
Corporate Accountability Reporting,
Assurance, and High-Profile Misconduct

Item Type text; Electronic Dissertation

Authors Christensen, Dane Mark

Publisher The University of Arizona.

Rights Copyright © is held by the author. Digital access to this material
is made possible by the University Libraries, University of Arizona.
Further transmission, reproduction or presentation (such as
public display or performance) of protected items is prohibited
except with permission of the author.

Download date 16/05/2023 14:29:08

Link to Item http://hdl.handle.net/10150/293472

http://hdl.handle.net/10150/293472


 

 

 

 

 

CORPORATE ACCOUNTABILITY REPORTING, ASSURANCE, AND  

HIGH-PROFILE MISCONDUCT 

 

 

by 

 

 

Dane Mark Christensen 

 

 

____________________________ 
 

 

 

A Dissertation Submitted to the Faculty of the 

 

 

DEPARTMENT OF MANAGEMENT 

 

 

In Partial Fulfillment of the Requirements 

 

For the Degree of 

 

 

DOCTOR OF PHILOSOPHY 

 

 

WITH A MAJOR IN ACCOUNTING 

 

 

In the Graduate College 

 

 

THE UNIVERSITY OF ARIZONA 

 

 

2013 



2 
 

 
 

THE UNIVERSITY OF ARIZONA 

GRADUATE COLLEGE 

 

As members of the Dissertation Committee, we certify that we have read the dissertation 

prepared by Dane Christensen, titled Corporate Accountability Reporting, Assurance, and High-

Profile Misconduct and recommend that it be accepted as fulfilling the dissertation requirement 

for the Degree of Doctor of Philosophy. 

 
 

_______________________________________________________________________ Date: March 18, 2013 

Dan Dhaliwal    

 

_______________________________________________________________________ Date: March 18, 2013 

William Felix Jr.    

    

_______________________________________________________________________ Date: March 18, 2013 

Paul Michas    

 

_______________________________________________________________________ Date: March 18, 2013 

Mark Trombley    

    

    

    

 

Final approval and acceptance of this dissertation is contingent upon the candidate’s submission 

of the final copies of the dissertation to the Graduate College.   

 

I hereby certify that I have read this dissertation prepared under my direction and recommend 

that it be accepted as fulfilling the dissertation requirement. 

 

 

________________________________________________ Date: March 18, 2013 

Dissertation Director:  Dan Dhaliwal    

  



3 
 

 
 

 

STATEMENT BY AUTHOR 

 

This dissertation has been submitted in partial fulfillment of the requirements for an 

advanced degree at the University of Arizona and is deposited in the University Library to be 

made available to borrowers under rules of the Library. 

 

Brief quotations from this dissertation are allowable without special permission, provided 

that an accurate acknowledgement of the source is made.  Requests for permission for extended 

quotation from or reproduction of this manuscript in whole or in part may be granted by the head 

of the major department or the Dean of the Graduate College when in his or her judgment the 

proposed use of the material is in the interests of scholarship.  In all other instances, however, 

permission must be obtained from the author. 

 

 

 

SIGNED: Dane Mark Christensen 

 
 
 
 

 
 

 



4 
 

 
 

ACKOWLEDGEMENTS 

 

I would like to thank my dissertation committee members: Dan Dhaliwal (Chair), Bill Felix, Paul 

Michas, and Mark Trombley, along with workshop participants at the University of Arizona, 

University of California – Davis, University of Florida, Pennsylvania State University, 

Vanderbilt University, and Washington State University for helpful discussions and valuable 

comments. I would also like to thank Jennifer Brown and Arizona State University for providing 

access to Factiva, and Laura Wellman and the Center for Responsive Politics for providing 

lobbying data. Lastly, I would like to thank the Dow Jones for providing data on their 

Sustainability Index components.  



5 
 

 
 

TABLE OF CONTENTS 

 

ABSTRACT…………………………………………………….………………………   6 

1.  INTRODUCTION…………………………………………. ……………………   7 

2.  PRIOR LITERATURE AND HYPOTHESIS DEVELOPMENT ……………… 11 

2.1 Reputation and Risk Management………………………………………… 11 

2.2 Monitoring and Signaling Roles of CSR Reporting………………………  12 

2.3 Monitoring and Signaling Roles of CSR Assurance……………………… 15 

3.  RESEARCH DESIGN ……………………………………………………………  18 

3.1 High-Profile Misconduct …………………………………………………  18 

3.2 Corporate Accountability Reporting and Assurance……………………… 21 

3.3 Corporate Social Responsibility Performance…………………………… 21 

3.4 Sample Construction………………………………………………………  22 

4.  MODEL SPECIFICATION……………………………………………………… 23 

4.1 Likelihood of Committing High-Profile Misconduct……………………… 23 

4.2 Self-Selection……………………………………………………………..  25 

4.3 Market Reaction to High-Profile Misconduct ……………………………  28 

5.  EMPIRICAL RESULTS…………………………………………….……….……  30 

6.  CONCLUSION…………………………………………….………….………….  37 

APPENDIX A: VARIABLE DEFINITIONS……………………………………......  39 

APPENDIX B: TABLES…………………………………….....................................  42 

REFERENCES………………………………………………………………………...  55 

 

 

  



6 
 

 
 

ABSTRACT 

 

I investigate whether corporate accountability reporting and assurance help protect firm value. 

Specifically, I examine: 1) whether corporate accountability reporting helps firms prevent the 

occurrence of high-profile misconduct (bribery, kickbacks, discrimination, etc.), and 2) when 

high-profile misconduct does occur, does prior corporate accountability reporting reduce the 

negative stock price reaction. Using propensity-score matching to address self-selection, I find 

that on average firms that report on their corporate accountability activities are less likely to 

engage in high-profile misconduct, consistent with the reporting process helping firms manage 

their operations better. Additionally, I find that when high-profile misconduct does occur, firms 

that have previously issued corporate accountability reports experience a less negative stock 

price reaction, consistent with corporate accountability reports influencing perceptions of 

managerial intent, which in turn influences expected punishments. Lastly, I find no evidence that 

external assurance of corporate accountability reports decreases the likelihood of high-profile 

misconduct occurring, nor does it reduce the stock price hit when high-profile misconduct 

occurs, consistent with concerns raised about the value of this new form of assurance.  
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1. INTRODUCTION 

Over the past 15 years, managers around the world have come under increasing scrutiny 

and pressure to incorporate socially responsible business practices into the way they run their 

firms (Dhaliwal et al. 2011, Dhaliwal et al. 2012, Campbell 2007, Margolis and Walsch 2003). 

This demand for corporate social responsibility (CSR) is clearly evident even in shareholder-

oriented countries like the U.S., where investors now have over $3 trillion invested in socially 

responsible investment funds (Social Investment Forum 2010). One common way that managers 

have responded to this demand is by voluntarily issuing corporate accountability reports (i.e. 

CSR reports) and in some cases having the reports externally assured (Dhaliwal et al. 2011, 

Simnett et al. 2009, KPMG 2011).
1
  

Currently we have a limited understanding of 1) what the stated objectives of these 

reports are, 2) whether these reports, on average, achieve those objectives, and 3) how these 

reports and related assurance provide value to shareholders (i.e. measurable economic 

consequences).
2
 Prior literature has focused primarily on the ability of these reports and 

assurance to increase shareholder value (Dhaliwal et al. 2011, 2012). However, when executives 

are asked in surveys and interviews why their firms engage in CSR reporting and obtain external 

assurance, one of the most frequent reasons given is the desire to protect the firm’s brands and 

reputation (KPMG 2011, KPMG 2008, Crespin 2012, The Economist 2005). This raises the 

question: does issuing CSR reports and obtaining external assurance on them actually help firms 

                                                           
1
 Corporate accountability reports, commonly known as corporate social responsibility or sustainability reports, are 

generally stand-alone reports where firms voluntarily disclose information regarding their economic, environmental, 

social, and governance activities and impacts (KPMG 2011, PWC 2010). In 1999, 24% of the largest 250 firms in 

the world voluntarily issued CSR reports and 19% chose to have their CSR reports externally assured (KPMG 

2002). In contrast, in 2011, 95% of the largest 250 firms in the world voluntarily issued CSR reports and 46% chose 

to have their CSR reports externally assured (KPMG 2011).   
2
 For a discussion of recent research and unanswered questions in this area, see Moser and Martin (2012) and 

http://www.hbs.edu/units/am/conferences/2013/corporate-accountability-reporting/.   

http://www.hbs.edu/units/am/conferences/2013/corporate-accountability-reporting/
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achieve this key objective of protecting their reputation, and thereby protecting shareholder 

value?  

To answer this question, I first examine whether CSR reporting helps firms prevent high-

profile misconduct from occurring, since such events can damage the firm’s reputation and 

economic prospects, thereby decreasing shareholder value. Advocates of CSR reporting argue 

that “what gets measured gets managed” and that voluntarily providing CSR disclosure tends to 

bring about valuable changes in strategic thinking (Topping 2012). If CSR reporting helps firms 

manage their operations better by measuring, analyzing, and reporting on what they are doing to 

address the operating risks they face related to CSR issues (such as child labor, corruption, 

product liability, etc.), then the likelihood of future misconduct occurring should decline. Using 

lawsuits related to CSR issues (e.g. bribery, kickbacks, discrimination) that show up in reputable 

international business press articles (e.g. Wall Street Journal) as my proxy for high-profile 

misconduct, I examine if firms that report on their CSR performance are less likely to engage in 

misconduct the following year. Using this lead-lag design and propensity score matching to 

address self-selection and endogeneity issues (Dhaliwal et al. 2011, Francis et al. 2012, Tucker 

2010), I find that firms that issue CSR reports are less likely to engage in misconduct. 

Additionally, the results are stronger for firms with greater organizational complexity, where a 

formal reporting process would be expected to provide the most value to managers.  

Next I examine cases where high-profile misconduct does occur. If CSR reporting helps 

strengthen the firm’s reputation, that reputational capital can potentially reduce adverse 

consequences (such as lost sales, litigation settlements, etc.) when misconduct occurs. The 

reason for this is that reputational capital influences perceptions of managerial intent, which in 

turn influences punishments firms receive based on the legal principle mens rea, (i.e. “bad” 
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actors are punished more severely for bad deeds than “good” actors) (Godfrey et al. 2009). 

Therefore, I examine the market reaction around the initial public revelation of high-profile 

misconduct and find that firms that had previously reported on their CSR activities experience a 

less negative stock price reaction than firms that did not previously report on their CSR 

activities. Additionally, I find that CSR reporting provides less stock price protection to firms 

that were recently in the press for engaging in misconduct, relative to firms who issued CSR 

reports and did not recently engage in high-profile misconduct, consistent with the idea that CSR 

reporting provides less value to firms with weaker reputations.  

Lastly I find no evidence that firms that obtain external assurance on their CSR reports 

engage in less high-profile misconduct, nor do I find that assurance provides any stock price 

protection when high-profile misconduct occurs. This result is consistent with the market 

perceiving no additional value from obtaining this relatively new form of assurance.  

This paper contributes to the literature by informing the debate about whether issuing 

CSR reports and having them assured is good for shareholder value. Some argue that spending 

money on these reports is an imprudent use of shareholder resources, which potentially benefits 

stakeholders (such as managers, employees, the government, etc.) at the expense of shareholders 

(Friedman 1970, Moser and Martin 2012). In contrast, others argue these reports are issued in 

response to shareholder demand for monitoring and information so as to maximize shareholder 

value (Dhaliwal et al. 2011, 2012, Moser and Martin 2012). Thus, the business case for CSR 

reports is still unclear. The findings of this study inform this debate by providing evidence that 

the CSR reporting process on average helps protect shareholder value, which helps strengthen 

the business case for CSR reporting.  
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The findings of this paper should also be of interest to policy makers. The International 

Integrated Reporting Committee (IIRC) was recently formed to create a globally agreed-upon 

framework that combines financial reporting and CSR reporting into a single integrated report 

(KPMG 2011). Given the political nature of the standard-setting process, the evidence in this 

paper supporting the business case for CSR reporting should be informative to the major 

international organizations that are involved with the IIRC, as well as to other advocates and 

opponents of integrated reporting.
3
  

Lastly, the findings of this paper should be informative to corporate managers and 

directors. Since they are responsible for determining whether their firms should begin to issue or 

continue issuing CSR reports, the findings of this study provide useful information to consider in 

their decision making process.  

The rest of this paper is organized as follows: Section 2 summarizes the literature and 

develops the hypotheses. Section 3 outlines where data is obtained and section 4 presents the 

research design. Section 5 then presents the main results and finally Section 6 concludes.  

  

                                                           
3
 The IIRC includes the chairmen of the Financial Accounting Standards Board (FASB) and the International 

Accounting Standards Board (IASB), the president of the International Federation of Accountants (IFAC), and the 

chairpersons and chief executives of several major professional services firms and national accounting bodies 

(O’Dwyer 2011).  For more information about the IIRC, see http://www.theiirc.org/. 

http://www.theiirc.org/
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2. PRIOR LITERATURE AND HYPOTHESIS DEVELOPMENT 

2.1 Reputation and Risk Management 

Reputation and trust are strategic assets that help “produce tangible benefits: premium 

prices for products, lower costs for capital and labor, improved loyalty from employees, greater 

latitude in decision making, and a cushion of goodwill when crises hit” (Fombrun 1996). These 

are just a few reasons why firms invest so much effort in trying to build up and protect their 

reputations (Rhee and Valdez 2009). However, trust and reputation are built slowly over time, 

and can be damaged quickly when negative high-profile events occur (i.e. “scandals”) (Ganguly 

et al. 2007, EisnerAmper 2012). Thus risk management strategies that help 1) prevent negative 

high-profile events from occurring and 2) help minimize the damage when negative events do 

occur are extremely important to firms (Chen et al. 2009, The Economist 2005).  

One risk management strategy that firms have begun using is to report on their CSR 

performance. A recent survey of executives suggests that risk management and reputation/brand 

considerations are key reasons motivating firms to engage in CSR reporting (KPMG 2011). 

Numerous anecdotes corroborate this. For example, when discussing why many large firms have 

begun issuing CSR reports and having them externally assured, one executive explained: “These 

big names went down this path to protect their brands.” “These firms have a lot invested in their 

brands” (Crespin 2012). When discussing CSR practices, such as reporting, an executive at 

Mattel explained it this way: “For Mattel, it’s the lack of a negative, that’s how our CEO puts it. 

We make toys, we’re in a very public arena and we have a sensitive consumer base. It’s a type of 

insurance policy. We are trying to avoid any [bad] event” (The Economist 2005). Additionally, 

when the Chief Risk Officer at Qantas Airways was asked “What are the main business drivers 

to report and seek assurance on a corporate responsibility report,” he responded: “Reporting 
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demonstrates how we manage our sustainability risks and impacts. It identifies areas for 

improvement and supports target setting and performance management” (KPMG 2008). 

Explanations such as these raise the question: how does CSR reporting help firms manage their 

businesses and protect their reputation? 

2.2 Monitoring and Signaling Roles of CSR Reporting 

There is a common saying in business that “what gets measured gets managed” (Topping 

2012, Crooks 2012). CSR reporting applies this principle by having firms measure and analyze 

the impact of their activities on society, the environment, and the economy, and show what 

they’re doing about them. To help guide companies in this reporting process, the Global 

Reporting Initiative (GRI) has established a reporting framework, which has become the de facto 

standard for CSR reporting (KPMG 2011). Similar to the role that generally accepted accounting 

principles serve for financial reports, the GRI framework “is intended to serve as a generally 

accepted framework for reporting on an organization’s economic, environmental, and social 

performance (Global Reporting Initiative 2011b).” Based on this framework, reports often 

contain metrics such as screenings done for corruption, discrimination, child labor or human 

rights violations, as well as incidents of each of these events. They also tend to include metrics 

on rates of injury and fatalities, monetary value of fines, number of non-monetary sanctions for 

non-compliance with laws and regulations, the number and volume of significant environmental 

spills, hazardous waste emissions, and the ratio of salaries of men to women by employee 

category, etc. Although these metrics can be described as CSR related issues, at their core, they 

fundamentally capture business risks. Thus, by measuring these activities, the reporting process 

can aid managers in running the firm, similar to how financial reporting helps them manage their 

business (Global Reporting Initiative 2011a). 
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The CSR reporting process also generally involves engaging in discussions with 

stakeholders to hear their concerns (Global Reporting Initiative 2011a), which can help the firm 

recognize potentially overlooked risk areas. This feedback combined with CSR measurement 

processes helps provide firms with an “early warning of trouble spots” (Global Reporting 

Initiative 2011a), which helps firms identify risks, so that they in turn can take steps to help 

prevent these risks from materializing into negative events (i.e. “scandals”).  

Given that managers have incentives to report good news, the commitment to disclosing 

the outcomes of these processes is also a bonding mechanism, which incentivizes managers to 

implement effective policies and procedures (i.e. internal controls) to prevent the occurrence of 

negative events, so that they will have good news to report. As a result of all of these factors, 

CSR reporting can thus be seen as “both an outcome of and part of reputation risk management 

processes” (Bebbington et al. 2008), with the potential to help protect shareholder value.  

In addition to helping with monitoring, CSR disclosure also sends a signal of 

transparency, which is a key part of building credibility and trust (Dhaliwal et al. 2011, KPMG 

2008). It can also increase awareness of the firm’s “good deeds” and of the things it is doing to 

reduce its risk exposure (Dhaliwal et al. 2011). Thus, CSR reporting can strengthen the firm’s 

reputation, which in turn can help reduce negative consequences when bad events occur, due to 

the following reasons.  

When negative events occur, the punishments delivered by various stakeholders are 

influenced by perceptions of intent, based on the legal principle “mens rea” (Godfrey et al. 

2009). Since intent is unobservable, information about prior actions (i.e. reputation) influences 

how intent is perceived (Godfrey et al. 2009). Firms that have built up better reputations thus 

tend to be viewed more favorably when negative events occur, are more likely to be given “the 
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benefit of the doubt,” and consequently are more likely to receive smaller punishments (Dawar 

and Pillutla 2000, Godfrey et al. 2009).
4
 This is analogous to how repeat offenders are 

considered more culpable when misconduct occurs and thus worthy of more severe punishment 

than first time offenders (see e.g. 2011 U.S. Sentencing Commission Guideline Manual §4A1.1). 

However, there are several reasons to question whether CSR reporting can successfully 

protect shareholder value by serving a monitoring or signaling role. First, managers already have 

compensation and career incentives to implement policies and procedures to help prevent 

negative events from occurring. Managers also have the COSO framework to help guide them. 

Thus, CSR reporting may be superfluous for preventing negative events. Second, CSR reporting 

is voluntary and managers still have the ability to not disclose bad news. Thus, unless the report 

is externally verified, it may be seen as unreliable (i.e. cheap talk, window dressing). Third, if the 

accuracy of statements within CSR reports is questionable, CSR reporting may increase the 

firm’s exposure to potential litigation, (e.g. Nike litigation with Kasky over CSR reporting (Nike 

2005)). Since litigation reduces cash flows that shareholders have claim on, this would destroy, 

rather than protect shareholder value. Lastly, if CSR disclosure actually does reduce investors’ 

concerns that a negative CSR event will occur, investors may be more surprised when high-

profile misconduct occurs at firms that disclose CSR, thereby leading to a larger stock price 

decline. In other words, if a firm does not disclose CSR, investors may infer from the silence that 

there is a higher risk of negative CSR events occurring, and thus price-protect against such 

events by discounting the stock price. Thus, when high-profile misconduct occurs by non-

disclosers, the reaction would be smaller because the bad news was partially anticipated and 

impounded into price before the event.  

                                                           
4
 For example, firms with good reputations tend to have higher customer loyalty after misconduct events than firms 

with poor reputations (Dawar and Pillutla 2000). This in turn can impact the damage the event has on future sales. 
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 Despite these concerns, given the rising number of firms reporting on CSR over time 

(Dhaliwal et al. 2011), I expect that on average CSR reporting will help protect firm value. Thus 

I predict that firms that report on CSR should experience fewer CSR related negative events 

relative to firms that do not report on CSR, and when negative events do occur, these events 

should have a smaller, less negative impact on the firm’s stock price if the firm previously 

reported on CSR. More formally stated, my first two hypotheses are: 

H1: CSR reporting is negatively associated with occurrence of CSR related misconduct.  

H2: CSR reporting is positively associated with the stock return around the revelation of 

CSR related misconduct.  

2.3 Monitoring and Signaling Roles of CSR Assurance  

External assurance on CSR reports (i.e. sustainability assurance) can overcome 

weaknesses of CSR disclosure alone. First, obtaining assurance is a much stronger commitment 

to transparency, since the firm is submitting itself to an external monitor.
5
 Second, voluntary 

assurance adds credibility to disclosure and signals firm’s true underlying type (good vs. bad) 

(Lennox and Pittman 2011). For example, Rob Kella, Chief Risk Officer of Qantas Airways 

Limited explained “external assurance enhances credibility of reports, providing stakeholders 

with confidence that data are relevant, accurate, and complete, and it helps us to improve our 

reporting, management controls, and data capture systems” (KPMG 2008). Lastly, assurance has 

the potential to serve an insurance role to protect shareholder value when bad events occur 

because contracting parties can sue the assurance provider (Dye 1993). 

                                                           
5
 These external assurers generally follow assurance standards such as ISAE 3000, which was issued by the 

International Auditing and Assurance Standards Board (IAASB), or AA1000AS, which was issued by the UK non-

profit group AccountAbility. Several assurance providers use both standards in the same assurance engagements 

(KPMG 2008). For more information about sustainability assurance, see Simnett et al. (2009) and O’Dwyer (2011). 
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However, there are several reasons to question whether external assurance would protect 

shareholder value. First, sustainability assurance could be a very weak monitor, since it is a 

relatively new form of assurance and assurance providers have publicly acknowledged that 

traditional financial statement audit procedures often don’t translate well to assuring CSR reports 

(O’Dwyer 2011). Since reliable assurance procedures are developed through years of trial and 

error (O’Dwyer 2011), this very young form of assurance may not provide much value yet. 

Second, there are other monitors over a firm’s CSR reports. For example, CSR rating agencies 

and Socially Responsible Investment (SRI) funds screen firms’ CSR performance and provide 

strong incentives to implement policies and procedures to prevent negative events. The presence 

and actions of these outside monitors may reduce the monitoring and signaling value of external 

assurance, so assurance on CSR reports may be superfluous. Third, sustainability assurance may 

be a weak signal since sustainability assurance engagements are not subject to peer review, or 

regulator inspection (e.g. PCAOB), which reduces the risk that the assurance provider’s 

reputation could be damaged if they do a poor job. Lastly, it is unclear how much “harm” 

misleading CSR reports would have. In the event that a sustainability assurance engagement was 

found to be substandard, the litigation damages an assurance provider would be subject to may 

not be very large.  

Again, assuming that firms make optimal decisions regarding the purchase of 

sustainability assurance, I predict that relative to firms issuing CSR reports without assurance, 

firms that obtain external assurance on their CSR reports should experience fewer negative CSR 

related events, and when negative events do occur, they should have a smaller (i.e. less negative) 

impact on the firm’s stock price. More formally, my third and fourth hypotheses are: 
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H3: CSR assurance is negatively associated with the occurrence of CSR related 

misconduct.  

H4: CSR assurance is positively associated with the stock return around the revelation of 

CSR related misconduct. 
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3. RESEARCH DESIGN 

3.1 High-Profile Misconduct 

To test whether CSR reporting and assurance helps protect shareholder value, I collect 

data on the types of misconduct that these reports and assurance activities have the potential to 

prevent. The misconduct events I choose to focus on are those related to the CSR reporting 

framework that has been established by the Global Reporting Initiative (GRI), which outlines 6 

main categories to report on: 1) human rights, 2) the environment, 3) labor, 4) product 

responsibility, 5) society, and 6) economic performance (KPMG 2011). Since the economic 

performance category basically just captures information that is already reported on a company’s 

financial statements, I exclude it from my analysis and focus on misconduct that relates to the 

remaining five categories, which I refer to as CSR related misconduct.
6
  

To illustrate the wide variety of misconduct related to each category, here are a few 

common examples: Society covers bribery, kickbacks, price fixing, and defrauding the 

government; Product Responsibility covers product liability, misleading advertising, and 

violating customer privacy; Labor covers unpaid wages, denying employee benefits, violating 

union agreements, employee health, and workplace safety; Human Rights covers discrimination, 

harassment, human rights abuses, and supporting terrorists; Environment covers damage to the 

environment by various forms of pollution.  

Since lawsuits can lead to damaged reputations (MacDonald 2012), and protecting a 

firm’s reputation is one of the motivations for issuing CSR reports and having them assured 

                                                           
6
 Each of these categories has several subcategories and performance indicators to help guide companies on the 

types of issues to report on. For example, the “society” category has subcategories such as “corruption” or “anti-

competitive behavior”, with specific performance indicators, like the “percentage and total number of business units 

analyzed for risks related to corruption”, or “actions taken in response to corruption.” To download a list of 

categories and performance indicators, see https://www.globalreporting.org/reporting/reporting-support/reporting-

resources/content-index-and-checklist/Pages/default.aspx. 

https://www.globalreporting.org/reporting/reporting-support/reporting-resources/content-index-and-checklist/Pages/default.aspx
https://www.globalreporting.org/reporting/reporting-support/reporting-resources/content-index-and-checklist/Pages/default.aspx
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(KPMG 2011), I use the Audit Analytics litigation database to identify CSR related misconduct. 

This database includes a) all lawsuits listed in corporate filings with the Securities and Exchange 

Commission (SEC), b) SEC regulatory actions, and c) class action lawsuits. Thus, it provides a 

fairly comprehensive list of corporate misconduct covering all of the categories in the GRI 

reporting framework, and in many cases it lists the time period when the misconduct occurred, 

and it is easily linked to other conventional datasets (e.g. Compustat).  

There are many material lawsuits and regulatory actions that do not receive any publicity. 

As a result, such allegations of misconduct are unlikely to do much damage a firm’s reputation. 

In contrast, misconduct that is reported in reputable international business news outlets like the 

Wall Street Journal is much more likely to harm a firm’s reputation, given the international 

distribution of these publications (Rhee and Valdez 2009). Numerous anecdotes would suggest 

this is the case, such as the BP Oil Spill, Siemen’s bribery scandal, Mattel’s lead paint recalls, 

Wal-Mart’s discrimination practices, etc. Thus, to ensure the alleged misconduct was high-

profile and had the potential to harm the firm’s reputation, I only keep lawsuits and regulatory 

actions where the alleged misconduct appears in a reputable international business news source. 

Following Griffin et al. (2011), I define reputable international business news sources as the Wall 

Street Journal, Financial Times, Dow Jones Newswires, and Reuters.  

Consistent with prior literature, I use the Factiva database to identify media coverage of 

the alleged misconduct (Griffin et al. 2011, Dyck et al. 2008). This is done by searching Factiva 

using keywords from the lawsuit summary provided by Audit Analytics, such as “bribe*”, 

“discriminat*”, “harass*”, etc.
7
 Since articles in Factiva are also indexed by company name, I 

                                                           
7
 An alternative approach for identifying misconduct is to start with a list of keywords and search news articles for 

misconduct. While this approach can be very effective for narrow topics, such as whistleblowing, it would be very 

difficult to generate a comprehensive list of keywords in this setting given the many types of misconduct related to 

CSR reporting. Thus, by beginning with a database of material misconduct, I am able to get a fairly comprehensive 
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search for each event using the company name as a filter. I then identify the date of the earliest 

public announcement of the misconduct, as well as the time period when the alleged misconduct 

occurred if the misconduct period is not listed in Audit Analytics. If the misconduct period is not 

clearly identified in either Audit Analytics or the press, I define the misconduct period as the 

year when the misconduct was first publicly revealed, as prior literature has found that there is 

generally a short period of time between the end of the misconduct period and the public 

revelation of the misconduct (Rogers and Van Buskirk 2009).  

Since there are thousands of lawsuits in the Audit Analytics database dealing with CSR 

related misconduct, I reduce hand collection costs by restricting the sample to firms included in 

Fortune’s annual reputation survey (i.e. Fortune’s Most Admired Companies). This list has been 

used in many prior studies (Brown and Perry 1994, Barber et al. 2003, Bowen et al. 2010), and 

includes firms in the Fortune 1000, Fortune’s Global 500, and other major non-US companies.
8
 

The reason I focus on these firms is because a) they likely have the greatest reputation to protect, 

and thus have the most to lose if misconduct occurs, b), their large size attracts press coverage 

(Dyck et al. 2008), which increases the likelihood that misconduct will be publicized and c) these 

firms are very important to the economy. Additionally, since CSR reporting and assurance are 

more common outside the United States (Simnett et al. 2009, Dhaliwal et al. 2012), this approach 

increases the power of my tests by allowing large foreign firms into the sample, such as Shell, 

Toyota, Sony, Siemens, Honda, BP, GlaxoSmithKline, SAP, Ericsson, Accenture, Deutsche 

Telekom, etc. To ensure there are no geographic biases in news coverage against these foreign 

firms, I search all domestic and foreign editions of each of these news sources to identify 

                                                                                                                                                                                           
and broad sample of misconduct with many key dates already populated. Additionally, since all firms in my sample 

are registered with the SEC and are thus subject to the litigious environment of the United States, high-profile 

misconduct is likely to result in litigation and thus be captured by my approach. 
8
 Since 1997, Fortune has partnered with the Hay Group to identify and rank the Most Admired Companies. For 

more information regarding this process, see http://www.haygroup.com/Fortune/results/faqs.aspx.  

http://www.haygroup.com/Fortune/results/faqs.aspx
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whether the alleged misconduct was high-profile. Furthermore, I require these firms to be 

included in the Compustat/CRSP universe to ensure they are registered with the SEC and thus 

will be included in the Audit Analytics litigation database. 

3.2 Corporate Accountability Reporting and Assurance 

To test my hypotheses, I also need data on which firms voluntarily report on their CSR 

performance. Following prior literature, I identify whether a firm has reported on its CSR 

performance using three main repositories of CSR reports: 1) the Global Reporting Initiative 

(http://database.globalreporting.org), 2) CorporateRegister (http://www.corporateregister.com), 

and 3) the UN Global Compact (http://www.unglobalcompact.org), and supplement these 

repositories with reports listed on company’s websites (Dhaliwal et al. 2011, Simnett et al. 

2009). I then identify if the reports are externally assured by searching the reports for the terms 

“assur”, “audit”, or “verif” and identify the assurance provider from the assurance report (i.e. 

audit opinion) contained within the CSR report.  

3.3 Corporate Social Responsibility Performance 

 To perform my tests I also need data on companies’ CSR performance. For my tests I use 

the inclusion of a firm in the Dow Jones Sustainability Index (DJSI) as my proxy for strong CSR 

performance (Dhaliwal et al. 2011, 2012). The main advantages to using this approach is that 1) 

Dow Jones’ proprietary CSR ratings, which are used to determine the firms to include in its 

sustainability index fund (DJSI), are viewed by companies and sustainability professionals as the 

most credible CSR ratings being produced (Sadowski et al. 2010), 2) DJSI coverage provides a 

times-series going back to 1999, which is much longer than most CSR ratings, and 3) it covers 

http://database.globalreporting.org/
http://www.corporateregister.com/
http://www.unglobalcompact.org/
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both domestic and international firms.
9
 In contrast, KLD’s ratings do not cover international 

firms, and ASSET4’s ratings have a short time series covering a limited number of firms. 

Additionally, ASSET4 and KLD ratings have some of the lowest credibility scores of the 

established CSR rating agencies (Sadowski et al. 2010).  

3.4. Sample Construction 

To test whether CSR reporting and assurance helps prevent high-profile misconduct 

(thereby protecting the firm’s reputation and shareholder value), I construct a sample of firm-

years from Compustat-CSRP universe covering 1999 to 2009. The sample begins in 1999 based 

on the availability of CSR ratings and ends in 2009 to allow for subsequent detection of CSR 

related misconduct (similar to research on financial misreporting). Data for control variables are 

obtained from various publicly available sources listed in Appendix A. Using this approach I 

identify 1,076 separate high-profile misconduct events, as well as 663 firms that issued a total of 

2,811 CSR reports. Of these firms, 133 chose to have 540 total reports externally assured.  

  

                                                           
9
 These proprietary ratings are produced for firms regardless of whether firms choose to report on CSR or obtain 

CSR assurance.  These ratings are not paid for by the firms, but rather are produced to determine which firms to 

include in sustainability index funds. 
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4. MODEL SPECIFICATION 

4.1 Likelihood of Committing High-Profile Misconduct 

I employ the following logistic regression model to test whether CSR reporting and 

assurance helps prevent high-profile misconduct from occurring: 

                                                        ∑ 
 
                  

where Misconduct is an indicator variable that equals one if the firm engaged in CSR related 

misconduct during period t+1, zero otherwise; CSR Report is an indicator variable that equals 

one if the firm issued a report about year t’s CSR performance, zero otherwise; CSR Assurance is 

an indicator variable that equals one if the firm’s CSR report was also externally assured, zero 

otherwise. Controls consists of a large number of variables that are expected to be associated 

with the likelihood of committing high-profile misconduct, outlined below. For brevity, the 

rationale for including each variable is listed here, and how they are measured is described in 

Appendix A. 

I control for the firm’s CSR rating (CSR Performance), as firms with higher ratings 

should be less likely to engage in CSR related misconduct. I also control for the number of 

operating and geographic segments a firm has, since the likelihood of misconduct occurring is 

likely greater for firms with greater operational complexity and geographic dispersion 

(Operating Segments, Geographic Segments). Since the risk of engaging in misconduct is an 

operating risk, I include a control for a firm’s cost of equity capital (Cost of Capital), which 

should be higher for firms with a greater likelihood of engaging in misconduct.  

I also control for the firm’s financial performance (ROA) and resource constraints 

(Leverage), as incentives to engage in misconduct may increase as resources tighten or financial 

performance declines. The incidence of prior misconduct may be informative regarding the 
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likelihood of future misconduct, so I control for whether the firm experienced the announcement 

of a high-profile misconduct event during the past three years (Recent Misconduct). Since 

corporate governance could also influence the likelihood of misconduct occurring, I control for 

institutional ownership (Institutional Ownership). Competition is also likely to influence the 

likelihood of collusion or anti-competitive behavior occurring (Competition). I also control for 

the firm’s earnings quality (Financial Transparency). To the extent that it is correlated with 

management’s integrity, it should influence the likelihood of misconduct.  

Additionally, since certain firms are more likely to be targeted by allegations of 

misconduct, I control for firms’ inherent litigation risk using firm size (Size), growth 

opportunities (TobinsQ), stock return volatility (Return Volatility), operating in a litigious 

industry (Litigious Industry), and the presence of a litigation settlement in the current year 

(Litigation Payout) (Kim and Skinner 2011, Lisowsky 2010). I also control for lobbying 

expenses (Lobbying), since firms with greater political costs tend to attract additional scrutiny 

(Lo 2003), and may be disproportionally accused of misconduct.  

Since firms in my sample come from various countries, I control for cultural and 

economic differences that could influence the likelihood of high-profile misconduct occurring. I 

include controls for the development of the country’s financial markets (Country Market Size), 

the economic prosperity of the country (GDP and GDP growth), the likelihood of crime and 

enforcement in the country (Rule of Law), the legal origin of the country (Stakeholder), and 

country fixed effects to capture any other constant difference across countries. I also require at 

least 50 firm-year observations per country (Michas 2011). Lastly, I also include industry and 

year fixed effects, since the likelihood of engaging in misconduct may vary across industries and 

over time.  
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Table 1 illustrates how these data requirements and restrictions impact the sample size. 

Since the firms in my sample are quite large, the large list of control variables does not reduce 

the sample size much, nor does the requirement to have 50 observations per country. In the end, I 

am left with complete data for 2,024 firms and 15,915 firm-year observations. 

4.2 Self-Selection 

One problem that must be addressed is the fact that both reporting on CSR and obtaining 

CSR assurance are choices firms make. This creates a self-selection problem, which can lead to 

biased coefficients (Francis et al. 2012). In particular, pre-existing traits that may make the firm 

more or less likely to adopt CSR reporting or assurance, may also influence the likelihood that it 

engages in misconduct. For example, firms that value CSR and choose to report on it may be 

inherently less likely to engage in misconduct. Conversely, firms that are more likely to engage 

in misconduct may face greater pressure from stakeholders, such as activist groups, to report on 

CSR. Thus, any relationship between CSR reporting and misconduct could be due to 

fundamental differences between the types of firms that choose or choose not to report on CSR, 

rather than due to CSR reporting itself.  

I am aware of a few potential ways to address this concern. One approach would be to 

use a two-stage instrumental variables approach. This approach helps control for unobservable 

factors that are correlated with the endogenous regressor, but the reliability of this approach 

depends critically upon the ability to find a valid instrument (i.e. a variable that is correlated with 

the endogenous regressor, but uncorrelated with the residual in the 2
nd

 stage model). In my 

setting, I am not aware of an instrument that would be correlated with either the decision to 

report on CSR performance (or to obtain CSR assurance), but is uncorrelated with CSR related 

misconduct. In situations like this, Francis et al. (2012) suggest it is preferable to acknowledge 

this limitation rather than to employ a selection model without a valid instrument.  
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Another approach for dealing with this selection problem is to use propensity score 

matching, which helps control for observable factors that are correlated with the endogenous 

regressor. Although this approach cannot address problems due to unobservable factors, it helps 

control for observable pre-existing traits that could influence the phenomena being studied, and 

brings the research design closer to the ideal of random assignment. This is the approach I adopt. 

However, the effectiveness of this approach depends critically upon the overall fit of the 1
st
 stage 

model, and the ability to find matches with minimal differences in pre-existing conditions. Thus, 

I include a large list of determinants in the first stage model.  

I run a logistic regression to model the decision to report on a firm’s CSR activities, and 

then use this model to create a propensity matched sample of firms in similar economic 

circumstances, where the treatment firm reported on its CSR performance, and the control firm 

did not. The dependent variable in this 1
st
 stage model is an indicator variable that equals one if 

the firm chose to report on year t’s CSR performance, zero otherwise. The determinants I include 

in this model primarily come from prior literature (Dhaliwal et al. 2011, Simnett et al. 2009), 

plus I include several additional variables to help rule out alternative explanations. Given that I 

employ a long list of determinants (see Table 7), for the sake of brevity I will explain the 

rationale for including the variables I have added and refer the reader to Dhaliwal et al. (2011) 

and Simnett et al. (2009) for full explanations of the remaining variables. Once again, 

descriptions of how each variable is measured are included in Appendix A.  

I control for the firms’ lobbying expenses (Lobbying), since firms with greater political 

costs are more likely to engage in CSR disclosure to reduce the risk of wealth transfers to the 

government or other stakeholders (Watts and Zimmerman 1978). Firms with a greater global 

business presence face greater pressure to report on their CSR performance (Dhaliwal et al. 
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2011), so I control for the number of geographic segments (Geographic Segments). Additionally, 

because of the inherent challenges of managing diversified business operations, firms with 

greater operational complexity likely have a higher inherent risk of committing social 

misconduct, and thus may face greater stakeholder pressure to report on CSR. Thus, I control for 

the number of operating segments (Operating Segments). Firms may also use CSR disclosure as 

a form of advertising (The Economist 2005), so I control for the firm’s advertising expenditures 

(Advertising). Corporate governance mechanisms may also influence how likely firms are to 

report on their CSR activities. Since there is no agreed upon measure to capture corporate 

governance, I use the percentage of the firm’s shares held by institutional investors (Institutional 

Ownership) as a summary measure for good governance (Desai and Dharmapala 2009).  

Firms with greater litigation risk may have a greater incentive to engage in voluntary 

disclosure to reduce their litigation risk (Dhaliwal et al. 2011). Thus, I include additional proxies 

for litigation risk identified in prior literature (Kim and Skinner 2011, Lisowsky 2010): stock 

return volatility (Return Volatility), and the presence of a litigation settlement in the current year 

(Litigation Payout). Additionally, firms that have recently experienced reputational damage due 

to the announcement of high-profile misconduct may have greater incentives to report on their 

CSR activities as a way to try and repair their reputation. Since the other litigation risk measures 

may not capture this type of incentive, I include a measure that captures whether high-profile 

misconduct was announced in the press in the past three years (Recent Misconduct). Including 

this measure also helps ensure my subsequent tests regarding the propensity to commit 

misconduct are not influenced by mean reversion. 

Lastly, since firms in my sample come from different countries, I include country fixed 

effects to capture constant cultural and economic differences that could influence the decision to 
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report on CSR, as well as time-varying characteristics, such as the development of the country’s 

financial markets (Country Market Size), the economic prosperity of the country (GDP and GDP 

growth), and the likelihood of crime and enforcement in that country (Rule of Law).  

The propensity matched sample is constructed without replacement using caliper 

matching to ensure that matched observations are truly similar. To maximize the number of 

matches while avoiding retaining bad matches, I use a caliper width equal to 0.2 times the 

standard deviation of the logit of the propensity scores, as Monte Carlo simulations have found 

this to be the optimal approach for caliper matching (Austin 2011).
10

  

Since obtaining CSR assurance is also a choice, I also run a separate logistic regression to 

model this decision. The determinants identified in prior literature for obtaining assurance are the 

same as those used to explain CSR reporting (Simnett et al. 2009), so I use the same variables to 

explain the decision to obtain assurance. For this model, I just include firm-years where the firm 

has chosen to report on its CSR performance (i.e. firm-years that report on CSR vs. firm-years 

that have externally assured CSR reports). 

4.3 Market Reaction to High-Profile Misconduct 

 To test whether CSR reporting and assurance reduce the stock price decline firms that 

experience when high-profile misconduct does occur, I use the following ordinary least squares 

model: 

                                                   ∑ 
 
                    

where CAR is the market adjusted cumulative abnormal return over the three day trading window 

of (t-1 to t+1) where day t is the first public revelation date of the misconduct; CSR Report is an 

                                                           
10

 Nearest neighbor matching can also be used to create a propensity matched sample.  Although this approach 

results in more matches, it errs on the side of keeping bad matches when no good matches are available. I choose not 

to use this approach, as it fails to produce covariate balance in my setting, which defeats the purpose of matching. 
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indicator variable that equals one if the firm had issued a CSR report prior to the initial 

revelation date of the misconduct, zero otherwise; CSR Assurance is an indicator variable that 

equals one if the firm’s CSR report was externally assured, zero otherwise; Controls consists of 

measures to capture the differences in firm size (Size), growth opportunities (TobinsQ), and 

Liquidity (Liquidity) (as previously defined). I also include an indicator variable to control for 

the firm’s CSR performance which equals one if the firm was included in the Dow Jones 

Sustainability Index prior to the misconduct announcement, zero otherwise (CSR Performance). 

Additionally, I include a control for the severity of the misconduct. Since greater press coverage 

is expected for more severe misconduct, I proxy for misconduct severity by counting the number 

of articles about the misconduct that show up in the press on days t and t+1 (Press Articles).
11

 

Lastly, I also exclude any misconduct observation if a confounding event occurred during the 

event window, such as the announcement of earnings, dividends, mergers and acquisitions, re-

organizations, stock issuances or stock splits. These confounding events were identified through 

CRSP and Compustat.  

  

                                                           
11

 Using a control for the number of reputable international business news outlets that report on the misconduct 

yields similar results 
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5. EMPIRICAL RESULTS 

Turning now to the descriptive statistics, Table 2 illustrates the number of unique CSR 

related high-profile misconduct events that occurred during the sample period. This list is 

organized using the categories in the GRI reporting framework and explicitly excludes any 

misconduct that ended prior to the sample period, but was litigated during the sample period (e.g. 

alleged support of human rights abuses by selling property insurance on slaves in the 1850’s). 

From this table it becomes clear that the primary forms of high-profile misconduct relate to the 

Society category (e.g. corruption issues), which comprise over half of all high-profile 

misconduct events. Given the inherent newsworthiness of events like bribery, kickbacks, 

defrauding the government, etc., this is not too surprising. Interestingly, environmental issues are 

the least common form of high-profile misconduct. 

Table 3 illustrates how this misconduct is distributed across firm-year observations in my 

sample. This table is organized based on the country where the firm is headquartered. This shows 

that in 12.3% of the firm-years in the sample, firms were engaging in CSR related misconduct. 

Firms from no single country stand out as major perpetrators of misconduct, and there appears to 

be a reasonable amount of variation in misconduct across countries. Although firms from many 

countries are represented, the table also makes it clear the bulk of the observations in my sample 

come from the United States.  

The table also illustrates how CSR reporting and obtaining CSR assurance varies across 

countries. In my sample, firms reported on their CSR performance for 17.7% of the firm-years, 

and issued CSR reports with external assurance in 3.4% of the firm years. There also appears to 

be substantial variation in CSR reporting and assurance across countries, consistent with prior 
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literature (Dhaliwal et al. 2012, Simnett et al. 2009). It is also apparent that if foreign firms were 

not included in the sample, there would be very few observations with CSR assurance. 

Table 4 provides descriptive statistics for all variables used in the regression analyses. 

This table confirms that firms in my sample are large and profitable, as expected based on the 

sample selection criteria. It also provides comfort that the variables used in the multivariate 

analyses have reasonable distributions, thanks in part to log transformations of naturally skewed 

variables, such as Lobbying, TobinsQ, Liquidity, etc. Despite the large number of control 

variables listed here, Pearson correlations in Table 5 illustrate that most of these variables have 

fairly low correlations. Although a few correlations are slightly above 0.5, variance inflation 

factors (VIFs) for all variables in the models are below 3, indicating that multicolinearity is not a 

problem (Kennedy 2008).  

Table 6 illustrates how these variables differ for firm-years with CSR reporting versus 

firm-years without CSR reporting. The difference in means tests for the full sample make it clear 

that firms issuing CSR reports are different on almost every dimension from firms that do not 

issue CSR reports. Interestingly, firms that issue CSR reports tend to engage in more high-profile 

misconduct in the following year than firms that do not issue CSR reports. However, this 

univariate relationship is difficult to interpret since firms that issue CSR reports are also much 

larger and more operationally complex than firms that don’t issue CSR reports. Given the stark 

differences between firms that choose to issue or not issue CSR reports, controlling for self-

selection is important in this setting.  

The last columns in Table 6 provide descriptive statistics for the propensity matched 

sample used in the main tests. Based on the difference in means tests for these last columns, it 

appears that the propensity matched sample has achieved covariate balance, as there are no 
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statistically significant differences in the control variables across groups, and maximum variation 

in the dependent variable and variables of interest has been retained. Interestingly, after matching 

firms that issue CSR reports to firms in similar economic circumstances that do not issue CSR 

reports, the difference in Misconduct t+1 is now the opposite of what was observed in the full 

sample. In other words, after controlling for self-selection, firms that report on their CSR 

performance appear to engage in less misconduct the following year than firms that do not issue 

CSR reports.  

Table 7 Column 1 shows the results of the first stage logistic regression model used to 

explain the firm’s choice to report on their CSR activities, and thus calculate propensity scores. 

One thing worth noting is that the pseudo R
2
 from this model is 40.6%, which provides some 

comfort that the model does a fairly good job of explaining the variation in CSR reporting. As 

such, the propensity score matching approach should help to address concerns about self-

selection. From this model it appears that firms are more likely to report on their CSR activities 

if they have stronger CSR performance, higher organizational complexity, higher political costs, 

greater growth opportunities, or are larger in size. They also appear to be less likely to report if 

they have greater financial constraints, if they raised capital during the year, or if they have 

higher return volatility. Prior literature has found that firms issuing their very first CSR report 

tend to have a higher cost of capital than other firms, and that after issuing the report they 

experience a reduction in their cost of capital (Dhaliwal et al. 2011). Given that my setting looks 

at multiple years, rather than just the very first CSR reporting year, it is not too surprising that 

the firm’s cost of capital is not significant in my model.  

Table 7 Column 2 shows the results from the logistic regression to explain why some 

firms issuing CSR reports choose to have their reports assured, while other firms do not. This 
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model does a pretty good job explaining the variation in this choice (pseudo R
2
 of 45.8%). Based 

on these results, firms are more likely to obtain external assurance if they have stronger CSR 

performance, they are larger, or if they are headquartered in a country that is more stakeholder 

oriented or has greater economic prosperity. Using the propensity scores from this model also 

produces a propensity matched sample that achieves covariate balance (untabulated), similar to 

what is reported in Table 6 for CSR reporting.  

Table 8 reports the results of the logistic regression model that examines whether CSR 

reporting and assurance helps prevent future misconduct from occurring. Column 1 shows the 

results for the full sample of firms, and Column 2 shows the results for the sub-sample of firms 

that at some point began issuing CSR reports. Given that CSR reporting tends to be sticky over 

time (Dhaliwal et al. 2011), the specification in Column 2 is similar to a pre-post design. In both 

columns, the coefficient on CSR Report is negative and significant, consistent with my 

hypothesis that CSR reporting helps firms prevent future high-profile misconduct from 

occurring. However, in both columns the coefficient on CSR Assurance is positive and 

insignificant. This is inconsistent with my hypothesis that CSR assurance helps prevent future 

misconduct from occurring. Although the results from Column 1 do not address self-selection, 

the results from Column 2 somewhat address the concern that firms who issue CSR reports may 

simply be “good” firms, while firms that do not issue CSR reports are “bad” firms, and that 

fundamental difference is what is driving the results.  

To further address the issue of self-selection, in Table 9 I re-run these same tests using 

propensity matched samples. Column 1 reports the results from a propensity matched sample of 

firms in similar economic circumstances, where the treatment firm reported on its CSR activities, 

and the control firm did not report. Once again the coefficient on CSR Report is negative and 
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significant, and the coefficient on CSR Assurance is positive and insignificant, consistent with 

the prior results.
12

 In terms of economic significance, firms issuing CSR reports are 24% less 

likely to engage in high-profile misconduct than firms that do not issue CSR reports. Thus, this 

represents a substantial reduction in misconduct, and the effect is not unreasonably large. 

Column 2 presents the results from a propensity matched sample of firms in similar economic 

circumstances, where the treatment firm had its CSR report externally assured, and the control 

firm issued a CSR report, but did not have it assured. Once again, the coefficient on CSR 

assurance is not significant.  

To help corroborate these results, I examine whether CSR reporting is more helpful at 

preventing misconduct when there is greater inherent risk of misconduct. For example, due to the 

greater inherent challenges of running a complex organization, it should be harder for managers 

to prevent misconduct in more operationally complex firm than in a simple firm. Thus, I examine 

whether CSR reporting is more helpful in preventing misconduct for firms with greater 

operational complexity. To test this, I interact CSR Report with Operating Segments and predict 

and find that the coefficient on the interaction term is negative and significant (see Table 10). 

However, interpreting interaction terms in nonlinear models can be difficult, so I follow the 

methodology in Norton et al. (2004) to assess the interaction term. This reveals that the marginal 

effects for this interaction term are always negative, and that the marginal effects become 

statistically significant once the predicted probability of misconduct occurring is above 20%. 

When the likelihood of misconduct occurring is low, the marginal effects are insignificant, which 

seems reasonable.  

Table 11 shows the results of tests that examine the market reaction around the first 

public revelation of high-profile misconduct. In Column 1, the intercept is negative and 

                                                           
12

 Similar results are found using conditional logistic regression (see Cram et al. 2009). 
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significant, suggesting that, on average, firms experience a 1.2% stock price drop when high-

profile misconduct is announced. In Column 2, the coefficient on CSR report is positive and 

significant, indicating that firms that previously issued CSR reports experience a smaller stock 

price drop, which is consistent with my hypothesis.
13

 In terms of economic significance, the 

coefficient on CSR Report translates into a 60% smaller stock price drop compared to the 

average stock price hit experienced by firms that did not previously report on CSR.
14

 Given that 

the average market capitalization of these firms just before the misconduct revelation was $41.4 

billion, firms that did not previously issue CSR reports on average lost $621 million, while firms 

that did previously issue CSR reports only lost $248 million. These results are consistent with the 

argument that CSR reporting helps the firm build reputational capital so that when misconduct 

events occur and are revealed to the market, it reduces the expected damage to the firm. As for 

external assurance, the coefficient on CSR Assurance is positive and insignificant, which is 

inconsistent with my hypothesis that CSR assurance helps reduce the stock price hit when high-

profile misconduct occurs.  

Column 3 in Table 11 examines whether the “insurance effect” from CSR reporting 

varies depending on whether the firm was a repeat offender (of CSR misconduct). Prior literature 

has found that firms with bad reputations get less value out of CSR activities than firms with 

good reputations (Yoon et al. 2006). Thus, the insurance effect from CSR reporting is likely 

smaller for firms that are repeat offenders, as the prior misconduct event has likely damaged their 

reputational capital. To examine this issue, I add an indicator variable to the model that equals 

                                                           
13

 To ensure that the results are not influenced by potential information leakage prior to the public revelation of the 

misconduct event, I also controlled for each firm’s cumulative abnormal return during the 42 trading days (i.e. ~2 

months) prior to the event window (following Schwert 1996) and found similar results (untabulated).   
14

 This is calculated by first setting all control variables at their means and comparing the cumulative abnormal 

return (CAR) when CSR Report equals one (-0.006) to the CAR when CSR Report equals zero (-0.015).  The 

difference in CAR’s (-0.009) divided by the CAR when CSR Report equals zero (-0.015) equals a 60% less negative 

stock price reaction.  
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one if there was an announcement within the last three years that the firm had engaged in high-

profile misconduct, zero otherwise (Recent Misconduct) and interact it with CSR Report. I also 

include an interaction term between Recent Misconduct and CSR Assurance to see if prior 

misconduct influences the impact that CSR assurance has on the market reaction. Results in 

Column 3 reveal that the interaction term for CSR Report X Recent Misconduct is negative and 

marginally significant, consistent with CSR reporting providing less of an insurance effect to 

repeat offenders. The interaction term for CSR Assurance X Recent Misconduct is insignificant. 

5.2 Other measures of CSR Assurance 

In untabulated analyses, I examine if various measures of CSR “assurance quality” 

influence the likelihood of misconduct occurring or the market reaction to misconduct 

announcements. In particular, I look at the tenure of the assurance provider, whether the 

assurance provider was an accounting firm or non-accounting firm, whether the assurance 

provider was a Big N accounting firm or not, and CSR assurance specialization based on the 

number of CSR assurance clients the assurance provider has (among Fortune 1000 size firms), or 

based on whether the CSR assurance provider had the largest number of clients (among Fortune 

1000 size firms). In none of these instances did I find that CSR assurance reduces the likelihood 

of misconduct occurring, nor did it soften the stock price hit when misconduct was revealed. 
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6. CONCLUSION 

In this study I investigate whether CSR reporting and assurance help protect shareholder 

value. Specifically, I examine 1) whether CSR reporting helps firms prevent high-profile 

misconduct from occurring, and 2) when high-profile misconduct does occur, I examine whether 

firms that previously issued CSR reports experience less negative stock price reactions.  

This is important because even though it is becoming common for firms to voluntarily 

issue these reports and have them assured (KPMG 2011), we have a very limited understanding 

of whether these activities provide value to shareholders. Some argue these activities are value 

destroying, and any value from them may just accrue to outside stakeholders at the expense of 

shareholders (Friedman 1970, Moser and Martin 2012).  

Using lawsuits related to CSR issues (e.g. bribery, kickbacks, human rights violations) 

that are reported in international business news articles as my proxy for high-profile misconduct, 

I find that, on average, firms that report on their CSR performance are indeed less likely to 

engage in misconduct in the following year, and this relation appears to be stronger for firms 

with greater operational complexity. These results are consistent with CSR reporting helping 

firms manage their operations better. Additionally, I find that when high-profile misconduct does 

occur, firms that issue CSR reports experience a less negative stock price reaction. I also find 

that stock price protection provided by CSR reports is weaker for firms that recently experienced 

high-profile misconduct. These findings are consistent with CSR reporting strengthening firms’ 

reputations, so that when misconduct occurs, firms are more likely to be given the benefit of the 

doubt, which reduces expected punishments. Lastly, I find no evidence that external assurance of 

CSR reports reduces the likelihood of high-profile misconduct occurring, nor does it soften the 
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stock price hit firms experience when high-profile misconduct occurs. In summary, my evidence 

supports the view that on average CSR reporting does protect shareholder value. 

As with all studies, these results are subject to certain caveats. Since firms can choose 

whether or not to issue CSR reports (or have them assured), it is still possible that self-selection 

and endogeneity issues could influence the results, despite the lead-lag and propensity score 

matching techniques I employ. Thus, there is still a possibility that my findings are driven by 

some correlated omitted variable(s). Additionally, since my sample only contains firms eligible 

to be included in Fortune’s Most Admired Companies, the results may not generalize to smaller 

firms. Lastly, it is possible that I inadvertently may not have identified all high-profile 

misconduct events related to firms in my sample, which could influence the results.  
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Note: Variable names include the Compustat pneumonic in parentheses.

Variable Name Source

Dependent Variables

Misconduct Indicator variable that equals one if the firm engaged in 

CSR related misconduct during year t+1, which ended up 

being reported in the Wall Street Journal, Financial Times, 

Dow Jones Newswire, or Reuters Newswires at some point 

in time, zero otherwise. 

Audit 

Analytics, 

Factiva

CAR Cumulative abnormal return over the trading window of (t-1 

to t+1).  Abnormal returns are defined as market model 

residuals, where the parameters are estimated over the (-

205,-6) event window relative to the first public revelation 

date of the misconduct, following Moeller, Schlingemann, 

and Stulz (2005).

CRSP

Variables of Interest

CSR Report Indicator variable that equals one if the firm reported on 

year t's CSR performance, zero otherwise.  Reports were 

identified using the databases maintained by the Global 

Reporting Initiative, the United National Global Compact, 

Corporate Register, and by searching company websites.  

Many

CSR Assurance Indicator variable that equals one if the firm's CSR 

performance in year t is assured by an external party.  

Assurance was identified through the same sources as 

CSR reporting.

Same as 

above

Control Variables

CSR Performance Indicator variable that equals one if the firm was included 

in the Dow Jones Sustainability Index in year t, zero 

otherwise.

Dow Jones

Size The natural log of total assets (AT). Compustat

TobinsQ Tobin‘s Q is equal to the natural log of market value of 

assets divided by the book value of assets (AT), where the 

market value of assets is computed as the market value of 

common stock (PRCC_F) * (CSHO), plus the book value of 

debt, which is calculated as total assets (AT) less the sum 

of book value of common stock (CEQ) and balance sheet 

deferred taxes (TXDB).  Following Bebchuk, Cohen, and 

Ferrell (2009), if (PRCC_F) is missing, then I use (PRCC_C), 

and if CEQ or TXDB are missing, I set them equal to zero. 

Compustat

Return Volatility Standard deviation of monthly stock returns during the fiscal year.CRSP

Litigious Industry Indicator variable that equals one if the firm operates in a 

high-litigation industry (SIC codes of 2833–2836, 

3570–3577, 3600–3674, 5200–5961, and 7370), and zero 

otherwise.

Compustat

Description

APPENDIX A:     VARIABLE DEFINITIONS
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Variable Name Description Source

Control Variables (continued)

Litigation Payout Indicator equal to one if pretax  (SETP) or after-tax  (SETA) 

Litigation/Insurance Settlement is negative.

Compustat

Recent Misconduct Indicator equal to one if during year t to t-2 there was a 

public announcement of high profile misconduct related to 

firm i.

Audit 

Analytics, 

Factiva

Raised Capital Amount of debt or equity capital raised by the firm during 

year t. It is measured as the issuance of common stock and 

preferred shares minus the purchase of common stock and 

preferred shares (SSTK – PRSTKC)  plus the long-term 

debt issuance minus the long-term debt reduction  (DLTIS 

– DLTR), all scaled by beginning total assets (AT).

Compustat

Cost of Capital Implied cost of equity capital  in percentage  in year t 

estimated as the mean of four different models: Gebhardt, 

Lee, and Swaminathan (2001), Claus and Thomas (2001), 

Ohlson and Juettner-Nauroth (2005), and Easton (2004).

IBES, 

Compustat, 

Federal 

Reserve

Liquidity The natural logarithm of one plus the split adjusted trading 

volume during the fiscal year divided by the average split 

adjusted shares outstanding during the fiscal year.

CRSP

Global Indicator variable that equals one if the firm reports non-

zero foreign income (PIFO), and zero otherwise.

Compustat

Financial Transparency Indicator variable that equals one if a firm’s three-year (the 

current year and prior two years) average absolute accruals 

is greater than the industry median absolute accruals 

during the period, and zero otherwise. Accruals are 

calculated following Dhaliwal et al. (2012).

Compustat

Lobbying The natural logarithm of one plus the firm's lobbying 

expenses in year t; when missing set to zero.

Center for 

Responsive 

Politics

ROA Return on Assets, defined as income before extraordinary 

items (IB) divided by total assets (AT).

Compustat

Leverage Book Leverage, defined as the sum of long-term debt 

(DLTT) and long-term debt in current liabilities (DLC) 

divided by total assets (AT).

Compustat

APPENDIX A:     VARIABLE DEFINITIONS
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Variable Name Description Source

Control Variables (continued)

Competition Herfindahl-Hirschman Index, which is calculated by 

summing the squares of the market shares of the 50 largest 

companies in an industry. I calculate a firm’s market share 

by dividing each firm's sales (SALE) in year t by the total 

sales of the 50 largest companies in its industry in that 

year, where industries are based on the two-digit SIC 

codes. If there are fewer than 50 companies in an industry, 

I use all companies in that industry to calculate each firm's 

the market share.

Compustat

Advertising Advertising expense (XAD) scaled by total sales (SALE);  

when missing set to zero. 

Compustat

Institutional Ownership The percentage of firm i's common shares held by 

institutional investors.

Thomson, 

Compustat

Operating Segments The natural log of the number of operating segments. Compustat

Geographic Segments The natural log of the number of geographic segments. Compustat

Stakeholder Indicator variable that equals one if the firm is 

headquartered in a code law country, zero otherwise.

La Porta et al. 

(1997)

GDP The natural log of real Gross Domestic Product. World Bank

GDP Growth The growth in real Gross Domestic Product. World Bank

Country Market Size Market capitalization of listed companies in the country 

where the firm is headquartered as a % of Gross Domestic 

Product.

World Bank

Rule of Law Measure ‘‘of the extent to which agents have confidence 

in and abide by the rules of society, and in particular the 

quality of contract enforcement, the police, and the courts, 

as well as the likelihood of crime and violence (Kaufmann, 

Kraay, and Mastruzzi 2010).’’

World Bank

Press Articles The natural log of the number of unique articles in the Wall 

Street Journal, Financial Times, Dow Jones Newswires, and 

Reuters Newswires about the misconduct on days t and 

t+1, where day t is the first public revelation date of the 

misconduct.  

Factiva

APPENDIX A:     VARIABLE DEFINITIONS
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Table 1 Sample Construction

Firm-Years Firms

Fortune's Most Admired Companies on Compustat (1999 - 2009) 19,726   2,198     

Missing data for control variables (3,375)    (105)      

Countries with less than 50 firm-year observations (436)      (69)        

Final Sample 15,915   2,024     

 

Ta 
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Table 2 Descriptive Statistics - High-Profile Misconduct By Category

CSR Category Observations Percent

Society 596         55.4%

Product Responsibility 232         21.6%

Labor 111         10.3%

Human Rights 75          7.0%

Environment 62          5.8%

1,076 100%

This table illustrates the distribution of high profile misconduct across categories in the 

reporting framework provided by the Global Reporting Initiative.  Examples of high-profile

misconduct in each category are listed below:

Society  = Bribery, kickbacks, price fixing, defrauding the government, monopolistic activity, etc.

Product Responsibility  = Product liability, misleading advertising, violating customer privacy

Labor = Unpaid wages, denying employee benefits, violating union agreements, employee health, etc.

Human Rights  = Discrimination, harassment, human rights abuses, supporting terrorists, etc.

Environment  = Damage to the environment by various forms of pollution
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Table 3 Descriptive Statistics by Country

Country Observations Percent

Report on CSR 

Performance

CSR 

Assurance

High-Profile 

Misconduct

United States 12,632    79.4% 0.13 0.01 0.13

Canada 658         4.1% 0.41 0.07 0.05

United Kingdom 444         2.8% 0.52 0.25 0.14

Japan 255         1.6% 0.43 0.08 0.15

Switzerland 190         1.2% 0.38 0.16 0.20

France 174         1.1% 0.36 0.22 0.14

Netherlands 170         1.1% 0.40 0.25 0.08

Bermuda 151         0.9% 0.00 0.00 0.03

China 140         0.9% 0.11 0.02 0.00

Germany 130         0.8% 0.35 0.11 0.24

Ireland 130         0.8% 0.29 0.04 0.15

Mexico 119         0.7% 0.12 0.02 0.02

Chile 97          0.6% 0.14 0.09 0.04

Brazil 81          0.5% 0.43 0.14 0.00

Australia 75          0.5% 0.41 0.33 0.01

India 66          0.4% 0.20 0.09 0.00

South Africa 66          0.4% 0.56 0.32 0.20

Italy 62          0.4% 0.31 0.31 0.10

Korea 62          0.4% 0.45 0.37 0.03

Spain 54          0.3% 0.72 0.52 0.00

Taiwan 54          0.3% 0.30 0.19 0.09

Hong Kong 53          0.3% 0.21 0.06 0.00

Sweden 52          0.3% 0.23 0.10 0.00

15,915 100% 0.177             0.034           0.123        

This table illustrates the distribution of firm-year observations across countries, as well 

as how many firms report on year t 's CSR performance, and how many firms engage in 

high profile misconduct in year t+1 .  
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Table 4 Descriptive Statistics 

Standard

Variables Mean Deviation 25% Median 75%

Misconduct t+1 0.123 0.328 0.000 0.000 0.000

CSR Report 0.177 0.381 0.000 0.000 0.000

CSR Assurance 0.034 0.181 0.000 0.000 0.000

CSR Performance 0.087 0.282 0.000 0.000 0.000

Size 8.600 1.599 7.431 8.365 9.589

TobinsQ 0.947 0.315 0.728 0.850 1.065

Return Volatility 0.112 0.068 0.066 0.095 0.139

Litigious Industry 0.194 0.396 0.000 0.000 0.000

Litigation Payout 0.088 0.283 0.000 0.000 0.000

Recent Misconduct 0.116 0.320 0.000 0.000 0.000

Raised Capital 0.022 0.147 -0.037 -0.001 0.036

Cost of Capital 0.102 0.040 0.080 0.096 0.117

Liquidity 1.026 0.504 0.665 0.956 1.328

Global 0.440 0.496 0.000 0.000 1.000

Financial Transparency 0.305 0.460 0.000 0.000 1.000

Lobbying 0.231 0.490 0.000 0.000 0.182

ROA 0.040 0.077 0.012 0.039 0.076

Leverage 0.266 0.187 0.122 0.249 0.376

Competition 0.076 0.059 0.040 0.058 0.084

Advertising 0.009 0.021 0.000 0.000 0.008

Institutional Ownership 0.590 0.306 0.385 0.670 0.834

Operating Segments 0.223 0.580 0.000 0.000 0.000

Geographic Segments 0.760 0.713 0.000 0.693 1.386

Stakeholder 0.103 0.304 0.000 0.000 0.000

GDP 29.430 1.262 29.883 29.952 30.052

GDP Growth 2.286 2.413 1.311 2.503 3.585

Country Market Size 127.244 36.374 104.796 134.907 145.663

Rule of Law 1.479 0.354 1.515 1.545 1.589

Note: All continuous variables have been winsorized by year at the 1% and 99% levels (n = 15,915).

See appendix A for variable definitions. 
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Table 5: Correlations

1 2 3 4 5 6 7 8 9 10 11 12 13 14

1 Misconduct t+1

2 CSR Report 0.08

3 CSR Assurance 0.01 0.40

4 CSR Performance 0.10 0.38 0.36

5 Size 0.24 0.43 0.24 0.33

6 TobinsQ 0.07 -0.02 0.00 0.06 -0.23

7 ReturnVolatility -0.06 -0.13 -0.06 -0.10 -0.24 -0.03

8 Litigious Industry 0.04 -0.02 -0.01 0.02 -0.15 0.24 0.13

9 Litigation Payout 0.07 0.05 0.00 0.02 0.06 0.02 -0.02 0.04

10 Recent Misconduct 0.28 0.16 0.04 0.08 0.26 0.03 -0.07 0.06 0.11

11 Raised Capital -0.03 -0.07 -0.02 -0.04 -0.05 0.03 0.11 0.00 -0.05 -0.06

12 Cost of Capital -0.03 -0.04 -0.01 -0.04 -0.02 -0.27 0.16 -0.12 -0.02 -0.05 0.05

13 Liquidity -0.05 0.00 0.01 -0.05 -0.08 0.14 0.35 0.19 0.06 0.03 0.04 0.01

14 Global 0.05 0.05 -0.06 0.04 -0.05 0.16 0.02 0.08 0.08 0.07 -0.07 -0.07 0.10

15 Financial Transparency -0.03 -0.04 0.00 -0.03 -0.04 -0.02 0.10 0.02 -0.03 -0.05 0.11 0.06 0.08 -0.13

16 Lobbying 0.24 0.28 0.04 0.14 0.43 0.02 -0.11 -0.01 0.13 0.33 -0.06 -0.05 0.02 0.10

17 ROA 0.03 0.04 0.04 0.04 -0.09 0.45 -0.30 0.03 -0.04 0.01 -0.13 -0.06 -0.03 0.04

18 Leverage -0.03 -0.03 -0.03 -0.02 0.07 -0.22 0.07 -0.15 -0.01 -0.01 0.18 0.12 -0.08 -0.11

19 Competition 0.01 -0.07 -0.05 -0.05 -0.15 0.02 0.04 0.05 0.00 0.02 -0.03 0.02 0.05 -0.01

20 Advertising 0.06 0.01 -0.03 0.03 -0.02 0.17 0.02 0.14 0.01 0.07 -0.04 -0.08 0.07 0.11

21 Institutional Ownership 0.01 -0.16 -0.24 -0.23 -0.21 0.06 -0.01 0.05 0.11 0.06 -0.08 -0.03 0.31 0.25

22 Operating Segments 0.04 0.13 0.06 0.06 0.13 -0.02 -0.05 -0.08 0.01 0.05 -0.02 -0.01 -0.02 0.09

23 Geographic Segments 0.06 0.16 0.11 0.15 0.04 0.15 0.04 0.04 0.04 0.05 -0.05 -0.05 0.07 0.51

24 Stakeholder -0.02 0.14 0.23 0.20 0.24 -0.06 -0.02 0.01 -0.05 -0.03 0.00 0.05 0.01 -0.08

25 GDP 0.05 -0.16 -0.24 -0.20 -0.18 0.05 0.04 0.06 0.07 0.06 -0.03 -0.07 0.10 0.16

26 GDP growth 0.05 -0.13 -0.03 -0.02 -0.08 0.11 -0.14 0.00 -0.05 -0.04 0.09 0.02 -0.22 -0.12

27 Country Market Size 0.06 -0.09 -0.06 -0.04 -0.12 0.18 -0.07 0.00 0.00 0.00 0.06 -0.04 -0.14 0.01

28 Rule Of Law 0.04 0.00 -0.06 0.06 -0.02 0.03 -0.04 0.01 0.05 0.05 -0.03 -0.12 -0.10 0.15

Bold indicates significance at the 0.05 level or better, two-tailed. N = 15,915.

All continuous variables have been winsorized at the 1% and 99% levels. See Appendix A for variable definitions.
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  Table 5: Correlations (continued)

15 16 17 18 19 20 21 22 23 24 25 26 27

15 Financial Transparency

16 Lobbying -0.06

17 ROA -0.08 0.02

18 Leverage 0.04 0.01 -0.24

19 Competition 0.01 -0.03 0.04 -0.01

20 Advertising 0.00 0.04 0.05 -0.03 0.02

21 Institutional Ownership -0.05 0.10 0.06 -0.04 0.08 0.03

22 Operating Segments -0.03 0.10 -0.01 0.03 0.00 0.07 -0.01

23 Geographic Segments -0.13 0.07 0.04 -0.07 -0.04 -0.02 -0.06 0.01

24 Stakeholder 0.02 -0.07 -0.01 -0.01 -0.06 -0.03 -0.53 -0.01 0.18

25 GDP -0.05 0.14 0.00 0.04 0.08 0.10 0.51 -0.05 -0.14 -0.51

26 GDP growth 0.05 -0.13 0.10 0.00 -0.05 -0.03 -0.20 -0.05 -0.05 0.09 -0.14

27 Country Market Size -0.03 -0.01 0.09 0.01 0.01 0.02 0.14 -0.01 -0.04 -0.30 0.24 0.34

28 Rule Of Law -0.08 0.10 -0.03 0.01 0.03 0.03 0.29 0.02 0.01 -0.46 0.29 -0.31 0.35

Bold indicates significance at the 0.05 level or better, two-tailed. N = 15,915.

All continuous variables have been winsorized at the 1% and 99% levels. See Appendix A for variable definitions.
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  Table 6 Difference in Means Tests

All

CSR 

Report

No CSR 

Report

CSR 

Report

No CSR 

Report

Variables Mean Mean Mean Mean Mean

Misconduct t+1 0.123 0.181 0.110 0.000 *** 0.160 0.196 0.004 ***

CSR Report 0.177 1.000 0.000 0.000 *** 1.000 0.000 0.000 ***

CSR Assurance 0.034 0.192 0.000 0.000 *** 0.106 0.000 0.000 ***

CSR Performance 0.087 0.315 0.038 0.000 *** 0.170 0.168 0.897

Size 8.600 10.096 8.280 0.000 *** 9.664 9.688 0.592

TobinsQ 0.947 0.936 0.949 0.035 ** 0.936 0.932 0.723

Return Volatility 0.112 0.094 0.116 0.000 *** x 0.097 0.097 0.649

Litigious Industry 0.194 0.178 0.198 0.014 ** 0.169 0.163 0.632

Litigation Payout 0.088 0.118 0.081 0.000 *** 0.117 0.111 0.575

Recent Misconduct 0.116 0.224 0.092 0.000 *** 0.197 0.199 0.871

Raised Capital 0.022 0.001 0.026 0.000 *** 0.001 0.004 0.240

Cost of Capital 0.102 0.099 0.103 0.000 *** 0.099 0.098 0.679

Liquidity 1.026 1.021 1.027 0.596 1.051 1.041 0.550

Global 0.440 0.498 0.428 0.000 *** 0.506 0.515 0.581

Financial Transparency 0.305 0.265 0.313 0.000 *** 0.274 0.278 0.744

Lobbying 0.231 0.533 0.167 0.000 *** 0.452 0.463 0.617

ROA 0.040 0.047 0.039 0.000 *** 0.044 0.041 0.199

Leverage 0.266 0.255 0.268 0.000 *** 0.264 0.265 0.919

Competition 0.076 0.067 0.078 0.000 *** 0.071 0.069 0.269

Advertising 0.009 0.010 0.009 0.273 0.010 0.009 0.404

Institutional Ownership 0.590 0.486 0.612 0.000 *** 0.549 0.559 0.344

Operating Segments 0.223 0.387 0.188 0.000 *** 0.333 0.335 0.939

Geographic Segments 0.760 1.008 0.707 0.000 *** 0.958 0.953 0.840

Stakeholder 0.103 0.196 0.083 0.000 *** 0.156 0.160 0.756

GDP 29.430 28.984 29.525 0.000 *** 29.224 29.220 0.922

GDP Growth 2.286 1.583 2.437 0.000 *** 1.682 1.711 0.733

Country Market Size 127.244 119.948 128.809 0.000 *** 119.964 120.938 0.412

Rule of Law 1.479 1.483 1.479 0.607 1.485 1.490 0.716

Observations 15,915  2,811    13,104  1,901    1,901    

Note: All continuous variables have been winsorized by year at the 1% and 99% levels.

See appendix A for variable definitions.

Full Sample

Difference 

in Means

Difference 

in Means

(P-Value) (P-Value)

Propensity Score Matched Sample
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Table 7 Economic Determinants of CSR Disclosure & CSR Assurance

Logit Models: CSR Reportt = Determinantst + εt CSR Assurancet = Determinantst + εt

Variable Coefficient P-Value Coefficient P-Value

CSR Performance 1.320 *** 0.000 1.352 *** 0.000

Size 0.937 *** 0.000 0.370 ** 0.041

TobinsQ 0.467 ** 0.033 0.454 0.465

ReturnVolatility -1.682 ** 0.031 1.582 0.416

Litigious Industry 0.135 0.515 0.064 0.897

Litigation Payout 0.043 0.666 0.244 0.280

Recent Misconduct 0.086 0.443 -0.246 0.370

Raised Capital -1.126 *** 0.000 1.021 0.277

Cost of Capital 0.123 0.909 -3.501 0.140

Liquidity -0.106 0.376 0.205 0.494

Global 0.075 0.593 -0.486 0.169

Financial Transparency 0.060 0.486 0.136 0.640

Lobbying 0.228 ** 0.026 0.148 0.488

ROA 0.087 0.880 -0.173 0.900

Leverage -0.706 ** 0.033 -0.152 0.871

Competition -1.811 0.167 -1.649 0.492

Advertising 0.355 0.891 -5.525 0.504

Institutional Ownership 0.130 0.637 -0.693 0.438

Operating Segments 0.236 *** 0.003 0.149 0.386

Geographic Segments 0.231 ** 0.012 0.125 0.517

Stakeholder 11.521 * 0.053 46.054 *** 0.001

GDP 2.379 * 0.071 9.947 *** 0.002

GDP growth -0.015 0.685 -0.094 0.202

Country Market Size 0.008 ** 0.011 -0.007 0.202

Rule Of Law 0.111 0.868 -0.339 0.770

Year Fixed Effects Yes Yes

Industry Fixed Effects Yes Yes

Country Fixed Effects Yes Yes

Cluster by Firm Yes Yes

Pseudo Adj. R
2

0.406 0.458

N 15,915 2,811

Predicted values from these models are used to create the propensity matched samples in Table 7.

*, **, *** Indicate that the estimated coefficient is statistically significant with 

two-tailed p-values at the 10 percent, 5 percent, and 1 percent levels, respectively.  

All continuous variables have been winsorized by year at the 1% and 99% levels.

See appendix A for variable definitions.

CSR Report CSR Assurance



51 
 

 
 

Table 8 Likelihood of Commiting Misconduct

Logit Model: Misconductt+1 = β0 + β1CSR Reportt + β2CSR Assurancet + ∑βkControlst + εt

Variable Coefficient P-Value Coefficient P-Value

CSR Report -0.205 * 0.078 -0.267 ** 0.031

CSR Assurance 0.172 0.548 0.170 0.577

CSR Performance 0.261 0.146 0.123 0.559

Size 0.549 *** 0.000 0.599 *** 0.000

TobinsQ 0.701 *** 0.000 0.426 0.136

ReturnVolatility 0.807 0.290 0.601 0.620

Litigious Industry 0.295 0.127 0.573 ** 0.039

Litigation Payout 0.310 *** 0.002 0.289 ** 0.046

Recent Misconduct 1.169 *** 0.000 0.992 *** 0.000

Cost of Capital 3.606 *** 0.001 6.286 *** 0.000

Financial Transparency 0.170 * 0.089 0.080 0.566

Lobbying 0.242 ** 0.015 0.223 * 0.078

ROA 1.228 * 0.095 1.832 * 0.098

Leverage -0.745 *** 0.005 -0.980 ** 0.031

Competition 2.549 *** 0.006 1.838 0.176

Institutional Ownership 0.579 ** 0.027 0.606 0.161

Operating Segments 0.011 0.892 -0.055 0.575

Geographic Segments 0.225 *** 0.009 0.138 0.223

Stakeholder -7.770 *** 0.000 0.726 0.938

GDP -0.142 0.562 2.041 0.345

GDP growth -0.013 0.810 -0.035 0.589

Country Market Size -0.003 0.427 -0.002 0.724

Rule Of Law 0.272 0.815 1.275 0.360

Year Fixed Effects Yes Yes

Industry Fixed Effects Yes Yes

Country Fixed Effects Yes Yes

Cluster by Firm Yes Yes

Pseudo R
2

0.243 0.268

N 15,915 6,219

*, **, *** Indicate that the estimated coefficient is statistically significant with 

two-tailed p-values at the 10 percent, 5 percent, and 1 percent levels, respectively.  

All continuous variables have been winsorized by year at the 1% and 99% levels.

See appendix A for variable definitions.

Eventual CSR

Full Sample Reporting Firms
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Table 9 Likelihood of Commiting Misconduct using Propensity Score Matched Samples

Logit Model: Misconductt+1 = β0 + β1CSR Reportt + β2CSR Assurancet + ∑βkControlst + εt

Variable Coefficient P-Value Coefficient P-Value

CSR Report -0.275 ** 0.049

CSR Assurance 0.355 0.365 0.477 0.279

CSR Performance 0.138 0.537 0.250 0.669

Size 0.557 *** 0.000 0.936 *** 0.004

TobinsQ 0.724 ** 0.028 2.962 *** 0.009

ReturnVolatility -0.183 0.908 -4.573 0.236

Litigious Industry 0.598 ** 0.043 2.485 *** 0.002

Litigation Payout 0.522 *** 0.002 0.168 0.789

Recent Misconduct 1.065 *** 0.000 1.951 *** 0.000

Cost of Capital 6.606 *** 0.002 12.564 ** 0.033

Financial Transparency 0.159 0.301 0.087 0.850

Lobbying 0.231 * 0.066 0.344 0.468

ROA 0.742 0.578 1.721 0.669

Leverage -0.732 0.120 -0.515 0.779

Competition 4.031 ** 0.010 5.578 0.368

Institutional Ownership 0.402 0.377 -0.874 0.758

Operating Segments -0.051 0.630 0.082 0.801

Geographic Segments 0.084 0.503 0.176 0.600

Stakeholder 29.770 * 0.076 -11.770 0.824

GDP 9.228 ** 0.021 -0.228 0.985

GDP growth -0.178 ** 0.033 0.107 0.670

Country Market Size -0.004 0.537 -0.001 0.943

Rule Of Law -0.706 0.697 -0.532 0.882

Year Fixed Effects Yes Yes

Industry Fixed Effects Yes Yes

Country Fixed Effects Yes Yes

Cluster by Firm Yes Yes

Pseudo R
2

0.306 0.437

N 3,802 652

*, **, *** Indicate that the estimated coefficient is statistically significant with 

two-tailed p-values at the 10 percent, 5 percent, and 1 percent levels, respectively.  

All continuous variables have been winsorized by year at the 1% and 99% levels.

See appendix A for variable definitions.

Propensity Score

Matched Sample Matched Sample

Propensity Score
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  Table 10 Likelihood of Commiting Misconduct and Organizational Complexity

Logit Model: Misconductt+1 = β0 + β1CSR Reportt + β2Operating Segmentst + β3Interactiont + ∑βkControlst + εt

Variable Coefficient P-Value

CSR Report -0.133 0.402

Operating Segments 0.140 0.320

CSR Report X Operating Segments -0.398 ** 0.025

Controls Yes

Year Fixed Effects Yes

Industry Fixed Effects Yes

Country Fixed Effects Yes

Cluster by Firm Yes

Pseudo R
2

0.308

N 3,802

*, **, *** Indicate that the estimated coefficient is statistically significant with two-tailed p-values 

at the 10 percent, 5 percent, and 1 percent levels, respectively.  

All continuous variables have been winsorized by year at the 1% and 99% levels.

See appendix A for variable definitions.

Matched Sample

Propensity Score
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Table 11 Market Reaction to Misconduct

OLS Model: CAR(t-1, t+1) = β0 + β1CSR Reportt + β2CSR Assurancet + ∑βkControlst + εt

Variable Coefficient P-Value Coefficient P-Value Coefficient P-Value

Intercept -0.012 *** 0.000 -0.034 ** 0.016 -0.035 ** 0.014

CSR Report 0.009 *** 0.003 0.013 *** 0.002

CSR Assurance 0.003 0.574 0.003 0.710

CSR Performance -0.001 0.814 -0.001 0.819

Size 0.003 *** 0.006 0.003 *** 0.009

TobinsQ 0.003 0.606 0.003 0.531

Liquidity -0.005 0.209 -0.005 0.169

Press Articles -0.013 *** 0.000 -0.013 *** 0.000

Recent Misconduct 0.002 0.591

CSR Report x Recent Misconduct -0.010 * 0.068

Audit x Recent Misconduct 0.000 0.987

Adj. R
2

0.057 0.061 0.060

N 866 866 866

*, **, *** Indicate that the estimated coefficient is statistically significant with two-tailed p-values 

at the 10 percent, 5 percent, and 1 percent levels, respectively.  

All continuous variables have been winsorized at the 1% and 99% levels and standard errors 

are clustered by firm.  See appendix A for variable definitions.
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