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The Warning of Corporate Internal Control
Weakness on Capital Market Information
Transparency: Exploring Positive and
Negative Social Responsibility Engagement

Yu-Shun Hung*

Department of Accounting, Fu Jen Catholic University

In response to increasing demands for stronger internal controls and enhanced
sustainability disclosure, this study examines the distinct and interactive effects of
internal control weaknesses and CSR engagement on capital market transparency.
Empirical results show that internal control weaknesses significantly increase
information asymmetry among investors. Meanwhile, both positive- and negative-
based CSR engagement enhance transparency, as investors can effectively interpret
disclosed information to better assess firm behavior, thereby reducing information
asymmetry. Specifically, in firms with internal control weaknesses, positive CSR
engagement plays a stronger role in improving investors' perception of transparency.
In firms without internal control deficiencies, negative-based CSR engagement is less
susceptible to manipulation, allowing investors to interpret bad news more accurately
and further reduce information asymmetry. These findings provide valuable insights
for regulators in strengthening internal controls and sustainability disclosure

requirements, fostering a more transparent and efficient capital market.
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