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Benefits of CSR activities 

 high quality of financial reporting 
 Kim et al. (2012) 

 preferences of mutual fund managers 
 Hong and Kostovetsky (2012) 

 low costs of capital 
 Dhaliwal et al. (2011) and Dhaliwal et al. (2012). 

  



Potential problem 
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 no distinctive account to record them 

◦ socially responsible or irresponsible 

expenditures 

◦ selling, general and administrative (SG&A) 

expenses 

 



Mixed with SG&A 

 Difficult to quantify US companies’ CSR 
spending 

 Likely to be aggregated with SG&A 
 Barnea and Rubin (2010) 

 

 SG&A contains spending on a number of 
common activities in CSR 

 Banker et al. (2011) 

 

 Positive and significant association between 
SG&A and KLD CSR scores 

 Di Giuli and Kostovetsky (2014)  

4 



Consequence of mixed expenses 
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 Reduce investors’ ability to forecast future 

earnings 

◦ discretionary nature of SG&A 

 Roychowdhury (2006) 

◦ disaggregation income items to aid prediction 

 Demski (1973), Fairfield et al. (1996), Hodge et al. 

(2004), Schipper (2007), Libby and Brown (2013) 



Hypothesis 1 

 CSR-related expenditures increase with KLD rating 
between strengths and concerns 
◦ Barnea and Rubin (2010) 

◦ Di Giuli and Kostovetsky (2014) 

 

 The definition of KLD user manual 
◦ negative indicators (concerns) can also increase corporate 

expenditures 
 environmental contamination, water rights disputes, plant 

closings, or waste management violations 

 

 H1: CSR expenditures (using SG&A as a proxy) 
increase with both positive (strengths) and negative 
(concerns) KLD scores. 
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Hypothesis 2 

 Not required to be separately accounted 

◦ An ignorance among accounting standard setters 

 Rapid growth recent years 

 Dhaliwal et al. (2011) / Di Giuli and Kostovetsky (2014) 

 Disaggregation of earnings improves 

prediction of future earnings 

◦ Fairfield et al. (1996) / Schipper (2007) / Libby 

and Brown (2013) 

 H2: CSR-related expenditures weaken 

investors’ ability to predict future earnings. 
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Research design 

 CSR Spending Measurement 

◦ SG&A as a proxy for the magnitude of CSR-

related expenditures 

 

 

◦ the number of strengths and weaknesses that 

appear in the KLD’s QIA database 
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Research design  

 How much information do the current 

stock prices have about future earnings 

 Future earnings response coefficient 

 

◦      = the annual stock return for year t 

◦      = the reported earnings for year t + 1 

 for     > 0, current stock prices contain 

information about future earnings 
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Hypothesis test 

 H2: CSR-related expenditures weaken investors’ 

ability to predict future earnings. 

 

 

 

◦         = various KLD rating  

 for     < 0, current stock prices contain less 

information about future earnings for 

firms with higher KLD rating 
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Data and sample descriptions 
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Descriptive statistics 
 (N=15,186 Firm-Years during 1994–2012) 
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Pairwise correlations 
Pearson above (Spearman below) 

(N=15,186) 
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Association between KLD Rating 

and SG&A expenses 
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Association between 

net KLD Rating and SG&A Expenses 
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Effect of KLD strengths on FERC 
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Effect of KLD concerns on FERC 
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Effect of net CSR score on FERC 
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Differences in FERC coefficients 

 due to KLD strengths and concerns 
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Negative association 
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Negative association 
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Negative association 
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Robustness tests 

 Potentially omitted correlated variables 

◦ Firm size, market-to-book ratio, standard 

deviation of return on assets, free cash flow, 

loss dummy variable 

 Fama-MacBeth Regressions 
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Conclusions and contributions 

 CSR-related expenditures 

◦ aggregated with SG&A 

◦ reduce investors’ ability to predict future 

earnings 

 Highlight deficiency in current CSR 

disclosure regulation 
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