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Abstract

:

This paper examines the association between analyst coverage and corporate social performance, using comprehensive donation expense data from Korea. Following analyst “investor recognition view”, analyst coverage might be the one of the key determinants of firms’ CSP to higher firms’ reputational capital. The empirical results suggest that analyst coverage is, on average, positively associated with corporate social performance (CSP) and that this positive association is more pronounced in a non-chaebol (i.e., non-large industrial conglomerate) sample. Further this result is consistent with a battery of robustness tests, such as alternative use of CSP, interaction analysis, two-stage least square regression (2SLS) and alternative use of analyst coverage. This paper goes beyond prior literature using audited donation expense and chaebol data, this paper shows that analysts could partially provide information to enhance firms’ reputations and thus their reputational capital by attending to CSP which would be regarded as pertinent firms’ sustainability. Furthermore, this tendency is more pronounced in relatively lower-reputation firms, such as non-chaebol ones in Korea. Mainstream literature on CSR is conducted within the context of developed countries, such as the U.S. or the U.K., leaving the empirical question as to whether such results apply to other developing countries such as Korea. So, using unique corporate giving data, this paper investigate analyst coverage might enhance firms’ CSP even in a relatively poor information environment such as Korea.
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1. Introduction


This study investigates whether analyst coverage affects the extent of corporate social performance in the Korean market. In addition, this study examines the potential differentiated effect when the firm belongs to chaebol or non-chaebol groups.



Corporate social performance (Hereafter, CSP) is a necessary strategy to enhance consumer perception of firms’ product quality and companies’ reputations [1] and thereby lower the companies’ cost of capital [2,3]. Researchers have recently focused on, among the many relevant aspects of corporate social responsibility (Hereafter, CSR), corporate charitable contributions might be regarded as a direct measure of CSR [4,5,6,7]. A growing body of literature investigates why firms engage in charitable giving and how it affects firms’ future financial performance.



Firms make corporate charitable contributions for a diversity of reasons. Prior papers suggest that slack resources [8]; firm size [9]; ownership structure [10]; managerial altruism [11]; reputational capital [4]; business awards [5], and internationalization [7]. Among them, altruistic theory consistently insists that corporate giving enhances a firm’s informational environment and reputation.



Despite the growing importance of corporate charitable contribution, there are few studies that examine how organizational visibility affects it. Campbell and Slack [12] show that publicly more visible firms make more charitable contribution on corporate giving. This study aims to fill the void by examining analyst coverage as a one of the proxies for the firms’ organizational visibility of firm facts and corporate charitable contributions in Korea. We extend prior studies, e.g., Zhang et al. [4] by focusing on Korean firms. There is relatively scarce comprehensive firm/year donation expense data available for the U.S. or the U.K. However, as the Korean government requires that firms disclose individual firm/year donation expense data to the public, a vast amount of donation expense data could be obtained and used as a proxy for CSP. In addition, Korean firms report their contributions in their financial statements [5,6].



Thus, there is access to high-quality corporate-giving data as well, which facilitates the obtainment of a large sample on donation expenses in Korea. Therefore, Korea is a good and unique research setting in which to examine the association between analyst coverage and corporate charitable contributions. Also, Korea provides a special setting that is related to chaebol and non-chaebol firms. Chaebol firm is defined as a large business conglomerate which has large firm size and diverse affiliated firms, over 20 to 30 controlled subsidiary companies and operated in multiple countries such as multinational firms. On the other hand, non-chaebol firm is relatively small firm size and one or two subsidiary company, so this is similar to small and medium sized firm (SMEs). Further, non-chaebol firms, which regarded as relatively low reputation firms, have incentive in more CSP to acquire the necessary resources conveniently [13] and more cheaply [14]. However, for chaebols, CSP does not function in a similar vein because chaebols already enjoy some privileges, such as government subsidies, many kinds of business licenses [15,16]. So, it might be different results between analyst coverage and CSP whether the firm belongs to chaebol or non-chaebol firms.



Using an extensive data set for Korea from 2002 to 2015, we report several empirical results. First, we find that a higher level of analyst coverage is significantly and positively related to greater levels of CSP. So following analyst “investor recognition view”, analyst coverage might be the one of the determinants of firms’ CSP to higher firms’ reputational capital. Second, the positive association between analyst coverage and CSP is more pronounced in non-chaebols. These findings suggest that non-chaebol firms’ top managements face a higher risk of dismissal when firm’ performance is poor. Consequently, CEOs of non-chaebol firms tend to be more concerned about reputation than those of chaebol firms because a high reputation might help to improve their job security more securely. Finally, we conduct a battery of robustness analyses to address various endogeneity issues, using two-stage least square regression (2SLS), three-stage least square regression (3SLS) then our main results remain qualitatively unchanged. Lastly, we conduct alternative proxy for CSP and analyst coverage then alternative proxy show similar result. So, overall robustness tests support our main result in this study.



This paper has several contributions to the literature. First, few studies examine the association between analyst coverage and CSP because of the lack of donation expense data in the U.S. Therefore, this study might be the first attempt to use qualified donation expense data in Korea to investigate the direct association between analyst coverage and CSP. So, extending analysts’ “investor recognition view” [17,18], this paper shows that analyst coverage enhances firms’ organizational visibility and this would higher firms’ CSP which might be the pertinent factor for the firm’ sustainability.



Second, this paper shows that analyst coverage and CSP are more pronounced in non-chaebol firms. These results show empirically that non-chaebol firms and chaebol firms react differently to firms’ levels of analyst coverage and the need to lay more emphasis on, or desist from, CSP activities. So, in Korea, non-chaebol firms more need reputation then analyst coverage makes more role for the non-chaebol firms to higher firms’ visibility and likely to enhance investors’ recognition of the firms.



Third, a gap is filled in the mainstream literature on CSR within the context of developed countries, such as the U.S. or the U.K., leaving the empirical question as to whether such results apply to other developing countries. The economic consequences or determinants of CSR may vary according to a country’s information environment and legal origin [19]; hence, it is important to investigate CSR’s determinants and economic consequences in emerging countries such as Korea. So, using unique corporate giving data, which is direct measure in CSR, this paper investigate analyst coverage might enhance firms’ CSP even in a relatively poor information environment such as Korea.



Fourth, we conduct a battery of endogeneity analysis to reduce related problem. In this study, we use 2SLS 3SLS to reduce endogeneity problem inherent to analyst coverage and CSP then this battery of analysis lead to marginal contribution to the sustainability related study to reduce inherent endogeneity problem.




2. Prior Literature and Hypotheses Development


2.1. Corporate Social Performance


CSR is a corporation’s commitment to act ethically. Numerous studies suggest that CSR activities improve society overall by enhancing the quality of life of employers and other members of society [20]. These studies assert that the beneficial effects of CSR enhance shareholder wealth, promote information transparency, and provide easier access to capital markets. That is, managers involved in CSR activities are more likely to improve financial reporting quality, strategies, and philanthropy. Accordingly, information asymmetry between firms and investors is reduced, thus mitigating firm risk [21]. Firms with high CSR have low capital costs [3], increase employee loyalty [22] and increase firm value [23,24]. CSR has a sustainable impact on short- and long-term economic performance [25]. CSR is also influenced by the motivations of various stakeholders in the firm [26] and is affected by managerial ownership [27], foreign ownership [28], institutional ownership [10] and board structure [27] labor unions [29,30] and business diversification [31].



Firms’ charitable contributions were recently identified as an attribute of CSR activities. Similarly, the emphasis on charitable contributions is still in progress. According to altruistic theory, corporate philanthropic behavior is attributable to firms’ legal and ethical responsibilities [11,32,33]. In line of this research, Campbell and Slack [12] assert that firms choose to engage in charitable giving to achieve the dual objective of charitable benevolence and corporate value creation. Choi and Wang [11] argue that corporate charitable contributions are the result of top managers’ benevolence, integrity, and values.



Shareholder wealth maximization theory would suggest that CSP boosts to improve corporate financial performance. Margolis and Walsh [34] show that, among 109 studies that examined the relationship between the level of CSP and financial performance, 54 papers reported a positive relationship, implying that CSP, enhance future firms’ financial performance. More directly, Lev et al. [35] documented that growth of corporate philanthropy is followed by future revenue growth. On the other hand, some studies show that managers use corporate philanthropy as a main means of corporate marketing. Summing up the above discussion, firms undertake greater charitable giving to enhance public scrutiny.



Next, some of prior papers try to investigate the determinant of firm’ corporate giving. The award winners maintain a high level of charitable giving [5] and charitable giving is not a distribution of corporate profits [35] Also, public firms and business groups affiliated make more charitable giving [6] and Kim et al. [6] interpret this result that business group’ strategic coordination of their affiliates’ philanthropic decisions to maximize the value of the business group. Internationalization might play a pertinent role in promoting corporate philanthropy because of the mounting interaction of corporate philanthropic recognition among multinational firms [7]. Also, firms with high public scrutiny make more donations than those with low public scrutiny [5,36,37].




2.2. Analyst Coverage


Analysts take an informational intermediary between companies and shareholders to enhance information quality as well as quantity [38,39]. They analyze publicly available data including financial statements, earnings related disclosure data, and other announcements, and they disseminate to the public regarding the financial information which they have analyzed. Investor usually cannot analyze whole of the investing firm, so analysts have a significant influence on investor behavior by giving up-to date information to the investor [40]. Hence, analysts usually interact with management directly during earnings releases via conference calls. Further, analysts express their opinion by research reports or through the mass media, such as newspaper or television interview.



Merton [17] theoretically shows that investor does not know all stocks; thus; stocks with higher investor recognition have higher investor demand. So, we label this view as the “investor recognition view”. This view focuses on the role of financial analysts in enhancing the “investor recognition” for the firms’ stock. So according this view, higher analyst coverage increases a stock’s visibility, and as such, it is also likely to increase public awareness [18,41]. So, prior papers investigated that analyst coverage with cost of equity capital [42], firm value [41], irresponsible activities [43] and tax aggressiveness [18] in line of this view. Especially Jo and Harjoto [43] suggest that analysts provide indirect but additional social pressure to the firms to eventually reduce firms’ irresponsible activities. Zhang et al. [4] show that analyst coverage is positively associated with CSP in the Chinese stock market. And this positive association is even more pronounced in non-state-owned firms.




2.3. Hypotheses Development


As discussed above, corporate charitable contributions have been an integral part of CSR. Following altruistic theory, corporate charitable contribution benefits both firms and society [11,44]. In addition, firms involved in CSR activities are more likely to engage in socially responsible outcomes. Hence, analyst coverage becomes a pertinent mechanism to improve organizational visibility [39,43,45]. Of course, analysts help to reduce information asymmetries between firms and external stakeholders by engaging in private and public information production [46,47,48]. Firms with higher analyst coverage usually receive more attention from the public and are more likely to be positively evaluated by stakeholders when they achieve good CSP. Further, this process helps firms to accumulate more reputational capital and in turn encourage them to continue to engage in CSP.



To the best of our knowledge, there are only few study [4] that investigate the direct relationship between analyst coverage and CSP. Taken together, it is plausible to predict that high-analyst-coverage firms will more likely receive attention from the public and outside investors with respect to their corporate-giving activity. Based on this discussion, the first hypothesis is as follows:



Hypothesis 1.

Analyst coverage is positively associated with corporate social performance.





Next, we examine whether there is cross-sectional variation in CSP and analyst coverage between chaebol and non-chaebol firms. Korean chaebol firms are known for their high reputation and privileges. For example, in 2012, Samsung and Hyundai’s operating profits accounted for 22.4% of all domestic subsidiaries’ operating profits (based on information obtained from the National Tax Service). As of the end of 2017, the share of the two groups’ affiliates in the domestic stock market reached 36.5%. Korean chaebols enjoy high brand name recognition for their diversification, scale and scope economy which is accumulated from many business fields.



In the meantime, the Korean economy has grown at the national level, along with the growth of these large corporations such as chaebol firms, by stimulating leadership in export-led enterprises fostered by the government. Korea’s government gives chaebol firms many opportunities to grow sharply, enabling chaebol firms to become global firms with enhanced reputations. Further, for chaebols, corporate philanthropy does not operate in the same vein with non-chaebols because chaebols already enjoy the privileges that the government provides, such as the number of subsidies, business licenses [15,16].



Further, CEOs of non-chaebols tend to be more concerned regarding their reputations than do those of chaebols because greater reputations might help to improve their market job security. Most of CEOs of non-chaebols is non-owner CEOs then they concerned their CEO tenure. So, non-chaebol CEOs make use of corporate giving as their tools to higher firms’ reputation. Further, analyst coverage might increase firms’ visibility and investor recognition so this benefit is more effective in non-chaebol firms. Hence, in contrast to CEOs of chaebol firms, those of non-chaebol firms try to pursue higher reputations by in diverse ways, and corporate giving by directing more public attention to them might be important. In this paper, we assume that analyst coverage of CSP is more pronounced for non-chaebols. Accordingly, the second hypothesis is as follows:



Hypothesis 2.

The relationship between analyst coverage and corporate social performance is more pronounced in non-chaebol firms.







3. Research Methodology


3.1. Model Specification


This paper examines analyst coverage and CSP with several control variables. We show our topic in the Figure 1 above. To measure CSP, we calculate the two proxies: (1) the natural logarithm of donation expense and (2) donations divided by total assets following Zhang et al. [4].


CSP1(CSP2)i,t = β0 + β1 ANALYSTi,t + β2LNSIZEi,t + β3ROAi,t + β4OCFi,t + β5LEVi,t

+ β6MBi,t + β7TAXBURNi,t + Year Dummies + Industry Dummies + ε



(1)







	CSP1
	=
	natural logarithm of the amount of donation expense;



	CSP2
	=
	donation expense divided by total assets, which is multiplied by 10,000;



	ANALYST
	=
	the number of analyst coverage;



	LNSIZE
	=
	the natural log of total assets;



	ROA
	=
	return of assets;



	OCF
	=
	cash and cash equivalents divided by total assets;



	LEV
	=
	leverage ratio;



	MB
	=
	market value divided by book value of equity;



	TAXBURN
	=
	tax burden ratio;



	Year Dummies
	=
	year dummies;



	Industry Dummies
	=
	industry median dummy variables;



	ε
	=
	Error term.








In this study, a positive (+) sign was shown for β1 if analyst coverage was positively associated with CSP consistent with Zhang et al. [4].



Besides, prior papers suggest that leverage, firm size, and profitability are significantly associated with CSP activities [5]. So, high leverage firms have difficulty in carrying out CSP activities actively, thereby expected sign might be a negative (−). Also, if a firm size is large, firms try to carry out CSP to higher reputation, thereby resulting in a positive (+) expectation. Last, a highly profitable firm might carry out CSP activities more positively, thereby resulting in a positive (+) expectation.



OCF is a part of the profitability measure. Hence, there might be a positive (+) association between OCF and CSP. The MB, which adequately represents the risks and growth potential, was added to the regression as control variables [5,6]. The value of its tax burden was included as a control variable because tax burden might be directly related to the consumption of internal resources by firms. Therefore, higher tax burden is negatively associated with CSP, resulting in a negative (−) expectation. Last, as industry-specific effects are likely to make a impact on CSP activities, the industry median dummy variables were included in the regression to reduce such effects. Further, this paper input year dummies to reduce yearly effects.



Endogeneity could be a major concern in our study. Analysts could choose to cover firms with high CSP activity, which could drive the effect found here. To mitigate the endogeneity problem of analyst coverage and CSP activity, 2SLS regression analysis was performed. We adopt two instrumental variables to capture exogenous variations in analyst coverage: (1) Industry mean value of analyst coverage and (2) firm’s inclusion in Korea Stock Price Index 200 (KOSPI 200). The equation is as follows:


First stage: ANALYSTi,t = β0 + β1 Industry mean value of analyst coveragei,t + β2KOSPI200i,t + β3LNSIZEi,t + β4ROAi,t + β5OCFi,t + β6LEVi,t +

β7MBi,t + β8TAXBURNi,t + Year Dummies + Industry Dummies + ε,



(2)




where Industry mean value of analyst coverage is the industry mean value of analyst coverage for firms in the same industry as firm i in year t. KOSPI200 is a dummy variable for whether the firm is belongs to the KOSPI200 then 1; otherwise then 0.


Second stage: CSP1(CSP2)i,t = β0 + β1 Fitted value of first-stage regressioni,t + β2LNSIZEi,t + β3ROAi,t + β4OCFi,t + β5LEVi,t + β6MBi,t +

β7TAXBURNi,t + Year Dummies + Industry Dummies + ε



(3)







Thus, we expect a positive (+) relationship between Industry mean value of analyst coverage, KOSPI200 and its value in Equation (2). Then, we calculated the fitted value of analyst coverage, after which we applied this value as the predicted value for Equation (3).




3.2. Sample


Our empirical analysis is based on a sample of Korean firms from 2002 to 2015. We extract accounting and donation expense data from Korea Information Service Value (hereinafter: Kis-Value) as well as TS2000. Korean government requires that firms disclose individual firm/year donation expense data to the public, then we can use audited donation expense data as a proxy for CSP in our sample. Also, analyst coverage data is obtained from Fn-guide which is the most famous sell side analyst information data-providing firm in Korea. So, our sample is randomly selected in our sample period. Our sample meets following criteria. (1) if they have financial statement data, which is required for the computation of the main variables, such as analyst coverage and donation expense data; (2) if they have all proxies available; (3) if they are a non-financial firm; (4) if their fiscal year end is in December. This process yielded the final sample of 3,146 annual firm/year observations from KOSPI / KOSDAQ-listed companies between 2002 and 2015.





4. Empirical Results


4.1. Descriptive Statistics


Table 1 provides descriptive statistics for the variables. Because of skewness, the variables are winsorized at the 1%, 99% level. The mean (or median value) of CSP1 and CSP2 are 19.29 (19.40) and, 13.93 (5.18) respectively. The average (or median value) of analyst coverage is 6.22 (3.00). Also, in this sample, 39% of the firms were affiliated with chaebol firms. Other control variables showed similar statistical values with those found in prior papers [5,49].




4.2. Univariate Analysis


Table 2 gives the Pearson correlations. Our dependent variables CSP1 and CSP2 are positively (+) associated with ANALYST. So, if analyst coverage increases, then CSP increases. However, the implication of the univariate analysis is very limited. Therefore, we performed multivariate regression analyses.




4.3. Multivariate Analysis


Table 3 shows the association between the analyst and CSP to testing for hypothesis one, and various analytical methods were used to prove hypothesis one. According to Peterson [50], in the case of panel data, the method of correcting standard errors as a clustered standard error in regression analysis is the best way to eliminate autocorrelation and variance. In this study, clustering regression analysis is added as a method of adjusting this variance according to Peterson [50]. In addition, the fixed-effect model and the random-effect model are tried to enhance the robustness of the empirical results. Column 1 of Table 3 shows that the coefficient of ANALYST is 0.042 and that it is statistically significant at the 1% level. Column 2 of Table 3 shows that the coefficient of ANALYST is 0.042 and that it is statistically significant at the 1% level in firm-level clustering analysis. Column 3 of Table 3 shows that the coefficient of ANALYST is 0.033 and that it is statistically significant at the 5% level in the fixed-effect regression analysis, with robust standard errors clustered at the firm level. Column 4 of Table 3 shows that the coefficient of ANALYST is 0.032 and that it is statistically significant at the 1% level in the random-effect regression analysis. Hence, this empirical result shows that, consistent with correlation analysis, analyst coverage increased firms’ CSPs to enhance reputational capital in Korea. This result is consistent with that of Zhang et al. [4], who investigated the Chinese stock market. We can thus conjecture that high analyst-coverage firms are more likely to be attracted by public and external investors in their business activities, and participate in CSP. The results reported above are consistent with Hypotheses one that analyst coverage is positively associated with corporate social performance.



Table 4 shows the results from the regression of CSP at the level of analyst coverage regarding chaebol and non-chaebol samples and analyst coverage is only effective in the non-chaebol sample. So, as we expected from the hypotheses two, CEO’s of non-chaebol firms try to enhance CSP more and analyst coverage is especially and positively associated with CSP in non-chaebol firms. These results show that, unlike CEOs of chaebol firms, CEOs of non-chaebol firms strive to gain high reputation in various ways and that analyst coverage is more effective for non - chaebol firms’ CSP. The results reported above are consistent with hypotheses two that the relationship between analyst coverage and corporate social performance is more pronounced in non-chaebol firms. Also, our whole firm/year observations equal to 3146 then we divide our sample into two groups, such as chaebol group and non-chaebol group. So, chaebol group firm/year observations equal to 1238 and non-chaebol group firm/year observations equal to 1908.




4.4. Robustness Analysis


This section reviews whether the main results of the research hypothesis are robust to alternative CSP variables, interaction analysis, 2SLS analyses and alternative analyst coverage proxy. The overall results, which are summarized in Table 5, Table 6, Table 7 and Table 8, reinforce our primary findings that high-analyst-coverage leads to high CSP. In Table 5, we conduct robustness test using alternative proxy for CSP. So, we label this CSP proxy as CSP2. Then ANALYST is positively and statistically significant for CPS2 in full and non-chaebol sample. So, our empirical results are consistent with both the full and non-chaebol samples with using CSP2 as an alternative proxy for CSP.



Table 6 shows that our main result is consistent in interaction analysis. Hence, ANALYST multiplied by NON-CHAEBOL is statistically significant for both CSP1 and CSP2, respectively. As we compare the coefficient of ANALYST and the coefficients of ANALYST multiply Non-chaebol, non-chaebol variable could be moderating variable to amplifying analyst coverage and CSP relationship, on average. Consequently, the empirical results show that analyst coverage increases with the non-chaebol sample, leading to higher CSP in Korea.



There may be potential endogenous problems in our analysis that may be caused by adverse causalities that may affect the interpretation of causal relationships between analysts and CSP. Our main result suggests that greater analyst coverage leads to greater CSP, while analysts were already analyzing firms with greater CSP. Hence, in Table 7, we tackle this concern using 2SLS estimation. For the 2SLS regression, we used industry mean value of analyst coverage as well as KOSPI200 as an exogenous instrument variable. We use industry mean value of analyst coverage as instrumental variable following Chen et al. [51] and Feng et al. [52]. Also, Yu [53] suggests that when the firm is involved in standard and Poor’s 500(S&P 500), then it leads to high analyst coverage because institutional investor invest their money more on S&P 500 stocks(Feng et al. [52] use China’s CSI 300 as an instrument variable.). So, we use KOSPI200 because KOSPI200 is the Korean version of S&P500.



As Table 7 shows, in the first-stage regression, the industry mean value of analyst coverage was statistically significant at the 1% level (t-value = 11.280) with ANALYST and KOSPI200 was statistically significant at the 1% level (t-value = 3.509) with ANALYST. So this first-stage regression association is consistent with our expectation. We then use this fitted value from the first-stage regression, called PREANAL, as our main variable for the second-stage regression. Column 2 of Table 7 shows that PREANAL (the fitted value for analyst coverage) is still significantly and positively associated with CSP1 and CSP2 in the full sample. This indicates that analyst coverage increases CSP even after controlling for the endogeneity of analyst coverage.



In untabulated result, we conduct additional test to reduce endogeneity problem. we conduct fixed effect two-stage least square regression (FE2SLS) then our empirical result is generally consistent with OLS result. Further, we conduct three-stage least square regression (3SLS) for the simultaneous equations model. We estimate a system of equations using a three-stage least square approach following Khan et al. [54]. Then our empirical result is consistent with OLS results in CSP1. So, we conclude that even though we conduct robustness test regarding endogeneity analysis, then our empirical result is consistent with main result.



Last, we conduct robustness test using alternative proxy for analyst coverage. Then we use total number of security firms’ stock recommendation (ANALYST2) as well as total number of security firms’ stock target price (ANALYST3) as the alternative proxy for the analyst coverage. As we see in Table 8, ANALYST2(ANALYST3) is statistically significant for CSP1 as well as CSP2. So, we conclude that our empirical result is consistent with using alternative proxy for analyst coverage.



In untabulated empirical results, we find almost similar results for the six months analyst coverage which analyst coverage in the past six months before financial statements are disclosed.





5. Conclusions


This study shows that analyst coverage is positively associated with CSP activities in Korea and that this positive association is more pronounced in non-chaebol samples. Also, this main result is consistent with interaction analysis, using 2SLS, 3SLS regression and using alternative proxy for analyst coverage and CSP. Hence, in Korea, firms try to utilize donation expense as a tool for upping reputational capital, thus analyst coverage might be one of the key factors enhancing a firm’s reputation capital. So, following altruistic theory, analyst coverage would enhance firm’ corporate giving and this behavior concurrently higher firm’ reputation. Further, this positive association is more pronounced in non-chaebol firms, which are regarded as having relatively low reputation in Korea. Hence, these firms try to use analyst coverage to enhance reputation building.



In the case of the largest conglomerates in most developing countries, it is common that they belong to the business group except for public enterprises [13]. In the case of Korea, Taiwan, India, Mexico, and Brazil, the business group is a representative type of company. In the case of large-scale businesses in developing countries, diversified business groups, dominated by family members, are the main players. (For example, Tata Group in India, Hon Hai in Taiwan and Formosa Plastic companies are similar to Samsung and Hyundai Group in Korea.) In Korea, the companies that make up a large group of companies like Samsung and Hyundai are called chaebol. Developing countries have been forced to use chaebol-oriented growth policies as a strategy to achieve economic growth with limited resources. The chaebol is already well known for its aggressive support from the government and business diversification, finally reputation is usually higher than non-chaebol firms. So, this study will complement the study of Zhang et al. [4] using Chaebols and Non-chaebol data in Korea.



Nonetheless, these findings come with some limitation. There might be other omitted factors related to CSP that bias our empirical results. Many factors could influence to firms’ CSP then we try to control variables to reduce omitted variable problem following prior papers. To tackle and reduce this concern, we conduct a battery of robustness tests and there is qualitatively unchanged and consistent result with it. However, it remains an interesting area for the future research which would still be to study whether the analyst coverage and CSP relationships still holds when using an international large panel data. Nevertheless, even as a study with such limitations, this Korean study has its own significance, and as further country-specific studies are done, looking at a broader spectrum of findings may lead to more generalized conclusions.



Further future research would suggest that media coverage could effect on firms’ organizational visibility so we need to study more on these issues. We assume that high media coverage firms’ try to higher CSP to higher reputational capital. There might be limited study has been done regarding media coverage or exposure might influence to firms’ CSP. So, future study would conduct this research to know more about the impact of media coverage on firms’ CSP. In addition, we need to broaden our research topic in international evidence then verify our empirical result is valid in international context. Further, there might be differentiate results according to firm belongs to different information environment by country to country and firm belongs to developed or developing countries. So, it needs more research to figure it out regarding analyst coverage and CSP in the international context.



Besides the result of this paper, the findings also have some practical implications. Managers of non-chaebol firms in developing countries should be actively interact with sell side or buy side analyst to higher firms’ reputational capital by implementing corporate giving.
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Figure 1. Analyst Coverage and Corporate Social Performance. 






Figure 1. Analyst Coverage and Corporate Social Performance.



[image: Sustainability 10 02561 g001]







[image: Table] 





Table 1. Descriptive statistics.






Table 1. Descriptive statistics.





	Variables
	N
	Mean
	Std. dev.
	Min
	25th
	Median
	75th
	Max





	CSP1
	3146
	19.29
	2.93
	0.00
	17.31
	19.40
	21.44
	26.73



	CSP2
	3146
	13.93
	22.73
	0.01
	1.40
	5.18
	15.10
	129.94



	ANALYST
	3146
	6.22
	6.74
	0.00
	1.00
	3.00
	10.00
	26.00



	CHAEBOL
	3146
	0.39
	0.49
	0.00
	0.00
	0.00
	1.00
	1.00



	LNSIZE
	3146
	27.11
	1.68
	23.21
	25.84
	26.86
	28.23
	32.76



	ROA
	3146
	0.06
	0.06
	−0.15
	0.03
	0.06
	0.09
	0.24



	OCF
	3146
	0.06
	0.07
	0.00
	0.02
	0.04
	0.09
	0.32



	LEV
	3146
	0.41
	0.19
	0.06
	0.26
	0.41
	0.56
	0.84



	MB
	3146
	1.60
	1.29
	0.24
	0.77
	1.22
	1.95
	7.82



	TAXBURN
	3146
	0.18
	0.24
	−1.06
	0.13
	0.23
	0.28
	0.92







CHAEBOL = A dummy variable that equals 1 if the firm is a member of the top-30 business groups identified annually by the Korea Fair Trade Commission, and 0 otherwise; Please refer the research methology for the detaild other variable definition. 
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Table 2. Univariate correlations among key variables.






Table 2. Univariate correlations among key variables.

















	Variables
	CSP1
	CSP2
	ANALYST
	CHAEBOL
	LNSIZE
	ROA
	OCF
	LEV
	MB





	CSP2
	0.477
	
	
	
	
	
	
	
	



	ANALYST
	0.475
	0.095
	
	
	
	
	
	
	



	CHAEBOL
	0.477
	−0.008
	0.392
	
	
	
	
	
	



	LNSIZE
	0.688
	0.051
	0.627
	0.671
	
	
	
	
	



	ROA
	0.021
	0.189
	0.093
	−0.128
	−0.150
	
	
	
	



	OCF
	−0.140
	0.046
	−0.062
	−0.192
	−0.240
	0.203
	
	
	



	LEV
	0.148
	−0.100
	0.056
	0.299
	0.306
	−0.389
	−0.207
	
	



	MB
	−0.000
	0.098
	0.215
	−0.074
	−0.084
	0.248
	0.176
	−0.012
	



	TAXBURN
	0.107
	0.119
	0.011
	−0.003
	0.050
	0.142
	0.040
	−0.045
	−0.012







Bold numbers indicate the significance level at the 5% level or better (two-tailed).
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Table 3. Regression Results for Analyst Coverage and Corporate Social Performance.
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(1)

	
(2)

	
(3)

	
(4)




	
Variables

	
CSP 1

	
CSP 1

	
CSP 1

	
CSP 1




	

	
OLS

	
Cluster

	
Fixed

	
Random






	
ANALYST

	
0.042 ***

	
0.042 ***

	
0.033 **

	
0.032 ***




	

	
(4.826)

	
(3.103)

	
(2.441)

	
(2.820)




	
LNSIZE

	
1.123 ***

	
1.123 ***

	
1.157 ***

	
1.159 ***




	

	
(28.957)

	
(17.124)

	
(6.713)

	
(21.059)




	
ROA

	
4.716 ***

	
4.716 ***

	
4.853 ***

	
4.597 ***




	

	
(6.723)

	
(5.549)

	
(5.279)

	
(6.281)




	
OCF

	
−0.553

	
−0.553

	
−1.146

	
−0.686




	

	
(−0.919)

	
(−0.648)

	
(−1.186)

	
(−0.937)




	
LEV

	
−0.275

	
−0.275

	
−0.848

	
−0.681 *




	

	
(−1.139)

	
(−0.688)

	
(−1.475)

	
(−1.926)




	
MB

	
0.023

	
0.023

	
0.018

	
0.049




	

	
(0.648)

	
(0.400)

	
(0.215)

	
(0.882)




	
TAXBURN

	
0.485 ***

	
0.485 ***

	
0.138

	
0.299 *




	

	
(3.126)

	
(2.699)

	
(0.787)

	
(1.890)




	
Constant

	
−10.370 ***

	
−10.370 ***

	
−11.676 ***

	
−11.966 ***




	

	
(−10.029)

	
(−6.061)

	
(−2.616)

	
(−8.673)




	
Industry Dummy

	
Yes

	
Yes

	
No

	
No




	
Year Dummy

	
Yes

	
Yes

	
Yes

	
Yes




	
Firm Dummy

	
No

	
No

	
Yes

	
Yes




	
Firm Cluster

	
No

	
Yes

	
Yes

	
Yes




	
Observations

	
3146

	
3146

	
3146

	
3146




	
R-squared

	
0.533

	
0.533

	
0.085

	
0.084




	
Number of Stocks

	
722

	
722

	
722

	
722








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.













[image: Table] 





Table 4. Regression Results for Analyst Coverage and Corporate Social Performance. (Chaebols vs. Non-Chaebols)
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(1)

	
(2)




	
Variables

	
CSP 1

	
CSP 1




	

	
Chaebol

	
Non-Chaebol






	
ANALYST

	
0.028

	
0.062 ***




	

	
(1.513)

	
(3.440)




	
LNSIZE

	
1.023 ***

	
1.145 ***




	

	
(9.380)

	
(11.182)




	
ROA

	
4.755 ***

	
4.835 ***




	

	
(3.438)

	
(4.622)




	
OCF

	
−0.014

	
−0.507




	

	
(−0.010)

	
(−0.518)




	
LEV

	
0.127

	
−0.649




	

	
(0.177)

	
(−1.429)




	
MB

	
0.189 ***

	
−0.055




	

	
(2.835)

	
(−0.739)




	
TAXBURN

	
0.370 *

	
0.524 **




	

	
(1.701)

	
(2.022)




	
Constant

	
−7.525 ***

	
−10.992 ***




	

	
(−2.610)

	
(−3.995)




	
Industry Dummy

	
Yes

	
Yes




	
Year Dummy

	
Yes

	
Yes




	
Firm Cluster

	
Yes

	
Yes




	
Observations

	
1238

	
1908




	
R-squared

	
0.543

	
0.339








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.
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Table 5. Robustness Test: Another Corporate Social Performance Variable.
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(1)

	
(2)

	
(3)




	
Variables

	
CSP 2

	
CSP 2

	
CSP 2




	

	
Full

	
Chaebol

	
Non-Chaebol






	
ANALYST

	
0.281 **

	
0.125

	
0.602 ***




	

	
(2.146)

	
(0.933)

	
(2.765)




	
LNSIZE

	
0.983

	
0.012

	
3.789 ***




	

	
(1.631)

	
(0.011)

	
(2.873)




	
ROA

	
53.212 ***

	
44.565 ***

	
56.060 ***




	

	
(4.934)

	
(3.097)

	
(4.160)




	
OCF

	
−0.510

	
−17.629

	
7.958




	

	
(−0.047)

	
(−1.074)

	
(0.632)




	
LEV

	
−6.494

	
−7.543

	
−3.472




	

	
(−1.594)

	
(−1.253)

	
(−0.739)




	
MB

	
0.566

	
1.971 ***

	
−0.277




	

	
(0.616)

	
(2.776)

	
(−0.264)




	
TAXBURN

	
5.634 ***

	
2.478

	
5.678 ***




	

	
(3.769)

	
(1.250)

	
(2.940)




	
Constant

	
−6.619

	
30.207

	
−88.929 **




	

	
(−0.422)

	
(1.099)

	
(−2.524)




	
Industry Dummy

	
Yes

	
Yes

	
Yes




	
Year Dummy

	
Yes

	
Yes

	
Yes




	
Firm Cluster

	
Yes

	
Yes

	
Yes




	
Observations

	
3146

	
1238

	
1908




	
R-squared

	
0.151

	
0.141

	
0.208








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.
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Table 6. Robustness Test: Interaction Analysis.






Table 6. Robustness Test: Interaction Analysis.





	

	
(1)

	
(2)




	
Variables

	
CSP 1

	
CSP 2




	

	
Full

	
Full






	
ANALYST × NON-CHAEBOL

	
0.033 **

	
0.808 ***




	

	
(2.472)

	
(5.869)




	
ANALYST

	
0.030 ***

	
−0.043




	

	
(2.912)

	
(−0.408)




	
NON-CHAEBOL

	
−0.439 ***

	
−1.489




	

	
(−3.258)

	
(−1.062)




	
LNSIZE

	
1.087 ***

	
1.875 ***




	

	
(24.762)

	
(4.098)




	
ROA

	
4.686 ***

	
51.761 ***




	

	
(6.687)

	
(7.091)




	
OCF

	
−0.434

	
1.140




	

	
(−0.722)

	
(0.182)




	
LEV

	
−0.299

	
−5.994 **




	

	
(−1.237)

	
(−2.383)




	
MB

	
0.005

	
0.200




	

	
(0.128)

	
(0.543)




	
TAXBURN

	
0.490 ***

	
4.893 ***




	

	
(3.151)

	
(3.021)




	
Constant

	
−9.135 ***

	
−30.480 **




	

	
(−7.570)

	
(−2.425)




	
Industry Dummy

	
Yes

	
Yes




	
Year Dummy

	
Yes

	
Yes




	
Observations

	
3146

	
3146




	
R-squared

	
0.535

	
0.163








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.
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Table 7. Robustness Test: 2SLS Regression.
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First Stage

	
Second Stage




	

	
(1)

	
(2)

	
(3)




	
Variables

	
ANALYST

	
CSP1

	
CSP2






	
Industry Mean Value of Analyst Coverage

	
0.605 ***

	

	




	
(11.280)

	

	




	
KOSPI200

	
0.796 ***

	

	




	

	
(3.509)

	

	




	
PREANAL

	

	
0.131 ***

	
1.569 ***




	

	

	
(3.117)

	
(3.576)




	
LNSIZE

	
3.058 ***

	
0.830 ***

	
−3.270 **




	

	
(41.549)

	
(5.883)

	
(−2.219)




	
ROA

	
10.101 ***

	
3.830 ***

	
40.364 ***




	

	
(7.209)

	
(4.707)

	
(4.750)




	
OCF

	
1.156

	
−0.623

	
−1.530




	

	
(0.955)

	
(−1.032)

	
(−0.243)




	
LEV

	
−3.922 ***

	
0.107

	
−0.962




	

	
(−8.052)

	
(0.356)

	
(−0.308)




	
MB

	
1.204 ***

	
−0.092

	
−1.090 *




	

	
(17.770)

	
(−1.448)

	
(−1.649)




	
TAXBURN

	
0.180

	
0.465 ***

	
5.346 ***




	

	
(0.575)

	
(2.986)

	
(3.285)




	
Constant

	
−81.416 ***

	
−2.930

	
101.242 ***




	

	
(−42.598)

	
(−0.816)

	
(2.699)




	
Industry dummy

	
Yes

	
Yes

	
Yes




	
Year dummy

	
Yes

	
Yes

	
Yes




	
Observations

	
3146

	
3146

	
3146




	
R-squared

	
0.637

	
0.531

	
0.152








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.
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Table 8. Robustness Test: Alternative proxy for analyst coverage.
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(1)

	
(2)

	
(3)

	
(4)




	
Variables

	
CSP1

	
CSP2

	
CSP1

	
CSP2






	
ANALYST2

	
0.044 ***

	
0.285 **

	

	




	

	
(3.306)

	
(2.153)

	

	




	
ANALYST3

	

	

	
0.044 ***

	
0.319 **




	

	

	

	
(3.363)

	
(2.359)




	
LNSIZE

	
1.102 ***

	
0.879

	
1.112 ***

	
0.815




	

	
(15.958)

	
(1.357)

	
(16.880)

	
(1.318)




	
ROA

	
4.610 ***

	
52.624 ***

	
4.534 ***

	
51.615 ***




	

	
(5.435)

	
(4.820)

	
(5.311)

	
(4.739)




	
OCF

	
−0.651

	
−1.136

	
−0.623

	
−1.046




	

	
(−0.768)

	
(-0.106)

	
(-0.737)

	
(-0.097)




	
LEV

	
−0.240

	
−6.310

	
−0.264

	
−6.298




	

	
(−0.597)

	
(−1.537)

	
(−0.663)

	
(−1.554)




	
MB

	
0.016

	
0.535

	
0.020

	
0.510




	

	
(0.279)

	
(0.564)

	
(0.348)

	
(0.545)




	
TAXBURN

	
0.472 ***

	
5.551 ***

	
0.480 ***

	
5.590 ***




	

	
(2.631)

	
(3.729)

	
(2.670)

	
(3.746)




	
Constant

	
−9.893 ***

	
−4.326

	
−10.010 ***

	
−1.757




	

	
(−5.565)

	
(−0.256)

	
(−5.778)

	
(−0.107)




	
Industry Dummy

	
Yes

	
Yes

	
Yes

	
Yes




	
Year Dummy

	
Yes

	
Yes

	
Yes

	
Yes




	
Firm Cluster

	
Yes

	
Yes

	
Yes

	
Yes




	
Observations.

	
3,146

	
3,146

	
3,146

	
3,146




	
R-squared

	
0.534

	
0.152

	
0.534

	
0.152








***, **, and * indicate, respectively, the significance level at the 1%, 5%, and 10% level or better.
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