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Abstract:Weexaminethecausalimpactoffinancialanalystsonfirms’socially ~ responsible  activities.Relying  on
brokerageclosuresandmergersas naturalexperimentswhich generate exogenouschangesinanalystcoverage,our
Difference-in-Differencesestimator indicatesthatareductioninanalystcoverage
causesfirmstoengagemoreaggressivelyin irresponsiblebehavior,especially
inthedimensionsofenvironmentalissuesandproduct
gualityandsafetyconcerns.Theeffectsofanalystcoverageonirresponsibleactivitiesare more
pronouncedinfirmswithlower initialanalystcoverage,weakercorporate
governanceandhigherfinancialconstraints.Ourpaperidentifiesthedeterrenteffectof
financialanalystsasanimportantdeterminantinfirms’CSRchoice,andshedslighton the impact of financial analystson
non-financial stakeholders.
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1. Introduction

“...mainstream corporate analysisconsiderskey financialdata...maincriteria,but
analystsactively  screencompanies with  poor ESG(Environment,Social,and Corporate
Governance)ratingsorinvolvementincontroversialESGissues.”-DeutscheBank report 2012.

Corporatesocialresponsibilityhasbecomeamainstreambusinesspracticearound
theworldoverthe pastdecade.Firmsareinvesting evermore resourcesinpromoting  socially
responsibleactivitiesandreducingnegativeexternalities (Kitzmuellerand
Shimshack,2012).AccordingtoarecentKPMGglobalenterprisesurvey(KPMG2013),71%ofthefirmsint
heirsample reporttheirCSRactivitiesand51%ofthereporting
companiesnowincludetheCSRinformationintheirannualfinancialreports ! .Among
theworld'slargest250firms,the CSRreporting rateis93%and83%ofthesefirmsstate
intheirreportsthattheyhaveacorporateresponsibility strategy(KPMG2013).The
importanceoftheCSRincorporateoperationcanalsobereflectedby theSRI(socially
responsibleinvesting),aninvestmentstrategy whichseekstoconsiderenvironmentaland social



goodtogeneratelong-term competitive financial returns and positive societal
impact.Accordingtothe2014ReportonSustainableandResponsiblelnvestingTrendsintheUnitedState
s(SociallnvestmentForum),morethanoneoutofeverysixdollars under
professionalmanagementinU.S.(totalamountmore than $6.5trillionUSD)was investedaccording
toSRIstrategies.Intheacademicliterature,a largenumberofstudies have examined the link between
CSR and firm value/performance and documented
mixedevidence(seeDengetal.,2013,foraverycomprehensivereviewoftherelatedstudies).?

DespitethegrowingimportanceoftheCSR investmentto corporate operationand the academic
debates on the value implication of CSR, there is only very limited evidenceinvestigating
thedeterminantsofcorporateCSRactivitiesandperformance.In thispaper,weexamine the
causalimpactof stockanalystcoverage oncorporatesocial responsibility.

The existing literature offer competing views on the link between financial analysts

andfirms’CSRperformance. Ontheonehand, based onasurveyof388
financialanalystsandfundmanagersinitiated by CSREurope,Deloitte,andEuronext (2003), about80%
offinancialanalystsandfundmanagers indicatedthatsocially
responsibleactivitiescreatevalueforthefirmsinthelongrun,andabouthalfofthem take

CSRperformance  intoaccount.Moreover,37percentoffinancialanalystsindicate  thattheywould
granta stock pricepremium(discount)tosociallyresponsible(irresponsible)companies * . This is
consistent with theviewCSRactivitiesenhancefirms’reputationforkeeping
theircommitmentwithrespecttotheimplicit/explicit contractswith keystakeholders (e.g.employees,
customers, clients)and asa consequence, increase the stakeholders'willingnesstocontribute
resources and effortstosupport the firms’ operation, whichinturn, improvesshareholder
wealth(Deng et al., 2013). Analysts’emphasisonCSRisalsoevidenced by Luoetal.(2014), which
interview 28 financialanalystsandprovidethequalitativeevidencethatthemajority — oftheanalysts
monitorfirms’performanceinCSRcloselyinthefirmstheycover.Asconcludedin Jemel-
Fornettyetal.(2011),“mainstreamanalysts...werestartingtopaymoreattention tothepotentialforESG-
relatedresearchtoaddinvestmentvalue”.Inlinewiththis,Luoetal.

(2014)documentthattheanalystrecommendationstend to be
upgraded(downgraded)ifthereisanincrease(decrease)infirms’CSRperformance 4 .Inthis
regard,wewouldexpecta positive impactofanalystcoverage oncorporateCSR

performanceasCSRactivitiescanactasavalue-enhancingcorporatestrategy,which gain theattention
from analystsandaretaken into accountin their reports>.

On the otherhand,CSRactivitiesmight reflectconflictsofinterestsbetween
shareholdersandmanagers,wheremanagerspursuetheirpersonalandsocialreputation atthecostsof
shareholders (Baron,2008;MasulisandReza,2015) ° .Inotherwords,CSR activities might bethe

manifestation ofagencyproblems and managerialpreferences (e.q.
altruism,socialprestige,etc.). Thistypeofagencyconflictmightbeparticularlysevere  as it is
verydifficult toquantifyand measure thetangible  orintangiblesocial and

financialbenefitsthataccruetoacorporationcausedbyitsCSRactivities !

comparedtotheothertypesofcorporateinvestmentactivities,managersmightfindit
easytopromotetheirpersonalpreferencesandpursuittheirprivateinterestsatthecosts
ofothershareholderthroughCSRactivities®. Asdocumentedinrecentstudies(e.g. Brown et al., 2014),

.Therefore,



financial analysts spend real resources and efforts on various activitiessuchasinterviewing
consumersandsuppliers,visiting companiesandfacilities,
etc.,togatherinformationbeyondthemandatorydisclosures(Brownetal.,2014).Asaresult,theyplay
avery importantdisciplinaryroleinmitigatingmanagerialexpropriationofoutside shareholders
(Chenetal., 2015) ° . If thecorporate CSRismainlya manifestationof  agency
problemsandamechanismfacilitating themanagers’pursuitof
privateinterests,wewouldexpectthatanalystcoverageisnegativelyassociatedwith CSRactivities.The
close observationandcommunicationwithdifferentstakeholders make thefirms’irresponsible
activitiestosuppliers,customers,andemployees, easily exposed to thefinancial analysts.

Theexisting literatureisincomprehensivetodrawacausalconclusionbecauseof
thepotentialendogeneityproblem.Forexample,corporateCSRactivitiesmight attract/deter  analyst
coverage. Conversely, analystcoveragemight encourage or discipline  corporate
CSRactivities.Inaddition,analystcoverage andcorporate CSR
performancemightbejointlyaffectedbysomecorporatecharacteristics(e.g.corporate
governance).Inthisstudy,weattempttoexplorethecausalimpactoffinancialanalysts
onfirms’CSRperformancebyusingtwonaturalexperiments,i.e.brokerclosuresand broker mergers.
The twonaturalexperimentshave beenusedinthepreviousliterature
(e.g.HongandKacperczyk,2010;Kelly andLjungqvist,2012)andareshowntobe
orthogonaltocorporatepolicies.Our paperisthe firstone,toourbestknowledge,to  examininghow
analyst coveragecausally affectsCSR activities.

Specifically,weconstructour sample byidentifying firms experiencing
exogenousdroponanalystcoverage due tobrokerclosuresandbrokermergers.The two natural
experiments have been widely used in the literature and are orthogonal to

corporatepolicies,i.e.firms’engagementinsocially
irresponsiblebehavior.Moreimportantly,ouridentificationstrategyallowsmultipleshockstoaffectdiffere
ntfirmsatdifferent times, whichgreatlyalleviatethe potential omitted variable problems.

Closely followingliterature,wesuccessfully identify 39brokerageexits,including22
brokeragemergersandl7brokerageclosures,between2000and2010,associatedwith1,938firm-year
observationsthatexperienceexogenousanalystcoveragedecreases.We
obtaincorporatesocialresponsibilitydatafromKLDdatabaseandwedefinecorporate

irresponsiblescoresasnegativeCSRscore,i.e.CSRconcernsscore minusCSRstrengths
score,tocapturethenetirresponsiblebehavior 10 .UnderabDifference-in-Differences
(DID)regressionapproach,we findconcreteevidencethattreatedfirms,comparedwith
theircontrolfirms,aremoreactiveinsocially irresponsibleactivitiesafterexperiencing

exogenousdropinanalystcoverage,aftercontrollingforabatteryofotherfactors 1 .Specifically,

ourDifference-in-Differences (DID) regressionresults show that netirresponsibleactivities (number
ofCSRconcernsminusnumber ofCSRstrengths)in treatedfirmsincreaseby 0.155afterdeducting

thetrendinmatchedcontrolfirms.The resultswouldnotchangeifweuseadjustedirresponsiblescore
(adjustedCSRconcerns

minusadjustedCSRstrengths),asthenetirresponsiblescorecouldbeinfluencedby the
differentnumberofitemsinvestigatedby KLDindifferentyears(Manescu,2009).Our

robustnesscheckusingDifference-in-Differencesmatchingestimator(ATT) further



confirmsourmainfindingthatirresponsiblebehaviorincreasessignificantly fortreated
firmsthatexogenousincreaseininformationasymmetry duetothelossofanalysts following.
TheDifference-in-Differencesmatchingresults arerobustandconsistentacross sixdifferent
combinations of matchingdimensions.

The increaseinirresponsiblebehaviorcouldcomefromtwosources,i.e.the  increaseinpurely
irresponsibleactivities(CSRconcerns)andthedecreaseinpurelyresponsible activities(CSRstrengths).

Toconducta thoroughstudyon firms’CSRperformanceafterexperiencingexogenously
aggravatedinformationasymmetry, we further decompose theirresponsiblescore
(netirresponsiblebehavior) intoConcernsand Strengths.Our
DIDregressionsandmatchingestimatorsshowsthattheincrease in net
irresponsiblebehaviorisdrivenbytheincreaseinCSRConcerns.Inotherwords,the

treatedfirmskeepcomparablesocially gooddeedsastheirmatchedfirms;howeverthey

havesignificantlymoresociallyharmful deeds.

One advantage of KLDdatabase isthedetailedclassificationof = CSRperformance.

WemakethebestuseofthedatabaseandcarefullyexamineeachdimensionsofCSR performance.
Previousliterature showsthatfinancialanalystsmayhave different
emphasesondifferentdimensionsof socialresponsibility.For instance,Nicholsand

Wieland(2009)showthatanalysts'informationintermediaryroleismoreimportant
whenfirmsissueproduct-relatednon-financialinformation,whichmattersforfirms’
salesandfuturecashflows.Atthe same time, Fieseler (2011) highlightsthatequity
analystsperceiveenvironmentalsustainability aslong-runvalue-enhancingandlay much
emphasizeonfirmsenvironmentalirresponsibleactivities. Thereforeweshouldexpect the
deteriorationinCSRperformanceshouldbemore  pronouncedinenvironmentissues  andproduct-
relatedissues.Following literature,weexaminesixdimensionsofCSR performance,including
community,diversity, employment,environment,human rights, productsafety
andquality.Consistentwithpreviousliterature,wefindtheincreasein irresponsibleactivitiesisdrivenby
irresponsiblebehaviorsinenvironmentissuesand product safetyand qualityissues.

Sofarwehaveestablishednegative causality fromanalystcoveragetocorporate
irresponsiblebehavior. However, our findingsmightbe a“smokinggun” without pointing
outthespecificchannels,throughwhichfinancialanalystscurbcorporate irresponsiblebehavior.Aswe
obtainour mainresultsusingexogenousshockonanalyst coverage, wenaturallystart with thelevel

ofinitialanalyst coverage.lfthecausalrelationshipisvalid,weshouldobserve
amoreprofoundimpactinfirmswithfewer analystsfollowingbefore
thebrokerageexit.Intuitively,losingoneanalysthasa larger impactforfirmsfollowedby

5financialanalyststhanforfirmsfollowedby 15financial analysts. Previous literatureusingthe same
settings has documented that firms with lower initialanalystsexperience a more drastic
changeintheirinformationenvironmentand

externalmonitoring(HongandKacperczky,2010;IraniandOesch,2103;Chenetal.,2015). Thereforewe
expecttheincreaseinsocially irresponsibleactivitiestobemore
pronouncedintreatedfirmswithlowinitialanalystcoverage(below themedianof treated sample).
Consistentwiththisargument,we findanincreaseof 0.267in irresponsible score (higher than
0.155infullsample regression) intreatedfirmswithlow initialanalystcoverage.And the



resultisnotsignificantinfirmswithhigh initialanalyst coverage.

Nextweexaminetheimpactoffirms’corporategovernanceandexaminehow
thismechanismaffectsthe linkbetweenfinancialanalystsandcorporate irresponsible
performance.AsJoandHarjoto(2011)suggest,CSRchoice ispositivelyassociatedwith
governancecharacteristics since well-designed corporate governance systems would
alignmanagers’incentiveswiththoseofstakeholdersandensurefirms’sustainability via
soundbusinesspracticesthatpromoteaccountabilityandprofitability.Inaddition,Chen etal.(2015)
document that the moral hazard issues caused by exogenous  analyst
reductioncouldbemitigatedby strongproductmarketcompetition,whichservesasan
externalcorporategovernancemechanism.Thereforewe expectstronger corporate governance
toalleviatefirms’engagementinirresponsiblebehaviorafterexperiencing

exogenousshockinanalystcoverage. Specifically,we investigate therole of board
independenceandproductmarketcompetitioninshapingtherelationbetweenanalyst lossand
irresponsibleactivities.The regressionresultsshowthattheincreased
engagementinsocialharmonlyexistsinfirmswithlowerboardindependenceandwithhighermarketconc
entrationlevel.For instance,for firmsoperatinginhighHHI
industries,wefindthattheirresponsiblescoreofourtreatedfirmsincreasesby 0.259
comparedwiththecontrolfirms.Incontrast,thereisnochangeinfirmsoperating inlow HHI(more

competitive)industries.

Wetheninvestigatetheeffectoffirms’financialconstraints.AsHong etal.(2012) show thatfirms
wouldonlydogoodwhenthey aredoing well (i.e.financially
unconstrained),financialconstraintcouldbeanotherunderlyingeconomicmechanism.
Firmswithmorefinancialconstraintsare moresubjecttounderinvestment problems,thus
aremorelikelyto preserve fundsthrough irresponsibleactivities, such as untreated sewage
discharge, child-laborinsweatshops, andcheapand unreliable material for
products,whenfacingdecreasedwhistle-blowersandexternalmonitoring.Inotherwords,
iftheexogenouslossinanalystcoverageinducesmoreirresponsibleactivities,theeffect
shouldbemoreprofoundforfirmswithmorefinancialconstraints.Usingfourdifferent
alternativemeasuresoffinancialconstraints(i.e.HadlockandPiercefinancialconstraint
index,WhitedandWufinancialconstraintindex,firmsize,andwhetherthefirmspays
outdividend),wefindconsistentevidencethattheeffectisindeedmorepronouncedin firms that
aremorefinanciallyconstrained prior to broker terminations.

Takentogether,ourresultssuggestthattheinformationrole offinancialanalysts
andresultedexternalmonitoringtendtobeanimportantdrivingforceinmitigating firms’irresponsible
behaviors.We showthatreductioninanalystcoveragecausally inducescorporatesocially
irresponsibleperformance,particularlyintermsof  environmental issuesandproduct safetyand
gualityconcerns. Andthe linkbetween these twofurther dependsoninitial
analystcoverage,corporategovernanceandfinancial constraints.By doing
so,ourpapercontributestotwostrandsoftheliterature.First,our
papercontributestothegrowingliteratureinvestigating thedeterminantsof CSR.

Despitethebenefitsofbehavinginsocially responsibleways'? thereareonly limitedstudies exploring
howtoreducefirms’irresponsiblebehaviorandcreatesocialwelfare 13 .For



example,Dhaliwaletal.(2011)findthatfirmstendtovoluntarilydisclose CSRreportsifconfrontedwithhigh

costofequity inthepreviousyear.Moreover,byreviewingfirms’
pressreleases,Chakravarthyetal.(2014)positthatfirmshaveincentivestotake
responsibleactionstowardmultiplestakeholdersafterseriousrestatements.Using import tariff
reductionsasa guasi-naturalexperiment,Flammer(2015)findthatwithhigher
productmarketcompetition,firmsincreasetheirengagementinCSRactivities,since  CSRcouldbe “a
competitive strategy” thatallowscompaniestodifferentiatethemselves
fromtheirforeignrivals.Caoetal.(2015)documentthattheproductmarketpeereffect

of CSRisanimportantdrivingforcebehindtheCSRperformance.Also,DiGiuliand Kostovetsky

(2014)concludethatfirmswithDemocraticfounders,CEOs,anddirectors,
headquarteredinDemocraticstates,spend$20millionmoreonCSRthanRepublican-
leaningfirmseveryyear.Inthespiritofthetheoreticalliteraturearguing thatmonitoring frominstitutions
helpsmitigatetheirresponsiblebehavior,ourpaperidentifiestheroleof
financialanalysts,oneofmostpowerfulmonitorsinreducing managerialmisbehavior,in
curbingirresponsible activities.Our findingshighlightthe importance ofexternal monitoringin
shaping firms’ CSR performance.

Ourpaperalso adds to the literaturediscussingtherolethatfinancialanalysts  play

inthefinancialmarket.Existing literaturefindsthatanalystshelpreduceinformation
asymmetry,serveasexternalmonitorstofirmmanagers,thusaffectfirms’investment and
financing(Hong andKacperczyk,2010;lraniand Oesch, 2013; Derrienand
Kecskes,2013).Thesestudieshoweveroverlookanincreasingly importantaspectofagency
problems,i.e.theconflictsbetweenthefirmsandnon-financialstakeholders.Inthis paper,we
documentthatanalystsaffectfirms’CSR activities,andanalystcoverage causally
increasesfirms’social goodness, especially throughreducing firm's irresponsible practices.Toour
bestknowledge,our paper isthe firstone establishingthe causality
thatfinancialanalystsreducecorporate socialirresponsibleactivities. The
resultsdeepentheunderstanding oftheinformationroleoffinancialanalystsfroma

broaderperspectiveandpoint out anotherchannel throughwhichfinancialanalysts could affectfirm
value, i.e. byreducingpotential risk and cost dueto irresponsible behavior.

The reminder of the paper proceedsasfollows. Section2introducesthesample, data and
variables. Section 3 describesour main analysis. Section 4 containsthe analysis on impact of
factors. Section 5 concludes thepaper.

2. Sample andData
2.1 Thenatural experiments

Astheanalystcoverageislikely tobeendogenous(ChungandJo,1996),werely
ontwonaturalexperimentswidely usedintheliteraturetocreateexogenousshockson
analystcoverageandinvestigatetheroleoffinancialanalystsincurbing firms’socially
irresponsibleactivities.Specifically,weconstructoursampleby identifyingfirms experiencing
exogenousdroponanalystcoverageduetobrokerclosuresandbroker
mergers,whichareexogenoustoindividual  firms’corporatesocialresponsible  performance.The
firstkindofnaturalexperiments--brokerageclosuresare triggeredby



businessstrategiesratherthanthecharacteristicsoffirmsthey cover(Kelly and Ljungqvist,2012).Using
brokerageclosuresasnaturalexperimentsforinformation supply,Kelly
andLjungqvist(2012)testtheinformationasymmetry assetpricingtheory.
Thereforebrokerageclosuresareanidealsettingthatreducestheinformationcontentprovidedby
financialanalysts.Astheinformationcontentreduces,weexpectanalysts’
powerindetectingcorporateirresponsibleactivitiestodecreaseaswell. Thesecond source
ofexogenousanalystcoverage change comesfrombrokerage mergers.Whentwo
brokersmerge,theyoftendismissanalyststoavoidredundancyandculture-clash(Wu
andZang,2009).Importantly,ifeach brokeragehousehasananalystfollowing thesame
firm,theywouldusuallydismisstheanalystfromthetargetfirm(HongandKacperczyk,2010).Thereforefir
msfollowedby bothbrokeragehousesbefore themergerwill
experienceanexogenousdroponanalystcoverage.Relying onbrokeragemergersas
naturalexperiment,Hong andKacperczyk(2010)documentaconcreteevidenceof
informationenvironmentchangeby showinganincreaseinanalysts’forecastbiasdueto  exogenous
reductionincompetitionamonganalysts.Asthe forecastisoptimistically biased, we expect firms’
incentive to engage in socially irresponsible activities to
increase.Usingthetwokindsofnaturalexperiments,wenotonly resolvethepotential
endogeneityconcerns,butalsoalleviatetheomittedvariableproblemsbyallowing multiple shocks to
affectdifferentfirms at different times.

Tocapturesuchchangeinmonitoring from financialanalysts,westartoursample
constructionaccordingtothebrokerclosurelistinKelly andLjungqvist(2012).And following
Chenetal.(2015),weextendtheeventlistto2010. Specifically,wesearchfor the brokerswho
disappeared inl/B/E/Sdatabasebetween 2008and 2010. Then wesearch

fornewsreleasedinFactivatoconfirmthatthedisappearanceisduetobrokerclosure.
Toextendthebrokermergers,we followHong andKacperczk(2010).Specifically,we useThomson’s

SDCMergersandAcquisitiondatabaseandsearchfor acquisitions betweenmergers. We
restrictthemergerstotheperiodfrom2008to2010andrequire  both the acquirerand thetarget
primarySICcodesto be 6211 0r6282. FollowingChenet al.(2015),weonly

keepcompleteddealsanddealsinwhich100%ofthetargetis acquired. Then wemanuallymatchand
check thebroker housein thel/B/E/Sdata.

Afterextending theclosurelist,weconstructthesampleoffirmsthatexperience
exogenousdropinanalystcoverage.Following theliterature,we haveadopteddifferent strategiesfor
brokerclosuresandbrokermergerstoconstructoursample.Forbroker closures,wefollowKelly
andLjungqvist(2012)andretainonly firmsforwhichthe
estimateis“stopped”inl/B/E/Sonlyafterthedateofbrokerdisappearance.Forthe
brokermergers,weretainonlyfirmscoveredbybothbrokeragehousesbeforethemerger
andfirmswithonlyoneoftheiranalystsfollowingdisappears.Thelatterrequirement
rulesoutthepossibility thatthebrokeragedeterminestodropbothanalystsduetoany firm-
specificcharacteristics. Toensurethatthereare nootherconfoundingevents,which
leadtoanincreaseinanalystcoverageandweakentheimpactofexogenousshockon
corporatesocialresponsibility,we  requirethattreatedfirmsinoursampletohavea realized analyst
coveragereduction in theyear after the event.



2.2 Measures of CorporateSocially IrresponsibleScores

Tomeasureafirm’sengagementinsocially irresponsibleactivities,weconstructthe
scoresusingtheKLD database.TheKLDdatabasehasbeenwidely usedtheliteratureon
corporatesocialresponsibility,for exampleDengetal.(2013)andServaesandTamayo (2013). After
2003,thedatabasehasbeencomprehensiveandcoversmore thanthree
thousandfirmsthatcompriseRussell3000. TheKLDdatabaseprovidesdetailed informationof firms’
CSRactivities according tothirteen categories,i.e. community, diversity, employment,

environment,human rights,product,alcohol,gaming, firearms,
military,nuclear,tobaccoandcorporategovernance. Withineachcategory,the database
showswhetherthefirmhasconductedagooddeed(a harm).Ifthefirmhasmet the

requirementofgoodness(harm),itwouldgainone  pointinstrength(concern). The numbers of
strengths andconcernswithin eachcategorydiffer cross investigatingyears.

To measure theoverallirresponsible activitiesor CSRperformanceof a firm, we consider

sixspecific dimensions,i.e.community,diversity,employee relationship,
environment,humanrights,andproductquality andsafety.UnlikeDengetal.(2013)
whichmeasurestheoverallCSR score basedonsevendimensions,we excludecorporate
governanceinourmeasure construction.Firstly,corporategovernanceisperceivedas
mechanismtomitigatethe conflictsbetweenprinciplesandmanagers(Shleiferand
Vishny,1997).Corporatesocially irresponsibleactivities,ontheotherhand,affectnon-
financialstakeholders,forexamplecommunity andemployees,ratherthanshareholders.

Secondly,previouslyliteraturehasdocumenteddeteriorationincorporategovernance
aftertheexogenousshockinanalystcoverageduetobrokeragehouseclosuresandmergers.**Thereforei

ncludingcorporategovernanceinourirresponsiblescoremeasurewouldbe redundantandbiasour
resultsfromthisperspective.Inordertorule ofthe impact of “doing good tocompensate bad
deeds”,our keymeasurefor irresponsible score

isthenegativeCSRscore.Wecountthenumbersofstrengthsandconcernswithineach
oftheselectedsixcategoriesandthensubtractthenumberofstrengthsfromthenumber

ofconcernstoconstructtherawlrresponsibleScoreforeachcategory eachyear.The
overalllrresponsibleScore isthesumoftherawscoresofthesixcategories.Ahigher
IrresponsibleScoreindicatesworseCSRperformance,i.e.thefirmisdoing moreharm
or/anddoinglessgoodness.However,aspointedbyManescu(2009),theRawCSR  Score  mightbe
problematicinevaluatinga firm’sCSRactivitiesoveryearsasthe
investigatingitemsinstrengthsandconcernswithineachcategory differ.Toovercome
thisconcernandconductbothcross-sectionalandtime-seriesanalysis,we scalethe

strengthsandconcernsforeachfirmyearto[0,1].Specifically,wedividethenumberof

strengths(concerns)for each firm-yearwithin eachCSR categoryby themaximumpossible number
ofstrength  (concerns)in each CSR  categoryeachyear.  Then  wesubtract the
adjustedstrengthindexfromthe adjustedconcernsindex.Thenforeachcategory,the
adjustedirresponsiblescore rangesfrom-1to+1.Fortheoveralladjustedirresponsible Score
(Irresponsible  Score_adj), we sum up the six adjusted scores. Therefore the
adjustedlrresponsibleScore rangesfrom-6to+6intheory.Forrobustness,we checkthe impact of
analyst coverage drop on CSR Concerns and adjusted CSR Concerns. Concernsisdefinedasthe
sumof concernnumbersinthe sixcategoriesandadjusted



Concerns(Concerns_adj)isdefinedasthesumofadjustedconcernnumbersinthesix categories.
2.3 Sampleand SummaryStatistics

Toconstructoursample,wefirstly mergethesampleoffirmsexperiencingexogenous drop
inanalystcoveragewithour measuresoflrresponsible Scoresinyeart-landt+1. Following
Chenetal.(2015),wekeepthefirm-yearobservationsofonlyt-1andt+1to makesurewecaptureonly
thedirecteffectsofexogenousdropinanalystcoverage.We
thenobtainfinancialdatafromCompustatandnumberofanalystfollowing froml/B/E/S
database.Inordertofindthecontrolfirmsforregressionanalysis,wefirstly requirethe
treatedandcontrolfirmstohavethesameFama-French48Industry ClassificationCode.
Thenwithineachindustry,eachyear,we require thecontrolfirmstobeinthesame Size,
Q,andAnalystCoverageterciles.Furtherwerequire thefirm-yearobservationstohave non-missing
controlvariablesinourmaindifference-in-differences(DID)regression. Tablelshowsthesummary
statisticsforoursampleinbaselineregressionanalysis.Our samplecontains6,260firm-
yearobservationsovertheperiodof1999(min.yeart-
1)to2011(max.yeart+1),from1,538uniqueU.S.public firms.Our regressionsample
contains1,938treatedfirm-yearobservationsfor693uniquefirms.Thetreatedfirm-
yearsareassociatedwith39brokerageexits,including 22brokeragemergersandl7
brokerageclosures.Onaverage,oursamplefirmshaveanlirresponsibleScoreof-0.27,indicating
thenetconcernsis-0.27,i.e.firmsare doing moresocialgoodness(Strengths)
thansocialharm(Concerns).Howeverthenumberisnegativeprobably becausethereare moreitems of
Strengthsinvestigatedthan of Concerns investigatedat different times. The
adjustedIrresponsibleScoreaddressesthisproblemby adjustingthetimetrendin
investigateditems.Asshown inthelrresponsible Score_adj(mean=0.11), oursample
firmsaredoingmore harmthangood.Thecontrolvariablesinclude Size,Market-to-
Book,Leverage,ROA,Stock-returnvolatility, Dividends,R&D  expensesand SG&A  expenses.
Detailed definitions are given in AppendixA.

Tablel Summary Statistics

Obs Mean Std P25 Median P75
IrresponsibleScore 6260 -0.27 2.67 -1.00 0.00 1.00
IrresponsibleScore adj 6260 0.11 0.50 -0.13 0.13 0.36
Concerns 6260 1.70 1.92 0.00 1.00 2.00
Concerns adj 6260 0.41 0.43 0.00 0.33 0.53
Strengths 6260 8.92 1.69 8.00 8.00 9.00
Strengths adj 6260 0.30 0.43 0.00 0.14 0.42
EnvirresponsibleScore 6260 0.02 0.81 0.00 0.00 0.00
EnvirresponsibleScore adj 6260 0.00 0.13 0.00 0.00 0.00
ProlrresponsibleScore 6260 0.25 0.74 0.00 0.00 0.00
ProlrresponsibleScore adj 6260 0.06 0.19 0.00 0.00 0.00
Size 6260 8.00 1.84 6.68 7.89 9.20
MarkettoBook 6260 2.18 1.51 1.18 1.66 2.61
Leverage 6260 0.20 0.20 0.03 0.16 0.30
Log(Anacov) 6260 2.34 0.72 1.90 2.46 2.90
ROA 6260 0.12 0.12 0.05 0.12 0.18

StockReturnVolatility 6260 0.13 0.07 0.08 0.11 0.16



Dividends 6260 0.01 0.02 0.00 0.00 0.01
R&D 6260 0.04 0.07 0.00 0.00 0.06
SG&A 6260 0.20 0.20 0.02 0.15 0.30

3. Empirical Results

Beforeweconductany empiricalanalysison whetheranalystcoverageimpactsfirms’
involvementinsocially irresponsible activities, wedepictthetrend oflrresponsible
Scoresofourtreated andcontrolfirms overthethree yearsaroundthenatural
experiments.AccordingtoFigure 1,afterexperiencetheexogenousshock(drop)on analystcoverage,
thetreatedfirmsincreasetheir engagement in socialirresponsible
activitiesinyear+1.Controlfirms,however,have shownadecrease inlrresponsible
Scoreoverthethree-yearwindow.Wefindconsistentevidenceinbothlrresponsible
Score(Figurela)andAdjustedirresponsibleScore(Figurelb).Moreimportantly,the
figuresshowthatthetreated andcontrolfirmsare parallelinbothirresponsible activity
measuresbeforetheshocks, whichisthekeyassumptionin anyDifference-in-
Differencesanalysis(RobertsandWhited,2012).As  thedivergenceonlyoccursafter the treated
firmslose analystsexogenously,the figureslend intuitive supporttothe argument
thatfinancialanalystscoulddetersocially irresponsiblebehaviorthroughexternal
monitoring.Howeverwhatweobserveinthefigurescouldbedrivenby othercross-
sectionalheterogeneitybetweentreatedandcontrolfirms.Toconfirmandquantifytheimpactofexogenou
sanalystcoveragereductiononfirms’irresponsiblebehavior,we turn to difference-in-differences(DID)
regression analysis andmatching approach(ATT).

Figurel: Thelmpact ofAnalysts on Irresponsible Activities
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Figurelb: Theimpact of analystsdroponAdjustedirresponsible Score
3.1 Main results: Difference-in-Differences Regression Approach

We adoptadifference-in-differences regressionapproachtoinvestigatethe impactof
exogenousanalystcoveragedroponfirms’irresponsiblebehavior.Specifically,werun the
followingregressionmodel to control for cross-sectional heterogeneity.

Irresponsible Score;;, = a + f; (Treatedi,t * Posti_t) + B,Treated;, + p3Post;, + 6'Xl-_t_1 +&+(1)

where Irresponsible Score;.is Raw Irresponsible Scoreor Adjusted Irresponsible Score;

Treated, isadummyvariable equalsto lifthe firm hasexperienced an
exogenousdroponanalystcoverageduetobrokerclosuresormergers,andOotherwise; Post;,
isadummyvariableequalstooneintheperiodaftertheevent,i.e.inyear+1, and zerootherwise, i.e.

year-1. Ourvariableofinterest is theinteraction variable, Treated;, x Post;, .Thecoefficient 5, ,
whichcapturestheDifference-in-Difference
effect,showsthedifferencebetweentreatedfirmsandcontrolfirmsintheirengagement
incorporateirresponsibleactivitiesafterthenaturalexperiments.Thevector X; contains asetoffirm-
specificvariablesthataredocumentedtoaffectfirms’CSRperformance.Specifically,wecontrolfor
Size,Tobin’sQ,BookLeverage,profitability (ROA),stock return volatility,dividendpayment,R&D
expensesand SG&A expenses.Firm- andyear- fixed effects areincludedin our regression modelas
well.

InTable2,wetabulatethedifference-in-differencesregressionresults.Columns(1)-
(3)showtheresultsforregressionswithRawlrresponsibleScoreasdependentvariablesandColumns(4)
-(6) showtheresultsfor regressionswithAdjustedlrresponsibleScore as dependent variables.

Table2 ThelmpactofExogenous Analyst Coverage Reduction onlrresponsibleScore: Baseline Regression

(1) 2) (3) 4) (5) (6)
Dependent Irresponsibl ~ Irresponsibl  Imresponsibl  Imresponsibl  Irresponsibl  Irresponsibl
vaniable e Score e Score e Score e Score adj e Score ad] e Score adj
Treated* Post 0.168%* 0.162%+* 0.155%+* 0.035%* 0.034%* 0.032%*
[0.069] [0.070] [0.069] [0.015] [0.015] [0.015]
Treated 0.002 0.001 0.001 0.001 0.000 0.000
[0.071] [0.071] [0.071] [0.014] [0.014] [0.014]
Post -0.182%*= -0.172%==* -0.191**=* 0.018 -0.015 -0.019
[0.048] [0.051] [0.052] [0.011] [0.011] [0.012]
Size 0.054 0.065 0.174 0.013 0.016 0.039
[0.121] [0.120] [0.126] [0.024] [0.024] [0.025]
M-to-B 0.032 0.040 0.043 0.008 0.010 0.011
[0.034] [0.034] [0.033] [0.007] [0.007] [0.007]
Lev 0311 0.270 0344 0.031 0.020 0.035

[0 3411 [0 3411 [0 348] o711 00711 007N



Treatedisadummyvariableequaltol,ifthefirmhas experiencedan exogenousdrop inanalystcoverage,zero
otherwise.Postisa dummyequaltol
forthefirstyearaftertheshock;andequaltoOforthelastyearbeforetheshock.DefinitionsforothervariablesaregiveninAppe
ndixA.Theestimationscorrecterrorstructureforheteroskedasticity andwithin-firmerror
clustering,withstandarderrorsreportedinbrackets.*,** and***denotestatisticalsignificanceat10%,5%and1%level,resp

ectively.
ConsistentwiththetrendshowninFigure laandFigure 1b,ourdifference-in-differences
regressionsshow thataftertheexogenousdropinanalystcoverage,treatedfirms

significantlyincreasetheirinvolvementinsociallyirresponsibleactivities.Forexample,
inColumn(3)thecoefficientofinteractiontermis0.155,significantat5%level. The
evidencesuggeststhatcomparedwiththematchedcontrolfirms,thetreatedfirmsdo0.155moresocially

irresponsibleactivitiesthansocially responsibleones.Toshowthe
economicsignificance,wecomparewithourcoefficientwiththemeanofRawCSR Score
ofoursample,whichis-0.26.Thereforetheincreaseisabout60%oftheabsolute

valueofthesamplemean.Wecouldalsogetasenseoftheimpactofanalystcoverageshock on
irresponsible activities by comparing the coefficient ( g, ) of Post;, and the
coefficientoftheinteractionterm.lnColumn(3),wefindahighly significant B ,-0.191,
significantatl%.The evidence showsthatour sample firmsreduce theirengagementin
irresponsibleactivitiesby 0.191aftertheshock(atimetrend).Howeverifthefirmfalls
intotreatedfirmcategory,comparedtothecontrolfirms,itsirresponsibleScore increasesby

0.155,whichiscloseto0.191.ConsistentwiththetrendweobserveinFigurela,



despitethedownwardtrendofirresponsiblescoreincontrolfirms,thetreatedfirms
almoststayinthesamelevelinyear-landyear+1.Usingadjustedirresponsiblescore as dependent
variables, we find consistent results that after experiencing exogenous shocks in analyst
coveragefirms aremorelikelyto engagein irresponsibleactivities.*®

3.2 Nearest-neighbor Matching Approach(ATT)

Inadditiontorelyingonourdifference-in-differencesregressionresults,wealsoadopt thedifference-
in-differencesmatching estimator(ATT)approachtorefineourcontrol
sample(Abadieandimbens,2006).Specifically wesearchforthenearestnon-treated neighbor-year
foreachof our treated firm-yearsinthe same Fama-French 48 industry basedon ourselected criteria.
We have  adopted sixcombinations ofmatching dimensionsdrawn fromSize,Q,
AnalystCoverage,Leverage,ROA,Dividend payments, R&D expensesandSG&Aexpenses. We
obtainconsistentresultsasdifference-in- differencesregressionsthattheexogenousdrop
inanalystcoverageleadtoanincrease in
firms'involvementinirresponsibleactivities.WeshowourmatchingresultsinTable3.*

Table3 ThelmpactofExogenous AnalystCoverage Reduction onlrresponsibleScore: EvidencefromNearestNeighbor
Matching (ATT)

PanelA:lrresponsibleScore

Irresnonsible Irrespnonsible ATT

MatchingVariables Obs Score_DIF Score_DIF xatmentvs. t-stat
contral)
Size/Q/Anacov 1039 0.07 -0.03 0.11* 1.69
Size/Q/Lev/Anacov 1037 0.07 -0.07 0.15** 2.47
Size/Q/Anacov/ROA 1021 0.07 -0.03 0.12* 1.90
Size/Q/Lev/Anacov/ROA 1019 0.07 -0.08 0.16*** 2.77
Size/Q/Lev/Anacov/ROA/Dividend 1018 0.07 -0.04 0.14** 2.40
Size/Q/Lev/Anacov/ROA/R&D/SG&A 1019 0.07 -0.04 0.13** 2.33

PanelB:IrresponsibleScore Adj

Irrespnonsible Irrespbonsible ATT

MatchingVariables Obs Score_Adj Score_Adj xatmentvs. t-stat
contral)
Size/O/Anacov 1039 0.03 0.01 0.03** 2.02
Size/Q/Lev/Anacov 1037 0.03 0.00 0.03*** 2.74
Size/Q/Anacov/ROA 1021 0.03 0.01 0.03** 2.08
Size/Q/Lev/Anacov/ROA 1019 0.03 0.00 0.04*** 3.00
Size/Q/Lev/Anacov/ROA/Dividend 1018 0.03 0.01 0.03*** 2.62
Size/Q/Lev/Anacov/ROA/R&D/SG&A 1019 0.03 0.01 0.03*** 2.68

Heteroskedastictly-consistentT-
statisticsarereportedinbracketsbelowtheestimates.*,** and***denotestatisticalsignificanceat10%,5%and1%level,re
spectively.

Our sample size ranges from 1039 to 1018 with different matching combinations. For each
treated firm, we find its nearest control firm according to different matching criteria. Variable
definitions are in Appendix A.



AsshowninTable3,acrosssixdifferentcombinationsofmatching dimensions,theCSR
performancesof our treatedfirmsgetworse comparedtotheir matchedcontrolfirms.For
example,inPanelA,wetabulatethematching  estimatorsforchangeinirresponsible  Scores.If  we
matchourtreatedfirmswithuntreated firmsaccordingtoSize,Q, Analyst Coverage,andROA (Row 4),
we obtainanATTof0.16,significantat1% level.The resultsaredriven by
boththeincreaseoflrresponsibleScore (0.07)intreatedfirmsand thedecrease oflrresponsibleScore(-
0.08)inmatchedcontrolfirms.InPanelB,we comparethedifferencesin Adjusted Irresponsible Scores
between
treatedfirmsandcontrolfirmsandconfirmourfindings.'’Forexample,matchedbySize,Q,LeverageandA
nalystCoverage,theadjustedirresponsiblescoreincreasesby 0.03inourtreated
firms,whiletheadjustedirresponsiblescoreinmatchedcontrolfirmsdoesnotchange. TheAT Tmatchinge
stimatoris0.03,significantat1%level,revealingthatthetreatedfirmsaremorelikelytobesociallyirrespon
sibleafterlosingananalystexogenously.The evidencelendssupporttoourmainfindingsusing
DIDregressionsandisconsistentwith  the  trenddepicted(i.e.irresponsible  scoredecreasesfor
controlfirmsbutincrease for treated firms) inFigurel.

3.3RobustnessTest: TheimpactofanalystcoveragereductiononCSRConcernsandStrengths

Wechecktherobustnessofour resultsusing CSRConcerns,whichaccordingtoour
argumentaremoreaffectedbythemonitoringfromexternalanalysts,comparedwith CSR
Strengths.Inthesameveinasourmainanalyticalframework,werunDifference-in-
Differencesregressionsandperformnearest-neighbormatching withCSRconcernsand CSR

strengths as dependent variables. Theresultsaretabulated in Table 4.

Table4 Robustness: ThelmpactofExogenous Analyst Coverage Reductionon Concerns and Strengths

(¢Y) ()] 3 Q)]

Dependent varable Concerns Concerns_ad Strengths Strengths_ad)
Treated* Post 0.167*** 0.028** 0.039 -0.004
[0.048] [0.012] [0.042] [0.009]
Treated -0.067 -0.013 -0.061 0013
[0.049] [0.012] [0.047] [0.010]
Post 0.000**= 0.040*=* 0.023 0.059%*=
[0.032] [0.008] [0.033] [0.008]
Size 0.206** 0.040** 0.013 0.002
[0.083] [0.020] [0.090] [0.019]
M-to-B 0.035* 0.010** -0.043* -0.001
[0.021] [0.005] [0.023) [0.005]
Lev 0.139 0.011 0.143 -0.025
[0.225] [0.057] [0.189] [0.047]
ROA -0.543 -0.095 0.048 -0.036
[0.377] [0.085] [0.365] [0.072]
REI_SId 1.753** 0.571**= -1.200** 0.268**
[0.605] [0.162] [0.536] [0.124]
Dividend -1.378 -0.333 1.302 0.052
[1.812] [0.420] [1.470] [0.324]
R&D 1.243* 0.291 -0.535 -0.191
[0.748] [0.181] [1.002] [0.199]
SG&A 0.378 0.066 -0.339 -0.108*
[0.304] [0.075] [0.266] [0.055]
Constant -1.640*+ -0.346** 8.676%*** 0.104
[0.682] [0.165] [0.718] [0.152]
Firm Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6.260 6.260 6.260 6.260

Adjusted R-squared 0.825 0.784 0.793 0.832




Heteroskedasticty-consistentT-statisticsarereportedinbracketsbelowtheestimates.*,**,

and***denotestatisticalsignificanceat10%,5%and1%level,respectively.

This table presents the impact of exogenous drop in analyst coverage on irresponsible
activities (CSR concerns) and responsible activities ( CSR strengths), respectively. Column (1)
and Column (2) show the impacts the exogenous drop in analyst coverage on the Raw CSR
Strengths Score and on the Adjusted CSR Strengths Score, respectively. Column (3) and Column

Panel B : Concerns NN Match Results re
ATT jue
Matching Variables Obs Con;::::e_dDIF Cong;;::aD i (u?;nt::;)“' tstat g
Size/Q/Anacov 1039 0.21 0.06 0.14%** 3.59 48
Size/Q/Lev/Anacov 1037 0.21 0.05 0.15%** 387 3in
Si1ze/Q/Anacov/ROA 1021 0.20 0.07 0.14%** 358
Si1ze/Q/Lev/Anacov/ROA 1019 0.21 0.06 0.15%%* 3.64
Size/Q/Lev/Anacov/ROA/Dividend 1018 0.21 0.07 0.14%** 351 1€
Size/Q/Lev/Anacov/ROA/R&D/SG&A 1019 0.21 0.07 0.15%** 361 we
ble
Panel C: Concerns_Ad) NN Match Results
ATT
Matching Variables Obs Conce;::;ﬂhnw Conc?;;ii’ aad (treatment vs.  t-stat tahr:
control)
S1ze/Q/Anacov 1039 0.05 0.02 0.03%** 3.26 3aS
S1ze/Q/Lev/Anacov 1037 0.05 0.02 0.04*** 353 in
Si1ze/Q/Anacov/ROA 1021 0.05 0.02 0.03**= 318 ent
Si1ze/Q/Lev/Anacov/ROA 1019 0.05 0.02 0.04*** 344
S1ze/Q/Lev/Anacov/ROA/Dividend 1018 0.05 0.01 0.02%** 328
S1ze/Q "Ix\'."AxfaCO\‘-"ROA"'R&D"SG&% 1019 0.05 0.02 0.04%** 342 alB

andPanelC,respectively. 18

<

Consistentwithourregressionresults,wefindsignificant



increasesinCSRConcernsinourtreatedfirmscomparedwithcontrolfirmsacrossall

depictthe trendinCSRconcernsfor our treatedfirmsandcontrolsin Figure2.
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differentcomponentsofirresponsibleactivities.Intheinterviewwithequity analysts,
Fieseler(2011)highlightsthatequityanalystsperceiveenvironmentalsustainability as long-runvalue-
enhancingandlay muchemphasizeonfirmsenvironmentalirresponsible
activities. 19 NicholsandWieland(2009)showthatanalysts’informationintermediary
roleismoreimportantwhenfirmsissueproduct-relatednon-
financialinformation,whichmattersforfirms’salesandfuturecashflows.Andinourkeywordssearchinana
lystreports,we alsofind“environmental” and“productquality” toappearmore frequently
thantheothercategoriesofcorporatesocialresponsibility dimensionsandtheanalysts’
emphasisonthesecategoriesincreaseovertime. 20 Theseevidencesshowthatfinancial
analystsemphasizedifferentdimensionsin CSRperformancetodifferentextents. Tofind
outwhichcomponentismore important,we conductthe difference-in-differences
regressionforeachofthesixirresponsiblecategories.Weobtainsignificantresultsfor
categoriesenvironmentalcategoryandproductqualityandsafety,whichareconsistent
withtheanecdotal evidences. The irresponsiblebehaviorsalsoincrease in
otherdimensions(allcoefficientsoninteractiontermshave  positive  sign).We  tabulate  our
empiricalresults in Table5.%*



Table5 ThelmpactofAnalysts onlrresponsible Score:ComponentAnalysis

4y ) (3) )]
Dependent varisble Env It;esponsﬂ:le Env IIrrespons_lble Pro I.rrgsponmble Pro Irresponsible
core Score adj Score Score ad;
Treated* Post 0.060** 0.009** 0.040% 0011*
[0.026] [0.004] [0.022 [0.006]
Treated -0.018 -0.002 0.011 0.003
[0.026] [0.004] [0.024] [0.006]
Post -0.162%** -0.026%** -0.012 -0.005
[0.020] [0.003] [0.014] [0.004]
Size 0.121%*= 0.018**= 0.076** 0.019*
[0.040] [0.006] [0.038] [0.010]
M-to-B 0.013 0.002 -0.007 -0.002
[0.012] [0.002] [0.010] [0.003]
Lev 0.082 0.013 0.046 0.014
[0.121] [0.020] [0.102] [0.026]
ROA -0.118 -0.019 0.001 -0.000
[0.199] [0.031] [0.151] [0.038]
Ret Std -0.726%* -0.125%%* -0.012 -0.030
[0.291] [0.048] [0.279] [0.072]
Dividend -0.113 -0.012 -0.223 -0.041
[0.797] [0.129] [1.219] [0.305]
R&D 0475 0.068 0.262 0.063
[0.454] [0.073]) [0.309] [0.078]
SG&A 0.30]1**+ 0.065%=*= 0.137 0.039
[0.129] [0.021]) [0.105] [0.027]
Constant -0.687** -0.106** L. 712%= 0.171*=
[0.328] [0.052] [0.329] [0.083]
Firm Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6.260 6.260 6.260 6.260
Adjusted R-squared 0.700 0.667 0.758 0.744
Heteroskedasticty-consistentT-statisticsare reportedinbracketsbelowtheestimates.*,**, and***denote

statisticalsignificanceat10%,5%and1%level,respectively.

Thistablepresentstheimpactofexogenous dropinanalystcoverageondifferentcomponents  of
Irresponsible Score.Weonlyreporttheregressionswithsignificantresults.Oursampleconsistsof6,260
uniquefirm-years overtheperiodof1999t02011,from1,538uniqueU.S.publicfirms.Oursample
includes1,938treatedfirm-years.ControlfirmsarematchedaccordingtoFama-French 48industry
classification,year,andSize,Q,andAnalystCoveragetercile.VariabledefinitionsareinAppendixA.

InColumn(1)andColumn(2),ourdifference-in-differencesregressionshowsthatthe
involvementinenvironmentallyirresponsibleactivitiesincreasessignificantly inour
treatedfirms.Thegeneraltrend,however,isadecreaseinenvironmentalirresponsible score as shown
by the significant negative coefficient of Post;, . And we



finddeteriorationinproductsafetyandqualityaswellinColumn(3)andColumn(4).Our
empiricalresultsconfirmthatenvironmentalsustainability andproductquality andsafety
tendtobeemphasizedmorebyequityanalysts. 2 Whenthereisexogenousreductionin
financialanalysts,firmstendtobemoreirresponsibleintermsofenvironmentalissuesand product
safetyand quality.

4. Exploring Potential Channels

Relying ontwo naturalexperimentsthatcreateexogenousshockinanalystcoverage,we have

establishedthenegativecausaleffectofanalystcoverage onfirms’socially
irresponsiblebehavior.Wenext attemptto explore thepotentialchannelswhichenhance
ormitigatethenegativeimpactofexogenousanalystcoverage droponfirms’CSR performance.Weonly
reporttheresultsforlrresponsibleScoreandtheresultshardly changeif

weuseAdjustedirresponsibleScore asdependent variables.
4.1 TheRoleof InitialAnalyst Coverage

Aswe temptostudy theroleoffinancialanalystsinshapingfirms’involvementin  irresponsible
activities,a  naturalnextstepistoconsiderthe impactofinitialanalyst coverage.Intuitively,therole

ofonefinancialanalystismore importantwhenthe firmis followed by
asmallgroupofanalyststhanwhenthefirmisfollowed byalargegroupof
financialanalysts.Previousliteratureusing thesamesettingsalsodocumentsthatthe
findingsaremainly drivenby firmswithlowinitialanalystcoverage.Forexample,Hong

andKacperczyk(2010)documentthatafterexperiencinganexogenousdropinanalyst
coverage,theanalystforecastbiasismoresubstantialinfirmswith lowanalystcoverage than inthose
firmswithhighanalystcoverage.Chen etal.(2015)findthat the moral hazardissuesonly significantly
increaseinfirmswithlowinitialanalystcoverage.
Therefore,weexpectourfindings,i.e.theincreaseinsaociallyirresponsiblebehavior,to bemore
profoundinfirmswithlowinitialanalystcoverage.Inordertotesttheargument
empirically,wepartitionthetreatedfirmsintotwogroupsaccordingtowhetherthe
treatedfirmhasaninitialanalystcoveragehigherthanthemediananalystcoverageof
ourtreatedfirmsample.Andweinteractthetwogroupsoftreatedfirmswithdummy variable (Post;,.) to
capture the difference-in-differences coefficients for each groups respectively.

Table6ThelmpactofAnalysts onlrresponsible Score:The role oflnitialAnalystCoverage

(1) (&) (3) )

Dependent variable Irresponsible Score  Irresponsible Score Ad;  I[mresponsible Score  Irresponsible Score Ad)
Treated (Analyst Coverage~Median)*Post 0.267+** 0.048%==
[0.078] [0.017]
Treated (Analyst Coverage-=Median)*Post 0.045 0.017
[0.098] [0.022]
Treated (Analyst Coverage < Bottom Tercile)* Post 030222+ 0.060***
[0.086] [0.019)
Treated (Analayst Coverage==Top Tercile)*Post 0.122 0.039
[0.126] [0.028]
Treat (Analyst Coverage~Median) -0.123 -0.021
[0.099] [0.020]
Treated (Analyst Coverage=-=Median) 0.100 0.016
[0.092] [0.018]

Theestimations correcterrorstructurefor heteroskedasticityandwithin-



Treat (Analyst Coverage-Bottom Tercile) -0.202* -0.037

[0.122] [0.025]
Treated (Analyst Coverage=Top Tercile) -0.008 0.010
[0.122] [0.024]
Post 0.190%** 0019 -0.185%* -0.019*
[0.052] [0.012] [0.049] [0.011]
Controls Yes Yes Yes Yes
Firm Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6,260 6,260 6,260 6,260
Adjusted R-squared 0.783 0.710 0.783 0.710

firmerrorclustering,withstandarderrorsreportedinbrackets.*,**,and***denotestatisticalsignificanceat10%,5%and 1%
level,respectively.

This table reportsresultsofOLS regressionsexaminingtheeffect
ofexogenousdropinfinancialanalystsonfirms’lrresponsibleScore conditionalontheinitial
analystcoverageofthetreatedfirms beforetheshock. In Columns(1)-(2),wesplitour

treatedfirmsaccordingtowhetherthefirmhasaninitialanalystcoverage
beloworabovethemedianinitialanalystcoverageofthetreatedfirmsample.in Columns(3)-(4),wesplitour
treatedfirmsaccordingtowhetherthefirmhasan
initialanalystcoverageinthebottomtercileorinthetoptercileofthetreatedfirmsample.Controlvariablesinclud
eSize,Market-to-Book, Leverage,ROA, Ret_vol,Dividends,
R&Dexpenses,andSG&Aexpenses.Definitions forothervariablesaregiveninAppendixA.

As shown inthe firstColumn inTable 6, our difference-in-differencesresultisonly
significantinfirmswithlowinitialanalystcoverage.The coefficientis0.267,almost
doubleofthatinourbaselineregression,significantatl%level.Forfirmswithhigh
initialanalystcoverage,thecoefficientbecomesmuchsmaller inmagnitude (0.045)and statistically
insignificant.Ourresultconfirmsthatthefindingsaremainlydrivenbylow
initialanalystcoveragegroupandareconsistentwithpreviousstudiesusing similar settings.

4.2 TheRoleofCorporateGovernance

Wefurtherexamineoftheroleofcorporategovernanceinshaping firms’responsein
socialirresponsibility toexogenousanalystdrop.Corporategovernanceisanimportant
mechanismincurbingthemanagerialmisbehaviorandreducingagencyproblems.The monitoring
roleoffinancialanalystsisthereforelessimportantforfirmswithstrong
corporategovernance.Specifically,we partitionthetreatedfirmsintotwogroups according
tomarketcompetitionlevelandtheindependenceoftheboard.According to
ShleiferandVishny(1997),productmarketcompetitioncouldbethe mostpowerful
mechanismindisciplining managers.Chenetal.(2015)alsoshowsthatthevalue-
destroyingactivitiesinducedby financialanalystlosscouldbemitigatedby stronger product market
competition.In ourcase, higher product marketcompetition indicates that
theproductsofthetreatedfirmscouldbeeasilysubstitutedby thoseofthepeerfirms,
oncetheconsumersfindthefirmsare lessresponsibletowardsenvironmentortowards their consumers.
Consequently,weexpecttofinda more pronouncedresultinfirmswith concentrated
productmarketstructure. Totestthe prediction,we  calculate the industrial Herfindal-
Hirschmanindex(HHI).Foreachtwo-



digitSICindustry,j,wecalculatetheconcentrationlevelofthesalesforeachyear,t. AhighHHlindicatesthat
theindustry is more concentratedand is less competitive.
Fales
HHl = E‘fi‘{.ﬁif;? 2(2)
WethensplitourtreatedfirmsintohighHHIgroup(lesscompetitive)andlowHHI
group(morecompetitive). Thenweinteractthetwogroupsoftreatedfirmswith Post;,
tocapturetheDifference-in-Difference-in-
Differences(DIDID)results.TheresultsarereportedinColumn(1)and(2), Table7.Forfirmsoperating
inmoreconcentrated industries,the increase inirresponsible score is0.252,significantat1%
level.The result forfirmsoperating incompetitiveindustries,however,is0.059andinsignificantatany
confidencelevel. Wethereforeconfirmourhypothesisthatourresultsaredriven  byfirms  operatingin
concentratedindustries.

Table7 ThelmpactofAnalysts onlrresponsible Score:The role ofCorporate Governance

(1) @ (£)) @
- Irresponsible Irresponsible Irresponsible Irresponsible
Dependent variable Score Score Adj Score Score Ady
Treated (HHI-Median)*Post 0.252%+* 0.053%**
[0.087] [0.019]
Treated (HHI<=Median)*Post 0.059 0.012
[0.091] [0.020]
Treated (Board .
Independence<Median)*Post 0.300% 0.063°
[0.127] [0.027]
Treated (Board _
I &-=Median)*Post -0.048 0.005
[0.151] [0.033
Treated (HHI *Median) -0.038 -0.011
[0.106] [0.021]
Treated (HHI<=Median) 0.040 0.011
[0.085] [0.017]
Treated (Board
Ind Senco<idin) -0.006 0.002
[0.178] [0.037]
Treated (Board = .
e>=Median) 0.240 0.053
[0.157] [0.030]
Post -0.10]**=* -0.019 -0.261*** -0.038**
[0.052] [0.012] [0.076] [0.017]
Controls Yes Yes Yes Yes
Firm Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6.260 6.260 3.202 3,202

Adjusted R-squared 0.783 0.710 0.809 0.742




Theestimationscorrecterrorstructureforheteroskedasticityandwithin-firm
errorclustering,withstandarderrorsreportedinbrackets.*,** and***denotestatisticalsignificanceat10%,5%and1%level

respectively.

ThistablereportsresultsofOLSregressionsexaminingtheeffectofexogenousdropinfinancialanaly
sts onfirms’Irresponsible Scoreconditional oncorporategovernance
beforetheshock.Weinvestigatefour
proxiesforcorporategovernanceincludingproductmarketcompetition(HHIl)andboardindependence
beforetheshock.Specifically,inColumns(1)-(2),wesplitourtreatedfirmsaccordingtowhetherit
operatesinanindustrywithHHlaboveorbelow themedianindustrial-HHI ofthetreatedfirmsample.in
Columns(3)-(4),wesplitourtreatedfirmsaccordingtowhetherithasaboardindependencebelowor
abovethemedianboardindependenceofthetreatedfirmsample.ControlvariablesincludeSize,Market-
to-Book,Leverage,ROA,Ret_vol,Dividends, R&Dexpenses,andSG&A
expenses.Detaileddefinitions aregiveninAppendixA.

Inadditiontoproductmarketcompetition,wealsoinvestigatethe roleofinternal
corporategovernance.Specifically,wecheckwhetherourresultsareaffected by board
independence,whichisdocumentedtohaveapositiveimpactonfirms’responsiblyto thesociety
(HarjotoandJo,2011).Wepartitionthetreatedfirmsintotwogroups
accordingtotheratioofindependentdirectorsintheboardofdirectors. 23 Asshownin
Column(3)and(4),theresultisonly significantinfirmswithlowboardindependence, the
increaseinirresponsible score is0.300,significantat5% level.Forfirmswithbetter

internalcorporategovernance,i.e.higherboardindependence,thecoefficientontheinteraction term is
negative and insignificant.

4.3 TheRoleof FinancialConstraints

Our empiricalresultsshowthattheexogenouslossofanalystsleadtoanincreaseinCSR
concerns(irresponsibleactivities),whichaccordingtotheinterviewbyFieseler(2011)
leadstocostreductioninshort-termbutcostincreaseinthefuture. 2 AccordingtoHong
etal.(2012),firmswouldonly dosocialgoodnesswhentheyaredoingwell,i.e. financially
unconstrained.Therefore,wepredictthattheincreaseincorporatesocially
irresponsiblebehaviorshouldbemore pronouncedinfirmswithfinancialconstraints,
whichlimitfirms’capability  inbeingsociallyresponsibleandaggravatethemyopic  behavior ofthe
managers.®

Weadoptfivemeasurestoproxy forthefinancialconditionofthetreatedfirms,i.e.HP
Index(Hadlockand Pierce, 2010),WWIndex(Whited and Wu, 2006),Size, Ageand Dividend
PaymentDummy.

TheHP indexisconstructed followingHadlockand Pierce(2010):
HP, = —0.737 X 5lza,, — 0043 X St.:agt — 0040 X ﬁlge,lt(s)

where Sizeequalsthelog ofinflation-adjustedbookassets(cappedat thelogof$4.5 billion)and
Ageisthenumberofyearsthefirmislistedwithanon-missing  stock  price data inCompustat
(winsorizedatthirty-sevenyears).A high HPindexindicates that the firmislikely
tobefinanciallyconstrained.WethensplitthetreatedfirmsintoHighHP



IndexgroupandLowHPIndexgroupaccordingtowhetherthefirmhasanHPIndex
higherthanthemedianofthetreatedsample. Thenweinteractthetwogroupswithtime
dummy,Post; .. The results are tabulated in the Column (1) and (2), Panel A of Table 8.

Table8 ThelmpactofAnalysts onlrresponsible Score:The role ofFinancial Constraints

Panel A: The role of financial constraint: (HP Index & WW Index)

¢y Q) (3) 4
. Irresponsible Imresponsible Irresponsible Imresponsible
Dhageeslont vasselile Score Score_Ad) Score Score_Ad)
Treated (HP
Index>Median)*Post Q2680+ .03g0ee
[0.077] [0.017]
Treated (HP »
Index<=Median)*Post 0.046 0.015
[0.101] [0.022
Treated (WW ) TEEs 43
Index>Median)*Post 0.227 0.043
[0.075]) [0.017]
Treated (WW
Index-=Median)*Post 0.5 0.014
[0.102] [0.022
Treated (HP Index-Median) 0.052 0.007
[0.092] [0.019]
Treated (HP
Endeonadia -0.034 -0.004
[0.104] [0.020]
Treated (WW ;
Sk -0.045 -0014
[0.094) [0.018]
Treated (WW
7 >
gy 0.073 0.021
[0.108] [0.021]
Post -0.190%** -0.019 -0.195%+= -0.020
[0.052] [0.012] [0.053] [0.012]
Controls Yes Yes Yes Yes
Fim Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6,260 6,260 6,260 6,260
Adjusted R-squared 0.783 0.710 0.783 0.712
Panel B: The role of financial constraints (Size & Dividend)
(1) 2) 3) (4
i Irresponsible Irresponsible Irresponsible Irresponsible
Dependent variable Score Score Adj Score Score Adj
Treated 2 *k% E2 2 3
(Size=Median)*Post 0.248 004
[0.073] [0.017]
Treated 0.065 0.021

(Size==Median)*Post
[0.103] [0.023]



Treated (Dividend

Dummy=0)*Post 0.174*= 0.037*=
[0.080] [0.018]
Treated (Dividend=1)*Post 0.126 0.026
[0.101] [0.022
Treated (Size<Median) -0.075 -0.020
[0.098] [0.019]
Treated (Size-=Median) 0.068 0017
[0.103] [0.020]
Treated ]
Dlm}i_g;“‘**"d 0.009 10.000
[0.089] [0.018]
Treated (Dividend=1) -0.012 -0.001
[0.120] [0.022
Post -0.189**=* 0.018 0.193%*= -0.019*
[0.052] [0.012] [0.052] [0.012]
Controls Yes Yes Yes Yes
Firm Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
Observations 6.260 6.260 6.260 6.260
Adjusted R-squared 0.783 0.710 0.783 0.711
Theestimations correcterrorstructure forheteroskedasticityandwithin-

firmerrorclustering,withstandarderrorsreportedinbrackets.*,**,and***denotestatisticalsignificanceat10%,5%and1%l

evel,respectively.

ThistablereportsresultsofOLSregressionsexaminingtheeffectofexogenous
dropinfinancialanalysts
onfirms’IrresponsibleScoreconditionalonfinancialconstraintsbeforetheshock.Weinvestigatefour
proxiesforfinancialconstraints  includingHPIndex(HadlockandPierce,2010), WWIndex(Whitedand
Wu,2006),Size,andDividendpayment dummy.InColumns (1)-(2), Panel,A,wesplitourtreatedfirms
accordingtowhetherithasanHPindexaboveorbelow themedianHPindexofthetreatedsample.In
Columns(3)-(4),wesplitourtreatedfirmsaccordingtowhetherithasaWWindexaboveorbelow the
median WWindexofthetreatedsample.InColumns (1)-(2),PanelB,wesplitourtreatedfirmsaccording
towhetherithasaSizebelow orabovethemedianSizeofthetreatedsample.AndinColumns  (3)-(4),
PanelB,wesplitourtreatedfirmsaccording towhetheritdistributes dividends ornotinyeart-1.Control
variablesincludeSize,Market-to-Book, Leverage,ROA,Ret_vol,Dividends,R&Dexpenses,andSG&A
expenses.DefinitionsforothervariablesaregiveninAppendixA.

Consistentwithourprediction,weonlyfindsignificantresultsforfirmswithhighHP index. The
interaction term for high HP index group has a coefficient of 0.268, significantat1%level.While



the lowHPindexgroup hasacoefficientof 0.046onthe interaction term.

Wethenconstructoursecond measureoffinancialconstraints,i.e.WWIndex.We
followWhitedand Wu(2006)andforeachfirm-year,wedefineWWIndexaccording to the
followingequation.

W, = —0.091 xﬁ_‘—; 0.062 x Dividend;, + 0.021 X Leverage;, — CO44x LoglAT)+

0102 ¥ Industry Sales Growth, — GOS0 ¥ Sales Growths, @)

whereCF isoperatingcashflowandATistotalassets.Dividendisanindicatorequalto one ifthe
firmpayscashdividendsintheyear and zero otherwise.Leverageismeasured
astotaldebtdividedbytotalassets.Industrysalesgrowthistheaveragesalesgrowthof allfirmsinthethree-
digitSICindustrytowhichthefirmbelongs.FirmswithaWw indexabovemedianarecategorizedas
having highfinancialconstraints.Column(3)and (4)
inPanelAofTable8reportstheregressionresultswhenwe partitionthetreated groups intohighandlow
WWwindexgroups. Consistentwithour argument,we finda significantresultinhighWWindexgroup,
whilenosignificantchangeinlow WWindex group.

Wefurthersplitoursampleaccording toSize(smallerfirmshavetighterfinancial
constraints)andwhetherthetreatedfirmspay dividendsintheyearpriortotheanalyst
coveragedrop.TheresultsaretabulatedinPanelBinTable8.Forallthesesubsampleanalysis,weconfirmt
hattheincreaseinirresponsibleactivitiesinducedbyexogenous analystlossisonly
significantinfirmswithtighterfinancialconstraints.Ourfindingsare in line with the argument that
financial constraints limit firms’ capability in being sociallyresponsible and lead to managerial
myopia.

5. Conclusion

Relying on brokerage closures and mergers as natural experiments, we investigate
whetherfinancialanalystscurbfirms’sociallyirresponsiblebehaviors.Ourdifference-in-

differences(DID)regressionapproachprovidesconcreteevidencethattheexogenous drop
infinancialanalystleadtoanincrease inirresponsibleactivitiesinimpactedfirms, compared
withmatchedcontrolfirms. Theresults arerobusttonearest-neighbor matching
approachandwillnotchangeifweusedifferentmeasuresofirresponsible activities.By
categorizingdifferentirresponsibleactivities,wealsofindthatfinancial analystspay

moreattentiontoenvironmentalissuesandproductsafetyandquality concerns.

Moreover,we pointoutpotentialchannelsthroughwhichtheexogenousdrop infinancial
analystsaffectsfirms’engagementinsocially irresponsiblebehavior.Consistentwith
previousliteratureusingthesame settings, wefindourresultsare morepronouncedin
firmswithlowinitialanalystcoverage,lendingsupporttoour main results. We also
investigatetheeffectofcorporategovernance. Consistentwithourmonitoring story,we
onlyfindsignificantincreaseinirresponsibleactivitiesinfirmswithweakercorporate
governance,proxiedby lowerproductmarketcompetitionandlowerboardindependence. Furtherwe
showthatfinancialconstraintscouldaggravatemyopiaandleadtomore irresponsiblebehaviors.The
resultsare consistentwithHongetal.(2012)thatfirmswill onlydogood when theyaredoingwell.



By documentinganegativecausality fromanalystcoverageandcorporatesocial
irresponsibility,ourpapercontributestothegrowing literatureonthedeterminantson
corporatesocialresponsibilityandshedslightontheimportanceofexternalmonitoring
inmitigatingfirms’socially irresponsibleactivities. Thesefindingshaveparticular implicationforpolicy
makersgiventhegrowingconcernsaboutcorporatesocial responsibility.Inaddition,our paper isthe
firsttoinvestigate the value of financial analyststonon-financialstakeholders. These findings further
shedlightona novel channelthroughwhichfinancialanalystscreatefirmvaluefor
shareholders,i.e.reducing potential risk and costsbycurbing firms’ irresponsiblebehavior.
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Theinclusionratioisabout9%in2008and20%in2011.

’As a result,thecausalrelationshipbetween“doinggood’and “doingwell”is stillnotclearandthereisan ongoing debate
on “doing good by doing well” or “ doing well by doing good”(LiangandRenneboog, 2014).

: Consistentwiththis,morethan50%ofthefirmsinKPMGglobalenterprisesurvey (KPMG2013)view

thesocialandenvironmentmanagementasanopportunitytostrengthenbrandsandcorporatereputation
andmorethan30%ofthemviewthisasanimportantopportunity inimprovingmarketposition,growing market share and
reducing costs.

4 Assomeanecdotalevidence,WisconsinEnergyCorpwasdowngradedonSep26,2014byanalystsat

Zacksfromanoutperform ratingtoaneutralratingfortheconcernof‘mountingpressurefromtheU.S.



governmenttomeetenvironmentalsafetystandardsduringpowergeneration”.Morerecently,Apple’s
stockpricedroppedby0.8%pre-market (fourbillionUSDlossesinshareholder values)afterbeing
downgradedforbeingimmoraltotheemployees.

5 Usingtext-

basedanalysis,Huangetal.(2012)showsCSRperformanceisanimportantcomponentinanalysts’report. Theanalystsals
oconsiderCSRperformancewhentheymakea recommendation.

AspointedoutinBesleyandGhatak (2005),agentshavepreferences  formoney,social andpublicgoodsas
wellasreputation.

7 Indeed,asreviewedbyKriger(2015), theliterature

provideverymixedevidenceaboutthelinkbetweencorporateCSRandfirmvalue.

8Masu|isandReza(2015)findthatcorporategivingreducesvalueoffirmcashholdings. Furthermore,theyfindevidencethat
corporatedonationsadvancemanagerialprivateinterests.

° Chenetal.(2015)findthatafterafirmexperiencesanexogenousdecreaseinanalystcoverage, shareholders

valueinternalcashholdingsless,itsCEOreceiveshigherexcesscompensation, its
managementismorelikelytomakevalue-destroyingacquisitions,anditsmanagersaremorelikelyto
engageinearningsmanagementactivities.

10 AccordingtoKotchenandMoon(2011),firmstendtoengageincorporatesocialresponsibilities (CSR)

tooffsettheirengagementincorporatesocialirresponsibility(CSl).Wealsodorobustnesscheckusing
CSRconcerns,whichreflectthenumberof harmfuldeeds,andourresultshold.

" We showthatthetrendsfrom year t-ltoyear tare parallelffor our treatedfirmsandcontrolfirms, whichisa
keyassumptionforourdifference-in-differencesanalysis.

Most empirical studiesfocusonhowcorporate socialresponsibilityperformanceaffectsfirms'financial performance.
Forexample,Dengetal.(2013)document thatsocially responsibleacquirersobtainhigher
announcementCARandtheirM&Asaremorelikelytobe value-enhancing.

13

InthereviewpaperbyMargolisandWalsh(2003),duringthethirtyyears(1972-
2002),thereareonly22studiesstudyingthedeterminantsofsociallyresponsiblebehavior,representing15%oftheliteratur
e relatedto CSR.

1 Forexample,IraniandOesch(2013)documents adecreaseinfinancialreporting qualityafterthefirm

lostananalystexogenously. Chenetal.(2015) showsfirmstendtoholdmorecash,domorevalue-
destroyingM&A,andpaythe managersinamoreexcessiveway.

B Wedonotinterpretthecoefficientsofthecontrolvariablesasweonlyincludeyear-1landyear+1in

oursampleandcontrollingforfirm-fixedeffectsinshortwindow regressionwouldoftenleadto
insignificantresultsincontrolvariables.

' Our matchingresultsdifferin  samplesize(rangesfrom1018to1039)acrossdifferentmatching  dimensionsas
weonlyrequirenon-missingmatchingvariablesineachmatching.

17Ourmatchingresultswill notchangeif weaddirresponsiblescoresinyear-lasanadditionalmatching dimension.

1 WedonottabulatetheinsignificantNNmatchresultsforCSRstrengthstosavespace.Theresultsare



availablefromauthorsbyrequest.

19 Forexample,onesell-sideanalystrespondedtotheinterview"Youhavetoformanopinionontheprospects

ofaccompany...onemodernexamplewouldbeCO2emissionfines,whichinfluencethecostofenergy.”

20 Forexample,using“environmentalprotect*/cleanenergy*/recycle*’askeywords,wefind26,942 reports

fromfinancialanalystsinyear2013,andthenumberin2011is13,788.Andusing"“product*
quality*/product*safe*"askeywords,wefind10,694reportsin2013fromfinancialanalystsandthe numberin2011is7,391.

21
Tosavespace,wedo

notreporttheinsignificantresultsfortheotherfourdimensions.Theresultsareavailablefromauthorsbyrequest.

2 Wealsoseparateconcernsandstrengthsforthetwocategories.Consistentwiththemonitoringroleofanalysts,wefindsig
nificant increasesinenvironment concernsandproductqualityandsafetyconcerns, while no significantchangein
strengths.

3ThesamplesizeshrinksduetothecoverageofBoardEx.

2 “Well,therearelongertermcostsasaconsequenceofirresponsibleactivities.Ifacompanybehavesin

themostsustainableorenvironmentallyfriendly manner,thentherewillbefewercostsforthecompanyto
bearinthefuture.lfyouexaminecarbondioxidetradinginEurope,clearlytherearemechanismsthatcan beputinplaceto
penalizeormakecompaniesmoreaccountablefortheiractions.”

» Forexample,Cornaggiaetal.(2015)documentthatafterbankingderegulation,theinnovationofprivatefirms,

whicharemorefinanciallyconstrained,increasessignificantly,indicatingfinancialconstraintsmight
leadtomanagerialmyopia.



