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Kitzmueller and Shimshack, 2012

Albuquerque, Koskinen, and Zhang (2017) 

develop a theory that CSR firms face less  and can charge higher prices, 

ceteris paribus.  c

 

Lins et al., 2017 . 

The halo effect CSR provides a highly leveraged firm with insurance-like protection that 

El Ghoul et al., 2011 2

(Merton, 1987 ) which mitigates the 
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costs imposed on the firm by  

3

 

Identifying the causal effects of CSR on high leverage costs is challenging, as both CSR and 

high leverage costs are subject to endogeneity.4 Both CSR and high leverage costs could be driven 

by unobserved firm-specific factors. For instance, firms with deep pockets or low cost of capital 
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tend to invest more in CSR and these firms can withstand competition in distress, rather than CSR 

causally enhancing firms  competitiveness. Endogeneity could also come from reverse causality: 

a reduction in sales can force a firm to incur debt to cover expenses, while high-CSR firms 

somehow borrow less. We use two identification strategies to establish the causal effect of CSR 

on high leverage costs.5 First, we use regression of discontinuity design (RDD), which allows us 

-sponsored CSR 

proposals that pass or fail by a small margin (Cuñat et al., 2012; Flammer, 2015a). Such close-call 

CSR proposals should be akin to random assignment of CSR to companies and allow for clean 

inference on the effect of CSR on high leverage costs. Second, we introduce a set of shocks that 

more pronounced relationship between CSR and high leverage costs under those exogenous shocks 

should suggest that endogeneity biases do not drive our main results. We employ two sets of 

exogenous shocks: the reduction in import tariffs (Frésard, 2010; Valta, 2012) and exogenous 

economic and political conditions (Campello, 2003; Baker et al., 2015). The endogeneity test 

results consistently show that CSR causes a decrease in high leverage costs. 
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Hillman and Keim (2001) suggest that the CSR areas directly related to primary 

stakeholders

have a greater effect on firm value. Accordingly, in Model 10, we construct our 

CSR measure on the basis of these five primary stakeholder-related areas. Finally, while we 

exclude the corporate governance issue area from our primary measure of CSR to rule out the 

possibility that our results are driven by governance effects, in Model 11 we report results using a 

CSR measure based on all seven CSR areas to facilitate comparison with other studies (e.g., Deng 
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et al., 2013). We find that all of the alternatively defined CSR variables
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Appendix A. Six CSR areas in MSCI ESG STATS used in our analysis 
Concerns Strengths 

Community Investment controversies Charitable giving  
Negative economic effect  Innovative giving  
Indigenous peoples relations Non-U.S. charitable giving 
Tax disputes  Support for housing 
Other concerns Support for education   

Indigenous peoples relations 
Volunteer programs 

  Other strengths 
 

Diversity  Controversies  CEO 
Non-representation Promotion  
Other concerns Board of directors   

Work/life benefits 
Women and minority contracting   
Employment of the disabled   
Gay and lesbian policies 

  Other strengths 
 

Employee relations  Union relations  Union relations 
Health and safety concern No-layoff policy  
Workforce reductions Cash profit sharing 
Retirement benefits concern  Employee involvement  
Other concerns Retirement benefits strength   

Health and safety strength 
  Other strengths 

 
Environment  Hazardous waste  Beneficial products and services 

Regulatory problems  Pollution prevention  
Ozone-depleting chemicals  Recycling  
Substantial emissions  Clean energy  
Agricultural chemicals  Communications  
Climate change  Property, plant, and equipment 

 Other concerns Other strengths 
 

Human rights  South Africa  Positive record in South Africa 
Northern Ireland  Indigenous peoples relations strength  
Burma concern  Labor rights strength  
Mexico  Other strengths  
Labor rights concern 

 
 

Indigenous peoples relations  
Other concerns 
 

Product 
characteristics  

Product safety Quality 
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Marketing/contracting 
concern  

R&D/innovation 
 

Antitrust  Benefits to economically 
disadvantaged 

Other concerns Other strengths 
CSR and CSR_NET 

(as defined in Appendix B): community, diversity, employee relations, environment, human rights, 
and product characteristics. This table lists the specific strength and concern factors that MSCI 
assesses in each area.  
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Appendix B. Variable definitions and data sources 

Variable Definition calculations 
based on 

Panel A. Corporate social responsibility variables 
CSR_NET Raw CSR score, computed based on six CSR areas in MSCI 

ESG STATS: community, diversity, employee relations, 
environment, human rights, and product characteristics. 
Within each of these areas, various strength and concern 
factors are assigned a value of 0 or 1. For each firm-year, we 
calculate a score for each CSR area that is equal to the number 
of strengths minus the number of concerns. We then sum the 
scores of the six areas. 
 

MSCI ESG 
STATS 

CSR Adjusted CSR score, computed based on six CSR areas in 
MSCI ESG STATS: community, diversity, employee 
relations, environment, human rights, and product 
characteristics. For each firm-year, we divide the raw strength 
and concern scores of each area by the number of factors in 
that area. We then take the difference between the adjusted 
strength and concern scores for that area. 
 

As above  

  Dummy variable equal to 1 if, in the given year, the CSR 
proposal is adopted, and 0 otherwise. 
 

RiskMetrics& 
SharkRepellent 

Panel B. High-leverage variables 
HLEV High-leverage dummy variable equal to 1 if, in the given year, 

-term debt ratio (= long-term debt/total assets) 
is in the top three deciles of the overall sample (across 
industries and over time). 
 

Compustat 
data 

   
Panel C. Outcome variable 
SALES_G Sales growth, equal to (SALES  SALES in previous 

year)/SALES in the previous year. SALES is total sales. 
 

Compustat 
data 

Panel D. Other variables 
SIZE Natural logarithm of total assets.  

 
As above 

PROFIT Profitability, equal to (operating earnings + depreciation)/total 
assets. 
 

As above 

INVESTMENT Investment, equal to capital expenditures/total assets. As above 
SELLEXP Selling expenses, equal to (advertising + selling, general, & 

administrative expenses)/total sales. 
 

As above 
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Post_reduction 

 
 

 

Firm R&D 
Intensity 

  
Product 
Differentiation 

 

 

Customer 
Sensitivity 

 

 

Industry Debt 
Level 

 

 
Industry 
Concentration 
(FFC)   
Industry 
Concentration 
(HHI)  

Compustat 
data 

Panel E. Other variables (internet appendix) 
IV1_BLUE 

blue state and 0 otherwise. Blue states are those whose 
residents vote 
presidential candidate. 
 

270towin.co
m 

IV2_CSR Instrument for CSR, defined as one-year lagged CSR. MSCI ESG 
STATS 

IV1_HLEV Instrument for HLEV defined as one-year lagged HLEV. As above 
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IV2_HLEV Instrument for HLEV defined as two-year lagged HLEV. 

 
As above 

PU Policy uncertainty, equal to the raw policy uncertainty index 
from Baker et al. (2015) weighted by year (or quarter) and 
then scaled by 100. The raw policy uncertainty index contains 
three components: count of newspaper articles containing key 
terms related to political uncertainty; the dollar effect of tax 
provisions set to expire in the near future; and dispersion in 
the economic forecasts of CPI and government spending. 

Baker et al. 
(2015) 
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Table 1. Sample distribution by industry and year 
Panel A. Sample distribution by industry 
# Industry N % 
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    



 3

Panel A. Sample distribution by industry 
# Industry N % 

    
    
    
    
    

    
 
Panel B. Sample distribution by year 
Year N %     
1996   
1997  2.07 
1998  2.02 
1999  2.00 
2000  1.96 
2001 333 2.03 
2002 345 2.10 
2003 589 3.59 
2004 622 3.79 
2005 1,600 9.76 
2006 1,619 9.88 
2007 1,565 9.55 
2008 1,575 9.61 
2009 1,612 9.84 
2010 1,678 10.24 
2011 1,656 10.10 
2012 1,536 9.37 
Total 16,390 100.00 

Notes: This table presents the Fama French (1997) 48-industry and fiscal year distributions for 
our sample of 16,390 firm-year observations representing 2,739 unique firms. 
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Table 3. CSR and the costs of high leverage  
OLS OLS Firm Fixed Effects 
(1) (2) (3) 

CSRt-2 × HLEVt-2  0.025***  
 (3.28)  

HLEVt-2 -0.016*** -0.015***  
(-3.86) (-3.85)  

CSRt-2  -0.010**   
 (-2.11)  

SIZEt  -0.000 0.000   
(-0.02) (0.19)  

PROFITt-1  0.064*** 0.064***  
(3.11) (3.13)  

PROFITt-2  -0.006 -0.006   
(-0.29) (-0.27)  

INVESTMENTt-1  0.323*** 0.324***  
(3.75) (3.78)  

INVESTMENTt-2  0.111 0.112   
(1.39) (1.40)  

SELLEXPt-1  0.000 0.000   
(0.00) (0.01)  

SELLEXPt-2  0.018 0.019  
(1.17) (1.18)  

CONSTANT -0.009** -0.009**   
(-2.37) (-2.44)  

N 16,390 16,390  
R-squared 0.012 0.013  

Notes: This table reports the results for the costs of high leverage (Model 1) and the effect of CSR 
on the costs of high leverage using OLS (Model 2) and firm fixed-effect model (Model 3). The 
dependent variable is industry-adjusted sales growth (SALES_G). The main variables of interest 
are industry-adjusted CSR (CSR -term debt-to-
assets ratio is in the top three deciles of the overall sample in the given year (HLEV). Additional 
variable definitions are provided in Appendix B. All of the control variables are adjusted to their 
industry-year means and are winsorized at the 1% and 99% levels to mitigate the influence of 
outliers. To ensure that the industry-year mean is not biased toward outliers, we require that each 
industry-year contain at least four firms. The sample period is 1996 to 2012. The reported t-
statistics are based on standard errors that are heteroskedasticity-consistent and allow for clustering 
at the firm level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels, 
respectively. 
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Table 5. Endogeneity tests: Exogenous shock of import tariff reduction  
Difference-in-difference 

(1) 
Post-reductiont × CSRt-2 × HLEVt-2 0.074** 

(2.13) 
CSRt-2 × HLEVt-2 -0.044 

( ) 
Post-reductiont × HLEVt-2 -0.041  

( ) 
Post-reductiont × CSRt-2  -0.067**  

(- ) 
HLEVt-2 0.023 

( ) 
CSRt-2 0.043  

( ) 
Post-reductiont 0.060* 

( ) 
SIZEt  0.050***  

(5.12) 
PROFITt-1  -0.109***  

(-2.69) 
PROFITt-2  -0.039 

(-0.96) 
INVESTMENTt-1  -0.295*  

(-1.92) 
INVESTMENTt-2  -0.145  

(-0.93) 
SELLEXPt-1  0.075***  

(3.79) 
SELLEXPt-2  0.047*  

(1.84) 
CONSTANT -0.088**  

(-2.44) 
Firm Fixed Effect     Yes 
N 5,880 
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