

mailto:xian.sun@k4 350 5A1edu

1. Introduction

Why do firms engage in socially disapproved behavior? What factors discourage such behavior in
favor of social responsibility? In 2007, about 84% of U.S. public firms engaged in at least one “socially
disapproved” behavior (as defined and determined by KLD Research and Analytics, Inc.; hereafter
“KLD”).The average number of such behaviors was 2, with a range of 0-18 and categories spanning
community, environment, diversity, corporate governance, employee, product safety, and humanity,
among others. Given ample evidence of links between socially disapproved corporate behavior and
negative consequences like lawsuits, market share deterioration, network partner losses, and public
disapproval (e.g., Strachan, et al., 1983; Davidson, et al., 1994; Baucus and Baucus, 1997; Haunschild, et
al., 2006; Karpoff, et al., 2008; and Nossiter, 2010), the continued prevalence of socially disapproved
behavior remains puzzling, and the contributing factors remain important to investigate.

Beyond their obvious practical import, the continued prevalence of socially disapproved behavior
(hereafter “CSR concerns” in accordance with KLD terminology) cuts to the heart of important
theoretical puzzles in the corporate social responsibility (CSR) literature. If avoiding CSR concerns has
such significant consequences for firm value and performance (e.g., Jo, et al., 2009; Simpson and Koshers,
2002; Trudel and Cotte, 2009; Wu and Shen, 2013, and Kruger, 2015), why does integrating policies that
reduce CSR concerns into core business functions remain the most significant leadership challenge facing
companies today (State of Sustainable Business Survey by BSR, 2014)*? Could mitigating CSR concerns
require resources that firms simply do not have? Or, might the relationship go the other way, with firm
performance actually driving CSR concerns?

Despite voluminous research attention, the nature and direction of the relationship between firm
performance and CSR concerns remains unclear. In particular, despite theory and evidence suggesting
that decreased CSR concerns improve firm performance (e.g., Jo, et al., 2009; Simpson and Koshers,
2002)
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CSR investments as merely a “cost of doing business,” engaging in the minimal amount of positive CSR
and maximal amount of CSR concerns to match their peer organizations (Matten & Moon, 2008), then
there should be no relationship between firm wealth and CSR. This perspective also accords with
economic theory suggesting that companies should maximize shareholders’ value rather than internalizing

the negative externalities they






To investigate whether firms have a hierarchy of investment options and where CSR may rank in
this hierarchy, we first split our data by the level of financial constraint that a firm faces. In support of our

conjecture,



relatively certain, the variation in firms’ reaction to real estate shocks is particularly strong in states with
less volatile (more stable) real estate prices.

Finally, our prospect theory logic is based on the idea that real estate gains and losses change
firms’ risk preferences, in service of protecting shareholder value. In other words, prospect theory would
suggest that firms accept more CSR concerns after losses because losses increase their risk tolerance and
their worries about shareholder value, whereas they reduce their CSR concerns after gains because gains
reduce their risk tolerance and worries about shareholder value. Although our data did not allow us to
measure firm risk preferences before CSR choices were made, we did conduct an indirect test of the
theory by assessing whether the reduction of CSR concerns was successful in reducing firms’ risk
exposure and securing shareholder value. Cross-sectional and firm fixed effect regression analyses, using
stock return volatility as our measure of firm total risk (Armstrong and Vashishtha, 2011), support the
idea that reducing CSR concerns reduces risk, while increasing CSR concerns increases risk. Additionally,
following a common valuation method (Denis et al., 2010; Faulkender and Wang, 2006), we show that
increasing CSR concerns significantly reduces stock returns. This result is consistent with those reported
by Kruger (2014). In sum, analyses of firm risk and stock returns indirectly support our argument that
firms’ decision to engage in less (more) socially disapproved behavior when they become wealthier
(poorer) is driven by their risk tolerance and worries about shareholder value.

Overall, our research suggests that firms consider adjustments to CSR concerns an investment
decision; thus, this decision is influenced by firm wealth. The relative attractiveness of adjustments to
CSR concerns, however, depends on several organizational variables that influence the structure of their
investment hierarchy (financial slack, political climate, corporate governance, and analyst coverage).
Furthermore, based on prospect theory, we show that firm reactions to wealth gains and losses are not
symmetric: wealth gains reduce CSR concerns, but wealth losses increase CSR concerns even more
markedly, causing firms to cut proverbial corners.

Our study contributes to the literature on the link between firm performance and CSR (see
Kitzmueller and Shimshack, 2012 for a review on the economics of CSR). This literature has revealed
negative, positive, and neutral links (McWilliams and Siegel, 2000; 2001), partially because of the
difficulties in establishing causality. Our paper differs by focusing on a causal relationship between firm
value and CSR policies. To our knowledge, ours is the first attempt to provide genuine causal evidence
about the influence of firm performance on CSR, and our data clearly documents such a relationship. In
addition, our last set of empirical tests suggest a reciprocal relationship, with firm performance causing
CSR behavior, which reciprocally influences firm performance.

Additionally, our paper contributes to the management literature. First, it offers support for the

hypothesis that organizations may often act like individuals (e.g., Fiegenbaum and Thomas, 1988), as the



organizations are led and operated by individuals whose decisions are guided by
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example, Fazzari et al. (1988) argue that factors such as investment tax credits or depreciation allowances
may be more important than the cost of capital for investment decisions. Firms’ CSR policies may be
impacted not only by resource availability, but also by the cash flow effects they bring compared to other

investment opportunities such purchase of property.

2.3 Hypothesis Development

2.3.1 Investment Opportunities and CSR Concerns

CSR need not be a charitable donation nor a marketing scheme. The CSR literature has presented some
links between firms’ CSR policies and their actual risk management and performance. Godfrey (2005),
for example, presents a theory suggesting that corporations increase philanthropy to generate moral
capital, which provides “insurance-like” protection for shareholder wealth. Minor and Morgan (2011)
show that enhanced CSR reputation protects firms from negative corporate events like product recalls.
Several leading companies including GE, Nestle, and Johnson & Johnson have started incorporating CSR
into their daily business operations under the “shared value” model (Porter and Kramer, 2011), which

emphasizes that firms can generate economic value in a way that also produces value for society. These



Hypothesis 1A: Firms consider CSR concern reduction an investment decision, resulting in a negative

relationship between firm wealth changes and CSR concerns.

On the other hand, firms may consider investing in CSR concern reduction not because they view
it as an investment decision, but because they anticipate negative consequences if they fail to do so. In
other words, firms may consider CSR concern reduction a “cost of doing business,” a potentially well-
founded view in light of the risks associated with falling below benchmarks on the CSR concerns. For
example, firms that perform poorly on the environmental or human rights dimensions open themselves up
to a host of issues from unflattering media attention, to lawsuits, to boycotts (e.g., Strachan, et al., 1983;
Davidson, et al., 1994; Baucus and Baucus, 1997; Haunschild, et al., 2006; Karpoff, et al., 2008; and
Nossiter, 2010). Thus, firms may engage in the minimal amount of positive CSR necessary or maximal
amount of CSR concerns allowable to avoid attracting attention, which could readily result in an
isomorphic pattern whereby peer organizations attempt to mutually match their CSR activities (Matten &
Moon, 2008).
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prioritize CSR
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Do wealth gains and wealth losses have symmetric effects on firms’ CSR decisions? The answer is
important for many reasons, including the potentially varying implications for CSR concerns of
recessionary and expansionary economic conditions.

To address this issue, we draw from prospect theory (Kahneman and Tversky, 1979): a basic
theory of human choice suggesting that people react differently to perceived gains and losses. Although
gains are preferred to losses, “losses loom larger than gains,” meaning that the “pain” associated with a $1
loss is greater than the “pleasure” associated with a $1 gain. This leads to an S-shaped utility curve with a
steeper curve in the loss domain; the critical implication for the current paper is that people who perceive
an outcome as a loss tend to become relatively more risk-seeking to reverse the loss, whereas people who
perceive a gain become more risk-averse to preserve the gain.

In addition to explaining a wide variety of individual behaviors, prospect theory has been
effectively applied to firm behavior (Allison, 1971; Bowman, 1982; Fiegenbaum and Thomas, 1988).
Fiegenbaum and Thomas (1988), for example, showed that firms whose performance fell below an
aspiration point (a perceived loss) became risk-seeking, whereas firms whose performance rose above an

aspiration point (a perceived gain) became risk-averse. Additionally, university endowments actively
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3. Data Description and Summary Statistics

3.1 Real Estate Shocks and CSR

We start from the sample of active U.S. COMPUSTAT firms in 1993 with non-missing total assets,
excluding firms in finance industries (SIC code between 6000 and 6999). We then collect data on the

value of real estate assets
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firm wealth would be determined by both the numerator (how much the value of the real estate assets held
in 1993 changes afterwards) and the denominator (how much real estate firms purchase at higher market
prices afterwards).

Figure 2 presents the trend of the percentage of firms experiencing positive changes, suggesting
wealth gains, in RE Value, during the sample period. It shows that the number of firms experiencing
positive real estate shocks (and likely benefitting from it because of the gains from the difference between
the higher market price and the lower historical purchasing price) increases steadily during the 1990s and
the early 2000s before it starts to decline after 2003. Note that we are interested in the impacts of real
estate shocks on individual firms, depending on their holding of real estate assets in 1993. Even though
our data end before the collapse of the housing market starting in 2008, Figure 2 shows that the sample
includes numerous firm-year observations with both positive and negative real estate shocks. In the
regression analysis presented in the following section, we include both firm-level real estate shocks and

the state-level housing price indices (HPI).

[Insert Figure 2 Here]

We define CSR concerns as corporate activities that KLD has recognized as having a socially
disapproved impact on stakeholders like the community, employees, shareholders, customers and
environment, etc. The KLD database contains firm-year data, including thirty-four binary scores in seven
categories: corporate governance, employee relations, environment, community, diversity, human rights,
and product quality and safety. The variable Concerns_all, is the total number of such concerns for a firm
in year t. For instance, KLD indicates that Wal-Mart Stores, Inc. had eleven concerns in 2005 in the
following areas: community (other), corporate governance (high compensation), diversity (controversies
and other), employee relations (union relations and other), environment (regulatory problems), human
rights (labor rights concern), and three product concerns (safety, marketing and antitrust). Therefore the
Concerns_all; score for Wal-Mart Stores, Inc. in 2005 is eleven. It increases to fifteen in 2006, and the
increase is due to employee relations (health and safety concern), two more corporate governance
concerns (political accountability concern and other), community (negative economic impact). Figure 3
presents the number of average CSR concerns across all firms during the sample period. The number of

concerns remains relatively stable around 2 and starts to increase significantly around 2004.

[Insert Figure 3 Here]

3.2 Summary Statistics
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Since the KLD dataset starts to provide CSR scores for the S&P 500 in the 1990s, we end with a sample
of 2,936 firm-year observations that have both CSR and real estate value information available. Table 1
presents the summary statistics.

Table 1 shows that the average number of CSR concerns is 2.227, ranging from zero to as many
as 18. The average RE Value is 0.496, suggesting that the market value of real estate accounts for almost
half of our sample firms’ fixed assets. The untabulated median RE Value is 0.356, and it is comparable to
the value of 0.280 reported by Chaney et al. (2012). They use the same data period as ours but include all
firms that report real estate ownership in 1993. Due to data availability, we use a smaller sample that
includes the larger firms, for which CSR data is available.

We also report the state-level HPI volatility, which is the standard deviation of the state-level HPI
during the sample period. The average value is 80.704. The untabulated statistics show that the five most
volatile states/territories during the sample period are Massachusetts, New York, Washington D.C.,
California, and Rhode Island, and the least volatile are Nevada, Louisiana, West Virginia, Texas, and
Oklahoma.

As noted, our sample includes the largest public U.S. firms because of data availability. The
summary shows that the average value of total assets is $7.321 billion, and the average value of market
value of equity is $13.412 billion. To provide more insight into the sample, we rank our sample firms
with the population of U.S. public firms by market value in each year, by quartiles. The summary
statistics show that the average size quartile of our sample firms is 3.948, suggesting that they rank above
the top 75"
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is located in a ““Red”” or ““Blue”” state, is known to influence their corporate social responsibility
(Rubin, 2008). We measure local political preference by collecting data on all of the donations individuals
make during each election cycle, and then sort them by five-digit zip codes. We code the local political
environment as Local Dem if the donations made to Democratic parties during an election cycle are
higher than the donations made to Republican parties (relatively few were made to other parties). Our

results show that the average value of Local Dem
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million when firm’s stock price changes by 1%. This value is higher than the mean value of $0.6 million
reported by Coles et al. (2006) because of a different sample period and set of firms®*.

The third moderator that may influence firms’ taste of CSR is infomediaries. We use the number
of analysts following our sample firms as a proxy. The range is 0-30, and the average in our sample is
7.372.

4, Main Results
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each additional $1 of real estate the firm actually owns. This specification helps us to isolate our results
from the state-level shocks that impact all firms with or without real estate assets.

Table 2 presents estimates of the equation. The dependent variable is the number of CSR
concerns. All models control for year-specific and firm-specific effects, and errors are clustered at state-
year level. Model 1 starts with the simplest estimation, including just RE Value; without additional
controls. It shows that a one percentage increase in the market value of real estate assets reduces the
number of CSR concerns by 0.430. Or, put in another way, a 2.325 percentage increase in the market
value of real estate assets leads to one reduction in the number of CSR concerns. The adjusted R%is 0.737,

suggesting that RE Value;; and the controls
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the majority of the Senate Majority Leader is Republican. These two new variables are included to

capture the political environment for CSR.

[Insert Table 4 Here]

Model 2 shows that the previously reported negative causation of real estate shocks is particularly
driven by (the minority of) firms located in Democratic-leaning areas. The coefficient is -0.439
(significant at 1%). The coefficient is negative but not significant for firms located in Republican-leaning
areas. These results suggest that wealth is a particularly important driver of CSR concern adjustments for

firms with Demaocratic preferences
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compensation. The results are reported in Table 7. We split the sample by the median value of E index
and by CEO delta.

[Insert Table 7]

The results show that the negative causation between RE Value and CSR concerns is particularly

driven by firms with stronger corporate governance (less entrenched managers and CEOs with more

personal wealth exposed to firm stock price changes).
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observations associated with positive real estate shocks and those with negative shocks. The results are
reported in Panel A of Table 9. Furthermore, based on prospect theory’s implication that sure gains and
losses are more motivating than tenuous gains and losses, we split the sample into subsamples according
to the state-level HPI volatility. We predicted that the observed trends would be more evident in states

with relatively stable HPI prices, suggesting sure gains or sure losses.

[Insert Table 9 Here]

Models 1 and 2 report the results for the groups of firms with real estate gains or losses. Models 3
to 6 present the results for the subgroups of such firms, by the state-level HPI volatility. Model 2 shows
that the coefficient on RE Value;; is 0.678 (significant at the 1% level) for the group of firms experiencing
negative real estate shocks, which is about four times larger than the coefficient for the group of firms
with positive shocks. This result supports the prediction of prospect theory that losses will loom larger
than gains. It appears that firms are more aggressive in revising their CSR policies when experiencing
negative real estate shocks than when experiencing positive shocks. Put differently, they increase their
CSR concerns following losses more readily than they reduce their CSR concerns following gains (a
potentially troubling result). Models 3 and 6 show that the observed steeper slope in the wealth-loss firms
is particularly apparent in states with low HPI volatilities, which is consistent with prospect theory’s
“certainty effect,” indicating that sure losses and sure gains factor more heavily than uncertain losses and
gains.

Given the increasing public attention to socially disapproved behaviors, an interesting question is

how firms change their CSR policies, especially when they allow their CSR concerns to increase. Is there
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5. CSR and Firm Risk and Value
Although the literature has long been divided on the relationship between CSR and firm performance (as

noted;
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(Earnings), change in R&D expenses, change in interest expenses, change in dividends, lagged cash
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concerns is prospect theory (Kahneman and Tversky, 1979). This well-known theory suggests that “losses
loom larger than gains” and that people prefer less risk after sure gains versus more risk after sure losses.
Our empirical results not only support the negative relation between wealth and CSR concerns; they also
show that the negative effect looms larger when firms experience wealth losses than wealth gains. In
other words, firms appear more willing to increase their socially disapproved behaviors after a loss than
decrease them after a gain.

In conclusion, our study attempts to resolve theoretical puzzles in the CSR literature and shed

practical light on discouraging

27



Berger, A., Frame, S., loannidou, V., 2011. Tests of ex ante versus ex post theories of collateral using
private and public information. Journal of Financial Economics 100, 85-97.

Bertrand, M., Duflo, E., Mullainathan, S., 2004. How Much Should We Trust Differences-in-Differences
Estimates? Quarterly Journal of Economics 119, 249-75.

Bertrand, M., Schoar, A., 2003. Managing with style: the effect of managers on firm policies Quarterly
Journal of Economics 118, 1169-1208.

Black, F., Scholes, M., 1973. The pricing of options and corporate liabilities. Journal of Political
Economy 81, 637-654.

Bowman, E., 1982. Risk Seeking by Troubled Firms. Sloan Management Review 23, 33-42.

Brown, J. R., Dimmaock, S. G., Kang, J. K., Weisbenner, S., 2014. How university endowments respond
to financial market shocks: evidence and implications. American Economic Review 104, 931-962.

Chaney, T., Sraer, D., Thesmar, D., 2012. The collateral channel: How real estate shocks affect corporate
investment. American Economic Review 102, 2381-2409.

Chatterji, A. K., Levine, D. I., Toffel, M. W., 2009. How well do social ratings actually measure
corporate social responsibility? Journal of Economics and Management Strategy 18, 125-169.

Chung, K., Jo, H., 1996. The impact of security analysts’ monitoring and marketing functions on the
market value of firms. Journal of Financial and Quantitative Analysis 31, 493-512.

Coles, J. L., Daniel, N. D., Naveen, L., 2006. Managerial incentives and risk- taking. Journal of Financial
Economics 79, 431-468.

Core, J., Guay, W., 2002. Estimating the value of employee stock option portfolios and their sensitivities
to price and volatility. Journal of Accounting Research 40, 613-630.

Coval, J. D., and Shumway, T., 2005. Do Behavioral Biases Affect Prices? Journal of Finance 60, 1-34.

Cvijanovic, D., 2014. Real estate prices and firm capital structure. Review of Financial Studies,
forthcoming.

Davidson, W. N., Worrell, D., Cheng, L. T. W., 1994. The effectiveness of OSHA penalties: A stock-
market-based test. Industrial Relations 33, 283-296.

Deng, X., Kang, J., Low, B., 2013. Corporate social responsibility and stakeholder value maximization:
Evidence from mergers. Journal of Financial Economics 110, 87-1009.

Denis, D.J., Sibilkov, V., 2010. Financial constraints, investment, and the value of cash holdings. Review
of Financial Studies 23, 247-269.

Di Giuli, A. and Kostovetsky, L., 2012, Are red or blue companies more likely to go green? Politics and
corporate social responsibility. Journal of Financial Economics 111, 158-180.

Faulkender, M., Wang, R., 2006. Corporate financial policy and the value of cash. Journal of Finance 61,
1957-1990.

28



Fiegenbaum, A., Hart, S., Schendel, D., 1996. Strategic reference point theory. Strategic Management
Journal 17, 219-235.

29



Karpoff, J. M. Lott, J. R. and Wehrly, E. W., 2005. The Reputational Penalties for Environmental
Violations: Empirical Evidence. Journal of Law and Economics48, 653-675.

Karpoff, J. M., Lee, D. S., Martin, G. S., 2008. The cost to firms of cooking the books. Journal of
Financial and Quantitative Analysis 43, 581-612.

Knyazeva, D. 2007. Corporate governance, analyst following and firm behavior. Working paper, Simon
School of Business, University of Rochester.

Kruger, P., 2015. Corporate goodness and shareholder wealth. Journal of Financial Economics 115, 304-
329.

Hall, B.J., Liebman, J.B., 1998. Are CEOs really paid like bureaucrats? Quarterly Journal of Economics
113, 6531691.

Hoi, C. K., Wu, Q., Zhang, H., 2013. Is corporate social responsibility (CSR) associated with tax

30



Moser, D. V., Martin. P. R., 2012. A broader perspective on corporate social responsibility research in
accounting. The Accounting Review 87 (3): 797-806.

Murphy, K. J., 1999. Executive compensation. In: Orley, A., David, C. (Eds.), Handbook of Labor
Economics, Vol. 3. North-Holland, Amsterdam.

Nelson, T. R., Potter, T., Wilde, H. H., 2000. Real estate asset on corporate balance sheets. Journal of
Corporate Real Estate 2, 29-40.

Nossiter, A., 2010. Half a world from the Gulf, a spill scourge 5 decades old. New York Times, June 17:
Al.

Pigou, A., 1920. The Economics of Welfare. McMillan and Co, London.

Pollock, T. G., Rindova, V. P., 2003. Media legitimation effects in the market for initial public offerings.
Academy of Management Journal 46, 631-642.

Porter, Michael E., and Mark R. Kramer. "Creating Shared Value." Harvard Business Review 89, nos. 1-2
(January—February 2011).

Preston, L. E. and D. P. O’Bannon: 1997. The corporate social-financial performance relationship: A
typology and analysis. Business and Society 36, 419-429.

Rao, H. 1994. The social construction of reputation: Certification contests, legitimation, and the survival
of organizations in the American automobile industry. Strategic Management Journal 15, 29-44.

Rubin, A. 2008. Political views and corporate decision making: The case of corporate social
responsibility. Financial Review 43, 337-360.

Sanders, G., 2001. Behavioral responses of CEQOs to stock ownership and stock option pay. Academy of
Management Journal 44, 477-492.

Schrand, C., Unal, H., 1998. Hedging and co-ordinated risk management. Journal of Finance 53, 979—
1013.

Singh, J. 1986. Performance, slack, and risk taking in organizational decision making. Academy of
Management Journal 29, 562-585.

Simpson WG, Kohers T., 2002. The link between corporate social and financial performance: evidence
from the banking industry. Journal of Business Ethics 35, 97-1009.

Smith, C., Stulz, R., 1985. The determinants of firms’ hedging policies. Journal of Financial and
Quantitative Analysis 20, 391-405.

Strachan, J., Smith, D., Beedles, W., 1983. The price reaction to (alleged) corporate crime. Financial
Review 18, 121-132.

Trudel, R. and Cotte, J., 2009. Does it pay to be good? MIT Sloan Management Review 50, 61-68.

Waddock, S. A., Graves, S. B., 1997. The Corporate social performance-financial performance link.
Strategic Management Journal 18, 303-3109.

31


http://hbr.org/2011/01/the-big-idea-creating-shared-value/ar/1

Wiseman, R. M., Gomez-Mejia, L. R., 1998. A behavioral agency model of managerial risk taking.
Academy of Management Review 23, 133-153.

Wu, M., Shen, C., 2013. Corporate social responsibility in the banking industry: Motives
and financial performance. Journal of Banking and Finance 37, 3529-3547.

Yu, F., 2008. Analyst coverage and earnings management. Journal of Financial Economics 88, 245-271.

32






Table 2
Wealth Effect and CSR Concerns

This table presents the empirical link between the value of real estate and CSR concerns. The dependent variable is
the number of CSR concerns. Py is the state-level HPI index. LnMkt;
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Panel B: Impacts on Alternative Investments

CAPEX Intangible Assets
Constrained Unconstrained Constrained Unconstrained

REValuej 0.0%)3* 0.501 0.0138** 0.05‘(1;)***

(0.065) (0.419) (0.014) (0.009)
Control Variables Yes Yes Yes Yes
Year and Firm Fixed Effects Yes Yes Yes Yes
State-year Cluster 533 518 533 518
Firms 380 421 380 421
Obs. 2,648 3,675 2648 3,675
Adj. R? 0.595 0.647 0.633 0.633
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Table 4
Wealth Effect on CSR Concerns and Investment Hierarchy:
by Local Political Preferences

This table presents the results by local political preferences. The control variables in columns 1 and 2 are the same
as those used in table 2. Columns 3 to 5 add more political variables to the baseline model. Red states refers to those
states with more residents donating to Republican party and Blue states refers to those to Democratic party.
Reppresident,
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Table 5
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Table 6
Wealth Effect on CSR Concern Categories and Investment Hierarchy: by CEO Political Preferences

This table presents the results by CEO political preferences in the states with low volatility. The dependent variables are the number of the CSR concerns in the
CSR categories that have significant results for the main variables. The control variables are the same as those used in table 2 plus the political variables used in
Table 5. Dem CEO refers to those CEO donate to Democratic party during the sample period and Rep CEO refers to those donate to Republican party during the
sample period. All regressions control for year and firm fixed effects and cluster observations at state-year level. *, **, and *** denote statistical significance at
the 10%, 5%, and 1% levels.

Low Volatility
Dem CEOs
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Table 7
Wealth Effect on CSR Concerns and Investment Hierarchy: by Corporate Governance

This table presents the results by corporate governance. We split the sample by the median value of E Index and CEO Delta, respectively. The control variables
are the same as those used in table 2. Weak Governance/Good Governance refers to those firms with E Index higher/lower than the median value, suggesting
more/less entrenched management. All regressions control for year and firm fixed effects and cluster observations at state-year level. *, **, and *** denote
statistical significance at the 10%, 5%, and 1% levels.

E Index CEO Incentives

Weak Governance I Strong Governance Lower Delta Higher Delta
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Table 8
Wealth Effect on CSR Concerns and Investment Hierarchy: by Analyst Coverage

This table presents the results by the number of analysts following the firm. We split the sample by whether the firm has analyst coverage or not and by the
median number of analysts following. The control variables are the same as those used in table 2. All regressions control for year and firm fixed effects and
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Table 9
The Patter of Wealth Effect on CSR Concerns: by Prospect Theory
This table presents the results by whether real estate shocks create gains or losses and by the volatility of the state-level HPI index. The control variables are the
same as those used in table 2. Firms experience Gain in wealth when there are the positive real estate shocks and Loss when there are negative real estate shocks.
Low Vol refers to those firms located in states with less volatile HPI prices and High Vol otherwise. The sample is divided by the mean value of the volatility of
the state-level HPI prices. Panel A presents the results for the total number of CSR concerns. Panel B presents the results for the number of CSR concerns in the
categories that have significant results for the main variable. See details of CSR categories in Appendix. All regressions control for year and firm fixed effects
and cluster observations at state-year level. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels.

Panel A: Total CSR Concerns

All Low Vol High Vol
Gain
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Table 10
CSR Concerns and Firm Risk

This table presents the results of the regression analysis of firm risk. The dependent variable is the annual standard
deviation of the firm’s stock returns. The independent variables include the total number of CSR concerns, the total
number of CSR strengths, firm’s market size (LnMkt;), MTB;, PITA,, Leverage;, and Chairman,. All regressions
control for year fixed effects and cluster observations at state-year level. *, ** and *** denote statistical
significance at the 10%, 5%, and 1% levels.

oLs FE
1 2
Concerns_all; 0.013** 0.015**
(0.045) (0.050)
Strengths_all; -0.007 -0.018**
(0.276) (0.019)
LnMkt; -0.193*** -0.123***
(0.000) (0.000)
MTB; 0.038*** 0.024***
(0.000) (0.000)
PITA -0.784%** -0.350***
(0.000) (0.000)
Leverage; -0.447%** -0.137
(0.000) (0.190)
Chairman -0.053** 0.033*
(0012)
Firm fi No
Industry effects Yes No
Obs. 9,330 9,330
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The Trend of the State-level HPI

Figure 1
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Figure 3

The Trend of CSR Concerns
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