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Abstract: Rule 144A allows a firm to issue securities without a public registration statement with
the Securities and Exchange Commission, and only qualified institutional investors can purchase
such securities. In this study, focusing on corporate bonds issued under Rule 144A, we empirically
investigate the relationship between the corporate social responsibility (CSR) of issuing firms and the
bond yield spread at issuance. We document a significant and positive relation between CSR concerns,
whereas CSR strengths seem to play an insignificant role in determining bond yield spread. Our main
findings are robust to the instrumental variable approach and simultaneous equation estimation
to address the potential endogeneity issues. We further explore the time-series changes in issuing
firms’ CSR profiles, and report that institutional investors demand a higher bond yield spread when
issuing firms’ exposure to higher social, environmental, and stakeholder concerns. Our analyses
reveal that the main sources of such risk exposure are stakeholder conflict and concerns from primary
stakeholder groups.
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1. Introduction

The Securities and Exchange Commission (SEC) has institutionalized regulation regarding security
issuances under Rule 144A since 1990. Firms can privately place their securities under Rule 144A
without filing a public registration statement, and only qualified institutional investors can purchase
such securities (Arena 2011; Chaplinsky and Ramchand 2004). Although firms can issue both equity
and debt under Rule 144A, the volume of debt issuance is nearly eight times the amount of equity
raised (Chaplinsky and Ramchand 2004). Rule 144A allows for a fast issuing procedure with less
information disclosure burden. Nonetheless, the lack of registration results in insufficient time for
potential investors to conduct due diligence (Fenn 2000) to fully understand the issuing firms’ financial
conditions. As a result, investors purchasing privately placed securities may render themselves to
exploitation by issuers because of increased asymmetric information. Therefore, in order to reach
efficient contracts, investors may resort to other reference points to obtain extra information and assess
the creditworthiness of issuing firms. Such information will then be factored into the price formation
process of securities placed under Rule 144A.

Recent studies have stressed the prevalence of firms to engage in corporate social responsibility
(CSR), because firms increasingly face demands from external stakeholders to address social and
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environmental issues. CSR activities help firms enhance their corporate social performance, and in turn
improve their financial performance (Li et al. 2016; Hasan et al. 2018). More important, the existing
literature has documented that CSR activities can effectively reduce firm risk and build social capital to
facilitate efficient contracting with other economic agents in the capital market (Amiraslani et al. 2018;
Orlitzky and Benjamin 2001). In parallel, for the last two decades, institutional investors have been
involved in socially responsible investing in which the institutional investors screen firms based on
desirable or undesirable characteristics in the profile of firm social performance (Chava 2014).

In this study, focusing on the bonds issued under Rule 144A by United States (U.S.) firms,
we examine the relation between issuing firms’ CSR profiles and the bond yield spread at issuance.
Firm investments in CSR activities incur significant cost and divert scarce resources away from
productive activities (Goss and Roberts 2011). The corporate decision-making process becomes more
complicated than simply maximizing shareholder value (Amit and Wernerfelt 1990; Bettis 1983;
Orlitzky and Benjamin 2001; Stulz 1996). As such, the information content in a particular firm’s CSR
profile is opaque and hard to evaluate. Investors purchasing securities under Rule 144A are typically
sophisticated institutional investors with great experience and expertise assessing complicated financial
claims. Therefore, the institutional features of Rule 144A debt offerings present an ideal context to
investigate whether and to what extent sophisticated institutional investors extract information from
issuing firms CSR profiles and incorporate that information in the bond contracting under Rule 144A.

One strand of research generally confirms that CSR involvement reduces firm risk in various
contexts. For example, using different measures of CSR activities, researchers report that CSR
involvement can effectively reduce the vulnerability of future cash flows, lower market-based
risk (Albuquerque et al. 2014; Cai et al. 2016; Chang et al. 2014; Cheung 2016; Lee and Faff 2009;
Godfrey et al. 2009; Harjoto and Jo 2015; Luo and Bhattacharya 2009), and induce safer profit-seeking
incentives (Bae et al. 2011). Other empirical studies have shown that good CSR relationships are
negatively correlated with firm credit risk and bankruptcy risk (Godfrey 2005; Hsu and Chen 2015;
Kytle and Ruggie 2005), and they prevent firms from taking excessive risks (Harjoto and Laksmana 2016).
Therefore, the risk mitigation view of CSR suggests that investors will demand a lower yield spread of
privately placed bonds by firms with better corporate social performance.

Nonetheless, another line of research has posited that firm resources may be misallocated
or appropriated (Becchetti et al. 2013; Garriga and Melé 2004; Margolis and Walsh 2003). In this
sense, CSR activities are controversial mainly because of their voluntary nature beyond regulatory
compliance (McWilliams and Siegel 2001). It is plausible that firm managers allocate resources to
improve firm social conditions and stakeholder welfare, but not necessarily maximize shareholder
value. Barnea and Rubin (2005) contended that firm management has the incentive to make excessive
investments in CSR at the cost of shareholders and take the credit for CSR initiatives. Investment in
CSR may negatively affect the productive operation and expose firms to higher credit risk. Therefore,
firms overinvesting in CSR may have to pay a higher premium to raise external funds.

In the context of security issuance through private placement (i.e., Rule 144A), issuing firms
tend to have low credit quality (Arena 2011), and are subject to significant information asymmetry
(Chandra and Nayar 2008). Issuing firms’ CSR profiles may provide additional information for
institutional investors to assess their credit risk and determine the cost of capital (Cheng et al. 2014;
El Ghoul et al. 2011; Oikonomou et al. 2014). Do investments in CSR activities really reduce firm risk,
thus lead to a lower cost of financing? Does incompliance with regulations (Salama et al. 2011) and
potential stakeholder conflicts (Becchetti et al. 2012) result in a higher credit risk? Investigating the
relation between the CSR profiles of issuing firms and bond yield spread at issuance under Rule 144A
can shed further light on this important research question, and further advance our understanding
regarding the CSR policy and its relationship with firm financial decisions and outcomes.

In this study, we retrieve information on bonds issued under Rule 144A from the Thomson
Reuters SDC Platinum New Issue Database (SDC) in the period from 1998 to 2013. We use information
from the KLD Research & Analytics database (KLD) to measure the corporate social performance of
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our sample-issuing firms. We document a significantly positive relation between the CSR concerns and
bond yield spread at issuance under Rule 144A. In addition, CSR strengths seem to play an insignificant
role in determining bond yield spread. Endogeneity issues arise because firms voluntarily engage in
CSR-related activities, and the price term and non-price term in loan contracts can be simultaneously
determined. Our results are robust to the instrument variable approach and simultaneous equation
estimation to address the potential endogeneity issues.

We further investigate whether institutional investors extract information from the time-series
changes of corporate social performance of issuing firms. We examine the changes in CSR strengths
and concerns for three, four, and five-year windows before bond issuance. Our results indicate that
indeed, investors incorporate the dynamic changes of CSR scores into the pricing of Rule 144A debt
offerings. Specifically, the time-series changes of CSR concerns result in higher bond yield spread if
such changes expose the issuing firms to higher environmental, social, and stakeholder risk. We also
investigate the sources of the potential credit risk stemming from issuing firms’ CSR concerns. We find
that if an issuing firm’s CSR policy is associated with more stakeholder conflicts, or higher concerns
from primary stakeholders, institutional investors tend to demand higher bond yield spread.

We believe that our study contributes to the existing research in several ways. First, focusing
on privately placed bonds, we establish a robust link between a firm’s CSR profile and its cost
of debt, and add to the literature (Chava 2014; El Ghoul et al. 2011; Goss and Roberts 2011) by
providing additional and novel evidence that is consistent with externalities of socially irresponsible
activities. Second, in a closely related research study by Amiraslani et al. (2018), they reported
an insignificant relation between CSR and bond yield spread. We posit that the effect of social
capital and trust generated from CSR involvement on the firm cost of capital is context-dependent.
The complexity in CSR strategies makes it difficult to interpret the information content in CSR profiles,
and sophisticated investors (e.g., banks and qualified institutional investors) are better equipped with
the necessary expertise to do so. The investigation in the context of Rule 144A debt offerings manifests
our conjecture. Third, we further show that institutional investors can extract information from both
the cross-sectional variations and time-series changes of issuers’ CSR profiles. Last, we show that
institutional investors are more sensitive when CSR externalities lead to stakeholder conflicts and
concerns from primary stakeholders.

The rest of our paper is organized as follows. Section 2 reviews the related literature, and Section 3
details the data, sample, and measures. In Section 4, we discuss our identification strategies and report
empirical results. Section 5 summarizes and concludes.

2. Related Literature

In this study, we focus on debt offerings under Rule 144A, and highlight a few distinct features
of Rule 144A debt offerings compared with public debt. Rule 144A is adopted in 1990 by the SEC to
improve the liquidity of private placement of both equity and debt. Securities offered under Rule 144A
are not required to be registered with the SEC, and are not allowed to be traded among individual
investors, but may be traded immediately among qualified institutional buyers. Domestic firms in
the U.S. tend to sell securities that are eligible to be subsequently registered in a short period of time
(Huang and Ramirez 2010). Rule 144A permits a minimum level of public-accessible information
and a rapid issuance without registration with the SEC (Fenn 2000). When the Rule 144A debt is
subsequently registered, the debt carries the nature of public market debt, and the investors enjoy the
benefit of public market liquidity (Fenn 2000).

Institutional investors have limited legal protection in Rule 144A debt offerings, because they
are typically sophisticated investors (Arena 2011). Institutional investors tend to demand a higher
premium on the issued securities, and are likely to explore various sources of information, including
issuing firms’ CSR profiles to assess the riskiness of the issuances. A firm managing for stakeholders
has to allocate resources to fulfill the demands of important stakeholders by engaging in various
CSR activities (Harrison and Bosse 2013; McWilliams and Siegel 2001; Waddock and Graves 1997).
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Therefore, firms engaging in CSR activities are often confronted with the question of whether “doing
good and doing well” converge (Peterson 2004). Numerous empirical studies have tried to confirm the
existence of shareholder wealth creation through socially desirable decisions to legitimize CSR on a
sound economic ground. However, research that examines the link between CSR and firm performance
from the perspective of debt is scant. Given the distinct features of Rule 144A debt offerings, it is
important to understand how investors make use of issuing firms’ CSR profiles to extract information
and incorporate their assessments to price the debt.

Three major views exist regarding the relation between CSR involvement and the cost of debt.
For example, the risk mitigation view posits that a well-balanced CSR strategy can enhance firm
performance and reduce potential risks, thus stabilizing income streams, as well as ensuring a
firm’s solvency. CSR strategy is widely adopted as a risk-management tool in corporate decisions
(Benlemlih and Girerd-Potin 2017; Jo and Na 2012; Orlitzky and Benjamin 2001). The voluntary nature
of CSR activities (Godfrey et al. 2009) can signal to important stakeholder groups that socially
responsible firms are willing to act altruistically (Mackey et al. 2007). Consequently, CSR involvement
can produce social capital that offers “insurance-like” protection (Godfrey et al. 2009; Lins et al. 2017;
Minor and Morgan 2011) against adverse events, and even results in better firm performance.
The existing literature provides evidence that the socially responsible firms are rewarded in financing
by experiencing more favorable credit ratings, the ease of access to the finance, and a lower cost of
equity and debt financing (Cheng et al. 2014; El Ghoul et al. 2011; Jiraporn et al. 2014). Therefore, better
corporate social performance should correlate with a lower cost of debt.

Another stream of research views CSR as a form of investment (McWilliams and Siegel 2001).
As such, the value of CSR can be evaluated through the principle of the net present value (NPV)
approach (Harris and Raviv 1996). The NPV rule states that a firm should undertake projects with
positive NPVs when the value of the discounted cash that flows from its future income streams
outweighs the cost of conducting such investment (Hirshleifer 1961; Ross 1978). Numerous empirical
studies attempt to identify the financial consequences of CSR investments (Barnett and Salomon 2006;
Brammer and Millington 2008; Surroca et al. 2010; Waddock and Graves 1997). For example,
one perspective (McWilliams and Siegel 2001) stresses that the costs of CSR-related investments may
offset the potential benefits (i.e., zero NPV). Another perspective (Barnea and Rubin 2005) based on
agency theory suggests that a firm manager may overinvest in CSR activities to pursue private benefit
at the expense of shareholders (i.e., negative NPV). Nonetheless, a recent research by Li et al. (2016)
documented that firms with powerful CEOs do not necessarily engage more in CSR activities, which is
contrary to what agency theory suggests. Therefore, although there is some evidence that firms
integrating various stakeholders’ interests in their business operations make better CSR investments,
the positive relation between CSR activities and firm performance is not guaranteed. In other words,
under certain circumstances, we may observe an insignificant or even positive relation between a
firm’s CSR profile and the cost of debt.

A third view highlights the potential externalities of socially irresponsible activities (Chava 2014).
Instead of making investments in CSR activities to develop strengths in certain dimensions of socially
desirable outcomes, some firms experience significant concerns due to socially irresponsible actions.
For example, firms may have inferior performance in their environmental management by the emission
of toxic chemicals and hazardous waste. In another instance, firms may have a bad reputation in
committing to fair employee treatment. Concerns regarding a firm’s CSR profile may expose a firm
to higher risk such as an increased likelihood of litigation. Debt holders may view CSR concerns as
an indicator of heightened uncertainty of repaying the debt, and thus demand a higher premium to
compensate for bearing more risk.

In summary, the relation between borrowing firms’ CSR profiles and the cost of debt is ambiguous,
and is thereby an empirical question. Despite the limited research along this line, investigating how
institutional investors assess issuing firms’ corporate social performance in the context of privately
placed bonds allows us to offer new insights into the existing literature. For example, should firms
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devote more resources to satisfy stakeholder demands through CSR initiatives, so that “more is always
better” (Harrison and Bosse 2013)? If not, how much is too much? Moreover, firms issuing securities
under Rule 144A are likely to be financially constrained, and the benefits of allocating resources to
CSR activities may not justify the cost. It is plausible that these firms may have limited resources to
manage stakeholder relationships, and thus result in significant concerns for important stakeholder
groups. Will the externalities of socially irresponsible actions adversely affect the cost of debt issued
under Rule 144A? In this study, we tend to conduct an empirical investigation to shed some further
light on these important issues.

3. Data, Sample, and Measures

3.1. Data and Sample

We rely on various data sources to construct our sample. We retrieve information on bond
issuances under Rule 144A from the Thomson Reuters SDC Platinum New Issue Database (SDC).
We focus on bonds issued by publicly traded firms in the United States, and require our sample bonds
to be non-convertible, with a fixed coupon rate and maturity longer than one year. We collect data
items such as the issuing company’s identity, bond yield, maturity, issue size, and credit rating from
the SDC database (Albring et al. 2011; Arena 2011; Chandra and Nayar 2008; Chou and Chen 2014).

We match the bond issuance data from the SDC with the KLD Research & Analytics (KLD)
database according to the issuers’ names, IDs, and ticker symbols. We further supplement our matched
sample with the Compustat database to retrieve necessary financial information. Following the
convention, we eliminate financial firms (SIC codes 6000–6999) and utility firms (SIC codes 4900–4999),
because firms in these industry segments are highly regulated. Our sampling procedure yields 899
bond issuances under Rule144A by 645 unique firms in the period from 1998 to 2013.

3.2. Measures

The dependent measure is the cost of bond (i.e., yield spread expressed as basis points) at issuance,
which is calculated as the bond yield over the yield of a treasury bond with a similar issuing date and
maturity. We further take the natural logarithm of yield spread to normalize the distribution and ease
the interpretation of our results.

In line with the existing literature (Becchetti et al. 2013; Deng et al. 2013; Greg et al. 2009), we reply
on the KLD database to calculate our main explanatory variables. While the KLD dataset is subject to
various critics, it is widely adopted by practitioners and academics to obtain objective measures of
CSR-related activities and corporate social performance. KLD uses multiple information sources to
rate firms across seven broad categories including the environment, community, corporate governance,
human rights, employee relations, diversity, and product quality and safety (Goss and Roberts 2011;
Hillman and Keim 2001). For each category, KLD assigns scores (1/0) for different items according
to whether a firm has a concern or a strength along that dimension. We sum up all of the strengths
(concerns) for the six dimensions, excluding corporate governance, to obtain CSR_strengths score
(CSR_concerns score). Considering that KLD claims that the rating reflects CSR activities at the calendar
year-end, we measure CSR_strengths and CSR_Concern with a one-year lag. In the regression analysis,
we take the natural logarithm of CSR variables to normalize the distributions (Chan et al. 2014).

In the regression analysis, we control for two sets of variables capturing various aspects of
firm characteristics and bond contractual features. We include firm size, Tobin’s Q, book leverage,
profitability, and sales growth rate as the first set of variables. Specifically, firm size is measured as the
natural logarithm of the book value of firm assets. We include Tobin’s Q as a proxy for firm growth
potential, which is calculated as the firm market capitalization divided by the book value of the asset.
We measure firm book leverage as total debt divided by the book value of firm assets. We use return
on assets (ROA) as the proxy for firm profitability. In addition, we measure the firm sales growth rate
as the percentage change of firm net sales from year t − 1 to year t. In the second set of variables,
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we calculate the issuing size as the natural logarithm of bond proceeds at issuance. Debt maturity
is measured as the natural logarithm of the number of years from issuance to maturity. Following
Arena (2011), we include a numerical variable to reflect the debt rating of bond issuers, with 22 for
grade AAA rating and one for grade D rating.

3.3. Summary Statistics and Univariate Test

Table 1 reports the summary statistics of our sample. The Rule 144A bond issuances in our sample
have a mean yield spread of 380 basis points and with an average maturity of 9.2 years. The means of
CSR_strengths and CSR_concerns are 1.303 and 1.789, respectively. Preliminarily, the results indicate
for our sample bond issuances that the concerns in CSR-related activities is more of an issue, because
CSR_strengths’ scores net of CSR_concerns scores are on average negative. It is worth noting that the
mean difference between CSR_strengths and CSR_concerns for issuers of Rule 144A debt offerings is
−0.486, whereas the mean difference of CSR_strengths and CSR_concerns for issuers of public bonds
is 1.798 as shown in Table 2.

Table 1. Summary statistics.

Variables N Mean St Dev p50

Yield spread (bps) 892 379.956 232.071 334.000
CSR_strengths 892 1.303 2.154 0.000
CSR_concerns 892 1.789 1.714 1.000

Firm size 892 8.228 1.196 8.119
Tobin’s Q 892 1.563 0.829 1.324

Profitability 892 0.128 0.073 0.120
Sales growth rate 892 0.622 7.031 0.106

Book leverage 892 0.384 0.157 0.367
Maturity (years) 892 9.214 4.764 8.181

Debt rating 892 10.920 3.293 10.000
Issuing size ($ mil) 892 631.553 1048.566 321.088

This paper provides descriptive statistics for variables used in regression analyses. Yield spread is the bond
yield in basis points at the issuance subtracting the yield of treasure bond with similar issuing date and maturity.
CSR_stengths (CSR_conerns) is the sum of all of the scores in different categories, capturing the strengths (concerns)
of a firm’s corporate social responsibility (CSR) activities in the KLD database. Firm size refers to the natural
logarithm of book assets. Tobin’s Q is measured as firm market capitalization divided by the book value of firm
assets. Profitability is measured as firm return on assets. Sales growth rate is measured as the percentage change
of firm net sales from year t − 1 to year t. Book leverage is the ratio of total debt over the book value of firm
assets. Maturity is the number of years from bond issuance to maturity. Debt rating is the Standard & Poor’s (S&P)
long-term debt rating with 22 for grade AAA and 1 for grade D. Issuing size is the bond proceeds.

Table 2. Univariate tests.

Variables Rule 144A Bonds
(N = 892)

Public Bonds
(N = 3112) Mean Difference t Statistics

Yield spread 379.956 173.503 206.5 *** 33.202
CSR strength 1.303 4.816 −3.513 *** −24.450
CSR concern 1.789 3.018 −1.229 *** −12.790

Firm size 8.230 9.733 −1.504 *** −32.712
Tobin’s Q 1.562 1.958 −0.396 *** −11.076

Profitability 0.128 0.158 −0.0294 *** −11.409
Sales growth rate 0.623 5.515 −4.892 −1.205

Book leverage 0.384 0.301 0.0828 *** 16.999
Years to maturity 9.213 11.596 −2.383 *** −7.283

Debt rating 10.920 15.735 −4.816 *** −41.981
Issue size 632.010 1218.347 −586.3 *** −6.620

*** p < 0.01. This table reports the univariate tests of key variables for firms issuing bonds issued under Rule
144A and firms issuing bonds in the public market. CSR_stengths (CSR_conerns) is the sum of all of the scores in
different categories, capturing the strengths (concerns) of a firm’s CSR activities in the KLD database. Firm size is
measured as the natural logarithm of book assets. Tobin’s Q is measured as firm market capitalization divided by
the book value of firm assets. Profitability is measured as firm return on assets. Sales growth rate is measured as the
percentage change of firm net sales from year t − 1 to year t. Book leverage is the ratio of total debt over book value
of firm assets. Maturity is the number of years from bond issuance to maturity. Debt rating is the S&P long-term
debt rating with 22 for grade AAA and one for grade D. Issuing size is the bond proceeds.
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To reveal some of the uniqueness of our sample bonds, we conducted a univariate analysis to
compare bonds issued under Rule 144A and bonds issued to public markets. We chose a matching
group of public bonds (N = 3112) issued in the same year and with similar bond contractual features,
including the size of issuance and maturity. As shown in the table, on average, the yield spread of
bonds issued under Rule 144A is higher than that of public bonds by 206 basis points. Consistent
with previous studies (Denis and Mihov 2003; Livingston and Zhou 2002), bond issuers under Rule
144A tend to have lower credit quality in terms of debt rating. Bonds issued under Rule 144A have
short maturity and a smaller issuing size. Firms issuing bonds under Rule 144A tend to engage less in
CSR-related activities, have less growth potential, and be less profitable. Overall, the results reported
in Table 2 indicate that bond issuances as well as bond issuers are quite different from those made
through public offerings (Denis and Mihov 2003).

4. Results

4.1. Regression Analyses Relating Bond Yield Spread at Issuance to Firm CSR Scores

Table 3 reports the baseline regression results relating bond yield spread at issuance under Rule
144A to the CSR involvement of bond issuers. Specifically, we model the bond yield spread as a
function of firm CSR scores along with variables capturing various aspects of firm characteristics and
bond contractual features (Equation (1)). We use the Stata software package to perform our regression
analyses. In all of the model specifications, we include year fixed effects (θt) to control for the timely
trend and economy-wide shocks. We also add industry fixed effects at the two-digit SIC level (ηj) to
absorb all of the industry-level unobservable but time-invariant factors. In addition, we cluster the
standard error by firm to control for the possibility that the errors may correlate for the bonds issued
by the same firm over time (Petersen 2009).

Bond yield spread at issuance
= α + β ∗ CSR score + γ ∗ Firm characteristics
+φ ∗ Bond characteristics + ηj + θt + ε

(1)

In columns 1 and 2, we enter CSR_strengths and CSR_concerns separately with controls only for
firm characteristics. It appears that CSR_strengths is insignificant in determining bond yield spread
(column 1). The results cannot reject neither a risk mitigation hypothesis nor an overinvestment
hypothesis. Note that our sample issuing firms have lower credit quality, less profitability, and engage
less in CSR-related activities. It is plausible that investors view investments in CSR activities by our
sample firms as less attractive because such investments divert scarce resources to non-productive
activities. Even if investments in CSR can mitigate firm risk exposure, the benefit can be offset by
excessive engagement in CSR-related activities. Strikingly, we document a significant and negative
coefficient on CSR_concerns (column 2). It appears that the externalities of CSR activities expose
issuing firms to environmental, social, or stakeholder concerns, which result in a higher bond yield
spread demanded by investors (Chava 2014; Goss and Roberts 2011). We replicate our regression
analyses in columns 3 and 4 by adding controls for the debt contractual features, and we generally
find consistent results. Overall, the results in Table 3 indicate that the qualified institutional investors
do assess information in a firm’s CSR policy, and demand higher spreads for higher CSR concerns
(Goss and Roberts 2011).

In a similar study, Amiraslani et al. (2018) reported an insignificant relation between CSR and
bond spreads in the period 2005–2013, and argued that CSR activities only help reduce the bond
spreads in the financial crisis (i.e., 2008–2009). Goss and Roberts (2011) documented that the CSR
scores related to concerns have a significantly positive effect on the cost of bank loans. It seems that
the effects of CSR on the firm cost of debt vary in different contexts. It is plausible that banks as
delegated monitors and inside lenders have the expertise to extract information from borrowers’ CSR
profiles to facilitate the lending decisions. However, as a means of arm’s length financing, investors of
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public bonds rely more on rating agencies’ assessment to gauge the riskiness of the issuance and price
the bond accordingly. In the context of private placement under Rule 144A, the bond investors are
sophisticated institutional investors, and they resemble the banks in loan contracts in terms of their
ability to interpret the information content of issuing firms’ CSR profiles (Goss and Roberts 2011).

Table 3. Baseline regressions relating CSR to bond yield spread at issuance under Rule 144A.

Independent Variables
Dependent Variable: Yield Spread (in logs)

(1) (2) (3) (4)

CSR_strengths −0.033 −0.011
(0.039) (0.039)

CSR_concerns 0.110 *** 0.129 ***
(0.037) (0.036)

Firm size −0.182 *** −0.216 *** −0.156 *** −0.180 ***
(0.023) (0.021) (0.027) (0.025)

Tobin’s Q −0.178 *** −0.175 *** −0.121 *** −0.110 ***
(0.035) (0.035) (0.034) (0.034)

Profitability −1.079 *** −1.084 *** −1.021 *** −1.014 ***
(0.346) (0.335) (0.352) (0.337)

Sales growth rate −0.002 *** −0.002 *** −0.002 *** −0.002 ***
(0.001) (0.001) (0.001) (0.001)

Book leverage 0.890 *** 0.901 *** 0.864 *** 0.881 ***
(0.145) (0.144) (0.142) (0.141)

Maturity 0.003 0.004
(0.004) (0.004)

Issuing size −0.000 −0.000 **
(0.000) (0.000)

Debt rating −0.475 *** −0.495 ***
(0.104) (0.101)

Constant 6.984 *** 7.137 *** 6.780 *** 6.839 ***
(0.241) (0.236) (0.244) (0.238)

Year fixed effect Yes Yes Yes Yes
Industry fixed effect Yes Yes Yes Yes

Observations 892 892 892 892
Adjusted R-squared 0.627 0.633 0.648 0.657

*** p < 0.01, ** p < 0.05, * p < 0.1. Note the CSR-related activities are a voluntary business decision. In this table,
we report the baseline regression rating issuing firms’ CSR profiles to the bond yield spread at issuance under Rule
144A. The dependent variable is the natural logarithm of yield spread at issuance. CSR_stengths (CSR_conerns) is
the sum of all of the scores in different categories capturing the strengths (concerns) of a firm’s CSR activities in
the KLD database. Firm size indicates the natural logarithm of book assets. Tobin’s Q is measured as firm market
capitalization divided by book value of firm assets. Profitability is measured as firm return on assets. Sales growth
rate is measured as the percentage change of firm net sales from year t − 1 to year t. Book leverage is the ratio
of total debt over the book value of firm assets. Maturity is the number of years from bond issuance to maturity.
Debt rating is the S&P long-term debt rating with 22 for grade AAA and one for grade D. Issuing size is the bond
proceeds. Clustered standard errors by issuers are reported in parentheses.

Regarding other control variables, our results are generally consistent with the existing literature
(Francis et al. 2018; Goss and Roberts 2011). For example, issuing firms experience a lower bond yield
spread at issuance when they are larger, more profitable, have a lower debt ratio, and have a higher
sales growth rate.

Therefore, the endogeneity issue arises in the baseline regression analysis and can potentially bias
the estimation. As Li et al. (2016) suggested, several approaches exist to address the endogeneity issue,
which include general method of moments (GMM) estimation, the instrumental variable approach,
fixed effect analysis, dynamic panel with lagged dependent variable, and the inclusion of more controls
to alleviate omitted variable problems. GMM estimation, fixed effects, and dynamic panel estimation
require a panel data structure to obtain consistent estimation. However, our sample consisting of 899
bond issuances by 645 unique issuers is closer to the cross-sectional data, and makes it difficult to
implement the above-mentioned three approaches. Therefore, we adopted an instrument variable
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approach in our estimation (El Ghoul et al. 2011; Goss and Roberts 2011). In particular, following
Rubin (2008) and Di Giuli and Kostovetsky (2014), we used the state voting records as the instrument
variable of the firm’s CSR involvement. Rubin (2008) found that companies with a high CSR rating
tend to be located in democratic states, whereas companies with a low CSR rating tend to be located in
republican states. We use state-level voting record for Republican or Democratic as a valid instrument,
because the preference in state voting is likely to influence a firm’s CSR involvement, but is unlikely
to have a direct effect on the cost of bond issuance. Specifically, for each state, we calculated the
percentage of votes for Republican as our instrument. Since voting records are only available for the
election years, for non-election years, we used voting records in the immediately following election
year to calculate the instrument variable.

Table 4 reports the second stage regression results with CSR_strengths and CSR_concerns being
instrumented by the state voting record of voting Republican, as detailed above. We only control for
firm characteristics in columns 1 and 3, and add additional controls for bond contractual features in
columns 2 and 4. We document significant and positive coefficients on instrumented CSR_concerns in
both columns 3 and 4. The findings based on the instrument variable approach are generally consistent
with our findings reported in Table 3. We also documented a significant and negative coefficient on
CSR_strengths, although the significance is only marginal (p < 0.10). In addition, we note that the
coefficients of firm size in columns 1 and 2 become insignificant. A recent research by Dang et al. (2018)
did a comprehensive investigation regarding the effects of various measures of firm size on empirical
corporate finance, and concluded that the choices of measures of firm size matter. Therefore, in order
to ensure the robustness of our findings, we used firm market capitalization (logged) as an alternative
measure of firm size, and found qualitatively similar results (results not reported). Moreover, we found
a relatively high correlation between CSR_strengths and firm size, which reflects that large firms
may engage more in CSR activities to build their strengths in fulfilling the demand of multiple
stakeholder groups. It is plausible that firm size takes away the significance of CSR_strengths in
Table 3. As evidenced in columns 1 and 2 in Table 4, once the CSR_strengths factor is instrumented,
the coefficients of CSR_strengths become marginally significant and negative, and the significance of
firm size vanishes.

Moreover, for IV estimations, we conduct several post-estimation diagnostic tests to ensure the
appropriateness of our choice of IVs. The significant Durbin–Wu–Hausman test statistics that are
reported in Table 4 indicate that the CSR variables are indeed endogenous, and other unobservable
variables exist and have a strong influence on firms’ decision to engage in CSR activities. Therefore,
it is appropriate to treat CSR variables as endogenous, and adopt the IV approach to address the issue.
We further report the coefficients for the IVs in the first-stage regression and Kleibergen–Paaprk Wald
F-statistics for the weak identification test. The significant coefficients of our IVs and large F-values
indicate that the chosen instruments are strongly relevant. Additionally, the Kleibergen–Paaprk
Lagrange multiplier (LM) statistics suggest that our regression models are well specified and not
subject to the under-identification problem (Kleibergen and Paap 2006). After controlling for the
endogeneity issue, we still found a significant and positive relation between CSR_concerns and bond
yield spread at issuance. We also note that the effects of CSR_strengths on bond yield spread at issuance
turns out to be negative (p < 0.10), which further manifests the necessity to address the endogeneity
issue in order to obtain consistent estimation.

It is also plausible that price term (i.e., bond yield spread at issuance) and non-price term (maturity)
are simultaneously determined. Our estimate can be biased if we fail to control for the simultaneity
in the design of bond contracts (Dennis et al. 2000; Goss and Roberts 2011). We adopt a structural
framework to accommodate the simultaneous determination of bond yield spreads and maturity
(Bharath et al. 2011; Degryse and Ongena 2001). Specifically, we assume that bond maturity affects
bond yield, and bond maturity can also be separately determined. Following the existing literature
(Bharath et al. 2011), we estimate a system of equations through a three-stage least squares (3SLS)
estimator, and report the estimation results in Table 5.
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Table 4. Addressing the endogeneity issue: an instrumental variable approach.

Independent Variables
Dependent Variable: Yield Spread (in logs)

(1) (2) (3) (4)

CSR_strengths (Instrumented) −1.203 * −1.067 *
(0.633) (0.544)

CSR_concerns (Instrumented) 0.971 ** 0.984 **
(0.393) (0.408)

Firm size 0.178 0.086 −0.400 *** −0.326 ***
(0.196) (0.126) (0.084) (0.071)

Tobin’s Q 0.003 0.011 −0.109 ** −0.030
(0.106) (0.075) (0.044) (0.050)

Profitability −0.849 * −0.911 ** −1.074 *** −0.963 ***
(0.462) (0.420) (0.305) (0.295)

Sales growth rate −0.001 * −0.002 *** −0.002 ** −0.002 ***
(0.001) (0.001) (0.001) (0.001)

Book leverage 0.717 *** 0.601 *** 0.946 *** 0.979 ***
(0.212) (0.223) (0.150) (0.156)

Maturity −0.005 0.009
(0.007) (0.006)

Issuing size 0.000 −0.000 ***
(0.000) (0.000)

Debt rating −0.226 −0.610 ***
(0.195) (0.121)

Constant 5.018 *** 5.643 *** 8.218 *** 7.504 ***
(1.381) (0.846) (0.315) (0.238)

Year fixed effect Yes Yes Yes Yes

Industry fixed effect Yes Yes Yes Yes

Observations 892 892 892 892
Adjusted R-squared 0.167 0.196 0.193 0.231

Durbin–Wu–Hausman (endogeneity test) 10.007 9.984 8.228 7.68
(p < 0.01) (p < 0.01) (p < 0.01) (p < 0.01)

Kleibergen–Paaprk LM statistic (under-identification test) 5.98 7.394 10.501 10.398
(p < 0.05) (p < 0.01) (p < 0.01) (p < 0.01)

First-stage coefficient of instrument −2.191 −2.443 3.14 2.98
(p < 0.05) (p < 0.01) (p < 0.01) (p < 0.01)

Kleibergen–Paaprk Wald F statistic (weak identification test) 4.804 5.963 9.894 8.911
(p < 0.05) (p < 0.01) (p < 0.01) (p < 0.01)

*** p < 0.01, ** p < 0.05, * p < 0.1. In this table, we used the instrumental variable approach to address the endogeneity
issue. The dependent variable is the natural logarithm of yield spread at issuance. CSR_stengths (CSR_conerns) is
the sum of all of the scores in different categories capturing the strengths (concerns) of a firm’s CSR activities in the
KLD database. We use the state voting records in the presidential election as the instrument variable of the firm’s
CSR involvement. Firm size is measured as the natural logarithm of book assets. Tobin’s Q is measured as firm
market capitalization divided by the book value of firm assets. Profitability is measured as firm return on assets.
Sales growth rate is measured as the percentage change of firm net sales from year t − 1 to year t. Book leverage is
the ratio of total debt over the book value of firm assets. Maturity is the number of years from bond issuance to
maturity. Debt rating is the S&P long-term debt rating, with 22 for grade AAA and one for grade D. Issuing size is
the bond proceeds. Clustered standard errors by issuers are reported in parentheses.

In Table 5, we focus on CSR_strengths and CSR_concerns in columns 1–2 and columns 3–4,
respectively. Generally, we find that maturity is positively correlated with bond yield spread at
issuance. It is plausible that investors may demand a higher yield for bonds with longer maturity
because the associated risk exposure will be higher. Nonetheless, this model specification does not
take away our main findings. Taken as a whole, results reported in Tables 3–5 indicate that higher CSR
concerns are associated with higher bond spreads. Moreover, across different model specifications,
CSR strengths are generally insignificant.



Int. J. Financial Stud. 2018, 6, 94 11 of 18

Table 5. Simultaneous determination of bond yield spread and maturity: three-stage least squares
(3SLS) estimation.

Independent Variables

Dependent Variables

Yield Spread Maturity Yield Spread Maturity

(1) (2) (3) (4)

Maturity 0.045 ** 0.056 **
(0.018) −0.028

CSR strengths 0.011 −0.249
(0.029) (0.607)

CSR concerns 0.118 *** −1.970 *
−0.03 −1.094

Firm size −0.171 *** 3.747 ** −0.195 *** 3.237 *
(0.020) (1.662) −0.021 −1.777

Tobin’s Q −0.137 *** 2.986 * −0.124 *** 2.026
(0.021) (1.546) −0.021 −1.346

Profitability −1.497 *** 32.738 ** −1.530 *** 25.353 *
(0.230) (15.376) −0.241 −14.065

Sales growth rate −0.001 0.032 −0.001 0.018
(0.002) (0.046) −0.002 −0.036

Book leverage 1.035 *** −22.626 ** 1.042 *** −17.177 *
(0.110) (11.023) −0.112 −10.2

Issue size −0.000 *** 0.002 ** −0.000 *** 0.002 **
(0.000) (0.001) 0 −0.001

Debt rating −0.440 *** 9.620 * −0.453 *** 7.424
(0.070) (5.077) −0.069 −4.836

Constant 6.812 *** −148.737 * 6.718 *** −109.556
(0.332) (79.230) −0.375 −74.006

Year fixed effect Yes Yes Yes Yes

Industry fixed effect Yes Yes Yes Yes

Observations 892 892 892 892

Adjusted R-squared 0.633 0.756 0.597 0.492

*** p < 0.01, ** p < 0.05, * p < 0.1. This table reports regression results using 3SLS estimator to estimate a system of
two equations. The dependent variables are the natural logarithm of yield spread at issuance and bond maturity.
CSR_stengths (CSR_conerns) is the sum of all of the scores in different categories capturing the strengths (concerns)
of a firm’s CSR activities in the KLD database. Firm size is measured as the natural logarithm of book assets. Tobin’s
Q is measured as firm market capitalization divided by the book value of firm assets. Profitability is measured as
firm return on assets. Sales growth rate is measured as the percentage change of firm net sales from year t − 1 to
year t. Book leverage is the ratio of total debt over book value of firm assets. Maturity is the number of years from
bond issuance to maturity. Debt rating is the S&P long-term debt rating, with 22 for grade AAA and one for grade
D. Issuing size is the bond proceeds. Clustered standard errors by issuers are reported in parentheses.

4.2. Additional Robustness Checks

In this section, we examine whether institutional investors also make use of information in the
time-series changes of the firm CSR scores of our sample issuers. Over time, firms can invest in
CSR activities to improve their corporate social performance. By doing so, firms can either increase
their CSR profiles or limit their expose themselves to more social, environmental, or stakeholder
issues. In Table 6, we link bond yield spread at issuance to the changes of CSR strengths and concerns
over time.



Int. J. Financial Stud. 2018, 6, 94 12 of 18

Table 6. Time-series changes in CSR profiles and bond yield spread at issuance under Rule 144A.

Independent Variables Dependent Variable: Yield Spread (in logs)

(1) (2) (3) (4) (5) (6)

∆ CSR_strengths (t − 3) −0.003
(0.018)

∆ CSR_strengths (t − 4) 0.007
(0.022)

∆ CSR_strengths (t − 5) 0.000
(0.020)

∆ CSR_concerns (t − 3) 0.037 **
(0.016)

∆ CSR_concerns (t − 4) 0.0270 **
(0.014)

∆ CSR_concerns (t − 5) 0.025
(0.016)

Firm size −0.121 *** −0.110 *** −0.123 *** −0.114 *** −0.128 *** −0.123 ***
(0.031) (0.032) (0.036) (0.030) (0.035) (0.030)

Tobin’s Q −0.098 *** −0.091 ** −0.074 * −0.087 ** −0.072 −0.097 ***
(0.035) (0.039) (0.044) (0.041) (0.044) (0.036)

Profitability −1.192 *** −1.157 ** −1.206 ** −1.169 ** −1.216 ** −1.192 ***
(0.423) (0.493) (0.510) (0.499) (0.509) (0.427)

Sales growth rate 0.034 0.007 −0.005 −0.003 −0.013 0.034
(0.061) (0.067) (0.082) (0.070) (0.084) (0.064)

Book leverage 0.859 *** 0.904 *** 0.918 *** 0.896 *** 0.901 *** 0.854 ***
(0.171) (0.186) (0.195) (0.183) (0.193) (0.170)

Maturity 0.004 0.003 0.001 0.003 0.001 0.004
(0.005) (0.005) (0.005) (0.004) (0.005) (0.005)

Issue size −0.000 * −0.000 ** −0.000 −0.000 * −0.000 −0.000 *
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Debt rating −0.494 *** −0.544 *** −0.566 *** −0.540 *** −0.563 *** −0.493 ***
(0.114) (0.116) (0.130) (0.114) (0.128) (0.114)

Constant 6.446 *** 6.351 *** 6.459 *** 6.343 *** 6.468 *** 6.443 ***
(0.297) (0.313) (0.345) (0.294) (0.323) (0.289)

Year fixed effect Yes Yes Yes Yes Yes Yes

Firm fixed effect Yes Yes Yes Yes Yes Yes

Observations 590 512 460 590 512 460

Adjusted R-squared 0.682 0.698 0.705 0.702 0.707 0.684

*** p < 0.01, ** p < 0.05, * p < 0.1. This table reports the regression results relating to the time-series changes in CSR
profiles to bond yield spread at issuance under Rule 144A. The dependent variable is the natural logarithm of yield
spread at issuance. CSR_stengths (CSR_conerns) is the sum of all of the scores in different categories capturing
the strengths (concerns) of a firm’s CSR activities in the KLD database. The main explanatory variables are the
changes in CSR-strengths and CSR_concerns from year t − 5 to year t − 1, year t − 4 to year t – 1, and year t − 3
to year t − 1. We use the state voting records in presidential election as the instrument variable of the firm’s CSR
involvement. Firm size the natural logarithm of book assets. Tobin’s Q is measured as firm market capitalization
divided by the book value of firm assets. Profitability is measured as firm return on assets. Sales growth rate is
measured as the percentage change of firm net sales from year t − 1 to year t. Book leverage is the ratio of total debt
over the book value of firm assets. Maturity is the number of years from bond issuance to maturity. Debt rating
is the S&P long-term debt rating with 22 for grade AAA and one for grade D. Issuing size is the bond proceeds.
Clustered standard errors by issuers are reported in parentheses.

We adopt a three-year window to measure the changes of CSR strengths for year t − 4 to year
t – 1, with year t being the year of bond issuance. In addition, we measure the changes with a four-year
window and a five-year window. For CSR concerns, we follow the same approach to measure the
changes in different time windows. In columns 1–3 of Table 6, we focus on the changes in CSR
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strengths, and in columns 4–6, we focus on the changes in CSR concerns. Our results indicate that
the increased number of CSR concerns over the past three-year and four-year windows results in
a higher bond yield spread at issuance. It appears that institutional investors tend to demand a
higher premium on bonds issued under Rule 144A, if the issuing firms expose themselves to more
environmental, social, and stakeholder risk due to socially irresponsible activities. In addition, we find
that the improvement of CSR strengths is not significantly correlated with bond yield spread. It is
plausible that, from institutional investors’ point of view, the benefits of improved corporate social
performance do not justify the incurred cost of allocating extra resources to CSR-related activities.

Given that institutional investors demand a higher bond yield spread for bonds issued by firms
facing greater concerns for environmental, social, and stakeholder risks, we further explore the sources
of increased risk exposure in this section, and report our results in Table 7.

Existing studies have found that stakeholder risk associated with CSR activities may negatively
affect a firm’s volatility and the cost of bank loans (Becchetti et al. 2015; Goss and Roberts 2011).
Firms engaging in CSR-related activities adopt a more complex strategy of stakeholder satisfaction.
Firms taking socially responsible actions may set priorities on the demand of different stakeholder
groups in order to retain their willful participation in productive operations (Harrison et al. 2010).
Conflicts exist among various stakeholder groups when firms cannot fulfill their demands. Therefore,
certain CSR concerns may indicate the level of stakeholder risk. Following Becchetti et al. (2015),
we focus on the following KLD items: COM-con-A, COM-con-B, COM-con-C, COM-con-D, COM-con-X,
DIV-con-A, DIV-con-X, EMP-con-B, EMP-con-X, ENV-con-X, HUM-con-D, HUM-con-F, HUM-con-G,
HUM-con-X, PRO-con-A, PRO-con-D, and PRO-con-E, PRO-con-X. For each item, the KLD assigns a
binary score (1/0), with one indicating that a particular firm has a concern for that time. We measured
stakeholder risk as the sum of the scores for all of the items, and then scale the total number of concerns
by the total number (18) of items.

In addition, we also made a distinction between a firm’s primary stakeholder groups and
secondary stakeholder groups. Managing relationships with primary stakeholders helps firms develop
productive intangible assets, and thus create shareholder value (Hillman and Keim 2001). Secondary
stakeholders do not get directly involved in direct transactions with the firms (Jamali 2008). We thereby
classified CSR activities according to their target stakeholder groups (Buysse and Verbeke 2003).
The items for concerns for primary stakeholders (Concerns_primary stakeholders) are from the KLD
categories including employee relations, diversity dimensions, and product relations. The items for
concerns for secondary stakeholders (Concerns_secondary stakeholder) are from KLD categories
including community relations, and environmental and human rights.

In columns 1–3 of Table 7, we separately examine stakeholder conflicts, concerns for primary
stakeholders, and concerns for secondary stakeholders. We documented a significant and positive
coefficient on stakeholder conflict in column 1. It appears that concerns for primary stakeholders
have a significant and positive effect on bond yield spread at issuance under Rule 144A. However,
the concerns for secondary stakeholders seem to have an insignificant effect on bond yield spread.
Overall, the findings reported in Table 7 indicate that firms CSR strategies are not necessarily in
line with the expectation of all of the stakeholder groups. Conflicts among various stakeholders
may reflect the inefficient utilization of firm resources, which are more important for those firms
that issue bonds under Rule 144A. More important, the stakeholder conflicts expose firms to higher
risks, and consequently, investors demand higher bond yield spreads. Our results also reveal that the
concerns for primary stakeholders are important. After all, primary stakeholders have a more salient
footprint on a firm’s business operation.
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Table 7. Exploring sources of risk exposure in CSR profiles and bond yield spread.

Independent Variables
Dependent Variable: Yield Spread (in logs)

(1) (2) (3)

Stakeholder conflict 0.049 **
(0.022)

Concerns_primary stakeholders 0.038 **
(0.016)

Concerns_secondary stakeholders 0.024
(0.028)

Firm size −0.177 *** −0.166 *** −0.159 ***
(0.024) (0.023) (0.025)

Tobin’s Q −0.129 *** −0.131 *** −0.132 ***
(0.039) (0.039) (0.039)

Profitability −1.327 *** −1.298 *** −1.353 ***
(0.365) (0.372) (0.373)

Sales growth rate −0.002 *** −0.002 *** −0.002 ***
(0.001) (0.001) (0.001)

Book leverage 0.984 *** 0.983 *** 0.985 ***
(0.143) (0.143) (0.145)

Maturity 0.004 0.003 0.003
(0.004) (0.004) (0.004)

Issue size −0.000 ** −0.000 ** −0.000 **
(0.000) (0.000) (0.000)

Debt rating −0.461 *** −0.455 *** −0.445 ***
(0.091) (0.091) (0.090)

Constant 7.280 *** 7.183 *** 7.139 ***
(0.221) (0.220) (0.226)

Year fixed effect Yes Yes Yes

Firm fixed effect Yes Yes Yes

Observations 892 892 892

Adjusted R-squared 0.709 0.708 0.705

*** p < 0.01, ** p < 0.05, * p < 0.1. This table reports the regression results relating various aspects of CSR
profiles to bond yield spread at issuance under Rule 144A. The dependent variable is the natural logarithm
of yield spread at issuance. Stakeholder conflicts capture the complexity in CSR strategy and stakeholder risk.
Concerns_primary stakeholder is the CSR_concerns related to primary stakeholders, including employee relations,
diversity, and product relations. Concerns_secondary stakeholder is the CSR_concerns related to secondary
stakeholders, including the community, and environmental and human rights. We use the state voting records
in presidential elections as the instrument variable of the firm’s CSR involvement. Firm size is measured as the
natural logarithm of book assets. Tobin’s Q is measured as firm market capitalization divided by the book value
of firm assets. Profitability is measured as firm return on assets. Sales growth rate is measured as the percentage
change of firm net sales from year t − 1 to year t. Book leverage is the ratio of total debt over the book value of
firm assets. Maturity is the number of years from bond issuance to maturity. Debt rating is the S&P long-term debt
rating, with a rating of 22 for grade AAA and one for grade D. Issuing size is the bond proceeds. Clustered standard
errors by issuers are reported in parentheses.

5. Summary and Conclusions

This study investigates the relationship between CSR and the firm cost of capital from the
debt-holder perspective. Particularly, we focus on bonds issued under Rule 144A, because the issuing
firms tend to have lower credit quality, and the investors are qualified and sophisticated institutional
investors. Rule 144A bond issuances provide an ideal setting to investigate how institutional investors
make use of the information in the CSR profiles of issuing firms. Moreover, given that issuing firms
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may have limited organizational slack and limited access to the public debt market, we may gain new
insights regarding the effects of investments in CSR activities on firm financial outcomes.

Our empirical analyses reveal that the CSR concerns of issuing firms result in a higher bond yield
spread at issuance. However, we only document an insignificant effect of CSR strengths on bond
pricing. It is plausible that the benefits of engaging in CSR activities do not justify the cost of diverting
productive resources to achieve socially desirable outcomes, at least for the issuing firms in our sample.
Nevertheless, CSR concerns may expose issuing firms to higher risk (e.g., litigation risk) and have
an adverse effect on the ability of issuing firms to repay the debt. Consequently, investors of Rule
144A bonds demand higher premiums for firms with higher CSR concerns. Additionally, institutional
investors purchasing Rule 144A bonds indeed extract information from both cross-sectional and
time-series variations in issuing firms’ CSR profiles. Our empirical results indicate that the main
sources of risk exposure due to externalities of CSR activities are stakeholder conflicts and concerns
from primary stakeholders.

Our research has important managerial implications for practitioners as well. CSR strategies
are not isolated decisions, and their instrumental value can only be evaluated in conjunction with
other critical firm decisions. Since the effectiveness of CSR strategies is context-dependent, resource
configuration and allocation to CSR activities has to be integrated with firm core business and operation.
Moreover, corporate managers need to take into consideration the externalities of socially irresponsible
activities, because those activities may expose the firms to significant risk and reduce firm value.

Nonetheless, our study is not without limitations. For example, because of the lack of information
on the qualified institutional investors, we do not know who purchases the bonds issued under Rule
144A. Therefore, we are unable to further explore the dynamics regarding the interactions between the
bond issuers and bond buyers, which hinders our understanding of the underlying mechanisms in the
issuing process of Rule 144A debt offerings. Furthermore, we do not explicitly examine those issuers
with experience related to both public issuances and private placements. It appears that the effects of
CSR vary in different contexts, and not every economic agent interprets the information regarding
CSR in the same way. These limitations also present future research opportunities to advance our
understanding regarding the role played by corporate social responsibility in the capital markets.
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