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Corporate Social Responsibility (CSR) is considered as a one of the debated 

topic of the corporate study over the last couple of decades. Corporate adopts this 

concept to its activities by also focusing on something beyond economic, technical, or 

legal requirements. Specifically, it expands corporate focus to the societal matter. 

Substantial studies have endeavored to examine its relation to corporate performance. 

However, the conclusion has not been drawn unanimously. Supporters have believed 

that CSR activities turn appreciative result to corporate financial performance, while 

naysayers have argued that it always comes at the expense. 

Substantial studies have found that the different corporate emphasis on CSR 

could be explained by the difference of geographical context. However, the handful 

empirical study sheds light on the direct linkage between CSR and geography. 

Besides none of the study tap into the difference of the societies occupying the same 

country, united under the same federal government. Thus, the primary purpose of this 

study is to examine the relation between CSR and corporate geographical background. 

Specifically, there are two research questions 1) Does corporate geography matter for 

CSR score? and 2) Does geographical proximity affect CSR score?  CSR-Corporate 

location relation can be hypothesized from the evidence that the asymmetric 

information problem varies across the country and CSR has been proven as an 

instrument to alleviate this problem by promoting transparency and streamlining 

information transmission. Thus, the CSR level varies upon corporate location. 
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This study selects samples across the U.S. listed firms during 1995-1997. CSR 

data are obtained from KLD Research and Analytics, Inc, while corporate location, 

represented by headquarters, is based on Metropolitan Statistical Area (MSA).  

To address the 1st question, the joint significance test is used to contemplate 

whether the explanatory power of an equation reduces significantly when the entire 

geographical variables are excluded. For the latter question, this study classifies the 

sample firm based on its distance to the top metropolitans and examines the difference 

of CSR between “Urban” and “Rural” firms. As a result, the study finds that CSR can 

be explained by their locations. Rural firms commit greater CSR in order to alleviate 

their information asymmetric issue. In addition, this study examines these questions 

for the seven different attributes of CSR, try to incorporate religiosity factors, and 

address possible causality effect. 

Based on corporate financial performance (CFP) perspective, this study also 

uses corporate location variable addressing endogeneity effect of CSR-CFP relation.  

This study will be beneficial in the several meaningful ways. First, it focuses 

on the different societies under the same country whiles the previous studies merely 

on the country level. Second, CSR score can be computed from both “plain-vanilla” 

and “Shareholder-weighted” techniques to alleviate the “stakeholder misalignment”. 

Third, Since CSR is hardly measured instantly. Thus, this study will encourage using 

distinctive corporate location to signify its performance. Lastly, since geographical 

location is fixed and more likely to be exogenous. Therefore, benefit of CSR to 

corporate performance is even clearer when corporate location is incorporated as 

instrumental variable address endogeneity problem. 
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CHAPTER 1 

  

INTRODUCTION 

 

Social responsibility is among the debating topics, particularly how this kind 

of activity is beneficial to the firms. Henry Ford once quotes “A business that makes 

nothing but money is a poor kind of Business” (Wulfson, 2001), which shed light on 

something beyond economic, technical, or legal requirements. Specifically, the social 

responsibility concept expands corporate emphasis to the social matter. In spite of 

countless definition, corporate social responsibility (CSR) reliably uses the social 

responsible concept as a principle for every feature of the organizational activities, 

while spreading this concept out to the stakeholders (Business for social 

responsibility, 2007; Hatcher, 2002). 

In this academic field, the research has grown substantially over the last 

couple of decades. It has encouraged the importance of CSR in managerial practice 

worldwide to examine its effect and whether the firms are able to obtain benefits from 

CSR activities. In addition, CSR is considered as an integral part of corporate 

strategy. According to the survey from the Economist intelligence Unit in 2007, 

nearly 30 percent of global executives under surveillance consider CSR as the first 

priority concern in their organization. In 2008, KMPG documents that about three-

fourth of Global Fortune 250 companies during 2007- 2008 have a publicly 

communicated CSR strategy. In addition, several authors such as Gladwin et al. 

(1995) have postulated that CSR is a business strategy based on differentiation from 

competitors, involving advantages in the long-term. 

Considering CSR study in corporate level, there is a sizable literature that 

explores its relation with corporate financial performance (Bagnoli and Watts, 2003; 

Choi et.al, 2010; Clinebell and Clinebell, 1994; Cochran and Wood, 1984; Hannon 

and Milkovich, 1996; Posnikoff, 1997; Teoh, Welch, and Wazzan, 1999; Worrell, 

Davidson, and Sharma, 1991; Wright and Ferris, 1997). Many studies have kept 

emphasizing on its relation with non-financial attributes or any other organizational 
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outcome such as firm culture (Galbreath, 2010), TQM practice (Robson and Mitchell, 

2007) and their reputation with customers (Orlitzky et al., 2003). 

The extents to which firms emphasize on CSR activities are persistently 

different across the countries (Bennett, 1998; Sharfman et al., 2004; Wang and Juslin, 

2009; Welford, 2004). Recent studies exhibit that the specific determinants still play 

an important role in explaining the cross-geographic differences in CSR, in spite of 

strict controlling for economic and non-economic determinants. The differences in 

social determinants such as culture, demographic characteristics have contributed to 

the difference in awareness of CSR (Cheah et al., 2011; Jamali and Mirshak, 2007; 

Wang and Juslin, 2009). Basically, these determinants have been known to vary 

across the world. However, the direct linkage between geography and CSR has seen 

little empirical verification. Preceding empirical studies have been emphasized on 

multinational perspective and geographical diversification, which tends to limit the 

study to the large corporation. In addition, these studies myopically focus on some 

aspect of CSR. For example, those authors pay attention to an ethical code, human 

rights policies, and environmental activities. None of them uses the aggregated 

measure of CSR to find its relation with geographical context. 

Primarily, this study contributes to the CSR research by examining whether a 

corporate location, which is represented by headquarter location, can affect its 

awareness of CSR.  To the current knowledge, the empirical relation between 

corporate geographic context and their activities has been established. This relation, 

for example, is related to equity issuance (Loughran, 2008; Loughran and Schulz, 

2005), Debt financing (Degryse and Ongena, 2005; Francis, Waisman, and Hasan, 

2007; Peterson and Rajan, 2002; Sengupta, 1998), financial policies (John, Knyazeva, 

and Knyazeva, 2010), corporate transaction (DeLong, 2001; Houston and Ryngaert, 

1994; Houston et al, 2001), and corporate strategic development (Porter, 2000). 

Corporate headquarter location will be exploited to represent geography considering 

its role as the center of corporate decision making. This study emphasizes exclusively 

on U.S. firms for simply controlling the differences in CSR measurement practice. 

Corporate headquarter location is postulated to effect on the level of CSR 

based on the notion of asymmetric information. Asymmetric information issue is one 

of the debating areas of financial study. In corporate perspective, it can lead to the 

conflict among the parties (i.e. Manager vs. Shareholders, etc.). Substantial evidence 
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asserts that information asymmetry is intensified when a firm locates far away from 

investors or Metropolitan area. However, CSR, as proven by many studies, has found 

to be a mechanism to accelerate information transmission, promote transparency, and 

alleviate information asymmetry problem. For this reason, firms locating in rural 

areas will skew toward CSR activity than urban form. 

Prior to conduct empirical study, this study use sample of U.S. listed firms 

during the period of 1995 to 2007. CSR data are obtained from Kinder, Lyndenberg, 

and Domini (KLD) Research and Analytics, Inc while corporate headquarter location 

is classified by Metropolitan Statistical Area (MSA). Generally, Scholars calculate 

CSR score from KLD database based on seven attributes including environment, 

community, diversity, employee relation, product, corporate governance and human 

rights. Control variables on size, risk, growth, and accounting performance are taken 

into account. Methodologically, CSR score is computed by both equal-weighted and 

newly stakeholder-weighted methods. 

The results show that CSR score is influenced by corporate location in both 

calculation methods. Headquarter location affects those seven attributes of CSR score. 

However, the inferior relation to corporate governance and human rights can be 

explained by an irrelevant set of concerns and recent claim on the convergence of the 

firms’ underlying activities according to globalization effects. The results are robust 

to additional control variables, control outliers, sub-period consideration, and 

alternative defining location. 

Then, the study tries to address on how corporate location matter to CSR. 

Corporate location is classified into urban, rural, and small city based on their 

proximity to top metropolitan areas. Based on same sampling period, rural firms 

display the superiority of CSR score comparing with urban firms. Again, the results 

are robust to different calculation of CSR score and operational scope of firms’ 

classification. Considering those CSR attributes, corporate governance and employee 

relation are clearly the dominating areas of rural firms, while urban firms display the 

superior score on the community. 

In addition, religiosity factors are hypothesized to be a part of location effect. 

There are considerable evidences highlighting the relation between these factors and 

corporate decision. By constructing from World Value Survey, these religiosity 

variables show some ability to capture some explanatory power of location effect. 
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However, the corporate headquarter location still matter to CSR score considering that 

non-religiosity factors still remain. 

Even though corporate location tends to be selected on cost-benefit reason, it, 

however, has yet to be proven statistically that corporate location is a variable to drive 

CSR but not vice versa. Two-stages Least Squares (2SLS) is adopted and descending 

rank of income per capita is exploited as an instrumental (IV) variable. From the 

empirical result, the instrumented corporate location variable is significant to explain 

the variation of CSR score. Therefore, corporate location is proven statistically to 

drive CSR score. 

  Corporate financial performance (CFP) is considered as an ultimate 

performance indicators. Substantial CSR-CFP studies exhibit their positive 

association. However, rare number of them tries to examine “whether CSR is a 

critical determinant for firm performance or firms with great financial performance 

try to use their excessive cash flow for CSR activities?”. Since corporate location is 

sticky and a proven explanatory variable for CSR score, it is exploited as an 

instrumental variable in CSR-CFP regression. Based on 2SLS, instrumented CSR 

correlates with ROA and firm value, which is proxied by Tobin’s Q. Therefore, the 

study can draw the conclusion that CSR is a key determinant to drive corporate 

financial performance and value. Corporate location, however, is a right instrumental 

variable for the aggregated CSR score, but not for the entire seven attributes.  

This study, specifically, can contribute to academia in several meaningful 

ways. First, most of the prior researches indicate the geographical attributes that 

impact CSR on overall country-specific level. For example, Wang and Justin (2009) 

exhibited that CSR concept does not adapt well to the Chinese society due to their 

primary beliefs. Jamali and Mirshak (2007) indicate poor CSR approach and 

philosophy of Lebanese companies. However, this study will tap into the difference of 

the societies occupying the same country, united under the same government, and 

usually speaking the same language (World Book Dictionary). 

Second, this study contributes to a rapidly growing area of CSR research using 

“stakeholder-weighted technique” to calculate CSR score. This technique has been 

proved to alleviate the “stakeholder misalignment” problem which is articulated to be 

one of the reasons on inconclusive results about the relation between CSR and 

corporate financial performance (Akpinar et al., 2008). 
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Third, this study also emphasizes on the key attribute of CSR score including 

environment, community, diversity, employee relation, product, corporate governance 

and human rights. This study tries to examine which aspect of CSR is influenced by 

headquarter location. 

Fourth, this study sheds light on the extent of religious belief in such a 

community. It can influence both corporate and individual behavior, for example, 

corporate decision making process (McGuire et al, 2012).  

Fifth, this study addresses the possible causality effect even though corporate 

location tends to be pre-determined with respect to strategic reasons. However, it still 

leaves some curiosity since the location might not be fixed permanently. 

Lastly, it contributes directly to the pool of CSR-CFP studies. Although there 

are substantial studies on the association between CSR and firm performance, it is 

challenging to draw the casual inferences due to the endogeneity bias. Determining 

causality is a critical issue that had prevented scholars from drawing robust 

conclusions. Firms with superior CSR may enjoy a better firm performance. 

Simultaneously, better-performing firms can afford all the CSR spending. Therefore, 

it is still vague whether the direction of causality runs from CSR to firm performance 

or vice versa. Again, one possible solution to the endogeneity issue is the instrumental 

variable (IV), which is highly correlated with CSR and yet does not influence firm 

performance, except through CSR. Since geographical variable is fixed and more 

likely to be exogenous. It will be used as an instrumental variable.    

The rest of this study is organized as follows. Section II reviews the related 

literatures on CSR and its linked to the corporate activities/performance, geography 

and its influence on corporate activities/outcome. Section III focuses on the 

hypothesis development. In section IV, the empirical method and the related variables 

are discussed. Section V discusses on sample under this study and the implication 

from descriptive statistics. The empirical findings will be discussed in section VI and 

robustness of results will be checked in section VII, Additional tests shown in section 

VIII, and section IX offers the concluding remarks from this study. 



 

CHAPTER 2 

  

LITERATURE REVIEW 

 

2.1  Corporate Social Responsibility 

   

2.1.1  Corporate Social Responsibility in General  

The first part of the related literatures discuss on CSR, whose function is 

growing importance in the business world. Its necessity has been evidenced by a 

variety of media presentations, academic publications, and business reports over the 

last couple of decades. This line of study emerged when Dodd (1932) begins arguing 

for and against the direct participation of the firm in societal development. 

Early days of this area divulge the interest in corporate as entities with 

abundant resources and the ability to leverage. However, how to manage these 

resources properly is still questionable (Dodd, 1932; Levitt, 1958; Moskowitz, 1972). 

The early supporters view CSR as a potential business opportunity to be capitalized 

(Carroll 1979, 1991; Davis, 1973; Dodd, 1932; Drucker, 1984; Freeman, 1984; 

Moskowitz, 1972). However, the pessimists are against supporters by the loss of 

capitalism through such broad-based social support (Davis, 1973; Dodd, 1932; 

Friedman, 1970; Levitt, 1958). 

In his notable “The Dangers of Social Responsibility”, Theodore Levitt sets 

the agenda for the debate over the social responsibility that “government’s job is not 

business, and business’s job is not government” (1958: 47) 

Milton Friedman (1970) sheds light on the doctrine of social responsibility and 

indicates that only the individual can have responsibilities. Social responsibility is 

then directed at the managers, not the whole entity. A manager has a primary 

commitment to his employers’ objective, and maximizes profit while complying with 

the “Basic rules of society”. Sometimes, their own social responsibilities or ethical 

value do not always follow those of the employers. Then, they might act on their own 
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interest, which could deteriorate corporate wealth. In a free society, Friedman believes 

that, “there is one and only one social responsibility of business—to use its resources 

and engage in activities designed to increase its profits so long as it stays within the 

rules of the game, which is to say, engage in open and free competition without 

deception or fraud”. His notion has fundamentally drawn from an agency conflict 

perspective, which implies that CSR can lead to a misuse of resources. It would be 

better spent for the direct sake of shareholders. Besides, CSR is a sort of executive 

perk since managers can easily adopt CSR to advance their careers or any other 

personal desires. 

Currently, CSR is defined broadly as the duty of the organization to respect 

individuals’ rights and promote human welfare in its operations (Manakkalathil and 

Rudolph, 1995; Oppewal et al., 2006). It has one of the most referred definition was 

presented at the World Business Council for Sustainable Development (WBCSD, 

1999) that defines CSR as “Corporate Social Responsibility is the continuing 

commitment by business to behave ethically and contribute to economic development, 

while improving the quality of life of the workforce and their families as of the local 

community at large”. Business for Social Responsibility (BSR) defines CSR as 

“achieving commercial success in the way that honor ethical values and respect 

people, communities and the natural environment”. CSR is the obligation of firms to 

be responsible in a manner that goes beyond the interest of the firms, which are 

financial goals and requirement by laws (Gössling and Vocht, 2007; McWilliams and 

Siegel, 2001). 

In addition, CSR activities have been hypothesized to incorporate social 

characteristics into product and production lines (i.e. Products from environmentally-

friendly technologies), adopting advanced human resource management practice, 

recycling and pollution reduction for the better environmental performance (i.e. A 

convincing campaign towards emission reduction), and proceeding the goals of 

community organizations (i.e. Working closely with the communities). 

Carroll (1979) proposes a popular four-part definition of CSR, suggesting that 

corporations have four responsibilities or “four faces” (Carroll, 2000b) to fulfill to be 

good corporate citizens: economic, legal, ethical and philanthropic: 
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I. Economic Responsibility. Economic responsibility is to be profitable for 

principals, by delivering a good quality product, at a fair price, is due to customers. 

II. Legal Responsibilities. Legal duties entail complying with the law and 

playing by the rules of the game. 

III. Ethical Responsibilities. Ethical duties overcome the limitations of legal 

duties. They entail being moral, doing what is right, just, and fair; respecting peoples’ 

moral rights; and avoiding harm or social injury as well as preventing harm caused by 

others. 

IV. Philanthropic Responsibility. Interest in doing well for society, regardless 

of its impact on the bottom line is what is called altruistic, humanitarian or 

philanthropic CSR. “Giving back” time and money in the forms of voluntary service, 

voluntary association and voluntary giving – is where most of the controversy over 

the legitimacy of CSR lies. 

CSR is also considered as an action taken by a firm that considerably affects a 

social stakeholder’s welfare (Frooman, 1997). It composes of a broad set of policies, 

practices, and programs that are incorporated into the operations throughout the firm. 

It generally includes issues related to business ethics, community investment, 

environmental concerns, governance, and human rights in the marketplace as well as 

the workplace (Frooman, 1997). 

There is extensive evidence on the relation between CSR and corporate 

financial performance. Since the first publishing by Narver in 1971, published studies 

in this field surpass one hundred twenty as of 2001 (Margolis and Walsh, 2003). 

However, the results are not well established. One pool of research show that socially 

responsible firm will perform better financially by magnetizing socially responsible 

customers (Bagnoli and Watts, 2003), improving their reputation with customers 

(Orlitzky, Schmidt, and Rynes 2003), alleviating the threat of regulation (Lev et al., 

2006) and relaxing concern from activists and non-governmental organizations 

(Baron, 2001).  

On the contrary, there is also another pool of research, which question of the 

positive relation since there is not any established theory explaining this type of a 

positive relation (Jawahar and McLaughlin, 2001). Moreover, Aupperle, Carroll and 

Hatfield (1985) argue that endeavoring to satisfy the conflicting objective of different 
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stakeholders might result in inefficient use of resources and might even deteriorate the 

financial performance. Also, the incurrence of costs from socially responsible actions 

put the firms at an economic disadvantage compared to others (Ullman, 1985).  

Besides, there is also a third pool of researches, which conclude that CSR and 

corporate financial performance are irrelevant since there are so many intervening 

variables between CSR and corporate financial performance (Fombrun and Shanley, 

1990). This puzzle could attribute to the various ways CSR and corporate finance 

performance constructs have been operationally defined (Carroll, 1979; Orlitzky et 

al., 2003), to the “stakeholder misalignment” problem (Akpinar et al., 2008; Wood 

and Jones, 1995) or the inappropriate statistical controls (Margolis and Walsh, 2003; 

Wood and Jones, 1995).  

Several studies examine the relation between CSR and corporate governance 

(CG). In spite of their difference in monitoring and reporting standards, they should 

not be considered independently. Good governance entails responsibility with 

considering the wishes of all important stakeholders (Kendall, 1999), as well as 

ensuring that firms are transparent, trustworthy and accountable to all stakeholders 

(Dunlop, 1998). Huang (2010) states that “Companies with good corporate 

governance usually consider the maintenance of stakeholders, customer and society’s 

trust to be of vital importance in ensuring mutual sustained development”. Many 

studies focus on the need to maintain the highest level of internal governance, 

especially in discussion of the internal dimension of CSR (Grosser and Moon, 2005; 

Perrini, Pogutz and Tencati, 2006). Recent studies show that some critical attribute on 

corporate governance such as employee involvement, employee commitment, 

employee education and training are strongly related to CSR (Hahin and Zairi, 2007; 

Maignan et al., 1999; Maignan and Ferrell, 2001).  

A number of studies show the clear linkage between CSR and socially 

responsible (SR) investment (Anderson, 1986: Sparke, 2002). Since its establishment 

in the early 1900s, SR investment has grown its importance (Robson and Wakefield, 

2007) as both a rival and a complement to conventional investment (Sparkes, 1991). 

SR investment firstly gained widespread public awareness with the boycott of firmed 

engaged in operation in South Africa during the apartheid regime in the late 80s 

(Teoh, Welch and Wazzan, 1999). Broadly defined, SR investment is the philosophy 
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and practice of making strategic investment decisions by integrating financial and 

non-financial considerations, including personal values, societal demands, environmental 

concerns and corporate governance issues (Lozano, Albareda  and Balaguer, 2006; 

Michelson et al., 2004; Scholtens, 2006). Socially responsible investors (SRIs) are 

likely to invest in companies with strong CSR agendas (Sparkes and Cowton, 2004). 

CSR and SR investment concept harmonically assert that business should generate 

wealth within the certain social and environmental framework. However, SR 

investment is from the investors’ perspective, while CSR is considered from the 

companies’ side (Sparkes, 2002). 

 

  2.1.2  Corporate Social Responsibility and Stakeholder Theory  

Stakeholder theory provides a constructive framework to refine and explore 

CSR topics by discussing how the firm manages the interest of different groups 

(Carroll, 1991; Clarkson, 1995; Freeman, 1984; Wood and Jones, 1995). This 

comprehensive theory has been recognized as one of the finest frameworks for CSR 

activities in large firms (Russo and Perrini, 2010). 

Building on Chester Barnard’s (1938) “inducement contribution” framework, 

Freeman (1984) has been credited as the first person linking the stakeholder concept 

of CSR. He enlarges management’s focus from shareholders, or the owners of the 

firm, to multiple stakeholders.  Specifically, stakeholders are defined as “any group or 

individual who can affect, or is affected by, the achievement of a corporation’s 

purpose”. In addition, he pinpointed that by separating social from economic issues 

will “misses the mark both managerially and intellectually”. 

By his 10-year research program, Clarkson (1995) fortifies this concept and 

create a new framework to manage corporate social performance (CSP). He sheds 

light on the separation of stakeholder issues and social issues in this line of research. 

By concentrating on their stakeholder, he asserted that managements have a better 

understanding of stakeholder management concepts than CSR, which tap into the 

external parties. In addition, he also classifies stakeholders into primary and 

secondary groups. The first group comprises shareholders and investors, employees, 

customers, suppliers, governments, and communities. Lastly, he draws the conclusion 

that corporate success needs to be expanded to primary stakeholder groups. 
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Concurrently, Wood and Jones (1995) underpin this concept. They review 

previous empirical studies on CSP through financial terms and find a great mix of 

results. However, they explain this variation as the result of mismatching variables 

and predictions. At that time, stakeholder theory was claimed as “a new theory of the 

firm” (Wood and Jones, 1995) allowing more complicated analyses while avoiding 

the aforesaid mismatching problem. 

Donaldson and Preston (1995), in a review of stakeholder theory, clarify the 

purpose of this theory as guidance on the structure and operation of a firm, since it is 

composed of diverse groups. They examine three aspects of stakeholder theory, which 

are descriptive, normative, and instrumental, and discuss these aspects in different 

approaches for stakeholder management. As a result, the support of stakeholder 

theory is normative. Besides, they address the alternative to this theory as being 

“morally unsustainable”, since the moral obligation of managements to try to serve 

the recognized members of the firm. 

By combining the aforesaid normative and instrumental approaches, Jones and 

Wicks (1999) suggest the convergence of stakeholder theory, which can explain the 

relationship among stakeholders in both moral and practical perspectives. However, 

Freeman (1999) posts some criticism that a divergence is more required to understand 

organizations and relationship among different groups of stakeholders. He claims that 

only the instrument one is the most practical regardless of moral justification. 

By expanding descriptive approach, Jawahar and McLaughlin (2001) develop 

a comprehensive theory based on the notion of behavioral decision-making, resource 

dependency, and stakeholder management theory. They find that the resource 

exchange among the different groups of stakeholders can influence stakeholder 

management decisions. 

Rowley and Berman (2000) propose a new branch of study adopting 

stakeholder theory to the relation between social and financial performance. This idea 

can fulfill the lack of theoretical foundation in this line of study (Ruf et al., 2001).  

Stakeholder theory is also considered in the strategic aspect for organizational 

management (Post et al., 2002). In this view, managements will try to understand the 

whole set of stakeholder relationship for the sake of value maximization. Specifically, 

sustainability of firms is linked to their ability to align their interests with stakeholders 
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from varied perspectives, covering commitments to the society where the firm 

operates. 

Heath (2006) counters the stakeholder approach on business ethics with two 

different frameworks, which are “financial obligation to shareholders” and “market 

failure of an organization”. He indicates that stakeholder approach will bias toward 

groups, which are more-defined, and supportive to firm. In addition, Stakeholder 

concept has been expanded scope of managements to broader society or even 

competitors. Eventually, it will conflict with the primary responsibility of North 

American corporations, which focus on fiduciary obligations to shareholders. 

Therefore, market failures perspective is considered as one approach to build up CSR. 

It puts together social and moral aspect with the legalistic shareholder-only stance. Its 

superiority over the stakeholder theory can be claimed from the control over 

management decisions regarding profit-maximization, while supporting capitalistic 

goals through moral means. 

Jamali (2008), on the contrary, asserts the validity of all three branches of 

stakeholder theory (descriptive, normative, and instrumental) as applicable in study to 

developing new knowledge on the behavior of CSR toward primary stakeholders. 

Specifically, he suggests the viability of this theory, which is easily adopted by 

practitioners into their business models. Besides, it presents a functional construct for 

those focusing on CSR. 

Russo and Perrini (2010) contemplate stakeholder theory with social capital as 

the way to manage CSR strategically, and find its superiority in larger firms. The 

result can be explained by their nature, which shows greater diversification and 

external financing used. However, they also indicate the difficulty to integrate this 

approach in larger firms. 

 

  2.1.3  Corporate Social Responsibility and Corporate Strategy  

In many divergent perspectives, CSR has been considered as a means by firms 

to enhance their competitive advantages. In many studies, CSR has been considered 

as the explanatory variable(s) for business performances such as attractiveness to 

prospective employees (Backhaus, Stone, and Heiner, 2002, Greening and Turban, 

2000), corporate reputation (Brammer and Pavelin, 2006; Fombrun, Gardberg, and 
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Barnett, 2000), customer relations (Becker-Olson et al., 2006; Sen and Bhattacharya, 

2001), and as an enabler to avoid costly government-imposed fines (Belkaoui, 1976; 

Bragdon and Marlin, 1972; Freedman and Stagliano, 1991; Shane and Spicer, 1983; 

Spicer, 1978).  

Considering its alignment with corporate business goals, Burke and Logsdon 

(1996) propose an agenda to incorporate the five strategic dimensions, which are 

centrality, proactivity, voluntarism, specificity, and visibility into CSR programs. 

By using ethics as a part of corporate strategy, Husted and Allen (2000) point 

out that there is some limitation. They consider corporate strategy as a contributor to 

sustainability and fine performance. They review social and ethical-based corporate 

strategies from the diverse perspectives and draw the conclusion that these focuses 

provide “new and exciting opportunities to re-conceptualize the role of the firm in 

society” (p. 29), which eventually is capable to improve social welfare. 

By studying on 126 U.S. public firms with launching social contributing 

programs worth at least $200,000, Saiia, Carroll, and Buchholtz (2003) find that the 

more alignment between corporate charitable efforts and managers’ perception tends 

to enhance the firms’ competitive position.  

McWilliams and Siegel (2001) put forth the “product differentiation” 

argument. They indicate that the benefit of CSR activities includes differentiating the 

firm or its products and advertising, or provide firms with a competitive advantage. 

Specifically, they outline a simple model in which two companies produce identical 

products, except that one firm adds an additional “social” attribute or feature of the 

product, which is valued by stakeholders. In this model, managers conduct a 

cost/benefit analysis to determine the level of resources to devote to CSR 

activities/attributes. That is, they assess the demand for CSR and also evaluated the 

cost of satisfying this demand. 

However, Dentchev (2004), by using case studies, examines both the positive 

and negative effects of corporate social performance (CSP) in association with 

corporate competitive advantages. His methodology focuses on identifying the 

opportunities and threats of CSP, versus measuring competitiveness as a CSP 

outcome. Specifically, He interviews stakeholders for their opinions on the possible 

effects that could be arisen from a specific CSP practice within their organization. As 
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a result, he finds great support to positive effects by improving relationship with 

employees, customers, government agents, and the community. On the contrary, the 

reported negative outcomes are relative to agency conflict, multiple stakeholders, the 

lack of proper CSP implementation, and the varied expectations of CSP programs. In 

spite of many limitations (i.e. Sample, a specific proxy of CSP, etc.), His study sheds 

light on the benefit and loss of CSP practice from multiple stakeholder perspective.  

According to the growing attention of CSR efforts, Porter and Kramer (2006: 

78) state that, “CSR has emerged as an inescapable priority for business leaders in 

every country”, and argue that there is a strong association between corporate welfare 

and society. They also determine that if firms properly integrate CSR programs into a 

part of core business choices, it could bring about opportunities, innovation, and 

competitive advantages for firms, together with benefits for society.  Moreover, they 

indicated the role of some corporate stakeholder groups oppose to managers trying to 

please all multiple stakeholders. They give a reason of unequal background on the 

dynamic corporate decisions related to core business operations. Instead, they suggest 

that firms must incorporate some easy but critical social issues to the business 

success. 

Heugen and Dentchev (2007: 152) contemplate the risks of integrating CSR 

into business practices. Specifically, they identify seven categories of risks in 

accordance with the adoption of CSR.  These risks are defined as “any unintended 

pressure on a firm that occurs as a side-effect to its acceptance of social obligations 

beyond its legal and economic responsibilities”. The specific risks from their study 

are: diluting managerial attention from core business activities, spending in a non-

productive way on stakeholders, over-extending the organizational coalition to 

external constituents, poor strategy implementation due to lack of measurements of 

CSR initiatives, destruction of reputation due to poor signaling effects from the 

engagement in CSR activities, heightened expectations about the roles firms play in 

societal matters, and misperceptions by customers and the community about risks 

associated with CSR issues. Even though several categories of risks are identified, 

they also indicate many CSR-related actions taken by manager to avoid dangers in 

deteriorating their organizational competitiveness. 



15 
 

2.1.4  Corporate Social Responsibility and Corporate Financial   

          Performance 

Since the 1960s, the substantial studies in corporate level have focused on the 

association between social and financial performance. The ultimate objective of these 

studies is to determine the expense of CSR practices. However, these studies have 

hardly reached the real consensus on their relation. A positive association has been 

documented in many studies (Anderson and Frankle, 1980; Bowman and Haire, 1975; 

Belkaoui, 1976; Bragdon and Marlin, 1972; Cochran and Wood, 1984; Heinze, 1976; 

Ingram, 1978; Moskowitz, 1972; Posnikoff, 1997; Preston, 1978; Spicer, 1978; 

Sturdivant and Ginter, 1977). Based on the “enlightened value maximization” theory 

proposed by Jensen (2002), CSR and long-term shareholder value maximization 

should be companionable with CSR being a vehicle for firms to achieve the primary 

goal of value maximization. 

Anderson and Frankle (1980) examine the impact of the capital markets on the 

social disclosure that already exists on a voluntary basis. The returns to portfolios 

comprise securities of socially disclosing firms are compared to the returns to 

portfolios of equivalent (systematic) risk composed of securities of non-disclosing 

firms. The sample is selected from Fortune 500 firms listed on the NYSE with 

financial data available for fiscal years ending 12/31. Corporate social performance 

(CSP) is measured by Beresford's Social Involvement Disclosure scale: Content 

analysis of annual reports, i.e., self-reported disclosures, dichotomized into those who 

did vs. did not make disclosures in 1972. The findings indicate that social disclosure 

has informative content and that the market values this disclosure positively. 

Bowman and Haire (1975) conduct a study to investigate the association 

between transparency of firms and return on equity. This study is based on 82 food-

processing firms listed in the 1973 Moody's Industrial Manual. CSR had been 

measured by content analysis of their annual report. Specifically, their measure of 

social responsibility is the percentage of the space in annual reports pertaining to 

corporate responsibilities and activities. They find, for example, that the average was 

3.63 percent, although six firms dedicated 20 to 23 percent of their annual reports to 

corporate responsibilities. 
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Belkaoui (1976) examines the information content of pollution control 

disclosures, which can be observed from the annual report. Sample include 50 firms 

voluntarily reporting pollution control information in 1970 annual reports, with 50 

matched firms not reporting. The results display a positive relationship between this 

social responsible variable and risk-adjusted stock return. 

Bragdon and Marlin (1972) use three different measures of CFP including EPS 

growth, ROC and ROE. Based on the sample within the pulp and paper industry, they 

can draw the inference that the firms that have the excellent record on pollution 

control and the environment are also the most profitable.  

Heinze (1976) conducts the study by using poll of 150 graduated students. A 

sample of this study cover 28 large U.S. corporations that have been selected for 

social involvement ratings by The National Association of Concerned Business 

Students (“NACBS”). The responses are registered on a Likert scale from 1 (very 

poor) to 5 (outstanding). The mean score is used to figure out the corporate 

involvement score. From the result, there is substantial variation in the scores. Xerox 

has the highest score of 4.12. Standard Oil of California (1.97), U S Steel (2.00), and 

Bethlehem Steel (2.25) are at the lower end. 

Ingram (1978) conducts a study of large U.S. firms in the Fortune 500 from 

1970 to 1976. This study addresses the relevance of social responsibility disclosures 

of firms to investors by assessing the impact on their stock return. He finds that the 

positive association between stocks return and social performance, which was 

measured by Disclosures across five topic areas in the Annual Reports. 

Citing the recent studies in the hospitality sector, Rodríguez and Armas (2007) 

conduct an empirical study focusing on the Spanish hotel sector. Specifically, 80 

hotels from the self-governing regions are surveyed by sending the questionnaire. 

Multivariate analysis is applied to find the relation between Return on Assets (ROA) 

and social-environmental responsibility (henceforth SER). Based on two different 

linear regression models, the results show that their profit levels increase with the 

levels of social and environmental responsibility. Specifically, they can draw the 

inference that ROA increased by 7 basis points for a unit of incremental SER. 

The positive links would encourage corporate social performance on economic 

justification, which matter so much for the business nowadays (Useem, 1996). In spite 
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of incurring incremental expenses, it would encourage firms to pursue the good track 

in order to enhance their financial performance and contemporary broaden their 

contribution to the society. 

However, there are many naysayers on the positive association above. 

Friedman (1970) and Aupperle et al. (1985) indicate that social responsibility 

activities come at the expenses of corporate and ultimately deteriorate competitive 

advantages of that firm. In 1970, Friedman’s article in the New York Times asserted 

that active participation in CSR could possibly deplete corporate resources, distract 

managers, and encourage moral hazard. Waddock and Graves (1997: 3) show an 

example in their negative association hypothesis that “An example of this kind of 

action would be the decision to invest in pollution control equipment when other 

competitors do not”. Since then, many of empirical studies have confirmed this 

negative association (Abbott and Monsen, 1979; Alexander and Buchholz, 1978; 

Folger and Nutt, 1975; Wright and Ferris, 1997).  

Based on Moskowitz's (1972) model, Vance (1975) produces the contradict 

result from the original one. He makes some adjustment by extending the time period 

of study from 6 months to 3 years. He obtains the data set of the Business and Society 

Review's reputational surveys. 

McWilliams and Siegel (2000) indicate that R&D investment was omitted in 

the past empirical study and its exclusion causes the overstated CFP impact from 

CSR. According to their studies, R&D investment is statistically shown as the integral 

part of profitability. 

Rapti and Medda (2011) conduct a study in the airport industry. They apply 

valuation multiples to measure the relation between CSR and CFP. The peers set of 

airports is needed to be identified. They consist of both European and International 

airports. However, the result does not support the hypothesis that positive association 

can be found if it shows a negative slope between Net Asset-to-EBITDA 

(“NA/EBITDA”) and Book Value-to-EBITDA (“BV/EBITDA”). 

 

2.1.5  Social Responsible Investment 

Social Responsible (SR) Investment has been described by many scholars as 

an investment philosophy that takes ethical objectives into account. Hudson (2005) 
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has described SRI is a "non-financial normative criteria... in the choice of securities". 

Similarly, Mansley (2000) defines it as a process within the context of financial 

analysis, which also considers its consequence to the society, environment and ethic 

when processing investments. Waddock (2003) depicts SR Investment as a 

community that encompasses a group of people interested in other necessary criteria 

other than return on investment. 

Notably, Cowton (1994) comprehensively constructs a standard definition of 

SRI. Considering the terms "ethical" and "socially responsible" to be corresponding, 

Cowton stated that: 

"Ethical investment may be defined as the exercise of ethical and social 

criteria in the selection and management of investment portfolios, generally consisting 

of company shares (stocks). This contrasts with standard depictions of investment 

decision-making in finance textbooks, which concentrate solely on financial return in 

the form of dividends and capital gains, and risk..." (Cowton 1994: 215). 

Based on data from US SIF, its 2010 Report on Socially Responsible 

Investment Trends identifies $3.07 trillion in total assets under management using one 

or more of the three core sustainable and responsible investing strategies--screening, 

shareholder advocacy, and community investing. From 2007 to 2010, social investing 

enjoys a growth rate of more than 13-percent, increasing from $2.71 trillion in 2007. 

This can also indicate substantial growth of these social responsible investors or 

“SRIs”. 

Consistent with this recent trend, agency theory suggests that managers should 

obviously understand the demographic characters of their SRIs and consider taking 

action to ensure the alignment of the CSR agenda with their perceived expectation. 

Evidence from US market, the growth in SR investment has been linked to particular 

group defined by demographic characteristic such as gender and education 

(Michelson et al., 2004). In addition, a number of studies have identified demographic 

characteristics as a potentially useful means of profiling SRIs (Hayes, 2001; 

Michelson et al., 2004; Rosen, Sandler and Shani, 1991; Schueth, 2003; Tippet, 2001; 

Tippet and Leung, 2001). Under the assumption of efficient markets, workforce 

diversity, in association with demographic diversity, can potentially be positive to 

both CSR ratings and shareholders’ wealth (Cheah et al., 2011; Erhardt, Werbel and 
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Shrader, 2003; Nielson and Huse, 2010). Williams (2007) indicates that investment 

fund companies will develop the appropriate sales and financial consulting strategy on 

demographic profiles of targeting groups of SR investors. 

Consider such a demographic characteristic, SR consumers have been 

displayed to be better educated (Chan 1999; Murphy, Kangun and Locander, 1978; 

Junkus and Berry 2010; Schueth, 2003; Wall, 1995). These findings are supported by 

the work of Nilsson (2009) and Tippet and Leung (2001) which has shown that the 

education level of SRIs explains their demand for SR investment funds. 

Generally, SRIs are wealthier (Tippet, 2001; Vinning and Ebreo, 1990). The 

more wealthy investors show more likely to support SR policies and willing to 

tolerate an ‘ethnically penalty’ (McLachlan and Gardner, 2004; Williams 2007). The 

ethnically penalty can be explained by SRIs has been found to have lower income 

than their mutual fund counterparts (Rosen, Sandler and Shani 1991). SRIs are willing 

to trade off financial objective with the goal of promoting the well-being of the 

society (Matterson, 2000).   

An overwhelming number of studies have shown that SRIs tend to be younger 

(e.g. Diamantopoulos et al., 2003; Hayes, 2001; Laroche, Bergeron and Barbaro-

Forleo, 2001; Lewellen, Lease and Schlarbaum, 1977; Rosen, Sandler and Shani, 

1991; Schueth, 2003). 

Gender is also a prominent variable in accounting for different CSR attitudes 

among SRIs. Findings from Schueth (2003) and Cheah et al.(2011) indicate the 

increased predominance of females amongst those engaged in SR investment and 

support of female SRIs for CSR.  

 

  2.1.6  Corporate Social Responsibility and Corporate Governance 

Corporate governance (CG) is one of the debating topics across the fields. The 

term CG has become everyday usage in business and financial communities since the 

1990‘s (Carlsson, 2001; Malin, 2005). In general, CG can be defined as a system of 

check and balances in order to control managerial behavior and thus tries to mitigate 

that managers pursue their own interests at the expenses of shareholders (Hart, 1995). 

Shleifer and Vishny (1997) offer another definition: “Corporate governance deals 

with the ways in which suppliers of finance to corporations assure themselves of 
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getting a return on their investment.” In many studies, CG has found uses 

interchangeably with CSR. 

However, CG refers primarily to the mechanisms protecting outsiders and 

ensuring an efficient working of the firms, while CSR refers mainly to the objective 

function of the firm and the attention for various stakeholders. CG is a well-defined 

concept regarding profit maximization and protection of those capital providers of the 

firm. CSR is defined less precisely. It induces an additional set of actions, which is 

also beneficial to some external stakeholders. Consistently, Akerstrom (2009) asserts 

that while CG deals with the internal aspect of managing a firm, for example 

accounting guidelines and business ethics, CSR complement the gap by dealing with 

the external aspects (environment, public concern, etc.).   

Jo and Harjoto (2012) examine the causality effect of CG and CSR. They 

indicate CSR as a missing link between CG and corporate financial performance. The 

CG should directly influence corporate performance if there is no conflict of interest 

between stakeholders and shareholders. Since there is a conflict of interest between 

the two, however, CSR is acting as a conflict-resolution device between stakeholders 

and shareholders. 

Based on Hancock (2005)’s model, Jamali, Safieddine and Rabbath (2008) 

depict CG (or strategic governance) as a pillar of CSR along with human capital, 

stakeholder capital and the environment. They indicate that those core pillars together 

help account for about 80 percent of a firm’s true value and future value creating 

capacity. Consistent with a resource-based perspective (Barney, 2007; Wright, 

Dunford, and Snell, 2007), the model argues that value creation, even in relation to 

CSR, is depending on leveraging human, stakeholder, and environmental capital 

coupled with good strategic governance. 

 

           2.1.7  Corporate Social Responsibility and Other Considerations 

In his article “Why Would Corporations Behave in Socially Responsible 

Ways?”, Campbell (2007) documents that a gap in the CSR literature exists owning to 

insufficient focus on the overall economic conditions and the external institutional 

forces surrounding firms. Eight propositions are presented. They indicate that a firm 

with weak financial performance, in a poor economy, or inappropriate level of 
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competition tends to keep them away from CSR activities. However, they would 

incline toward CSR activities with governmental or industrial enforcement, strong 

activist groups, norms, and through involvement in CSR-supportive associations.  

By the different view on its financial-related benefits, Peloza (2006) considers 

CSR as insurance for corporate financial performance. Specifically, none of CSR-CFP 

related studies had considered the effects of not having CSR, or its role to minimize 

risk in business practice. He argues that this lack of focus can lead to the idea that the 

value of CSR is probably understated. He emphasizes on a few studies examining the 

consequences of negative CSR activities, and draws a conclusion that the 

effectiveness of CSR as insurance is primarily subject to industry and the age of that 

firm. In addition, it is also influenced by the level of commitment to CSR and 

alignment of CSR to core business. CSR can be considered as the mandatory by 

managements to bring the better position for the firms in both business and societal 

perspectives. 

 

  2.1.8  Measurement of Corporate Social Responsibility  

One natural issue regarding CSR research is a reliable measurement of social 

performance, which continues to be debated by scholars from methodological 

approach to the results of the studies (Griffin and Mahon, 1997; Sharfman, 1996). 

After the decades of research in Corporate Social performance (CSP), Ullman (1985) 

pinpoints the multidimensional constructed CSP is the reason of the previous 

variations. It makes scholars difficult to determine an agreed set of parameters and to 

collect sufficient data for comprehensive measurement. Moreover, data used in social 

performance measurement are from external sources. 

By the 1990’s, Two databases are often used in CSR research – The reputation 

survey ratings and the KLD ratings. The first one is used to rate Fortune 500 firms 

published by Fortune magazine, while the latter is developed by KLD Research & 

Analytics, Inc, a social investment advisory firm focusing in rating of corporate 

behavior. These ratings are superior to any other measurement owing to their social 

performance coverage from the different stakeholders’ perspectives (i.e. Communities, 

customers, employees’ relation, and environmental awareness, etc.). Moreover, these 

two databases take advantage of the size and the scope of their evaluations.  
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In spite of their popularity, many CSR scholars have still questioned their 

validity and several attempts are made to examine the underlying methodologies. 

Szwajkowski and Figlewicz (1999) evaluated both databases empirically to examine 

their validity and reliability. Their high validity can be claimed from their creditable 

raters and useful for many research purposes.  However, these databases must be 

cautiously used according to their representation of predefined constructs. 

Consistently, Wood (1995) mentions about the necessity of generating reliable 

measures by scholars for the better theorizing process. 

 

2.2  Geography/Location 

   

2.2.1  Geography, Information and Investment Side   

A number of studies have investigated on the economic outcome of 

geographical factors. In most of these studies, geography, simply defined as distance 

or location, has linked to the extent of information advantage or information 

asymmetry. Most of them refer to the benefit of acquiring soft information, which is 

difficult to codify and is often unexpectedly recognized. Coff (1999) shows that soft 

information is likely to be very important in takeovers, particularly in evaluating the 

knowledge-based assets. 

In spite of technological advances, Information asymmetry, as well 

documented in substantial literatures, can be signaled by firm location. French and 

Poterba (1991) found that Investors tend to trade stocks of firms with proximate 

headquarters. Coval and Moskowitz (1999, 2001) and Huberman (2001) find that 

geographical proximity preference in both mutual fund managers and individual 

investors. Specifically, mutual fund managers are found to invest in the firms locating 

10% closer to them than that of benchmarking portfolio. Besides, Individual investors 

showed even more degree of bias toward local equities than those funds. By observing 

U.S. households over the period from 1991 to 1996, Ivkovic and Weisbenner (2005) 

find that the average household allocates more money to the stocks located within a 

250-mile radius than the market portfolio. Evidence from regional bell operating 

firms, Huberman (2001) indicates that their clients favor to invest in the stock of 

telephone-service providers rather than the others. Hong, Kubik and Stein (2005) 
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document the herding behavior of mutual fund managers in the same area for 

portfolio arrangements. Recently, Stotz (2011) has investigated the performance of 

listed firms that are targeted by private equity investors. He has found that private 

equity investors are successful investors, as the target investments achieve risk-

adjusted returns that are positive in both the short-term and the long-term. Most of the 

observed excess returns and improvements in financial ratios are attributed to 

domestic transactions. 

Geographical proximity also relates to the extent of informational advantage, 

which is a main contribution to the quality of analysts’ report. Its quality means to the 

information taken by investors. Analysts who locate in the proximate area are found 

to be more accurate and display a greater influence on security prices than the others 

(Malloy, 2005). Particularly, some soft essential information can only be observed 

directly and the cost of collecting this information will decrease with the distance to 

those target firms. By its extension to cross-country sample, Bae, Stulz, and Tan 

(2008) find a statistically significant local analysts’ advantage over the foreign 

analysts. This will lead to more analysts following of local firms. 

Correspondingly, individuals tend to invest in public firms, which are 

proximate to their residences. Becker, Cronqvist, and Fahlenbrach (2008) show that 

large local shareholders can enhance firm profitability, increase dividends (reduce 

corporate cash retaining) and reduce management compensation. 

 

  2.2.2  Geography, Information and Corporate Activities  

The aforesaid notion of information advantage can be extended to those firms’ 

financing activities and abilities, which may consequently vary by geographical 

factors. The equity issuance process will be difficult if there is an informational gap 

between insiders and outsiders. Even though the underwriters endeavor to alleviate 

this issue, it is still easier for them to gather information in underwriting local firms. 

Loughran and Schulz (2005) find that stocks of firms located in urban areas are more 

liquid and draw the higher attraction from institutional investors. Loughran (2008) 

finds that rural firms tend to use a lower-tier underwriter than urban firms. In 

consequence, their equities are difficult to sell. In addition, these rural firms may 

cause top-tier underwriters to put more effort in the due diligence process because of 
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the difficulty to gather information. Seasoned equity offering (SEOs) is less likely in 

the rural firms considering its difficulty to re-enter the capital market. 

Besides, the geographical effect has been found for the cost of debt capital. 

Since bondholders are basically worried about the possibility to default by the firms, 

and similarly, its ability to follow payment schedule over the lifetime. This can be 

signaled by accessibility to both of the favorable and the unfavorable information 

(Sengupta, 1998). Then, bondholders will incorporate this information into their 

required yields. Information quality can be verified by financial intermediaries (i.e. 

Banks, analysts and institutional investors, etc.). In general, their monitoring ability 

decreases with the distance to each firm.   

Degryse and Ongena (2005) examine the effect of geographical distance on 

cost of loan considering the distance to both of the major bank and its competitors. 

They indicate that a loan rate of that firm decreases with distance to its lending bank, 

while increase with that of competing lenders. The increasing distance between the 

borrower and alternative lenders significantly relaxes price competition and results in 

higher borrowing costs of the firm. 

Considering the supply side, proximity to urban areas also effect on the 

reputation of the lending and underwriting institutions. Isolation from urban areas 

should lower the competition on debt offering, which lessen the chance to be issued 

by top-tier underwriters. Information technology has played an important role to 

alleviate this information gap. Petersen and Rajan (2002) show that greater use of 

information technology in banks has facilitated small firms to borrow over greater 

distances. However, the aforesaid notion about costing perspective has still been 

found in many recent studies. Francis, Hasan, and Waisman (2007) find that rural 

firms display significantly higher cost of debt in comparison to the urban firms.  

Besides, Butler (2008) finds that “local” investment banks have a competitive 

advantage over non-local banks in municipal bond underwriting. Specifically, local 

investment banks charge lower underwriting fees and sell bonds at a higher price 

(lower yields) relative to non-local banks. These findings suggest that local presence 

can better accessibility to “soft” information and place bond issues that are more 

difficult to value. He draws the conclusion that local underwriters are able to offer 

issuers more competitive pricing as a result of reduced informational asymmetries. 
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From the literatures on capital issuance, poor liquidity and visibility of rural 

firms may result in deteriorating of market value and increasing cost of capital 

(Verrecchia, 2001). As a result, these firms will mitigate this adverse effect of 

location by disclosing more information to the public (Urcana, 2007). 

Other financial policies, such as dividend payout ratio, have been influenced 

by geography. John, Knyazeva and Knyazeva (2010) exhibit that investment decision 

by rural firms are hard to be observed and could worsen the managerial agency 

conflicts. As a result, investors would demand more dividends to compensate for 

information asymmetry and prohibit managers from empire building. Committing 

higher leverage (debt) could be served as a substitute for dividends.  In contrast, urban 

firms replace regular dividends with share repurchases. 

A classical financial issue, such as capital structure, has also been influenced 

by geographical factors. To alleviate the agency issue, shareholders of rural firms will 

force managements to commit higher leverage ratio. Specifically, leverage ratio does 

have a significant positive relation with distance. 

Geographical advantage has also been linked to corporate transactions. Many 

of literatures have documented this advantage in takeovers in the banking business. 

Houston and Ryngaert (1994), Houston et al. (2001), and DeLong (2001) find the 

larger gains in association with mergers between banks that operate in the same 

region.  Similar advantage is likely to exist in other businesses as well as in cross-

business transactions in spite of argument about deregulation of banking business 

during the sampling period. Eckbo and Thorburn (2000) indicate the cross-borders 

effect by showing that Canadian bidders outperform U.S. bidders in Canada. Uysal, 

Kedia and Panchapagesan (2008) examine the impact of geographical proximity on 

the acquisition decision of public firms. They find that acquirer prefer local targets 

and realize higher gains from geographically-proximate deals. Specifically, local 

targets, which are located within 100 km of acquirer, give return greater than twice of 

non-local targets. Based on a sample of of U.S. public firms from 1980 to 2005, Cai 

and Tian (2009) examine the impact of a firm’s geographical location on its takeover 

likelihood and find that urban firms show 8.3% and 10.5% more likely to receive a 

takeover bid and to complete the transaction than non-urban firms respectively. 

For the other important activities, Kedia and Rajgopal (2009) argue that 

competitive reasons cause firms to grant more stock options to rank-and-file workers 
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when a higher percentage of proximate firms grant more options. John and 

Kadyrzhanova (2008) document a geographic clustering of firms with antitakeover 

provisions due to peer effects. Eckbo and Thorburn (2000) indicate that Canadian 

bidders outperform U.S. bidders in Canada, indicating that geographical proximity 

also has a role. 

 

  2.2.3  Geography and Corporate Outcome 

The notion that variation in corporate location is crucial to the corporate 

outcome has been demonstrated by several empirical researchers. Porter (2000) 

indicates the importance of location as an integral part of the corporate strategy. In 

general, a firm’s competitive advantage is dependent on location decision through its 

effect on monetary benefit, considering operating costs and revenues. Eventually, it 

can show the serial effect on the firm performance. 

National economies differ in crucial ways, therefore affecting firms within 

their boundaries and generating overall similar opportunities for profitability. Firms 

located in developing countries may rely heavily on managing “social networks” in 

order to have access to capital or other scarce resource owing to imperfections in the 

credit and capital markets (Dutta 1997; Ferris et al., 2003;  Khanna and Rivkin, 2001).  

Studies in the field of international business have suggested that comparable 

levels of profitability in the same country can also be related to the difference across 

institutional contexts. Institutionalizing noticeably impact the performance of firms 

located in different countries, due to historical and cultural constraints (Chui Loyd 

and Kwok, 2002; Thomas and Waring, 1999), distinct political systems (Henisz, 

2000), legal traditions (LaPorta et al., 1997, 2004), support for innovation (Furman et 

al., 2002), organizing principles (Kogut 1992) and patterns in the distribution of 

knowledge and human resources (Zucker et al., 1998). 

 

  2.2.4  Corporate Social Responsibility and Geography 

The studies examining this relation cover multinational perspective. 

Geographical variables in these studies represent geographical diversification and 

location. Hood and Logsdon (2002) examine the relation between business ethics, 

which imply some dimension of CSR, and geographical factors. They incorporated 
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Hofstede’s (1980, 1991) cultural dimensions in multi-dimensional comparison of the 

three NAFTA countries. They ascertained that the discrepancies would exist across 

the countries considering the treatment of low-level employees.   

From the study by Scholtens and Dam (2007), they try to determine if country 

differences can be explained by the difference of cultural contexts. Specifically, Firms 

are classified by the country where their headquarters is located. Their findings 

provided support for geographical diversification as its significant explanatory power 

to the extent of ethical codes, governance of corruptive practices, and human rights 

policies. 

Based on large UK firms, Brammer, Pavelin, and Porter (2006) find the 

positive relation between CSP and many geographical diversifications. In this study, 

geographical diversification can be measured by the number of countries in which the 

sample firms have operations. Results showed the strong effect of geographical 

diversification for community and environmental activities in most regions but not 

employee-related aspects of CSR.  Maignan and Ralston (2002) find the similar 

results on large firms in the U.S. and three European countries. From this study, U.S. 

firms seem to be self-portrayed as good corporate citizens. Additionally, U.S. firms 

also intensely engaged in CSR practices contributing to social welfare, versus their 

core business activities. Community and environment emerge as the key dominant 

issues for the stakeholder. Their findings show that a small percentage of U.S. firms’ 

reports discussed CSR through a stakeholder-driven approach, but rather, nearly 60% 

explained their engagement in CSR as part of their core values. 

 

  2.2.5  Corporate Headquarters 

First of all, the concept of corporate location needs to be clarified. Nowadays, 

numerous firms have fuzzy boundaries and its management could cover numerous 

locations worldwide. The academic literature generally defines a firm’s location as the 

location of headquarter. Basically, corporate headquarters is the centre of corporate 

decision making, core activities and control. Paterson and Brock (2002) assert that the 

resistance is less when the decision is made by the headquarters.  

Campbell et al. (1995) link the concept of parenting advantage to how it can 

create value added to MNCs. According to this notion, Bower (1971) summarizes that 
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headquarters’ task are to fulfill the regulatory requirement, managing governance 

functions and undertaking the budgeting process. 

Studies in the field of institutional economics have frequently suggested that 

difference in institutional context may influence the performance of firms 

headquartered in a country (Henisz, 2000; Laporta et al., 1997). The head country of a 

firm may be associated with cultural distance (Barkema, Bell, and Jennings, 1996; 

Kogut and Singh, 1988), resource base (Peng, 2001), and operational control (Kogut 

and Kulatilaka, 1994). 

In spite of more cumbersome communication and costliness, the managements 

often find it advantageous to locate headquarter away from production facilities. In 

general, headquarters’ location is concentrated in a very few large metropolitan area. 

Davis and Henderson (2008) complementarily explain this event based on 

agglomeration forces. First, these areas provide a wide range of large-scale business 

and financial services, Headquarters need information, advice, and services from 

specialist in accounting, advertising, finance and law. Acquiring such information and 

services involves repeated in-person interaction and high proximity between 

counterparties. Service firms are unevenly concentrated in urban areas, so 

headquarters will benefit from the higher number of differentiated suppliers. These 

can promote the efficacy of headquarters operations. Second, clustered headquarters is 

facilitated to explain necessary information. Empirically, these forces have strong 

positive effects on U.S. firms’ decision on headquarters location (Bel and Fageda, 

2008; Henderson and Ono, 2005; Strauss-Kahn and Vives, 2005). Lovely et al. (2005) 

found that the agglomeration increases as the requirement of information about 

unknown markets increases. Specifically, the spatial concentration of headquarters is 

greater among exporters targeting the difficult markets than locally focused firms. 

Large metropolitan areas seek to attract the headquarters with a number of 

reasons. Meijer (1993) indicates that a high agglomeration reflects the economic 

power of that region. Klier and Testa (2002) draw the inference that headquarters is 

the main consumer of skillful and well-paid workforce. In addition, a high 

concentration of firms in knowledge-intensive sectors may result technological 

spillover to the neighborhood. 

 



 

CHAPTER 3 

  

HYPOTHESIS DEVELOPMENT 

 

3.1  Information Asymmetry Hypothesis 

 

The asymmetric information problem describes a situation where some agents 

have more information than others. The concept of asymmetric information was first 

introduced in George A. Akerlof’s 1970 paper named “The Market for “Lemons”: 

Quality Uncertainty and the Market Mechanism”. He develops asymmetric 

information with the example of 2nd hand automobile market. His basic argument is 

that in many markets where the buyers exploit some market statistic to measure the 

value of a class of goods. They cannot differentiate good and bad cars. The buyers see 

the average of the whole market while the seller has more close knowledge of a 

specific item. Therefore, most cars are traded as lemons. This information asymmetry 

gives the seller an incentive to sell goods of less than the average market quality. As a 

result, the average quality of goods in the market will then reduce as will the market 

size.  Adverse selection process has started out since the worse cars continue to 

dominate the market. 

Taking root in the notion of Akerlof, Spence (1973) divides the market into 

two classes: those where there are few players in the market and can establish a 

reputation as signalers and those where the players in the market are numerous and 

change frequently. Focusing on the latter one, signals need to be interpreted without 

prior knowledge of the individual signaler.  By the example of the job market, there 

are two types of employees – good and bad. The employers are willing to pay a higher 

wage for the good one. However, there are no real ways to know with certainty 

regarding the genuine type of employees. Bad employees can enjoy a free ride from 

the hard work of the good one. But the good employees realize that they deserve to be 

paid more for their higher productivity.  To deal with this asymmetric information, 
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they desire to invest in the signal, which is some amount of education. In the sense, 

education means enrolling in the better institution. 

Without exception for corporate perspective, those who access to the better 

knowledge of their firm and broader as well as sophisticated information to judge can 

make crucial decisions in the more precise fashion. This asymmetric information can 

lead to the conflict among the parties. As theorized by Jensen and Meckling (1976), 

agency problem or agency dilemma has concerned the difficulties in motivating one 

party (the “agent” or “manager”) to act on behalf of another (“principal” or 

“shareholder”). The two parties have different interests and asymmetric information. 

Typically, managers take informational advantage such that the shareholders cannot 

directly ensure that the agents are always acting in their (shareholders) interests, 

particularly when activities are useful to the shareholders are costly to the managers, 

and where elements of what the managers do are costly for the shareholder to observe. 

As a result, conflict of interest may arise. Managers might endeavor to maximize their 

own wealth at the expense of the shareholders. 

Asymmetric information concept has also been incorporated in the capital 

market model. Departing from the traditional perfect market model, where 

information is assumed to be complete and instantaneous, Merton (1987) develops a 

capital market equilibrium model under imperfect information. In particular, Merton’s 

model relies on the behavioral assumption that, in constructing his optimal portfolio, 

an investor takes security i into account only if he knows about security i. Merton 

explains that for information to be transmitted from firm i to the investor, certain costs 

are incurred, for example, the cost of gathering and processing data and the cost of 

transmitting information from one party to another. 

On the firm’s geographical location perspective, asymmetric information 

problem or agency conflict can be varied upon where that firm locates. Specifically, 

proximity to firms can alleviate information asymmetry or provide informational 

advantages.  These messages have been supported by proving evidences from a 

number of empirical studies. From the investor perspective, several papers suggest 

that investors earn higher returns on stocks of nearby companies. Ivkovic and 

Weibenner (2005) examine the returns of individual investors at a large discount 

brokerage firm. These retail investors earn 3.2% more per year on local stock than on 

their other investments. Physical proximity to S&P 500 firms probably conveys 
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smaller informational advantages than proximity to small companies. Thereafter, the 

difference will increase to about 6% annually when S&P firms are discarded. This 

difference appears for investors all over the United States and robust to various risk 

adjustments. Coval and Moskowitz (2001) separate mutual fund holdings into local 

and distant stock, where local stock are those with headquarter within 100 kilometers 

of the mutual fund. Local stocks held by funds generate an average return of 3% 

above those are not held by the funds. 

On equity analyst aspect, Malloy (2005) finds that analysts located closer to a 

firm’s headquarters provide more accurate earnings forecasts. This superiority is 

particularly pronounced for firms located in rural areas, for small firms, and for high 

book-to-market firms. Besides, stock price responses to analyst rating changes are 

especially strong for analyst located near a particular firm. Based on Malloy’s work, 

Bae, Stulz, and Tan (2008) examine international observation and found that local 

analysts have a strong information advantage over foreign analyst across 32 different 

countries. They report that location-induced information asymmetries lead local 

analysts to possess more information than both non-local analysts and investors. 

Consider their linkage with corporate financial policies, John, Knyazeva, and 

Knyazeva (2010) investigate the impact of geography on agency cost and firm 

dividend policies. They argue that the cost of shareholder oversight of managerial 

actions increases with the distance from the top metropolitan areas. They find that 

remotely located firms facing free cash flow problem with committing higher 

dividends to mitigate the possible agency conflicts. Besides, they do claim that 

technological advances have partly been mitigated geographical barriers since the 

large set of soft information is challenging to observe or verify over the long 

distances. 

Considering the location and propensity to be taken over, Cai and Tain (2010) 

examine the impact of a firm’s geographic location on its takeover likelihood of U.S. 

listed firms from 1980 to 2005. By using a corporate location as a proxy of soft 

information, they find that urban firms display more likely to receive a takeover bid 

and more likely to complete the takeover transaction than non-urban firms. They 

assert that this result is consistent with their information hypothesis that the 

production and transmission of soft information are facilitated by the target firms play 
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a more important role when hard information is less available. Since soft information 

is difficult to code and recognize (Petersen and Rajan, 2002), it is less costly for 

bidders to acquire soft information from urban firms by interacting with their 

managers through social, public, and business meeting. 

From the evidences above, asymmetric information has been proven to be one 

of the debating issues in the financial space. It is shown to vary upon the geographical 

location of firms. Firms in distant area are inferior to geographically-closed firms in 

many areas. Therefore, it will be a must to find any mechanism to alleviate 

asymmetric information problem.    

Definitions of CSR vary but generally refer to serving people, communities 

and the environment in a way that goes above and beyond what is legally required of 

a firm. Since CSR is considered as an inclusive management concept that aims at 

ensuring going concern and long-term economic success of the firms, there are a 

number of empirical studies consider its role to alleviate agency conflicts (asymmetric 

information) between shareholders and managers. 

Relied upon past research, Cho, Lee, and Pfeiffer (2012) assert that “more 

transparent firms have reduced information asymmetry between the firm and its 

investors (i.e. Diamond and Verrecchia, 1991; Lambert et al., 2007). To the extent 

that CSR performance is relevant to equity valuation, transparency with regard to 

CSR performance should be no different than financial information presented in the 

traditional financial reports”. 

Based on the market equilibrium model under imperfection by Merton (1987);   

El Ghoul et al. (2011) examine the effect of CSR on the cost of equity for U.S. firms. 

They postulate that the information transmission process can be broken down into 

three parts: Signaling by the firm; b) coverage by the media and analyst; and 3) 

receptions by investors. An empirical study is conducted by using a sample of 12,915 

U.S. firms-year observations from 1992 to 2007. The result supports the 1st part of 

that process, asserting that high CSR firms tend to disclose more information, as these 

firms want to project their positive image as a responsible corporate citizen to 

investors and other stakeholders.  

Considering micro-level study, Lopatta, Buchholz, and Kaspereit (2012) entail 

the direct relation between asymmetric information of inside trades and CSR for U.S. 

listed firm in the MSCI world index during the period of 2004-2011. Based on the 
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event study, they observe information asymmetry by considering the abnormal returns 

that occur when insiders trade in the stock of their firms. They measure CSR by 

exploiting the sustainability ratings provided by the international rating agency GES 

(Global Engagement Services). The cross-sectional regression indicated that CSR 

appears to reduce abnormal return and therefore information asymmetries. 

These are supportive to the evidences that why firms have increased the 

amount of resources allocated to CSR activities in the recent years. Nonetheless, this 

increase in CSR expenditure may only be consistent with firm value maximization if 

it is solely a response to changes in stakeholders’ preferences (Barnea and Rubin, 

2005). There are studies that emphasize the cost of CSR. For instance, 

Friedman(1970) criticized that CSR is a distribution of shareholder wealth in pursuit 

of managers’ own interests. 

There is some academic study has endeavored to pinpoint that CSR is a source 

of a conflict between two different types of shareholders. Insiders (managers and 

large blockholders) who are affiliated with the firm may want to invest overly in the 

CSR program for their private benefit since it improves their reputation as being good 

global citizens. This typically has a negative implication as it decreases value for 

shareholders and the firms. Specifically, Barnea and Rubbin (2005), based on 

Friedman (1970) and Jensen and Meckling’s (1976) agency theory, propose this over-

investment hypothesis. They investigate the relation between firms’ CSR and their 

ownership and capital structure based on the firms in the Russell 3000 index. 

Observations are categorized into socially responsible and socially irresponsible 

group. They find that insiders’ ownership and leverage are negatively related to the 

social rating of firms, while institutional ownership is irrelevant to it. These results 

support our hypothesis that affiliated shareholders induce firms to over-invest in CSR 

when they don’t bear much of the cost associated with it. 

In a related vein, Malmendier and Tate (2005) suggest that there is some 

evidence of over-investment by overconfident CEOs. Besides, Goel and Thakor 

(2006) develop a theoretical model to show that overconfident managers sometimes 

decide to invest in value-destroying project.   

From the academic evidences above, the extent of information asymmetry 

varies upon the geographical location of firms. Rural firms evidently display 

informational gap between local investors and distant investors. Even though there are 



34 
 

two strands of CSR value is to facilitate the information transmission process or to be 

a source of private benefit, the relation must be postulated in unidirectional way. With 

respect to the harmony of manager-shareholder interest, managers of the firms in 

remote areas could adopt more intensive CSR practices to alleviate the asymmetric 

information problem or take chances of out-of-reach control to adopt greater CSR for 

their own sake. 

Based on the aforementioned evidences, the study can hypothesize that 

“Corporate location matters for CSR” and “Rural firm tends to have a greater CSR 

level than the corresponding geographically-closed or urban firm”.  

 



 

CHAPTER 4 

  

THE EMPIRICAL MODEL AND VARIABLE DESCRIPTION 

 

4.1  The Empirical Model 

 

This section discusses the core empirical model to examine the impact of 

corporate headquarters location on CSR.  Prior to further discussion on model, we 

would remind you the research questions. Firstly, this study endeavors to answer the 

question “Does corporate geography matter to CSR score?” and then shed light on 

“Does geographical proximity affect CSR score?” For Simplicity, research framework 

can be illustrated as per below; 

 

 
 

Figure 4.1  The Research Framework 

 

To answer the first two questions, we set a control model by regressing CSR 

variable on year fixed effects, industry fixed effect, and the set of control variables. 

Then, we incorporate the fixed effects of corporate headquarters location and examine 
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the joint significance and explanatory power of corporate headquarters location. The 

operational model under the 1st question is shown as follow; 

 

  (1) 

 

Where CSRi,t  denotes CSR score measured by KLD index, YEARt is the year 

fixed effect, INDj  are industry fixed effect, YEARk  are year fixed effect, Controli,t 

are corporate-level control variables, MSAl in Equation (2) are fixed effects of 

corporate headquarters location, and i,t is an i.i.d error term.  

For the second question, firms will be categorized as urban and rural firms as 

done in Loughran and Shchultz (2005). We map 5-digit zip code of such a firm’s 

headquarter with longitude and latitude and compute the distance between the firm’s 

headquarters and each of the top U.S. metropolitan locations. However, there are two 

differences from Loughran and Shchultz (2005). First, the study uses 2010 census 

instead of the 2000 version (as shown in table 1). 

 

Table 4.1  The Top Metropolitan Areas (2000 versus 2010) 

 

Rank Metropolitan Statistical Area 2010 Pop  2000 Pop  Change  Longitude  Latitude 

1  New York-Northern New Jersey-Long Island, NY-NJ-PA MSA  18,897,109  18,323,002  3.13%  -73.97  40.78 
2  Los Angeles-Long Beach-Santa Ana, CA MSA 12,828,837  12,365,627  3.75%  -118.25  34.05 
3  Chicago-Joliet-Naperville, IL-IN-WI MSA 9,461,105  9,098,316  3.99%  -87.62  41.83 
4  Dallas-Fort Worth-Arlington, TX MSA 6,371,773  5,161,544  23.45%  -96.77  32.77 
5  Philadelphia-Camden-Wilmington, PA-NJ-DE-MD MSA 5,965,343  5,687,147  4.89%  -75.17  39.95 
6  Houston-Sugar Land-Baytown, TX MSA  5,946,800  4,715,407  26.11%  -95.35  29.75 
7  Washington-Arlington-Alexandria, DC-VA-MD-WV MSA  5,582,170  4,796,183  16.39%  -77.03  38.88 

8  Miami-Fort Lauderdale-Pompano Beach, FL MSA  5,564,635  5,007,564  11.12%  -80.20  25.77 
9  Atlanta-Sandy Springs-Marietta, GA MSA  5,268,860  4,247,981  24.03%  -84.38  33.75 
10  Boston-Cambridge-Quincy, MA-NH MSA  4,552,402  4,391,344  3.67%  -71.08  42.35 
11  San Francisco-Oakland-Fremont, CA MSA  4,335,391  4,123,740  5.13%  -122.43  37.78 
12  Detroit-Warren-Livonia, MI MSA  4,296,250  4,452,557  -3.51%  -83.05  42.33 

13  Riverside-San Bernardino-Ontario, CA MSA  4,224,851  3,254,821  29.80%  -117.45  33.95 
14  Phoenix-Mesa-Glendale, AZ MSA  4,192,887  3,251,876  28.94%  -112.07  33.48 
15  Seattle-Tacoma-Bellevue, WA MSA  3,439,809  3,043,878  13.01%  -122.33  47.62 
16  Minneapolis-St. Paul-Bloomington, MN-WI MSA  3,317,308  2,968,806  11.74%  -93.23  44.98 
17  San Diego-Carlsbad-San Marcos, CA MSA  3,095,313  2,813,833  10.00%  -117.17  32.70 
18  St. Louis, MO-IL MSA  2,812,896  2,698,687  4.23%  -90.20  38.58 

19  Tampa-St. Petersburg-Clearwater, FL MSA  2,783,243  2,395,997  16.16%  -82.45  27.95 
20  Baltimore-Towson, MD MSA  2,710,489  2,552,994  6.17%  -76.63  39.30 
21  Denver-Aurora-Broomfield, CO MSA  2,543,482  2,179,240  16.71%  -105.00  39.75 
22  Pittsburgh, PA MSA  2,356,285  2,431,087 -3.08% -79.95  40.45 
23  Portland-Vancouver-Hillsboro, OR-WA MSA  2,226,009  1,927,881  15.46%  -70.25  43.67 
24  Sacramento–Arden-Arcade–Roseville, CA MSA  2,149,127  1,796,857  19.60%  -121.50  38.58 
25  San Antonio-New Braunfels, TX MSA  2,142,508  1,711,703  25.17%  -98.55  29.38 
26  Orlando-Kissimmee-Sanford, FL MSA  2,134,411  1,644,561  29.79%  -81.33  28.55 
27  Cincinnati-Middletown, OH-KY-IN MSA  2,130,151  2,009,632  6.00%  -84.50  39.13 
28  Cleveland-Elyria-Mentor, OH MSA 2,077,240  2,148,143 -3.30% -81.62  41.47 
29  Kansas City, MO-KS MSA  2,035,334  1,836,038  10.85%  -94.58  39.10 
30  Las Vegas-Paradise, NV MSA  1,951,269  1,375,765  41.83%  -115.20  36.17 
31  San Jose-Sunnyvale-Santa Clara, CA MSA  1,836,911  1,735,819  5.82%  -121.88  37.33 
32  Columbus, OH MSA  1,836,536  1,612,694  13.88%  -83.02  40.00 
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Table 4.1  (Continued) 

 

Rank Metropolitan Statistical Area 2010 Pop  2000 Pop  Change  Longitude  Latitude 

33  Charlotte-Gastonia-Rock Hill, NC-SC MSA  1,758,038  1,330,448  32.14%  -80.83  35.23 
34  Indianapolis-Carmel, IN MSA  1,756,241  1,525,104  15.16%  -86.17  39.77 
35  Austin-Round Rock-San Marcos, TX MSA  1,716,289  1,249,763  37.33%  -97.73  30.27 
36  Virginia Beach-Norfolk-Newport News, VA-NC MSA  1,671,683  1,576,370  6.05%  -75.97  36.85 
37  Providence-New Bedford-Fall River, RI-MA MSA  1,600,852  1,582,997  1.13%  -71.40  41.83 
38  Nashville-Davidson–Murfreesboro–Franklin, TN MSA  1,589,934  1,311,789  21.20%  -86.78  36.17 

39  Milwaukee-Waukesha-West Allis, WI MSA  1,555,908  1,500,741  3.68%  -87.92  43.03 
40  Jacksonville, FL MSA  1,345,596  1,122,750  19.85%  -81.67  30.37 
41  Memphis, TN-MS-AR MSA  1,316,100  1,205,204  9.20%  -90.05  35.15 
42  Louisville/Jefferson County, KY-IN MSA  1,307,647  1,161,975  12.54%  -85.77  38.25 
43  Richmond, VA MSA  1,258,251  1,096,957  14.70%  -77.48  37.55 
44  Oklahoma City, OK MSA  1,252,987  1,095,421  14.38%  -97.47  35.43 
45  Hartford-West Hartford-East Hartford, CT MSA  1,212,381  1,148,618  5.55%  -72.65  41.73 
46  New Orleans-Metairie-Kenner, LA MSA 1,167,764  1,316,510 -11.30% -90.07  29.95 
47  Buffalo-Niagara Falls, NY MSA 1,135,509  1,170,111 -2.96% -78.83  42.92 

48  Raleigh-Cary, NC MSA  1,130,490  797,071  41.83%  -78.65  35.77 

49  Birmingham-Hoover, AL MSA  1,128,047  1,052,238  7.20%  -86.83  33.50 
50  Salt Lake City, UT MSA  1,124,197  968,858  16.03%  -111.90  40.77 
51  Rochester, NY MSA  1,054,323  1,037,831  1.59%  -77.67  43.12 

 

This table reports top metropolitan areas on census 2000 and 2010 respectively. In general, top metropolitan areas 

mean the area of 1,000,000 people or more. Data include population, % change of population and coordinate 

(latitude and longitude). 

 

Therefore, the number of top U.S. metropolitan areas increase from 49 to 51. 

Second, the different methods are simply adopted to compute distance. Specifically, 

the distance from headquarter to each metropolitan area is computed by using the 

simple spherical law of cosines formula as follows; 

 

 (2) 

Where R is the radius of the earth (6,371 kilometers) and lat and long are 

latitudes and longitudes respectively. “Urban firms” is defined for any of the firms 

whose headquarters locate closer than 100 miles to any of the top ten locations: New 

York City, Los Angeles, Chicago, Washington-Baltimore, San Francisco, 

Philadelphia, Boston, Detroit, Dallas, and Houston, and their suburbs. Those firms 

whose headquarters do not locate within 100 miles from any of those top metropolitan 

locations are defined as “rural firms”. Similar to Loughran (2008), firms are defined 

as “small city firms” if they do not fail in those categories. 

 The top metropolitan areas used in our calculations are shown in the table 

below; 
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        (3) 

 

Where CSRi,t  denotes CSR score measured by KLD index, IND  are industry 

fixed effect, YEAR  are year fixed effect, Controli,t are corporate-level control 

variables, “Urban firm” , and “Small city”  in Equation (4) are variables considering 

proximity to metropolitan areas, and i,t is an i.i.d error term. 

 

4.2  Description of the Variables 

   

4.2.1  Corporate Social Responsibility (CSR)   

In this study we use notable KLD ratings. Since 1991, KLD has been 

providing social performance evaluation in various responsible initiatives of such an 

organization. It measure intensity of CSR on more than 280 data points to capture 

“strengths” and “concerns” in seven different attributes including environment, 

community, diversity, employee relation, product, corporate governance and human 

rights. Substantial evidences show the favorability of KLD ratings over the others 

(Griffin and Mahon, 1997; Waddock and Graves, 1997; Wood, 1995). Sharfman 

(1996) documents its superiority when testing validity and compare among the CSR 

measures. Szwajkowski and Figlewicz (1999) also reported that their tests of the KLD 

ratings revealed substantial and apparent validity 

Currently, It is acknowledged to be the largest multidimensional CSR database 

available to public and have recently referred to as the de facto standard in CSR 

research at the moment (Waddock, 2003). The KLD index is intended to explicitly 

evaluate various aspects of a firm’s social and financial performance. Many recent 

studies exploit the KLD index to measure CSR in evaluating relation between CSR 

and corporate performance (Akpinar et al., 2008; Berman et al., 1999; McWilliams et al., 

2006; Ozlitzky et al., 2003; Waddock and Graves, 1997). Referred to the other 

scholars, we decide to conduct this study on the two difference method to calculate 

CSR index. 

4.2.1.1  Equal-weighted CSR Index 

From the dataset provided by KLD, strength rating are signified by a 

number “1” while, concern ratings are codified by “-1”. When that firm does not meet 
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the criteria for the strength and concern, it can be indicated by signaling “0”. Then, we 

construct two indexs based on KLD rating. Equal-weight approach has been the 

simplest way by summing up the binary values for seven attributes (considering 

fourteen dimension since KLD assigns strengths and concerns to these attributes). 

 

 

 

Where Xi,k,t is the score for firm i, the KLD attribute k for year t. 

However, a drawback from this approach is observable as it assumes all KLD 

categories are treated as equal important (Griffin and Mahon, 1997). As intensively 

discussed in the stakeholder theory, firms with different interests may apply different 

levels of effort to different stakeholders differently (Wood and Jones, 1995). 

McWilliams, Siegel and Wright (2006) argue many social dimensions of CSR (for 

example, business norms and standards, regulatory frameworks and stakeholder 

demand) can vary significantly across the businesses. Then we expect different 

industries attributed to the different levels of importance to these 13 dimensions 

respectively.   

4.2.1.2  The Stakeholder-weighted CSR Index 

In order to mitigate this industry level effect, Akpinar et al. (2008) thus 

introduce weighted measure of CSR, called “the stakeholder-weighted CSR Index”. 

The Prioritization of social dimension is achieved by computing weight for fourteen 

dimensions for each industry. We first categorize our sample firms into 9 industries 

on firm level SIC codes. These industries are defined by following Sharpe (1982) 

comprising basic industries, capital goods, construction, consumer goods, energy, 

finance, transportation, utilities and others. 4-digit SIC codes are assigned to each 

category as tabulated below; 
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Table 4.2  4-digit SIC Code by Industry Group 

 

Industry group SIC Code(s) 

Basic industries  1000–1299, 1400–1499, 2600–2699, 2800–2829, 2870–2899, 3300–3399 

Capital goods:  3400–3419, 3440–3599 excluding 3523, 3670–3699, 3800–3849, 5080–5089, 5100–5129, 
7300–7399 

Construction  1500–1599, 2400–2499, 3220–3299, 3430–3439, 5160–5219 

Consumer goods  0000–0999, 2000–2399, 2500–2599, 2700–2799, 2830–2869, 3000–3219, 3420–3429, 

3523, 3600–3669, 3700–3719, 3751, 3850–3879, 3880–3999, 4813, 4830–4899, 5000–
5079, 5090–5099, 5130–5159, 5220–5999, 7000–7299, 7400–9999 

Energy 1300–1399, 2900–2999 

Finance 6000–6999 

Transportation  3720–3799 excluding 3751, 4000–4799 

Utilities 4800–4829 excluding 4813, 4900–4999 

Others All other SIC codes. 

 

After that, KLD score for each of the fourteen dimensions is summed 

up to gain a total score of social performance for the specific industry-year. Then 

individual sums for each of the fourteen dimensions are divided by the overall sum to 

calculate the weights for each of the fourteen dimensions for every industry-year. 

After getting the weights for every industry-year, we have multiplied the raw KLD 

score with associated weights to figure out the stakeholder-weighted CSR index for 

every firm-year: 

 

 

  Where; 

 

 

And Xi,j,k,t is the score for firm i in industry j, the KLD category k for 

year t. 

 

4.2.2  Corporate Location  

 In the geographical context, one of the classical questions about the firm is 

“where does it locate?” In this study, we use headquarters to represent the location of 

firms. Henderson and Ono (2008) assert its important role in managing, evaluating 
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and coordinating internal firm activities. Headquarter location can represent taxes 

structure and laws being applied to the given firm, independently from where the 

majority of its operations takes place. Additionally, even if a firm owns numerous 

production sites in the different areas, it is likely to be familiar to investors living 

proximate to its headquarters. Evidently, firm headquarter location has been used as a 

proxy by the firm’s location in substantial studies, for example, Coval and Moskowitz 

(1999, 2001); Ivkovic and Weisbenner (2005) and Loughran and Schultz (2004). 

We define corporate headquarter location based on the Metropolitan Statistical 

Area (MSA). This definition is justified by the fact that corporate headquarters 

typically cluster around the metropolitan areas (Davis and Henderson, 2004). Strauss-

Kahn and Vives (2008) exhibit that US firms tend to relocate their headquarters to a 

metropolitan area with good airport facility. According to the Office of Management 

and Budget (OMB), MSAs are defined as “at least one urbanized area of 50,000 or 

more population, plus adjacent territory that has a high degree of social and economic 

integration with the core as measured by commuting ties”. 

 

  4.2.3  Control Variables.   

Several variables are used to control dissimilarity of the financial aspect. Choi 

et al (2008) breaks down these control variables into three groups: firm 

characteristics, firm financial performance and management preferences. The first 

group includes size (Arlow and Gannon, 1982; Shin and Stulz, 1998), risk 

(McWilliams and Siegel, 2000) and sales growth (De, 1992). The second group, in 

our study, is measured by accounting variables. Return on assets (ROA) display 

substantial evidence of its use in the empirical studies (Aupperle et al., 1985; Berman 

et al. 1999; Blackburn et al., 1994; McGuire et al., 1988; McWilliams and Siegel, 

2000; Orlitzky et al., 2003; Waddock and Graves, 1997). The last group considers 

R&D expenditure standardized by total assets. 

Firm size is an important control variable, since larger firms seem to adopt the 

CSR principles more often. According to Burke, et al. (1986), as they grow, firms will 

draw more attention from stakeholders. Firm size can affect strategic motivation, 

thereby having a positive effect on CSR participation (Adams and Hardwick, 1998; 

McElroy and Siegfred, 1985; Stanwick and Stanwick, 1998). Cowen et al. (1987) 
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define that “As larger firms tend to have a bigger social impact, given the scale of 

their activities, it is deemed equitable that the onus to be socially responsible also falls 

on them, rather than on small firm”. Common practice to measure firm size is to take 

the logarithm of total asset. 

Risk is included as a control variable, since several empirical studies have 

found that a firm with proactive CSR engages in managerial practice, For example, 

stakeholder management (Wood, 1991), which tend to anticipate and reduce potential 

sources of business risk (i.e. environmental damage, labor unrest, and potential 

governmental regulation, etc.) (Orlitzky and Benjamin, 2001). In many studies, 

debt/asset ratio is found as a proxy for management risk tolerance (Choi et al., 2008; 

Hull and Rothenberg, 2008; Padgett and Galan, 2010). McGuire, Sundgren and 

Schneeweis (1988) assert that a firm’s propensity to engage in socially responsible 

activities depends on its financial health, represented by debt-to-assets ratio. They 

argue that firms with lower risk are more likely to satisfy implicit claims, be less 

sensitive to certain surrounding events, and thus better afford to perform in a socially 

responsible manner. 

According to Prado-Lorenzo, et al. (2008), the firms which have disclosed a 

greater volume of information on CSR have evidenced greater sales growth, as 

opposed to those firms, which have limited to disclose information publicly. Choi, et al. 

(2008) also use sales growth to control variation on the regression and it exhibits 

positive signal to all the proxies of corporate financial performance. In order to 

account for past performance, we also include lagging sales growth for one year as a 

control variable. 

ROA shows how profitable a company's assets are in generating incomes. It is 

computed the ratio between net income and total assets. Specifically, this ratio tells 

how many dollars of earnings a firm can generate from each dollar of assets under its 

control. ROA is considered as an indication of the capital intensity of the firm, which 

depends on the industry. This variable is widely used in the previous literatures, i.e. 

Aupperle, Carroll and Hatfield (1985), Belkaoui and Karpik (1989), Waddock and 

Graves (1997), McWilliams and Siegel (2001) Luce, Barber and Hillman (2001). 

 R&D is considered to be a form of investment in ‘technical’ capital results in 

knowledge enhancement that leads to product differentiation and process innovation. 
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Some firms produce goods or services that signal their concern about certain social 

issues. In addition, many firms exploit differentiating strategy in order to create a 

socially responsible corporate image. McWilliams and Siegel (2001) documented that 

using this strategy in order to obtain a competitive advantage through the use of CSR 

resource may include R&D investment as well. They point out the benefit of 

controlling for R&D investment, which has been an important factor of firm 

performance, will correct upwardly biased estimates of the financial impact of CSR.  

Therefore, they include R&D expenditure standardized by total assets. 

In sum, control variables in our study are Size = log (total asset), Risk = Long-

term debt-to-total asset ratio, salest = log (Sales in year t/ Sales in year t-1), salest-

1= log (Sales in year t-1/ Sales in year t-2), ROA = Net income/total asset and R&D = 

R&D expenditure/ total asset. 

 

  4.2.4  Control for Industrial Fixed Effect  

It is necessary to control for industry fixed effects in both models since many 

industries tend to cluster around a geographic area due to the consideration of positive 

externalities, which can be either costs and exogenous natural advantages or utilizing 

the human capital. Almazan et al. (2007) assert that it is more efficiently created when 

the firms are within knowledge-based industries (e.g., software and pharmaceutical 

development).  Controlling for industry effect is to ensure that the fixed effect of 

location will not pick up some sector characteristics. 

Expression of CSR and control variables varies throughout industries. For 

example Padgett and Galan (2010) document that the relation between CSR and R&D 

intensity is significant in manufacturing industries, but not for non-manufacturing 

industries. Researches in Industrial Organization have shed the light on the extent to 

which industry membership of a firm affects its performance (Hawawani, Subramanian 

and Verdin, 2003; McGahan and Porter, 1997, 2002) 

Thus, we follow the Waddock and Graves (1997) approach, which control for 

industry effect. Industry is determined by the 4-digit SIC and represent in the model 

by dummy variables. 

 



 

CHAPTER 5 

  

SAMPLE, DATA, AND DESCRIPTIVE STATISTICS 

 

5.1  Sample Selection 

 

In order to associate HQ location, conditioning on corporate financial 

performance, with CSR, CSR data are obtained from Kinder, Lyndenberg, and 

Domini (KLD) Research and Analytics, Inc (recently acquired by RiskMetrics Group) 

while corporate financial data and headquarter location are obtained from 

Compustat’s Global Industrial/Commercial database and I/B/E/S’ Detail History 

Files. These data are available through the Wharton Research Data Service (WRDS). 

Primarily, the sampling firms are required to meet both of the following criteria; 

1) Those corporate headquarter must locate in US territories. 

2) Have no missing data for the given year.   

 The initial sample consists of comprise 17,083 firm-year observations being 

listed in North America over the period of 1995 to 2007. For Canadian firms, their 

reported currency is converted at the average foreign exchange rate of that year. 

Afterward, their zip codes are mapped to Metropolitan Statistical Area (MSA) to align 

with the preceding geography-related studies. This process will automatically screen 

out a firm whose headquarter outside US territory. As the past performance is 

controlled by using the series of sales growth, it requires either the firm to be 

established before 1993 or drop the 1st two fiscal year if that firm began its operation 

between 1995 and 2007. This control condition will drop the number of the final 

sample significantly to 10,794 firm-years. Lastly, R&D expense will be set to zero for 

the firm that doesn’t declare its R&D expense. 
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5.2  CSR Score 

 

The KLD database report CSR scores of the listed firms on annual basis. Its 

criteria keep reviewing over time to meet with the public interest or social 

requirement. Table 5.1 exhibits summary statistic of the sample firms on yearly basis. 

Annual samples have increased substantially from 343 firms in 1995 to 2005 in 2007. 

During 1990s, its coverage comprises the Domini Social Index and S&P 500. During 

2001-2005, it has included the Russell 1000 Index, the Large Cap Index, the Russell 

2000 Index and the Board Market Social Index respectively. 

 CSR score has distributed widely every year, which indicate the huge 

performance gap among the listed firms. During the late 90s to 2002, average CSR 

score has reported impressively greater than 1.2. Nonetheless, post-2003 CSR score 

has dropped significantly considering the defaults of Enron, Tyco and others. 

According to these circumstances, worldwide credit rating houses such as Mood’s or 

Standard and Poor were scrutinized by the US Securities and Exchanges Commission 

(SEC) with regard to the possible conflict of interest. Therefore, KLD will impose the 

more stringent criteria on the scoring system. In addition, since KLD tries to expand 

to the listed company beyond S&P 500 and Domini 400 Social Index, the inclusion of 

those smaller firms, whose have inferior CSR, can be the main reason of deterioration. 

 

Table 5.1  Sample Distribution by Year on Annual CSR Score by KLD 

 

Year Number Frequency 
CSR Score 

Min Max Mean Median 
1995  343  3.18% -7 15 0.9708 1 
1996 309  2.86% -5 12 1.3010 1 
1997 335  3.10% -6 12 1.2149 1 
1998 345  3.20% -6 11 1.2319 1 
1999 368  3.41% -6 11 1.2228 1 
2000 372  3.45% -7 11 1.2661 1 
2001  410  3.80% -8 9 1.1073 1 
2002 454  4.21% -8 10 1.1101 1 
2003 769  7.12% -8 10 0.4135 0 
2004 952  8.82% -9 13 0.1355 0 
2005 2,000  18.53% -8 13 -0.0660 0 
2006 2,132  19.75% -8 17 -0.2233 -1 
2007 2,005  18.58% -8 19 -0.1022 0 

Total  10,794  100.00% -9 19 0.2853 0 
 

The original sample is compiled from Kinder, Lyndenberg, and Domini (KLD) Research and 

Analytics, Inc  
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Figure 5.1  Sample Distribution by Year on Annual CSR Score by KLD 

 

From figure 5.1, the overall distribution exhibit large variation in CSR score. 

However, two-third of sample clusters around -2 to 1. 

 

5.3  Headquarter Location 

 

Citing several empirical evidences, the headquarter location is defined by 

using Metropolitan Statistical Area (MSA). Table 5.2 displays the top and bottom 20 

Metropolitan Statistical Areas (MSA) in average CSR score at 8-year sampling 

period. It exhibits the recognizable difference of the CSR score on the different 

headquarter location. 
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Table 5.2  Top and Bottom Metropolitan Statistical Area (MSA) from Average CSR  

                Score of The Year 1995 - 2007. 

 

Panel A: Top 20 MSA 
 

 

Panel B: Bottom 20 MSA 
 

Row Labels Average CSR score 
 

Row Labels Average CSR score 

8040 7.15 
 

3520 -4.33 

5015 5.93 
 

7720 -4.25 

1305 5.25 
 

2040 -4.00 

0870 5.08 
 

6120 -3.39 

5380 3.38 
 

3360 -2.80 

2200 3.00 
 

4890 -2.80 

4080 2.80 
 

5080 -2.71 

7600 2.58 
 

4320 -2.60 

1160 2.46 
 

2335 -2.00 

4280 2.35 
 

2340 -2.00 

1800 2.08 
 

6800 -2.00 

4480 2.00 
 

1010 -1.86 

0220 1.91 
 

2580 -1.85 

1960 1.86 
 

5920 -1.82 

4360 1.85 
 

1620 -1.80 

1920 1.72 
 

6015 -1.71 

2720 1.68 
 

0080 -1.69 

6960 1.61 
 

0680 -1.67 

1440 1.60 
 

8440 -1.61 

5600 1.57 
 

6660 -1.50 

 

Table 5.3 shows the descriptive statistics that firms in the urban areas, on 

average, have slightly higher degree of social responsibility than those in rural areas. 

However, this superiority can potentially be explained by the greater average asset 

size. Firms in rural areas apply a lower level of debt comparing with those in the 

urban area. This expression seems to counter the notion of John, Knyazeva and 

Knyazeva (2010) that rural firms alleviate information asymmetry by committing 

higher level of leverage (debt). Considering such an element, urban firms display the 

greater degree in community, diversity, environment and product while, rural firms 

hold the better score in corporate governance, employee relation. 
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Table 5.3  Descriptive Statistics 

 

Variables  
Full Sample Urban Firms 

Small City 
Firms Rural Firms 

      

  Mean Mean Mean Mean 

Panel A: CSR Score      

      

Equal-weighted CSR   0.284 0.261 0.321 0.249 

      

Community  0.139 0.164 0.112 0.105 

      

Corporate governance  -0.321 -0.370 -0.306 -0.078 

      

Diversity  0.474 0.535 0.425 0.329 

       

Employee relation  -0.073 -0.108 -0.029 -0.064 

      

Environment  -0.150 -0.146 -0.142 -0.211 

      

Human rights  -0.076 -0.086 -0.063 -0.078 

      

Product  0.291 0.272 0.325 0.245 

      

Panel B: Control Variables      

      

Debt ratio  0.191 0.197 0.185 0.185 

      

Log(Asset)  21.752 21.857 21.658 21.544 

      

ROA  0.043 0.043 0.041 0.048 

      

Sales growth  0.106 0.105 0.106 0.110 

      

Sales growth (-1)  0.116 0.114 0.118 0.115 

      

R&D  0.028 0.026 0.033 0.014 

      

No. of Observation  10,739 5,572 876 4,291 

 

The statistics are shown in the full sample and also by geographical categories ("Urban", "Small City" or "Rural"). 

A selected firm is classified as "Urban" if its headquarter locates within 100 miles  from the centre of any top-10 

Metropolitan areas, while "Rural" means any firm, which does not locate within 100 miles from any of top-51 

metropolitan areas. Otherwise it will be considered as "Small City". The dependent variable is equal-weighted 

CSR score, which consider such an attribute of CSR evenly. Log(asset) is logarithmic of asset to control for asset 

size. The debt ratio is long-term debt scaled by total assets. ROA is return on total assets. The sales growth is the 

growth of sales revenue in that year. The sales growth (-1) is the growth of sales revenue on last year. R&D is the 

corporate R&D expense standardized by total assets.  
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5.4  Control Variables 

 

Pairwise correlations of all variables but geography are displayed in table 5.4. 

Considering the result, CSR score decreases with the extent of debt-to-total asset. The 

t-statistics is strongly significant at the 1% level. This primarily supports the literature 

that a firm entailing CSR in its managerial practice is tending to reduce potential 

sources of risk. 

In addition, CSR score increases with control variable on asset size, R&D 

expense with statistically significant at the 1% level. The result implies that larger 

firms show the greater propensity to adopt CSR principle and show how R&D 

expense to encourage CSR activity of the firm. To control the effect of revenue 

growth, only 1-year lagging sales growth shows significant negative association with 

CSR score. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Table 5.4  Pairwise Correlation for Dependent Variables and Control Variables. 

 

CSR Score   Debt ratio   Log(Asset)   ROA   Sales growth   Sales growth (-1) R&D   

                                       

CSR  Score 1  -0.1098***  0.1856***  0.1856*** 0.0015 -0.0229** 0.0421***    

     0.0000 0.0000 0.0000 0.8802 0.0174 0.0000    
      

Debt ratio -0.1098*** 1  0.1100***  -0.2121*** 0.0102 -0.004 -0.0565***    

  0.0000 0.0000 0.0000 0.2873 0.6793 0.0000    

      

Log(Asset) 0.1856***  0.1100*** 1 0.0672 -0.0282**  -0.0350*** -0.2806***    

  0.0000  0.0000 0.0000 0.0034 0.0003 0.0000    

      

ROA 0.1856***  -0.2121***  0.0672*** 1 0.0738*** 0.0677*** -0.3481*** 
  

  0.0000  0.0000 0.0000 0.0000 0.0000 0.0000    

      

Sales growth 0.0015  0.0102  -0.0282**  0.0738*** 1 0.1914*** -0.0348**    

  0.8802  0.2873 0.0034 0.0000 0.0000 0.0003    

      

Sales growth (-1) -0.0229** -0.004  -0.0350***  0.0677*** 0.1914*** 1 -0.0044    

  0.0174  0.6793 0.0003 0.0000 0.0000 0.6448    
      

R&D Expense 0.0421***  -0.0565***  -0.2806***  -0.3481*** -0.0348** -0.0044 1    

     0.0000     0.0000     0.0000     0.0000    0.0003     0.6448         

 
*** Significant at 1% level, **  Significant at 5% level, *    Significant at 10% level 

 

 

5
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CHAPTER 6 

  

EMPIRICAL RESULTS 

 

6.1  Question1: Does Corporate Location  Matter for CSR Score? 

   

6.1.1  Multivariate Regression Analysis  

Table 6.1 exhibits the result from multivariate regression analysis where CSR 

score is defined as the dependent variable. Model 1 includes only dummy variables on 

corporate headquarter location, which is classified by MSA. For example, a location-

related variable is equal to 1 if that firm locates on MSA code 8040 and zero for 

otherwise. Therefore, total number of dummy variables under this regression is equal 

to the number of selected MSA minus 1. To measure the explanatory power of the 

corporate location, joint significant test is adopted by comparing the explanatory 

power before and after including these aforementioned dummy variables. The results 

are consistent with the hypothesis as a joint significance test (Partial F-test) is 

statistically significant, (p-value less than 1% level for every model). This can lead to 

draw the conclusion that corporate headquarter location matters for the level of CSR. 

 

Table 6.1  Multivariate Regression Analysis (Equal-weighted CSR score). 

 

Variables  Model 1 
(OLS) 

Model 2 
(OLS) 

Model 3 
(OLS) 

Model4 
(OLS) 

      

Constant  -0.333 -7.850 -11.079 -9.456 

  (-0.24) (-5.63)*** (-7.90)*** (-6.78)*** 

Control Variables       
Debt Ratio   -1.179 -1.084 -1.004 

   (-9.30)*** (-7.71)*** (-7.21)*** 

Log(Asset)   0.345 0.455 0.417 

   (22.65)*** (25.25)*** (22.75)*** 

ROA   0.982 0.758 0.834 

   (4.91)*** (3.93)*** (4.37)*** 

Sales growth   0.081 0.141 0.214 

   (0.900) (1.71)* (2.59)*** 

Sales growth (-1)   -0.139 -0.064 -0.030 

   (-1.59) (-0.80) (-0.38) 
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Table 6.1  (Continued) 

 

Variables  Model 1 
(OLS) 

Model 2 
(OLS) 

Model 3 
(OLS) 

Model4 
(OLS) 

R&D   2.414 1.018 1.060 

   (5.38)*** (1.86)* (1.96)** 

      

Control industry effect   No No Yes Yes 

      

Control yearly effect   No No No Yes 

      

No. of Observation   10,794 10,794 10,794 10,794 

Adjusted R2  0.14 0.19 0.35 0.36 

Overall F-stat   9.03*** 12.07*** 10.67*** 11.19*** 

Location Effect a   F=9.03*** F=8.46*** F=6.03*** F=5.96*** 

       

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a  Joint significance test for corporate headquarter location 

 

This empirical test is conducted on the following equation; 

 

 
Where; 

The dependent variable (CSRi,t) is equal-weighted CSR score, which consider such an attribute of CSR 
evenly. Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), 

and R&D. Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by 
total assets. ROA is return on total assets. The sales growth is the growth of sales revenue in that year. The sales 

growth (-1) is the growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total 
assets. MSAl means dummy variables represent location of corporate headquarter based on Metropolitan Statistical 

Area (MSA). 

 

Considering control variable, estimated coefficient of the logarithm of asset 

size is all positive within 0.345 to 0.455 and significant at the 1% level, implying that 

equal-weighted CSR score will increase within that range when a firm’s total asset 

increases of 1 percent. The debt ratio is negative and significant at the 1% level, 

which support the previous literatures that a firm with proactive CSR involve in 

managerial practice, which have a propensity to anticipate and trim down the source 

of business risk, which can be exhibited by business risk. Therefore, higher debt ratio 

has an adverse effect on CSR. Sales growth of the current year is positive and even 

stronger significant level (at 1%) after controlling for industry and yearly effect. 

Again, it is consistent with the evidence from Prado-Lorenzo, et al. (2008) that firms 

with greater degree of information disclosure on CSR exhibits greater sales growth. 

However, control of past performance (sales growth over last year) does have much 
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effect on the CSR score as its inclusive sign of the coefficient and it displays 

statistical insignificance.  

When the firm spends more on R&D, it implies the greater degree in 

knowledge enhancement bringing about differentiation and innovation. This 

differentiating strategy is able to build socially responsible corporate image, which is 

evidenced to be enhanced by spending on R&D. Consistent with this suggestion, 

R&D expenses is significantly positive to the extent of a CSR score (at 1% 

significance level).  This coefficient reduces but still significant after controlling for 

industry and yearly effect. 

From the table 6.2, the study adopts the different computational technique on 

CSR score. As industry effect is embedded in the criterion level for the CSR score 

calculation rather than its aggregated number, CSR score is recalculated by weighting 

such a CSR’s criterion on stakeholders’ perception. The results are supportive to the 

previous one that corporate headquarter location is in association with the degree of 

CSR. Most of the control variable reports the similar result to the previous one. 

However, Past performance, represented by sales growth last year, seems to be 

positive to stakeholder-weighted CSR but again insignificant statistically. R&D is still 

positive but loses its significant explanatory power on the CSR score. 

 

Table 6.2  Multivariate Regression Analysis (Shareholder-weighted CSR Score). 

 

Variables . Model 1 
(OLS) 

Model 2 
(OLS) 

Model 3 
(OLS) 

Model4 
(OLS) 

      

Constant  -0.115 -0.923 -1.520 -1.028 

  (-0.560) (-4.48)*** (-7.75)*** (-5.51)*** 

Control Variables      

Debt Ratio   -0.185 -0.115 -0.091 

   (-9.87)*** (-5.86)*** (-4.91)*** 

Log(Asset)   0.037 0.052 0.040 

   (16.47)*** (20.77)*** (16.20)*** 

ROA   0.057 0.068 0.093 

   (1.91)* (2.52)** (3.63)*** 

Sales growth   0.011 0.017 0.034 

   (0.82) (1.45) (3.12)*** 

Sales growth (-1)   -0.007 0.002 0.016 

   (-0.55) (0.14) (1.53) 

R&D   0.07064 0.06342 0.08765 

   (1.07) (0.83) (1.21) 
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Table 6.2  (Continued) 

 

Variables . Model 1 
(OLS) 

Model 2 
(OLS) 

Model 3 
(OLS) 

Model4 
(OLS) 

Control industry effect   No No Yes Yes 

      

Control yearly effect   No No No Yes 

      

No. of Observation   10,794 10,794 10,794 10,794 

Adjusted R2  0.15 0.17 0.41 0.47 

Overall F-stat   9.50*** 11.25*** 13.58*** 16.94*** 

Location Effect a   F=9.50*** F=8.95*** F=5.73*** F=5.92** 
      

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a  Joint significance test for corporate headquarter location 

 

This empirical test is conducted on the following equation; 
 

 

Where; 

The dependent variable (CSRi,t) is the shareholder-weighted CSR score. Control variables (Controli,t) 

compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. Log(asset) is logarithmic of 

asset to control for asset size. The debt ratio is long-term debt scaled by total assets. ROA is return on total assets. 

The sales growth is the growth of sales revenue in that year. The sales growth (-1) is the growth of sales revenue 

on last year. R&D is the corporate R&D expense standardized by total assets. MSAl means dummy variables 

represent location of corporate headquarter based on Metropolitan Statistical Area (MSA) 

 

  6.1.2  Seven Attributes of CSR. 

As mentioned earlier, there are seven areas to be considered in CSR score 

including environment, community, diversity, employee relation, product, corporate 

governance and human right. In this section, the study tries to consider in these 

attributes of CSR score identifying which area has been influenced by corporate 

headquarter location. 

There are substantial literatures regarding these variables and their relation 

with geography/location. Based on corporate quality of life (QOL) study, Rabianski 

(2007) indicated that corporate expansion and employee quality of life are strongly 

related to the economic study of relocation decision, because the appropriate location 

selected will be able to minimize key employee turnover at the new site and, thus, 

trimming down costs related to training new employees.  

Consider the employment and geography, the employment/population ratio 

has varied across MSA. In year 2010, the highest number, 74.8%, was found in 
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Minneapolis-St. Paul-Bloomington, MN-WI, while the lowest one was 59.4% in 

Riverside-San Bernardino-Ontario, CA. This variation is consistent with the evidence 

from 2008-2009. 

 

Table 6.3  Employment/Population Ratios for the 50 Largest Metropolitan Statistical  

                  Areas: 2008, 2009, and 20101 

 

Area 

Employment/Population Ratio 

2008 2009 2010 2008-2009 2009-2010 

Est. 
Error 
(±)2 Est. 

Error 
(±)2 Est. 

Error 
(±)2 Est. 

Error 
(±)2 Est. 

Error 
(±)2 

United States. 71.5  0.1  68.2  0.1  66.6  0.1  –3.3  0.1  –1.6  0.1 
Atlanta-Sandy Springs-Marietta, GA. 72.7  0.5  68.4  0.4  66.4  0.4  –4.4  0.7  –2.0  0.6 
Austin-Round Rock, TX. 74.9  0.8  72.8  0.9  70.7  0.8  –2.1  1.2  –2.1  1.2 
Baltimore-Towson, MD. 74.6 0.6 72.1 0.6 70.9 0.6 –2.5 0.8 –1.2 0.9 

Birmingham-Hoover, AL. 69.8  0.9  66.8  0.9  64  1.1  –3.0  1.3  –2.8  1.4 
Boston-Cambridge-Quincy, MA-NH. 75.6 0.4 73.1 0.4 71.9 0.5 –2.5 0.6 –1.2 0.6 

Buffalo-Niagara Falls, NY. 71.8  0.9  69.5  0.8  67.8  1  –2.3  1.2  –1.7  1.3 

Charlotte-Gastonia-Concord, NC-SC. 74.6  0.7  70.4  0.8  67.2  0.7  –4.2  1  –3.2  1.1 

Chicago-Naperville-Joliet, IL-IN-WI. 72.2  0.3  68.7  0.3  67.4  0.3  –3.5  0.4  –1.3  0.4 

Cincinnati-Middletown, OH-KY-IN. 73.8  0.7  69.7  0.7  68.9  0.6  –4.1  1  –0.8  0.9 
Cleveland-Elyria-Mentor, OH. 71.7  0.6  68  0.6  68.4  0.7  –3.7  0.8  0.4  0.9 

Columbus, OH. 74.7  0.7  71.1  0.7  70.1  0.7  –3.6  0.9  –1.0  1 
Dallas-Fort Worth-Arlington, TX. 74  0.3  71.2  0.4  70.2  0.4  –2.8  0.5  –0.9  0.5 
Denver-Aurora-Broomfield, CO. 77.7  0.5  73.4  0.6  71.8  0.5  –4.3  0.7  –1.6  0.8 
Detroit-Warren-Livonia, MI. 66.8 0.4 61.3 0.5 61 0.4 –5.5 0.7 –0.3 0.7 
Hartford-West Hartford-East Hartford, CT. 75.2 0.9 73 0.8 71.7 0.8 –2.3 1.2 –1.3 1.1 
Houston-Sugar Land-Baytown, TX. 72.3 0.4 69.7 0.4 67.8 0.5 –2.6 0.6 –1.9 0.7 
Indianapolis-Carmel, IN. 75 0.8 71.1 0.7 69 0.7 –3.9 1.1 –2.1 1 
Jacksonville, FL. 71.9 0.9 68.6 1 65.6 0.9 –3.3 1.3 –3.0 1.3 
Kansas City, MO-KS. 76.7 0.5 73 0.6 72.5 0.6 –3.7 0.8 –0.6 0.8 
Las Vegas-Paradise, NV. 73 0.6 68.9 0.9 65.5 0.8 –4.1 1 –3.4 1.2 

Los Angeles-Long Beach-Santa Ana, CA. 69.6  0.3  67  0.2  64.7  0.3  –2.6  0.4  –2.3  0.4 

Louisville/Jefferson County, KY-IN. 72.4  0.8  69.4  0.9  68  0.7  –3.0  1.2  –1.4  1.1 

Memphis, TN-MS-AR. 70.1  0.8  65.7  0.9  64.4  0.9  –4.4  1.2  –1.3  1.3 

Miami-Fort Lauderdale-Pompano Beach, FL. 71.3  0.4  67.8  0.5  65.6  0.5  –3.5  0.7  –2.2  0.7 

Milwaukee-Waukesha-West Allis, WI. 75.8  0.8  72.2  0.8  70.6  0.7  –3.6  1.1  –1.5  1.1 

Minneapolis-St. Paul-Bloomington, MN-WI. 79.2  0.4  75.7  0.4  74.8  0.4  –3.5  0.6  –0.9  0.6 

Nashville-Davidson–Murfreesboro–Franklin, TN. 73.4  0.6  70.4  0.8  67.6  0.8  –3.0  1  –2.9  1.1 

New Orleans-Metairie-Kenner, LA. 66.9  1.1  67  0.9  65.6  1  0.2  1.4  –1.4  1.3 

New York-Northern New Jersey-Long Island, NY-NJ-PA.  70.9  0.2  68.3  0.2  66.6  0.2  –2.6  0.3  –1.7  0.3 
Oklahoma City, OK. 73.4  0.8  71  0.8  68.8  0.9  –2.4  1.2  –2.1  1.3 
Orlando-Kissimmee, FL. 73  0.9  68.3  0.8  66.3  0.7  –4.7  1.3  –2.0  1.1 
Philadelphia-Camden-Wilmington, A-NJ-DE-MD. 71.7 0.4 69.5 0.5 67.8 0.4 –2.1 0.6 –1.7 0.6 
Phoenix-Mesa-Scottsdale, AZ. 72.4 0.5 67.6 0.6 65.6 0.6 –4.8 0.8 –1.9 0.8 
Pittsburgh, PA. 72.3 0.6 69.9 0.6 68.9 0.7 –2.4 0.8 –1.0 0.9 
Portland-Vancouver-Beaverton, OR-WA. 73.4 0.6 69.2 0.7 66.9 0.6 –4.2 0.9 –2.2 1 
Providence-New Bedford-Fall River, RI-MA. 72.8 0.8 70.8 0.8 67.5 0.7 –2.1 1.1 –3.3 1.1 

Raleigh-Cary, NC. 75  0.8  72  0.9  70.3  1  –2.9  1.2  –1.8  1.4 

Richmond, VA. 74.3  0.9  70.8  0.7  69  0.8  –3.5  1.2  –1.8  1.1 

Riverside-San Bernardino-Ontario, CA. 65.9  0.7  61.9  0.5  59.4  0.5  –4.0  0.8  –2.5  0.7 

Sacramento–Arden-Arcade–Roseville, CA. 69.8  0.8  65.5  0.7  63.1  0.9  –4.3  1.1  –2.5  1.1 

St. Louis, MO-IL. 73.7  0.6  70.5  0.5  69.5  0.6  –3.3  0.8  –0.9  0.8 

Salt Lake City, UT. 77.5  0.8  73.7  0.7  71.2  1  –3.9  1.1  –2.5  1.2 

San Antonio, TX. 69.7  0.7  67.9  0.7  67.5  0.7  –1.8  1  –0.4  1 
San Diego-Carlsbad-San Marcos, CA. 70  0.7  67.1  0.7  64.3  0.7  –2.9  1  –2.8  1 
San Francisco-Oakland-Fremont, CA. 72.5 0.4 69.9 0.5 68.4 0.5 –2.6 0.7 –1.5 0.7 
San Jose-Sunnyvale-Santa Clara, CA. 72.4  0.7  68.8  0.8  66.9  0.6  –3.6  1.1  –1.9  1 
Seattle-Tacoma-Bellevue, WA. 74.9 0.4 71.4 0.6 69.3 0.5 –3.5 0.7 –2.1 0.8 
Tampa-St. Petersburg-Clearwater, FL. 70.2 0.6 66.4 0.8 64.7 0.7 –3.8 1 –1.7 1.1 
Virginia Beach-Norfolk-Newport News, VA-NC. 74.1 0.8 71 0.9 69.3 0.8 –3.1 1.2 –1.8 1.2 
Washington-Arlington-Alexandria, DC-VA-MD-WV. 77.1 0.3 74.8 0.4 74.3 0.4 –2.4 0.5 –0.5 0.6 

 
* Statistically larger decline than the 2008–2010 U.S. declines at the 90 percent confidence level. 
1 Metropolitan statistical area populations based on the 2010 Census. Metropolitan statistical areas defined by the Office of 
Management and Budget as of December 2009. 
2 Data are based on a sample and are subject to sampling variability. A margin of error is a measure of an estimate’s 
variability. The larger the margin of error is in relation to the size of the estimate, the less reliable the estimate. When added 
to and subtracted from the estimate, the margin of error forms the 90 percent confidence interval. 

Sources:  U.S. Census Bureau, 2008, 2009, and 2010 American Community Surveys. 
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The National Compensation Survey (NCS) presents the estimates of the 

detailed provisions of employer-provided health and retirement plans in private 

industry in 2010. Under this program, the information on the provision of benefits is 

considered in local government level. The result varies across geographical areas. For 

example, Pacific and New England area are significantly not allow non-emergency 

services outside the network, while West North Central and East South Central area 

totally accept this request. 

 

Table 6.4  Medical Care Benefits: Plan Characteristics, Private Industry Workers,   

                  National Compensation Survey, 2010. 

 

(All workers participating in the medical care plan = 100 percent) 
   

Geography 

Plan network 
Allow non-emergency 
services outside network 

Require primary care 
physician 

Yes  No 
Not 

determinable  Yes  No 
Not 

determinable  Yes  No 
Not 

determinable 

New England  98  -  -  52  48  -  54  46   - 

Middle Atlantic  96  -  -  71  29  -  44  56   - 

East North Central  98  2  -  82  18  -  32  68   - 

West North Central  95  -  -  89  -  -  20  80   - 

South Atlantic  98  -  -  79  21  -  33  67   - 

East South Central  93  -  -  86  -  - -  91   - 

West South Central  99  -  -  89  11  -  16  84   - 

Mountain 95  -  -  74  26  -  34  66   - 

Pacific 98  -  -  63  37  -  46  54   - 

Source:  National Compensation Survey: Health and Retirement Plan Provisions in Private Industry in the  
               United States, 2010 

 

The American Environmental Awareness has been evolved over the years. Its 

modern day has shifted its focus from conserving spectacular naturals to the science-

based issues, for example, pollution, Toxics, energy conservation (Dunlap and Mertig, 

1992; Mazur, 1998; Shabecoff, 1993). The geography of the environmental awareness 

has been found in many studies. In general, environmental initiatives are subject to 

state-level support. Mazur and Welch (1999) give an example from The Clean Air Act 

that “requires the Environmental Protection Agency (EPA) to issue national standards 
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for air quality, but the EPA then assigns responsibility for control to each state that 

can demonstrate its ability to administer the program”. Thus, this leads to postulation 

that for any given county, its extent of pollution controls increases with 

environmentalism. 

Ferguson (1985) and Wikle (1995) found that membership in environmental 

organizations is relatively high in the Northeast, the West and perhaps the Rocky 

Mountains. Mazur and Welch (1999) examined the spatial distribution of four 

indicators of environmentalism, which are organizational membership, public 

opinion, congressional representation and state-level environmental policy. From the 

result, the northeast quadrant and west coast have scored the highest degree of 

environmentalism, while the Dakotas, the Intermountain West and the Deep South 

have displayed the least concern. Broadly speaking, level of environmentalism is 

largely explained by state levels of electrical consumption and education and 

inversely by political conservatism. Besides, some of this variation can be explained 

by cultural traditions. 

From substantial evidences on the association between corporate governance 

and location, their conclusions are observably different. In the first strand, a firm 

considers to have its footage in an area with less strict governance codes. For 

example, Letchumanan and Kodama (2000) showed the international evidence that a 

polluting firm considers entering a country having lower pollution control than its 

home country. In another strand, the evidence may turn out oppositely. The first 

strand will be eradicated as firms obtain benefit from the area with the better 

governance code and can freely expand corporate activities. Evidence from 

Multinational Enterprises’ (MNEs) location decisions, Scholtens and Dam (2007) 

asserted that good corporate governance firms have incentives to locate their 

subsidiaries in the countries with more relaxing governance codes. When corporate 

governance standards are sufficiently high, stakeholders can trust on firm’s capability 

to operate in an appropriate manner under the unforeseen events. However, this 

aforesaid association might be argued by the rare evidence on corporate governance 

and corporate headquarters location. 

Considering the difference between CG and CSR, CG is a well-defined 

concept regarding profit maximization and protection of capital providers to the firm. 
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However, CSR is defined less precisely (Beltratti, 2005). It induces a concept 

apparently counter profit maximization since some set of actions might be beneficial 

to some external stakeholders at the expense of shareholders. Therefore, the result 

might turn out differently when consider the direct relation between CG and the 

geographical location of the firm. 

The empirical tests apply the same set of independent and control variables as 

discussed earlier. However, the dependent variable will be calculated on the criteria of 

such a category. Primarily, equal-weight method will be applied for this calculation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Table 6.5  Multivariate Regression Analysis (Seven Attributes) 

 

Variables   COM 
(OLS) 

CG 
(OLS) 

DIV 
(OLS) 

EMP 
(OLS) 

ENV 
(OLS) 

HMR 
(OLS) 

PRO 
(OLS) 

Constant  -3.481 4.705 -8.760 -1.554 0.458 0.417 -1.239 

  (-9.44)*** (11.27)*** (-13.03)*** (-2.93)*** (1.20) (2.53)** (-3.97)*** 

Control Variables          
Debt Ratio  -0.165 -0.134 -0.301 -0.288 0.019 0.034 -0.168 

  (-4.49)*** (-3.23)*** (-4.49)*** (-5.44)*** (0.50) (2.07)** (-5.39)*** 

Log(Asset)  0.108 -0.192 0.396 0.088 -0.056 -0.048 0.121 

  (22.23)*** (-35.00)*** (44.78)*** (12.65)*** (-11.06)*** (-22.2)*** (-29.49)*** 

ROA  0.071 0.032 0.038 0.509 0.071 0.027 0.087 

  (1.40) (0.55) (0.41) (7.00)*** (1.36) (1.18) (2.03)** 

Sales growth  0.047 0.092 -0.041 0.080 0.030 0.002 0.004 

  (2.14)** (3.71)*** (-1.03) (2.55)** (1.35) (0.24) (0.22) 

Sales growth (-1)  0.013 0.023 -0.128 0.054 0.028 0.008 -0.028 

  (0.63) (0.95) (-3.32)*** (1.80)* (1.28) (0.82) (-1.59) 

R&D  0.332 -0.550 0.613 0.718 -0.368 -0.246 0.561 

  (2.32)** (-3.4)*** (2.35)** (3.49)*** (-2.49)** (-3.86)*** (4.63)*** 

         

Control industry effect   Yes Yes Yes Yes Yes Yes Yes 

         

Control yearly effect   Yes Yes Yes Yes Yes Yes Yes 

         

No. of Observation  10,794 10,794 10,794 10,794 10,794 10,794 10,794 

Adjusted R2  0.31 0.30 0.44 0.28 0.48 0.33 0.32 

Overall F-stat  8.93*** 8.80*** 15.21*** 7.90*** 17.62*** 9.75*** 9.31*** 

Location Effecta   F=5.65*** F=3.33*** F=5.85*** F=4.19*** F=5.86*** F=3.41*** F=4.38*** 

  
       

COM = Equal-weighted score for community category of CSR from KLD, CG = Equal-weighted score for corporate governance category of CSR from KLD, DIV = Equal-weighted 
score for diversity category of CSR from KLD, EMP = Equal-weighted score for employee relation category of CSR from KLD, ENV = Equal-weighted score for environment 
category of CSR from KLD, HMR = Equal-weighted score for human rights category of CSR from KLD, PRO = Equal-weighted score for product category of CSR from KLD, Debt 
ratio = Long-term debt/total asset, Log(asset) = logarithmic scale of total asset, ROA = return on assets, sales growth = revenue growth in this year, Sales growth(-1) = revenue growth 
in last year, R&D = R&D expenses standardized by total asset. 

5
9 
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*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 

 

This empirical test is conducted on the following equation; 
 

 
Where; 

The dependent variables (CSRi,t) are the equal-weighted subcategories of CSR from KLD, which are community, corporate governance, diversity, employee relation, 
environment, human rights and product. Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. Log (asset) is logarithmic 
of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. The return on assets is net income divided by total assets. The sales growth is the growth of 

sales revenue in that year. The sales growth (-1) is the growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total asset. MSAl means dummy 
variables represent location of corporate headquarter based on Metropolitan Statistical Area (MSA). 

 

 

 

 

 
6
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Table 6.5 shows multivariate regression on each CSR category controlling for 

size, risk, performance, growth, R&D expenses, industry effect and yearly effect. 

Similar to the main multivariate regression, Joint significance test is used to examine 

the association between such CSR attributes and corporate headquarter location. 

Consistent with CSR score, the result from F-statistic exhibits the strong relation 

between corporate headquarter location and all of those seven different attributes. 

Even though the partial F-value is varied from 3.41 to 5.86, all of them, however, are 

significant at the 1% level. Therefore, corporate headquarter location can signal its 

strategic implementation in both of core activities (e.g. Product, employee relation, 

corporate governance, etc.) and non-core activities (e.g. Community, human rights, 

etc.). 

Considering the magnitude of partial F-value, that of corporate governance 

and human rights tends to be smaller than the others. This can be explained by many 

reasons. Considering the set of concerns in human rights, three of them focus on 

direct investment/activities in the countries with chronic political issues, for example 

South Africa, Burma and North Ireland. Intuitively, the decision to invest in these 

countries should not be influenced by the location of corporate headquarters.  

For corporate governance and products, the convergence has been taking place in 

recent years. Globalization and fierce competition on products and services 

internationally mandates a certain convergence of organizational structure and cost 

structures. More importantly, globalization might influence capital market. 

Introduction of new financial instruments, worldwide competition and emergence of 

new financial intermediary might globally transform the corporate financial 

landscape. Since the firms have to fulfill their growth agenda by tapping the global 

financial sources, they must tie their governance regime with global standards (Nestor 

and Thompson, 2001). 

 

6.2  Question 2: Does Geographical Proximity Affect CSR Score? 

   

6.2.1  Multivariate Regression Analysis 

Table 6.6 shows the result from the multivariate regression. Again, this 

regression is applied to both calculation techniques, which are equal-weighted and 
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stakeholder-weighted CSR score.  After its full controlling, CSR score is affected by 

the proximity to metropolitan areas. Comparing with corresponding rural firm, urban 

firm will have 0.238 lesser CSR score. Small city is not significant statistically. This 

can be explained by its far smaller sample size (only 876 out of 10,739 total samples).  

  

Table 6.6  Multivariate Regression – Geographical Proximity (Equal-weighted CSR) 

 

Variables Model1  Model2  Model3  Model4 
     (OLS)  (OLS)  (OLS) (OLS)   

 Constant 0.249  -7.093  -10.122 -9.456 
 

(2.83)***  (-21.10)***  (-14.14)***  (-6.78)*** 

Explanatory variables 
 Urban firm 0.013  -0.132 -0.195 -0.238 
 (0.13)  (-1.44) (-2.06)** (-2.55)** 

 Small city 0.072  -0.057 0.025 -0.017 
 (0.75) (-0.6) (0.26) (-0.18) 

 Control variables 
 
 Debt ratio -1.511 -1.152 -1.072 
 (-11.62)***  (-7.99)***  (-7.52)*** 

Log(Asset) 0.348 0.454 0.404 
 (23.17)***  (26.32)***  (22.87)*** 

ROA 1.356 0.827 0.900 
 (6.4)***  (4.12)***  (4.53)*** 

Sales growth 0.035 0.161 0.241 
  (0.36)  (1.86)*  (2.80)*** 

Sales growth (-1) -0.212 -0.088 -0.044 
 (-2.28)** (-1.06) (-0.53) 

R&D 5.227 1.521 1.565 
 (11.93)***  (2.74)***  (2.86)*** 

 Control industry effect No No Yes Yes 
 
 

Control yearly effect No No No Yes 
 
 No. of Observation 10,794   10,794  10,794  10,794  
 
 Adjusted R2 0.00  0.06  0.28  0.30  
 
 Overall F-stat 0.73  92.06***  12.00***  12.69***  
                

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
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This empirical test is conducted on the following equation; 
 

 
Where; 

The dependent variable is equal-weighted CSR score, which consider such an attribute of CSR evenly. 

“Urban firm” is a dummy variable equal to 1 if that firm’s headquarter locates within 100 miles from center of any 
top-10 metropolitan areas and 0 for otherwise. “Small City” is a dummy variable equal to 1 if that firm’s 

headquarter does not locate within 100 miles from center of any top-10 metropolitan areas but within that 100-mile 
radius of any of remaining top metropolitan areas and 0 for otherwise. Control variables (Controli,t) compose of 

Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. Log(asset) is logarithmic of asset to 
control for asset size. The debt ratio is long-term debt scaled by total assets. The return on asset is net income 

divided by total assets. The sales growth is the growth of sales revenue in that year. The sales growth(-1) is the 
growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total asset.  

 

The result is robust when applying to stakeholder-weighted CSR score (see 

Table 6.7). Specifically, Coefficient of “Urban firm” variable is negative after the set 

of control variables is taken into account. However, this negative coefficient is 

significant (-0.025 with standard error of -1.98) only after including simultaneous 

controls of industry and year fixed effects. These results support the main hypothesis 

that rural firms tend to commit higher lower of CSR than urban firms. It can be 

explained by the idea that rural firms try to alleviate investors’ concern over 

information asymmetry. Apart from financial obligation, rural firms promote their 

transparency and signal their commitment to the investors by using their social 

responsibility activities. 

 

Table 6.7  Multivariate Regression – Geographical Proximity (Stakeholder-weighted  

                 CSR) 

            

Variables Model1  Model2  Model3  Model4 
    (OLS)  (OLS)  (OLS) (OLS) 

Constant -0.011  -0.818 -1.344 -0.824 

(-0.87)  (-16.41)***  (-13.50)***  (-8.49)*** 

Explanatory variables 

Urban 0.015  -0.0005 -0.013 -0.025 
(1.10) (0.01) (-1.00) (-1.98)** 

Small city 0.006  -0.007 0.008 -0.004 
(0.01)  (-0.51) (0.64) (-0.29) 

Control variables 

Debt ratio -0.241 -0.115 -0.092 

(-12.49)***  (-5.73)***  (-4.86)*** 
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Table 6.7  (Continued) 

 

Variables Model1  Model2  Model3  Model4 
    (OLS)  (OLS)  (OLS) (OLS) 

Log(Asset) 0.039 0.055 0.040 
(17.49)***  (23.00)***  (17.02)*** 

ROA 0.108 0.071 0.094 
(3.43)*** (2.56)**  (3.55)*** 

Sales growth 0.008 0.020 0.038 
 (0.58)  (1.64)  (3.35)*** 

Sales growth (-1) -0.015 -0.002 -0.044 
(-1.07) (-0.13) (-0.53) 

R&D 0.511 0.123 0.146 
(7.87)*** (1.60) (2.00) 

Control industry effect No No Yes Yes 

Control yearly effect No No No Yes 

No. of Observation 10,794   10,794  10,794  10,794  

Adjusted R2 0.001  0.04  0.35  0.42  

Overall F-stat 1.04  59.60***  16.33***  20.71***  
             

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 

 

This empirical test is conducted on the following equation; 

 

 
 

Where; 
The dependent variable is stakeholder-weighted CSR score. “Urban firm” is a dummy variable equal to 1 

if that firm’s headquarter locates within 100 miles from center of any top-10 metropolitan areas and 0 for 

otherwise. “Small City” is a dummy variable equal to 1 if that firm’s headquarter does not locate within 100 miles 
from center of any top-10 metropolitan areas but within that 100-mile radius of any of remaining top metropolitan 

areas and 0 for otherwise. Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, 
Sales Growth(-1), and R&D. Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term 

debt scaled by total assets. The return on asset is net income divided by total assets. The sales growth is the growth 
of sales revenue in that year. The sales growth(-1) is the growth of sales revenue on last year. R&D is the corporate 

R&D expense standardized by total asset.  

 

  Considering the control variables, estimated coefficients of asset size are 

unanimously positive and strongly significant. These coefficients reflect how CSR 

score changes if the asset size increases for 100%. For example, fully-controlled 

model in table 6.6 shows this coefficient equal to 0.404 so that CSR score will 

increase if a firm is able to double its asset size. Coefficients of long-term debt-to-

total assets ratio is significantly negative (at the 1% level). This result supports 



65 
 

literature that a firm, which proactively involves CSR in managerial practice, has a 

higher propensity to anticipate and trim down the source of business risk. Thus, 

increasing levels of debt will affect adversely on level of CSR. Sales growth of 

current year shows significant positive effect after fully controlling those years and 

industry fixed effects. This is consistent with the evidence from Prado-Lorenzo et al. 

(2008) that a firm with greater information disclosure on CSR exhibits higher sales 

growth. Past sales growth displays negative effect to CSR score. Hypothetically, it 

can be explained by mean reversion of sales growth. However, five of those six values 

are not statistically significant. When a firm spends more on research and 

development, it will enhance knowledge and lead to differentiation and innovation. 

This firm can exploit differentiating strategy to create a socially responsible image. 

Consistent with this notion, R&D expenses variable is strongly positive at 1% level in 

case of equal-weighted score while this positive effect on stakeholder-weighted score 

is not significant after controlling for industry and year-fixed effects. 

 

  6.2.2  Seven Attributes of CSR. 

Table 6.8 shows multivariate regression on each CSR attribute with the same 

explanatory and control variables as aggregated CSR score. The results show that 

“Urban Firm” variable is significant to explain three of these seven attributes. On 

average, urban firms tend to have favorable community in comparison to rural firms. 

Specifically, urban firms have about 0.06 higher scores of community than 

corresponding rural firms. The result counters our intuition since rural firms are 

supposed to have more interaction or contributed to the homegrown community than 

urban firms. Considering the set of “community” questions, they seem to focus on the 

charitable giving, which might not particularly limit to the local community and also 

the country-wide consideration. In this sense, urban firms can leverage on their giving 

for public imagine, brand promotion, etc. 

 

 

 



Table 6.8  Multivariate Regression – Geographical Proximity (Seven Attributes) 

 

Variables  COM 
(OLS) 

CG 
(OLS) 

DIV 
(OLS) 

EMP 
(OLS) 

ENV 
(OLS) 

HMR 
(OLS) 

PRO 
(OLS) 

Constant  -2.154 4.346 -8.650 -0.982 0.472 0.497 -1.828 

  (-11.30)*** (20.52)*** (-24.73)*** (-3.61)*** (2.37)** (5.94)*** (-1.39)*** 

Explanatory variables          

Urban Firm  0.060 -0.145 -0.043 -0.098 -0.007 0.014 -0.018 

  (2.43)** (-5.33)*** (-0.96) (-2.81)*** (-0.27) (1.28) (-0.86) 

Small City  0.025 -0.010 0.015 -0.015 0.004 0.015 0.039 

  (1.00) (-3.65)*** (0.34) (-0.43) (0.15) (1.38) (1.89)* 

Control variables          

Debt Ratio  -0.158 -0.114 -0.365 -0.302 0.0001 0.043 -0.177 

  (-4.22)*** (-2.74)*** (-5.32)*** (-5.66)*** (0.00) (2.63)** (-5.62)*** 

Log(Asset)  0.097 -0.200 0.419 0.075 -0.056 -0.050 0.121 

  (20.85)*** (-39.03)*** (49.26)*** (11.33)*** (-11.64)*** (-24.44)*** (-30.93)*** 

ROA  0.107 0.064 0.006 0.517 0.083 0.031 0.092 

  (2.04)** (1.10) (0.06) (6.95)*** (1.53) (1.35) (2.09)** 

Sales growth  0.047 0.080 -0.016 0.083 0.034 0.006 0.007 

  (2.06)** (3.18)*** (-0.39) (2.59)*** (1.43) (0.66) (0.36) 

Sales growth (-1)  0.010 0.012 -0.119 0.050 0.021 0.013 -0.032 

  (0.48) (0.49) (-2.98)*** (1.61) (0.94) (1.39) (-1.73)* 

R&D  0.387 -0.673 1.127 0.606 -0.258 -0.243 0.620 

  (2.69)*** (-4.21)*** (4.27)*** (2.96)*** (-1.72)* (-3.85)*** (5.12)*** 

         

Control industry effect   Yes Yes Yes Yes Yes Yes Yes 

         

Control yearly effect   Yes Yes Yes Yes Yes Yes Yes 

         

No. of Observation  10,794 10,794 10,794 10,794 10,794 10,794 10,794 

Adjusted R2  0.24 0.27 0.39 0.23 0.42 0.29 0.27 

Overall F-stat  9.60*** 11.31*** 18.34*** 9.33*** 21.78*** 12.53*** 11.26*** 

 
  

       

6
6 
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COM = Equal-weighted score for community category of CSR from KLD, CG = Equal-weighted score for corporate governance category of CSR from KLD, DIV = Equal-weighted 
score for diversity category of CSR from KLD, EMP = Equal-weighted score for employee relation category of CSR from KLD, ENV = Equal-weighted score for environment 
category of CSR from KLD, HMR = Equal-weighted score for human rights category of CSR from KLD, PRO = Equal-weighted score for product category of CSR from KLD, Debt 
ratio = Long-term debt/total asset, Log(asset) = logarithmic scale of total asset, ROA = return on assets, sales growth = revenue growth in this year, Sales growth(-1) = revenue growth 
in last year, R&D = R&D expenses standardized by total asset. 

         
*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 

 

This empirical test is conducted on the following equation; 
 

 
 
Where; 

The dependent variables are the equal-weighted subcategories of CSR score, which are community, corporate governance, diversity, employee relation, environment, human 
rights and product “Urban firm” is dummy variable equal to 1 if that firm’s headquarter locates within 100 miles from centre of any top-10 metropolitan areas and 0 for otherwise. 

“Small City” is a dummy variable equal to 1 if that firm’s headquarter does not locate within 100 miles from center of any top-10 metropolitan areas but within that 100-mile radius of 
any of remaining top metropolitan areas and 0 for otherwise. Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. 

Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. The return on asset is net income divided by total assets. The sales 
growth is the growth of sales revenue in that year. The sales growth(-1) is the growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total asset.  

 

 

6
7 

 



68 
 

However, this superiority is overwhelmed by corporate governance and 

employee relation of rural firms. A rural firm tends to commit CG score at 0.145 

greater than that of the corresponding urban form. Besides, rural firm seems to have 

better relationships with employee in comparison with the corresponding urban firm. 

These results show that rural firms tend to use CG mechanism to alleviate information 

asymmetry. Hart (1995) defined CG as a system that provides checks and balances to 

control managerial behavior and thus tries to mitigate that managers pursue their own 

interests at the expense of shareholders.  

Better employee relation can be implied from the notion of Rabianski (2007) 

regarding corporate quality of life (QOL). He indicated that corporate expansion and 

decision on location are subject to cost-benefit analysis. Since rural firms can take 

advantage of cheaper administrative cost, they have greater remaining budget to fulfill 

their employees need. Beside, rural area is inferior to urban area in term of 

accessibility to the pool of talents and workforce. As a result, rural firms will pay 

more attention to the relationship with employees in order to minimize turnover and 

cost related to the training of new employees. The appropriate location selected will 

be able to minimize key employee turnover of the new site. There is strong evidence 

to support the view that firm locating further from metropolitan areas tend to commit 

higher level of CSR activities. 



 

CHAPTER 7 

  

ROBUSTNESS CHECKS 

 

7.1  Question1: Does Corporate Location Matter for CSR Score?  

 

The main results exhibiting the association between CSR and corporate 

headquarter location are robust to several alternative specifications. First, main 

regressions are reexamined by incorporating additional control variables – Return on 

equity, Tobin’s Q and EPS growth—because prior studies have indicated the 

association between these variables with social responsible performance (Akpinar et 

al., 2008; Spicer, 1978; Sturdivant and Ginter, 1977; Waddock and Graves, 1997).  

 

Table 7.1  Robust Test - Additional Control Variables 

 

Variables 
Equal-weighted 

Score 
Equal-weighted 

Score 
Stakeholder-
weighted Score 

Stakeholder-
weighted Score 

    (Base) (Additions)  (Base Model) (Additions) 

Constant -9.456 -11.070 -1.028 -1.146 

(-6.78)*** (-7.85)*** (-5.51)*** (-6.15)*** 

Control variables 

Debt ratio -1.004 -1.172 -0.091 -0.114 

(-7.21)*** 
 

(-7.92)*** 
 

(-4.91)*** 
 

(-5.85)*** 

Log(Asset) 0.417 0.487 0.040 0.046 

(22.75)*** (23.95)*** 
 

(16.20)*** 
 

(17.16)*** 

ROA 0.834 0.652 0.093 0.075 

(4.37)*** (3.22)*** 
 

(3.63)*** 
 

(2.80)*** 

Sales growth 0.214 0.016 0.034 0.005 

(2.59)*** (0.18) 
 

(3.12)*** 
 

(0.43) 

Sales growth (-1) -0.030 -0.104 0.016 0.002 

(-0.38) (-1.21) 
 

(1.53) 
 

(0.18) 

R&D 1.060 0.559 0.088 0.015 

(1.96)** (0.97) 
 

(1.21) 
 

(0.20) 

Additional Control variables 

Tobin's Q 0.150 0.019 
(7.67)*** (7.25)*** 

ROE -0.005 -0.001 
(-0.41) (-0.86) 

EPS Growth -0.00700 -0.00116 
(-2.03)** (-2.54)** 
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Table 7.1  (Continued) 

 

Variables 
Equal-weighted 

Score 
Equal-weighted 

Score 
Stakeholder-
weighted Score 

Stakeholder-
weighted Score 

    (Base) (Additions)  (Base Model) (Additions) 
Control industry 
effect Yes Yes Yes Yes

Control yearly effect Yes Yes   Yes Yes 

No. of Observation 10,794  8,949  10,794  8,949  

Adjusted R2 0.36   0.37  
                             

0.47  0.48  

Overall F-stat 11.19***  9.86***  16.94*** 14.75***  
Location Effecta F=5.96*** F=5.84***  F=5.92*** F=5.90***  
                      

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 

 

This empirical test is conducted on the following equation; 

 

 
 
Where; 

The dependent variables are the equal-weighted CSR score and stakeholder-weighted CSR score, which 
are exploited to measure CSR. Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales 
growth, Sales Growth(-1), R&D, ROE, and Tobin’s Q. Log(asset) is logarithmic of asset to control for asset size. 

The debt ratio is long-term debt scaled by total assets. The return on assets is net income divided by total assets. 
The sales growth is growth of sales revenue on that year. The sales growth (-1) is growth of sales revenue on last 

year. R&D is the corporate R&D expense standardized by total asset. ROE is the corporate return on equity. 
Tobin's Q proxies for growth opportunities and is calculated based on Chung and Pruitt (1994). EPS Growth is 

earnings growth per share on that year. MSAl means dummy variables represent location of corporate headquarter 
based on Metropolitan Statistical Area (MSA). 

 

 

Second, there is some concern about the outliers that may have unduly 

affected the results. Thus, the main regression is re-modeled by excluding the sample 

with extreme CSR score (smaller and greater than 1st and 99th percentile) to reduce the 

impact from the outliers. Again, the study obtains similar results, suggesting that the 

outliers do not post any significant problem on this study. 
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Table 7.2  Robust Test - Control Outliers 

 

Variable Equal-weighted Score Stakeholder-weighted Score 

       (OLS)   (OLS)   

Constant -10.247 -0.931 

 
(-3.96)*** 

 
(-5.38)*** 

 

Control variables 

Debt ratio -2.090 -0.087 
(-4.79)*** (-5.04)*** 

Log(Asset) 0.306 0.035 
(6.19)*** (15.16)*** 

ROA 1.476 0.104 
(3.65)*** (4.37)*** 

Sales growth 0.160 0.030 
(0.97) (2.92)*** 

Sales growth (-1) -0.320 0.010 
(-1.86)* (0.99) 

R&D 1.428 0.05820 
-0.84 (0.87) 

Control industry effect Yes Yes 

Control yearly effect Yes Yes 

No. of Observation                             1,926                                       10,578  

Adjusted R2                              0.46                                          0.43  

Corporate Location a F=4.42***  F=5.23*** 

                 

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 

 

This empirical test is conducted on the following equation; 

 
 

 
 
Where; 

The dependent variables are the equal-weighted CSR score and stakeholder-weighted CSR score. 
Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. 

Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. 
The return on assets is net income divided by total assets.  The sales growth is growth of sales revenue on that 
year. The sales growth(-1) is growth of sales revenue on last year. R&D is the corporate R&D expense 

standardized by total asset. MSAl means dummy variables represent location of corporate headquarter based on 
Metropolitan Statistical Area (MSA). 
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Third, awareness of CSR has been changed substantially across time. To 

address this concern, the consistency of the results is considered by separating sample 

into the even sub-periods. Thus, three sub-periods are considered (1995-1999, 2000-

2003, and 2004-2007 respectively). After re-examining the previous multivariate 

regression, results remain consistent. However, F-value has been declined over year 

from 8.03 during 1995-1999 to 4.17 during 2004-2007. This can indicate the lesser 

influence of headquarter location on CSR.  

 

Table 7.3  Robust Test – Sub-period 

 

Sub period 1995 - 1999  2000 - 2003  2004 - 2007  Full period 

        (OLS)     (OLS)     (OLS)   (OLS) 

Constant -19.270 -12.262 -11.550  -9.456 

(-8.47)*** (-4.29)*** (-8.31)***  (-6.78)*** 

Control variables 

Debt ratio -0.629 -2.374 -0.841  -1.004 
(-1.1) (-4.94)*** (-5.46)***  (-7.21)*** 

Log(Asset) 0.396 0.396 0.479 0.417 
(6.67)*** (7.45)*** (22.31)***  (22.75)*** 

ROA -0.663 1.255 1.189 0.834 
(-1.91)* (2.81)*** (4.36)***  (4.37)*** 

Sales growth 0.040 0.114 0.193 0.214 
(0.15) (0.63) (1.99)**  (2.59)*** 

Sales growth (-1) -0.042 -0.301 -0.046  -0.030 
(-0.17) (-1.62) (-0.5) (-0.38) 

R&D -1.492 1.333 1.799 1.060 
(-0.62) (0.71) (2.89)*** (1.96)** 

Control industry effect Yes Yes Yes Yes 

Control yearly effect Yes Yes Yes Yes 

No. of Observation              1,700  2,005  7,089  10,794  

Adjusted R2               0.57  0.49  0.33  0.36  

Overall F-stat 9.26***  6.20***  6.86***  11.19***  

Location Effecta F=8.03***  F=4.71***  F=4.17***  F=5.96***  

                          

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 
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This empirical test is conducted on the following equation; 

 

 
Where; 

The dependent variable is equal-weighted CSR score, which consider such an attribute of CSR evenly. 

Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D.  
Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. 

ROA is return on total assets. The sales growth is growth of sales revenue on that year. The sales growth (-1) is 
growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total assets. MSAl 

means dummy variables represent location of corporate headquarter based on Metropolitan Statistical Area 
(MSA). 

 

Lastly, since there are many ways to classify corporate headquarter location. 

Those MSAs are replaced by 4-digit zip code and re-calculate those multivariate 

regressions. Again, results are still consistent. In sum, the results from the study seem 

to be robust since they have been subject to many robust checks and still do not 

change significantly. 

 

Table 7.4  Robust Test - 4-digit ZIP Codes 

 

Variable 
  

Equal-weighted Score 
 
Stakeholder-weighted Score 

        (OLS)    (OLS) 

Constant -7.665 -0.891 

(-4.97)*** (-4.44)*** 

Control variables 

Debt ratio -0.807 -0.083 
(-5.73)*** (-4.51)*** 

Log(Asset) 0.363 0.031 
(17.57)*** (11.70)*** 

ROA 0.573 0.060 
(3.11)*** (2.52)** 

Sales growth 0.140 0.022 

(1.83)* (2.26)** 

Sales growth (-1) -0.057 0.006 
(-0.78) (0.64) 

R&D -0.314 -0.124 
(-0.57) (-1.74)*** 

Control industry effect Yes Yes 

Control yearly effect Yes Yes 

No. of Observation                           10,578                                       10,578  

Adjusted R2                              0.47                                          0.54  
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Table 7.4  (Continued) 

 

Variable 
  

Equal-weighted Score 
 
Stakeholder-weighted Score 

        (OLS)    (OLS) 
Overall F-stat                              7.83***                                        10.19***  

Corporate Locationa F=5.01***  F=4.77*** 
                

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 

 

This empirical test is conducted on the following equation; 
 

 
 

Where; 
 
The dependent variables are the equal-weighted CSR score and stakeholder-weighted CSR score. 

Control variables (Controli,t) compose of Log(asset), Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. 
Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. 

The return on assets is net income divided by total assets.  The sales growth is growth of sales revenue on that 
year. The sales growth(-1) is growth of sales revenue on last year. R&D is the corporate R&D expense 

standardized by total asset. ZIPl means dummy variables represent location of corporate headquarter based on 4-
digit ZIP code. 

 

 

7.2  Question 2: Does Geographical Proximity Affect CSR Score? 

 

In this section, the robustness of the results is examined on the variation of 

cut-off radius.  As shown in table 7.5, urban areas robustly display negative impact on 

CSR score but stronger statistical significance when we shrink that cut-off radius. 

 

Table 7.5  Additional Multivariate Regression Analysis (Variation on distance) 

 

Variables Distance  Distance  Distance  

     (50 miles)  (75 miles)  (100 miles)  

 
 Constant -8.40 -8.40 -9.456  
 (-11.58)***  (-11.58)***  (-6.78)***  

Explanatory variables  
 Urban firm -0.282 -0.407 -0.238  

 (-3.71)***  (-4.95)*** (-2.55)**  

Small city -0.041 -0.179 -0.017  

 (-0.55) (-2.20)** (-0.18)  
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Table 7.5  (Continued) 

 

Variables Distance  Distance  Distance  

     (50 miles)  (75 miles)  (100 miles)  

Control variables  
  
 Debt ratio -1.07674 -1.074 -1.072  
 (-7.56)***  (-7.55)***  (-7.52)***  

Log(Asset) 0.408 0.411 0.404  
 (22.90)***  (23.12)***  (22.87)***  

ROA 0.899 0.889 0.900  
 (4.52)***  (4.48)***  (4.53)***  

Sales growth 0.238 0.238 0.241  
  (2.77)***  (2.76)***  (2.80)***  

Sales growth (-1) -0.046 -0.048 -0.044  
 (-0.55) (-0.58) (-0.53)  

R&D 1.573 1.621 1.565  
 (2.87)***  (2.96)***  (2.86)***  

 
 Control industry effect Yes Yes Yes  
  
 Control yearly effect Yes Yes Yes  
  
 No. of Observation  10,794  10,794  10,794   
  
 Adjusted R2 0.29  0.30  0.30   
  
 Overall F-stat 12.71***  12.73***  12.69***   
        

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location  

  

This empirical test is conducted on the following equation; 

 

 

 
Where; 

 

The dependent variable is equal-weighted CSR score, which consider such an attribute of CSR evenly. 
“Urban firm” is dummy variable equal to 1 if that firm’s headquarter locates within specified distance from centre 

of any top-10 metropolitan areas and 0 for otherwise. “Small City” is dummy variable equal to 1 if that firm’s 
headquarter does not locate within specified distance  from centre of any top-10 metropolitan areas but within that 

specified radius from any of remaining top metropolitan areas and 0 for otherwise. Log(asset) is logarithmic of 
asset to control for asset size. The debt ratio is long-term debt scaled by total assets. The return on asset is net 
income divided by total assets. The sales growth is growth of sales revenue on that year. The sales growth(-1) is 

growth of sales revenue on last year. R&D is the corporate R&D expense standardized by total asset. 

 



 

CHAPTER 8 

  

ADDITIONAL TESTS 

 

8.1  Controls for Local Religiosity Factors  

 

In this section, the study considers a noneconomic factor, which is religiosity. 

In general, religiosity, an aspect of culture, is defined as the degree of religious beliefs 

within the local society. Kohlberg (1984) develops social norm theory hypothesizing 

that individual behave in harmony with the social norms of their peers. For this 

reason, there is more likely for high religious communities to integrate religion into 

their social norms than the communities where religiosity displays the lesser degree.   

  In general, community religiosity can affect individuals’ decisions through 

psychological and cognition process. Parboteeah, Hoegl, and Cullen (2008) indicated 

that religious activities are able to connect individuals to those who have similar 

values and beliefs. Religious beliefs help develop role expectations, which become 

the integral part of his/her identity. Welch, Tittle, and Petee (1991) found that the 

religiosity of individuals and communities are able to reduce fraudulent acts in the 

firms. 

  There are many studies highlight on the association between religiosity and 

corporate decision-making. Kennedy and Lawton (1998) found that high religious 

communities are more likely to corporate managers on religious background.  By 

investigating its effect on corporate investment decision, Hilary and Hiu (2009) found 

that firms located in the high religious areas tend to show the greater degree of risk 

aversion. As a result, those firms show lower levels of new investment and require 

higher internal rate of return.  Dyreng et al. (2010) examined the relation between 

religiosity and several aspects of corporate decision making. They draw the 

conclusion that firms in high religious areas are more conservative in financial 

reporting, which consequently result in a lower propensity to restating those reports, 
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lower fraudulent risk, and lower tax avoidance. McGuire et al. (2012) examine 

religiosity and corporate accounting choices. They find indiscretion of financial 

reporting will decrease with the religiosity of that area. In addition, accrual-based 

earnings management shows less favorable to the firms in high religious areas.  

  United States is a geographical large country with the diverse culture. Its 

socioeconomic determinants vary considerably across the regions. In general, North 

culture has been more aggressive than that of the South. Such cultural differences 

could have influence on corporate policies. Therefore, it seems plausible that the 

geographical effect is potentially related to institutional environment or the social 

background of that particular location. 

  This study therefore examines the effect of religiosity using explicitly defined 

variables. These variables are constructed by obtaining the related information from 

World Value Surveys, which provide the census region where the interviews are 

made. Basically, this survey focuses on cultural attributes and being conducted every 

5 years. Since it is fairly stable over time, the 1995 wave applies for the period of 

1994-1998, the 2000 wave for the period of 1999-2003, and the 2005 wave for the 

period of 2004-2007. Two variables, church attendance and the percentage of 

Protestant for each region, are constructed. The degree of religious beliefs can be 

represented by the frequency of church attendance based on the question, “Apart from 

weddings, funerals and christening, about how often do you attend religious services 

these days?” The study follows Gao et al. (2010) by defining church attendance as the 

percentage of participants who attend church at least once a week. Percentage of 

Protestant is a good measure of religious value. Consistent with Gao et al. (2010), this 

variable is figured out based percentage of people who belong to Protestant based on 

the question: “Do you belong to a religious denomination?” 

Again, the study adapts the multivariate regression model similar to the main 

test but including these two religiosity variables. The study applies the same set of 

control variables, controlling for year and industry effect.  This multivariate 

regression can be written as; 

 

(4) 
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Where CSRi,t  denotes CSR score measured by KLD index, YEARt is the year 

fixed effect, INDj  are industry fixed effect, YEAR  are year fixed effect, Controli,t are 

corporate-level control variables, MSAl in Equation (6) are fixed effects of corporate 

headquarters location. Church and Protestant are the dummy variables regarding religious 

value, and i,t is an i.i.d error term.  

Prior to conduct an empirical test, table 8.1 shows the variation of these two 

variables on US census regions can be observed. For example, New England shows 

continuously poor church attendance score (0.2750 to 0.3333) for all of three 

surveying waves, while the East South Central has never been scored less than 

0.4176. This implies that some explanatory power of corporate headquarter location 

could be absorbed by these two variables. 

 

Table 8.1  Church Attendance and the Percentage of Protestant for Each US Census  

                Regions 

 

Wave US. Census Region Church Attendence % Protestant 

1995 

California                       0.4231                         0.2244  

East North Central                        0.4551                         0.3205  

East South Central                        0.5125                         0.4438  

Middle Atlantic states                        0.3941                         0.3866  

New England                        0.3220                         0.1610  

Northwest                       0.3729                         0.2542  

Rocky Mountain states                        0.4000                         0.2000  

South Atlantic                        0.4322                         0.5593  

West North Central                        0.5543                         0.4674  

West South Central                        0.5153                         0.3865  

2000 

California                       0.3333                         0.1859  

East North Central                        0.5111                         0.2000  

East South Central                        0.5952                         0.3214  

Middle Atlantic states                        0.3690                         0.1488  

New England                        0.3333                         0.1833  

Northwest                       0.4167                         0.3125  

Rocky Mountain states                        0.4500                         0.3000  

South Atlantic                        0.4912                         0.3158  

West North Central                        0.5139                         0.3889  

West South Central                        0.5625                         0.3681  
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Table 8.1  (Continued) 
 

Wave US. Census Region Church Attendence % Protestant 

2005 

Alaska                       0.6667                         0.3333  

California                       0.2932                         0.2481  

East North Central                        0.3892                         0.3353  

East South Central                        0.4176                         0.3956  

Hawai                       0.2500                         0.2500  

Middle Atlantic states                        0.3426                         0.2546  

New England                        0.2750                         0.3125  

Northwest                       0.3673                         0.2857  

Rocky Mountain states                        0.3737                         0.2222  

South Atlantic                        0.3478                         0.3720  

West North Central                        0.3827                         0.4815  

West South Central                        0.3529                         0.3529  

 

Table 8.2 shows the regression estimates. Some interesting results emerge. 

Both religiosity variables are strongly significant for CSR score but in the different 

direction. Specifically, the intensity of church attendance is positively related to CSR, 

while the percentage of Protestants shows the negative relation. However, corporate 

headquarter location stills remain strongly significant for CSR level in spite of losing 

some of those religiosity variables. The results suggest that the relation between CSR 

score and corporate headquarter location can be partially explained by religiosity 

contexts. Non-religiosity factors are hypothesized to capture the remaining 

explanatory force. 

 

Table 8.2  Multivariate Regression Analysis by Controlling for Local Religiosity  

                  Factors 

 

Variables Model1 Model2 

    (Equal-weighted)     (Stakeholder-weighted)    

Constant -8.744 -1.113 

(-6.23)*** (-5.44)*** 

Explanatory variables 

Church 6.253 1.382 
(13.12)*** (19.88)*** 
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Table 8.2  (Continued) 

 

Variables Model1 Model2 

    (Equal-weighted)     (Stakeholder-weighted)    
Protestant -1.617 -0.381 

(-3.46)*** (-5.59)*** 

Control variables 

Debt ratio -1.141 -0.177 
(-9.08)*** (-9.64)*** 

Log(Asset) 0.310 0.029 
(20.32)*** (13.21)*** 

ROA 0.964 0.052 
(4.87)*** (1.82)* 

Sales growth 0.166 0.030 
(1.84)* (2.28)** 

Sales growth (-1) -0.106 0.000 
(-1.23) (0.01) 

R&D 2.29711 0.04504 
(5.18)*** (0.70) 

Control industry effect   Yes   Yes   

Control yearly effect  Yes   Yes   

No. of Observation                   10,772                               10,772  

Adjusted R2                      0.20                                  0.21  

Overall F-stat                    13.27***  14.07*** 

Location Effect a F=8.82*** F=9.86*** 
              

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
a   Joint significance test for Corporate headquarter location 

 

This empirical test is conducted on the following equation; 

 

 
 

Where  
 
The dependent variables are equal-weighted and stakeholder-weighted CSR score. “Church” and 

“Protestant” are a religiosity-related variable to measure the frequency of church attendance and the percentage of 
people of that region who belong to protestant respectively. Control variables (Controli,t) compose of Log(asset), 
Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. Log(asset) is logarithmic of asset to control for asset 

size. The debt ratio is long-term debt scaled by total assets. The return on asset is net income divided by total 
assets. The sales growth is the growth of sales revenue in that year. The sales growth(-1) is the growth of sales 

revenue on last year. R&D is the corporate R&D expense standardized by total asset. MSAl means dummy 
variables represent location of corporate headquarter based on Metropolitan Statistical Area (MSA). 
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8.2  Possible Reverse Causality Effect  

 

Basically, geographical location of firms is pre-determined with respect to 

strategic reason. It will be selected on the proximity to natural resources, customers, 

and suppliers. Investment and production side considerations, and no social 

responsible policy, are expected to show a primary effect on the initial location 

decision. Besides corporate relocation is occasional and is unlikely to be driven by a 

change in the level of CSR. Intuitively, reverse causality is unlikely to be a crucial 

concern. 

However, it might leave space for somebody to believe that corporate location 

could be endogenous since the location is not fixed permanently. Firms might select 

their location based on societal-related reason. In order to get over this anxiety, the 

study has to seek for a valid instrumental variable which could potentially be applied 

a two-stage least squares (2SLS) regression. A qualified instrumental variable is 

supposed to be related to the independent variable – corporate headquarter location 

and not related to the dependent variable – CSR. In the U.S., income per capita varies 

on the location from 29,497 USD of West Virginia to 65,329 USD of District of 

Columbia in 2007. However, it is still vague about how income per capita link to 

social responsible behavior. On one hand, individual requisites are more likely to 

fulfilled in affluent state and potentially contribute the remaining for society, but on 

the other hand, income per capita could increase with cost and competition of living. 

In spite of a high level of income, people might have to spend heavily for a living and 

leave lessor space for caring about the society. In this study, the rank of income per 

capita of such a state is chosen as instrumental variable and tests its validity through 

2SLS. To make location variable compatible to this test, it will be figured out this 

variable based on the distance from corporate headquarters to the closet top-ten 

metropolitan areas. This test is applied to two different measures of CSR (equal-

weighted and stakeholder-weighted techniques). 

Results are shown in the table below. Consider 1st stage regression, 

coefficients are significant to explain independent variable (“distance”). Then, this 

“distance” variable will be predicted by Instrumental variable and regress with CSR. 

The 2nd stage regression shows that the predicted distance is significant to explain 
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both of equal-weighted and stakeholder-weighted CSR (their t-value is strongly 

significant at the 1% level). Besides over-identification test (Sargan statistics) is not 

an issue since this study apply only one instrumental variable. From all these results, 

it can draw the conclusion that this instrumental variable is valid. 

 

Table 8.3  Check Causality Effect Between Corporate Location and CSR 

       Variables Model 1  Model 2  Model 3 Model 4 

  (t-statistic)  (t-statistic)  (t-statistic) (t-statistic) 

  1st Stage  2nd Stage  1st Stage 2nd Stage 

  Distance  EWCSR  Distance SWCSR 

   Constant 395.858  -6.600  395.858 -0.5118 

 
(5.79)***  (-7.83)***  (5.79)*** (-4.37)*** 

  

Rank of Income per Capita 

2.956  - 2.956  - 

(15.09)*** (15.09)*** 

  

Distance (Instrumented)a 

- -0.00307 - -0.000585 

 
(-4.19)*** 

 
(-5.75)*** 

  Control variables 
 

  Debt ratio -5.377  -1.215 -5.377 -0.108 

 
(-0.41)  (-8.47)*** (-0.41) (-5.43)*** 

Log(Asset) -13.608 0.355  -13.608 0.031 

 (-8.40)***  (16.84)***  (-8.40)*** (10.64)*** 

ROA 30.436 0.139  30.436 0.021 

 (1.80)* (0.74) (1.80)* (0.82) 

Sales growth 18.176 0.337  18.176 0.053 

 
(2.25)**  (3.73)*** (2.25)** (4.22)*** 

Sales growth (-1) 21.162 0.056  21.162 0.031 

 
(2.70)*** (0.64)  (2.70)*** (2.57)*** 

R&D 344.534 1.189  344.534 0.201 

 
(9.54)***  (2.69)***  (9.54)*** (3.27)*** 

    Control industry effect Yes Yes               Yes Yes 

 Control yearly effect Yes Yes  Yes Yes 

 No. of Observation      10,723           10,723       10,723        10,723  
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Table 8.3  (Continued) 
 

Variables Model 1  Model 2  Model 3 Model 4 

  (t-statistic)  (t-statistic)  (t-statistic) (t-statistic) 

  1st Stage  2nd Stage  1st Stage 2nd Stage 

  Distance  EWCSR  Distance SWCSR 

Adjusted R2          0.22               0.24           0.22  0.31 

Shea's (1997) Partial R2          0.04                     -           0.04                         - 

Overall F-stat 17.54***   21.22***  17.54***   27.04***  

          

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 

a Predicted by Instrumental variable (The rank of income per capita) 

 

This empirical test is conducted on the following equations. 

 

                          - 1st Stage 

 
     - 2nd Stage  

 

Where; 
              In the 1st stage equation, the dependent variable is Distance, which represents the distance to the closest 
top-ten metropolitan area. RANK, an instrumental variable, denotes the descending order of “Income per capita” 
of the firm’s state in given year. In the 2nd stage equation, the dependent variables (EWCSR, SWCSR) are equal-

weighted and stakeholder-weighted CSR score respectively. Predict(Dis) depict the distance to the closet top-ten 
metropolitan area, which is instrumented by the 1st equation. Control variables (Controli,t) compose of Log(asset), 

Debt Ratio, ROA, Sales growth, Sales Growth(-1), and R&D. Log(asset) is logarithmic of asset to control for asset 
size. The debt ratio is long-term debt scaled by total assets. ROA is return on total assets. The sales growth is the 

growth of sales revenue in that year. The sales growth(-1) is the growth of sales revenue on last year. R&D is the 
corporate R&D expense standardized by total asset. 

 

8.3  Address Reverse Causality Effect of CSR-CFP Studies 

 

CSR-CFP relation is one of the most intensively debated issues in CSR 

studies. This debate cuts across several academic disciplines including management, 

finance, accounting, and economics. Early on, scholars in the neoclassical economic 

framework argue that CSR strategies unnecessarily raise the firm’s costs, resulting to 

a competitive disadvantage (Aupperle et al., 1985; Friedman, 1970; McWilliams and 

Siegel, 1997). Motivated by agency theory, other studies argued that directing 

valuable corporate resources toward CSR activity results in significant managerial 

benefit rather than financial benefit to shareholders (Brammer and Millington, 2008). 
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On the contrary, there are arguments in favor of CSR. Enhanced social 

performance has been argued to lead to obtaining better resources (Cochran and 

Wood, 1984; Waddock and Graves, 1997), higher quality employees (Turban and 

Greening, 1996; Greening and Turban, 2000), better marketing of products and 

services (Moskowitz, 1972; Fombrun, 1996) and CSR may even lead to the discovery 

of unforeseen opportunities (Fombrun, Gardberg, and Barnett, 2000). Better social 

performance may also function in similar ways like advertising does, i.e. By raising 

overall demand for products and services and/or reducing consumer price sensitivity 

(Dorfman and Steiner, 1954; Navarro, 1988; Sen and Bhattacharya, 2001; Milgrom 

and Roberts, 1986). Furthermore, positive social performance could reduce the level 

of waste within productive processes (Konar and Cohen, 2001; Porter and Van Der 

Linde, 1995). 

In spite of the vast volume of research, it remains unclear whether CSR 

improves firm performance. Besides, those results are difficult to draw concreted 

inferences according to the endogeneity bias. Determining causality is a critical issue 

that has prevented scholars from drawing robust conclusions. Firms with better CSR 

may enjoy better firm price, while CSR investment is affordable for well-performing 

firms. Thus, it is ambiguous whether the direction of causality runs from CSR to firm 

performance or vice versa. To the author’s knowledge, one possible solution to 

address the endogeneity problem is the instrumental variable (IV) technique. The 

notion is to identify a variable that is highly related to CSR and yet does not influence 

firm performance, except through CSR. It is rare to find such a variable as financial 

variable tend to be correlated. For this reason, geographic location has been used as an 

instrumental variable in many prior studies as it is more likely to be exogenous. 

Outlining the methodology, ROA will be exploited to represent corporate 

finance since it has historically used by many of the CSR-CFP studies (i.e. Aupperle 

et al., 1985; Belkaoui and Karpik, 1989; Berman et al., 1999; Clemens, 2006; 

Freedman and Jaggi, 1982; Graves and Waddock, 2000; Kedia and Kuntz, 1981; 

Mahoney and Roberts, 2004; Patten, 1991; Preston and O’Bannon, 1997, etc.). 

Basically, ROA signifies the efficacy of firm’ assets performance. It is computed by 

net income scaled by total assets. 
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Geographical identification is based on MSA. This study exploits the variation 

in CSR across the MSA and estimating the impact of CSR on ROA. Particularly, the 

average CSR score of the surrounding firms in same MSA is employed as an 

instrumental variable. This variable should be a legitimate instrument for two reasons. 

First, this variable is clearly related to the CSR score of a given firm, as demonstrated 

earlier. So, it does meet the relevant criteria for an instrumental variable. Second, it 

plausibly meets the exclusion requirement, i.e. It has not evidence of correlation with 

ROA. In general, MSA is defined as an area with at least one urbanized area of 

50,000 or more population, plus adjacent territory that has a high degree of social and 

economic integration with the core as measured by commuting ties. As a result, MSA 

assignments are unlikely related to corporate financial policies or corporate 

performance. Therefore, the variation of CSR across MSA is likely exogenous. 

The two-stage least squares (2SLS) results as shown in Table 8.4. Model 1 is 

the 1st stage regression, where the CSR score is estimated by using the equal-weighted 

CSR score of the neighboring firms. By including all the control variables, the 

average of equal-weighted CSR score of the geographically proximate firms displays 

a positive and significant coefficient. Model 2 is the 2nd stage regression, where the 

instrumented value of equal-weighted CSR score is computed from the 1st stage and 

regress on ROA. The coefficient of instrumented equal-weighted CSR score is 

positive and strongly significant.  

Besides, the result is robust to stakeholder-weighted CSR score. Model 3 

displays the 1st stage regression of stakeholder-weighted CSR score and finds that the 

average of the CSR score of the firms in neighboring area is positive and significant. 

Model 4 is the 2nd stage, where the instrumented CSR score regresses on ROA. Again, 

the coefficient of this instrumented CSR score is also positive and highly significant.  

From the evidence above, CSR activities can improve corporate financial 

performance, proxied by ROA, significantly. In terms of economic interpretation, the 

coefficients of the CSR score in the 2nd stage regression are 0.00438 and 0.0261 

Therefore, an improvement in equal-weight and stakeholder-weight CSR by one unit 

raise the firm’s ROA by about 0.44% and 2.61% respectively. 
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Table 8.4  Two-stage Least Squares (2SLS) Analysis of the Effect of CSR on ROA 

Variables Model 1  Model 2  Model 3 Model 4 

  (t-statistic)  (t-statistic)  (t-statistic) (t-statistic) 

  1st Stage  2nd Stage  1st Stage 2nd Stage 

  EWCSR  ROA  SWCSR ROA 

   Constant -5.772  -0.042 -0.399 -0.698 

(-8.02)*** (-1.14)  (-4.02)*** (-3.82)*** 

  
Average CSR score of 
Geographically-close firms 

0.854  - 0.770 - 

(38.11)*** (37.06)*** 

  

CSR score (Instrumented) 

- 0.004 - 0.026 

 
(3.39)*** 

 
(3.38)*** 

  Control variables 
 

  Debt ratio -1.074  -0.170 -0.103 -0.172 

(-8.30)***  (-25.62)***  (-5.80)***  (-26.36)*** 

Log(Asset) 0.280 0.006 0.023 0.006 

 (11.77)***  (6.58)***  (10.53)*** (7.47)*** 

Sales growth 0.263 0.037 0.041 0.037 

(3.05)***  (8.71)***  (3.43)*** (8.70)*** 

Sales growth (-1) 0.034 0.025 0.262 0.024 

(0.40)  (6.01)*** (2.27)** (5.85)*** 

R&D 1.11332  -0.88392 0.15580 -0.88294 

(2.60)***  (-41.49)***  (2.64)***  (-41.27)*** 

    Control industry effect Yes Yes               Yes Yes 

 Control yearly effect Yes Yes  Yes Yes 

 No. of Observation      10,794           10,794       10,794        10,794  

Adjusted R2          0.26               0.25           0.35  0.25 

Shea's (1997) Partial R2          0.12                     -           0.11                         - 

Overall F-stat 46.62***   41.84***  70.35***   41.79***  

          

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
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This empirical test is conducted on the following equations. 

 

               - 1st Stage 

 
    - 2nd Stage  

 

Where; 
              In the 1st stage equation, the dependent variables are EWCSR and SWCSR, which represent are the equal-

weighted CSR score and stakeholder-weighted CSR score respectively. Average CSR denote an average CSR 

score of the firms located within an MSA for the given year. In the 2nd stage equation, the dependent variable is 

return on assets (ROA). CSR score (instrumented) depicts CSR score of the firm, which is predicted by the 1st 

equation. Control variables (Controli,t) compose of Log(asset), Debt Ratio, Sales growth, Sales Growth(-1), and 

R&D. Log(asset) is logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total 

assets. The sales growth is the growth of sales revenue in that year. The sales growth(-1) is the growth of sales 

revenue on last year. R&D is the corporate R&D expense standardized by total asset. 

 

In addition, a number of CSR study has tried to examine whether it is 

correlated with firm value. Lo and Sheu (2007) performed a study for the Dow Jones 

Sustainability Index, they found support for the hypothesis that sustainable policies 

cause an increase in firm value. Dowell, Hart and Yeung (2000) exploited a similar 

framework to analyze the impact of global environmental standards on firm value. 

To check the robustness, the study adopts the same 2SLS model above but 

instead uses firm value as corporate financial performance under consideration. 

Tobin’s Q was used as a proxy for firm value. This is defined as the ratio of 

the firm’s market value to the replacement cost of assets. The firm market value is 

calculated as the book value of total assets plus the market value of the equity minus 

the book value of the equity. The replacement cost of assets is calculated as being 

equal to the book value of the firm’s assets. In this way, the following formula is used 

to calculate a company’s Tobin’s Q. 

 

                           (5) 

Where BV denotes Book Value, MV denotes Market Value. 
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Table 8.5  Two-stage Least Squares (2SLS) Analysis of the Effect of CSR on Tobin’s Q 

Variables Model 1  Model 2  Model 3  Model 4 

  (t-statistic)  (t-statistic)  (t-statistic)  (t-statistic) 

  1st Stage  2nd Stage  1st Stage  2nd Stage 

  EWCSR  Tobin’s Q  SWCSR  Tobin’s Q 

   Constant -6.511  -0.042 --0.453 -0.698 

 
(-8.71)***  (-1.14) (-4.11)*** (-3.82)*** 

  
Average CSR score of 
Geographically-close firms 

0.862  - 0.106 - 

(34.46)*** 
 

(30.74)*** 
 

  

CSR score (Instrumented) 

- 0.082 - 0.067 

 
(5.05)*** 

 
(5.05)*** 

  Control variables 
 

  Debt ratio -1.203  -0.442 -0.115 -0.464 

(-8.70)***  (-5.48)***  (-6.06)*** (-5.84)*** 

Log (Asset) 0.321  -0.087 0.024 -0.076 

 (18.13)***  (-5.78)***  (9.73)*** (-7.25)*** 

  Sales growth 0.195 0.644 0.033 0.638 

(2.01)**  (11.89)*** (2.47)** (11.77)*** 

Sales growth (-1) 0.011 0.411 0.022 0.397 

(0.12)  (8.16)*** (1.77)* (7.88)*** 

R&D 1.264 5.574 0.190 5.551 

(2.83)***  (22.14)***  (3.09)*** (21.99)*** 

    Control industry effect Yes Yes               Yes Yes 

 Control yearly effect Yes Yes  Yes Yes 

 No. of Observation      8,949           8,949       8,949        8,949  

Adjusted R2          0.26               0.27           0.35  0.27 

Shea's (1997) Partial R2          0.12                     -           0.10                         - 

Overall F-stat 39.96***   40.00***  56.92***   40.07***  

          

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 

 



89 
 

This empirical test is conducted on the following equations. 

 

                       - 1st Stage 

 
    - 2nd Stage  

 

Where; 
              In the 1st stage equation, the dependent variables are EWCSR and SWCSR, which represent are the equal-

weighted CSR score and stakeholder-weighted CSR score respectively. Average CSR denote an average CSR 

score of the firms located within an MSA for the given year. In the 2nd stage equation, the dependent variable is 

Tobin’s Q. Tobin's Q proxies for growth opportunities and is calculated based on Chung and Pruitt (1994). CSR 

score (instrumented) depicts CSR score of the firm, which is predicted by the 1st equation. Control variables 

(Controli,t) compose of Log(asset), Debt Ratio, Sales growth, Sales Growth(-1), and R&D. Log(asset) is 

logarithmic of asset to control for asset size. The debt ratio is long-term debt scaled by total assets. The sales 

growth is the growth of sales revenue in that year. The sales growth(-1) is the growth of sales revenue on last year. 

R&D is the corporate R&D expense standardized by total asset. 

 

Consistent with tables 8.4, the empirical test supports the notion that CSR 

activities can increase firm value, proxied by Tobin’s Q, significantly. In terms of 

economic interpretation, the coefficients of the CSR score in the 2nd stage regression 

are 0.082 and 0.0667 Therefore, an improvement in equal-weight and stakeholder-

weight CSR by one unit raise the firm’s ROA by about 8.2% and 6.67% respectively.  

Are the results still robust when this test is conducted on such an element of 

CSR? Table 8.6 displays the result when adopts the aforesaid 2SLS with seven 

attribute of CSR. 



Table 8.6  Two-stage Least Squares (2SLS) Analysis of the Effect of Seven Attributes on ROA 

 

a. 1st Stage Regression 

Variable  COM CG DIV EMP ENV HMR PRO 

Constant  -1.8968 
(-10.15)*** 

3.7098 
(17.73)*** 

-6.9921 
(-19.93)*** 

-0.5001 
(-1.85)* 

0.9643 
(4.59)*** 

0.4159 
(4.97)*** 

-1.5062 
(-9.46)*** 

Average score of 

Geographically-close firms 

 0.8775 
(36.21)*** 

0.6622 
(24.07)*** 

0.7207 
(33.36)*** 

0.8636 
(27.23)*** 

0.7600 
(34.61)*** 

0.7375 
(24.30)*** 

0.7730 
(28.58)*** 

Control Variable          

Debt Ratio  -0.1683 
(-5.01)*** 

-0.0755 
(-2.02)* 

-0.4073 
(-6.49)*** 

-0.3211 
(-6.61)*** 

-0.0037 
(-0.10) 

0.0608 
(4.06)*** 

-0.1835 
(-6.42)*** 

Log (Asset)  0.0817 
(19.93)*** 

-0.1690 
(-35.81)*** 

0.3387 
(43.10)*** 

0.0515 
(8.70)*** 

-0.0719 
(-15.63)*** 

-0.0441 
(-23.85)*** 

0.0950 
(27.02)*** 

Sales Growth  0.0508 
(2.26)** 

0.0874 
(3.50)*** 

-0.0308 
(-0.73) 

0.1025 
(3.16)*** 

0.0452 
(1.79)*   

0.0059 
(0.59) 

0.0029 
(0.15) 

Sales Growth(-1)  0.0240 
(1.10) 

0.0101 
(0.42) 

-0.1160 
(-2.86)*** 

0.0843 
(2.68)*** 

0.0453 
(1.86)* 

0.0114 
(1.18) 

-0.0284 
(-1.53) 

R&D  0.4468 
(4.03)*** 

-1.0581 
(-8.52)*** 

0.9123 
(4.38)*** 

0.5740 
(3.57)*** 

-0.1362 
(-1.08) 

-0.1721 
(-3.47)*** 

0.6529 
(6.90)*** 

Control industry effect   Yes Yes Yes Yes Yes Yes Yes 

Control yearly effect   Yes Yes Yes Yes Yes Yes Yes 
No. of  Observation   10,794 10,794 10,794 10,794 10,794 10,794 10,794 

Adjusted R2  0.23 0.26 0.35 0.19 0.32 0.26 0.24 
Shea's (1997) Partial R2   0.11 0.05 0.09 0.06 0.10 0.05 0.07 

Overall F-stat  38.57 43.17 68.52 29.72 60.03 43.42 38.77 

 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 
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Table 8.6  (Continued) 
 
b. 2nd  Stage Regression 

Variable  COM CG DIV EMP ENV HMR PRO 
Constant  -0.0539 

(-1.46) 
-0.1184   
(-2.53)**    

-0.0509 
(-1.17)  

-0.0626 
(-1.76)* 

-0.0871 
(-2.42)** 

-0.1086 
(-2.92)*** 

-0.0593 
(-1.58) 

CSR score (Instrumented)  0.0081 
(1.55) 

0.0113 
(1.59)   

0.0024 
(0.434) 

0.0128 
(2.66)*** 

0.0166 
(3.39)*** 

0.0723 
(4.08)*** 

0.0072 
(0.92) 

Control Variable         
Debt Ratio  -0.1739 

(-26.83)*** 
-0.1750  
(-27.29)*** 

-0.1744 
(-26.57)*** 

-0.1709 
(-25.88)*** 

-0.1744 
(-27.22)*** 

-0.1798 
(-27.51)*** 

-0.1742 
(-26.57)*** 

Log (Asset)  0.0065 
(7.06)*** 

0.0095 
(5.87)*** 

0.0063 
(4.34)*** 

0.0065 
(7.99)*** 

0.0086 
(9.84)*** 

0.0110 
(9.11)*** 

0.0065 
(5.62)*** 

Sales Growth  0.0381 
(8.91)*** 

0.0375 
(8.69)*** 

0.0385 
(9.03)*** 

0.0371 
(8.66)*** 

0.0375 
(8.74)*** 

0.0380 
(8.78)*** 

0.0384 
(9.01)*** 

Sales Growth(-1)  0.0247 
(5.98)*** 

0.0248 
(5.98)*** 

0.0251 
(6.06)*** 

0.0237 
(5.73)*** 

0.0239 
(5.77)*** 

0.0239 
(5.71)*** 

0.0250 
(6.05)*** 

R&D  -0.8772 
(-41.24)*** 

-0.8566 
(-36.65)*** 

-0.8764 
(40.51)*** 

-0.8825 
(-41.37)*** 

-0.8792 
(-41.46)*** 

-0.8598 
(-39.90)*** 

-0.8782 
(-40.03)*** 

Control industry effect  Yes Yes Yes Yes Yes Yes Yes 

Control yearly effect  Yes Yes Yes Yes Yes Yes Yes 

No. of  Observation  10,794 10,794 10,794 10,794 10,794 10,794 10,794 

Adjusted R2  0.25 0.24 0.25 0.25 0.24 0.23 0.25 
Overall F-stat  41.73 41.44 41.71 42.01 41.61 40.85 41.75 

*** Significant at 1% level, ** Significant at 5% level, and *     Significant at 10% level 

This empirical test is conducted on the following equations. 
                       - 1st Stage 

                    - 2nd Stage  

 
Where; 
              In the 1st stage equation, the dependent variables (Attributei,t) are  the equal-weighted score of such an Attribute. It composes of Community (COM), Corporate Governance 
(CG), Diversity (DIV), Employee relation (EMP), Environment (ENV), Human Rights (HMR), and Product (PRO). Average CSR denote an average of such attribute score of the 
firms located within an MSA for the given year. In the 2nd stage equation, the dependent variable is Return-on-Assets (ROA). CSR score (instrumented) depicts score of the firm, 
which is predicted by the 1st equation. Control variables (Controli,t) compose of Log(asset), Debt Ratio, Sales growth, Sales Growth(-1), and R&D. Log(asset) is logarithmic of asset to 
control for asset size. The debt ratio is long-term debt scaled by total assets. The sales growth is the growth of sales revenue in that year. The sales growth(-1) is the growth of sales 
revenue on last year. R&D is the corporate R&D expense standardized by total asset. 
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Considering 2nd stage regressions, only three of seven attributes, which are 

employee relations, environment, and human rights, can be proven as the key drivers 

of corporate financial performance (ROA). It might be the case that the remaining 

four attributes are either irrelevant to corporate financial performance or endogeneity 

effect cannot be solved by using a corporate location as an IV variable.  

Based on the entire tests in this section, the study can draw the conclusion that 

even though corporate location is robust variable to explain that CSR activities can 

enhance financial performance and value, it is hard to determine that every single 

attribute can drive financial performance or value. The reasons can possibly be many 

ways. First, corporate location could be the right IV variable for aggregated score but 

not for such an attribute. Second, it might be the case that not every attribute is 

correlated with financial performance or value. Lastly, there is some attribute, which 

is actually driven by corporate performance. However, the curiosity is left for future 

research. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

CHAPTER 9 

  

CONCLUSION REMARKS 

 

Generally, this study tries to tap into the association between location and 

corporate decision-making or policies. CSR is considered as a non-financial policy, 

which has continued to catch the attention of academia over the decades. Sizable 

evidence is about the study of CSR-CFP relation to determine whether CSR can have 

an influence on financial performance. In addition, CSR has been considered as a 

pillar of corporate strategy 

Recent corporate finance literature has found that corporate geographical 

location will have an impact on corporate decision making regarding equity and debt 

issuance (Loughram and Schulz, 2006), dividend payout policy (John, Knyazeva, and 

Knyazeva, 2010), merger and acquisition (Cai and Tian, 2009), due to the fact that the 

geographical distance between firms and shareholders increases the cost of acquiring 

information and monitoring managerial behaviors. Following this line of research, this 

study brings about new evidence showing that corporate location has an influence on 

the extent of CSR.   

The two main objectives of this study are to examine 1) whether corporate 

headquarter location can signal the level of CSR and 2) how geographical proximity 

to metropolitan area affects CSR score. Considering the 1st question, the empirical 

evidence indicates that social responsible level of such firm varies across the 

corporate location. Further analysis follows the idea from Akpinar et al. (2008) that 

each industry prioritizes such a dimension of CSR differently. The result reveals that 

prioritization does not have significant influence on the association between level of 

CSR and corporate location. 

Since CSR score, represented by KLD index, can be broken down into 7 

attributes (including environment, community, diversity, employee relation, product, 

corporate governance and human right. Then, this study conducts the same test but 
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replace aggregated CSR score with that of each seven dimensions. The results follow 

the conjecture that the extent of every dimension can be explained by corporate 

headquarter location. However, its ability to explain the difference of environment, 

community, diversity, employee relation is superior to that of product, corporate 

governance and human right. This discrepancy can be explained by intense 

competition in the global market, Influence of globalization in narrowing the world, 

and some of the unrelated set of scoring questions to location. 

Consider the second question; the study tries to address how proximity to 

metropolitan area affects CSR score. Sample firms are classified into “Urban”, “Small 

City” and “Rural” based on the proximity to the metropolitan areas. The test result 

supports information asymmetry hypothesis that rural areas tend to suffer more from 

this issue than urban firms. Therefore, more intense CSR will be adopted by rural 

firms in order to expedite information transmission and bright the gap for investors. 

By investigating those seven attributes, rural firms, ceteris paribus, displays superior 

score in corporate governance and employee relation. By the notion of Rubianski 

(2007), rural firms will try their best to control employment turnover ratio according 

to the limited access to the talent pool and training cost for new staffs. CG is clear to 

be a primary tool to alleviate asymmetric information issue. 

Religiosity factors are hypothesized to be a part of location effect. There are 

considerable evidences highlighting the relation between these factors and corporate 

decision. By constructing from World Value Survey, these religiosity variables show 

some ability to capture some explanatory power of location effect. However, the 

corporate headquarter location still matter to CSR score considering non-religiosity 

factors still remain. 

The argument over the reverse causality between corporate location and CSR 

can be explained rationally and statistically. It must be decided on strategic or cost-

benefit reason. The result from 2SLS, by using rank of income per capita in that state 

as an instrumental variable, shows that the relation is driven from the corporate 

location but not the other way around 

By incorporating corporate location into CSR-CFP study, the results show that 

using a corporate location as IV variable can eradicate the possible reverse causality 

between CSR and CFP relation regardless of computational technique on CSR score. 
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However, corporate location cannot address the reverse causality suspicion for every 

seven attributes of CSR.  

In summary, this study draws the inference that 1) difference of CSR scores of 

US-listed firms can be explained by their location, 2) community, diversity, and 

environmental aspect is strongly contributed to this difference, 3) considering their 

proximity to metropolitan area, rural firms tend to display the superior CSR score to 

urban firms, 4) religiosity is proved empirically to be a part of geographical effect. 

Some non-religiosity factors are posited to explain the remaining effect, 5) suspicion 

of causal relation between corporate location and CSR is solved rationally and 

statistically, and 6) CSR is proven to be the genuine explanatory variable for 

corporate financial performance/value by using corporate location. 

For the further research area, this study is expected to provoke academic 

interest in the analysis of corporate location and non-financial corporate policies. This 

study considers corporate headquarter as a proxy of firm’s location. This might not 

cover all the corporate activities considering the different geographical diversity. For 

example, Retailer corporations run chains of large discount department stores and 

warehouse stores all over the place, while their headquarters is in the big cities to 

facilitate all of the transaction process and commercial activities. Therefore, future 

studies might focus on the geographical scope of firms and their corporate social 

performance. Handful systematic analysis of the link between corporate geographical 

diversification and CSR has been undertaken to date. Simerly and Li (2000) analyzed 

the link between US multinational firms and CSR but find no contemporaneous 

relation. In addition, this study suffers from some methodological drawback. For 

example, geographical diversity is operationally defined by revenue distribution, 

which fails to capture several significant dimensions and separate CSR into its parts. 

Brammer et al. (2006) realizes these drawbacks and measure geographical 

diversification on the countries of operation. However, their study is limited to UK 

firms and fails to address geographical diversity locally. 

Alternatively, the impact of geography on CSR, following the method in 

Bouwman (2011), can be determined by exploring how a particular firm’s CSR is 

influenced by the average score of the geographically-proximate firms. Controlling on 

S&P 500 firms is a potential area to consider since these firms operate domestically as 
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well as internationally. Thus, the geographical effect tends to be weaker for these 

firms. 

Lastly, even though this study has already addressed reverse causality problem 

of CSR-CFP relation, there are many financial performance indicators that scholar can 

possibly investigate (i.e. Credit ratings, ROE etc.). Besides, corporate location can be 

a valid instrument for aggregated CSR score only but not all of the seven attributes. 
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Description of KLD Ratings (as of 2006) 

1. Environment 

Strength 

1. Beneficial Products and 

Services (ENV-str-A) 

The company derives substantial revenues from innovative 

remediation products, environmental services, or products that 

promote the efficient use of energy, or it has developed innovative 

products with environmental benefits.  

2. Pollution Prevention 

(ENV-str-B) 

The company has notably strong pollution prevention programs 

including both emissions reductions and toxic-use reduction 

programs. 

3. Recycling (ENV-str-C) The company either is a substantial user of recycled materials as 

raw materials in its manufacturing processes, or a major factor in 

the recycling industry. 

4. Clean Energy  

(ENV-str-D) 

The company has taken significant measures to reduce its impact on 

climate change and air pollution through use of renewable energy 

and clean fuels or through energy efficiency. The company has 

demonstrated a commitment to promoting climate-friendly policies 

and practices outside its own operations. KLD renamed the 

Alternative Fuels strength as Clean Energy Strength. 

5. Communications  

(ENV-str-E) 

The company is a signatory to the CERES Principles, publishes a 

notably substantive environmental report, or has notably effective 

internal communications systems in place for environmental best 

practices. KLD began assigning strengths for this issue in 1996, and 

then incorporated the issue with the Corporate Governance: 

Transparency rating, which was added in 2005.  

6. Property, Plant, and The company maintains its property, plant, and equipment with 
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Equipment (ENV-str-F) above average environmental performance for its industry. KLD has 

not assigned strengths for this issue since 1995. 

7. Other Strength  

(ENV-str-X) 

The company has demonstrated a superior commitment to 

management systems, voluntary programs, or other environmentally 

proactive activities. 

 

Concern 

1. Hazardous Waste  

(ENV-con-A) 

The company's liabilities for hazardous waste sites exceed $50 

million, or the company has recently paid substantial fines or civil 

penalties for waste management violations. 

2. Regulatory Problems 

(ENV-con-B). 

The company has recently paid substantial fines or civil penalties 

for violations of air, water, or other environmental regulations, or it 

has a pattern of regulatory controversies under the Clean Air Act, 

Clean Water Act or other major environmental regulations. 

3. Ozone Depleting 

Chemicals (ENV-con-C). 

The company is among the top manufacturers of ozone depleting 

chemicals such as HCFCs, methyl chloroform, methylene chloride, 

or bromines. 

4. Substantial Emissions 

(ENV-con-D) 

The company's legal emissions of toxic chemicals (as defined by 

and reported to the EPA) from individual plants into the air and 

water are among the highest companies followed by KLD. 

5. Agricultural Chemicals 

(ENV-con-E). 

The company is a substantial producer of agricultural chemicals, 

i.e., pesticides or chemical fertilizers. 

6. Climate Change  

(ENV-con-F). 

The company derives substantial revenues from the sale of coal or 

oil and its derivative fuel products, or the company derives 

substantial revenues indirectly from the combustion of coal or oil 

and its derivative fuel products. Such companies include electric 

utilities, transportation companies with fleets of vehicles, auto and 

truck manufacturers, and other transportation equipment companies. 
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In 1999, KLD added the Climate Change Concern. 

7. Other Concern  

(ENV-con-X). 

The company has been involved in an environmental controversy 

that is not covered by other KLD ratings. 

 

2. Community 

Strength 

1. Charitable Giving 

(COM-str-A) 

The company has consistently given over 1.5% of trailing three year 

net earnings before taxes (NEBT) to charity, or has otherwise been 

notably generous in its giving.  

2. Innovative Giving 

(COM-str-B). 

The company has a notably innovative giving program that supports 

nonprofit organizations, particularly those promoting self-sufficiency 

among the economically disadvantaged. Companies that permit 

nontraditional federated charitable giving drives in the workplace are 

often noted in this section as well. 

3. Non-US Charitable 

Giving (COM-str-F). 

The company has made a substantial effort to make charitable 

contributions abroad, as well as in the U.S. To qualify, a company 

must make at least 20% of its giving, or have taken notably innovative 

initiatives in its giving program, outside the U.S. 

4. Support for Housing 

(COM-str-C). 

The company is a prominent participant in public/private partnerships 

that support housing initiatives for the economically disadvantaged, 

e.g., the National Equity Fund or the Enterprise Foundation. 

5. Support for Education 

(COM-str-D) 

The company has either been notably innovative in its support for 

primary or secondary school education, particularly for those 

programs that benefit the economically disadvantaged, or the 

company has prominently supported job-training programs for youth.  

8. Indigenous Peoples 

Relations  

The company has established relations with indigenous peoples in the 

areas of its proposed or current operations that respect the sovereignty, 
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(COM-str-E) land, culture, human rights, and intellectual property of the indigenous 

peoples. KLD began assigning this strength in 2000. In 2002 KLD 

moved this strength rating into the Human Rights area. 

9. Volunteer Programs 

(COM-str-G) 

The company has an exceptionally strong volunteer program. In 2005, 

KLD added the Volunteer Programs Strength. 

10. Other Strength  

(COM-str-X) 

The company has either an exceptionally strong in-kind giving 

program or engages in other notably positive community activities. 

 

Concern 

1. Investment Controversies 

(COM-con-A) 

The company is a financial institution whose lending or investment 

practices have led to controversies, particularly ones related to the 

Community Reinvestment Act. 

2. Negative Economic 

Impact (COM-con-B) 

The company’s actions have resulted in major controversies 

concerning its economic impact on the community. These 

controversies can include issues related to environmental 

contamination, water rights disputes, plant closings, "put-or-pay" 

contracts with trash incinerators, or other company actions that 

adversely affect the quality of life, tax base, or property values in 

the community. 

3. Indigenous Peoples 

Relations (COM-con-C). 

The company has been involved in serious controversies with 

indigenous peoples that indicate the company has not respected the 

sovereignty, land, culture, human rights, and intellectual property of 

indigenous peoples. KLD began assigning this concern in 2000. In 

2002 KLD moved this strength rating into the Human Rights area. 

4. Tax Disputes  

(COM-con-D) 

The company has recently been involved in major tax disputes 

involving Federal, state, local or non-U.S. government authorities, 

or is involved in controversies over its tax obligations to the 

community. In 2005, KLD moved Tax Disputes from Corporate 
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Governance to Community. 

5. Other Concern  

(COM-con-X) 

The company is involved with a controversy that has mobilized 

community opposition, or is engaged in other noteworthy 

community controversies. 

 

3. Corporate governance 

Strength 

1. Limited Compensation 

(CGOV-str-A) 

The company has recently awarded notably low levels of 

compensation to its top management or its board members. The limit 

for a rating is total compensation of less than $500,000 per year for a 

CEO or $30,000 per year for outside directors. 

2. Ownership Strength 

(CGOV-str-C) 

The company owns between 20% and 50% of another company KLD 

has cited as having an area of social strength, or is more than 20% 

owned by a firm that KLD has rated as having social strengths. When 

a company owns more than 50% of another firm, it has a controlling 

interest, and KLD treats the second firm as if it is a division of the 

first. 

3. Transparency Strength 

(CGOV-str-D) 

The company is particularly effective in reporting on a wide range of 

social and environmental performance measures, or is exceptional in 

reporting on one particular measure. In 2005, KLD added the 

Transparency Strength, which incorporates information from the 

former Environment: Communications Strength (ENV-str-E) as part 

of its content. 

4. Political Accountability 

Strength  

(CGOV-str-E) 

The company has shown markedly responsible leadership on public 

policy issues and/or has an exceptional record of transparency and 

accountability concerning its political involvement in state or federal-

level U.S. politics, or in non-U.S. politics. In 2005, KLD added the 
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Political Accountability Strength. 

5. Other Strength  

(CGOV-str-X). 

The company has a unique and positive corporate culture, or has 

undertaken a noteworthy initiative not covered by KLD’s other 

corporate governance ratings. 

 

Concern 

1. High Compensation 

(CGOV-con-B) 

The company has recently awarded notably high levels of 

compensation to its top management or its board members. The limit 

for a rating is total compensation of more than $10 million per year 

for a CEO or $100,000 per year for outside directors. 

2. Ownership Concern 

(CGOV-con-F). 

The company owns between 20% and 50% of a company KLD has 

cited as having an area of social concern, or is more than 20% owned 

by a firm KLD has rated as having areas of concern. When a 

company owns more than 50% of another firm, it has a controlling 

interest, and KLD treats the second firm as if it is a division of the 

first. 

3. Accounting Concern 

(CGOV-con-G) 

The company is involved in significant accounting-related 

controversies. In 2005, KLD added the Accounting Concern. 

4. Transparency Concern 

(CGOV-con-H). 

The company is distinctly weak in reporting on a wide range of 

social and environmental performance measures. In 2005, KLD 

added the Transparency Concern. 

5. Political Accountability 

Concern  

(CGOV-con-I) 

The company has been involved in noteworthy controversies on 

public policy issues and/or has a very poor record of transparency 

and accountability concerning its political involvement in state or 

federal-level U.S. politics, or in non-U.S. politics. In 2005, KLD 

added the Political Accountability Concern. 

6. Other Concern  

(CGOV-con-X) 

The company is involved with a controversy not covered by KLD’s 

other corporate governance ratings. 
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4. Diversity 

Strength 

1. CEO (DIV-str-A). The company's chief executive officer is a woman or a member of a 

minority group. 

2. Promotion (DIV-str-B) The company has made notable progress in the promotion of women 

and minorities, particularly to line positions with profit-and-loss 

responsibilities in the corporation. 

3. Board of Directors 

(DIV-str-C). 

Women, minorities, and/or the disabled hold four seats or more (with 

no double counting) on the board of directors, or one-third or more of 

the board seats if the board numbers less than 12. 

4. Work/Life Benefits 

(DIV-str-D) 

The company has outstanding employee benefits or other programs 

addressing work/life concerns, e.g., childcare, elder care, or flextime. 

In 2005, KLD renamed this strength from Family Benefits Strength. 

5. Women & Minority 

Contracting  

(DIV-str-E) 

The company does at least 5% of its subcontracting, or otherwise has 

a demonstrably strong record on purchasing or contracting, with 

women and/ or minority-owned businesses. 

6. Employment of the 

Disabled (DIV-str-F) 

The company has implemented innovative hiring programs; other 

innovative human resource programs for the disabled, or otherwise 

has a superior reputation as an employer of the disabled. 

7. Gay & Lesbian Policies 

(DIV-str-G) 

The company has implemented notably progressive policies toward 

its gay and lesbian employees. In particular, it provides benefits to 

the domestic partners of its employees. In 1995, KLD added the Gay 

& Lesbian Policies Strength, which was originally titled the 

Progressive Gay/Lesbian Policies strength 

8. Other Strength  

(DIV-str-X) 

The company has made a notable commitment to diversity that is not 

covered by other KLD ratings. 
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Concern 

1. Controversies  

(DIV-con-A) 

The company has either paid substantial fines or civil penalties as a 

result of affirmative action controversies, or has otherwise been 

involved in major controversies related to affirmative action issues. 

2. Non-Representation 

(DIV-con-B) 

The company has no women on its board of directors or among its 

senior line managers. 

3. Other Concern  

(DIV-con-X) 

The company is involved in diversity controversies not covered by 

other KLD ratings. 

 

5. Employee relation 

Strength 

1. Union Relations  

(EMP-str-A) 

The company has taken exceptional steps to treat its unionized 

workforce fairly. KLD renamed this strength from Strong Union 

Relations. 

2. No-Layoff Policy 

(EMP-str-B). 

The company has maintained a consistent no-layoff policy. KLD has 

not assigned strengths for this issue since 1994. 

3. Cash Profit Sharing 

(EMP-str-C) 

The company has a cash profit-sharing program through which it has 

recently made distributions to a majority of its workforce. 

4. Employee Involvement 

(EMP-str-D) 

The company strongly encourages worker involvement and/or 

ownership through stock options available to a majority of its 

employees; gain sharing, stock ownership, sharing of financial 

information, or participation in management decision-making. 

5. Retirement Benefits 

Strength (EMP-str-F) 

The company has a notably strong retirement benefits program. KLD 

renamed this strength from Strong Retirement Benefits. 

6. Health and Safety 

Strength (EMP-str-G) 

The company has strong health and safety programs. 

7. Other Strength  The company has strong employee relations initiatives not covered 
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(EMP-str-X). by other KLD ratings. 

 

Concern 

1. Union Relations  

(EMP-con-A) 

The company has a history of notably poor union relations. KLD 

renamed this concern from Poor Union Relations. 

2. Health and Safety 

Concern (EMP-con-B) 

The company recently has either paid substantial fines or civil 

penalties for willful violations of employee health and safety 

standards, or has been otherwise involved in major health and safety 

controversies. 

3. Workforce Reductions 

(EMP-con-C) 

The company has made significant reductions in its workforce in 

recent years. 

4. Retirement Benefits 

Concern  

(EMP-con-D) 

The company has either a substantially underfunded defined benefit 

pension plan, or an inadequate retirement benefits program. In 2004, 

KLD renamed this concern from Pension/Benefits Concern. 

5. Other Concern  

(EMP-con-X) 

The company is involved in an employee relations controversy that is 

not covered by other KLD ratings. 

 

6. Human Rights 

Strength 

1. Positive Record in 

South Africa  

(HUM-str-A) 

The company’s social record in South Africa is noteworthy. KLD 

assigned strengths in this category in 1994 and 1995. 

2. Indigenous Peoples 

Relations Strength 

(HUM-str-D) 

The company has established relations with indigenous peoples near 

its proposed or current operations (either in or outside the U.S.) that 

respect the sovereignty, land, culture, human rights, and intellectual 

property of indigenous peoples. In 2000, KLD added the Indigenous 

Peoples Relations Strength. In 2004, KLD moved this item from 
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Community to Human Rights. 

3. Labor Rights Strength 

(HUM-str-G) 

The company has outstanding transparency on overseas sourcing 

disclosure and monitoring, or has particularly good union relations 

outside the U.S., or has undertaken labor rights-related initiatives that 

KLD considers outstanding or innovative. In 2002, the Labor Rights 

Strength was added. 

4. Other Strength  

(HUM-str-X). 

The company has undertaken exceptional human rights initiatives, 

including outstanding transparency or disclosure on human rights 

issues, or has otherwise shown industry leadership on human rights 

issues not covered by other KLD human rights ratings. 

 

Concern 

1. South Africa  

(HUM-con-A) 

The company faced controversies over its operations in South Africa. 

KLD assigned concerns for this issue from 1991 to 1994. 

2. Northern Ireland 

(HUM-con-B) 

The company has operations in Northern Ireland. KLD assigned 

concerns for this issue from 1991 to 1994. 

3. Burma Concern  

(HUM-con-C) 

The company has operations or direct investment in, or sourcing 

from, Burma. KLD started assigning concerns for this issue in 1995. 

4. Mexico (HUM-con-D) The company's operations in Mexico have had major recent 

controversies, especially those related to the treatment of employees 

or degradation of the environment. KLD assigned concerns for this 

issue from 1995 to 2002. 

5. Labor Rights Concern 

(HUM-con-F) 

The company's operations have had major recent controversies 

primarily related to labor standards in its supply chain. KLD started 

assigning concerns for this issue in 1998, and subsequently renamed 

it from International Labor Concern. KLD subsequently created the 

Labor Rights Concern using data from the International Labor 

Concern. KLD started assigning concerns for this issue in 1998. 
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6. Indigenous Peoples 

Relations Concern 

(HUM-con-G) 

The company has been involved in serious controversies with 

indigenous peoples (either in or outside the U.S.) that indicate the 

company has not respected the sovereignty, land, culture, human 

rights, and intellectual property of indigenous peoples. KLD started 

assigning concerns for this issue in 2000. 

7. Other Concern  

(HUM-con-X) 

The company’s operations have been the subject of major recent 

human rights controversies not covered by other KLD ratings. 

 

7. Product 

Strength 

1. Quality (PRO-str-A) The company has a long-term, well-developed, company-wide 

quality program, or it has a quality program recognized as 

exceptional in U.S. industry. 

2. R&D/Innovation  

(PRO-str-B) 

The company is a leader in its industry for research and 

development (R&D), particularly by bringing notably innovative 

products to market. 

3. Benefits to Economically 

Disadvantaged  

(PRO-str-C) 

The company has as part of its basic mission the provision of 

products or services for the economically disadvantaged. 

4. Other Strength  

(PRO-str-X) 

The company's products have notable social benefits that are highly 

unusual or unique for its industry. 

 

Concern 

1. Product Safety 

 (PRO-con-A) 

The company has recently paid substantial fines or civil penalties, 

or is involved in major recent controversies or regulatory actions, 

relating to the safety of its products and services. 

2. Marketing/Contracting The company has recently been involved in major marketing or 
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Concern 

 (PRO-con-D) 

contracting controversies, or has paid substantial fines or civil 

penalties relating to advertising practices, consumer fraud, or 

government contracting. 

3. Antitrust (PRO-con-E) The company has recently paid substantial fines or civil penalties 

for antitrust violations such as price fixing, collusion, or predatory 

pricing, or is involved in recent major controversies or regulatory 

actions relating to antitrust allegations. 

4. Other Concern (PRO-

con-X) 

The company has major controversies with its franchises, is an 

electric utility with nuclear safety problems, defective product 

issues, or is involved in other product-related controversies not 

covered by other KLD ratings. 
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