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Legitimacy, Efficiency and Uncertainty: Decoding the Financial Consequences of Common Prosperity on Digital Firms


Abstract
This study decodes the financial implications of China's common prosperity initiatives for digital firms through the integrated lenses of legitimacy theory, resource-based theory, and institutional theory. Using a panel dataset of 5,170 firm-year observations from 2011 to 2022, we find that firms' engagement in common prosperity initiatives presents a strategic puzzle. Our analysis reveals that secondary distribution (tax compliance) significantly enhances financial performance by bolstering corporate legitimacy within the institutional environment. Conversely, tertiary distribution (philanthropy) negatively affects short-term profitability, highlighting a trade-off with resource efficiency due to resource diversion. We further uncover the moderating role of internal capabilities and external conditions. R&D efficiency amplifies the financial returns from legitimacy-seeking tax contributions but diminishes returns from philanthropy, underscoring strategic trade-offs in resource allocation. Moreover, economic policy uncertainty (EPU) consistently attenuates the financial benefits of common prosperity engagement, demonstrating how policy instability undermines the value of social good initiatives. Theoretically, this study elucidates how digital firms navigate institutional pressures and resource constraints to balance legitimacy and efficiency. Practically, it suggests that policymakers should foster a stable and transparent policy environment with incentive-compatible mechanisms linking tax and innovation rewards to verified social contributions, while managers should integrate social initiatives with innovation strategies and adopt data-driven evaluation to achieve sustainable value creation.
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[bookmark: _Hlk183348735]1	Introduction
[bookmark: OLE_LINK9]Digital firms play a critical role in promoting social good[1], as they have profoundly reshaped society with enduring impacts on markets, institutions, and civic life[2]. Nevertheless, their contribution to the pursuit of “common prosperity” remains highly contested[3]. Internationally, countries such as the United States, Japan, Singapore, and India have implemented policies to advance digital firms and the broader digital economy[4]. The Chinese government has made common prosperity a central policy priority, most notably emphasized during the 19th National Congress in 2017, seeks to address disparities across three distribution stages, primary (wages and profits), secondary (taxation and subsidies), and tertiary (philanthropy and social investments) [5]. Against this backdrop, the digital economy has been rapidly expanding. For instance, Douyin.com reported a gross merchandise value exceeding 3 trillion yuan in 2024, demonstrating the sector's substantial economic strength. These dynamics have prompted diverse perspectives: some argue that digital firms exacerbate monopolies (“technological feudalism”)[6], while others suggest they can foster more equitable resource distribution (“digital socialism”)[7]. This raises important societal questions:How do digital firms’ contributions to common prosperity impact their broader financial performance?
This paper addresses this question by examining the complex interplay between common prosperity initiatives and the financial outcomes of Chinese digital firms through the lenses of legitimacy, efficiency, and uncertainty. The concept of “common prosperity” first appeared in the China’s formal literature in 1953. Over time, it has evolved to signify a state in which all people, through hard work and mutual assistance, can achieve an adequate standard of living—universal prosperity characterized by the reduction of poverty and social polarization[4]. In practice, this goal is pursued through three stages of distribution: primary (wages and profits), secondary (taxation and subsidies), and tertiary (philanthropy and social investments)[8]. The achievement of primary distribution reflects the survival capacity of enterprises, which can be interpreted as a form of legitimacy in sustaining their operations. While their tax contributions in secondary distribution may bolster legitimacy and resource mobilization[9], their charitable efforts in tertiary distribution often face scrutiny regarding financial viability[10]. These challenges are further compounded by rapid technological change, evolving regulatory pressures, and high economic policy uncertainty (EPU). Therefore, we argue that engagement in common prosperity is not merely a social obligation but a strategic imperative that influences firm survival and growth. Primary distribution (fair wages) and secondary distribution (tax compliance) are vital for establishing legitimacy within the institutional environment, which we hypothesize can enhance firm value by building trust with regulators and the public. Conversely, we propose that tertiary distribution (philanthropy), while beneficial for social standing, can create a trade-off with efficiency by diverting resources from core business operations and potentially harming short-term profitability.
[bookmark: _Hlk183351375]For an extended period, wages, taxes, and social engagement have been considered significant dimensions of business costs. The relationship between common prosperity engagement and financial performance in China’s listed digital companies has not been fully explored. Most of prior studies accepted that corporate social responsibility (CSR) could improve firm value by meeting stakeholder expectations[11–13]. However, the financial impact of specific distribution practices, such as taxes and philanthropy, is less consistent. Tax payments, a key aspect of secondary distribution, often strengthen firm legitimacy and access to resources[14]. Conversely, philanthropy in tertiary distribution, while beneficial for social standing, may create financial pressures that diminish the profitability of those companies in tech industries[15] In addition, digital firms face an added layer of complexity: their innovation hinges on R&D efficiency[16,17], and they are exposed to external disruptors like EPU [18]. By integrating these three dimensions—legitimacy, efficiency, and uncertainty—we provide a comprehensive analysis of the strategic puzzle facing digital firms as they navigate the common prosperity agenda.
2	Literature Review and Theoretical Framework
2.1	Theoretical Background
Engagement in common prosperity initiatives is a representative form of a company's corporate social responsibility(CSR). The relationship between CSR and financial performance, especially in digital firms, is a complex dynamic best explained by Legitimacy Theory[19]. If a firm’s actions deviate from expectations, its legitimacy and social and financial standing may be threatened[20].  For digital firms, this is particularly salient given their profound and sometimes disruptive impact on society. These impacts range from data privacy concerns and algorithmic bias to market dominance. Therefore, common prosperity initiatives, which align firms with a core national policy, serve as a strategic tool for mitigating these legitimacy deficits and ensuring regulatory and public support. Studies by Lee and Raschke[21] identified an indirect link between stakeholder legitimacy and corporate financial performance. They found that stakeholder legitimacy enhances ESG performance, which subsequently boosts financial outcomes. Ultimately, for digital firms, fulfilling their common prosperity obligations, such as through fair wages and tax contributions, is not merely a philanthropic gesture; it is a vital strategy for securing and maintaining their operational legitimacy.
Building on this, Stakeholder Theory provides a more nuanced view of the relationships that underpin a firm's legitimacy[22,23]. It argues that a firm must manage the interests of a broad range of stakeholders, not just shareholders, to ensure long-term sustainability[24]. Value arises from coordinating with primary stakeholders to align interests and create synergy.[25–27]. For digital firms, leveraging technology to foster a more equitable and prosperous work environment for all stakeholders becomes a key strategy in this regard[28]. Specifically, in terms of tax obligations, while tax avoidance is not illegal, it is often viewed as illegitimate because it contravenes the spirit of the law[29]. Consistent with this, Ilboudo et al.[9] found a negative correlation between CSR and labor tax avoidance. It is also worth noting that firms' stakeholder engagement can vary based on their maturity; for example, information and communications technology (ICT) start-ups may show less engagement due to immediate survival pressures[30]. Thus, a firm's commitment to primary and secondary distribution reflects not only its adherence to national policy but also its broader responsibility to a diverse set of stakeholders.
Drawing on these theories, social initiatives are viewed as a strategic tool for digital firms to restore public trust and address their legitimacy concerns. The Resource-Based View (RBV)[31] explains how firms can use their unique assets—like data and technology—to implement social programs, turning CSR into a competitive advantage[32]. Finally, Institutional Theory[33] provides the macro-level context, explaining how a firm’s social strategies are often a direct response to regulatory pressures and government policies. In ambiguous contexts like EPU, organizations may use decoupling to maintain legitimacy by separating their stated policies from actual practices, thus hiding inconsistent activities. Zhong et al.[34] found that EPU significantly influences non-market strategies in Chinese firms, with private firms more likely to increase bribery than engage in substantive, beneficial practices. These frameworks show how digital firms under scrutiny leverage resources to meet societal expectations, securing legitimacy and long-term financial success.
2.2	Literature review and research hypotheses
Common prosperity Initiatives on Firm Performance. The academic discourse on the relationship between corporate engagement in common prosperity initiatives and firm performance is characterized by divergent findings. On one hand, studies suggest a positive association. For example, research by Hui et al. [35] indicates that state capital can alleviate financing constraints for private enterprises, while Ma and Ma [26] found that higher ESG ratings can lower debt financing costs. Similarly, Li et al.[25] demonstrated that an increased labor income share positively influences long-term enterprise growth. However, a contrasting perspective exists. A study by Bamberger et al.[36] on companies in Germany, the United Kingdom, and the United States found that wage inequality can boost short-term profitability. They attributed this to a "tournament-like" incentive structure that motivates employees to prioritize immediate performance for promotions. Han et al.[37]introduces a novel framework for analyzing the impact of digital CSR communications on financial performance, using deep learning to quantify firms' CSR efforts on social media. The results show time-lagged influence of digital CSR communications on firms’ financial performance. This clear divergence in findings underscores the complex and context-dependent nature of the relationship between common prosperity initiatives and corporate financial outcomes.
Hypothesis 1.	Common prosperity engagement positively affects corporate financial performance.
Primary Distribution Engagement and Corporate Performance. The primary distribution of corporate profits has complex and varied effects on firm performance. This is particularly evident in its impact on human capital management, shareholder returns, and stakeholder relationships. While the literature generally suggests a positive link between human capital investment and financial outcomes, the broader impact of profit distribution remains a multifaceted issue. Jiang et al. [38] indicated that reducing capital costs in China could enhance labor's share of income distribution. Effective recruitment has also been shown to positively impact financial performance in SMEs across Japan and Herzegovina[39,40]. Employee well-being, particularly job security, is another critical factor, with studies like Chomać-Pierzecka et al.[41] identifying a positive correlation between mental well-being and financial performance. This is further supported by Chatzoglou et al.[42] and Pathiranage[43], who demonstrated a chain effect where employee motivation enhances employee performance, leading to better organizational effectiveness and, consequently, improved financial results. However, a contrasting perspective from Bamberger et al[36] suggests that wage inequality might boost short-term profitability in some Western contexts due to tournament-like incentive structures. In terms of shareholder returns, the impact of dividend policy on financial performance presents a mixed picture. The influence of dividend policy is significant but contingent on various conditions, potentially being positive or negative.[44,45] Effective management of stakeholder relationships, particularly customer relationships and strategic partnerships, also shows varied impacts. Mohammed et al.[46] found that social CRM fitness and viability significantly explained SME performance variability. Conversely, Jum et al.[47] reported no significant direct effect of strong customer relationships on the financial performance of Jordanian manufacturing companies. However, Klepić[39] identified CRM as an intermediary: effective recruitment in Herzegovinian SMEs led to a workforce that improved customer metrics, thereby driving revenue. Strategic partnerships, especially in supply chain management, generally show positive effects. Wardhani et al.[48] found a positive link between supply chain management and financial performance in Indonesian SMEs. Overall, the literature reveals a nuanced interplay between these primary distribution factors and corporate financial performance. Despite some contrasting findings, the general trend suggests that strategically managing human capital, shareholder expectations, and stakeholder relationships can positively influence financial results. 
Hypothesis 2.	Initial distribution practices positively affect corporate financial performance.
Secondary Distribution Engagement and Corporate Performance. The existing literature presents varied findings on the relationship between secondary distribution, primarily through corporate tax payments, and firm performance. While studies like Tasnia et al. [49] and Du & Li [50] suggest a positive association between tax payment and CSR or financial performance. Others like Saragih[51] found that tax avoidance, not payment, positively impacts performance. Despite these mixed findings, the specific context of the common prosperity initiative in China introduces a unique dynamic. In this framework, paying taxes can be seen as a strategic signal of a firm's alignment with national objectives, which can lead to tangible benefits such as governmental support and improved stakeholder relations.
Hypothesis 3.	Secondary distribution practices positively affect corporate financial performance.
Tertiary Distribution Engagement and Corporate Performance. Tertiary distribution, primarily represented by corporate philanthropy, has been widely studied. Research consistently finds a positive link between such distribution and firm performance. Research finds a positive correlation between corporate philanthropy and financial performance, particularly in the Chinese context. For instance, Wang and Qian[12] and Li et al.[52] both reported that philanthropic activities positively influence the financial outcomes of listed Chinese firms and family firms, respectively. This positive association is not limited to China; Cha et al.[53] identified a similar significant positive effect of corporate philanthropy on the performance of listed companies in the United States. This body of evidence suggests that engaging in corporate philanthropy can bolster financial outcomes by strengthening a firm’s reputation, building goodwill, and enhancing its social license to operate.
Hypothesis 4.	Tertiary distribution practices positively affect corporate financial performance.
Moderating Effects of R&D Efficiency and Economic Policy Uncertainty. R&D efficiency is widely recognized as crucial for shaping both financial and social outcomes. Using a two-way fixed effects model, Zhang et al.[54] demonstrated innovation significantly promotes common prosperity. Similarly, Zhang and Chen [55] found that digital technology innovation can boost labor income shares, thereby fostering internal common prosperity within technology-intensive firms. Altuntas et al.[56]. For example, found no direct positive link in their study of 310 Turkish manufacturing firms. Regarding mediating effects, Zhao and Jiao[17] highlighted regional innovation’s mediating role between digital financial inclusion and common prosperity. Zhang et al.[57] identified R&D investment intensity as a mediator in the positive relationship between digital transformation and firm innovation performance among China’s high-tech listed firms. In terms of moderation, Mei et al.[58] showed CSR positively moderates the R&D investment-financial performance link, and Hu et al.[59] found that internal pay gaps and regional digitalization levels moderate the impact of digital transformation on corporate philanthropy. Although existing research points to a complex interplay between innovation, social responsibility, and financial performance, the precise moderating influence of R&D efficiency on the common prosperity engagement-performance nexus remains largely unexplored. Therefore, we propose:
Hypothesis 5.	R&D efficiency positively moderates the relationship between common prosperity engagement and corporate financial performance.
Moderating Effects of Economic Policy Uncertainty. Economic Policy Uncertainty (EPU) significantly and often detrimentally influences corporate financial and societal outcomes by reshaping various firm-level relationships. Research consistently shows that EPU weakens the positive link between key strategic activities and firm performance[60]. For example, it negatively moderates the relationship between corporate governance and financial performance in emerging Asian markets and weakens the positive association between CSR disclosure and financial performance [61,62]. Beyond financial metrics, EPU also impacts environmental outcomes[63] and, more specifically, negatively affects a firm's participation in common prosperity initiatives, particularly for those with weaker innovation capabilities[64]. It can also increase financial costs and introduce heterogeneity into the relationship between green credit policy and firm performance. In China's digital economy, where common prosperity is a central corporate strategy, EPU could amplify financial risks or diminish the positive returns from such engagements. 
Hypothesis 6.	Economic policy uncertainty negatively moderates the relationship between common prosperity engagement and corporate financial performance.
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Figure 1	A framework for common prosperity's financial impact.

3. Methodology
3.1	Data and Sample
This study utilizes data on Chinese digital enterprises and their engagement in common prosperity initiatives spanning the years 2011 to 2022. First, information on digital enterprises was sourced from the digital economy sub-database within the GTA (Guotai’an) database. Second, data related to common prosperity engagement was obtained from the Enterprise Common Prosperity Research Database. After merging these two datasets, we excluded firm-year observations with missing information. This process resulted in a final unbalanced panel dataset comprising 5,170 firm-year observations from listed firms
[bookmark: _Hlk183366074][bookmark: _Hlk183360174][bookmark: _Hlk183365755]3.2	Measurement of variables
Dependent Variable. The dependent variable, corporate financial performance, is proxied by Return on Assets (ROA). This metric is a comprehensive measure of a firm's profitability and operational efficiency, calculated as the ratio of net profit to average total assets. ROA is widely used in academic research because it effectively captures how well a company utilizes its resources to generate earnings, providing a clear indication of its overall financial health[65,66].
Independent Variables. Our analysis incorporates a multifaceted approach to assessing corporate engagement in common prosperity, which is encapsulated within the Common Prosperity Score (CPScore)[footnoteRef:1]. This composite score synthesizes three pivotal dimensions of distribution. The Primary Distribution Score (PriScore) is the first dimension, focusing on how effectively businesses distribute operational and developmental benefits among their stakeholders. The PriScore is calculated using the formula: [1:  The database comprises four core modules—primary distribution, secondary distribution, tertiary distribution, and common prosperity—covering key indicators such as employee compensation, social security, customer sharing, shareholder sharing, tax contribution, and philanthropy. https://data.csmar.com/] 

PriScore = ln((Emscore + Sascore + Sescore + Cuscore + Shscore + Otscore) / 6 + 1)
[bookmark: _Hlk183535741]This formula aggregates and transforms these multiple indicators into a unified measure. Where, Emscore: Employment Generation Index, a quantitative measure of an organization's contribution to labor market expansion, operationalized through net job creation rates within defined assessment periods; Sascore: Compensation Equity Coefficient, a standardized metric evaluating remuneration practices across organizational hierarchies, reflecting wage distribution patterns and compensation policy effectiveness; Sescore: Social Protection Coverage Ratio, a proportional indicator representing the percentage of workforce participants encompassed within formalized social security frameworks, thus quantifying organizational commitment to employee welfare security; Cuscore: Consumer Surplus Distribution Index, a measurement parameter assessing the equitable allocation of organizational surplus value to consumer stakeholders through pricing strategies and value proposition mechanisms; Shscore: Shareholder Value Distribution Coefficient, a standardized metric quantifying the proportional distribution of organizational profitability among equity stakeholders, reflective of governance principles in capital allocation; Otscore: Collaborative Partner Value Coefficient, an indicator measuring value distribution across the organization's extended network of non-consumer, non-shareholder collaborators within its operational ecosystem.
Another crucial aspect of common prosperity engagement is captured by the Redistribution Score (ReScore), which evaluates a corporation's involvement in secondary distribution mechanisms, notably taxation (Tascore), social security contributions, and transfer payments. This score is computed as: 
ReScore = ln(Tascore + 1)
Additionally, the Tertiary Distribution Score (TerScore) assesses corporate participation in philanthropic and public welfare initiatives, including charity (Chscore) and various public welfare projects. The calculation for this score is:
TerScore = ln(Chscore + 1)

3.2.3	Moderating Variables
We collect R&D efficiency (lnRDeff) as a moderating variable to examine its influence on the relationship between common prosperity and corporate performance (Huang 2023; Tebourbi et al. 2020). It is a critical indicator of innovation capability, measured as the number of patent applications per unit of R&D investment. First, we calculate the total number of patent applications (Patent) for each firm. This involves summing the weighted counts of invention patents (invp), utility model patents (utmp), and design patents (desp), with weights of 3, 2, and 1 respectively, reflecting their relative importance. Following standard practice, we add 1 to the weighted sum before taking the natural logarithm to account for firms with zero patent applications. The formula for calculating Patent is:
Patent =
Where invp is the number of invention patents, utmp is the number of utility model patents, and desp is the number of design patents.
Next, we calculate R&D efficiency (lnRDeff) by dividing the natural logarithm of the total patent applications (Patent) by the natural logarithm of (1 + RD), where RD represents the firm's annual R&D expenditure. This logarithmic transformation helps to normalize the distribution of the variables and address potential heteroscedasticity issues. The formula for calculating lnRDeff is:
lnPatent/ln(1+RD)
Where Patent is natural logarithm of the weighted sum of patent applications, and RD is annual R&D expenditure. By employing lnRDeff as a moderating variable, we aim to discern how the impact of common prosperity on corporate performance varies across firms with differing levels of R&D efficiency[67]. Another moderating variable is EPU measured through two common methods: (1) assessing policy uncertainty caused by changes in officials, and (2) analyzing news content using text mining techniques. This study adopts the widely recognized EPU Index (Puncertain), developed by Rjiba et al. and Zhao and Su .[62,67]
Control Variables. Consistent with prior literature on discussing the relationship between common prosperity and financial performance[68], we control for several firm-level factors that may affect our results. These include financial variables leverage (Lev), cash flow (Cashflow), and growth (Growth)), corporate governance mechanisms (board size (Board), board independence (Indep), CEO duality (Dual), largest shareholder ownership (Top1), and ownership concentration (Balance1)), and firm characteristics (listing age (ListAge) and state ownership (SOE). Table 1 shows the definition and measurement of all variables.

[bookmark: _Hlk183361968]Table 1	Variables measurement
	Variable Type
	Variable Name
	Measurement Method

	Independent Variable
	CPScore
	Common Prosperity Score, Corporate Overall Common Prosperity Engagement Score

	
	PriScore
	Primary Distribution Score, Primary distribution involves how businesses share operational and developmental benefits with stakeholders, including employment, salaries, benefits, customer and shareholder profits, partner sharing, and fair competition.

	
	ReScore
	Redistribution Score. Involvement in taxation, social security, and transfer payments.

	
	TerScore 
	Tertiary Distribution Score. Charity and Public Welfare

	Dependent Variable
	ROA
	Return on Average Total Assets, Net Profit / Average Total Assets

	Moderating Variables
	lnRDeff
	The ratio of a firm's R&D output to R&D input.

	
	Puncertain
	Economic Policy Uncertainty. It indicates the situation of economic policy changes reported in the news.

	[bookmark: _Hlk183592561]Control Variables
	Lev
	Year-end total liabilities divided by year-end total assets.

	
	Cashflow
	Net cash flow from operating activities divided by total assets.

	
	Growth
	This year's operating income /last year's operating income - 1.

	
	Board
	Ln (total number of board members)

	
	Indep
	Independent directors / number of board members

	
	Dual
	The chairman and general manager are the same person

	
	Top1
	Largest stakeholder's share count. / Total number of shares.

	
	Balance1
	Sum of top 2-5 shareholders' ratios / largest shareholder's ratio.

	
	ListAge
	ln(Current Year-Listed Year+1)

	
	SOE
	1 if state-controlled, otherwise 0.


Note: All continuous variables are winsorized from 1% to 99% levels.
[bookmark: _Hlk183365872]3.3	Estimation Models
This study employs panel regression models to empirically assess the relationship between common prosperity engagements and corporate financial performance. Specifically, we estimate the effects of the composite Common Prosperity Score (CPScore), as well as its three dimensions (PriScore, ReScore, and TerScore), on ROA. Additionally, we introduce interaction terms to explore the moderating effects of EPU (Puncertain) and R&D Efficiency (lnRDeff). Fixed effects for time and firm are incorporated to account for unobserved heterogeneity.
Equation (1), a baseline regression model, evaluates the overall impact of common prosperity engagement on firm financial performance:

Where ROAi,t represents the financial performance of firm i in year t, measured as the ratio of net profit to average assets; CPScorei,t is the independent variable indicating the firm's overall common prosperity engagement score; Xi,t represents a vector of control variables including Lev, Cashflow, Growth, Board, Indep, Dual, Top1, Balance1, ListAge, and SOE; Yr captures year fixed effects; and εi,t is the error term.
To examine how the effects of common prosperity engagement on financial performance are moderated by EPU (Puncertain) and R&D Efficiency (lnRDeff), we extend the baseline model as follows:

Where Puncertain represents EPU and lnRDeff indicates R&D efficiency. The coefficients β2 and β3 capture the moderating effects of EPU and R&D efficiency respectively on the relationship between common prosperity engagement and financial performance. In this model, the interaction terms capture whether the effects of common prosperity engagement are amplified or mitigated under varying levels of EPU and R&D efficiency.
To explore the differential impacts of the three stages of common prosperity engagement, primary distribution (PriScore), redistribution (ReScore), and tertiary distribution (TerScore), we estimate the equation (3):

Where PriScorei,t, ReScorei,t, and TerScorei,t represent the primary distribution score, redistribution score, and tertiary distribution score, respectively. This specification allows us to disentangle the unique contributions of each distribution stage to financial performance.
To further investigate the moderating effects of EPU and R&D Efficiency across each dimension, we estimate the equations (4), (5), and (6):







These models allow us to examine how EPU and R&D efficiency moderate the relationship between each distribution stage and financial performance while controlling for the effects of other distribution stages. The coefficients β2 and β3 in equations 4-6 capture the specific moderating effects on primary distribution, redistribution, and tertiary distribution, respectively.
[bookmark: _Hlk183428262]4 Results
4.1 Descriptive Statistics and Correlation
[bookmark: _GoBack]Table 2 presents the descriptive statistics for all variables utilized in this study. The results indicate significant variation in corporate financial performance, as measured by Return on Assets (ROA), with values ranging from a minimum of -1.333 to a maximum of 0.139. The common prosperity score (CPScore) shows a broad distribution, spanning from 1 to 9, with a mean of 5.178 and a standard deviation of 2.226. The scores for primary, secondary, and tertiary distribution (PriScore, ReScore, and TerScore) are more concentrated, exhibiting relatively stable distributions with means around 3.95, suggesting less variance in these specific forms of corporate giving. Additionally, the analysis reveals that R&D efficiency (lnRDeff) has an average value of 0.206, with a range from 0 to 0.560. Finally, Economic Policy Uncertainty (Puncertain) shows considerable variation, with values ranging from 125.0 to 165.7, highlighting the volatile external environment faced by the sample firms.
Table 2	Descriptive statistics
	Variable
	Obs
	Mean
	Std.Dev.
	Min
	Max

	ROA
	5,170
	0.0398
	0.0827
	-1.333
	0.139

	CPScore
	5,170
	5.178
	2.226
	1
	9

	PriScore
	5,170
	3.963
	0.0634
	3.658
	4.103

	ReScore
	5,170
	3.947
	0.220
	2.569
	4.344

	TerScore
	5,170
	3.959
	0.0610
	3.659
	4.101

	lnRDeff
	5,170
	0.206
	0.0937
	0
	0.560

	Puncertain
	5,170
	140.4
	11.46
	125.0
	165.7

	Lev
	5,170
	0.329
	0.169
	0.0110
	0.643

	Cashflow
	5,170
	0.0370
	0.0609
	-0.650
	0.133

	Growth
	5,170
	0.159
	0.251
	-0.960
	0.876

	Board
	5,170
	2.061
	0.185
	1.386
	2.398

	Indep
	5,170
	0.378
	0.0437
	0.200
	0.444

	Dual
	5,170
	0.402
	0.490
	0
	1

	Top1
	5,170
	0.289
	0.118
	0.0243
	0.535

	Balance1
	5,170
	0.400
	0.273
	0.00350
	0.866

	ListAge
	5,170
	1.720
	0.906
	0
	3.091

	SOE
	5,170
	0.201
	0.400
	0
	1


Note: All variables are as defined in Table 1.
Table 3 presents the correlation matrix of variables. The maximum correlation coefficient is 0.616 (between CPScore and PriScore), indicating that multicollinearity is not a serious concern in our analysis. ROA shows significant positive correlations with CPScore, PriScore, and ReScore. The correlation between ROA and leverage (Lev) is significantly negative, while its relationships with cash flow and growth are significantly positive. Control variables exhibit expected correlations: firm listing age (ListAge) shows a significant negative correlation with ROA, while state ownership (SOE) demonstrates varying relationships with different aspects of firm performance and common prosperity measures. 
[bookmark: _Hlk183438230]4.2	Regression Analysis
[bookmark: _Hlk183439180][bookmark: _Hlk183437839]4.2.1	Common Prosperity Engagement and Corporate Performance
The results of the benchmark regression, along with the analysis of the moderating effect concerning the relationship between common prosperity engagement and financial performance, are presented in Table 3. Model 2 reveals a positive correlation between a firm's commitment to common prosperity and its performance (β=0.002, P<0.001), thereby supporting Hypothesis 1. Model 3 shows that the interaction between a firm's R&D efficiency and its level of common prosperity engagement is negatively associated with performance (β=-0.019, P<0.001), suggesting that high R&D efficiency diminishes the positive impact of common prosperity investment on firm performance, which rejects Hypothesis 5. Model 4 indicates that the interaction between EPU and the degree of common prosperity is positively correlated with performance (β=-0.000, P<0.001), implying that EPU weakens the positive effect of common prosperity investment on firm performance, confirming Hypothesis 6. Model 5 results demonstrate that both R&D efficiency and EPU mitigate the link between a firm's common prosperity investment and its performance.
Table 3	Common prosperity engagement and corporate performance
	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	CPScore
	
	0.002***
	0.006***
	0.012***
	0.017***

	
	
	(0.000)
	(0.001)
	(0.002)
	(0.002)

	CPScore *lnRDeff
	
	
	-0.019***
	
	-0.019***

	
	
	
	(0.004)
	
	(0.005)

	CPScore*Puncertain
	
	
	
	-0.000***
	-0.000***

	
	
	
	
	(0.000)
	(0.000)

	lnRDeff
	0.028
	0.025
	0.120***
	
	0.121**

	
	(0.019)
	(0.018)
	(0.037)
	
	(0.041)

	Puncertain
	0.000***
	0.000
	
	0.000*
	0.000

	
	(0.000)
	(0.000)
	
	(0.000)
	(0.000)

	F
	454.330
	508.306
	444.418
	1049.554
	369.022

	R-squared
	0.132
	0.252
	0.254
	0.253
	0.255


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.
[bookmark: _Hlk183439236]4.2.2	Primary Distribution and Corporate Performance
Table 4's results indicate that primary distribution, a firm's initial allocation of profits to stakeholders like employees and shareholders, has no significant correlation with financial performance (β=0.008, P>0.1). This outcome, which fails to support Hypothesis 2, suggests that these activities, while perhaps important for other reasons, don't have a direct and measurable impact on the firm's overall financial health within the scope of this study. In the digital economy, digital firms often prioritize reinvesting profits as a core strategic choice. This resource allocation strategy is aimed at quickly capturing market share, scaling operations, or investing in technological innovation to gain a long-term competitive advantage.
Table 4	Primary distribution and corporate performance
	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	PriScore
	0.008
	0.008
	0.070
	0.132
	0.196&

	
	(0.024)
	(0.024)
	(0.052)
	(0.089)
	(0.110)

	PriScore*lnRDeff
	
	
	-0.292*
	
	-0.293

	
	
	
	(0.144)
	
	(0.149)

	PriScore*Puncertain
	
	
	
	-0.001
	-0.001

	
	
	
	
	(0.001)
	(0.001)

	ReScore
	0.047***
	0.047***
	0.047***
	0.047***
	0.047***

	
	(0.009)
	(0.009)
	(0.009)
	(0.009)
	(0.009)

	TerScore
	-0.029*
	-0.029*
	-0.029*
	-0.029*
	-0.029*

	
	(0.013)
	(0.013)
	(0.013)
	(0.013)
	(0.013)

	lnRDeff
	0.030
	0.030
	1.188*
	0.029
	1.190*

	
	(0.019)
	(0.019)
	(0.589)
	(0.019)
	(0.608)

	Puncertain
	-0.000
	-0.000
	-0.002*
	0.000
	-0.001

	
	(0.000)
	(0.000)
	(0.001)
	(0.000)
	(0.001)

	F
	288.797
	288.797
	429.813
	1763.481
	651.480

	R-squared
	0.260
	0.260
	0.260
	0.260
	0.260


Note: Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.
[bookmark: _Hlk183440413]4.2.3	Secondary Distribution and Corporate Performance
The results of the benchmark regression and the analysis of moderating effects are presented in Table 5. Model 2 shows a significant positive correlation between firms' secondary distribution activities and their performance (β=0.047, P<0.001), supporting Hypothesis 3. Model 3 reveals that the interaction between a firm's R&D efficiency and its redistribution engagement has a positive association with performance (β=0.006, P<0.001), suggesting that higher R&D efficiency strengthens the relationship between redistribution activities and firm performance. Model 4 indicates that the interaction between EPU and redistribution engagement has a negative and significant correlation with performance (β=-0.000, P<0.01), demonstrating that EPU weakens the relationship between redistribution and firm performance. Model 5 presents the combined effects of both moderating variables, confirming both the significant positive moderating effect of R&D efficiency (β=0.004, P<0.001) and the significant negative moderating effect of EPU (β=-0.000, P<0.01).
[bookmark: _Hlk183595264]
Table 5	Redistribution and corporate performance
	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	ReScore
	
	0.047***
	0.046***
	0.096***
	0.095**

	
	
	(0.009)
	(0.013)
	(0.029)
	(0.031)

	ReScore*lnRDeff
	
	
	0.006***
	
	0.004***

	
	
	
	(0.031)
	
	(0.031)

	ReScore * Puncertain
	
	
	
	-0.000*
	-0.000*

	
	
	
	
	(0.000)
	(0.000)

	lnRDeff
	0.009
	0.030
	0.005
	0.029
	0.012

	
	(0.019)
	(0.019)
	(0.119)
	(0.019)
	(0.120)

	Puncertain
	0.000*
	-0.000
	-0.000
	-0.000
	-0.000

	
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)

	PriScore
	-0.021
	0.008
	0.008
	0.008
	0.008

	
	(0.014)
	(0.024)
	(0.024)
	(0.024)
	(0.023)

	TerScore
	0.017
	-0.029*
	-0.029*
	-0.029*
	-0.029*

	
	(0.011)
	(0.013)
	(0.013)
	(0.013)
	(0.013)

	F
	2352.200
	288.797
	222.661
	274.073
	393.013

	R-squared
	0.132
	0.260
	0.260
	0.260
	0.260


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.

[bookmark: _Hlk183441053]4.2.4	Tertiary Distribution and Corporate Performance
The results of the benchmark regression and moderating effects analysis are presented in Table 6. Model 2 reveals a significant negative correlation between firms' tertiary distribution activities and their performance (β=-0.029, P<0.01), contrary to the prediction of Hypothesis 4. Model 3 demonstrates that the interaction between a firm's R&D efficiency and its tertiary distribution engagement has a positive association with performance (β=0.048, P<0.01), indicating that higher R&D efficiency mitigates the negative relationship between tertiary distribution activities and firm performance. Model 4 shows that the interaction between EPU and tertiary distribution engagement has a negative and significant correlation with performance (β=-0.000, P<0.001), suggesting that EPU amplifies the negative relationship between tertiary distribution and firm performance. Model 5 incorporates both moderating variables, confirming both the significant positive moderating effect of R&D efficiency (β=0.047, P<0.01) and the significant negative moderating effect of EPU (β=-0.000, P<0.01).
[bookmark: _Hlk183442584]Table 6	Tertiary distribution and corporate performance
	
	model1
	model2
	model3
	model4
	model5

	TerScore
	
	-0.029*
	-0.026*
	-0.046*
	-0.045*

	
	
	(0.013)
	(0.063)
	(0.051)
	(0.083)

	TerScore*lnRDeff
	
	
	0.048*
	
	0.047*

	
	
	
	(0.038)
	
	(0.038)

	TerScore*Puncertain
	
	
	
	-0.000*
	-0.000*

	
	
	
	
	(0.000)
	(0.000)

	PriScore
	0.008
	0.008
	0.007
	0.008
	0.007

	
	(0.014)
	(0.024)
	(0.023)
	(0.024)
	(0.023)

	ReScore
	0.018***
	0.047***
	0.047***
	0.047***
	0.047***

	
	(0.002)
	(0.009)
	(0.009)
	(0.009)
	(0.009)

	lnRDeff
	-0.012
	0.030
	-0.558
	0.030
	-0.552

	
	(0.007)
	(0.019)
	(0.929)
	(0.019)
	(0.928)

	Puncertain
	0.022***
	-0.000
	0.001
	-0.000
	0.001

	
	(0.000)
	(0.000)
	(0.001)
	(0.000)
	(0.001)

	F
	8.49e+05
	288.797
	1285.357
	795.828
	100.027

	R-squared
	0.253
	0.260
	0.260
	0.260
	0.260


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.
4.3	Robustness Analysis
4.3.1	Endogeneity Test
We employ an instrumental variable (IV) approach using a two-stage least squares (2SLS) regression. Table 7 presents the results of the 2SLS regressions. It suggests that even after accounting for potential endogeneity, the impact of common prosperity initiatives on corporate financial performance, and the moderating effects of R&D efficiency and EPU, remain robust. 
[bookmark: _Hlk183444039]
Table7	Endogeneity tests
	
	Model 1
	Model 2
	Model 3
	Model 4

	CPScore
	0.002
	
	
	

	
	(0.007)
	
	
	

	CPScore *lnRDeff
	-0.037***
	
	
	

	
	(0.010)
	
	
	

	CPScore*Puncertain
	-0.132***
	
	
	

	
	(0.000)
	
	
	

	PriScore*lnRDeff
	
	-0.843***
	
	

	
	
	(0.230)
	
	

	PriScore*Puncertain
	
	0.004*
	
	

	
	
	(0.002)
	
	

	ReScore*lnRDeff
	
	
	0.001**
	

	
	
	
	(0.064)
	

	ReScore * Puncertain
	
	
	-0.146***
	

	
	
	
	(0.008)
	

	TerScore*lnRDeff
	
	
	
	0.470***

	
	
	
	
	(0.122)

	TerScore*Puncertain
	
	
	
	-0.001**

	
	
	
	
	(0.000)

	lnRDeff
	0.256***
	3.418***
	0.793**
	-1.779***

	
	(0.070)
	(0.928)
	(0.273)
	(0.465)

	Puncertain
	-0.001*
	-0.010***
	-0.005***
	-0.002**

	
	(0.001)
	(0.003)
	(0.001)
	(0.001)

	PriScore
	
	-0.304
	0.091***
	0.088***

	
	
	(0.239)
	(0.014)
	(0.013)

	ReScore
	0.042***
	0.054***
	0.055*
	0.054***

	
	(0.012)
	(0.014)
	(0.025)
	(0.014)

	TerScore
	-0.011*
	-0.018**
	-0.017**
	-0.262**

	
	(0.006)
	(0.006)
	(0.006)
	(0.083)

	F
	201.076
	232.283
	170.330
	225.933

	R-squared
	0.157
	0.149
	0.146
	0.145


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.

[bookmark: _Hlk199693518]4.3.2	Alternate Measure of Corporate Performance
To ensure the robustness of our main findings, we employ an alternative measure of firm performance using Return on Equity (ROE) instead of ROA. Results in Table 8 are qualitatively like those reported under the main analysis in Table 8. Specifically, the core coupling patterns between corporate performance scores and innovation strategies remain significant, with the interaction effects maintaining their directions and significance levels.
[bookmark: _Hlk183446245]
Table 8	Results using alternate measures of corporate performance
	
	Model 1
	Model 2
	Model 3
	Model 4

	CPScore
	0.030***
	
	
	

	
	(0.004)
	
	
	

	PriScore
	
	0.348
	-0.011
	-0.011

	
	
	(0.279)
	(0.062)
	(0.062)

	ReScore
	
	0.103***
	0.252***
	0.103***

	
	
	(0.015)
	(0.037)
	(0.015)

	TerScore
	
	-0.022*
	-0.022*
	0.219*

	
	
	(0.023)
	(0.022)
	(0.113)

	CPScore *lnRDeff
	-0.013***
	
	
	

	
	(0.004)
	
	
	

	CPScore *Puncertain
	-0.128***
	
	
	

	
	(0.000)
	
	
	

	PriScore *lnRDeff
	
	0.122
	
	

	
	
	(0.137)
	
	

	PriScore *Puncertain
	
	-0.003*
	
	

	
	
	(0.002)
	
	

	ReScore *lnRDeff
	
	
	0.009*
	

	
	
	
	(0.041)
	

	ReScore * Puncertain
	
	
	-0.001***
	

	
	
	
	(0.000)
	

	TerScore *lnRDeff
	
	
	
	0.367*

	
	
	
	
	(0.189)

	TerScore *Puncertain
	
	
	
	-0.001*

	
	
	
	
	(0.001)

	lnRDeff
	0.086***
	-0.456
	0.060
	1.482*

	
	(0.027)
	(0.542)
	(0.158)
	(0.741)

	Puncertain
	0.000
	0.001
	-0.001
	-0.003**

	
	(0.000)
	(0.001)
	(0.001)
	(0.001)

	F
	991.335
	342.950
	456.086
	793.159

	R2-squared
	0.174
	0.182
	0.182
	0.182


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.

4.3.3	Heterogeneity Test
Our analysis reported in Table 9 reveals significant differences between digital and non-digital firms regarding privacy-performance relationships. The corporate privacy rating (Cprating) shows a stronger positive effect for digital firms (β = 0.017, p < 0.001) than non-digital firms (β = 0.002, p < 0.001). Among the three-dimensional privacy scores, the primary privacy score (PriScore) is marginally significant only for digital firms (β = 0.196, p < 0.10), while the reactive privacy score (ReScore) demonstrates a stronger positive effect in digital firms (β = 0.095, p < 0.05 versus β = 0.047, p < 0.001). Notably, R&D efficiency's negative moderating effects on both Cprating-performance (β = -0.019, p < 0.001) and PriScore-performance (β = -0.293, p < 0.10) relationships are more pronounced in digital firms. These findings highlight how privacy practices disproportionately impact digital firms where privacy concerns are more central to business operations (Olawale and Obinna, 2023).
[bookmark: _Hlk183524254]Table 9	Heterogeneity test
	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7
	Model 8

	CPScore
	0.002***
	0.017***
	
	
	
	
	
	

	
	(0.000)
	(0.002)
	
	
	
	
	
	

	PriScore
	
	
	0.008
	0.196&
	0.008
	0.008
	0.008
	0.007

	
	
	
	(0.024)
	(0.110)
	(0.024)
	(0.023)
	(0.024)
	(0.023)

	ReScore
	
	
	0.047***
	0.047***
	0.047***
	0.095**
	0.047***
	0.047***

	
	
	
	(0.009)
	(0.009)
	(0.009)
	(0.031)
	(0.009)
	(0.009)

	TerScore
	
	
	-0.029*
	-0.029*
	-0.029*
	-0.029*
	-0.029*
	-0.045*

	
	
	
	(0.013)
	(0.013)
	(0.013)
	(0.013)
	(0.013)
	(0.083)

	Cprating*lnRDeff
	
	-0.019***
	
	
	
	
	
	

	
	
	(0.005)
	
	
	
	
	
	

	Cprating*Puncertain
	
	-0.112***
	
	
	
	
	
	

	
	
	(0.000)
	
	
	
	
	
	

	PriScore*lnRDeff
	
	
	
	-0.293*
	
	
	
	

	
	
	
	
	(0.149)
	
	
	
	

	PriScore*Puncertain
	
	
	
	-0.001*
	
	
	
	

	
	
	
	
	(0.001)
	
	
	
	

	ReScore*lnRDeff
	
	
	
	
	
	0.004*
	
	

	
	
	
	
	
	
	(0.031)
	
	

	ReScore * Puncertain
	
	
	
	
	
	-0.102*
	
	

	
	
	
	
	
	
	(0.000)
	
	

	TerScore*lnRDeff
	
	
	
	
	
	
	
	0.147*

	
	
	
	
	
	
	
	
	(0.238)

	TerScore*Puncertain
	
	
	
	
	
	
	
	-0.001*

	
	
	
	
	
	
	
	
	(0.000)

	lnRDeff
	0.025
	0.121**
	0.030
	1.190*
	0.030
	0.012
	0.030
	-0.552

	
	(0.018)
	(0.041)
	(0.019)
	(0.608)
	(0.019)
	(0.120)
	(0.019)
	(0.928)

	Puncertain
	0.000
	0.000
	-0.000
	-0.001
	-0.000
	-0.000
	-0.000
	0.001

	
	(0.000)
	(0.000)
	(0.000)
	(0.001)
	(0.000)
	(0.000)
	(0.000)
	(0.001)

	F
	508.306
	369.022
	288.797
	651.480
	288.797
	393.013
	288.797
	100.027

	R-squared
	0.226
	0.225
	0.226
	0.226
	0.226
	0.226
	0.226
	0.226


Note: *** p<0.001, ** p<0.005, * p<0.01. Standard errors are given in parentheses. N=5170. All variables are as defined in Table 1.


[bookmark: _Hlk183608749][bookmark: _Hlk183610083]5 Discussion and Conclusion
This study empirically investigates how Chinese digital firms' engagement in common prosperity initiatives shapes their financial performance, revealing a complex interplay between social responsibility and corporate financial performance. Our analysis of 5,170 firm-year observations (2011–2022) largely confirms a positive overall link between common prosperity engagement (CPScore) and financial performance (Hypothesis 1). This suggests that embedding social goods within corporate strategy can indeed yield tangible economic benefits, resonating with the "Technology for Social Good" ethos[69]. 
First, we found that a firm’s overall engagement in common prosperity, particularly through secondary distribution (i.e., tax compliance), has a significant positive effect on financial performance. This finding supports the legitimacy theory. In the unique Chinese institutional context, a firm's active fulfillment of tax obligations is seen as aligning with national macroeconomic goals, thereby enhancing its social legitimacy. This improved legitimacy can lead to institutional dividends such as government support and tax incentives, while also strengthening stakeholder relationships, ultimately translating into positive financial returns. This is highly consistent with the Chinese government's current policy of encouraging "the orderly expansion of capital" and indicates that compliance is a key path to competitive advantage in this environment. 
Second, three stages of distribution do not have a unified mechanism in influencing financial performance. The impact of primary distribution on corporate financial performance is not significant (Hypothesis 2). The effect of primary distribution, particularly through improved employee compensation and benefits, is not typically instantaneous. Its influence on firm performance is often mediated through non-financial channels, such as boosted employee morale, reduced turnover, enhanced team cohesion, and fostered innovation capabilities. These positive effects may eventually translate into better operational efficiency and product quality, but their impact on financial statements often has a significant time lag.The positive impact is particularly evident in secondary distribution. Tax contributions appear to enhance firm legitimacy and resource mobilization, thereby improving financial performance(Hypothesis 3 supported) . This finding aligns well with legitimacy theory, where tax compliance signals adherence to state-driven institutional norms, which can bolster resource access and stakeholder trust However, the study revealed a negative correlation between tertiary distribution (Hypothesis 4) (i.e., corporate philanthropy) and short-term financial performance. This result contrasts with some existing literature and supports the view of a resource allocation trade-off. Philanthropy, as a non-mandatory expenditure, can divert valuable resources away from core business operations and investments, potentially leading to a decline in short-term profitability. This helps explain why some managers, as suggested by Gao and Hafsi[70], may prioritize short-term accounting earnings over such non-core investments.
Third, A central contribution of our research is the discovery of the complex moderating roles of R&D efficiency and EPU. R&D efficiency was found to significantly strengthen the positive effect of secondary distribution on financial performance. This suggests that innovative firms are better able to convert the legitimacy gained from compliance into tangible financial benefits. For example, high-tech firms that invest in R&D often receive government support and tax breaks within the "common prosperity" framework, achieving a win-win situation of social good and economic gain. Conversely, R&D efficiency weakened the positive effects of primary and tertiary distribution, likely due to a strategic focus on innovation over employee incentives or charitable giving [71] However, R&D efficiency did strengthen the positive impact of secondary distribution (tax contributions) [72]. This dual effect echoes the RBV, suggesting efficient innovation can amplify strategic legitimacy-seeking (e.g., tax payments) but may crowd out returns from less aligned social investments. Finally, supporting Hypothesis 6, EPU consistently weakened the positive financial effects of common prosperity engagement (especially in secondary distribution) and exacerbated the negative impact of tertiary distribution. This aligns with institutional theory, indicating that policy instability heightens financial risks and disrupts long-term social planning.  For instance, recent regulatory crackdowns in China's digital economy have subjected tech giants like Alibaba and Tencent to greater policy risk, impacting their stock prices and profitability even as they respond to the common prosperity call. This uncertainty can neutralize the positive signaling effect of their social contributions, offsetting potential financial returns.
Finally, robustness analyses reaffirmed the positive influence of common prosperity initiatives on corporate financial performance and substantiated the observed moderating roles of R&D efficiency and EPU. Furthermore, the main results remained consistent when ROE was substituted as an alternative measure of financial performance. Heterogeneity analyses also revealed distinct patterns: digital firms demonstrated stronger associations between their privacy practices and performance, alongside more pronounced moderating effects from R&D efficiency and privacy uncertainty when compared to their non-digital counterparts[73,74]. Conversely, the negative financial impact of tertiary distribution (philanthropy) challenges conventional stakeholder theory assumptions. Our results suggest that unless strategically integrated with long-term objectives, these activities risk diverting resources from core innovations, thereby undermining profitability. This dynamic underscores a critical trade-off between legitimacy-seeking behaviors and economic efficiency, enriching the existing legitimacy-efficiency paradigm. Furthermore, this study extends the resource-based view by illustrating how R&D efficiency can amplify the positive financial effects of strategic tax contributions while simultaneously diminishing returns from tertiary distribution. This highlights the crucial role of resource orchestration in navigating the balance between social and commercial objectives. Finally, the identified moderating role of EPU reinforces and expands insights from institutional theory, showing that the effectiveness of legitimacy-enhancing activities is highly contingent on the stability of the external political and economic environment. This underscores the need for a stable institutional context to ensure that firms' social good initiatives translate into tangible corporate benefits.
The study also has several limitations. For instance, the common prosperity indicators were calculated using a simple logarithmic transformation without testing the robustness of alternative computation methods. This may introduce some bias in the regression results, though it does not affect the relationships among the indicators. In addition, the sample does not include comparisons across different time periods, leaving the impact patterns of digital economy firms at various stages of development unexplored—a potential direction for future research. In addition, exploring the distinction between short- and long-term financial impacts is a valuable direction for future study. The focus on Chinese firms may also restrict generalizability, suggesting the value of cross-country comparative studies.
Implications
Our findings offer several actionable insights for both corporate strategy and public policy, centered on the core themes of legitimacy, efficiency, and uncertainty. Corporate efficiency, particularly innovation efficiency, can enhance the legitimacy of digital economy firms. Governments can use instruments such as taxation and policy guidance to safeguard corporate legitimacy. However, industrial policies are cyclical, and governmental priorities shift across different stages of industrial development, which in turn affects firms’ legitimacy. Moreover, for digital economy enterprises, the lack of comprehensive legislation introduces substantial inherent uncertainty. When combined with environmental uncertainty, this may reduce their innovation efficiency, prompting firms to seek brand legitimacy through public opinion and marketing strategies instead. Overall, both efficiency and uncertainty influence corporate legitimacy.
For digital firms, our results underscore the importance of a strategic approach to common prosperity[75]. Legitimacy is not gained uniformly across all distribution stages. Prioritizing tax contributions (secondary distribution) emerges as a highly effective mechanism to align with national goals and enhance financial performance. This effect is further amplified by leveraging R&D efficiency, suggesting that innovative firms can convert this institutional alignment into a tangible competitive advantage. Conversely, corporate philanthropy (tertiary distribution), while a form of social engagement, poses a significant short-term financial burden and a challenge to efficiency. Firms must therefore carefully evaluate the resource allocation trade-off between charitable giving and core business investments to avoid undermining profitability.
For policymakers, these results suggest that incentivizing tax compliance can yield a dual advantage, supporting national common prosperity goals while simultaneously strengthening firm performance. Conversely, overemphasizing philanthropic mandates, especially during periods of economic uncertainty, may be counterproductive. Instead, fostering a stable policy environment is crucial to mitigate risks and encourage strategic, rather than purely ceremonial, social engagement. This approach would better align corporate actions with the broader economic development objectives within China’s digital economy. To encourage firms to go beyond purely ceremonial compliance, policymakers should focus on creating a clear and consistent regulatory framework. This stability would mitigate risk and allow firms' social good initiatives to translate into the financial benefits that are essential for their sustainable growth.
Future Study: 
Future research could further explore the impact of common prosperity practices across different ownership structures (e.g., state-owned vs. private enterprises) and industries. Additionally, using more granular metrics to measure a firm’s engagement could provide a more comprehensive framework for evaluating its impact on non-financial performance, such as employee satisfaction and brand reputation. 
Study Highlights

· Common prosperity boosts financial performance in Chinese digital firms.

· Tax compliance enhances legitimacy, improving corporate financial outcomes.

· Philanthropy reduces short-term profitability due to resource diversion.

· R&D efficiency amplifies tax benefits but weakens philanthropy returns.

· Economic policy uncertainty diminishes common prosperity's financial gains.
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