of agency
theory, top management may perceive EM as a method that serves their own best inter-
ests [59]. Additionally, the positive accounting theory (PAT) corroborates this position by
arguing that management is incentivized and given more leeway to use EM when they
focus on a select few accounting approach options [60].

PAT suggests that this view is supported by the flexibility allowed by accounting
standards [61]. PAT acknowledges the possibility of economic repercussions resulting from
the selection of an accounting policy. These repercussions could either be opportunistic [62]
or firm value maximizing, depending on whether or not managers act in a way that is most
beneficial to shareholders [63]. For instance, CEOs may choose to inflate or underestimate
their reported income in order to demonstrate positive performance by the company
and thereby qualify for higher compensation tied to the firm’s anticipated future stock
performance [64]. Consequently, the way managers apply EM approaches can either have
a positive or negative effect on how the organization runs [63]. As a result, there has
been an increase in the demand for studies on the factors that lead to the manipulation
of accounting measures as well as the implications that these factors have on the overall
performance and stability of businesses. This is an effort to head off controversies in the
future [45,65,66].

Recent research conducted by Mangala and Dhanda, examining the relationship be-
tween EM and the success of initial public offerings (IPOs) in India, came to the conclusion
that EM for the issue year is a derivative of the post-issue performance of Indian IPO
enterprises [67]. Another study found that EM positively impacts business value, with CG
controlling the size of this effect [68]. In addition, a study conducted in 2021 found that
Indonesian firms that go public use an EM approach to boost profits and distribute the
resulting wealth to their shareholders [69]. Traditionally, the agency theory’s prediction
of a causal relationship between EM and company performance indicates that the chain
of causation should run from EM to the performance of the company. This is because the
agency theory assumes that EM has an effect on company performance. This conventional
method has been called into question by a few recent investigations [70,71].

The investigation into the connection that exists between EM and the overall perfor-
mance of firms is an ongoing topic of discussion [66,72]. On the other hand, the evidence
that can be found in past literature concerning the connection between EM and company
performance is contradictory. Some studies came to the conclusion that EM practice has
a negative correlation with FP as assessed by ROA [54]. Another researcher conducted
research on Malaysian companies between the years 2004 and 2010 to determine how ac-
quisitions, effective management of earnings, and overall business performance are related
to one another [73]. The following hypothesis can be formulated in the context of agency
theory and is based on previous studies:

Hypothesis 2 (H2). Firm performance is positively related to the use of earnings management.

2.3. CSR and Earning Management

Given the scarcity of research on the relationship between corporate social responsi-
bility and firm performance, as well as the role of earnings management in moderating
the relationship [74], a review of the literature on the connection between corporate social
responsibility and earnings management will be conducted. The previous research that has
been conducted to investigate the connection between EM and CSR has produced conflict-
ing findings. Some writers believe that managers take advantage of this image to hide less
ethical behaviors, despite the fact that CSR is typically regarded as being connected with
transparent and honest financial disclosures [75,76]. Some researchers argue that managers
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who want personal rewards utilize CSR strategically in order to hide their opportunistic
actions [77,78]. However, the position that EM and CSR are inversely connected is the one
that is held by the vast majority of people. This view asserts that businesses with a strong
commitment to CSR disclose their financial results in a responsible manner and do not
manipulate their earnings [78–80].

Prior studies have revealed that there is a negative link between earnings management
and CSR. This finding is consistent with the premise that socially responsible activities
are related to better ethical behavior. In addition, the perspective on social responsibility
appears to have a significant dampening effect on REM, which may imply that managers
make fewer uses of REM in order to ensure the firm will continue to be profitable in the
long run [20,81,82].

There is certain research that shows a favorable association between CSR and EM,
which supports the agency theory, even if the majority of previous studies show a nega-
tive relationship. That is, managers try to hide some practices by participating in social
responsibility activities [83–85].

Some researchers make the point that earnings are kept under control by the manage-
ment of companies with a focus on CSR by using accruals rather than actual operations in
order to do so. This helps to ensure the continued profitability of the firm over the long
run [86]. CSR activities also contribute to the generation of shareholder value, particularly
those that improve a company’s reputation [87]. The CSR-EM connection makes the as-
sumption that CSR initiatives are carried out to enhance a company’s reputation because
management believes that increased sales are a result of a positive reputation [88].

According to other studies, the voluntary publication of CSR reports may imply more
integrity than earnings reporting when combined with financial disclosures [80,89]. How-
ever, a researcher asserts that firm management uses CSR to get favorable media coverage,
credibility from the community, and less scrutiny from employees and investors [77]. From
this vantage point, CSR initiatives can be utilized to mask how certain corporate wrongdo-
ing hurts a company’s value. EM is one illustration of a strategic discretionary decision
that management may attempt to hide behind CSR [90].

We contend that managers promote CSR initiatives as a means of avoiding stakeholder
control in the corporate governance process by engaging in EM behavior. This will have
a detrimental effect on the performance of the company. However, as the only goal of
earnings management, these manipulative practices have a negative impact on business
performance [91]. Additionally, the relationship between CSR and business performance
will be significantly impacted by earnings management actions. The manager chooses
which earnings management techniques to use based on the adaptability of accounting
standards to advance CSR and business performance [77,92,93]. Thus, based on prior
literature, this study theorizes the following hypothesis:

Hypothesis 3 (H3). The correlation between CSR and FP is moderated by EM.

3. Materials and Methods
3.1. Population and Sample

To test the above-mentioned hypothesis, this study focuses on firms in the MENA
region as defined by the International Monetary Fund (IMF). The financial data and
ESG scores were obtained from the Thomson Reuters database over the last fifteen years
(2007–2021). The study used a long period to discover the trend of the relationship between
the research variables. Because financial firms differ greatly from non-financial firms in
many ways, we did not include them in the study sample. The model of EM that is best for
non-financial corporations might not be the best choice for financial institutions.

The IMF’s definition of the MENA region includes the following countries: Algeria,
Bahrain, Djibouti, Egypt, Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco,
Oman, Palestine, Qatar, Saudi Arabia, Somalia, Sudan, Syrian Arab Republic, Tunisia,
United Arab Emirates, and Yemen. However, many companies in the MENA region do not
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have enough disclosure in their annual reports. As such, the availability of financial data
and the related ESG score for 15 years, from 2007 to 2021, served as the basis for selecting
the study’s final sample. As a result, and in line with Khoury’s study [94], we limited our
study to the countries shown in Table 1.

Table 1. Description of data sample. Number of firms in sample by country and year.

Country
Year

07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 Total

Bahrain 0 0 0 0 0 0 0 0 0 0 0 1 2 2 2 7
Egypt 1 1 6 6 6 6 6 6 6 7 8 9 12 12 11 103
Jordan 0 0 0 0 0 0 0 0 0 0 0 0 1 1 1 3
Kuwait 1 1 1 1 1 1 1 4 4 4 4 4 4 4 4 39

Morocco 1 1 2 2 2 2 2 2 2 2 2 2 3 3 3 31
Oman 0 0 0 0 0 0 0 3 4 4 4 4 4 4 3 30
Qatar 2 2 2 2 2 2 7 8 8 8 10 16 21 22 21 133

Saudi Arabia 5 6 6 6 6 6 6 11 11 13 26 30 32 32 32 228
United Arab

Emirates 1 1 1 1 1 1 4 5 5 8 8 11 14 13 13 87

Total 11 12 18 18 18 18 26 39 40 46 62 77 93 93 90 661

3.2. Models and Variables
3.2.1. Measurement of Firm Performance (FP)

The dependent variable is firm performance. In line with earlier studies, we used
accounting and market data to gauge the firm’s success. Thus, return on assets (ROA),
returns on equity (ROE), and Tobin’s Q were used to quantify financial success [95]. Since
they enable us to take a variety of business issues into consideration, these metrics are
frequently employed by academics. We applied the same measure in Adams and Mehran’s
work to calculate Tobin’s Q [96]:

Tobin’s Q = (Book value of assets − Book value of equity + market value of equity)/Total Assets

3.2.2. Measurement of CSR

Previous studies used unweighted and weighted indices to measure CSR. The former
eliminates the bias that can be generated by a single score when it comes to assessing the
significance of various items in a given context [97]. However, we used the ESG score index
as a measure of CSR. Given that an ESG score is a multidimensional index created from
the results of disclosures about the environment, social issues, and governance [17,98], we
considered the overall ESG score from Thomson Reuters’ database to measure the influence
of CSR on FP.

3.2.3. Measurement of Earnings Management

EM metrics are classified into two types: accrual-based EM and real-based EM. We
used the modified Jones model by Dechow et al. (1996) as a proxy for accrual-based
EM [99,100]. Accruals-based EM is the part of accruals that is at your discretion. Discre-
tionary and nondiscretionary accounting accruals are separated. Discretionary accruals
are abnormal accruals, whereas nondiscretionary accruals are normal. Nondiscretionary
accruals are those that are the outcome of regular business activities or a prior account-
ing transaction.

Modified Jones model:

TACit

ASit−1
= β0 + β1

1
ASit−1

+ β2
(∆Rvit + ∆Recit )

ASit−1
+ β3

PP&Eit

ASit−1
+ εit

where:
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TACit is total accruals for current year
ASit−1 are total assets
β0, β1, β2, β3 are coefficients
∆Rvit are current year revenue—previous year revenue
∆Recit are current year receivable—previous year receivable
PP&Eit are property, plant and equipments
εit is error term for firm I and year t

3.2.4. Control Variables

As control variables, we also took into account the firm’s age, size, financial leverage,
board size, and independence of the board, as well as the Big Four, COVID-19, inflation,
and GDP growth. Previous research that determined these variables are necessary control
variables for examining the impact of ESG scores on FP can be used to support the selection
of these control variables [38,101–103] (Table 2).

Table 2. Explains how the study variables have been operationally defined.

Abbreviation Variable Measurement

ROA Operational performance Net income divided by total assets [95]

ROE Financial performance Net income divided by shareholder’s equity [95]

Tobin’s Q Market performance (Book value of assets—Book value of equity + market
value of equity)/Total Assets [96]

ESG Environmental, social, and governance ESG score index from Thomson Reuters’ database as a
measure of CSR [17,38]

DAAC Discretionary accrual management modified Jones model [99]

FS Firm size Natural log total assets at the end of the fiscal year [102]

FA Firm age The number of years since the company was
established [101]

B.ind Board independence Percent of independent directors on the board [102,104]

B.size Board size Total number of directors in the board [104]

LEV Leverage Total debt divided by total assets at the end of the fiscal
year [104]

Big Four Refer to an audit firm

Dummy variables that equals 1 if firm’s external auditor is
one of the big four audit firms (KPMG, EY, PwC, Deloitte)
and 0 if not [101]. Auditors are primarily responsible for

determining the propriety of disclosures and assisting the
protection of diverse stakeholders’ interests [105].

INF Inflation rate Consumer price index (2010 = 100)

GDP GDP growth GDP growth annual rate

COVID-19 is Coronavirus pandemic Dummy variable if firm reports during COVID-19 period
(2020 and 2021) then equal to 1, otherwise 0.

Based on the above, and after figuring out the study’s variables, the following re-
gression equations were used with models 1, 2, and 3 to test the proposed hypotheses:

FPi,t = β0 + β1ESGi,t + β2DAACi,t + β3FSi,t + β4FAi,t + β5B.indi,t + β6B.Sizei,t + β7LEVi,t + β8Big fouri,t
+β9INFi,t + β10GDPi,t + εi,t

(1)

FPi,t = β0 + β1ESGi,t + β2DAACi,t + β3FSi,t + β4FAi,t + β5B.indi,t + β6B.Sizei,t + β7LEVi,t + β8Big fouri,t
+β9INFi,t + β10GDPi,t + β11COVID19 + εi,t

(2)
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FPi,t = β0 + β1ESGi,t + β2DAACi,t + β3DACC × ESGi,t + β4FSi,t + β5FAi,t + β6B.indi,t + β7B.Sizei,t + β8LEVi,t
+β9Bigfouri,t + β10INFi,t + β11GDPi,t + β12COVID19
+εi,t

(3)

where FP is the dependent variable, which is measured by ROA, ROE, and Tobin’s Q; ESG
is environmental, social, and governance scores; DAAC stands for discretionary accrual
management. FS is firm size, which is measured by log total assets; FA is firm age; B. in d is
board independence; B. size is board size; LEV is leverage; the “Big Four” refer to an audit
firm; INF is the inflation rate; GDP is GDP growth; COVID-19 is the coronavirus pandemic.

For the empirical analysis, the study employs pooled estimation (with clustered
standard errors) to encounter any endogeneity problem. More specifically, the study
estimates a random effects (RE) panel data model, including both firm and time effects.
We chose RE (versus fixed effects) as the sample of this study does not represent an entire
population, and we wished to use time invariant variables (COVID-19 and Big Four) in
the analysis [106]. In addition, we employed Generalized Method of Moments (GMM)
regression for robustness to investigate the result consistency between all pairs of the
considered variables.

4. Results
4.1. Descriptive Statistics

Table 3 presents the descriptive statistics of dependent, independent, and control
variables for the sample observations. With regard to the returns on assets (ROA), Table 3
shows that it ranges from −0.39 to 0.44 with a mean value of 0.06. The table also shows that
during the COVID-19 period, firms in the study sample reported lower ROA as compared
with the period before COVID-19 pandemic. In relation to the return on equity (ROE), the
table shows that the lowest observation in the study sample is −0.98 while the highest
is 2.88, with a mean value of 0.14. Similarly, the table shows that the ROE decreased
sharply during COVID-19 period. In addition, the table shows that the firms in the study
sample have an average Tobin’s Q value of 1.56. However, the table shows that firms’ value
increased during COVID-19. With regard to the independent variables, Table 3 indicates
that ESG values vary from 3 to 72, with a mean of 28.98. The table also shows that there
has been an improvement in the level of ESG disclosure during the COVID-19 period.
Regarding EM, the minimum value is −0.46, the maximum is 0.39, and the mean value is
zero, the same before and during the COVID-19 period.

4.2. Correlation Coefficients

Table 4 shows the Pearson correlation coefficients between the study variables. All cor-
relation coefficients are less than 0.80, as can be seen. Therefore, there is no multicollinearity
problem [107].

4.3. Results of Random Effect Estimation (RE)

Tables 4–6 present the results of RE regression on the influence of ESG and earning
management on firms’ ROA, ROE, and Tobin’s Q, respectively. Model 1 includes the
main independent variables and control variables. Model 1 is cumulatively augmented by
COVID-19 variable to obtain Model 2, which examines the influence of COVID-19 pandemic
on firms’ financial performance. Model 2 is augmented by the interaction variables to
obtain Model 3, which shows the moderating effect of EM on the relationship between ESG
and firms’ financial performance.
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Table 3. Descriptive statistics of dependent, independent, and control variables.

Obs. Mean Min Max Median Std. Dev. Before
COVID

During
COVID

ROA 659 0.06 −0.39 0.44 0.05 0.08 0.07 0.05
ROE 659 0.14 −0.98 2.88 0.13 3.35 0.34 0.11

Tobin’s Q 652 1.56 0.46 6.31 1.23 0.92 1.54 1.61
ESG score 551 28.98 3.00 72.00 23.00 18.14 26.90 33.30

DAAC 514 0.00 −0.46 0.39 0.00 0.08 0.00 0.00
Firm age 628 24.08 1.00 88.00 20.00 15.11 22.31 28.75

COVID-19 661 0.28 0.00 1.00 0.00 0.45
Big four 661 0.82 0.00 1.00 1.00 0.38 0.83 0.78

Board size 550 9.36 1.00 25.00 9.00 2.92 9.54 8.99
B.ind 537 35.23 0.00 100.00 36.00 26.04 32.88 39.93
INF 646 3.05 −4.86 29.51 2.30 4.90 3.46 1.90

log ta (FS) 661 22.32 17.92 27.07 22.29 1.55 22.41 22.05
Leverage 659 0.52 0.01 1.22 0.51 0.22 0.52 0.50

GDP growth 640 1.94 −8.86 19.59 2.51 3.73 2.87 −0.80

Table 4. Correlations coefficients.

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

(1) ROA 1.00
(2) ROE −0.23 1

(3) Tobin’s Q 0.67 0.02 1
(4) ESG score −0.08 −0.02 −0.05 1

(5) DAAC 0.20 −0.19 −0.08 −0.14 1
(6) Firm age 0.06 −0.04 0.07 0.12 0.05 1

(7) COVID-19 −0.09 −0.04 0.05 0.16 −0.02 0.24 1
(8) Big four −0.18 0.01 −0.18 −0.07 0.15 −0.32 −0.03 1

(9) Board size 0.12 −0.04 0.06 −0.10 −0.02 0.06 −0.04 −0.02 1
(10) B.ind −0.04 0.05 −0.03 0.06 0.04 0.09 0.12 0.03 0.09 1
(11) INF −0.04 0.00 −0.06 −0.11 −0.02 −0.18 −0.16 0.08 0.10 −0.24 1

(12) log ta(FS) 0.06 −0.01 0.13 0.18 0.01 0.36 0.02 −0.13 0.06 0.04 −0.05 1
(13) Leverage −0.49 0.13 −0.29 0.14 −0.11 −0.20 −0.08 0.02 −0.14 −0.06 0.25 0.02 1

(14) GDP 0.18 0.03 0.05 −0.15 0.09 −0.23 −0.48 0.04 0.09 −0.18 0.36 −0.01 0.10 1

Table 5. The relationship between ESG, earning management, and ROA—random effect estimation.

(1) (2) (3)

ROA ROA ROA

ESG score 0.00 0.00 0.00
(0.00) (0.00) (0.00)

DAAC 0.33 *** 0.33 *** 0.28 *
(0.09) (0.09) (0.14)

COVID-19 −0.07 *** −0.07 ***
(0.02) (0.02)

DACC × ESG 0.00
(0.00)

Firm age −0.00 −0.00 −0.00
(0.00) (0.00) (0.00)

Big four −0.04 ** −0.04 ** −0.04 **
(0.02) (0.02) (0.02)

Board size 0.00 0.00 0.00
(0.00) (0.00) (0.00)

B.ind 0.00 * 0.00 * 0.00 *
(0.00) (0.00) (0.00)

INF 0.00 0.00 0.00
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Table 5. Cont.

(1) (2) (3)

ROA ROA ROA

(0.00) (0.00) (0.00)
Leverage −0.13 *** −0.13 *** −0.13 ***

(0.03) (0.03) (0.03)
GDP growth 0.00 *** 0.00 *** 0.00 ***

(0.00) (0.00) (0.00)
Total assets (FS) −0.00 −0.00 −0.00

(0.00) (0.00) (0.00)
Constant 0.16 0.16 0.16

(0.10) (0.10) (0.10)

Observations 439 439 439
Country dummies Included Included Included

Year dummies Included Included Included
Within R2 0.40 0.40 0.40

Between R2 0.34 0.34 0.34
Overall R2 0.40 0.40 0.40
Prob > F 0.00 0.00 0.00

Standard errors in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01.

Table 6. The relationship between ESG, earning management, and ROE—random effect estimation.

(1) (2) (3)

ROE ROE ROE

ESG score 0.00 0.00 0.00
(0.00) (0.00) (0.00)

DAAC −0.35 −0.35 0.18
(0.48) (0.48) (0.47)

COVID-19 −0.10 −0.11
(0.07) (0.07)

DACC × ESG −0.02
(0.02)

Firm age 0.00 0.00 0.00
(0.00) (0.00) (0.00)

Big four −0.07 * −0.07 * −0.07 *
(0.04) (0.04) (0.04)

Board size 0.00 0.00 0.00
(0.00) (0.00) (0.00)

B.ind 0.00 0.00 0.00
(0.00) (0.00) (0.00)

INF 0.01 0.01 0.01
(0.01) (0.01) (0.01)

Total assets −0.00 −0.00 −0.00
(0.01) (0.01) (0.01)

Leverage 0.08 0.08 0.08
(0.16) (0.16) (0.16)

GDP growth 0.01 ** 0.01 ** 0.01 **
(0.00) (0.00) (0.00)

Constant 0.18 0.18 0.17
(0.28) (0.28) (0.28)

Observations 438 438 438
Country dummies Included Included Included

Year dummies Included Included Included
Within R2 0.12 0.12 0.12

Between R2 0.22 0.22 0.22
Overall R2 0.16 0.16 0.16
Prob > F 0.00 0.00 0.00

Standard errors in parentheses. * p < 0.10, ** p < 0.01.



Sustainability 2023, 15, 1485 12 of 20

4.3.1. Relationship between ESG, EM, and ROA

The results reported in Table 5 indicate that ESG has a positive influence on the ROA of
the firms. This result supports the findings of a previous study [108]. However, the results
were found to be insignificant, suggesting that the increase in the firm’s social responsibility
did not result in any significant change in its financial performance as measured by ROA.

In terms of earnings management, Model 1 shows that EM is positively related to firm
ROA, and the relationship is significant at a p-value of less than 0.01, implying that firms
that engage in more EM have higher ROA. This result is in line with the findings of a study
conducted on listed companies in Nigeria [109].

The findings also indicate that ESG and EM effects persist even after controlling for
the COVID-19 period, which indicates that the influence of ESG and EM on ROA is the
same before and during the COVID-19 period.

Concerning the moderating role of EM, Model 3 reveals that the insignificant positive
effect of CSR on the financial performance of firms does not change in the presence of
earning management. This means that changes in the level of firms’ EM do not affect the
relationship between ESG and firms’ financial performance.

4.3.2. Relationship between ESG, EM, and ROE

Table 6 shows the results for the relationship between ESG, EM, and firm ROE. This
result holds after controlling for COVID-19 (Model 2) and taking EM into account as a
moderator (Model 3), implying that the level of CSR has no effect on firm ROE even during
the COVID-19 pandemic and at different levels of EM. This result is consistent with the
findings of a prior study [110]. Similarly, Table 6 indicates that the influence of EM on the
ROE of the firms is insignificant, even after controlling for the COVID-19 period, suggesting
that engaging in earning management does not result in a higher level of ROE.

4.3.3. Relationship between ESG, EM, and Tobin’s Q

Table 7 reports the results for the relationship between ESG, EM, and firms’ financial
performance as measured with the market-based variable (Tobin’s Q). The results of Model 1
indicate that ESG has a positive influence on Tobin’s Q, and the relationship is significant at
a p-value < 0.10, implying that increasing the level of a firm’s social responsibility increases
its value. Model 2 shows that the relationship between ESG and Tobin’s Q remained
significant and positive, even after controlling for the COVID-19 period. These results
support the findings of previous studies [111,112]. However, Model 3 indicates that EM
does not alter the significant influence of ESG on Tobin’s Q. In relation to the relationship
between EM and Tobin’s Q, the results reported in Table 7 are in accordance with prior
studies, which found that EM has an insignificant influence on Tobin’s Q [113].

4.4. Results of Generalized Method of Moments (GMM)

The difference GMM estimates are obtained using the Roodman [114] “xtabond2”
module in Stata. In line with the Wintoki study [115], firm-specific variables are considered
endogenous covariates, whereas the age of the firms, country-level control variables, and
time and country dummy variables are regarded as exogenous. Table 8 reports the results
for the relationship between ESG, EM, and financial performance. The main independent
variables and control variables are included in models (1), (4), and (7). These models
are cumulatively augmented by COVID-19 variable to obtain Models (2), (5), and (8),
which control for the influence of COVID-19 pandemic on firms’ financial performance.
These models are augmented by the interaction variables to obtain Models (3), (6), and (9),
which show the moderating effect of EM on the relationship between ESG and firms’
financial performance.
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Table 7. The relationship between ESG, EM, and Tobin’s Q—random effect estimation.

(1) (2) (3)

Tobin’s Q Tobin’s Q Tobin’s Q

ESG score 0.01 * 0.01 * 0.01 *
(0.00) (0.00) (0.00)

DAAC 0.58 0.58 1.02
(0.56) (0.56) (1.13)

COVID-19 −0.54 −0.55
(0.49) (0.49)

DACC × ESG −0.02
(0.03)

Firm age 0.00 0.00 0.00
(0.01) (0.01) (0.01)

Big four −0.31 −0.31 −0.31
(0.26) (0.26) (0.26)

Board size 0.03 ** 0.03 ** 0.03 **
(0.01) (0.01) (0.01)

B.ind 0.00 0.00 0.00
(0.00) (0.00) (0.00)

INF 0.01 ** 0.01 ** 0.01 **
(0.01) (0.01) (0.01)

Leverage 0.22 0.22 0.22
(0.31) (0.31) (0.31)

GDP growth 0.01 * 0.01 * 0.01 *
(0.01) (0.01) (0.01)

Total assets −0.21 *** −0.21 *** −0.21 ***
(0.08) (0.08) (0.08)

Constant 5.78 *** 5.78 *** 5.77 ***
(1.67) (1.67) (1.67)

Observations 438 438 438
Country dummies Included Included Included

Year dummies Included Included Included
Within R2 0.19 0.19 0.20

Between R2 0.29 0.29 0.29
Overall R2 0.27 0.27 0.28
Prob > F 0.00 0.00 0.00

Standard errors in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01.

The results presented in Table 8 reject the null hypothesis that the lagged endogenous
variables (L.ROA, L.ROA, and L.ROA) are zero, except for models 1 and 3. These results
support the implementation of the dynamic estimation method. Arellano and Bond [116]
tested for the presence of first-order autocorrelation AR (1), and the absence of second-order
autocorrelation AR (2) is reported at the bottom of the table. The results reject the null
hypothesis of AR (1) and accept the null hypothesis of AR (2) for all models, indicating that
the models are free from autocorrelation problems. In addition, Hansen test results were
reported to determine the validity of instruments. The null hypothesis of the Hansen test is
accepted for all models, indicating that the instruments are exogenous and valid.
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Table 8. ESG, EM, and firms’ financial performance—GMM estimation.

(1) (2) (3) (4) (5) (6) (7) (8) (9)

ROA ROA ROA ROE ROE ROE Tobin’s Q Tobin’s Q Tobin’s Q

L.ROA −0.02 0.45 *** 0.06
(0.09) (0.12) (0.09)

L.ROE −0.31 *** −0.29 *** −0.28 ***
(0.08) (0.09) (0.09)

L.Tobin’s Q 0.78 *** 0.61 *** 0.70 ***
(0.18) (0.12) (0.13)

ESG score 0.00 0.00 0.00 0.00 0.00 0.00 * 0.00 −0.01 −0.01
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.01) (0.01) (0.01)

DAAC 0.43 *** 0.26 ** 0.30 * −0.18 −0.25 0.21 0.18 0.54 0.64
(0.09) (0.12) (0.16) (0.57) (0.56) (0.49) (0.88) (0.73) (1.38)

COVID−19 0.01 0.03 * 0.04 0.04 0.03 0.03
(0.01) (0.01) (0.04) (0.04) (0.13) (0.15)

DACC × ESG 0.00 −0.02 −0.04
(0.00) (0.02) (0.05)

Firm age −0.00 −0.00 −0.00 −0.00 −0.00 −0.00 −0.00 0.00 −0.01
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.01) (0.01) (0.01)

Big four −0.08 −0.06 −0.08 −0.43 * −0.34 −0.40 * 0.03 0.32 −0.67
(0.08) (0.05) (0.06) (0.24) (0.22) (0.21) (0.98) (0.49) (0.66)

Board size 0.00 * 0.00 0.00 ** −0.01 −0.00 −0.00 0.01 0.00 −0.01
(0.00) (0.00) (0.00) (0.01) (0.01) (0.01) (0.04) (0.02) (0.03)

INF −0.00 0.00 −0.00 0.01 0.01 0.01 0.01 0.01 0.01
(0.00) (0.00) (0.00) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)

Total assets 0.02 ** 0.01 0.02 ** 0.03 0.01 0.01 −0.35 −0.11 0.00
(0.01) (0.01) (0.01) (0.04) (0.03) (0.03) (0.38) (0.08) (0.09)

Leverage −0.14 ** −0.02 −0.15 *** 0.93 ** 0.84 * 0.81 * −0.77 −0.00 −1.86*
(0.04) (0.05) (0.04) (0.42) (0.45) (0.44) (1.30) (0.44) (1.00)

GDP growth 0.00 * 0.00 0.00 *** 0.01 * 0.01 ** 0.01 ** −0.01 0.00 −0.00
(0.00) (0.00) (0.00) (0.01) (0.01) (0.01) (0.02) (0.01) (0.02)

Constant −0.36 * −0.12 −0.25 −0.78 −0.49 −0.47 8.96 2.91 2.45
(0.21) (0.11) (0.18) (0.84) (0.75) (0.76) (9.66) (1.89) (2.22)

Observation 449 449 449 447 447 447 445 445 445
Country dummies Included Included Included Included Included Included Included Included Included

Year dummies Included Included Included Included Included Included Included Included Included
AR (1) 0.000 0.016 0.009 0.074 0.061 0.059 0.011 0.001 0.001
AR (1) 0.165 0.408 0.588 0.214 0.218 0.223 0.486 0.498 0.144

Hansen 0.305 0.585 0.191 0.254 0.243 0.261 0.552 0.504 0.683
Prob > F 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Standard errors in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01.

Model (1) shows that ESG does not significantly influence ROA, even after controlling
for COVID-19 Model (2). Considering EM as a moderator Model (2), the result remained
insignificant, which indicates that the earlier findings reported in Table 5 are robust. In
relation to earning management (EM), Model (1) shows that EM is positively correlated
with ROA, and the correlation is highly significant. The relationship remained significant
after controlling for the COVID-19 period. However, Model (3) indicates that EM does not
alter the positive relationship between ESG and ROA. These results also show that earlier
findings reported in Table 5 are robust when considering dynamic estimation.

In relation to the relationship with ROE, Models (4) and (5) indicate that the influence
of ESG on ROE is insignificant before and during the COVID-19 period. However, Model (6)
provides evidence that the positive influences are significant at a p-value < 0.01. The overall
results are consistent with those reported in Table 5.

Regarding the influence of ESG on Tobin’s Q, unlike the results reported in Table 7,
the results reported in Table 8 indicate the influence is insignificant before and during
COVID-19 period. However, Model (9) confirms the earlier findings reported in Table 7,
which indicated that EM does not alter the relationship between ESG and Tobin’s Q.
Concerning EM, the results presented in Table 8 confirm earlier findings reported in the
static model that show a positive but insignificant influence of EM on Tobin’s Q.
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5. Conclusions and Discussion

There is still a debate about the relationship between CSR and firm performance [29],
and this is also true from the perspective of companies operating in the MENA region. A
firm should safeguard the interests of all stakeholders, according to the stakeholder theory
as a management tool, in order to achieve its necessary organizational goals and optional
social welfare reasons. On the other hand, the intentions of managers related to CSR have
been questioned. Many previous studies have shown some intentional implementation
of CSR as a mechanism manipulated by managers, who use their discretionary tools as
a means to show the results of their actions as they want [77,78]. Accordingly, this study
investigated whether there is a role for EM in moderating the relationship between CSR
and firm performance. Therefore, it is possible that managers are committed to social
responsibility in order to avoid the negative effects of EM on their companies [75,76].

The current study examined the impact of CSR and EM on the performance of compa-
nies separately. On the other hand, we examined the impact of CSR on firm performance,
considering EM as a moderating variable. To execute this study, we employed random
effect regression. This methodology allowed us to assess the linkages between CSR, EM,
and FP. In addition, we used GMM regression for robustness to investigate the consistency
of the results between all pairs of the considered variables.

This study concluded that there is a positive relationship between CSR and return on
assets (ROA) as a measure of corporate performance, given that the relationship between
EM and ROA is also positive and that the relationship is significant. This suggests that
company managers are more likely to engage in EM if the companies disclose a higher
ROA. Prior studies suggested the same relationship [45,65,66]. It is important to note that
the effect of ESG and EM on ROA is the same as before and during the COVID-19 period.

The results of the study showed that ESG does not significantly affect the return
on equity. This result persisted after controlling for COVID_19 and considering EM as
a moderator, which means that the level of CSR does not affect the return on equity for
companies operating in the MENA region. It is noticeable that the issue of CSR in the
MENA region is one of the issues still has not received as much attention as it has in
developed countries.

Furthermore, the results of testing the relationship between ESG and EM and the
companies’ financial performance were measured with the market-based dependent vari-
able (Tobin’s Q). There is a note that ESG has a positive impact on Tobin’s Q and that the
relationship is significant, which means that an increased level of social responsibility for
companies operating in the MENA region increases their value. This is consistent with
the results of previous studies [4,17,117]. Additionally, the relationship between ESG and
Tobin’s Q remained significant and positive, even after controlling for the COVID-19 period.
However, the results show that EM does not alter the significant influence of ESG on
Tobin’s Q regarding the relationship between EM and Tobin’s Q. The results of this study
are consistent with the results of a previous study conducted on Chinese companies in
terms of the positive relationship between CSR and firm performance, but the results were
opposite with regard to the role of earning management as a moderating variable [104].

6. Practical and Theoretical Implications

This study illustrates the specific implications that would have an impact on regulators,
managers, and stakeholders by extending the literature on CSR knowledge generation and
company performance in the context of an emerging economy, such as countries in the
MENA region. Companies in the MENA region are expected to need stronger and more
effective CSR disclosure if they want to play a significant role in the global financial system.
Practitioners, as well as firms, should create fresh plans and make sure to include CSR
in their reports. Firms can establish legitimacy for their operations and products. Since
CSR disclosure has many benefits for businesses and society as a whole, policymakers
should take into account enacting new laws that require it. Investors must consider the
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social initiatives of the businesses they support because CSR may increase a company’s
market value.

Furthermore, the differences in CSR disclosure countries and earnings management
will likely affect the firm’s performance. Investors’ decision-making over their investments
will be affected by this, leading to more effective investments. If these things were better
understood, it would be possible to pass laws that would make businesses and financial
markets in the MENA region run more smoothly.

7. Limitations, Recommendations, and Future Research Direction

There are some limitations to the current investigation. First, the study’s results are
restricted to the MENA region. Second, secondary data were used in the study; however,
primary data from chief executives and financial managers could be used in future research.
Third, due to a lack of ESG score information, some MENA nations were left out of the
sample. Finally, because companies from non-financial sectors were included in the sample,
the results were only applicable to these industries.

According to a current paper, corporate social responsibility reporting needs to receive
more attention from businesses as a motivator for better performance and transparency.
Additionally, we urge all interested parties—including investors, creditors, and debtors—to
learn more about ESG scores and how important they are in guiding a company’s manage-
ment. In order to ensure that trustworthy information is available to all stakeholders, we
also advise regulators, whether governmental or non-governmental organizations, to take
CSR disclosure into account.

Finally, we suggest that future CSR studies place more emphasis on issues including
board characteristics, audit committee characteristics, and the quality of financial reporting
that influence corporate social responsibility disclosure reports. We also recommend that
such a study be conducted on a sample of financial companies in the MENA region as part
of future studies. In the MENA region, more research on nonfinancial reporting and its
effects on audit methodology, scope, and fees is also possible.
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