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Local Shareholders, Corporate Community Responsibility, and Shareholder Value 

Abstract 

This paper shows that local shareholders lead firms to engage in corporate social responsibility activities 

locally – corporate community responsibility (CCR). Motivated by the stakeholder theory, we find that 

mutual funds investing in local firms tend to increase CCR, remarkably in consumer oriented industry. Our 

identification strategy suggests a causal effect of local shareholders on CCR. Local shareholders and their 

firms employ CCR as business strategy and benefit themselves financially. Our results indicate that CCR 

tends to increase firm performance measured with Tobin’s Q and operating cash flows, especially in the 

consumer-oriented industries where customer relations are critical. In addition, local shareholders (i.e. local 

funds) of higher CCR firms enjoy greater fund flows.  
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Introduction 

 Corporations often express how they act as a good corporate citizen and serve the communities 

they operate. Firms increasingly consider community relations as part of corporate social responsibility 

(CSR) and publicly advertise their engagement with communities because well-designed community 

engagement programs could improve firm reputation, transparency, financial capacity as well as contribute 

to local sustainability.1 Especially for the firms in consumer-oriented industries where consumer relations 

are critical, community engagement focusing on consumers who could be important stakeholders could 

play an important role in growing their customer base. Therefore, community relations are a strategic 

concern for firms and shareholders. 

                                                           
1 See, for example, Barnett and Salomon (2006), Cochran (2007), Esteves (2008), and Byun and Oh (2018). 
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 Despite the strategic importance of community relations, there is little evidence in the literature 

regarding the economic impacts and motivations for community relations.2 Many existing studies discuss 

a firm’s CSR performance rather focus on entire CSR than community relations. In addition, they suggest 

mixed conclusions on CSR with respect to firm performance, no relationship (McWilliams and Siegel, 

2000), a positive relationship (Waddock and Graves, 1997), and a negative relationship (Wright and Ferris, 

1997). Indeed, as Margolis et al. (2007) and Byun and Oh (2018) suggest, not all CSR activities create value 

for shareholders. Therefore, this paper examines whether a particular aspect of CSR, corporate community 

responsibility (CCR), can benefit firms and their shareholders. 

 As Carroll (1979, 1991) conceptualizes and revisits by building types of corporate social 

responsibility in economic, legal, ethical and discretionary (later revisited as philanthropic) responsibilities, 

CSR is organized in a pyramid construct (Figure 1), starting from most basic economic responsibility to the 

philanthropic responsibility. Philanthropic responsibility, which is placed in the highest level of desired 

responsibility in Carroll’s (1991) pyramid construct, is to contribute to the ‘community’ and improve the 

quality of life. In addition, over time, social issues are developed and changed and companies recently show 

their interests not only on the basic economic and legal aspects of it but also on the desired ethical and 

philanthropic aspects. 

Relatedly, corporate engagement with communities provides considerable resources to 

communities (Brammer and Millington, 2003; Griffin, 2008; Hansen, Sextl and Reichwald,2010). 

According to Community Development Financial Institutions (CDFIs), community investment grew up 

continuously and assets held for the community investment in the US is totaled $64.3 billion. At a narrower 

level, corporate giving of more than 250 leading US companies amounted to $23.8 billion in cash and 

product giving, of which 15% went to community and economic development programs and 28% went to 

education programs (CECP 2018). As a result, communities may pressure firms to get the benefits without 

                                                           
2 Poor community relations can create a variety of costly problems (Barnett and Salomon, 2006). For example, a firm 

with poor community relations may face ‘not-in-my-back-yard’ (NIMBY) protests when attempting to open new 

plants, which could lower the ability of a firm’s operation in communities and make it difficult to get a permit from 

local governments (Dear, 1992; Sellers, 1993). 
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bearing much of the costs, raising conflicts between management and shareholders if management take the 

pressure for its own reputation – i.e., agency costs (Masulis and Reza, 2015). Additionally, corporate 

insiders and non-insiders have different interests with respect to CSR, creating conflicts among 

shareholders (Barnea and Rubin, 2010). Since justifying CSR or more precisely CCR investments based on 

a risk-reward metrics may not be suitable, sustainable and persistent CCR activities require a tremendous 

support from shareholders. We thus investigate what types of shareholders within a firm pursue CCR and 

why they promote the community investments (i.e. CCR). We especially focus on the role of local 

shareholders – local mutual funds – on CCR because local shareholders are likely to work in the 

communities they live and could have more interests in improving their neighborhoods than other 

shareholders. And therefore, local shareholders can be effective monitors with better internal governance 

strategy. 

In this regard, our study proposes a new framework to the CSR literature. Departing from previous 

studies that focus on firm managers’ characteristics and private benefits to explain firms’ CSR investments 

(Masulis and Reza, 2015; Cheng et al., 2016; Cronqvist and Yu, 2017), we show that shareholders play a 

significant role in allocating capital to CSR, especially towards CCR. While Dyck et al. (2018) and Chen 

et al. (2016) also discuss about the impact of institutional shareholders on a firm’s CSR policy, we 

specifically focus on local institutional shareholders and their role in a firm’s community engagements. 

Our study also investigates the effects of ownership structure on CSR. Previous studies show that 

different types of shareholders have different motivations and benefits toward firms’ CSR engagements 

(Barnea and Rubin, 2010; Li and Zhang, 2010; Oh and Chang, 2011). Complex ownership structure creates 

conflicts among shareholders with respect to CSR. Managers may overinvest in CSR for their own benefits, 

while stakeholders may not bear costs for CSR. We look at another dimension, proximity, in ownership 

structure that could explain a firm’s CSR. To the best of our knowledge, this study is the first to investigate 

the role of local shareholders as a driving force of a firm’s community investments. 
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 Finally, a growing body of literature suggest that geographical proximity between investors and 

their investments creates economic benefits.3 Investors prefer local firms mainly due to their information 

advantages, acknowledging that the physical distance could alleviate information costs. We provide 

additional evidence of local ownership for value creation that local shareholders look for community 

engagements and thereby increase firm value. 

 The rest of the article is organized as follows. First, we present theoretical frameworks based on a 

review of literature and hypotheses development. Next, we present the data and sample then we explain 

empirical results. Finally, the implication of the findings are discussed and we conclude. 

 

Theoretical Frameworks and Hypotheses Development 

Corporate Social Responsibility 

A wide range of debate on corporate social responsibility (CSR) has started being discussed since 

early 1900’s (Clark, 1939; Kreps, 1940; Bowen, 1953; Carroll, 1979). The term corporate social 

responsibility was described in Bowen (1953)’s book, that is titled as Social Responsibilities of the 

Businessman. And it has been defined in various ways starting from economic perspective in order to create 

wealth of shareholders (Friedman, 1962) to legal, ethical and philanthropic responsibility (Carroll, 1979) 

and to many more. In addition, this topic has grown significantly in the most recent decades and researchers 

discuss more broad range of its concepts from social, political, environmental types of responsibilities. 

Nevertheless, there still is not a generally accepted and/or completely reliable theoretical framework to 

explain corporate social responsibility in terms of its concept and the activity of the economic entities, such 

as corporations and stakeholders. Out of various CSR conceptualizations, Carroll (1979)’s four-part 

definition of CSR is well grounded in the literature that give robustness throughout studies developed over 

time. Carroll (1979, 1991) develops and revisits the four types of CSR by suggesting a pyramid construct 

                                                           
3 See, for example, Coval and Moskowitz (1999, 2001), Ivkovic and Weisbenner (2005), Baik et al. (2010), and Hwang 

(2018). 
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(Figure 1) based on the layer of its development from the most fundamental to philosophical component: 

economic, legal, ethical and discretionary (philanthropic in his revision made in 1991). The first category 

of CSR is economic responsibility that entails an actual return on investment to the owners and shareholders 

by promoting technological advancement, making innovation, and by creating new products. Economic 

responsibility provides the most fundamental role of CSR. In the next layer, the legal component of 

responsibility is placed and it emphasizes rules and regulations under which business must operate by 

providing with “codified ethics” as part of the historical development of the CSR. In its third layer, ethical 

responsibilities are emphasized. Although first two conducts already embed the ethical components, ethical 

responsibility entails embrace first two and take a step further to establish environmental and civic rights 

that could be resulting in after first two conducts are readily set up. Finally, on top of the pyramid construct 

of Carroll (1991), philanthropic responsibilities are placed. This layer of responsibility exists in response 

to society’s expectation that is beyond the basic and to the welfare of human being. The highest pyramid of 

corporate social responsibility can be achieved by becoming a good corporate citizen that contribute 

resources to the community, as community desires firms voluntarily contribute its financial and human 

resources in order to promote human welfare. Although these four types of responsibilities are not mutually 

exclusive, different responsibilities provide different motivations as well as different level of consideration. 

Also, economic, legal and ethical responsibilities are historically focused by the companies and market 

participants. However, philanthropic programs aren’t considered important until recently and now, the 

voluntary conduct focusing on the community development is encouraged to the firms.   

[Insert Figure 1 here] 

Corporate Community Responsibility 

Carroll (1979, 1991)’s philanthropic responsibility, that is a discretionary expectation aspect of 

CSR is in line with Barnett’s (2007) definition of CSR: “a discretionary allocation of corporate resources 

to improving special welfare that serves as a means of enhancing relationship with key stakeholders.” 

Recent studies of CSR focus on the communities and environments where they operate (Magali and Michael, 

2004; Harris, 2007). Rowe et al. (2013) focus on the importance of corporate community partnership to 
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meet the needs of the local community. As researchers and practitioners pay attention to from the mandated 

economic conduct to desired (Windsor, 2001) philanthropic conduct, the investment in community became 

a major issue to head on. In response to this historical move, companies now strategically invest their 

resources for the service to the community rather than a source of profit to its owners (Cochran, 2007). And 

the principle behind community investment is to strengthen local communities. A variety of studies find 

that firms that make effort in improving community relations achieve not only higher financial 

performances (Hillman and Keim, 2002; Preston and O’Bannon, 1997; Simpson and Kohers, 2002; 

Waddock and Graves, 2000) but also successful bargaining with local government officials (Waddock and 

Graves, 1997) and decreasing attacks by the shareholders (Rehbein et al., 2004).  

 

Stakeholder Theory and Local Shareholder Approach to CCR 

 As CSR concept develops and the responsibility and beneficiary of it is keenly related, the link 

between the idea of corporate social responsibility and the organizational stakeholders is gained attention.   

Stakeholder theory, according to Freeman (1984), is defined as “those groups who can affect or are affected 

by the achievement of an organization’s purpose” and this has become the nature of the firms to consider 

the creation of values per different entities without limited to the owner of the companies. And the nature 

of stakeholder is going beyond the traditional pool of owners and employees and extends to the customers, 

public in general, and to whom the companies are responsible for such as competitors, suppliers, and social 

activist groups (Carroll, 1991; Freeman, 1991; Jawahar and McLaughlin, 2001). Given that stakeholder 

theory offers a new way to organize its boundaries of responsibility not only to the owners who directly 

seek for the monetary return on investment but also to the silent stakeholders such as local communities, 

customers and public in general (Jamali, 2008). A stakeholder approach, used by Papasolomou et al. (2005), 

CSR actions are divided by vis-à-vis key stakeholders. Amongst a variety of stakeholders’ expectations, 

investors tend to expect a competitive return on investment with a fair business practices. However, 

consumers as a silent group of stakeholders, they also expect trustworthy and quality products and services 

without false and misleading conducts. As consumers can be part of the stakeholders, we posit that the 
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effect of CSR (and CCR) will be prominent to the consumer focused industry. Investors, as stakeholders, 

though expect and pursue the financial return on investment, they have motivation to enhance firms to boost 

community investment as a tool of improving their financial performances as well as their philanthropic 

performances. Despite a number of studies that emphasize the importance of community investment and 

the expectation of investors and consumers, there is no previous study that bridges the gap to explain as to 

who plays the major role to enhance community investment as part of the shareholders.  

In this regard, we discuss potential channels through which shareholders influence a firm’s CCR 

investment: local investors. There are some distinctive features for local shareholders, relative to distant 

shareholders, with which they could influence corporate CCR practices. Studies find that local investors 

are effective monitors and actively participate in firm operations through corporate governance (John, 

Knyazeva and Knyazeva, 2011; Chhaochharia et al., 2012; Hwang, 2018). Firms with high local ownership 

have better internal governance (Lerner, 1995). Accordingly, managers of high local ownership firms are 

less likely to engage in empire building and lead the quiet life. These findings suggest that local shareholders 

could prevent managers from investing in CCR for their own profits and avoid agency costs. Therefore, 

local shareholders strategically allocate corporate resources to CCR and help improve shareholder value. 

In addition, local shareholders could have frequent face-to-face meetings with executives, visiting product 

facilities, speaking with employees, and understanding the local economy better (Chen, Dong and Lin, 

2016), which could alleviate communication costs as well as information gathering costs. 4  It would 

facilitate local shareholders to comprehend a firm’s investments including CCR that requires shareholder 

support. Finally, local shareholders are more likely to belong to the community networks and spread the 

firm’s social efforts and community relations.5 Increasing the awareness of a firm’s effort for community 

investments eventually benefits the firm financially. 

                                                           
4 See, for example, Coval and Moskowitz (1999) and Teo (2009). 
5 The stakeholders’ awareness of CSR is the key channel through which financial benefits are obtained (McWilliams 

and Siegel, 2001; Servaes and Tamayo, 2013; Byun and Oh, 2018). 
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We thus investigate whether local shareholders facilitate and promote investments in CCR. Using 

mutual fund and CCR data, we find that local shareholders are likely to increase CCR. It is interesting that 

among other CSR activities – community, corporate governance, diversity, employee relations, 

environment, human rights, and product – CCR is positively associated with local ownership.6 We control 

for those variables from CSR literature that affect a firm’s CSR activities.7 Especially, we separate local 

shareholders from institutional shareholders, which is a proven driving force of CSR investments (Chen et 

al., 2016; Dyck, Lins, Roth and Wagner, 2018). Our results suggest that one standard deviation increase in 

local ownership is associated with an increase in CCR by around 21%. Community relations are important 

particularly for firms in the consumer-oriented industries so that local shareholders are expected to push 

more investments in CCR for those firms. Consistent with the hypothesis, the positive relation between 

local ownership and CCR is more pronounced for the consumer-oriented firms. Thus, our first hypotheses 

are stated as follows:  

Hypothesis 1a. Local shareholders tend to promote CCR.  

Hypothesis 1b. The positive relation between local ownership and CCR is more pronounced for 

the consumer oriented firms. 

Next, we investigate possible motivations of local mutual funds for CCR. As local investors’ 

expectation is to achieve financial return on investment, their engagement to enhance local community 

responsibility will enhance financial performance. In this regard, we posit that higher CCR firms financially 

perform better, especially in consumer-oriented industries where CCR could bring their impact the most.8 

Higher CCR firms are likely to have greater Tobin’s Q and generate larger operating cash flows, which 

contributes to shareholder value. Secondly, local shareholders (i.e., local mutual funds) of the higher CCR 

firms receive greater fund flows. The finding remains the same even after controlling for fund 

                                                           
6 Environmental activities are also positively associated with local ownership. 
7 See, for example, Dye (1985), Skinner (1997), Kothari et al., (2005), Barnea and Rubin (2010), and Dhaliwal et al. 

(2011). 
8 This explanation is consistent with Coval and Moskowitz (2001) and Teo (2009) that the physical presence of 

investors helps them perform better in a local area.  
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characteristics such as fund performance. This result suggests that local mutual funds tend to attract more 

investors as they represent firms that engage more in community relations. Our second hypotheses are, thus 

as follows: 

Hypothesis 2a. CCR is positively related to a firm performance.  

Hypothesis 2b. CCR is positively related to a positive fund flow. 

 

Data and Summary Statistics 

Data and Sample Selection 

We use data from following sources, such as financial accounting data from Compustat, market 

data and mutual fund characteristics from CRSP,  CSR and CCR related data from Kinder, Lydenberg, and 

Domini (KLD) and mutual fund holdings and institutional ownership data from Thomson Reuters.9 We 

begin with 24,561 firm-year observations for all firms covered by the firm of KLD over 2004-2013.10 Then 

we remove 9,102 observations due to no CSR scores in KLD. In addition, we delete firms if financial 

accounting data is not available. Lastly, for our further investigation of consumer-oriented industry, we 

require that all firm-year observations have necessary non-missing financial information for control 

variables and non-missing Fama-French 48-industry classification.11 The procedures above results in a final 

sample of 8,136 firm-year observations for the final sample from 2005-2013. To mitigate the effect of 

extreme outliers, all continuous variables are winsorized at the top and bottom one percentile. 

 

Variable Measurement 

                                                           
9 Securities and Exchange Commission (SEC) requires an institutional investment manager that exercise investment 

discretion over $100 million or more in Section 13(f) securities to report its holdings on Form 13F. 
10 Although the original sample period is 2004-2013, our main regressions run from 2005 to 2013 due to using lagged 

variables as control variables. 
11 For consumer-oriented industries, we include 1. Agriculture, 2. Food products, 3. Candy and soda, 4. Beer and 

Liquor, 5. Tobacco Products, 6. Recreation, 7. Entertainment, 8. Printing and Publishing, 9. Consumer Goods, 10. 

Apparel, 11. Healthcare, 12. Medical Equipment, 13. Pharmaceutical Products, 16. Textiles, 22. Electrical Equipment, 

23. Automobiles and Trucks, 24. Aircraft, 33. Personal Services, 34. Business Services, 38. Business Supplies, 40. 

Transportation, 41. Wholesale, 42. Retail, 43. Restaurants, Hotels, Motels, 44. Banking, 45. Insurance, 46. Real Estate, 

47. Trading, based on Fama-French 48 industry classification. 
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Corporate Community Responsibility 

We use the KLD database to measure CSR score and CCR score. We construct CSR score based 

on seven dimensions: community, corporate governance, diversity, employee relations, environment, 

human rights, and product. We summarize the total CSR strengths and concerns from the seven dimensions 

first and then calculate a net CSR score as the total CSR strength minus the total CSR concerns. CCR is a 

net community score that is the community strength minus the community concern. To make these two 

CSR measures comparable between years, we standardize these scores for each year (Kotchen and Moon, 

2012). We calculate the standardized CSR (STDCSR) and CCR (STDCCR) as a net CSR and a net CCR 

for each firm per year minus their means across firms for the same year, divided by their standard deviations, 

respectively. 

 

Local Mutual Fund Ownership and Other Control Variables 

We calculate actual distances between mutual funds and their portfolio firms based on the addresses 

of the headquarters. There are several ways to compute geographical distances, such as the geodesic 

distance (the shortest distance between two points on the surface of a sphere) and the driving distance. The 

local distance calculation in this study employs the geodesic distance; however, the results are not different 

when using the driving distance. We define local shareholders as mutual funds investing in a firm within a 

100-kilometer of their headquarters. Coval and Moskowitz (1999, 2001) suggest a 100-kilometer metric 

among several location metrics that, in most cases, are qualitatively and quantitatively similar. Since a firm 

could have multiple local mutual funds, the sum of local fund ownership for each firm is used as the primary 

variable of interest (Local). We also have alternative measure, Local/Total, calculated as the sum of local 

fund ownership divided by total institutional ownership, with which we show the proportional ownership 

of local institutional shareholders over overall institutional shareholders. 

 We control for variables pertaining to firm characteristics and CSR characteristics. The firm 

characteristic variables are retrieved from Compustat, including firm size (Size), the book-to-market ratio 

(BM), return on asset (ROA), leverage ratio and capital expenditures (CAPEX). Given the skewed 
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distribution of total assets, we proxy Size with logged total assets. Following Kothari, Leone and Wasley 

(2011), we measure financial reporting quality with the absolute discretionary accruals (|DACC|) to control 

for potential earnings management. Specifically, we measure discretionary accruals as the residuals from 

the performance-adjusted modified Jones model.12  

 We also add control variables from CSR literature, including litigation risk (Litigation), 

competitive pressure (Competition), financing activities (FIN) and global presence (Global) from the CSR 

literature (e.g., Dhaliwal et al., 2011). Liquidity is controlled because managers are motivated to increase 

liquidity for selling shares from their compensation plans. Liquidity is calculated as the number of shares 

traded in the year to the total shares outstanding at the year-end. Following Dye (1985), competition is 

controlled as competition amongst industries could reduce CSR activities and CSR disclosure. Competition 

is proxied with Herfindhal-Hirshman Index multiplied by –1. Followed by Skinner (1997), litigation is 

added as control variable as firms that are riskier tend to preempt potential lawsuits by making CSR 

disclosure. Litigation is an indicator variable that equals 1 if a firm operates in high-litigation industries 

(SIC codes of 2833–2836, 3570–3577, 3600–3674, 5200–5961, and 7370) and 0 otherwise. As per Dhaliwal 

et al. (2011), we further add FIN and Global as control variables. FIN is calculated as the sale of common 

and preferred shares minus the purchase of common and preferred shares plus the long-term debt issuance 

minus the long-term debt reduction. Global is an indicator variable that equals 1 if a firm reports foreign 

income and 0 otherwise. All detailed variable definitions are in the Appendix. 

Descriptive Statistics 

Table 1 reports descriptive statistics. Local has a mean of 0.0124 with standard deviation of 0.0262. 

Local/Total has a mean of 0.0158 with standard deviation of 0.0330. On average, mean CSR score and 

CCR score are -0.3513 and 0.812, respectively. The negative CSR score represents that concerns exceed 

strengths. Descriptive statistics for all control variables are consistent with those reported in CSR literature. 

                                                           
12 Kothari, Leone and Wasley (2005) test whether a performance-matched discretionary-accrual approach (a type of 

control sample approach) is both well specified and powerful at estimating discretionary accruals. The paper uses  

ROA as the matching variable. Detailed descriptions of this measure are explained in the Appendix. 
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[Insert Table 1 here] 

Research Design and Findings 

Do Local Shareholders Promote Corporate Community Responsibility? 

In this section, we investigate whether local shareholders lead firms to invest in CSR practices locally. We 

also test a causal relationship with an identification strategy.  

Local Ownership and Corporate Community Responsibility 

First, our main regression tests the associations between local ownership and CCR. Based on our hypothesis 

where local shareholders encourage CCR, the model specifications are as follows.  

𝑆𝑇𝐷𝐶𝑆𝑅(𝑆𝑇𝐷𝐶𝐶𝑅)𝑡

=  𝛼0 +  𝛼1𝐿𝑜𝑐𝑎𝑙𝑡−1(𝐿𝑜𝑐𝑎𝑙/𝑇𝑜𝑡𝑎𝑙𝑡−1) +  𝛼2log (𝑆𝑖𝑧𝑒𝑡−1) +  𝛼3𝐵𝑀𝑡−1 +  𝛼4𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑡−1

+ 𝛼5𝑅𝑂𝐴𝑡−1 + 𝛼6|𝐷𝐴𝐶𝐶|𝑡−1 +  𝛼7𝐶𝐴𝑃𝐸𝑋𝑡−1 +  𝛼8𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦𝑡−1 + 𝛼9𝐶𝑜𝑚𝑝𝑒𝑠𝑎𝑡𝑖𝑜𝑛𝑡−1

+ 𝛼10𝐿𝑖𝑡𝑖𝑔𝑎𝑡𝑖𝑜𝑛𝑡−1+ 𝛼11𝐹𝐼𝑁𝑡−1 + 𝛼12𝐺𝑙𝑜𝑏𝑎𝑙𝑡−1 +  𝛼13𝐼𝑂𝑡−1 + 𝑌𝑒𝑎𝑟 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦

+ 𝑢𝑡,                                                                                                                                                                     (1) 

Our dependent variable is STDCSR (STDCCR), measured as standardized CSR (CCR). The primary 

variables of interest are Local and Local/Total, the sum of mutual fund ownership and the sum of mutual 

fund ownership over total institutional ownership, respectively. Control variables are detailed in Appendix. 

All specifications are controlled for year and industry fixed effects. 

 Table 2 reports the multivariate regressions of CSR and CCR on local shareholders. We compare 

CSR with CCR and test whether local shareholders encourage CCR or entire CSR. Panel A reports the 

estimates for all industries, while Panel B shows only consumer-oriented industries. In Column (1) and (2) 

of Panel A, we regress STDCSR and STDCCR on Local and control variables. The coefficient estimate of 

Local is negative and insignificant with STDCSR, while it is positive and significant at the 1% level with 

STDCCR. The results suggest that local shareholders tend to increase CCR rather overall CSR. The 

coefficient estimates on Local in Column (2), 1.3479, indicates that one-standard deviation increase in local 
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ownership raises CCR by around 21%.13 We also estimate the model specifications with an alternate local 

ownership variable, Local/Total. The variable of interest reflects the investment proportions of local 

shareholders among institutional investors. The results remain the same, suggesting firms with higher local 

ownership are likely to increase CCR. 

 In Panel B, we run a sub-sample analysis only with consumer-oriented industry firms. The industry 

classifications follow Fama-French 48-industry classification. Community relations are critical especially 

for the firms in the consumer-oriented industries. Therefore, we expect that the associations between local 

shareholders and CCR are more pronounced. Consistent with the hypothesis, the coefficient estimates of 

Local and Local/Total are greater and statistically significant at the 1% level. As for STDCSR, the 

coefficients remain negative and insignificant. 

[Insert Table 2 here] 

Why Do Local Shareholders Promote Corporate Community Responsibility? 

In this section, we ask why then local shareholders promote corporate community responsibility. What are 

the motivations behind CCR practices? Is there any economic benefit? To answer these questions, we 

investigate what matters the most to the local shareholders. Our local shareholders are mutual funds 

investing in local firms. The two most important indicators that measure the quality of mutual funds are 

fund performance and fund flows. As local shareholders are especially concerned with fund performance 

and fund flows like any other mutual funds, we expect that their strategical practices imposed on portfolio 

firms are likely to benefit fund performance and fund flows. Therefore, this section examines whether CCR 

activities help the local shareholders deliver better performance and higher fund flows or whether they 

simply cost them due to no economic benefits. 

Firm Performance 

                                                           
13 The dependent variable in the model is STDCCR. Following the definition of STDCCR, we compute the amount to 

which local ownership increases CCR. Ceteris paribus, one-standard deviation increase in local ownership raises CCR 

by about 0.0174 (21%) from the mean. 
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To test fund performance, we rather focus on firm performance instead of fund performance because of two 

reasons. First, overall fund performance is measured with not only the performance of local firms, but also 

distant firms. We thus cannot distinguish the performance of mutual funds as local shareholders or distant 

shareholders. Secondly, we cannot separate fund performance based on a portfolio firm’s CCR policy or 

any other investment policies. It is highly possible that a firm performs well not because of its CCR, but 

because of its other strategical practices. Therefore, our empirical approach is to examine a relationship 

between a firm’s performance and its CCR policy imposed by local shareholders directly. Since overall 

fund performance is comprised of its portfolio firms’ performance, higher firm performance due to CCR 

investment would lead to better fund performance. Therefore, our estimation model is as follows. 

𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄𝑡(𝑂𝐶𝐹𝑡)

= 𝛼0 +  𝛼1𝑆𝑇𝐷𝐶𝐶𝑅𝑡−1 +  𝛼2log (𝑆𝑖𝑧𝑒𝑡−1) + 𝛼3𝐵𝑀𝑡−1 +  𝛼4𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑡−1 +  𝛼5𝑅𝑂𝐴𝑡−1

+  𝛼6|𝐷𝐴𝐶𝐶|𝑡−1 +  𝛼7𝐶𝐴𝑃𝐸𝑋𝑡−1 +  𝛼8𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦𝑡−1 +  𝛼9𝐶𝑜𝑚𝑝𝑒𝑠𝑎𝑡𝑖𝑜𝑛𝑡−1

+  𝛼10𝐿𝑖𝑡𝑖𝑔𝑎𝑡𝑖𝑜𝑛𝑡−1+ 𝛼11𝐹𝐼𝑁𝑡−1 + 𝛼12𝐺𝑙𝑜𝑏𝑎𝑙𝑡−1 +  𝛼13𝐼𝑂𝑡−1 + 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠

+  𝑢𝑡,                                                                                                                                                                                (4) 

 We measure the firm performance with two distinctive variables, Tobin’s Q and operating cash 

flows (OCF). Tobin’s Q represents investors’ expectations about the risk-adjusted future cash flows of a 

firm, which is considered as an equivalent measure of a market-to-book ratio (Anderson and Reeb, 2003; 

Cheng, 2008). Our second measure for firm performance, OCF, is calculated as operating cash flows scaled 

by total assets. It is less influenced by accrual accounting methods (Vorhies, Morgan and Autry, 2009), 

captures variation in organizational performance (Otley and Fakiolas, 2000) and provides incentives to 

market participants with value-relevant information (Defond and Hung, 2003). Our model specifications 

also include the control variables in Equation (1). 

We report the regression results of both CSR and CCR on firm performance in Table 4. First two 

columns of Panel A show that CSR investments (measured with STDCSR) tend to increase firm 



 

15 

 

performance in overall industries.14 The results are consistent with recent CSR literature that CSR practices 

produce better firm performance.15 This verifies that our sample is not distant from the existing studies. The 

last two columns provide evidence that CCR practices lead to higher firm performance. The coefficients of 

STDCCR are positive and significant at the 1% level for Tobin’s Q and the 5% level for OCF, respectively. 

The coefficient estimates suggest that one standard deviation increase in CCR raises Tobin’s Q by around 

7% and generates about $17.7 million additional operating cash flows.16 In Panel B, the magnitude of the 

impact on firm performance becomes larger when it comes to consumer-oriented firms. It is consistent with 

our findings so far that community investments are critical and could extend the customer base especially 

for those direct consumer-relation firms. 

Previous literature explains some possible explanations why a firm’s community investments 

increase firm performance. First, CCR activities are locally focused so that community members as well as 

stakeholders recognize the firms’ social efforts in their communities. The key channel of the shareholder 

(or the stakeholder including community) maximization theory is the awareness of a firm’s social 

investments.17 Secondly, local shareholders could push their closely held firms to spend community-related 

investments more strategically in their areas. Even though not all CSR investments are strategical, local 

shareholders allocate their community investments more efficiently and strategically in exchange for future 

returns due to their information advantage in the community. Finally, local media could help deliver better 

firm performance because consumers in the area could expose themselves to more products and services 

provided by high CCR firms due to media coverage (Byun and Oh, 2018).  

[Insert Table 3 here] 

Fund Flows 

                                                           
14 We also investigate other categories of CSR practices and their effects on firm performance, as overall CSR 

activities increase firm performance significantly. Based on KLD classifications, employ relations and product-related 

issues improve firm performance. 
15 See Edmans (2011), Deng et al. (2013), Flammer (2013), and Servaes and Tamayo (2013). 
16 We compute the additional amount of the operating cash flows with the mean of total assets ($ 8,471,110,000). 
17 See, for example, McWilliams and Siegel (2001), Schuler and Cording (2006), Fisman et al. (2008), Du et al. (2010), 

and Servaes and Tamayo (2013)  
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Next, we investigate whether CCR activities help deliver greater fund flows for local shareholders. The 

mutual fund literature has extensively examined the flow-performance relationship. Some researchers argue 

that fund flows generally respond to past performance (Chevalier and Ellison, 1997; Berk and Green, 2004), 

while others suggest that fund flows are simply a result of a fund’s marketing effort, not related to fund 

performance (Jain and Wu, 2000). Or both, prior performance and search costs (Sirri and Tufano, 1998). 

We propose that CCR practices could enhance fund flows in both ways.  

Based on our findings, CCR policy tends to increase firm performance, which would consequently 

benefit funds with higher performance. This obviously satisfies fund investors and thus will attract more 

investors – i.e. larger fund flows. In addition, local shareholders advertise CCR practices for themselves as 

a marketing tool – advertisement to community members. Sirri and Tufano (1998) show that fund flows 

are directly related to media attention by the fund due to a decrease in consumers’ search costs. Consistent 

with the finding, as local media publicizes the social efforts of firms and their shareholders on community 

development, it is likely to increase the awareness of members of the community. This in turn could help 

deliver more money flows to local shareholders.  

It is yet possible that fund investors are more worried about their funds’ social investments which 

could result in uncertain outcomes. Investing in firms with high social investments likely to reduce the set 

of investment opportunities and increase monitoring costs, which would negatively affect fund performance 

and thus discourage investors to join the funds (Geczy et al., 2005; Renneboog et al., 2008; Cortez et al., 

2009). Therefore, it is an empirical question to investigate the impacts of CCR on fund flows for local 

shareholders. We estimate the following model. 

𝐹𝑢𝑛𝑑 𝐹𝑙𝑜𝑤𝑠𝑡 = 𝛼0 +  𝛼1𝑆𝑇𝐷𝐶𝐶𝑅𝑡−1 + 𝛼2𝐹𝑢𝑛𝑑 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑡−1 + 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝑢𝑡,                     (5) 

We measure annual fund flows as: 

𝐹𝑢𝑛𝑑 𝐹𝑙𝑜𝑤𝑠𝑗,𝑡 =
𝑇𝑁𝐴𝑗,𝑡−𝑇𝑁𝐴𝑗,𝑡−1(1+𝑅𝑗,𝑡)

𝑇𝑁𝐴𝑗,𝑡−1
,                                                                                                    (6) 

where 𝑇𝑁𝐴𝑗,𝑡 and 𝑇𝑁𝐴𝑗,𝑡−1 are the total net assets for fund j at the end of years t and t-1, respectively, and 

𝑅𝑗,𝑡 is the return of fund j in year t. Fund Controls include variables that measure fund characteristics such 
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as fund performance, 12b1 fees, expense ratio, turnover ratio, and fund age.18 We also control for year fixed 

effects. 

 Table 5 reports the regression results. The depend variables are Fund Flows and Scaled Fund Flows 

(scaled by the number of local mutual funds).  Our variable of interest is STDCCR. The coefficient estimates 

are positive and significant with or without fund control variables, implying that a firm’s CCR activities 

tend to increase fund flows to local shareholders. Local shareholders employ CCR policy as investment 

strategy and a marketing tool to enjoy greater fund flows. 

[Insert Table 4 here] 

Controlling for Endogeneity of Local Ownership 

So far we find that local ownership increases CCR. However, an endogeneity of mutual fund 

ownership may create a spurious relationship between the local ownership and CCR. It is possible that local 

shareholders selectively invest in firms that spend on CCR – reverse causality. To resolve the endogeneity 

concern, we employ a regression discontinuity (RD) design with Russell indexes.19 On May 31st each year, 

firms are assigned to the Russell indexes based on their market capitalization rankings. 20  This index 

assignment is near random around the Russell 1000/2000 threshold and exogenous to firm characteristics 

such as CSR policy, while it leads to portfolio rebalancing by institutional shareholders that benchmark 

against the Russell indexes, especially at their threshold (Chen et al. 2016; Crane, Michenaud and Weston, 

2016; Hwang, 2018).21 

 Our identification strategy to resolve the concern considers the inclusion of Russell 2000 index as 

a source of exogenous shocks to local mutual fund holdings. The Russell indexes are value-weighted 

indexes, consisting of the largest one thousand U.S.-listed firms based on market capitalization on May 31st 

                                                           
18 We calculate fund performance as annual returns and fund age as the natural logarithm of fund age (the age of the 

oldest share class of the mutual fund measured in months since the inception date).  
19 The regression discontinuity design is a quasi-experimental design that investigates the casual effects of instrument 

variables by assigning a cutoff or threshold above or below which an instrument is assigned.  
20 The Russell indexes are popular benchmark indexes for institutional investors, including Russell 1000 with the 

largest one thousand firms and Russell 2000 with the next two thousand firms. 
21 The smallest hundred firms in the Russell 1000 have a combined index weight of 0.99%, while the largest hundred 

firms in the Russell 2000 have a combined index weight of 17.47%. 
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each year for Russell 1000 and subsequent largest two thousand firms for Russell 2000. Then Russell uses 

its June float-adjusted market capitalization to calculate the index weights.22 Because of the value-weighted 

index design, there are significant differences in index weights for smallest firms in Russell 1000 and largest 

firms in Russell 2000. 

 Figure 2 plots the index weights for smallest 250 firms in Russell 1000 and largest 250 firms in 

Russell 2000, where a zero represents the thresholds for Russell 1000/2000 (1000th largest firms). It shows 

that the Russell indexes threshold at which firms are assigned to either Russell 1000 or Russell 2000 creates 

a large discontinuity in index weights. Therefore, the Russell indexes threshold could be a good candidate 

for an instrument variable that generates exogenous variation in local mutual fund holdings but seems 

orthogonal to a firm’s community investments.  

 Recent papers, however, point out some endogeneity concerns and challenges for the identification 

strategy due to Russell’s policy that determines index memberships and weights (Crane et al., 2016; Appel 

et al, 2018; GloBner, 2018; Wei and Young, 2018). After membership is determined by the end-of-May 

market capitalization, stocks within indexes are adjusted to include only those shares available to the public, 

referred to as “free float.” This aims to exclude shares that are not available for purchase, and Russell 

indexes are weighted by this so-called float-adjusted market capitalization. Consequently, firms with lower 

float-adjusted market capitalization (i.e., lower liquidity and higher inside ownership) move toward the 

bottom of the Russell 1000, while those with higher float-adjusted market capitalization (higher liquidity 

and lower inside ownership) occupy at the top of the Russell 2000. This could lead us incorrectly to attribute 

observed differences to index assignment rather than to the underlying differences in liquidity and inside 

ownership (Appel et al., 2016, 2018).  

                                                           
22 That is, the indexes membership is determined by the end-of-May market capitalization, and the index weight for 

each stock within indexes is calculated with the June float-adjusted market capitalization. The float-adjusted market 

capitalization only includes the value of shares available to the public. Therefore, the 1,000th largest stock in the end-

of-May market capitalization needs not be the smallest index weight stock in the Russell 1000 index. This creates 

some endogeneity issues for the identification strategy. See, for example, Appel et al. (2016, 2018), Crane et al. (2016), 

GloBner (2018), and Wei and Young (2018). 
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 In addition, Russell has changed its methodology since 2007 to mitigate unnecessary turnover. 

Beginning in June 2007, Russell implements a banding methodology in which stocks within a certain range 

of the cutoff would not move in or out of the Russell 1000/2000 indexes. The reconstitution methodologies 

add issues and challenges to current researches using the indexes as IV estimation. Therefore, we add three 

additional control variables to account for the Russell’s new policy: (1) an indicator variable that a firm 

will not switch indexes in reconstitution due to the banding policy, (2) an indicator variable that a firm was 

a member of Russell 2000 in the previous year, and (3) an interaction term between (1) and (2). The 

additional control variables would capture the adjustments that occur due to the new banding policy 

beginning in 2007. 

[Insert Figure 2 here] 

 We employ a two-stage least squares (2SLS) model, following the work of Appel et al. (2018).23 

Using the Russell indexes thresholds in a regression discontinuity design, the first- and second-stage 

specifications are as follows. 

First stage: 

𝐿𝑜𝑐𝑎𝑙𝑖,𝑡 = α + 𝜂1𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡 + 𝛿1(𝑅𝑢𝑠𝑠𝑒𝑙𝑙 𝑅𝑎𝑛𝑘𝑖,𝑡 − 1000) + 𝛿2𝐹𝑙𝑜𝑎𝑡𝑖,𝑡 + 𝜃1𝐵𝑎𝑛𝑑𝑖,𝑡 +

𝜃2𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡−1 + 𝜃3(𝐵𝑎𝑛𝑑𝑖,𝑡 × 𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡−1) + 𝜏1𝐹𝐸𝑖,𝑡 + 𝜔𝑖,𝑡,                              (2) 

Second stage: 

𝐶𝐶𝑅𝑖,𝑡+1 = 𝜅𝑡 + 𝛽𝐿𝑜𝑐𝑎𝑙𝑖,𝑡
̂ + 𝜆1(𝑅𝑢𝑠𝑠𝑒𝑙𝑙 𝑅𝑎𝑛𝑘𝑖,𝑡 − 1000) + 𝜆2𝐹𝑙𝑜𝑎𝑡𝑖,𝑡 + 𝜒1𝐵𝑎𝑛𝑑𝑖,𝑡 +

𝜒2𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡−1 + 𝜒3(𝐵𝑎𝑛𝑑𝑖,𝑡 × 𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡−1) + 𝜓1𝐹𝐸𝑖,𝑡 + 𝜀𝑖,𝑡 ,                 (3) 

The first stage estimates local mutual fund ownership as a function of the Russell indexes threshold 

in a RD design. The threshold creates a discontinuity in institutional holdings of shares, and especially for 

firms close to the cutoffs, we have a quasi-experimental design. 𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡 is a binary treatment 

variable that represents inclusion in the Russell 2000 in year t. Russell Rank is a ranking variable from 

                                                           
23 Several papers recently discussed about the best empirical design to build identification on the indexes (Appel et 

al., 2018; GloBner, 2018; Wei and Young, 2018). I follow the work of Appel et al. (2018). 
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Russell indexes, based on the end-of-May market capitalization.24 We also control for the mechanical 

relationship with market capitalization ranking on both side of the threshold with a distance to the threshold, 

(𝑅𝑢𝑠𝑠𝑒𝑙𝑙 𝑅𝑎𝑛𝑘𝑖,𝑡 − 1000), for firm i in year t. The index weights by the June float-adjusted market 

capitalization is taken into the specifications as the difference between the end-of-May market capitalization 

and the actual rank assigned by Russell in June, 𝐹𝑙𝑜𝑎𝑡𝑖,𝑡. Finally, the three additional variables mentioned 

above are controlled. 

 The second stage estimates CCR as a function of instrumented local ownership. CCR is measured 

in year t+1 after the year of index assignment. The regression specifications include control variables in the 

first stage. We expect the positive effect of an exogenous increase in local ownerships in sample firms. The 

first and second stages control for the year fixed effects. Table 3 reports the two-stage regressions of the 

innovation outcome variables. Lee and Lemieux (2010) documents how to choose a bandwidth (a window 

around the cutoff) in a RD design. A too narrow window generates imprecise estimates, while a too wide 

window produces biased estimates. More importantly, a wide bandwidth makes the comparisons on both 

sides of the firms around the cutoff less credible since we are looking at far away firms from the cutoff, 

which typically diluting the effects of the discontinuity. Therefore, we provide the results in a ±100 

bandwidth around the threshold.  

 In the first stage, the coefficients on the treatment variable, 𝑅𝑢𝑠𝑠𝑒𝑙𝑙2000𝑖,𝑡, are 2.8734 in Column 

(1). The result suggests that the addition to Russell 2000 increases local mutual fund ownership in firms by 

about 2.87% on average. In the second stage, the coefficient estimate on instrumented local ownership is 

positive and significant at the 10% level, indicating that the increased local ownership leads to higher CCR. 

The annual Russell index assignments cause exogenous ownership changes, not only for local mutual funds, 

but also for entire institutional investors that benchmark the indexes. To differentiate shareholding changes 

in local ownership relative to overall institutional ownership, we use an alternate ownership variable, local 

fund ownership over overall institutional ownership, Local/Total, and run the same 2SLS estimations. The 

                                                           
24 We appreciate David Pedersen and FTSE Russell for sharing the Russell indexes data. 
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third and fourth columns report the estimation results. Overall, the inclusion of Russell 2000 index increases 

local fund ownership relative to total institutional ownership and thus, leads to greater CCR. 

[Insert Table 5 here] 

 

Conclusion 

We investigate the role of local shareholders on a firm’s CSR practices. This paper finds that local 

shareholders lead firms to engage in corporate social responsibility activities locally – corporate community 

responsibility. We find that mutual funds investing in local firms tend to increase CCR. Our identification 

strategy suggests a causal effect of local shareholders on CCR. Local shareholders and their firms employ 

CCR as business strategy and benefit themselves financially. Our results indicate that CCR tends to increase 

firm performance measured with Tobin’s Q and operating cash flows, especially in the consumer-oriented 

industries where customer relations are critical. In addition, local shareholders (i.e. mutual funds) of higher 

CCR firms enjoy greater fund flows.  
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Appendix. Variable Definitions  
Variable Names Variable Definitions 

Local Variable 

Local The number of shares of a firm, held by mutual funds located within a 100-kilometer of the 

firm’s headquarter, divided by the firm’s total shares outstanding in year t 

Local/Total Local divided by total institutional ownership 

Corporate Social Responsibility Variable 

CSR The net score of a firm’s corporate social responsibility (CSR) rating, It is calculated as total 

strengths minus total concerns of CSR based on seven social rating categories: community, 

corporate governance, diversity, employee relations, environment, human rights, and product 

(KLD STATS). 

STDCSR The standardized score of a firm’s corporate social responsibility (CSR) rating, per Kotchen and 

Moon (2012). It is calculated as total strengths minus total concerns of CSR for each company 

each year and subtract the mean across companies for the same year, and divide by the standard 

deviation, based on seven social rating categories: community, corporate governance, diversity, 

employee relations, environment, human rights, and product (KLD STATS). 

CCR The net score of a firm’s total community rating. (KLD STATS). 

STDCCR       The standardized score of a firm’s total community rating. It is calculated as net community 

score minus the mean across companies for the same year and divide by the standard deviation. 

(KLD STATS). 

Firm Characteristic Variables  

Size The total assets (in millions) (Compustat AT). 

BM Ratio of book value of equity to market value of equity (Compustat CEQ/(PRCC_F*CSHO)). 

Leverage The debt to asset ratio (Compustat (DLC+DLTT)/AT). 

Tobin's Q The market-to-book ratio for a firm's resources, defined in CRSP/Compustat codes calculated 

as, (PRCC_F*CSHO+LT)/(CEQ+LT). 

OCF Operating cash flow scaled by total assets (Compustat OANCF/AT). 

ROA Earnings before interest, taxes, depreciation, and amortization (Compustat EBITDA), divided 

by the firm's average total assets (Compustat AT). 

|DACC| The absolute value of performance adjusted discretionary accruals (Kothari et al., 2005). It adds 

ROAi,t to the modified Jones model to account for the effectiveness of performance.  

TA𝑖,𝑡  = δ0 + δ1 (
1

ASSETS𝑖,𝑡−1

) +  δ2∆SALES𝑖,𝑡 + δ3PPE𝑖,𝑡 + ROA𝑖,𝑡 + 𝜐𝑖,𝑡 

where TA = (∆CA - ∆CL - ∆Cash + ∆STD - Depreciation); ∆CA is change in current assets; 

∆CL is change in current liabilities; ∆Cash is change in cash and cash equivalents; ∆STD is 

change in debt that is included in current liabilities; Depreciation is depreciation and 

amortization expense; all scaled by lagged total assets. ASSETS is total assets. ∆SALES is 

change in sales revenues scaled by lagged total assets. PPE is gross property, plant, and 

equipment scaled by lagged total assets. ROA is income before extraordinary items scaled by 

lagged total assets.  

CAPEX 

IO 

Capital expenditures scaled by total assets (Compustat CAPX/AT). 

Institutional Ownership 

CSR Specific Control Variables 
Liquidity The ratio of the number of shares traded in the year to the total shares outstanding at the year-

end (Dhaliwal et al., 2011). 

Litigation An indicator variable that equals 1 if a firm operates in a high-litigation industry, which is 

defined based on SIC codes of 2833–2836, 3570–3577, 3600–3674, 5200–5961, and 7370 

(Francis et al., 1994; Matsumoto, 2002; Dhaliwal et al., 2011). 

Competition Equals to the Herfindahl-Hirschman Index multiplied by -1.  

FIN The sale of common and preferred shares minus the purchase of common and preferred shares 

(Compustat SSTK-PRSTKC) plus the long-term debt issuance minus the long-term debt 

reduction (Compustat DLTIS-DLTR) scaled by total assets at the beginning of the year 

(Compustat AT) (Dhaliwal et al., 2011). 

Global An indicator variable that equals 1 if a firm reports foreign income (Compustat PIFO) (Dhaliwal 

et al., 2011). 
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Figure 1. The pyramid of Corporate Social Responsibility revisited by Carroll (1991) 
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Figure 2. Discontinuity in Index Weights Around Russell Indexes Threshold 

This figure plots the index weighs of the Russell indexes around the Russell threshold from 2007 to 2013. The x-axis represents the distance from 

the Russell indexes thresholds using the actual Russell ranks, where the zero is for the smallest firm in the Russell 1000.  
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Table 1. Descriptive Statistics 

 

Variables Mean Q1 Median Q3 SD 

Local Variables 
Local 0.0124 0.0000 0.0001 0.0106 0.0262 

Local/Total 0.0158 0.0000 0.0001 0.0145 0.0330 

CSR Variables 
CSR -0.3513 -2.0000 -1.0000 1.0000 2.5718 

CCR 0.0812 0.0000 0.0000 0.0000 0.4928 

Firm Characteristics 
Size (in millions)  8,471.1100 484.8560 1,315.0300 4,213.1200 46,774.52 

BM 0.5299 0.2734 0.4522 0.7017 0.3998 

Tobin's Q 1.3659 0.5792 1.0084 1.7360 1.2001 

OCF 0.0949 0.0535 0.0956 0.1444 0.0937 

ROA 0.0351 0.0147 0.0472 0.0847 0.1106 

|DACC| 0.1013 0.0275 0.0635 0.1279 0.1299 

Leverage 0.2232 0.0362 0.1923 0.3375 0.2080 

CAPEX 0.0856 0.0185 0.0343 0.0675 0.1762 

Liquidity 14.4855 14.0493 14.5200 14.9720 0.7230 

Competition -0.0793 -0.0835 -0.0623 -0.0466 0.0562 

Litigation 0.2235 0.0000 0.0000 0.0000 0.4166 

Fin -0.0016 -0.0402 -0.0026 0.0166 0.1000 

Global 0.5817 0.0000 1.0000 1.0000 0.4933 

IO 0.7503 0.6326 0.8002 0.9117 0.2321 

Number of observations 8,361     

This table reports descriptive statistics. Local and Local/Total are measured as the sum of local mutual fund 

ownership and the sum of local mutual fund ownership over total institutional ownership, respectively. CSR 

and CCR are reported before standardization. All other variables are defined in the appendix. 
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Table 2. The Effects of Local Shareholders on CSR and CCR 

 

Panel A. All Industries 

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

STDCSRt STDCCRt STDCSRt STDCCRt 

Localt-1 -0.1014 1.3479   

 (-0.25) (3.58)***   

Local/Totalt−1   0.2638 1.0516 

   (0.83) (3.59)*** 

Log(Sizet-1) 0.2174 0.1956 0.2175 0.1956 

 (27.01)*** (26.47)*** (27.02)*** (26.52)*** 

BMt-1 -0.2308 -0.1426 -0.2301 -0.1413 

 (-8.92)*** (-6.01)*** (-8.90)*** (-5.95)*** 

Leveraget-1 -0.3212 -0.2174 -0.3209 -0.2158 

 (-5.22)*** (-3.85)*** (-5.22)*** (-3.82)*** 

ROAt-1 0.1884 -0.0580 0.1877 -0.0611 

 (1.87)* (-0.63) (1.86)* (-0.66) 

|DACC|t-1 0.1815 0.0656 0.1821 0.0670 

 (1.71)* (0.67) (1.71)* (0.69) 

CAPEXt-1 0.1408 -0.1077 0.1415 -0.1053 

 (1.68)* (-1.40) (1.69)* (-1.37) 

Liquidityt-1 -0.0497 -0.0686 -0.0498 -0.0676 

 (-2.77)*** (-4.16)*** (-2.77)*** (-4.09)*** 

Competitiont-1 1.5399 2.3778 1.5270 2.3836 

 (1.95)** (3.27)*** (1.93)** (3.28)*** 

Litigationt-1 0.3785 0.3203 0.3790 0.3210 

 (8.47)*** (7.81)*** (8.48)*** (7.83)*** 

FINt-1 -0.3391 -0.2599 -0.3364 -0.2637 

 (-2.97)*** (-2.48)*** (-2.95)*** (-2.52)*** 

Globalt-1 -0.0523 -0.0527 -0.0539 -0.0531 

 (-1.95)** (-2.14)** (-2.01)** (-2.16)** 

IOt-1 -0.2774 -0.1400 -0.2820 -0.1285 

 (-5.38)*** (-2.96)*** (-5.51)*** (-2.74)*** 

Cons -0.3370 0.4803 -0.3432 0.4455 

 (-0.80) (1.24) (-0.81) (1.15) 

Year Fixed Effects Yes Yes Yes Yes 

Industry Fixed 

Effects Yes Yes Yes Yes 

Number of 

observations 8,631 8,631 

8,631 

8,631 

Adjusted R² 0.1620 0.1326 0.1621 0.1326 
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Panel B. Consumer Oriented Industries 

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

STDCSRt STDCCRt STDCSRt STDCCRt 

Localt-1 -0. 4367 2.4348   

 (-0.86) (5.26)***   

Local/Totalt−1   -0.2189 2.0344 

   (-0.53) (5.46)*** 

Log(Sizet-1) 0. 2444 0.2222 0.2443 0.2232 

 (21.25)*** (21.25)*** (21.23)*** (21.35)*** 

BMt-1 -0. 2515 -0.1445 -0.2511 -0.1435 

 (-6.68)*** (-4.22)*** (-6.67)*** (-4.19)*** 

Leveraget-1 -0.5492 -0.3515 -0.5490 -0.3483 

 (-6.66)*** (-4.69)*** (-6.66)*** (-4.65)*** 

ROAt-1 0. 2701 -0.1479 0.2707 -0.1409 

 (1.96)** (-1.18) (1.97)** (1.13) 

|DACC|t-1 0.4334 0.3322 0.4334 0.3440 

 (2.72)*** (2.29)** (2.72)*** (2.37)** 

CAPEXt-1 0.0753 -0.1300 0.0749 -0.1289 

 (0.50) (-0.94) (0.49) (-0.94) 

Liquidityt-1 -0.0535 -0.0375 -0.0538 -0.0346 

 (-2.10)** (-1.62) (-2.12)** (-1.50) 

Competitiont-1 0.7303 1.4278 0.7218 1.4135 

 (0.63) (1.35) (0.62) (1.34) 

Litigationt-1 0.0021 0.1795 0.0020 0.1861 

 (0.03) (2.97)*** (0.03) (3.08)*** 

FINt-1 -0.2170 -0.1348 -0.2157 -0.1394 

 (-1.43) (-0.97) (-1.42) (-1.01) 

Globalt-1 -0.0357 -0.0388 -0.0363 -0.0423 

 (-1.01) (-1.21)** (-1.02) (-1.31) 

IOt-1 -0.2492 -0.2699 -0.2550 -0.2505 

 (-3.40)*** (-4.05)*** (-3.50)*** (-3.79)*** 

Cons -0.6349 -0.3420 -0.6264 -0.4272 

 (-1.17) (-0.69) (-1.15) (0.86) 

Year Fixed Effects Yes Yes Yes Yes 

Industry Fixed 

Effects Yes Yes Yes Yes 

Number of 

observations 4,347 4,347 

4,347 

4,347 

Adjusted R² 0.2036 0.2085 0.2035 0.2089 

This table reports the multivariate regressions of CSR and CCR on local shareholders. Local is measured 

as the sum of local mutual fund ownership, and Local/Total is measured as the sum of local mutual fund 

ownership over total institutional ownership. Control variables are defined in Appendix. All regressions 

control for year and industry fixed effects. Consumer-oriented industry is classified based on Fama-French 

48 industry and detailed industry classification is described in the main manuscript.  ***, **, and * denote 

significance levels of 1%, 5%, and 10%, respectively. 
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Table 3. The Effects of Corporate Community Responsibility on Firm Performance 

 

Panel A. All Industries 

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

Tobin′s Qt OCFt Tobin′s Qt OCFt 

STDCSRt-1 0.0796 0.0035   

 (7.35)*** (3.66)***   

STDCCRt-1   0.0685 0.0021 

   (5.88)*** (2.03)** 

Log(Sizet-1) -0.1384 0.0057 -0.1332 0.0061 

 (-16.53)*** (7.55)*** (-16.02)*** (8.19)*** 

BMt-1 -1.1045 -0.0420 -1.1140 -0.0425 

 (-41.70)*** (-17.72)*** (-42.13)*** (-18.00)*** 

Leveraget-1 -1.5914 -0.0498 -1.5990 -0.0504 

 (-25.75)*** (-9.00)*** (-25.86)*** (-9.12)*** 

|DACC|t-1 1.4411 0.0935 1.4657 0.0947 

 (13.21)*** (9.59)*** (13.43)*** (9.71)*** 

CAPEXt-1 0.2186 0.0294 0.2317 0.0299 

 (2.53)** (3.80)*** (2.68)*** (3.88)*** 

Liquidityt-1 0.1934 -0.0065 0.1943 -0.0065 

 (10.51)*** (-3.92)*** (10.55)*** (-3.92)*** 

Competitiont-1 -0.9012 -0.0099 -0.9388 -0.0088 

 (-1.02) (-0.13) (-1.06) (-0.11) 

Litigationt-1 0.4380 -0.0174 0.4457 -0.0167 

 (9.70)*** (-4.31)*** (9.87)*** (-4.15)*** 

FINt-1 0.8434 -0.1981 0.8311 -0.1989 

 (7.36)*** (-19.32)*** (7.24)*** (-19.40)*** 

Globalt-1 -0.0718 -0.0025 -0.0728 -0.0026 

 (-2.66)*** (-1.05) (-2.70)*** (-1.08) 

IOt-1 0.0237 0.0593 0.0086 0.0584 

 (0.45) (12.46)*** (0.16) (12.30)*** 

Cons 0.2768 0.0861 0.2768 0.0831 

 (0.65) (2.25)** (0.65) (2.17)** 

Year Fixed Effects Yes Yes Yes Yes 

Industry Fixed 

Effects Yes Yes Yes Yes 

Number of 

observations 7,414 7,414 

7,414 

7,414 

Adjusted R² 0.4419 0.2419 0.4480 0.2410 
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Panel B. Consumer Oriented Industries 

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

Tobin′s Qt OCFt Tobin′s Qt OCFt 

STDCSRt-1 0.1042 0.0041   

 (6.24)*** (2.84)***   

STDCCRt-1   0.0888 0.0041 

   (4.88)*** (2.61)*** 

Log(Sizet-1) -0.1163 0.0101 -0.1092 0.0103 

 (-8.87)*** (8.85)*** (-8.36)*** (9.02)*** 

BMt-1 -1.2269 -0.0343 -1.2386 -0.0347 

 (-29.22)*** (-9.35)*** (-29.51)*** (-9.47)*** 

Leveraget-1 -1.2269 -0.0526 -1.7591 -0.0532 

 (-19.05)*** (-6.59)*** (-19.27)*** (-6.67)*** 

|DACC|t-1 1.8855 0.0647 1.9114 0.0655 

 (10.77)*** (9.59)*** (10.90)*** (4.28)*** 

CAPEXt-1 -0.0252 0.0154 -0.0058 0.0145 

 (-0.14) (-0.98) (-0.03) (-0.93) 

Liquidityt-1 0.1895 -0.0166 0.1878 -0.0167 

 (6.69)*** (-6.70)*** (6.62)*** (-6.73)*** 

Competitiont-1 -1.4372 -0.0819 -1.5232 -0.0864 

 (-0.99) (-0.65) (-1.05) (-0.68) 

Litigationt-1 0.4245 -0.0073 0.4126 -0.0079 

 (5.77)*** (-1.14) (5.59)*** (-1.23) 

FINt-1 1.0650 -0.2348 1.0501 -0.2352 

 (6.48)*** (-16.32)*** (5.59)*** (-16.35)*** 

Globalt-1 -0.0364 0.0021 -0.0372 0.0021 

 (-0.94) (0.61) (-0.96) (0.61) 

IOt-1 0.0489 0.0790 -0.0379 0.0787 

 (0.60) (11.15)*** (-0.96) (11.12)*** 

Cons 0.1980 0.1661 0.0377 0.1641 

 (0.32) (3.11)*** (0.46) (3.07)*** 

Year Fixed Effects Yes Yes Yes Yes 

Industry Fixed 

Effects Yes Yes Yes Yes 

Number of 

observations 3,717 3,717 3,717 3,717 

Adjusted R² 0.4438 0.2866 0.4415 0.2863 

This table reports the multivariate regressions of firm performance measures on CCR. Control variables are 

defined in Appendix. All regressions control for year and industry fixed effects. The number of observation 

in Panel A and B are 7,414 and 3,717 respectively due to missing lag CSR and CCR variables observed. 

Consumer oriented industry is classified based on Fama-French 48 industry and detailed industry 

classification is described in the main manuscript.  ***, **, and * denote significance levels of 1%, 5%, 

and 10%, respectively. 
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Table 4. The Effects of Corporate Community Responsibility on Fund Flows 

 

Variable (1) Fund Flows 
(2) Scaled Fund 

Flows 
(3) Fund Flows 

(4) Scaled Fund 

Flows 

STDCCRt-1 6.4688*** 0.5039** 3.0076** 0.3803* 

 (5.21) (2.38) (2.53) (1.79) 

Fund Controls No No Yes Yes 

Year Fixed 

Effects 
Yes Yes Yes Yes 

Adj R-sq. 0.0139 0.0124 0.1258 0.0277 

OBS. 8,631 8,631 8,631 8,631 

This table reports regressions of mutual fund flows on CCR. All regressions control for year fixed effects. 

Fund Flows is the sum of local mutual funds’ annual fund flows, and Scaled Fund Flows is Fund Flows 

scaled by the total number of local mutual funds holding a sample firm. ***, **, and * denote significance 

levels of 1%, 5%, and 10%, respectively 
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Table 5. Causality Tests Using Russell Indexes Thresholds 

 

 First Stage Second Stage First Stage Second Stage 

Variable (1) Local (2) STDCCR 
(3)

 𝐿𝑜𝑐𝑎𝑙/𝑇𝑜𝑡𝑎𝑙̂  
(4) STDCCR 

Russell2000 2.8734**  3.8128**  

 (2.35)  (2.52)  

𝐿𝑜𝑐𝑎𝑙̂   0.1763*   

  (1.81)   

𝐿𝑜𝑐𝑎𝑙/𝑇𝑜𝑡𝑎𝑙̂     0.1242* 

    (1.68) 

Banding Control Yes Yes Yes Yes 

Float Control Yes Yes Yes Yes 

Control Variables Yes Yes Yes Yes 

Year Fixed Effects Yes Yes Yes Yes 

R-sq. 0.0985 0.0451 0.1437 0.0511 

OBS. 323 323 323 323 

This table reports the two-stage regressions of CCR on local mutual fund ownership, with the addition to 

Russell 2000 as the instrumental variable. The first and second stages estimate the Eq. (3) and (4), 

respectively. The first stage estimates local ownership as a function of the Russell 2000 inclusion, and the 

second stage estimates CCR as a function of instrumented local ownership. Local is measured as the sum 

of local mutual fund ownership, and Local/Total is measured as the sum of local mutual fund ownership 

over total institutional ownership. All regressions control for year fixed effects. The results show estimates 

for a ±100 bandwidth around the thresholds. The t-statistics are reported in parentheses. ***, **, and * 

denote significance levels of 1%, 5%, and 10%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


