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Abstract

This study investigates the association between targets’ CSR and M&A premiums
by using a domestic sample of 904 M&A deals in the U.S. In line with the shareholder
theory and capabilities-based theory, this research finds a significant and negative relation
between targets’ CSR and premiums, suggesting targets’ CSR engagement destroys the
value of the firm in M&A deals. In addition, a positive moderating effect of firm
performance on the impact of targets’ CSR on premiums is revealed. The result indicates
higher profitability and operating ability alleviate the acquirer’s concern toward targets’
CSR. Overall, this study adds to the body of literature on the effect of CSR under the

context of M&A and sheds light on the adverse influence of CSR in deal valuation.

Keywords: CSR, M&A, premium, shareholder theory, capabilities-based theory
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1. Introduction

Merger and acquisition (M&A) is an important approach for companies to acquire
resources and seek opportunities to expand. Meanwhile, the growing attention on
corporate social responsibility (CSR) has made this topic become a significant factor in
M&A deals. PwC (2012) has conducted a survey to assess trade buyers’ attitude toward
CSR on M&A activities. Respondents of the survey consider target’s CSR engagement
influential to the occurrence, valuation and integration of the deal, and thus more due
diligence on CSR are expected to be developed at the onset of the transaction. As M&As
are experiencing a boom in recent years, the impact of CSR on M&A deals requires more
investigation. In the M&A trend report released by Deloitte (2019), over 76 percent of
M&A executives in U.S corporations foresee an uptick in deal flows. The growth in M&A
deals is particularly striking given the market results cited in the report: M&A deals has

increased by 50 percent in 2018 comparing to that in the prior year.

Due to the fact that CSR and M&A are both vast and complicated topics, extant
literature lacks an assertive archetype to determine whether CSR is value-enhancing or
value-destroying. A classic debate stands between the stakeholder theory (Freeman, 1984)

and shareholder theory (Friedman, 1970). While the former suggests companies should
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take care of all the related parties to establish a mutually beneficial relationship, the latter
argues CSR is a divestment of wealth from shareholders to stakeholders. Apart from the
two opposing views, it is also challenging to measure the impact of CSR on financial
performance as researchers fail to reach conclusive results from empirical evidence
(Griffin & Mahon, 1997; Jiao, 2010; Waddock & Graves, 1997). CSR under the context
of M&A has further problematized the issue by involving the transfer of CSR from target
to acquirer, and the cost and difficulty of integrating targets’ CSR could be material.
Furthermore, very limited literature addresses the question of how acquirers distinguish
targets’ CSR in M&A deals. As a result, the acquirers’ perception to the value of targets’

CSR becomes a topic worthy of further investigation.

This paper examines acquirers’ perception on targets’ CSR engagement through the
premium assigned in M&A deals. As CSR is an intangible asset whose value is hard to
be evaluated and recognized by the market, (Blowfield & Murray, 2014; Parisi &
Hockerts, 2008), using the M&A premiums representing the bid payment exceeding the
market value to investigate the issue would be particularly insightful. Acquirers often
exercise large amount of due diligence for the target, and qualitative evidence (PwC, 2012)

suggests acquirers take CSR into consideration in their evaluation. Targets’ CSR will thus
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be recognized and reflected in the premiums. The M&A premiums therefore invites a

possible approach to capture acquirers’ perception on targets’ CSR.

By using a sample of 904 domestic M&A deals in the U.S, merging deal information,

CSR engagement information and financial information from SDC, MSCI ESG and

Compustat respectively, a significant and negative relation is found between targets’ CSR

engagement and M&A premiums. The result is consistent with the shareholder’s view,

suggesting targets’ CSR consumes resources at the expense of the acquirers’ shareholders.

It also stands for the fact that targets’ CSR engagement could be difficult and costly for

future integration, and might attenuate the takeover gains from deploying acquirers’

capability (Berchicci, Dowell, & King, 2012). The second finding of this study suggests

there is a positive moderating effect of targets’ performance on the relation between CSR

and premiums. The stronger the target performs in profitability and operating ability, the

less negative perception the acquirer posits on CSR. This finding reveals the fact that

acquirers approve targets’ CSR more where the target achieves higher financial objectives.

This research has three main contributions. First, it adds to the scarce literature on

CSR and M&A premiums by focusing on the evaluation of targets’ CSR and including

comprehensive indicators in MSCI ESG database. Second, this study finds empirical
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evidence consistent with the shareholder’s view and calls attention on the potential value-

destroying effect of CSR on corporations. Third, participants in the M&A market may

gain insights from this study and introduce more thorough evaluations on the cost and

benefit derived from targets’ CSR engagement.

The remainder of the paper is organized as follows: Section 2 presents the literature

review of existing research on related topics. Section 3 displays development of two

hypotheses in this study. Section 4 describes the data, sample, measures and models for

the research. Section 5 shows the descriptive statistics, correlation matrix and results for

hypotheses testing. Section 6 demonstrates two additional tests and section 7 concludes

the study.
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2. Literature Review
2.1 Corporate Social Responsibility

Corporate social responsibility (CSR) has gained great attention in the academic
community in recent years, and thus attracts scholars using different approaches to
conduct research on the topic. Although there is growing literature investigating CSR
from different dimensions, there lacks a dominant paradigm to determine whether CSR
engagement is beneficial or adverse to corporations for CSR is a topic of great complexity
and versatility. CSR related research in business studies can be roughly classified into
three domains. The first domain is the conceptualization of CSR, which focuses on the
evolutionary path of theories in the development of CSR and the legitimacy of firms
engaging in CSR activities (Lee, 2008). The second domain lies in the strategic
implications of CSR, aiming to provide a framework for analyzing CSR as an approach
to stakeholder management and resource allocation (McWilliams, Siegel, & Wright,
2006). The third domain of CSR research intend to find out the capabilities of CSR to
influence firm value, investigating whether and how CSR makes an impact on financial

performance and firm valuation (Malik, 2015).

As all three domains of CSR research present disputes and mixed statements on CSR,
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it is difficult to address whether CSR has positive or negative impacts on corporations.

For research on the conceptualization of CSR, the most vastly recognized definition

comes from McWilliams and Siegel (2001), who define CSR as “situations where the

firm goes beyond compliance and engages on actions that appear to further some social

good, beyond the interest of firm and that which is required by law.” This has brought out

an ever-contested debate on the legitimacy of a firm to undertake CSR activities. From

the stakeholder theory (Freeman, 1984), since a variety of constituents will have impact

on the outcome of a firm, a firm cannot focus exclusively on the interests of stockholders

but must satisfy its duty to all stakeholders with whom the firm is explicitly or implicitly

associated. The stakeholder theory implies that CSR activities will develop a positive

relationship with stakeholders who will support the firm to achieve objectives in return.

On the other hand, the shareholder theory (Friedman, 1970; Jensen, 2001) argues that

engaging in CSR is not in line with the objective of maximizing wealth of the shareholders

and will distract a company from developing its core competence, causing wastes on its

resources.

For studies on CSR’s strategic implications, Baron (2001) states that other than plain

altruistic purposes, firms engage in CSR as a means of providing public good in
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conjuncture with their marketing strategy. Studies have also found that CSR causes

significant impact on a firm’s reputation (Minor & Morgan, 2011) and customer relation

(Murray & Vogel, 1997) , creates association with brand name (McWilliams & Siegel,

2001) and therefore could constitute a resource to form sustainable competitive advantage

(Orlitzky, Siegel, & Waldman, 2011). However, since the conduct of CSR is highly

discretionary and its actual bonds with business strategy is difficult to verify due to its

intangible nature (Parisi & Hockerts, 2008), CSR engagement could be a result of

management entrenchment (Cespa & Cestone, 2007) and even leads to conflicts between

owners and managers (Tafel-Viia & Alas, 2009), presenting severe agency problems

where managers engage in CSR activities to serve their own interest at the expense of

shareholders (Barnea & Rubin, 2010; Barrios, Fasan, & Nanda, 2014).

Studies on the capability of CSR to influence firm value also fail to reach a consistent

conclusion. Extant literature tends to identify the potential effect of CSR activities on

financial performance such as profitability or market value, but while some claim a

positive association between CSR and financial performance (Fatemi, Fooladi, &

Tehranian, 2015; Godfrey, Merrill, & Hansen, 2009; Griffin & Mahon, 1997; Jiao, 2010),

some argue there is a negative association (Flammer, 2015; Friedman, 1970; Griffin &
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Mahon, 1997) and still some suggest there is no clear connection (Barnett, 2007;
McWilliams & Siegel, 2000; Waddock & Graves, 1997). The inconclusive results for the
relation between CSR and financial performance may be attributed to the fact that the
cost of CSR engagement might exceeds the benefit it can create as it consumes an
abundant of resources in a corporation (Alexander & Buchholz, 1978) . Moreover, it is
also highly challenging to measure, report and verify the return of CSR on corporations

(Blowfield & Murray, 2014).

2.2 Corporate Social Responsibility and M&A

As M&A is an important form of corporate development, extant literature suggests
M&A is taken as an approach to enhance acquirers’ value through integration with the
target to create synergies in operation efficiency, financial advantage, economic of scale
and strategic alignment (Al-Sharkas, Hassan, & Lawrence, 2008; Auerbach & Reishus,
1987; Calipha, Tarba, & Brock, 2010). As CSR is argued to have impacts on a
corporation’s value through the channel of influencing its business strategy (McWilliams
et al., 2006) and financial performance (Malik, 2015), studies pose the importance of CSR
in the context of M&A from several perspectives, which can be mainly separated into

four streams: the choice of targets, deal completion, post-M&A performance and wealth
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effect.

For the effect of CSR on the choice of targets, the acquirer’s propensity to purchase

a target with high or low CSR engagements differs under the capabilities-based theory.

The capabilities-based theory (Capron, 1999; Kaul & Wu, 2016) suggests two sources of

creating value through M&A deals: deploying or accessing capabilities. If CSR is a

capability the acquirer wants to gain from the target, there is higher probability for the

acquirer to buy high CSR firms in hope to enhance the acquirer’s stakeholder

management strategy (Wickert, Vaccaro, & Cornelissen, 2017). On the other hand,

Berchicci et al. (2012) find evidence to support the fact that CSR is a capability the

acquirer wants to deploy, and thus it prefers targets with inferior CSR qualities so that

more potential gains would be created through the improvement of the acquired firm.

Researchers also find that targets’ reputation is a determinant to acquirers’ decision on

target selection as it acts as a predictor of achieving market-based objectives (Dollinger,

Golden, & Saxton, 1997; Saxton & Dollinger, 2004).

Studies also indicate that there exists a relationship between CSR and M&A

completion. Deng, Kang, and Low (2013) find that comparing to low-CSR acquirers,

high-CSR acquirers took less time to complete a merger and are also more likely to
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succeed by analyzing the observed probability of completion and duration between

announcement date and effective date. Arouri et al. (2019) use risk-arbitrage spreads as a

proxy for deal uncertainty in M&As and concluded that M&As undertaken by high-CSR

acquirers would be characterized by less uncertainty, resulting in higher probability of

completion.

Existing literature also finds relation between CSR and post-merger performance.

Since stakeholders are affected by and aware of M&A activities, the post-M&A

integration process is sensitive to stakeholder behavior that will ultimately cause impact

on the acquirer (Kato & Schoenberg, 2014). Deng et al. (2013) use changes in operating

cash flow to measure operating performance and finds that acquirers with high CSR

performance enjoy larger increases in post-merger operating performance and realize

positive long-term stock returns.

Whether CSR makes an impact on shareholder wealth is another stream of research

under the M&A context. Liang, Renneboog, and Vansteenkiste (2017) find out there is a

positive relation between shareholder returns and strong employee engagement in M&A

deals. Deng et al. (2013) states that there would be higher returns for merger

announcement and weighted-average portfolio of acquirers and targets in mergers

10
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initiated by high-CSR acquirers because of greater stakeholder satisfaction. As this study

exploits CSR research through the stream in shareholders’ wealth effect by focusing on

how CSR makes an impact on M&A premiums, prior research by Gomes and Marsat

(2018) and Qiao and Wu (2019) are closest to the topic.

Gomes and Marsat (2018) use an international sample of 588 M&A deals to study

the association between targets’ CSR engagement and bid premiums. They apply CSR

information from ASSET4 database and find that the overall CSR performance as well as

the two underlying dimensions, social and environmental performance, all pose a positive

impact on M&A premiums. They further their research by distinguishing domestic and

international M&A deals to examine the potential effect of cross-border nature. While

acquirers generally assign value for environmental performance, they only approve social

performance in cross-border deals. They argue targets’ CSR involvement helps reduce

the acquirer’s exposure to information asymmetry and targets’ specific risk by revealing

more stakeholder information and higher CSR performance lessens harmful impacts

caused by materialization of negative events. They also discover the impact of different

CSR dimensions varies under domestic and international deals.

Qiao and Wu (2019) on the other hand, also conduct a research on the effect of target

11
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firms’ CSR on acquisition premiums, but they focus on cross-border deals and use CSR

data from the MSCI ESG database. By analyzing a sample of 252 international

acquisitions, they find a positive relation between targets’ CSR engagement and

premiums. Hence, to complement the cross-border nature of their sample, they extend the

research by investigating the moderating effect of institutional factors arising from

differences in regulation, culture and social recognition. Results show institutional factors

weaken the positive effect of CSR on premiums as the foreign acquirer would reduce the

value paid for CSR when institutional distance widens. The study explains the

contribution of CSR to premiums from a strategic angle, indicating targets’ CSR helps

enhance corporation image, solidify the expansion base for business and obtain support

from third party.

This research also aims to study the effect of targets” CSR on M&A premiums but

differs from Gomes and Marsat (2018) and Qiao and Wu (2019) in several domains. First,

this paper examines how the acquirer evaluate targets’ CSR in a domestic setting where

both targets and acquirers are U.S corporations. Focusing on domestic M&A deals largens

the sample to 904 deals and concentrates the propositions on more profound determinates

to the impact of CSR on premiums by eliminating interruptions from cross-border effect.

12
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Second, different from Gomes and Marsat (2018), this study collects CSR information
from MSCI ESG database. Lastly, the development of this paper varies from prior studies
and thus lead to different focus and interpretation on the relationship between targets’
CSR and M&A premiums. Gomes and Marsat (2018) develop its propositions through a
risk management perspective for CSR reduces the targets’ specific risk in a deal. Qiao
and Wu (2019) applies the resource-based perspective and institutional theory to
emphasize the impact of CSR as a strategic asset in a cross-border setting. This study, on
the other hand, carves a new space from analyzing the cost and benefit of deriving targets’
CSR through the acquirer’s perspective, and posits the potential value-destroying effect

of CSR to shareholders in the acquiring firm.

13
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3. Hypotheses Development

3.1 CSR and M&A premiums

This study investigates CSR in the context of M&A by examining the impact of
targets” CSR performance on premiums in M&A deals. For an acquirer, one of the most
crucial parts in an M&A deal comes to the determination of the bidding price for the
target, and premiums refer to the extra price exceeding the target’s real market price that
the acquirer is willing to pay (Simonyan, 2014). Premiums capture the intangible asset
that is difficult for the market to identify and the synergetic sources the acquirer presumes
to derive from integration of two parties. By applying the resource-based view in CSR
related literature, companies engage in CSR for the purpose of sustaining competitive
advantage by building reputation and enhancing stakeholder relations (Fombrun &
Shanley, 1990; Kato & Schoenberg, 2014; McWilliams & Siegel, 2011; Minor & Morgan,
2011). Therefore, CSR is most likely to be an important source of strategic asset that is
difficult to price and identify because of its intangible nature (Parisi & Hockerts, 2008).
However, in the process of target valuation in M&A deals, as non-identifiable asset will
be assessed, and CSR engagement would have an impact on synergies which result a

difference in post-merger performance (Deng et al., 2013; Kato & Schoenberg, 2014),

14
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premiums could be a fair measure to capture the value of CSR as an strategic asset of the

target and how the acquirer evaluate its impact on post-merger integration.

Since the main purpose of M&A is to maximize shareholder wealth of the acquirer

through strategic integration with the target (Al-Sharkas et al., 2008; Calipha et al., 2010),

premiums assigned by the acquirer would reflect whether the target’s CSR engagement

is considered an asset to generate benefit for the shareholder or a cost that lead to a

decrease in shareholder wealth. CSR engagement can be interpreted through the contract

theory (Coase, 1952; Hodgson, 1998) which determines firms to be a nexus of contracts

between its stakeholders in exchange of resources. That is, the target devotes itself to

fulfilling its responsibility to related parties with its business and gains more support from

its stakeholders. Since M&As involve a change in ownership of those contracts from the

target to acquirer, those nexus of contracts developed by the target could be either valued

or devalued by the shareholders of the acquiring firm under the different context of two

opposing views on CSR, the stakeholder’s view and shareholder’s view.

By applying the stakeholder’s view (Freeman, 2010; McWilliams & Siegel, 2001),

the transfer of contracts from targets could be beneficial to the acquirer from three aspects

in the M&A deal. First, targets” CSR engagement enhances the acquirer’s reputation and

15
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image by sending a message to the market that the acquirer treasures CSR engagement

and is willing to maintain the CSR practice (Qiao & Wu, 2019). Second, targets’ CSR

engagement presents a stronger stakeholders’ commitment and helps reduce deal

uncertainty by gaining an easier access to stakeholders’ support for the M&A (Arouri,

Gomes, & Pukthuanthong, 2019). Third, the contracts reinforce the acquirer’s ability to

facilitate the process of post-merger M&A integration by alleviating obstacles in forming

alliance with stakeholders, leading to larger synergies in operation performance (Deng et

al., 2013). As a result, the acquirer would assign more value to targets’ CSR engagement

and offers a higher M&A premium.

Alternatively, the nexus of contracts inherited from the targets would be troublesome

and value-destroying under the sharecholders’ view. From the shareholder’s view

(Friedman, 1970; Jensen, 2001), the contracts demonstrate more obligations to fulfill,

which indicate more resources being consumed for dedication to stakeholders other than

the shareholders. As the maintenance of those CSR engagement can be costly and

challenging in both implementing and reporting (Blowfield & Murray, 2014), the acquirer

may consider those contracts a burden rather than an asset. Furthermore, if the inherent

binding between the target and its stakeholders is strong and unshakable, the stakeholders

16
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might oppose strongly to the shift of ownership which may put the existing contracts at

stake. This would soar costs in negotiation and increase uncertainty to the deal, and the

post-M&A integration would also become highly challenging as it is tough for the

acquirer to meet the standards of the previous contracts and form alliance with targets’

stakeholders. Besides, from the capabilities-deployment perspective, the higher the CSR

performance of the target, the lower the takeover gains could be produced from

advancement of CSR practices. In this case, targets’ CSR engagement would be devalued

by the acquirer and lead to a decrease in M&A premiums.

Although prior studies suggest there is a positive link between CSR and M&A

premiums and stand for the stakeholder’s view (Gomes & Marsat, 2018; Qiao & Wu,

2019), they use an international sample of M&A deals and attribute the positive link to

cross-border effect where international M&A deals are exposed to higher risk in

information asymmetry resulting from culture and compliance difference. They argue that

targets” CSR engagement could offer positive signals such as higher goodwill and lower

specific risk to improve acquirers’ knowledge, facilitate the completion, and further

provide a base for expansion in a foreign country. However, since this study focuses on

domestic M&A deals, the two firms do not encounter difficulties caused by difference in

17
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language, culture or law compliance. Thus, the benefit brought by CSR engagement to

decrease high risk of information asymmetry is diminished in a domestic setting. Apart

from the different nature of sample, through a resource-based perspective, CSR

engagement forms an strategic asset to sustain competitive advantage (Orlitzky et al.,

2011) whose returns result in non-financial and intangible benefits that are highly

uncertain and difficult to measure (McWilliams et al., 2006; Parisi & Hockerts, 2008). In

contrast, the expenditure on maintaining CSR activities is certain in the divestment of

resources from shareholders to stakeholders and CSR engagement might even cause

conflicts between stakeholders and shareholders arising from agency problems (Barnea

& Rubin, 2010). Therefore, by using a domestic sample and introducing a deeper cost and

benefit analysis of inheriting targets’ CSR, this study argues that the shareholder’s view

would fit more and the acquirer would devalue targets’ CSR engagement as the

shareholder’s purpose in M&A deals is to maximize their own wealth (Calipha et al.,

2010).

The following hypothesis is proposed in an alternative form:

H1: Targets’ CSR engagement is negatively associated with M&A premiums.

18
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3.2 The moderating role of firm performance

In CSR related research, a classic question lies in whether firms “do well by doing
good,” or “do good by doing well” (Morrissey, 1989). In the “do well by doing good”
context, CSR creates value in that CSR engagement helps firms achieve better
performance. CSR engagement assists the firm to reach its financial goal so that firms
should prioritize their endeavors in CSR. In contrast, from the “do good by doing well”
perspective, CSR engagement creates value whereas firms accomplish their goal in profit
maximization. Before firms attain their financial objectives, CSR engagement would be

treated as a burden, a plain divestment of resources at the expense of shareholders.

Under the shareholder’s view, CSR is unlikely to be valued as it transfers profit from
shareholders to other stakeholders. The development for the first hypothesis of this study
suggests in domestic M&As, acquirers might perceive the target’s CSR to be value-
destroying and therefore predict the target’s CSR engagement to have a negative
association with the M&A premiums. As a result, it is of low probability that the acquirers
adopt the “do well by doing good” viewpoint when assessing target’s CSR. However, if
the acquirer approves the argument of “do good by doing well,” there is a chance the

acquirers would perceive the target’s CSR to be an asset in the M&A deal and assign

19
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more value to the target’s CSR when the target demonstrates stronger firm performance.

Since this study develops the first hypothesis based on the shareholder’s view, further

examination on the perception of the acquirer’s shareholders to the “do well” and “do

good” question can be made by investigating the moderating role of the target’s firm

performance on M&A premiums. Prior studies have shown that some moderating factors

are associated with the premiums related to CSR engagement that the acquirer is willing

to pay for. Qiao and Wu (2019) examined the institutional factors as a moderating effect

to M&A premiums, and found those factors significantly impact the acquirer’s perception

on the value of target’s CSR in cross-border M&A deals since institutional and cultural

distance impedes the mutual knowledge of the two parties and thus negatively affect the

acquirer’s evaluation of target’s CSR. Gomes and Marsat (2018) introduce an interaction

term between CSR and cross-border variable and find cross-border effect exerts

significant influence on the CSR performance in the social dimension

This study proposes a positive moderating effect of firm performance on the

relationship between targets’ CSR and M&A premiums. When the acquirer approves the

“do good by doing well” perspective, the target’s firm performance will affect the

acquirer’s evaluation of the target’s CSR. Since the target’s characteristics of firm
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performance such as profitability, operating efficiency and growth would have affected

the success of M&A deal by influencing the acquirer’s assessment on the value of the

target (Beitel, Schiereck, & Wahrenburg, 2004; Campa & Hernando, 2004; Skaife &

Wangerin, 2013), when the target presents a higher strength in those characteristics, the

excellent firm performance might convince the shareholders of the acquirer that the

target’s CSR engagement is based on the premise that the target has superior ability in

generating profit, operating business and accelerating sales. Presenting a more favorable

order by identifying priorities in financial objectives in business strategy reduces the

acquirer’s concern toward targets’ CSR practice. When assessing the target’s CSR, the

acquirer might not consider maintaining those CSR engagement a burden that costs

tremendous on stakeholder management, nor presume the CSR practice a result of

management entrenchment. Instead, drawing on high firm performance of the target, the

acquirer might recognize targets’ CSR as icing on the cake and approve its effect on

elevating the acquired firm in intangible aspects such as enhancing reputation and

forming competitive advantage.
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The following hypotheses are proposed in an alternative form:

H2(a) Targets’ profitability positively moderates the relationship between targets’

CSR engagement and M&A premiums.

H2(b) Targets’ operating ability positively moderates the relationship between targets’

CSR engagement and M&A premiums.

H2(c) Targets’ growth potential positively moderates the relationship between targets’

CSR engagement and M&A premiums.
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4. Research Design
4.1 Data and Sample

As this study focuses on the relationship between target’s CSR engagement, M&A
premiums, and moderating effect of firm performance, the sample is derived through
multiple steps from three main databases for information on CSR, M&A activities and
financial data. To measure CSR engagement, this research relies on the MSCI database
of environmental, social and governance (ESG), formerly referred to as the Kinder,
Lydenburg, Domini (KLD) database. The MSCI database is widely used in academic
literature for measuring CSR (Deng et al., 2013; Qiao & Wu, 2019; Van de Velde,
Vermeir, & Corten, 2005; Watson, 2015) as it introduces a set of indicators to provide
information on CSR performance of more than 3000 companies around the world. Data
of M&A deals is extracted from the Securities Data Corporation (SDC) database, a major
source of M&A activities across the world, which is also widely applied in M&A related
research. Lastly, financial information is collected from Compustat, a database of
financial, statistical and market information on active and inactive global companies

throughout the world.

Due to the fact that the MSCI database undertook a major modification to expand its
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coverage in 2003 and updated the annual CSR index to 2016 at the date of data collection

for this research, an M&A sample from SDC ranging from 2004 to 2017 is picked as this

research uses CSR performance in the year prior to the M&A deal announcement to

measure the CSR engagement of the target. The M&A deals are filtered by the following

criteria: (1) Both the targets and acquirers are publicly listed companies in the U.S. (2)

The deal value is higher than one million U.S dollars. (3) The percentage of shares

acquired in the transaction exceeds 50%. By this step, the initial sample derived from

SDC comes to 3,366 M&A deals. Next, data from MSCI database and SDC are merged

and deals with no records in ESG indicators are removed, which reduce the sample to

1,227 transactions. Thirdly, the sample is matched with Compustat to get necessary

financial information. A sample of 904 deals were eventually maintained after removing

the missing values.
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Table 1 Sample Yearly Distribution

YEAR Freq. Percent Cum.
2004 58 6.42 6.42
2005 89 9.85 16.26
2006 92 10.18 26.44
2007 114 12.61 39.05
2008 53 5.86 4491
2009 53 5.86 50.77
2010 76 8.41 59.18
2011 81 8.96 68.14
2012 71 7.85 76
2013 49 5.42 81.42
2014 13 1.44 82.85
2015 32 3.54 86.39
2016 72 7.96 94.36
2017 51 5.64 100
Total 904 100
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4.2 Measures

4.2.1 M&A premiums

The M&A premiums (PREMIUM) are calculated by the percentage difference
between offer price and the target’s market value four weeks before the deal
announcement date. This measure is consistent with prior research in M&A premiums to
capture the payment surpassing the market value with a four-week time lag to avoid
distortion from takeover announcement and value deviation caused by leakage of

information right before the announcement (Eckbo, 2009; Reuer, Tong, & Wu, 2012).

4.2.2 CSR engagement

The CSR engagement of the target (CSR) is measured by summing the scores the
target gets in the three different aspects: Environment, Social and Governance. Each
aspect can be further divided into two parts, strengths and concerns. Strengths present
positive CSR indicators, concerns for negative ones. Some indicators which are only
assigned to a very limited number of companies are deleted in this research and 136
indicators are maintained. The distribution of indicators, each having a binary value as 0
and 1, are as followed. The environment aspect is comprised of 19 strength indicators and

9 concern indicators. The social aspect has 48 strength indicators and 40 concern
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indicators, the governance aspect with 9 for strengths and 11 for concerns. Consistent
with Deng et al. (2013); Qiao and Wu (2019), the overall CSR score are aggregated to
measure the target’s CSR engagement by adding up the indicators for strengths minus

those for concerns.

4.2.3 Firm performance

The measure of firm performance is decomposed into three domains mentioned in
the development for the second hypothesis, which are profitability, operating ability and
growth potential. Following prior research (Beitel et al., 2004; Choi & Harmatuck, 2006;
McGuire, Sundgren, & Schneeweis, 1988), the following financial information of the

target acts as proxies for the three domains.

(a) Profitability: measured by return on equity (ROE), calculated by dividing net income

over shareholders' equity in the year prior to deal announcement.

(b) Operating ability: measured by net operating cash flow (OCF), scaled by book value

of total asset in the year prior to deal announcement.

(c) Growth potential: measured by sales growth rate (GROWTH), which is the

percentage change of net sales within three years prior to the deal announcement.
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4.2.4 Control variables

The regression model also includes a list of variables which might influence the

M&A premiums according to extant literature. The variables can be separated into three

levels as followed.

(a) M&A deal level

CASHONLY: A dummy variable with the value of 1 if deals are financed with cash

only as the payment method, otherwise 0. The M&A premiums might increase as the deal

is completed by an all-cash payment as it indicates there is less risk in misevaluation and

therefore the acquirer is willing to bear complete risk after the combination (Sudarsanam

& Mahate, 2003).

STOCKONLY: A dummy variable with the value of 1 if deals are financed with

stock only as the payment method, otherwise 0. If the deal introduces high probability of

inaccurately valuing the target, the premiums decrease as the acquirer tend to share risk

with the target by using an all-stock payment. (Sudarsanam & Mahate, 2003).

TENDER: A dummy variable with the value of 1 if the deal is a tender offer,

otherwise 0. Premiums would usually be higher to create incentive for the targets’
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shareholders to sell their shares when the acquirer openly proposes to purchase majority

control (Eckbo, 2009).

BLOCKHOLDER: A dummy variable with the value of 1 if the acquiror held more

than 5% of the target’s shares six months before announcement, otherwise 0.When the

acquirer holds more than five percent of shares in the target before M&A, the premiums

might decrease as the acquirer possesses more bargaining power (Ayers, Lefanowicz, &

Robinson, 2003).

COMPETE: A dummy variable equal to one if there was a competing bidder for

the target, otherwise 0. When two or more bidders compete for the same target, the

premiums might increase because of multiple bidding (Walkling & Edmister, 1985).

DIVERSIFY: A dummy variable with the value of 1 if the acquirer and target have

different first two-digit standard industrial classification code, otherwise 0. When the

acquirer and target belong to different industries, it would be more difficult to integrate

and therefore may cause a decrease in premiums (Ahern & Harford, 2014).
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(b) target characteristic level

SIZE: A variable measured by natural logarithm of book value of the target's total

asset in the year prior to deal announcement. The size of the target might be negatively

associated with the premiums because larger targets increase difficulty in

integration(Calipha et al., 2010) .

CASH: A variable measured by cash and marketable securities over total assets in

the year prior to deal announcement. Cash held by the target represents higher liquidity

and therefore might increase M&A premiums (Bena & Li, 2014).

LEV: A variable measured by total debt over total assets in the year prior to deal

announcement. The leverage ratio of the target is also controlled in prior research (Deng

et al., 2013; Gomes & Marsat, 2018), but it could either increase or decrease premiums

as a target heavily in debt can be attractive in the eyes of bidders who seek to create

earnings by restructuring corporate finance.

MB: A variable measured by the ratio of market value to book value in the year

prior to deal announcement. According to prior research, the variation of market to book

ratio can be a proxy for good market performance (Beitel et al., 2004) or high

misevaluation by market (Laamanen, 2007). Thus, the impact to premiums might be
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positive or negative.

ROE, OCF, GROWTH: when the proxies for firm performance act as control
variables in the model, they might be either positively or negatively associated with the
dependent variable, PREMIUM. While good firm performance might increase premiums
assigned by the acquirer, inherent outstanding performance may also reduce potential
takeover gains as the acquirer expects less profit generated from target reorganization

(Berchicci et al., 2012; Capron, 1999; Gomes & Marsat, 2018).

(c) Fixed effect level

In addition to variables for M&A deal level and target characteristics, year fixed
effect (YEAR) and industry fixed effect (IND) are also controlled to avoid influence by

market fluctuation and industry variation.
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Table 2 Variable Definitions

Research Variables
PREMIUM The percentage difference between offer price and target’s market
value four weeks before the deal announcement date.
CSR The sum of strengths for indicators in MSCI ESG index minus that
in concerns.
) Expected
Control Variables )
Sign
A dummy variable with the value of 1 if deals are
CASHONLY financed with cash only as the payment method, +
otherwise 0.
A dummy variable with the value of 1 if deals are
STOCKONLY financed with stock only as the payment method, -
otherwise 0.
A dummy variable with the value of 1 if the deal is a
TENDER _ +
tender offer, otherwise 0.
A dummy variable with the value of 1 if the acquiror
BLOCKHOLDER | held more than 5% of the target’s shares six months -
before announcement, otherwise 0.
A dummy variable equal to one if there was a competing
COMPETE _ _ +
bidder for the target, otherwise 0.
A dummy variable with the value of 1 if the acquirer and
DIVERSIFY target have different first two-digit standard industrial -
classification code, otherwise 0.
ROE The ratio of net income over shareholders' equity in the o
year prior to deal announcement.
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OCF The ratio of net operating cash flow over book value of o
total asset in the year prior to deal announcement.
The percentage change of net sales within three years

GROWTH . +/-
prior to the deal announcement.

SIZE The natural logarithm of book value of the target's total
asset in the year prior to deal announcement.

CASH The ratio of cash and marketable securities over total N
assets in the year prior to deal announcement.

LEV The ratio of total liability over total assets in the year o
prior to deal announcement.

MB The ratio of market value to book value in the year prior o
to deal announcement.
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4.3 Model specification

The Ordinary Least Square (OLS) regression model is applied to test the hypotheses.

Formula (1) is constructed for testing the first hypothesis to explore the association

of target’s CSR engagement and M&A premiums.

PREMIUM;, = B, + f3,CSR;;_1 + B,CASHONLY,, + B,STOCKONLY, + B, TENDER;
+ BsBLOCKHOLDER, ,_, + BsCOMPETE,,_, + B,DIVERSIFY,,_,
+ BgROE, _; + BoOCF,,_, + B,,GROWTH, ,_, + f,,SIZE,,_,

+ B1,CASH o + B3LEV,, | + B14MB;, | +IND; + YEAR, + &;; 1)

Formula (2a), (2b), (2c) are constructed for testing the second hypothesis to examine
the moderating effect of firm performance on the association of target’s CSR engagement

and M&A premiums.
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PREMIUM;, = f, + B,CSR;;_1"ROE;;_1 + ,CSR; ,_; + B;CASHONLY;;
+ B,STOCKONLY,, + BsTENDER; + fsBLOCKHOLDER; ,_,
+ p,COMPETE,,_, + BaDIVERSIFY,,_, + BROE; ,_; + B;,0CF,,_,
+B11GROWTH ,_, + B1,SIZE;,_, + B;CASH,,_, + B,LEV,,_,

+ B1sMB; . +IND; + YEAR, +¢&;; (2a)

PREMIUM;, = S, + B,CSR;;_1OCF;;_y + B,CSR;,_, + B;CASHONLY,
+ B,STOCKONLY, , + BsTENDER; , + BBLOCKHOLDER, ,_,
+ B,COMPETE,,_, + BgDIVERSIFY, _, + BROE,,_; + B,,0CF, ._,
+ B, GROWTH, ,_, + B,,SIZE; _; + B13CASH, ,_; + B, LEV,,_,

+ :BlsMBi,t—l + IND; + YEAR, + &;¢ (2b)

PREMIUM;, = B, + B1CSRi;—1"GROWTH;, 1 + ,CSR,;,_, + B;CASHONLY;
+ B,STOCKONLY, ; + BsTENDER; ; + B;BLOCKHOLDER,,_,
+ B,COMPETE, ,_, + BaDIVERSIFY; ,_, + BoROE; ._; + ;0CF;,_,
+ B GROWTH, ,_ + B1,SIZE;,_; + B13CASH, _; + B, LEV,,_,

+ IBISMBi,t—l + IND; + YEAR; + &;¢ (2¢c)
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5. Main Results
5.1 Descriptive Statistics and Correlation Analysis

Table 3 shows the descriptive statistics for the whole sample of 904 observants. All
continuous variables are winsorized at 1% and 99% percentiles in prevention of deviation
by extreme values. The table presents the mean, standard deviation, max and minimum
values, as well as values in the first, second, and third quantile of all research and control
variables. Most of the deals observed positive M&A premiums, and the average
premiums paid is about 50 percent. For the deal level variables, about 70 percent of the
deals are purely cash financed whereas only a few deals are delivered by stock-only
consideration. About one-fourth of the takeovers are acquired through tender offer and
only a few bidders in the sample held more than five percent shares of the target before
the M&A. A low ratio of deals has more than one potential bidders. Forty-eight percent

of the deals are cross-industry as the acquirer and target belongs to different industries.

For the firm level control variables, the average return on equity of the target in the
year before the deal is about 3 percent, operating cash flow to total asset ratio 7 percent
and net sales growth rate 13 percent, but the standard deviation presents a high variation

among observants. The size, cash ratio and debt ratio vary across different targets as
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shown in the quantiles. The market to book ratio comes to an average of 2.7 and the

majority of targets’ market value exceeds book value.

Table 4 provides the correlation matrix for all variables. The correlation between

target CSR and premiums is significant and negative, suggesting the target’s CSR

engagement decreases the M&A premiums. This finding preliminarily verifies the

expectation of hypothesis 1. By applying the commonly used cut-off threshold of 0.8, all

coefficients are well below the value. A test of the variance inflation factor (VIF) also

shows all values are lower than 3. Thus, multicollinearity is not a serious problem in this

study.
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Table 3 Descriptive Statistics

Variable N mean sd min p25 p50 p75 max
PREMIUM 904 0.49732 0.60126 -0.7126 0.23673 0.38307 0.59527 7.89357
CSR 904  -1.3529 3.81006 -14 -4 -2 1 20
CASHONLY 904  0.71239 0.4529 0 0 1 1 1

STOCKONLY 904  0.06527 0.24713 0 0 0 0 1
TENDER 904  0.23783 0.42599 0 0 0 0 1
BLOCKHOLDER | 904  0.04535 0.20819 0 0 0 0 1
COMPETE 904  0.04757 0.21296 0 0 0 1
DIVERSIFY 904  0.48009 0.49988 0 0 0 1 1
ROE 904  0.02732 0.42858 -2.4353 -0.0128 0.0786 0.15217 1.59349
OCF 904 0.07298 0.11846 -0.4531 0.04426 0.08572 0.12985 0.31788
GROWTH 904  13.0726 24.7448 -20.63 0 6.575 1758 153.57
SIZE 904  6.69819 1.4528 3.96678 5.58988 6.57321 7.60747 10.6927
CASH 904 0.23229 0.22286 0.00125 0.04836 0.15841 0.36175 0.88742
LEV 904 159109 5.49415 0 0.0112 0.19932 0.73756 44.4225
MB 904  2.73724 4.31436 -20.606 1.43315 2.23316 3.59034 22.0537
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Table 4 Correlation Matrix

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
1.PREMIUM 1
2.CSR -0.089"" 1

3.CASHONLY | 0.037 -0.04 1

4 STOCKONLY | -0.056 0.066 -0.416 1

5.TENDER 0.071° -0.077" 0252 -0127 1
6.BLOCKHOLDER |-0.150"" -0.011 0.033 -0.015 0.028 1

7.COMPETE 0.037 -0.035 -0.007 -0.017 0.058  0.026 1
8.DIVERSIFY | -0.076° -0.003 0.219" -0.102" -0.053 0.078" -0.069" 1

9.ROE -0.175™" 0.028 -0.061 -0.045 -0.047 0.042 -0.01 -0.005 1

10.0CF -0.223™ 0.011 -0.008 -0.064 -0.081 -0.031 -0.026 0.049 0427 1
11.GROWTH 0.03 -0.003 0031 -0.042 0063 -0016 003 -0081° -0.003 -0.057 1

12.SIZE -0.085 0.1517 -0.278" 0.102” -0.186  0.054  0.019 -0.058 0.207 0.227 -0.150 1

13.CASH 0.0917 0.032 0.044 0.023 0154 -0.065 0.019 -0.091  -0.207  -0.327" 0229 -0473 1

14.LEV 0.034 0.008 0.028 002 0001 0.005 -0.026 0.031 -0.069° -0.031 -0.003 -0.113"" 0.079" 1

15.MB -0.014 0083 -0.012 0.054 0.031 -0.029 0.004 -0.056 -0.008 -0.061 0075 -0.074" 0142 0.029 1

p -values in parentheses

“p <0.05 "p<001"p <0001
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5.2 Hypotheses testing

The outcome of the first hypothesis (H1) is shown in Table 5. H1 tests the
relationship between targets’ CSR engagement and M&A premiums. The table reports
that the coefficient on CSR which represents targets’ CSR engagement is -0.009, and the
p-value is 0.048. The negative and significant coefficient suggests when the target’s CSR
score in MSCI index is increased by 1 unit, the M&A premiums will decline by 0.9
percent. The result is consistent with the expectation in hypothesis 1, and stands for the
shareholder theory. For the shareholders of the acquirer, the deeper the target involves in
CSR activities, the more value-destroying the M&A deal will be. The result supports the
shareholder theory which argues that CSR engagement is a transfer of wealth from
shareholders to other stakeholders (Friedman, 1970; Jensen, 2001). In an M&A deal, the
acquirers manifest this fact by offering lower premiums associated to targets’ CSR

engagement.

Targets’ CSR, a nexus of contracts transferred to the acquirer is perceived as a costly
expenditure that deprives the combined group’s resources. Possible explanation to this
fact might be as followed. First, when the target reveals more engagement in CSR, the

acquirer might need to spend more on negotiating with the stakeholders as they would
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oppose the deal more strongly in fear of jeopardizing their interest. Next, the target’s CSR

engagement imposes duty on the acquirers by forcing them to meet obligations in CSR

reporting and implementation. As fulfilling these obligations might consume much

resources, the acquirer will lower their valuation toward the target. Moreover, when the

target has already set a high standard in CSR practice, the acquirer might find it hard to

form alliance with the target’s inherent stakeholders. Hence, the solid network of CSR

constructed by the target would also cost the acquirer more when they want to shift the

target’s resources to other potential counterparts since they need to pay a higher price in

breaking the connections with targets’ inherent stakeholders. These reasons above all

raise uncertainty and cost for the deal completion and post-M&A integration. In addition

to the shareholder theory, under the context of capabilities-deployment assumption of

M&A (Berchicci et al., 2012; Capron, 1999), targets with higher CSR performance would

become less attractive since limited value-enhancement can be realized through

refinement of targets’ CSR. Therefore, in line with the empirical result, when the target

performs better CSR engagement, the acquirer lowers the bid premiums in an M&A deal.

For control variables, all variables are in line with expected sign while some do not

present a significant impact on the dependent variable.
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Target's CSR engagement and M&A premiums

Table 5 Result for H1

Coef. t-stat P-value Std. Err.
CSR -0.009 ** -1.980 0.048 0.004
CASHONLY 0.014 0.360 0.720 0.040
STOCKONLY -0.149 ** -2.180 0.030 0.068
TENDER 0.061 1.630 0.104 0.037
BLOCKHOLDER -0.445 *** -6.070 0.000 0.073
COMPETE 0.046 0.670 0.501 0.069
DIVERSIFY -0.040 -1.260 0.209 0.032
ROE -0.090 ** -2.290 0.022 0.039
OCF -0.660 *** -4.340 0.000 0.152
GROWTH 0.001 0.870 0.382 0.001
SIZE -0.010 -0.750 0.455 0.014
CASH 0.022 0.260 0.798 0.087
LEV 0.003 1.150 0.251 0.003
MB -0.002 -0.520 0.602 0.003
constant 0.345 0.750 0.454 0.460
YEAR Fixed effect
INDUSTRY Fixed effect
Obs 904
Adj R-squared 0.1775

*, ** and *** represent significance at the 10, 5, and 1 percent (two-tailed)

confidence levels.
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Table 6 reports the regression results for the second hypotheses, H2(a), H2(b), H2(c).

Each hypothesis tests the moderating effect of firm performance in different domains,

which are profitability, operating ability and growth potential. H2(a) predicts a positive

moderating effect of profitability on the relationship between target’s CSR engagement

and M&A premiums. Model 1 shows the coefficient of the interaction term is 0.011,

positive and statistically significant at 1% confidence level. This provides support for

H2(a), indicating the negative association between targets” CSR engagement and M&A

premiums would be alleviated whereas the target presents stronger profitability. In Model

2, the coefficient (0.097) is also positive and significant at 1% confidence level, referring

the fact that the operating ability proxied by the target’s net operating cash flow also has

a positive moderating effect on targets” CSR and premiums. Although in model 3, the

moderating effect of sale growth is not significantly evident, the empirical results in

model 1 and 2 suggest targets’ firm performance exercises positive moderating effect to

reduce the negative impact of targets’ CSR. The acquirer perceives the target’s CSR

engagement to be less value-destroying when the target has demonstrated strength in

profitability and operating ability. This could be explained through the fact that acquirer

alleviates doubts on CSR engagement under the “do good by doing well” context. That

is, the acquirer reduces disapproval of targets’ CSR when the CSR practice (doing good)
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is undertaken in targets that have already presented better firm performance (doing well).
Thus, firm performance has a moderating role in relieving the negative perception
acquirer imposes on targets’ CSR.

Table 6 Result for H2

Moderating Effect of Firm Performance

Model 1 Model 2 Model 3
Coef. t-stat  p-value Coef. t-stat  p-value Coef. t-stat  p-value
CSR*ROE 0.011 ***  3.89 0.000
CSR*OCF 0.097 *** 299 0.003
CSR*GROWTH 0.000 1.29 0.196
CSR -0.008 * -1.95 0.052 | -0.017 *** -3.29 0.001 | -0.011 ** -2.31 0.021
CASHONLY 0.007 0.17 0.862 0.017 0.42 0.676 0.019 0.47 0.635
STOCKONLY | -0.152 ** -2.24 0.025 | -0.137 ** -2.01 0.044 | -0.147 ** -2.14 0.032
TENDER 0.061 * 1.65 0.100 0.059 1.6 0.110 0.060 1.62 0.106
BLOCKHOLDER | -0.437 ***  -6.01 0.000 | -0.447 *** -6.12 0.000 | -0.447 -6.10 0
COMPETE 0.042 0.62 0.533 0.039 0.58 0.565 0.050 0.73 0.465
DIVERSIFY -0.044 -1.37 0.172 | -0.042 -1.31 0.191 | -0.042 -1.31 0.189
ROE -0.084 ** -2.16 0.031 | -0.094 ** -24 0.016 | -0.090 ** -2.31 0.021
OCF -0.640 ***  -4.24 0.000 | -0.478 *** -2.93 0.004 | -0.637 -4.16 0
GROWTH 0.001 0.82 0.415 0.001 1.03 0.303 0.001 1.30 0.194
SIZE -0.013 -0.94 0.347 | -0.012 -0.86 0.392 | -0.009 -0.65 0.517
CASH 0.021 0.24 0.807 0.015 0.18 0.860 0.035 0.39 0.693
LEV 0.003 1.16 0.247 0.003 1.04 0.297 0.003 1.19 0.235
MB -0.004 -1.22 0.224 | -0.002 -0.56 0.572 | -0.002 -0.58 0.56
constant 0.385 0.84 0.400 0.355 0.78 0.438 0.327 0.71 0.478
YEAR Fixed effect Fixed effect Fixed effect
INDUSTRY Fixed effect Fixed effect Fixed effect
Obs 904 904 904
Adj R-squared 0.1915 0.1854 0.1782

*,** and *** represent significance
at the 10, 5, and 1 percent (two-tailed) confidence levels
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6. Additional tests

6.1 Alternative CSR measurement

This study uses the summation of exact scores in the MSCI ESG index as measure
for CSR engagement in the main tests. Deng et al. (2013), on the other hand, use the
weighted average method to calculate CSR scores for the sample. They deflate the
summation of scores in each dimension by the number of indicators. For instance, if the
target gets 3,4,5 points in environmental, social and governance dimensions respectively,
and there are 8,9,10 indictors for those dimensions, the average-weighted score would be
(3/8 + 4/9 + 5/10). Therefore, the first additional test applies the weighted average method

to compute the CSR score for each target and run the two hypotheses again.

Table 7 reports result for hypothesis 1 when applying weighted average method for
the proxy of target’s CSR (CSR_W). The coefficient of CSR_W is insignificant and
negative, which indicates the fact that the association of target’s CSR engagement and
M&A premiums is not evident when the scores are deflated by the number of indicators.
However, Table 8 shows that major findings for hypothesis 2 remain the same. The
moderating effect of profitability and operating ability of the target are significant and

positive while CSR_W appears to be significant and negative. This corroborates the
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finding that firm performance mitigates the negative impact of CSR on M&A premiums.

Target's CSR engagement and M&A premiums

Table 7 Additional Test 1 for H1

Alternative CSR measurement

Coef. t-stat P-value Std. Err.
CSR_ W -0.090 -1.040 0.299 0.086
CASHONLY 0.012 0.300 0.764 0.040
STOCKONLY -0.155 ** -2.260 0.024 0.068
TENDER 0.063 * 1.700 0.090 0.037
BLOCKHOLDER | -0.441 *** -6.010 0.000 0.073
COMPETE 0.052 0.750 0.452 0.069
DIVERSIFY -0.040 -1.250 0.210 0.032
ROE -0.091 ** -2.310 0.021 0.039
OCF -0.661 *** -4.340 0.000 0.152
GROWTH 0.001 0.900 0.370 0.001
SIZE -0.015 -1.120 0.261 0.014
CASH 0.012 0.140 0.887 0.087
LEV 0.003 1.140 0.253 0.003
MB -0.002 -0.580 0.559 0.003
constant 0.392 0.850 0.396 0.461
YEAR Fixed effect
INDUSTRY Fixed effect
Obs 904
Adj R-squared 0.1746

*, ** and *** represent significance at the 10, 5, and 1 percent (two-tailed)

confidence levels.
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Table 8 Additional Test 1 for H2
Alternative CSR measurement

Moderating Effect of Firm Performance

Model 1 Model 2 Model 3
Coef. t-stat  p-value Coef. t-stat  p-value Coef. t-stat  p-value
CSR_W*ROE 0.203 *** 29 0.004
CSR_W*OCF 1.443 ** 2 0.045
CSR_W*GROWTH 0.004 1.31 0.192
CSR -0.105 -1.21 0.225 | -0.226 ** -2.06 0.040 | -0.139 -1.47 0.141
CASHONLY 0.007 0.18 0.861 0.013 0.32 0.748 0.016 0.41 0.685
STOCKONLY -0.151 ** -2.22 0.027 | -0.148 ** -2.16 0.031 | -0.156 ** -2.27 0.023
TENDER 0.063 * 1.7 0.089 0.064 * 1.72 0.086 0.063 * 1.70 0.090
BLOCKHOLDER | -0.439 *** -6 0.000 | -0.443*** -6.04 0.000 | -0.445 -6.06 0.000
COMPETE 0.048 0.71 0.480 0.049 0.71 0.477 0.054 0.78 0.434
DIVERSIFY -0.044 -1.36 0.175 | -0.041 -1.29 0.197 | -0.043 -1.32 0.187
ROE -0.070 ** -1.77 0.077 | -0.092 ** -2.36 0.019 | -0.090 ** -2.29 0.022
OCF -0.662 ***  -4.36 0.000 | -0.525*** -3.16 0.002 | -0.644 *** -421 0.000
GROWTH 0.001 0.84 0.400 0.001 0.92 0.356 0.001 1.25 0.212
SIZE -0.017 -1.23 0.218 | -0.016 -1.16 0.247 | -0.015 -1.09 0.277
CASH 0.015 0.17 0.867 0.019 0.21 0.830 0.022 0.25 0.800
LEV 0.003 1.18 0.239 0.003 1.1 0.273 0.003 1.17 0.242
MB -0.004 -1.06 0.289 | -0.002 -0.54 0.592 | -0.003 -0.74 0.460
constant 0.421 0.92 0.359 0.395 0.86 0.39 0.386 0.84 0.402
YEAR Fixed effect Fixed effect Fixed effect
INDUSTRY Fixed effect Fixed effect Fixed effect
Obs 904 904 904
Adj R-squared 0.182 0.178 0.175

*, ** and *** represent significance
at the 10, 5, and 1 percent (two-tailed) confidence levels
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6.2 Alternative sample periods

Extant literature suggests the financial crisis in 2008 has made an impact on firms’
CSR performance (Giannarakis & Theotokas, 2011; Yelkikalan & Kose, 2012).
Therefore, the second additional test separates the sample into two periods, the pre-
financial crisis period (PRE) which covers M&A deals from 2004 to 2008 and the post-
financial crisis period (POST), ranging from 2009 to 2017. This additional test will
further examine the effect of changes in material macroeconomic risk factors on the

propositions of this study.

Table 9 demonstrates the results for hypothesis 1 before and after the financial crisis.
The relationship between CSR engagement and M&A premiums becomes significant
only after the financial crisis. The coefficient and significant level have both largely
increased in the post-crisis period, and the sign indicating a negative impact on M&A
premiums is consistent with the main result. For test of hypothesis 2 in Table 10, the post-
crisis sample shows a positive and significant moderating effect of profitability and
operating ability on the association between CSR engagement and premiums, remaining
the same outcome as in the main result. The pre-crisis sample, in contrast, shows either

different or no significant impact. The second additional test suggests the main results for
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this study are driven by the post-crisis sample and verifies the argument of prior studies

which indicates CSR has raised more attention after the financial crisis and thus becomes

more influential to business activities.

Table 9 Additional Test 2 for H1

Alternative sample periods
Target's CSR engagement and M&A premiums

PRE POST
Coef. t-stat Coef. t-stat
CSR -0.001 -0.260 -0.016 ** -1.990
CASHONLY 0.022 0.440 0.040 0.590
STOCKONLY -0.081 -0.950 -0.100 -0.840
TENDER 0.072 1.440 0.035 0.590
BLOCKHOLDER | -0.384 *** -4.000 -0.485 *** -3.890
COMPETE -0.046 -0.510 0.108 0.970
DIVERSIFY -0.019 -0.470 -0.019 -0.350
ROE 0.023 0.320 -0.093 ** -1.980
OCF -0.687 -3.640 -0.770 *** -2.960
GROWTH 0.000 0.200 0.001 0.750
SIZE -0.005 -0.270 0.000 0.010
CASH -0.040 -0.390 0.127 0.820
LEV 0.004 1.230 0.001 0.740
MB -0.010 ** -2.080 0.005 0.930
constant 0.540 1.360 0.381 0.640
YEAR Fixed effect Fixed effect
INDUSTRY Fixed effect Fixed effect
Obs 406 498
Adj R-squared 0.1304 0.2132

*, ** and *** represent significance at the 10, 5, and 1 percent (two-tailed)

confidence levels.
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Table 10 Additional Test 2 for H2
Alternative sample periods

Moderating Effect of Firm Performance

Model 1 Model 2 Model 3
PRE POST PRE POST PRE POST
Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat
CSR*ROE -0.029 ** -2.23 ]0.0152 *** 411
CSR*OCF -0.04 -0.9 |0.2446 *** 474
CSR*GROWTH 0.000 1.47 0.00 0.02
CSR 0.001 026 |-0.013 ** -1.71 0.002 0.33 |-0.033 *** -3.820 | -0.005 -0.87 | -0.02 -1.92
CASHONLY 0.024 0.47 ]0.0251 0.38 0.022 0.42 ]0.0484 0.730 0.029 0.55 0.04 0.59
STOCKONLY | -0.075 -0.89 |-0.105 -0.9 -0.083 -0.98 |-0.047 -0.400 | -0.074 -0.86 | -0.10 -0.84
TENDER 0.066 1.34 ]0.0305 0.53 0.073 1.46 | 0.032 0.550 0.072 1.45 0.03 0.590
BLOCKHOLDER | -0.376 *** -3.93 |-0.471 *** -3.850 | -0.383 *** -3.99 [-0.452 *** -3,720 | -0.389 *** -4.05 | -0.48 *** -3.890
COMPETE -0.048 -0.52 |0.1016 0.930 | -0.047 -0.51 | 0.079 0.720 | -0.043 -0.47 0.11 0.96
DIVERSIFY -0.017 -0.42 |-0.026 -0.49 -0.019 -0.47 |-0.027 -0.510 | -0.022 -0.54 -0.02 -0.35
ROE -0.041 ** -0.53 |-0.101 ** -2.17 0.019 0.27 |-0.112 ** -2.430 | 0.023 0.31 -0.09 ** -1.98
OCF -0.693 *** -3.69 |-0.711 *** -2,780 | -0.738 *** -3.75 |-0.205 -0.730 | -0.640 *** -3.35 | -0.77 *** -2.950
GROWTH 0.000 0.27 0.0009 0.770 0.000 0.14 ]0.0012 1.000 0.000 0.75 0.00 0.7
SIZE -0.004 -0.22 |-0.008 -0.33 | -0.005 -0.3 |-0.009 -0.400 | -0.003 -0.19 0.00 0.01
CASH -0.036 -0.35 | 0.125 0.83 | -0.039 -0.38 |0.0883 0.590 | -0.018 -0.17 0.13 0.820
LEV 0.004 1.19 |0.0014 0.74 0.004 1.26 |0.0013 0.690 0.005 1.30 0.00 0.74
MB -0.009 ** -2.05 |-8E-04 -0.14 | -0.010 ** -2.07 |0.0065 1.180 | -0.010 *** -2.18 0.01 0.930
constant 0.494 1.25 ]0.4493 0.77 0.536 1.35 0.45 0.78 0.514 1.30 0.38 0.64
YEAR Fixed effect Fixed effect Fixed effect Fixed effect Fixed effect Fixed effect
INDUSTRY Fixed effect Fixed effect Fixed effect Fixed effect Fixed effect Fixed effect
Obs 406 498 406 498 406 498
Adj R-squared 0.1404 0.2418 0.1299 0.2512 0.1333 0.2113

*,** and *** represent significance
at the 10, 5, and 1 percent (two-tailed) confidence levels
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7. Conclusion

By studying the relation between targets’ CSR and M&A premiums, this research
finds that acquirers perceive the targets’ CSR engagement value-destroying in M&A
deals and therefore assign less premiums when targets present better CSR performance.
This is consistent with the shareholder theory which indicates CSR consumes financial
resources at the expense of the shareholders, and further points out that in M&A deals,
the transfer of targets’ CSR to acquirers may cost heavily for future integration.
Furthermore, by applying the capability-deployment theory, good CSR performance
undermines potential takeover gains in inferior management replacement. As such,
targets” CSR engagement violates the goal of profit-maximization for acquirers and

therefore reduces M&A premiums.

The second finding of the study suggests the target’s firm performance exercises a
positive moderating effect on the association of CSR engagement and premiums. The
acquirer lessens its negative perception on CSR where the target presents higher
profitability and operating ability. This complements the argument of “do good by doing

well,” which implies the fact that the acquirer recognizes the target’s CSR as icing on the
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cake when the target has done well in firm performance and wouldn’t consider acquiring

the target’s CSR as value-destroying as it is for targets with low firm performance.

The two findings in this research might intrigue participants in the M&A market,

especially corporate managers in target firms. They could draw insights from this paper

that even if they consider their own CSR practice to be gratifying, beauty is in the eyes

of the owner not the acquirer. Acquirers, in contrast, devalue the target’s CSR practice

which might imperil the shareholder’s wealth in the acquiring firm. If targets wish to

alleviate the negative perception of CSR engagement and raise the bid price in the deal,

they should present the firm’s priority in financial objectives by proving good firm

performance and interpret CSR practice as additional operation means instead of

something requesting huge efforts to manage.

This study adds to the body of literature on CSR under the context of M&A by using

a domestic sample to investigate acquirers’ perception to targets’ CSR engagement

through the assignment of premiums. Like all research, the study has limitations. First, as

this study only picks domestic M&A deals, readers have to be careful when generalizing

the result to deals involving cross-border factors. Second, both targets and acquirers in

the sample are publicly listed companies and the data limits itself to deals of larger scale
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where the transaction value exceeds one million dollars. Results may vary for private or
small median enterprises. Third, the MSCI index contains a variety of indicators that
measures CSR at an extensive level. Alternative focus of indicators or measurement
application may also lead to different conclusions. Finally, although this research
deduces many possible reasons for its findings, the results of OLS regression models only
display the significant associations, future research should utilize this study by
introducing a more thoughtful methodology to explore the determinants in the relation of
targets’ CSR and M&A premiums as well as the moderating effect of factors from distinct

levels.

53

d0i:10.6342/NTU201901020



References

Ahern, K. R., & Harford, J. (2014). The importance of industry links in merger waves.

The Journal of Finance, 69(2), 527-576.

Al-Sharkas, A. A., Hassan, M. K., & Lawrence, S. (2008). The impact of mergers and
acquisitions on the efficiency of the US banking industry: further evidence.

Journal of Business Finance & Accounting, 35(1-2), 50-70.

Alexander, G. J., & Buchholz, R. A. (1978). Corporate social responsibility and stock

market performance. Academy of Management Journal, 21(3), 479-486.

Arouri, M., Gomes, M., & Pukthuanthong, K. (2019). Corporate social responsibility and

M&A uncertainty. Journal of Corporate Finance, 56, 176-198.

Auerbach, A. J., & Reishus, D. (1987). The impact of taxation on mergers and
acquisitions. In Mergers and acquisitions (pp. 69-86): University of Chicago

Press.

Barnea, A., & Rubin, A. (2010). Corporate social responsibility as a conflict between

shareholders. Journal of Business Ethics, 97(1), 71-86.

Barnett, M. L. (2007). Stakeholder influence capacity and the variability of financial
returns to corporate social responsibility. Academy of management review, 32(3),

794-816.

Baron, D. P. (2001). Private politics, corporate social responsibility, and integrated

strategy. Journal of Economics & Management Strategy, 10(1), 7-45.

54

d0i:10.6342/NTU201901020



Barrios, J. M., Fasan, M., & Nanda, D. (2014). Is Corporate Social Responsibility an
Agency Problem? Evidence from CEO Turnovers. Evidence from CEO Turnovers

(December 1, 2014).

Beitel, P., Schiereck, D., & Wahrenburg, M. (2004). Explaining M&A success in

European banks. European Financial Management, 10(1), 109-139.

Bena, J., & Li, K. (2014). Corporate innovations and mergers and acquisitions. The

Journal of Finance, 69(5), 1923-1960.

Berchicci, L., Dowell, G., & King, A. A. (2012). Environmental capabilities and
corporate strategy: Exploring acquisitions among US manufacturing firms.

Strategic Management Journal, 33(9), 1053-1071.

Blowfield, M., & Murray, A. (2014). Corporate responsibility: Oxford University Press.

Calipha, R., Tarba, S., & Brock, D. (2010). Mergers and acquisitions: a review of phases,
motives, and success factors. In Advances in mergers and acquisitions (pp. 1-24):

Emerald Group Publishing Limited.

Campa, J. M., & Hernando, I. (2004). Shareholder value creation in European M&As.

European Financial Management, 10(1), 47-81.

Capron, L. (1999). The long-term performance of horizontal acquisitions. Strategic

Management Journal, 20(11), 987-1018.

Cespa, G., & Cestone, G. (2007). Corporate social responsibility and managerial

entrenchment. Journal of Economics & Management Strategy, 16(3), 741-771.

Choi, J., & Harmatuck, D. (2006). Post-operating performance of construction mergers
55

d0i:10.6342/NTU201901020



and acquisitions of the United States of America. Canadian journal of civil

engineering, 33(3), 266-277.

Coase, R. H. (1952). The nature of the firm, Economics NS 4 (1937) 386405. Reprinted
in: GJ Stigler and KE Boulding, eds., Readings in price theory (Richard D. Irwin,

Homewood, IL).

Deloitte (Ed.) (2019). The state of the deal: M&A trends 2019.
https://www2.deloitte.com/us/en/pages/mergers-and-acquisitions/articles/ma-

trends-report.html.

Deng, X., Kang, J.-k., & Low, B. S. (2013). Corporate social responsibility and
stakeholder value maximization: Evidence from mergers. Journal of Financial

Economics, 110(1), 87-109.

Dollinger, M. J., Golden, P. A., & Saxton, T. (1997). The effect of reputation on the

decision to joint venture. Strategic Management Journal, 18(2), 127-140.

Eckbo, B. E. (2009). Bidding strategies and takeover premiums: A review. Journal of

Corporate Finance, 15(1), 149-178.

Fatemi, A., Fooladi, I., & Tehranian, H. (2015). Valuation effects of corporate social

responsibility. Journal of Banking & Finance, 59, 182-192.

Flammer, C. (2015). Does corporate social responsibility lead to superior financial
performance? A regression discontinuity approach. Management Science, 61(11),

2549-2568.

Fombrun, C., & Shanley, M. (1990). What's in a name? Reputation building and corporate

56

d0i:10.6342/NTU201901020



strategy. Academy of Management Journal, 33(2), 233-258.

Freeman, R. E. (1984). Strategic management: a stakeholder approach. Boston: Pitman,

25.

Freeman, R. E. (2010). Strategic management: A stakeholder approach: Cambridge

university press.

Friedman, M. (1970). A Friedman doctrine: The social responsibility of business is to

increase its profits. The New York Times Magazine, 13(1970), 32-33.

Giannarakis, G., & Theotokas, I. (2011). The effect of financial crisis in corporate social

responsibility performance. International Journal of Marketing Studies, 3(1), 2.

Godfrey, P. C., Merrill, C. B., & Hansen, J. M. (2009). The relationship between
corporate social responsibility and shareholder value: an empirical test of the risk
management hypothesis. Strategic Management Journal, 30(4), 425-445.

doi:10.1002/smj.750

Gomes, M., & Marsat, S. (2018). Does CSR impact premiums in M&A transactions?

Finance Research Letters, 26, 71-80.

Griffin, J. J., & Mahon, J. F. (1997). The corporate social performance and corporate
financial performance debate: Twenty-five years of incomparable research.

Business & Society, 36(1), 5-31.

Hodgson, G. M. (1998). Competence and contract in the theory of the firm. Journal of

Economic Behavior & Organization, 35(2), 179-201.

Jensen, M. C. (2001). Value maximization, stakeholder theory, and the corporate
57

d0i:10.6342/NTU201901020



objective function. Journal of applied corporate finance, 14(3), 8-21.

Jiao, Y. (2010). Stakeholder welfare and firm value. Journal of Banking & Finance,

34(10), 2549-2561.

Kato, J., & Schoenberg, R. (2014). The impact of post-merger integration on the
customer—supplier relationship. Industrial Marketing Management, 43(2), 335-

345.

Kaul, A., & Wu, B. (2016). A capabilities-based perspective on target selection in

acquisitions. Strategic Management Journal, 37(7), 1220-1239.

Laamanen, T. (2007). On the role of acquisition premium in acquisition research.

Strategic Management Journal, 28(13), 1359-1369.

Lee, M. D. P. (2008). A review of the theories of corporate social responsibility: Its
evolutionary path and the road ahead. International journal of management

reviews, 10(1), 53-73.

Liang, H., Renneboog, L., & Vansteenkiste, C. (2017). Corporate employee-engagement

and merger outcomes.

Malik, M. (2015). Value-enhancing capabilities of CSR: A brief review of contemporary

literature. Journal of Business Ethics, 127(2), 419-438.

McGuire, J. B., Sundgren, A., & Schneeweis, T. (1988). Corporate social responsibility
and firm financial performance. Academy of Management Journal, 31(4), 854-

872.

McWilliams, A., & Siegel, D. (2000). Corporate social responsibility and financial
58

d0i:10.6342/NTU201901020



performance: correlation or misspecification? Strategic Management Journal,

21(5), 603-609.

McWilliams, A., & Siegel, D. (2001). Corporate social responsibility: A theory of the

firm perspective. Academy of management review, 26(1), 117-127.

McWilliams, A., & Siegel, D. S. (2011). Creating and capturing value: Strategic corporate
social responsibility, resource-based theory, and sustainable competitive

advantage. Journal of management, 37(5), 1480-1495.

McWilliams, A., Siegel, D. S., & Wright, P. M. (2006). Corporate social responsibility:

Strategic implications. Journal of Management studies, 43(1), 1-18.

Minor, D., & Morgan, J. (2011). CSR as reputation insurance: Primum non nocere.

California Management Review, 53(3), 40-59.

Morrissey, D. J. (1989). Toward a new/old theory of corporate social responsibility.

Syracuse L. Rev., 40, 1005.

Murray, K. B., & Vogel, C. M. (1997). Using a hierarchy-of-effects approach to gauge
the effectiveness of corporate social responsibility to generate goodwill toward
the firm: Financial versus nonfinancial impacts. Journal of Business Research,

38(2), 141-159.

Orlitzky, M., Siegel, D. S., & Waldman, D. A. (2011). Strategic corporate social

responsibility and environmental sustainability. Business & Society, 50(1), 6-27.

Parisi, C., & Hockerts, K. N. (2008). Managerial mindsets and performance measurement

systems of CSR-related intangibles. Measuring Business Excellence, 12(2), 51-

59

d0i:10.6342/NTU201901020



67.

PwC (Ed.) (2012). THE INTEGRATION OF ENVIRONMENTAL,SOCIAL AND
GOVERNANCE ISSUES IN MERGERS AND ACQUISITIONS TRANSACTIONS
https://www.pwc.com/gx/en/sustainability/publications/assets/pwc-the-
integration-of-environmental-social-and-governance-issues-in-mergers-and-

acquisitions-transactions.pdf.

Qiao, L., & Wu, J. (2019). Pay for Being Responsible: The Effect of Target Firm’s
Corporate Social Responsibility on Cross-Border Acquisition Premiums.

Sustainability, 11(5), 1291.

Reuer, J. J., Tong, T. W., & Wu, C.-W. (2012). A signaling theory of acquisition
premiums: Evidence from IPO targets. Academy of Management Journal, 55(3),

667-683.

Saxton, T., & Dollinger, M. (2004). Target reputation and appropriability: Picking and

deploying resources in acquisitions. Journal of management, 30(1), 123-147.

Simonyan, K. (2014). What determines takeover premia: An empirical analysis. Journal

of Economics and Business, 75, 93-125.

Skaife, H. A., & Wangerin, D. D. (2013). Target financial reporting quality and M&A

deals that go bust. Contemporary Accounting Research, 30(2), 719-749.

Sudarsanam, S., & Mahate, A. A. (2003). Glamour acquirers, method of payment and
post-acquisition performance: the UK evidence. Journal of Business Finance &

Accounting, 30(1-2), 299-342.

60

d0i:10.6342/NTU201901020



Tafel-Viia, K., & Alas, R. (2009). Differences and Conflicts between Owners and top

Managers in the Context of Social Responsibility. Engineering Economics, 64(4).

Van de Velde, E., Vermeir, W., & Corten, F. (2005). Corporate social responsibility and
financial performance. Corporate Governance: The international journal of

business in society, 5(3), 129-138.

Waddock, S. A., & Graves, S. B. (1997). The corporate social performance—financial

performance link. Strategic Management Journal, 18(4), 303-3109.

Walkling, R. A., & Edmister, R. O. (1985). Determinants of tender offer premiums.

Financial Analysts Journal, 41(1), 27-37.

Watson, L. (2015). Corporate social responsibility research in accounting. Journal of

Accounting Literature, 34, 1-16.

Wickert, C., Vaccaro, A., & Cornelissen, J. (2017). “Buying” corporate social
responsibility: organisational identity orientation as a determinant of practice

adoption. Journal of Business Ethics, 142(3), 497-514.

Yelkikalan, N., & Kose, C. (2012). The effects of the financial crisis on corporate social

responsibility. International Journal of Business and Social Science, 3(3).

61

d0i:10.6342/NTU201901020





