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Corporate Social Responsibility and Financing Deois

1- Introduction

In the last decades, a growing number of investocsrporate environmental and social
considerations into their investment decisionsGBioul et al., 2011). The increasing attention
on corporate social responsibility (CSR) from irtees has raised the question of its financial
impact. In the academic literature, there are marguments which support that CSR
performance would have an impact on firms’ markatug. From a theoretical point of view,
a good CSR performance may increase productivity famancial performance because it
implies a good relation with key firm’'s stakeholslé¥waddock and Graves, 1997). Moreover,
Hart (1995), Porter and Linde (1995) and Russo Fouts (1997) explain that a good CSR
performance can provide a competitive advantagereasing innovation capacity. CSR
performance may also create value by developirangble assets (Gardberg and Fombrun,
2006). By meeting stakeholders’ expectations indubg the increasing awareness about
CSR, firms generate a reputational capital and meédheir social legitimacy, which can
contribute to ameliorate sales and to increaseom&ts’ loyalty (Fombrun et al., 2000;
McWilliams and Siegel, 2001) or permits to attranire high quality employees (Turban and
Greening, 1997; Greening and Turban, 2000).

Several empirical works have attempted to obserkieter CSR performance matters for
stock market investors. In an American contexte@a et al. (2008) argue that firms with a
good CSR performance tend to have higher markbttd-ratio. Jiao (2010) also finds a
positive effect of CSR performance, but on Tobi@sFocused on environmental policies,
Lioui and Sharma (2012) find a negative direct trefeship between environmental KLD
scores and Tobin’s Q, but a positive indirect dfféadeed, through a simultaneous equation
methodology, they show that environmental perforceancreases research and development
expenses, which enhances market value. OthersrauiBe an event study methodology to
investigate how stock market investors react t@rmftion related to CSR performance.
Consolandi et al. (2009) study stock price movemaiter an inclusion of a stock in a
socially responsible index or a deletion from saohndex. They conclude that firms deleted
from the Dow Jones Sustainability Index becausehefr bad CSR performance exhibit



negative cumulative abnormal returns. Godfrey et(2009) reveal for their part that CSR
performance mitigates negative market reactionsase of lawsuit. Also, Capelle-Blancard
and Laguna (2010) indicate that petrochemical caom@gasubject to industrial disasters are

experiencing a decrease of their market value3%foltwo days after.

Following these works which tend to prove that mifation about CSR performance matters
for stock market investors, several authors hawelietl financial consequences of this
increasing integration of information about CSRfgenance in investment decision-making.
Sharfman and Fernando (2008) and El Ghoul et @LiPshow that a good CSR performance
decreases the cost of capital, because of a reduofi a firm’'s risk and a larger firm’s
investor base. For their part, Dhaliwal et al. (B0&and Cho et al. (2012) indicate that firms
with a good CSR performance reduce information asgtry. If there are numerous and
recent evidence of financial consequences of tleee@sing attention on corporate social
responsibility from investors, few studies analyize effect of CSR performance on firms’
financial policies. But, if we consider that CSRfpemance has a negative impact on cost of
equity and reduces information asymmetry, sociadgponsible firms would have more
advantages than others to issue equity, and woellte$s leveraged. Therefore, our work
investigates whether firms adapt their financingcisiens according to their CSR

performance.

In this article, we expand the previous academierdiure that mostly examines the
relationship between CSR performance and finap&gbrmance. Our goal is to focus on the
relatively unexplored relation between CSR andramag decisions. More precisely, our
work addresses two research questions: does thep€B&tmance affect the choice between
debt and equity? Does the CSR performance affecsite of equity issuances? We seek to
understand to what extent firms adapt their finagcdecisions according to their CSR
performance. We intend to show that CSR performaheceugh some financial consequences
highlighted by recent works, has an impact on firfitencing decisions. We postulate that
because of a lower cost of capital and a lowerméiion asymmetry, firms with a good CSR
performance tend to prefer equity over debt whay tfinance their activities, and tend to
exhibit lower leverage. Moreover, we expect thain§ with high CSR ratings issue larger
equity volume than others, in order to exploit & lsymmetry information situation. Indeed,
according to the market timing theory, managensesarger equity volume when information

asymmetry is low, because information asymmetry @na&quity issuance more costly. As
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some recent studies have shown that CSR performmadcees information asymmetry, we
can expect a positive relation between CSR perfoomand size of equity issues. We also
postulate that the relation between stock retunasthe volume of equity size is mitigated by
CSR performance, and that firms with high CSR gtiare less inclined to time the market

because these firms suffer from less informatigmrasetry concerns.

Based on a worldwide dataset of 5,859 firm-yeareolsions, our work provides several
interesting findings. First, firms with high CSRrfgmance tend to exhibit lower leverage.
This result is robust to a potential reverse cdtysabncern. In addition, we use disaggregate
CSR performance measures to understand deepemthédtween CSR performance and
capital structure. We conclude that environmentad aocial performances are negatively
linked to firms’ leverages, but only social perf@mnee has a significant effect. Second, we
establish that firms with good CSR performance greiquity over debt when they have to
finance their activities. Third, we find that sdgaesponsible companies tend to issue larger
volume of equity. Fourth, we show that firms exhilg a good CSR performance are less
dependent on market conditions when they decidssioe equity. We extend in this way a
large literature which explores determinants ofaficing decisions. This literature show
among others that personal taxes (Miller, 1977h-debt tax shields (DeAngelo and Masulis,
1980), agency costs (Jensen, 1986), stock retuviedchi, 2004), analyst coverage (Chang et
al., 2006), liquidity (Lipson and Mortal, 2009) fammation asymmetry (Autore and Kovacs,
2010; Bessler et al., 2011) and relation with erygds (Verwijmeren and Derwall, 2010; Bae
et al., 2011) have an impact on firms’ financingid®ns. We establish for our part that CSR
performance is also a significant determinant oh&' financing choice. Our paper makes
also several contributions to the recent literatyeut the link between CSR performance and
capital structure. First, we complement the work/efwijmeren and Derwall (2010) and Bae
et al. (2011), who focus on the influence of thélAveing of employees in financial decisions
in an American context. Second, our article is alesed to, but differs from Girerd-Potin et
al. (2012), who study the link between CSR ratiagd capital structure. Contrary to these
authors, our work is based on a worldwide sampleereas they only study European
companies. Finally, we go further by studying fdre tfirst time the impact of CSR
performance on debt-equity choice and on the sizeqaity issuances on an international
context. We are also the first to study the imgddCSR performance on the dependence on

market conditions for their equity issuances.



This article is organized as follows. The next mectdiscusses the literature about
determinants of capital structure on the one hand,about some financial consequences of
CSR performance on the other hand. Then, we dewlopesearch hypotheses in section 3.
In section 4, we describe our data and our contaplables that we use in our empirical
works. Section 5 provides our empirical results anthe robustness tests. We conclude in

section 6.

2- Related literature

In this section, we briefly present the main thesrthat might explain firms’ financing
decisions. Then we try to see how, from a theamkperspective, financial decisions can be
influenced byCSR performance. Accordinglye discuss findings of recent papéesaling
with some financial consequences of CSR performanceseltwerks suggest that investors
offer a reward in terms of risk premium for sogialesponsible behaviors, and show that a
good CSR performance helps to reduce informatiopmaeeetry between investors and
managers. Finally, we present the scarce empisitalies that have addressed the relation

between CSR performance and capital structure.

2.1. - Financing decisions

Since the seminal work of Modigliani and Miller @8 1963) many authors have tried to
understand capital structure determinants. Cusretiie literature about the determinants of
financing choice is meanly dominated by two commgetheories, the trade-off theory and the
pecking order theory. First, trade-off theory pteties the existence of an optimal capital
structure. This optimal capital structure refleatdradeoff between the costs and benefits
associated with debt and equity. These cost andfitemay come from tax benefits of debt
and from bankruptcy costs and overhang problemcegsa with excessive level of debt
(Myers, 1977). In addition, DeAngelo and Masuli®©§Q) explain that non-debt tax shields
can be a substitute for tax benefits of debt. Jemsel Meckling (1976) and Jensen (1986)
emphasize the role played by conflicts of inteletveen and shareholders. Debt is seen by
these authors as a means of disciplining manatyetkis framework, debt benefits are thus
related to the reduction of agency problems. I Math this theory, many authors have

attempted to show the existence of a target caglitatture. For example, Hovakimian et al.



(2001), Flannery and Rangan (2006) or Frank andaG(009) confirm that firms adjust
their capital structure and make financing chotcasiove toward an optimal debt ratio.

By contrast, the pecking order theory (Myers, 1984ers and Majluf, 1984) assumes that
information asymmetry between investors and mamagerthe most important driver for
firms’ financing decisions. Myers and Majluf (198g)ggest that managers have information
on the true value of firm’s assets that investassndt have. This information asymmetry
leads to a preference for debt to avoid adverscseh costs. According to theses authors,
firms always prefer debt over equity because ofekistence of adverse selection costs. In
this theory, target debt ratios do not exist. Sp=dly, debt ratios is rather seen here a
consequence of past financial decisions, which nake order to reduce information
asymmetry. An extension of this theory, the matkaing theory, postulates that firms issue
more equity when information asymmetry is low anidew market conditions are favorable
(Lucas and McDonald, 1990; Baker and Wurgler, 2002)

In the past, many studies have tried to comparerddeoff theory and the pecking order
theory. Currently, there is no consensus on thesrsanity of one theory over the other.

Among many studies comparing main capital structbhemries, we can cite Shyam-Sunder
and Myers (1999), who argue pecking order theoplaens firms’ financing choices better

than the trade-off theory. But many authors showlence that the pecking order theory fail
to explain alone the capital structure (Fama amohéhr, 2002; Frank and Goyal, 2009; Leary
and Roberts, 2010; de Jong et al., 2011).

2.2. - CSR, risk and cost of capital

Our main hypothesis is that CSR performance ofrm ifmpacts its financing decisions.
Accordingly, we provide here some theoretical amapieical arguments to expose that
socially responsible firms have more advantagesn ththers to issue equity because of a

lower cost of equity and lower information asymrgetr

From a theoretical point of view, Heinkel et al0Q2) develop an equilibrium model, in
which two types of investors (“green” and “non-gréénvestors) and three types of firms
(“non-polluting, “neutral” and “polluting” firms) @exist. These authors support that the

boycott of polluting firms’ securities from greenvestors limited opportunities for risk
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sharing. As a result, these securities have loweeq and higher cost of capital. Their
conclusions are in line with the capital marketikopium model with incomplete information
of Merton (1987). In this model, investors only bstpck if they have information on it. It
implies that, because of reduction of investorssehafirms for which information is
incomplete have a higher cost of equity capitallim@e with the article of Heinkel et al.
(2001), El Ghoul et al. (2011) conduct a studylmmimpact of CSR performance on the cost
of equity of U.S. companies. Using KLD scores, ghagthors confirm that companies with
high CSR ratings have a lower cost of equity. Tikiespecially true for companies that
improve their employee relations and their envirental policies. In addition, they also
underline that companies in tobacco and nucleaepavdustries have a higher cost of equity.
For their part, Sharfman and Fernando (2008) fecuenvironmental performance. They find
that the improvement of environmental risk manag#nseassociated with a reduction of the
cost of capital. They argue that the environmepé&formance signals to the market that the
firm is a less risky investment. So, investorsrola lower premium in return for lower risk.
Dhaliwal et al. (2011) show that firms which publigoluntarily CSR reports have a lower
cost of equity capital. In addition, they say thléclosure of CSR information does not in
itself reduce the cost of equity capital. Thera igward by financial markets only if the firm

has indeed a high CSR performance compared tontpetitors.

Moreover, many authors find a negative relationslggfween CSR performance and financial
risk, which are in line with a lower cost of equity firms with high CSR performance. Hong
and Kacperczyk (2009) point out that sin stocks,firms involved in controversial activities
like tobacco, gaming and alcohol, face with higliggation risks because of social norms.
Firms with a good CSR performance have betterioglatwith their stakeholders, which
allow them to anticipate stakeholders’ claims lil@-government organizations, employees
or customers. It induces a lower variability of ithBnancial performance (Orlitzky and
Benjamin, 2001), because a good relation with $takiers reduces some sanctions (boycotts,
lawsuits, etc.). In a similar vein, Godfrey et @009) explain that a good CSR performance
signals to investors that the firm considers stalaggrs’ expectations, and generates a moral
capital for firms. This moral capital mitigates iad¢ige investors’ reaction induced by legal of
regulatory actions, because investors anticipatkesa important stakeholders’ sanction
(boycott, strikes, etc.). In addition, Boutin-Duidree and Savaria (2004) in a Canadian

context, and Lee and Faff (2009) in an Americantexn both show that socially responsible



firms tend to have lower idiosyncratic risks. Thessults suggest that investors require an

additional premium to compensate this higher risk.

2.3. - CSR, information asymmetry and agency costs

Some recent papers also show that a CSR perfornt@ads to a reduction in information
asymmetry. Dhaliwal et al. (2011) emphasize that ghblication of a CSR report coupled
with a good CSR performance reduces informatiomasgtry. To explain this relation, these
authors study the impact of a CSR report publicaba analysts’ forecasts. They find that
when such information is disclosed, it reduces rer@f their forecasts. This information
increases transparency around companies, playiongnglementary role to the financial
information, and thus allows analysts to bettedptefuture firms’ earnings. In a similar vein,
Hong and Kacperczyk (2009) argue that sin stockeive less attention from financial
analysts, and are less held by institutional inusstbecause these investors are more subject
to what these authors called “social norm pressutesaddition, these authors demonstrate
that firms with high CSR performance are more kel disclose information relative to their
CSR policies. Likewise, Dhaliwal et al. (2011) d&ditgh that a good CSR performance can
attract a greater number of institutional investorbese investors are known for their
monitoring role (Shleifer and Vishny, 1986), which also in line with the reduction of
agency problems and information asymmetry. Moreous¥cause socially responsible
companies tend to be more transparent (Gelb amav§tr, 2001), some studies support that
these firms are less likely to manage earningsi@hial., 2008; Hong and Andersen, 2011,
Kim et al.,, 2012). These findings are also consisteith a negative impact of CSR
performance on information asymmetry, because kpcesponsible seems to provide higher
quality financial information, which improves firmsansparency. More recently, Cho et al.
(2012) find that CSR performance improves marleptidity and decreases bid-ask spreads.
Finally, CSR performance can also contribute taucedagency costs. Cheng et al. (2013)
explain that firms with better CSR performance @mrere engaged with their stakeholders,

limiting the likelihood of opportunistic behavion@ reduce overall contracting costs.

2.4. - CSR and capital structure

Since the CSR performance of a firm has an inflaemt cost of equity and on the level of

information asymmetry, it would impact its capisaducture. At our best knowledge, very few
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studies examine the link between CSR performandecapital structure. The most important
work in this area of research is undoubtedly Guieodin et al. (2012). Their theoretical
model is in line with trade-off theory of capitarscture. Indeed, they develop a financial
management model, in which the optimal capital cstme is determined by the trade-off
between costs (bankruptcy costs) and benefitseoflét (tax gains) on the one hand, and the
costs and benefits of equity on the other hand.e®@asn the assumption that socially
responsible firms have a lower cost of equity teaaially irresponsible one, the benefits and
costs of issuing equity include a penalty (or premi for social irresponsibility (or
responsibility). Girerd-Potin et al. (2012) assuméheir model that companies can choose
their level of CSR investment freely, that banke aot sensitive to CSR performance, and
finally that investors seek to maximize their tyilfunction, which depends both on their
wealth and on CSR performance of firms in whichythevest. The main conclusion of this
model is that CSR performance determines to sonenexhe financial structure of firms.
Socially responsible companies will be more likedyissue more equity than their socially
irresponsible, to benefit from the reduction ofitle®st of equity. Subsequently, Girerd-Potin
et al. (2012) confirm empirically their assumptipeeowing a weak but significant negative
link between leverage and CSR performance, as mezhfy Vigeo ratings. Their results are
in line with Hong and Kacperczyk (2009), who firftht sin companies tend to have higher

leverage due to sin stocks’ underpricing.

Recently, two papers have focused on the link betmiman capital investments, which are
a dimension of CSR performance, and financing dmtss(Verwijmeren and Derwall, 2010;
Bae et al.,, 2011). These works are related to akvkeoretical models that analyze the
impact of relation with non-financial stakeholdeiktse workers, suppliers or customers on
capital structure (Titman, 1984; Titman and WessE¥88; Maksimovic and Titman, 1991).
The theoretical model developed by Maksimovic artchdn (1991) support that firms with
high quality products have encouraged to exhibit tebt ratios to signal to their customers
their ability to honor implicit contracts to proweduch products. By analogy, this model can
be extended to other non-financial stakeholdekg, édmployees. Thus, in order to preserve
their reputational capital, firms that implement ppoyee-friendly policies have low debt
ratios to signal to their employees the firm’s ipilo treat them fairly (Bae et al., 2011). For
their part, Verwijmeren and Derwall (2010) expléat bankruptcy is particularly costly for
employees, because they lose their jobs, theirniesoand “non-pecuniary benefits of

working for the firm”. Because debt increases thabpbility of bankruptcy, firms strongly
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involved in employee well-being policies maintaiower debt ratios to prevent their
employees from bearing bankruptcy costs. Theseoautbstablish that firms in which the
well-being of employees is high have lower levesggend issue more frequently equity

instead of debt when they finance their activities.

Our goal in this article is to complement this r@cstream of research. At the best of our
knowledge, no work studies the link of CSR perfanoce and leverage in an international
context. Previous works focus on either a spegéiographic area (Girerd-Potin et al., 2012),
or on one specific dimension of CSR performance ngHoand Kacperczyk, 2009;
Verwijmeren and Derwall, 2010; Bae et al., 2011)ordbver, we go further than earlier
literature by investigating the direct impact of € 8erformance on choice between debt and
equity when firms modify their capital structure eVdlso analyze the effect of the reduction
of information asymmetry induced by a high CSR genfance on the size of equity issuances

and on the dependence on market conditions whes fthoose to issue equity.

3- Hypothesis development

As we seen earlier, previous literature suggeststtie increasing integration of CSR-related
criteria from investors in their investment deamsohave several financial consequences.
First, Heinkel et al. (2001), Sharfman and Fernaif@d08) and ElI Ghoul al. (2011)
demonstrate that firms can have a financial ingentd implement CSR policies, because a
good CSR performance decreases the cost of edudseover, Dhaliwal et al. (2011) and
Cho et al. (2012) argue that a good CSR performaanducts to a reduction of information
asymmetry. Based on these findings, we follow Hand Kacperczyk (2009) or Girerd-Potin
et al. (2011) by hypothesizing that advantagessoé equity are more important for firms
with high CSR performance. We therefore expect B8R performance has a negative

impact on leverage.

It is important to note here that one of the masumptions of Girerd-Potin et al. (2012) and
Hong and Kacperczyk (2009) to justify that CSR perfance impacts negatively firms’

leverage is that there is no significant relatiopdietween CSR performance and cost of debt.
Girerd-Potin et al. (2012) explains that “financabitrage on bond markets precludes the
existence of a socially responsibility premium dede assets.” For their part, Hong and

Kacperczyk (2009) argue that debt markets arettassparent than equity markets, so social
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norms do not matter in these markets. This se@msetconfirmed by several empirical
studies. For their part, Girerd-Potin et al. (20&2¢ck in their empirical study that there is no
significant relationship between cost of debt ar8RGating. This result is in line with those
of Menz (2010), who focus on European corporatedborHe rejects any significant
relationship between CSR and bond spreads. Welsarcite Goss and Roberts (2011), who
analyze the potential effect of CSR performancéhencost of bank loans. Using a sample of
3,996 US loans between 1991 and 2006, they obserwery small impact of CSR
performance on loan spreads. They also find thairtipact of CSR performance on the cost
of debt depends on the quality of the borrowerstudlty, banks penalize low-quality
borrowers for social irresponsibility, but they dot consider CSR performance for high-
quality borrowers. They finally say that “the motespact of CSR on spreads suggests that
banks view CSR as a second-order determinant ebdpf. The literature studying the link
between CSR ratings and cost of debt seems to ahaabsence of a significant relationship
between the cost of debt and CSR performanceyeryaweak link. Anyway, our argument is
valid even in the presence of a negative relatignsth may only mitigate the expected
relationship between CSR performance and finamgaisions in decreasing the advantage to

issue equity.

Moreover, as we seen previously, there are sewapptoaches to explain firms’ capital
structure decisions. Our goal is clearly not toad®mbetween one and the other, but only to
study the likely impact of the degree of CSR commeiits on companies’ financing
decisions. If our work can be considered in a traifi¢heory framework, our first hypothesis
does not come in contradiction with arguments adedrby the pecking order theory. Indeed,
if we consider this theory, we can claim that ady@SR performance reduces information
asymmetry and therefore adverse selection costsit 8muld increase the likelihood that a
firm issue equity. Second, as we have seen, sesemdies state that although pecking order
theory may be relevant in some respects, it caalmie explain firms’ financing choices
(Fama and French, 2002; Frank and Goyal, 2003;yLaad Roberts, 2010; de Jong et al.,
2011). According these arguments, our first hypaithes:

Hypothesis 1: Firms with good CSR performance have lower leverage than firms with bad
CSR performance.

10



To complement our analysis, we also focus on fimagnchoice instead of capital structure.
Many authors underline that firms do not rebalatiesr capital structure frequently because
of adjustment costs (Baker and Wurgler, 2002; Leangd Roberts, 2005; Flannery and
Rangan, 2006). So, it is interesting to observet-dghity choices when capital structure
changes, to better examine whether CSR performiaredactor which influences the choice
between different financing sources. If CSR perfamge is a determinant of capital structure,
this factor would logically affect the choice betmeequity and debt when firms finance their
activities. As we expose earlier, socially respblesfirms would issue equity more frequently
than others, because of reduction of their coseaiity and of information asymmetry.

According to these arguments, our second hypotisis

Hypothesis 2: Firms with a good CSR performance issue equity more frequently than firms
with bad CSR performance.

Next, we want to examine the impact of CSR perfaroeaon the size of equity issuances.
Some authors (Choe et al., 1993; Bayless and Ciskpli 1996; Chang et al., 2006) show that
size of equity issues is larger when informatioynametry is low. In fact, information

asymmetry makes equity issuances more expensiveasagers exploit some windows of
opportunities where information costs are reducedssue larger equity volumes. As we
argue earlier, CSR performance can reduce infoomaasymmetry between managers and
external investors (Hong and Kacperczyk, 2009; Dalet al., 2011; Cho et al., 2012).

Thereby, we suppose that there is a positive lietewben the size of equity issuances and
CSR performance. We expect that firms with good @8Rormance issue larger volumes of
equity to exploit the reduction of asymmetry inf@tion induced by an ethical behavior. Our

third hypothesis is then:

Hypothesis 3: When firms issue equity, firms with a good CSR performance issue larger

volume than firms with bad CSR performance.

Consistent with the market timing theory, (Lucag &cDonald, 1990) develop a theoretical
model of firms’ capital structure decisions. Thaglude in the pecking order model of Myers
(1984) time-varying adverse selection costs. Inrthmdel, managers have information that
investors will have only in the next period. Theg aupposed to act in the interest of existing

shareholders, and they have to finance a profitgiiigiect. Because of information
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asymmetry, firms can be undervalued or overvalugdimancial markets. If the firm is
undervalued, managers do not issue equity immegliataiting for the correction of this
undervaluation. During this waiting period, stockcps will increase, because investors
receive news about the true value of firm’'s assetthe following periods. If the firm is
overvalued, managers issue equity, before this valgation is corrected. Lucas and
McDonald (1990) conclude that equity issues ares threceded by a stock price increase.
Because of information asymmetry, firms cannoteseqguity as they want and when they
want, and therefore engage in market timing to sedmetween debt and equity, and to choose
their volume of equity issuances. Companies wibadeek to take advantage of their possible
overvaluation by issuing larger volumes of equifierma stock run-up. In line with these
theoretical predictions, several empirical studiestablish a positive and significant
relationship between stock returns and equity isses (Hovakimian et al., 2001; Baker and
Wurgler, 2002; Welch, 2004; Elliott et al., 2008)oreover, whether a company is facing
with problems of information asymmetry, the firmliviie more sensitive to market conditions
when it must take financing decisions, becausassets are less often misvalued. This idea is
especially confirmed by Chang et al. (2006) andskeset al. (2011), who argue that the
relation between stock returns and the volume oitgcize is more pronounced for firms
more subject to information asymmetry’ concernseseharguments lead us to expect that,
considering the information asymmetry’ reductioduned by a good CSR performance, the
relationship between stock market returns and sizesquity issuances would be less

pronounced for firms with a good CSR performanaeo@ fourth testable hypothesis is:

Hypothesis 4: A good CSR performance mitigates the link between market conditions and size

of equity issuances.

4- Data and summary statistics

4.1. — CSR data

The variable of interest of our study is CSR perfance of firms. Our CSR data come from
MSCI ESG Research. We use the IVA (Intangible Vassessment) ratings to proxy firms’

CSR performance. The IVA rating methodology is acpss divided into four steps. The first
is an in-depth analysis of the industry of the fdtens. The second is a data collection on the

concerned firm from media, government, NGOs or camyp disclosures. In addition,
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interviews with companies’ executives are realiZEde third is the evaluation of the CSR
performance company. The final step is a realityckhby analysts to ensure the consistence
of the measure. At the end, evaluations of firnesaggregated in a score, ranging from AAA
(highest scores) to CCC (lowest scores). MSCI E&fBgs have already used by Marsat and
Williams (2011), who study the link between firm&€SR ratings and their financial
valuations. We follow their methodology by conwvegtithese ratings into numerical scores,
from 1 to 7. In addition, MSCI provides an ECO mgtiand a SOCIAL rating, which
respectively measure the environmental and theakperformance of firms. We also use
these two independent ratings in our models toystiid impact of these different aspects of

CSR performance on firms’ financing decisions.

4.2. - Variables

To study the link between CSR performance and abgiructure, we use leverage as
dependent variable. Leverage is defined as the oatiotal debt to total assets at their market
value. We consider that total assets at their beakie do not permit to investigate

appropriately the link between CSR performance landrage, because it cannot reflect the
trade-off between equity and debt. Our data on g&Rormance cover the period 2005-2009.
Accounting and financial data are from the Facidatabase. After matching CSR and
financial data and removing outliers, our samplascsis of 5,859 firm-years observations,
representing 1,579 firms between 2005 and 2009.

In addition to CSR performance, we include in oundels control variables frequently
encountered in the literature (Rajan and Zingdl@85; Hovakimian et al., 2001; Hovakimian
et al., 2004; Gaud et al., 2007; Elliott et al.020Frank and Goyal, 2009; Lipson and Mortal,
2009; Verwijmeren and Derwall, 2010).We presentlikese variables:

Sze: we measure the firms’ size by the natural logarithfniotal assets. According to Rajan
and Zingales (1995) and Frank and Goyal (2009 fsize is an inverse proxy for asset
volatility and costs of bankrupcty. We expect a ippes relationship between size and
leverage. Many studies show such a relation (Rajah Zingales, 1995; Hovakimian et al.,
2001; Elliott et al., 2008; Frank and Goyal, 200@son and Mortal, 2009).

Mar ket-to-book: we calculate the market-to-book ratio (MTB) as:
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total assets+ market value of equity —book valueof equity

mar ket-tobook ratio =
total assets

MTB is a proxy of growth opportunities (Rajan anthgales, 1995; Elliott et al., 2008;
Lipson and Mortal, 2009). Growth opportunities reelsl free cash flow problems (Jensen,
1986) and increase financial distress costs, ssfivith high growth opportunities would be
less leveraged. Moreover, MTB is also a proxy cdrealuation of equity. We can expect that
firms issue more equity when MTB is overvalued. @e other side, firms with more
investments have a higher leverage if we consitempecking order theory. Finally, the sign

of this relationship is controversial.

ROA: we define ROA as earnings before interest, taxegretiation and amortization
(EBITDA) divided by total assets. According to Jemg1986), profitable firms are more
exposed to severe free cash flow problems, so ttwe@anies are more likely to use debt to
discipline managers. Moreover, according to Gaual.g2007) and Frank and Goyal (2009),
interest tax shields is more valuable for profigabrms. However, despite profitable firms
have more debt capacity, which leads to a highét, dbese firms may increase retained
earnings, which reduces leverage (Hovakimian et28l01; Elliott et al., 2008; Lipson and

Mortal, 2009). Finally, the sign of this relationglis also unpredictable.

Tangibility: to assess asset tangibility of a firm, we caleuthe ratio of fixed assets, defined
as net property, plants and equipment to totaltessigh tangibles assets provide more
collateral to lenders (Myers, 1977; Rajan and Ziegal995; Frank and Goyal, 2009). We

expect that companies that have more tangiblesabage more debt.

Cash: we define this variable as the ratio of cash eash equivalents to total assets. As Gaud
et al. (2007) and Verwijmeren and Derwall (2010 wargue that firms with important

financial slack requires less debt.
Sock return: this variable is annual stock returns. AccordingBaker and Wurgler, 2002)

and the market timing theory, firms issue more ggwhen stock market conditions are

favorable. We expect a positive relation betweenksteturns and leverage.
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Depreciation: we also include in our regressions the ratio betwamortizations and
depreciations to total assets to proxy non-debtsiaelds (Gaud et al., 2007; Frank and
Goyal, 2009). In their theoretical model of corgerkeverage choice, DeAngelo and Masulis
(1980)shows that depreciation expenses may be shiakd substitute for debt. Accordingly,

the relationship between depreciation and levevagédd be negative.

Research and development expenses : following Lipson and Mortal (2009) and Verwijmere

and Derwall (2010), we include in our models a R&DMmy, which takes the value of 1 for
firms those reporting R&D expenditures, and O otlee. This variable proxies asset
specificity. The underlying idea is that firms whkoassets are highly specific have more
important financial distress costs, and therefess ldebt.

Dividend-paying behavior: this variable is a dummy one. It takes the valien® if the firm

pays a dividend and zero otherwise. As Fama andckré&002), Verwijmeren and Derwall
(2010) and Bae et al. (2011), we argue firms thay pividends are less financially
constrained. According to the pecking order thefyers and Majluf, 1984), these firms

would be less dependent on debt.

[Insert Table 1]

Table 1 provides summary statistics for CSR ratengs for control variables. According the
MSCI methodology, which is a best-in-class one,tteglian IVA, ECO and SOCIAL rating

is equal to 4. The firms in our sample have anayem leverage of 29%, and on average a
ROA of 6%. To ensure that we are not confrontedhaitproblem of multicollinearity, we
calculated correlation matrix, which is reported table 2. Showing this table, we can

reasonably assume that we are not exposed to quacile@m.

[Insert Table 2]

5- Empirical results

This section presents our results related to tipaanhof CSR performance on firms’ financing
decisions. We first analyze the relationship betw€SR performance and firms’ leverage.

Then, we study how CSR performance has an impaathoice between equity and debt
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when firms change their capital structure. Finalle explore the relation between CSR

performance and size of equity issuances.

5.1. - CSR and capital structure

Ouir first step in our empirical investigation isstudy the link between CSR performance and
capital structure. We use fixed effects ordinagstesquares (OLS) regressions. Indeed, we
control for year and industry fixed effects to asldr unobserved heterogeneity thanks to
dummy variables. Industry fixed effects are based@B code. Following Petersen (2009),

we also use robust standard errors clusteredmtlével. First, we regress leverage on CSR
ratings (IVA, ECO and SOCIAL) and control variabtésscribed above. Our three models are

therefore specified as follows:

Leverage=a, +a,IVA | +a,3ze +a,MTB ; +a,ROA ; +a,Tang, ; + a,Cash

9
+a, Return ; +agDepreciation, ; +a,DividendPaying, ; + a,,RDdummy, ; + Z,Bn Industry; ; ,
n=1

4
+Zaneari,j,n +£i,j (1a)
n=1

Leverage=a, +a,ECO, ; +a,Sz¢ ;+a,MTB ; +a,ROA ; +a Tang, ; +a,Cash

9
+a, Return, ; + a,Depreciation ; +a,DividendPaying, ; + a;,RDdummy, ; + Z,Bn Industry ; ,

n=1

4
+> Y.Year, +&, (Lb)
n=1

Leverage=a, +a,OCIAL, ; +a,Sze ;+a,MTB ; +a,ROA ; +a Tang, ; +a,Cash
9
+a, Return, ; + a,Depreciation ; +a,DividendPaying, ; + a;,RDdummy, ; + Z,Bn Industry, ; ,
n=1

+ianean,,»,n+£i,,» @c)

W;:ere our dependent variablelieverage, defined as the ratio of total debt to total esset
their market value]VA, SOCIAL and ECO are respectively our CSR, environmental and
social performanceSize is the natural logarithm of total asseN6[B is market value of assets
divided by book value of assetROA is EBITDA divided by total assetdang is net
property, plants and equipments divided by totaetsCash is cash and cash equivalents
divided by total assetdreturn is annual stock returngepreciation is amortizations and
depreciations divided by total assdisyidendPaying is a dummy variable which takes the

value of 1 if the firm pays a dividend andRDdummy is a dummy variable which takes the
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value of 1 otherwise for firms those reporting R&Rpenditures, and 0 otherwise. The

results of our estimations of these three equasoaprovided in Table 3.

[Insert Table 3]

Most of our control variables are significant a¢ tt6 level. In particular, we find a negative
and significant relationship between leverage ardditpbility. In addition, we observe that

firms with a high level of tangible assets have endebt, because they can offer more
guarantees to their creditors. Concerning the anphCSR performance on capital structure,
we find, consistent with our first hypothesis, th@6R performance has a negative
relationship with leverage. This result is congisteith main results of the previous literature
(Hong and Kacperczyk, 2009; Girerd-Potin et al.120and with our first hypothesis. We

show here that financial consequences of CSR peédioce, like a reduction of cost of equity

or information asymmetry, conducts firms to hawsdodebt ratios.

It is also important to investigate the relatiovimen different aspects of CSR performance
and capital structure, to have a deeper undersigndi the relation between CSR
performance and capital structure. We thereforestgube in (1.a) IVA rating by a social
rating (1.b) and an environmental rating (1.calldws us to study the impact of the two main
components of CSR performance on capital structare] to state whether different
dimensions of CSR performance have the same eaffefinancing decisions. The estimation
which is reported in the second column of tables3performed for the environmental
performance. We find a negative but insignificagationship. This result confirm that of
Girerd-Potin et al. (2012), who also conclude tleatvironmental performance has no
significant impact on capital structure. This résduld be due to the fact that environmental
policies are less important or are less recognibesh others CSR dimensions for stock
market investors. The third column presents redattsocial performance. The relationship is
here negative and highly significant. This ressltin line with those of Verwijmeren and
Derwall (2010) and Bae et al. (2011). Overall, oesults demonstrate in an international
setting that CSR policies have a small but sigaiftampact on firms’ capital structure. Firms
with good CSR performance tend to have lower |leyerdecause of the greater reliance on
equity financing for socially responsible companig®re precisely, we find that only social

aspect of the CSR performance has a significanaatp
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5.2. - Endogeneity issue

Although CSR performance influences the capitalcttire, the opposite might also be true.
According to the slack resource hypothesis develdpeMcGuire et al. (1988) and Waddock
and Graves (1997), firms that have a high leveawdilable resources can easily invest in
CSR policies, and therefore have higher CSR ratthgs their counterparts. Moreover,
managers can be more encouraged to over-investSRR folicies to increase their own
reputation when firms have a lot of slack resou(Bessnea and Rubin, 2010). Consistent with
the agency theory (Jensen, 1986), Barnea and R(2ih0) argue that debt can be a
disciplinary mechanism that allows shareholderimit CSR-related expenses. In line with
this assumption, Barnea and Rubin (2010) find atreg relation between leverage and CSR

performance.

To check that our results do not suffer from a poét endogeneity of CSR ratings, we run a
Durbin-Wu-Hausman test of exogeneity. This testsesia of two steps. The first step is to
regress the variable suspected to be endogenousstouments and exogenous variables of
the baseline model. Then, the second step is lodacresiduals of this regression on the
baseline model. If residuals are insignificant, thél hypothesis of exogeneity cannot be
rejected. To run this test, we have to choose anogpate instrument. We follow El Ghoul et
al. (2011); Cheng et al. (2013), and Hmaittanel.ef2811) in using the industry mean CSR
ratings to instrument CSR performance. We hypotleeiat CSR performance of a firm is
linked with CSR performance of others firms witlin@ same industry, following Cheng et al.
(2013). Moreover, we can reasonably assume thatirtlestry average CSR does not
influence a firm’s leverage. Our results for Durbifu-Hausman tests are presented in Table
4.

[Insert Table 4]

Our results lead us to conclude that the hypothekisxogeneity cannot be rejected. It
demonstrates that debt is not used by firms assaiptinary mechanism to discourage
investment in CSR policies, as supposed by Barnda&Raibin (2010). We can also claim that
results of Section 5.1. are not driven by a sinmdtus relationship between CSR

performance and leverage.
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5.3. - CSR and debt-equity choice

To go further in our analysis of the impact of C#tformance on capital structure, we now
focus on changes of capital structure. To this evelrely on many studies which examine
debt-equity choice (Hovakimian et al., 2001; Chanal., 2006; Gaud et al., 2007; Lipson
and Mortal, 2009; Autore and Kovacs, 2010; Verwijareand Derwall, 2010). We argue like

these many authors that it is interesting to famuglebt-equity choice when capital structure
changes to better isolate the impact of CSR pediaga on financing decisions. If, as we
established before, CSR performance is a determufacapital structure, this factor would

affect the choice between equity and debt whensfifimance their activities. We expect that
the more companies have a high CSR performancendine they have a high probability of

issuing equity, because of the benefits they gehfequity markets in terms of reduction of

the cost of equity and of information asymmetry.

To check our assumption, we estimate binary probidels. We want to show whether a good
CSR performance decrease the probability for a fanssue debt. So, we estimate following

models:

Debtlssug ; = f(a, +a,IVA | +a,Devtarget; +a,Leverage, ;+a Volatility, ;a;Sze |
+a,MTB ; +a;ROA ; +agTang, ; +a,Cash ; +a;,Return ; +a;,Depreciation, ;

9 4
+a,DividendPaying, ; +a,,RDdummy, ; + Z; B,Industry; ; . + Z; y,Year, ;. +& ) (2a)

Debtlssug ; = f(a, +a,ECO, ; +a,Devtarget; ;+a,Leverage, ;+a Volatility, ;a,Sze |
+a,MTB ; +a;ROA ; +agTang, ; +a,Cash ; +a,,Return ; +a,,Depreciation, |

9 4
+ a,DividendPaying, ; +a,,;RDdummy; ; + Z; B,Industry; ; . + Zl: y.Year ;. +&.) (2b)

Debtlssug ; = f(a, +a,SOCIAL ; +a,Devtarget; ;+a.Leverage, ; a Volatility, +a,Sze |
+a,MTB ; +a;ROA ; +agTang, ; +a,Cash ; +a,,Return ; +a,,Depreciation, |

9 4
+ a,DividendPaying, ; + a,,;RDdummy; ; + Z; B,Industry, ; . + Zl: y.Year . +&,) (2c)
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Where our dependent variabl@gbtissue, is a dummy variable which takes the value of ibne
the net change of debt is greater than 5% of asséts, and takes the value of zero if the net
change of equity is greater than 5% of total as$®&scalculate net change of equity and net
change of debt from statement of cash flows. Wendehet changes of equity as the
difference between equity issues and equity re@seh divided by total assets, and net
change of debt as the difference between long-tdeit issuances and long-term debt
reductions divided by total assets. We only retaises in which net change of equity and net
change of debt is significant, is to say for theecavhere the equity or debt issue is higher
than 5% of total assets. This cutoff is in accoogawith Hovakimian et al. (2001), Chang et
al. (2006) and Autore and Kovacs (2010). Moreower,exclude dual cases, in which firms
issue both equity and debt. Finally, we consid& &ses.

Control variables are the same for models estimatete section 5.1. and 5.5 e, MTB,
ROA, Tang, Cash, Return, Depreciation, DividendPaying and RDdummy). We also include
DevTarget, which is the deviation of a firm’s leverage frahe average leverage in the firm’s
industry. Using average leverage in industry asoaypfor target debt ratio, we follow several
authors like Hovakimian et al. (2001), Gaud e(2007) or Verwijmeren and Derwall (2010).
According to the trade-off theory, firms make fic&l choices to move toward an optimal
capital structure. So the more a firm is underdlede(over-levered) comparing to its target
debt ratio, the more (the less) the probability fiven is issuing debt is high. We also include
Leverage as a control variable. We expect that firms comdildeir current leverage when they
choose between equity and debt. Finally, we inserwur modelVolatility, which is the
annual volatility of firms’ stock return. We folloutore and Kovacs (2010) who argue that
firms with higher volatility have higher financidistress costs, and thus are less inclined to

issue debt.

In our regressions, signs of coefficients mustriterpreted as follows: a positive sign means
that the variable is positively related to the @ioiity of issuing debt compared to issuing
debt, and negatively related to the probabilitysstiing equity compared to issuing debt. We
note that we control again for year and industredi effects thanks to dummy variables.
Results of these estimations are reported in Td&bleStandard errors are robust for
heteroskedasticity, clustered at the firm level.

[Insert Table 5]
20



Among our control variables, we find th8ize and MTB are positively and significantly
associated with a higher probability of issuing tdeldore importantly, our three CSR
performance proxies are negatively related to tiobability of issuing debt. In line with our
second hypothesis, firms with bad CSR performamoédathe financial penalty inflicted by
investors by issuing debt instead of equity. Ireotlvords, a good CSR performance increases
the probability of issuing equity. CSR performamgpears to be a significant determinant of
firms’ financing choices, because it modifies coatsl advantages of different source of
financing. In lowering cost of equity and infornaati asymmetry, CSR performance makes

equity issuance more attractive, and thereforeeas®s the likelihood of using this funding.

5.4. - CSR and equity issues size

Finally, we study the impact of the CSR performaanehe size of equity issuances, testing
our hypothesis three and four. We expect that ithe a&f equity issues is larger when firms
have a high CSR rating, according to the authargirments defending the market timing
theory. Socially responsible firms are in a loweformation asymmetry situation, which

would lead to a larger volume of equity issuan®¥s.also hypothesize that firms with a high
CSR rating are less sensitive to market conditiwhen they issue equity. To test these

hypotheses, we estimate the following models:

EquitySze ; = a, +a,IVA ; +a,IVA*Return, ;+a, Return, ; + a,Volatility, ; + a,Sze

(3.2

i

9 4
+a,MTB, ; +a,ROA | +le,8nlndustryiym +Z;aneariyjyn +&

EquitySze ; = a, +a,ECO, ; +a,ECO *Return, ;+a, Return, ; +a Volatility, ; + a,Szg

9 4
+a MTB, ; +a,ROA ; + > B Industry, ;. + > y,Year,, +&, (3b)

i
n=1 n=1
EquitySze, ; =a, +a,S0CIAL, ; +a,SOCIAL *Return, ;+a, Return, ; +a Volatility, ; + a,Sze

(3.c)

ij

9 4
+asMTB, ; +a,ROA +Z;,8n|ndustryi'jyn +Z;aneari'j’n +&
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Where our dependent variabkguitySze, is defined as the net equity issuance scaleadtay t
assets. We again restrict our sample for the gaseéhich net equity issuance is greater than
5% of total assets. To test our fourth hypotheses have included in our models interaction
variables (IVA*return, ECO*return and SOCIAL*retyrno examine whether the relation
between size of equity issuances and market congditare weaker (stronger) for firms with

high (low) CSR performance.

It is obvious that our sample is not randomly selécbecause we only observe size of equity
issuances when firms take the decision to issugyedw avoid a potential selection bias, we
use a selection model developed by Heckman (1979)first step, we estimate with a probit
model the probability that a firm issue equity. mhm a second step we estimate the
determinants of the size of equity issues, takimtg account the probability that firms has
issued equity. This methodology have already usedubhors which analyze the impact of
analyst coverage (Chang et al., 2006) and of thigedsion of analysts’ forecast (Bessler et al.,
2011) on financing decisions. Our selection equaBaspecified as follows:

Equitylssue ; = f(a, +a,IVA ; +a,Devtarget; ;+a,Leverage, ;+a Volatility, ;a;Sze |
+a,MTB ; +a;ROA ; +a,Tang, ; +a,Cash ; +a,,Return ; +a;,Depreciation

9 4
+a,,DividendPaying, ; + a,;RDdummy, | + Z_;‘ﬂ” Industry; ; , + Z;‘ yYear +&.) (4)

Where Equitylssue is a dummy variable which takes the value of onth& net change of
equity is greater than 5% of total assets and tdleesalue of zero if the net change of debt is
greater than 5% of total assets. Control variablesthe same of those used in our probit

regressions in section 5.3.
[Insert table 6]

Results of the second step are reported in TabWeb find that IVA, ECO and SOCIAL
ratings have the expected signs, and a significapact on size of equity issues. We have
here some evidence that socially responsible fisage larger volume of equity when they
choose this source of financing. In accordance thighmarket timing theory, these companies
take advantage of the momentary reduction of tlyenasetry of information generated by

their good CSR performance to issue larger volurhedquity. Finally, we interpret our
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interaction variables. In our three models, themgables are negative, and significant at less
at the 5% level. It conducts us to consider thatrttore firms have a high CSR performance,
the less they depend on market conditions when dleeide to issue equity. Consistent with

our fourth hypothesis, we establish that the r@fabetween stock returns and the volume of

equity issuances is less pronounced for firms atthghhigh CSR performance.

6- Conclusion

In this work, we analyze the relationship betwe&R(erformance and financing decisions.
Based on a worldwide sample of 5,859 observatieshave shown that socially responsible
companies have a lower debt ratio than less sgcdlponsible one, which is consistent with
those of Hong and Kacperczyk (2009) and of GirentirPet al. (2012). Contrary to these
works, we check that this relationship is not sobje a potential endogeneity issue that we
raised. We administrate Durbin-Wu-Hausman test Wwigienduct us to reject the hypothesis
of endogeneity of CSR performance. We also estaltfiat two of the main aspects of CSR
performance, i.e. social performance and enviroriaigrerformance, are negatively related
to the level of debt, but we find that only socperformance have a negative impact on
leverage. Then, our binary probit models indictt socially responsible firms issue more
frequently equity. Socially responsible firms cdsoahave an easier access to equity markets.
A high CSR performance reduces information asymynethich allows companies to issue
larger volumes of equity when they use this typefinohncing, and to mitigate their

dependence on market conditions for their finandegsions.

Taken together, our results strongly demonstrad¢ fihms determine to some extent their
financing decisions according to their level of CSRcial and environmental performance.
Socially responsible companies are aware of theradge for them to issue equity more
frequently and in larger amounts, because of actemuin information asymmetry and a
lower cost of capital. We thus complement severaliss examining determinants of capital
structure decisions (Miller, 1977; DeAngelo and Meas 1980; Hovakimian et al., 2001;
Chang et al., 2006; Frank and Goyal, 2009; Lipsod klortal, 2009; Autore and Kovacs,
2010; Verwijmeren and Derwall, 2010; Bae et al.1R0Bessler et al., 2011). We also
contribute to enhancing comprehension of financ@hsequences for firms of their CSR
policies. While previous research has only studiexlimpact on financial performance, we

argue that CSR performance can also influence elglity-choice.
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Our work has also some interesting managerial capbns. Indeed, it enables managers to
better understand the implications of their so@ald environmental policies for their
financing decisions. It also shows that managerddcoeduce their dependence on market
conditions for their equity issuances decisions ilmproving their CSR performance.
Managers should be aware that CSR performanceeof fihms has financial consequences,
and should incorporate these effects highlightedhleyacademic literature in their financing
decisions to effectively manage their organizati@isarly, our study opens interesting future
research. We consider debt as a whole, but fuegearch could study the impact of CSR

performance on the source of the debt, privataubfip
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Table 1: summary statistics

This table provides summary statistics for our dampata are collected from MSCI and Factset frdd@3to
2009. Leverage is the total debt divided by toszsleds at their market value. Size is the logaritfinotal assets.
ROA is earnings before interest, taxes, depreciaind amortization (EBITDA) divided by total assés'B is
defined as (total assets + market value of equltpek value of equity)/total assets. Tang is nepprty, plants
and equipment divided by total assets. Cash is @adltash equivalents divided by total assets.rRétuannual
stock returns. Depreciation is amortizations angreeations divided by total assets. RDdummy isuenichy
variable that equals one for firms those reporiR&D expenditures, and zero otherwise. DividendPgyfma

dummy variable that equals one if the firm paysvéddnd and zero otherwise.

) Standard .
Variables N Mean deviation Q1 Median Q3
Dependent
variables
Leverage 5,859 0.29 0.21 0.12 0.24 0.42
CSR measures
IVA 5,859 3.88 1.75 3.00 4.00 5.00
ECO 5,859 3.98 1.81 3.00 4.00 5.00
SOCIAL 5,859 3.87 1.76 3.00 4.00 5.00
Control
variables
Sze 5,859 9.02 1.22 8.18 8.99 9.87
MTB 5,859 1.92 1.33 1.36 1.67 2.17
ROA 5,859 0.06 0.09 0.02 0.05 0.09
Tang 5,859 0.31 0.24 0.12 0.27 0.46
Cash 5,859 0.07 0.07 0.02 0.05 0.10
Return 5,859 0.08 0.50 -0.22 0.05 0.32
Depreciation 5,859 0.03 0.02 0.02 0.03 0.05
DividendPaying 5,859 0.97 0.17 1.00 1.00 1.00
RDdummy 5,859 0.48 0.50 0.00 0.00 1.00
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Table 2 Correlation matrix

This table shows the correlations between contisu@uiables. Leverage is the total debt divideddigl assets

at their market value. Size is the logarithm ofitatssets. ROA is earnings before interest, tadkeysreciation

and amortization (EBITDA) divided by total asséWTB is defined as (total assets + market valuecpfity —

book value of equity)/total assets. Tang is nepprty, plants and equipment divided by total ass@ssh is

cash and cash equivalents divided by total asBettsirn is annual stock returns. Depreciation is rédraiions

and depreciations divided by total assets. * Staiksignificance at the 10% level, ** Statisticgnificance at

the 5% level, *** Statistical significance at théolevel.

Leverage Size MTB ROA Tang Cash Retur]
Size] 0.22%**
MTB | -0.38** -0.18***
ROA| -0.42*** -0.09*** 0.35***
Tang| 0.13*** 0.03** -0.05*** 0.02
Cash -0.27** -0.17%** 0.17*** 0.16***  -0.22%**
Return -0.26*** 0.00 0.15%** 0.13*** 0.03* 0.07***
Depreciation -0.03** 0.00 0.01 0.02 0.43*** (0.03*** 0.01

33



Table 3 CSR performance and firms’ leverage

This table presents the relation between CSR mtargl firm leverage. We estimate ordinary leastuszgl
regressions. Control variables are those desciibedction 4. T-statistics are in parentheses. Hreybased on
panel-robust standard errors. * Statistical sigaifice at the 10% level, ** Statistical significaraiethe 5%
level, *** Statistical significance at the 1% level

Dependent variable : Leverage
Model 1.a Model 1.b Model 1.c
IVA -0.004 **
(-2.08)
ECO -0.001
(-0.35)
SOCIAL -0.005 **
(-2.54)
size 0.025 *** 0.024 *** 0.025 ***
(5.21) (4.98) (5.25)
MTB -0.026 -0.026 -0.026
(-1.46) (-1.45) (-1.46)
ROA -0.602 *** -0.603 *** -0.602 ***
(-6.10) (-6.08) (-6.11)
Tang 0.096 *** 0.095 *** 0.096 ***
(4.49) (4.46) (4.50)
Cash -0.317 *** -0.312 *** -0.318 ***
(-5.82) (-5.75) (-5.86)
Return -0.074 *** -0.074 *** -0.074 ***
(-8.24) (-8.18) (-8.25)
Depreciation -0.289 -0.291 -0.291
(-1.37) (-1.37) (-1.38)
DividendPaying -0.083 *** -0.084 *** -0.083 ***
(-4.49) (-4.53) (-4.48)
Rddummy -0.025 *** -0.026 *** -0.025 ***
(-2.84) (-2.87) (-2.86)
Intercept 0.242 *** 0.235 *** 0.246 ***
(3.83) (3.66) (3.90)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 5,859 5,859 5,859
R-squared 38.57% 38.45% 38.64%
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Table 4: Durbin-Wu-Hausman test for CSR ratings’ endoggneit

This table presents first stage regressions ofDunbin-Wu-Hausman test. We estimate OLS regressidns
various CSR ratings (IVA, ECO, and SOCIAL) on oanstruments described in section 5.2 (industry nmefan
CSR ratings), and exogenous determinants of leeenatp then insert residuals of these estimatiomaaddels
reported in table 3. We report Durbin-Wu-Hausmatisics and p-value. T-statistics are in parerghe¥hey
are based on panel-robust standard errors. * ttatisignificance at the 10% level, ** StatistiGagnificance at
the 5% level, *** Statistical significance at théolevel.

Dependent variable : CSR ratings (IVA, ECO and SQAJI

IVA ECO SOCIAL
Industry mean IVA 0.831 ***
(3.56)
Industry mean ECO 1.203 ***
(7.14)
Industry mean SOCIAL 0.882 ***
(4.40)
size 0.318 *** 0.352 *** 0.289 ***
(8.82) (10.18) (7.86)
MTB 0.018 -0.019 0.020
(0.51) (-1.04) (0.49)
ROA 0.282 0.531 0.338
(0.74) (1.44) (0.86)
Tang 0.136 0.045 0.144
(0.65) (0.21) (0.69)
Cash -1.038 * -0.171 -1.111 **
(-1.96) (-0.32) (-2.09)
Return -0.038 -0.020 -0.011
(-0.74) (-0.39) (-0.21)
Depreciation 1.113 4.162 ** 0.502
(0.55) (2.05) (0.24)
DividendPaying 0.108 0.119 0.123
(0.79) (0.91) (0.90)
Rddummy 0.169 * 0.533 *** 0.113
(1.72) (5.40) (1.14)
Intercept -1.537 -4.037 *** -1.477
(-1.45) (-5.04) (-1.59)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 5,859 5,859 5,859
R-squared 7.93% 12.64% 6.88%
Durbin-Wu-Hausman 1.12 1.93 0.06
statistics
p-value 0.29 0.17 0.81
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Table 5 : CSR performance and debt-equity choice

Our dependent variablBebtlssue, is a dummy variable which takes the value of ibtiee net change of debt is
greater than 5% of total assets, and takes the\adlaero if the net change of equity is greatantf% of total
assets. We define net change of equity as therelifte between equity issues and equity repurchased by
total assets, and net change of debt as the differbetween long-term issuances and long-termreéelttions
divided by total assets. We only retain cases iitlwvhet change of equity and net change of desigisificant,
is to say for the case where the equity or dehteiss higher than 5% of total assets. T-statisics in
parentheses. * Statistical significance at the 189l, ** Statistical significance at the 5% levé&t: Statistical
significance at the 1% level.

Dependent variable : Debtlss
Model 2.a Model 2.b Model 2.c
IVA -0.089 **
(-2.40)
ECO -0.080 **
(-2.36)
SOCIAL -0.091 **
(-2.50)
Devtarget 0.810 0.910 0.801
(0.99) (1.09) (0.98)
Leverage 1.728 ** 1.667 ** 1.715 **
(2.06) (1.97) (2.06)
Volatility -1.253 *** -1.225 *** -1.230 ***
(-3.45) (-3.32) (-3.43)
Size 0.224 *** 0.229 *** 0.218 ***
(3.78) (3.83) (3.75)
MTB 0.477 *** 0.469 *** 0.473 ***
(2.70) (2.63) (2.69)
ROA 0.246 0.210 0.265
(0.31) (0.26) (0.34)
Tang -0.455 * -0.470 * -0.440 *
(-1.74) (-1.81) (-1.68)
Cash -1.185 -1.193 -1.175
(-1.22) (-1.24) (-1.21)
Return -0.207 * -0.207 * -0.206 *
(-1.66) (-1.66) (-1.65)
Depreciation 3.376 3.758 3.393
(1.12) (1.25) (1.12)
DividendPayinc 0.267 0.274 0.290
(1.00) (1.01) (1.10)
Rddummy -0.167 -0.160 -0.166
(-1.15) (-1.10) (-1.15)
Intercept -1.325 -1.451 -1.306
(-1.47) (-1.58) (-1.45)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 909 909 909
Pseudo-R? 26.44% 26.35% 26.49%
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Table 6: CSR performance and size of equity issues

We estimate Heckman selection models. Our dependeiatble isEquitySze. This variable is defined as the net
equity issuance scaled by total assets. We restiicsample for the case in which net equity issaas greater
than 5% of total assets. Our selection variablegsitylssue. This variable takes the value of one if the net
change of equity is greater than 5% of total assetstakes the value of zero if the net changesbf @ greater
than 5% of total assets. Control variables arestimae of those used in our probit regressions itioseb.3.T-
statistics are in parentheses. * Statistical siggifce at the 10% level, ** Statistical significenat the 5% level,
*** Statistical significance at the 1% level.

Dependent variable : EquitySize
Model 3.a Model 3.b Model 3.c

IVA 0.008 **

(2.19)
ECO 0.007 *

(1.94)
SOCIAL 0.006 *
(1.72)

CSR rating * return -0.011 *** -0.010 *** -0.018 ***

(-2.79) (-2.78) (-4.04)
Return 0.032 * 0.028 * 0.065 ***

(1.84) (1.71) (3.19)
Volatility 0.070 ** 0.073 ** 0.073 ***

(2.44) (2.52) (2.60)
Size -0.014 ** -0.015 ** -0.014 **

(-2.39) (-2.36) (-2.34)
MTB 0.024 ** 0.024 ** 0.024 **

(2.36) (2.34) (2.44)
ROA -0.083 -0.077 -0.088

(-1.26) (-1.15) (-1.36)
Intercept 0.215 *** 0.224 *** 0.217 ***

(2.91) (3.02) (2.91)
Mills ratio -0.032 * -0.035 * -0.033 *

(-1.77) (-1.90) (-1.82)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 137 137 137
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