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1. Introduction

Corporate social responsibility (CSR) has become an important
issue for corporations, with over 80% of publicly-traded companies
reporting CSR activities online (PriceWaterhouseCoopers, 2010).
Despite its growing importance, there is little consensus among
scholars concerning the motivation for CSR and its effect on share-
holder value (e.g., Margolis et al, 2007). A traditional view has
been that CSR reflects managerial preferences and thus an agency
cost (e.g., Hong et al., 2012; Di Guili and Kostovetsky, 2014; Masulis
and Reza, 2015; Cheng et al.,, 2016) and that the responsibil-
ity of a business should only be to maximize business profits
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(Friedman, 1970). In contrast, others have argued that CSR adds
value for shareholders by creating reputational capital among cus-
tomers, employees, and other stakeholders (e.g., Bénabou and Ti-
role, 2010; Deng et al., 2013; Ferrell et al., 2016).

Many existing papers have focused on the value of CSR invest-
ments, with an emphasis on the empirical challenges in address-
ing the causal impact of CSR. However, relatively little has been
done empirically to examine the specific conditions in which CSR
engagements create real impact on firm performance. In this pa-
per, we depart from the existing studies by examining one specific
channel in which CSR can generate real value for the firm: CSR ac-
tivities that are publicized in the media. Furthermore, we also ex-
plore and try to answer whether the value of publicized CSR differs
depending on whether CSR engagements have a direct benefit for
firms’ local stakeholders or have a broader social impact.

Publicized CSR activities directly address one important channel
in the value-maximizing theory of CSR: CSR awareness. As pointed
out by McWilliams and Siegel (2001), if CSR adds value by gener-
ating reputational capital, then the value of CSR should be increas-
ing in stakeholders’ awareness about CSR. We illustrate the impor-
tance of CSR awareness by considering the following news article
from The Wall Street Journal following the September 11th terrorist
attacks:

“After Sept. 11, Johnson & Johnson (J&]) sponsored a special is-
sue of Newsweek magazine about the spirit of America, and do-
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nated the advertising space to various nonprofit organizations. “We
don’t take much to touting what we feel is a special obligation to
the community since we’ re in the business of health care,” says
Willard Nielsen, corporate vice president of public affairs. But Mr.
Nielsen says J&] did send an advisory to the news media listing its
donations of cash and products to the relief effort after investors and
employees complained that they hadn’t heard about anything J&] was
doing to help survivors.”!

This anecdotal evidence demonstrates that a firm’s CSR invest-
ments may not necessarily enhance the firm’s reputational capital
if the relevant stakeholders are not well aware of the firm's CSR
activities.

Examining publicized CSR can capture stakeholder awareness of
CSR that other existing measures overlook. The role of the me-
dia in affecting reputational capital has been well documented in
Dyck et al. (2008), among others :2 to “collect, select, certify, and
repackage information,” thereby reducing the cost of obtaining in-
formation and reducing “rational ignorance” (Dyck et al., 2008).
Thus, the media can effectively provide information that caters to
the interest of the relevant stakeholders (i.e., potential customers
or employees) who can influence a firm’s future cash flow.> There-
fore, if the value of CSR comes from the stronger reputational cap-
ital, investors would more likely have higher expectations on a
given firm’s future cash flow when the stakeholders have more
awareness of CSR.

Using CSR media coverage, we find strong evidence that pub-
licized CSR activities have a significant and positive impact on
shareholder value as measured by Tobin’s q. Specifically, we show
that a one-standard-deviation increase in CSR-related news articles
published in a major U.S. newspaper is associated with a 2.44% in-
crease in shareholder value. The documented effect of publicized
CSR activities is obtained after controlling for the extensive fac-
tors including a firms’ overall level and the tone of general news
coverage, and firms’ own advertising efforts to promote their CSR
activities.

Corroborating the positive relation between the publicized CSR
and shareholder value, we show that publicized CSR activities are
positively associated with a firm’s future operating performance,
such as ROA, profit margin (PM), employee productivity (as mea-
sured by profit per employee), and sales growth. The positive rela-
tion between the publicized CSR and operating performance sug-
gests that increased stakeholder awareness has real impact on a
firm’s future cash flows. Taken together, our results are consistent
with the notion that the publicized CSR activities enhance rele-
vant stakeholders’ awareness about firms’ CSR engagements and
thus increase the firm’s shareholder value via higher expectations
of firms’ future cash flows.*

1 Ronald, Alsop, “Perils of Corporate Philanthropy - Touting Good Works Offends
The Public, but Reticence Is Misperceived as Inaction,” The Wall Street Journal, Jan-
uary 16, 2002.

2 For example, Dyck, Moss, and Zingales (2013) and Liu and Mc-
Connell (2013) also rely on the argument that the role of media is to increase the
reputational capital.

3 At the same time, the information may not necessarily have the same focuses
as CSR ratings. For example, a large amount of donations to the September 11th
relief efforts from many corporations received record amount of attention from the
media. However, the traditional CSR rating remains relatively flat during such event
periods. Likewise, CVS in 2007 made a donation to the project of building a new
playground at Harambee Park (Boston), which will be one of 112 Boundless Play-
grounds around the country designed to allow disabled children full access. Another
example is its $6 million workers-driven charity program for ALS (commonly called
Lou Gehrig’s Disease) Therapy Alliance in 2005 which has received a lot of good
feedback from employees and customers. However, the traditional CSR rating does
not incorporate these events as CVS’s CSR activities.

4 Focusing on different channel than ours, Dimson et al. (2015) use data on CSR
engagement records of a large institutional investor to examine the rate of suc-
cess and the impact of CSR engagements on accounting performance for U.S. public
companies. They find that successful CSR engagements are associated with positive

We next examine whether the value of stakeholder awareness
depends on the types of CSR activities. Specifically, we explore
which types of CSR engagements, if publicized, are actually cre-
ating real value. Recent studies have made a distinction between
more stakeholder-oriented CSR (i.e., community engagements, em-
ployee relations, etc.) and more socially-oriented CSR (i.e., engag-
ing in issues related to environmental and human rights outside
U.S.) and find some evidence that more stakeholder-oriented CSR
has stronger effect on shareholder value (e.g., Harrison et al., 2010;
Servaes and Tamayo, 2013). The different value implications based
on different types of CSR in previous studies imply that the dis-
tinction comes from whether the benefits of firm’s CSR invest-
ments are internalized by the firm’s local stakeholders such as
current and potential customers and employee (“locally-oriented
CSR” hereafter), or are externalized in benefitting the general pub-
lic (“socially-oriented CSR” hereafter). For example, a firm’s efforts
in solving human rights issues in developing countries, or efforts to
implement high quality environmental standards in all of its oper-
ations, regardless of the (potentially lax) local environmental stan-
dards and regulations may not generate direct benefit for firm'’s
key stakeholders who can directly influence the firm’s cash flows.
On the other hand, a firm’s investments in employee-friendly prac-
tices, in promoting diversity in the workplace, and in philanthropic
activities in local communities may help firms to retain talented
employees and valuable customers, as well as attracting new po-
tential employees and customers.

To test this, we differentiate CSR media coverage into locally-
oriented CSR coverage that contains CSR-related news covering
issues related to communities, diversity, and employee relations,
and socially-oriented CSR coverage that contains news related to
firm’s environmental and human rights practices. When we ex-
amine the impact of these locally-oriented CSR coverage versus
socially-oriented CSR coverage on shareholder value and operating
performance, we find that the locally-oriented CSR coverage rather
than the socially-oriented CSR coverage is positively and signifi-
cantly associated with shareholder value and future operating per-
formance.

We further implement various tests to rule out alternative hy-
potheses that can explain our results. For example, firms that are
doing well may simply receive more favorable CSR media coverage,
which can lead to reverse causality. To combat this potential endo-
geneity issue, we employ alternative identification strategies using
the instrumental variables analysis and propensity score matching
method. First, we utilize firm’s headquarter proximity to the major
U.S. newspapers, as well as industry propensity for CSR coverage,
as instruments for publicized CSR activities. Second, we use media-
coverage-related factors to match firms based on their propensity
to receive CSR media coverage to control for other omitted factors
that can drive CSR publicity, and use the matched groups between
high and low CSR media coverage as exogenous variation in the
CSR media coverage. Using these exogenous variations in CSR me-
dia coverage, we show that publicized CSR activities have a posi-
tive causal impact on the shareholder value. Furthermore, consis-
tent with our baseline results, we find that the causal impact of
publicized CSR on shareholder value is mainly driven by the media
coverage on locally-oriented CSR engagements.

stock price reaction, and subsequent improvements in operating performance mea-
sured by ROA, profit margin, asset turnover, and sales over employees. In contrast,
using a broader international data, Barko et al. (2017) find that CSR engagements
have little impact on subsequent operating performance, with the exception of sales
growth rate, which suggests that CSR engagements with broader consumer appeal
may generate value. While these studies do not focus on CSR awareness or media
coverage, our results that publicized CSR activities, especially those that are likely
to affect firms’ direct stakeholders (e.g., consumers and employees), have positive
impact on firm performance are consistent with their findings.
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