
 

 

 

 

 

 

 

THREE ESSAYS IN CORPORATE FINANCE 

 

by 

YUREE LIM 

ANUP AGRAWAL, COMMITTEE CHAIR 

DAVID C. CICERO 

H. SHAWN MOBBS 

JUNSOO LEE 

MARY S. STONE 

 

A DISSERTATION 

 

Submitted in partial fulfillment of the requirements 

for the degree of Doctor of Philosophy 

in the Department of Economics, Finance and Legal Studies 

in the Graduate School of 

The University of Alabama 

 

 

TUSCALOOSA, ALABAMA 

 

2016 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Copyright Yuree Lim 2016 

ALL RIGHTS RESERVED 



 

 

ii 

 

 

ABSTRACT 

 

 

The dissertation contains three essays in corporate finance. The first essay examines to 

what extent shareholder gain from activism is the result of wealth transfer from employees of a 

firm targeted by activism. My baseline results show that target firms experience underfunding in 

defined benefit employee pension plans after acts of activism. My evidence suggests that the 

underlying mechanism of this wealth transfer is the agency conflicts between CEO-shareholder 

alliance and CEO-worker alliance. My identification strategy is to examine possible alternative 

explanations. My various tests reject alternative hypothesis such as sample attrition, 

management’s voluntary reforms, activists stock-picking skills, and the changes due to mean 

reversion. I also find that target firms experience funding shortfalls after activism. It appears that 

the underlying mechanism is the degree of managers’ entrenchment. Entrenched managers tend 

to create a worker-management alliance using employee stock ownership. Consistent with this 

hypothesis, target firms with employee stock ownership in the own company are less likely to 

experience funding shortfall. 

In the second essay, analyzing texts in Schedule 13D filings, I address important 

questions regarding shareholder activism: which forms of activism increases firm value and 

under what circumstances? I show that investors respond more positively to activist shareholders 

who use soft activism, communicating with their target firms’ managers or other shareholders 

rather than a harder approach. Overall, I provide empirical evidence that soft shareholder 

activism is value-enhancing.
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In the third essay, I show that a local culture of altruism influences corporate social 

responsibility (CSR). I measure the level of local altruism by the amount of contributions to 

charitable, educational, religious organizations, and other cash gifts. I find evidence of a positive 

relation between local altruism and CSR scores of firms headquartered in a US county. I also 

find that increased CSR concerns of firms headquartered near altruistic communities have a 

negative impact on stock returns. Overall, my empirical evidence shows that local culture affects 

firms’ CSR polices and investors who invest in companies located in altruistic communities react 

more to the increase in concerns than increase in strengths of CSR. 
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CHAPTER 1 

INTRODUCTION 

 

The dissertation contains three essays in corporate finance. 

The first study examines to what extent shareholder gain from activism is the result of 

wealth transfer from employees of a firm targeted by activism. Our baseline results show that target 

firms experience underfunding in defined benefit employee pension plans after acts of activism. 

Our evidence suggests that the underlying mechanism of this wealth transfer is the agency conflicts 

between CEO-shareholder alliance and CEO-worker alliance. Our identification strategy is to 

examine possible alternative explanations. Our various tests reject alternative hypothesis such as 

sample attrition, management’s voluntary reforms, activists stock-picking skills, and the changes 

due to mean reversion. We also find that target firms experience funding shortfalls after activism. 

It appears that the underlying mechanism is the degree of managers’ entrenchment. Entrenched 

managers tend to create a worker-management alliance using employee stock ownership. 

Consistent with this hypothesis, target firms with employee stock ownership in the own company 

are less likely to experience funding shortfall. 

In the second essay, analyzing texts in Schedule 13D filings, we address important 

questions regarding shareholder activism: which forms of activism increases firm value and under 

what circumstances? We show that investors respond more positively to activist shareholders who 

use soft activism, communicating with their target firms’ managers or other shareholders rather
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than a harder approach. Overall, we provide empirical evidence that soft shareholder activism is 

value-enhancing. 

In the third essay, a local culture of altruism influences corporate social responsibility 

(CSR). We measure the level of local altruism by the amount of contributions to charitable, 

educational, religious organizations, and other cash gifts. We find evidence of a positive relation 

between local altruism and CSR scores of firms headquartered in a US county. We also find that 

increased CSR concerns of firms headquartered near altruistic communities have a negative impact 

on stock returns. Overall, our empirical evidence shows that local culture affects firms’ CSR 

polices and investors who invest in companies located in altruistic communities react more to the 

increase in concerns than increase in strengths of CSR. 
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CHAPTER 2 

THE DARK SIDE OF SHAREHOLDER ACTIVISM: 

EVIDENCE FROM EMPLOYEE PENSION PLANS 

 

2.1. Introduction 

Does shareholder activism create real value? While most studies have found that target 

firms of shareholder activism earn on average positive short-term stock returns, this activism also 

gives rise to various adverse outcomes resulting from short-termism and private benefits of 

shareholders at the expense of other stakeholders. These can lead to greater conflict of interest, 

and thus impair the entire economy in the long-run. Understanding the role of shareholder activism 

is important both because this topic is of particular interest to policy makers as shareholder 

activism is heavily regulated by laws and rules and because shareholder activism represents one 

of the most influential external governance mechanisms to facilitate firm growth. Understanding 

financing stability of employee pension plans is also important because underfunding of employee 

pension plans when the sponsoring employer defaults, the burden falls on the all the taxpayer 

through the guarantees provided by the PBGC and on workers whose promised pensions exceed 

the insurance limits (Cocco, 2014). This economic rationale offers implications for policy makers 

to set up an optimal regulatory limit of guaranteed funding and constraints for managers and 

shareholders to manage the plan wisely. In this paper, we examine the fundamental question the 

extent to which shareholder activism creates value or simply transfers wealth from other 

stakeholders. 
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Shareholder activism is one of the investment strategies by which investors such as hedge 

fund managers attempt to use their shareholder rights to actively intervene with the management 

of a targeted firm to increase the value of the firm. Shareholders can request management to take 

shareholder-friendly actions such as dividends or share buybacks, takeovers, and spinoffs. These 

actions, however, may negatively affect others’ wealth. Studies suggest that the shareholder gain 

from activism can be wealth transfer from other stakeholders to shareholders (Klein and Zur, 2011; 

Coffee and Palia, 2015). For instance, Brav, Jiang, and Kim (2015) find that activism decreases 

productivity-adjusted wages for workers. Popadak (2014) finds that shareholder governance 

deceases employee cooperation and integrity resulting from greater focus on results. Other studies, 

however, argue that shareholder activism is a process of value creation of the target firm (see Brav, 

Jiang, and Kim, 2015 for survey; Sunder, Sunder, and Wongsunwai, 2014). Except for Brav, Jiang, 

and Kim (2015) and Popdak (2014), evidence of wealth transfer from employees of target firms to 

shareholders is quite limited. More importantly, the effect of shareholder activism on employee 

pension through the lens of wealth transfer has not been studied. 

The motivation of this study is to uncover the hidden role of shareholder activism on the 

welfare of other stakeholders. Although the positive short-term stock returns are well-documented, 

little is known about the sources of the gains from the activism. Specifically, if the sources of gains 

are merely the result of wealth transfers from other stakeholders, the role of shareholder activism 

in the overall economy needs to be carefully examined in a way that helps mitigate agency 

problems. In this paper, we examine possible wealth transfers from one of the important 

stakeholders, employees, to shareholders, with a focus on employee pensions. Specifically, we 

study whether shareholder activism, as represented in Schedule 13D filings, encourages or 

impedes employee long-term wealth as represented in their pension health.   
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Some anecdotal evidence suggests a relation between employee welfare and shareholder 

activism. An article in the December, 2014 of The New York Times offers a vivid example of the 

dark side of shareholder activism.  An active shareholder, Relational Investors, forced the target 

firm, Timken Corporation, to split into two firms. As reported in the Investor Presentation by 

Timken in November 2014, the target firm minimizes their employee pension contributions, 

dropping from a third of cash flow to near zero, while it plans a 3 million share buyback by the 

end of 2016. In other words, less cash is being invested for benefits to employees, and more money 

is going to investors. The Wall Street Journal quoted this example in an article titled “Shareholder 

Value Is Hurting Workers” by pointing out “if we continue down this road, we won’t have the 

long-term investments in workers and innovation that we need to sustain a higher rate of growth. 

And that would be bad news for the country.”   

Consistent with this example, we find that employees of target firms which sponsor defined 

benefit (DB) pension plans are more likely to suffer from underfunding after the activism. This 

finding is consistent with the view that shareholder activists extract wealth from employees. To 

test the underlying mechanism, we compare the change in the probability of underfunding in target 

firms with CEOs aligned more with shareholders versus target firms with CEOs aligned more with 

workers post activism. We find that employee pension plans are more likely to experience 

underfunding when shareholder-management alliance is stronger than worker-management 

alliance. Thus, this result suggests that the underfunding stems from the managerial interests 

aligned with shareholders or employees.  

In addition to underfunding, we consider the immediate financial distress in the pension 

plans. Specifically, we analyze the effect of shareholder activism on funding shortfall as measured 

by total liabilities minus total assets in a plan. Consistent with the wealth transfer hypothesis, we 
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find that target firms experience funding shortfalls in employee pension plans one-year after 

activism. We next explore a possible explanation of this result by examining employee stock 

ownership in the pensions. Prior studies find that large employee stock ownerships are effective 

antitakeover devices (Chaplinsky and Neihaus, 1994; Rauh, 2006; Pagano and Volpin, 2015). Kim 

and Ouimet (2014) find that employee stock ownership is the result of entrenched managers who 

take employee-friendly actions such as increased wages. We find results supporting this worker-

management alliance hypothesis by showing that when target firms’ DB plans have their own 

stocks, funding shortfall decreases after activism. We find, however, the effects of activism on 

employee pensions seem to revert to the pre-activism level after three years of activism. This 

suggests that the three-year loss in employee pension plans can be a stepping stone for future firm 

value improvement.  

Our study makes several contributions to literature. First, we provide empirical evidence 

for the sources of shareholders’ gains from their activism. Especially, we add to the literature on 

mixed evidence of wealth transfer from debtholders to shareholders (Brav, Jiang, Partnoy, and 

Thomas, 2008; Uchida and Xu, 2008; Aslan and Maraachilian, 2009; Huang, 2009; Jiang, Li, and 

Wang, 2009; Brav, Jiang, and Kim, 2009, Klein and Zur, 2011; Sunder, Sunder, and Wongsunwai, 

2015) and from employees to shareholders (Brav, Jiang, and Kim, 2015; Popadak, 2014; Bean, 

and Bernardi, 2000; Phan, and Hegde, 2013; Eaton, Nofsinger, and Varma, 2014). Our paper 

complements this study by showing a wealth transfer from workers to shareholders in terms of 

employee pension funding health. Next, our empirical results also add to the literature on risk-

shifting behaviors of managers who aligned with stockholders tend to increase investment risk in 

employee pension as their firms approach distress (Bergstresser. Desai, and Rauh, 2006; Cocco 

and Volpin, 2007; Phan and Hegde, 2013; Anantharaman and Lee, 2014; Duan, Hotchkiss, and 



 

 

7 

 

 

Jiao, 2015). Broadly, we contribute to the literature on shareholder activism as well as the 

governance role of shareholders (McCahery, Saunter, and Starks, 2015; Agrawal and Mandelker, 

1990). Finally, our study analyzes non-accounting items, corporate pensions, to examine employee 

wealth for either public or non-public firms (Rauh, 2006).   

This paper proceeds as follows. Section 2 discusses related literature. Section 3 provides 

data and sample. Section 4 presents the baseline results. Section 5 provides underlying mechanism. 

Section 6 shows identification tests. Section 7 provides additional evidence using a different data 

source. Section 8 concludes. 

 

2.2. Literature Review and Hypotheses Development 

In this paper, we examine whether or not shareholder activism is associated with wealth 

transfers from employees to shareholders. We focus on a particular type of employee wealth, their 

pension plan’s health, which represents employee future wealth after retirement. Plan health is 

measured using funding levels. We also describe underlying mechanisms through which 

shareholder activism enhances or impedes employee pension health. We achieve this by exploring 

managerial decisions which vary depending on CEO-shareholder alliance or CEO-employee 

alliance.   

What is underfunding of DB plans and why is it important? A pension plan is an 

arrangement whereby an employer commits to making future benefit payments to employees for 

service they have provided during their working time (Kieso, Weygandt, and Warfield, 2010). The 

liabilities of the plan are the pension promises that the firm has made to its employees, and the 

assets of the plan to fund the liabilities. Underfunding of pension plans means that the plans have 

more liabilities than assets, implying the potential of insufficient funds to keep the promises 
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(Cocco, 2014). Thus, any deterioration in the pension plan such as underfunding in a DB plan 

might have a significant impact on employees’ long-term welfare after retirement. Although under 

the Employee Retirement Income Security Act of 1974 (ERISA) most DB pension plans are 

insured by the PBGC, the underfunding still creates problems for employees and further for the 

society. This is because the PBGC makes up the underfunding up to a certain limit; this figure can 

change; not all pension plans are protected under the PBGC; and the funding support of the 

insurance ultimately comes from the taxpayers.1  

More specifically, pension plan funding is defined as follows: 

𝐹𝑢𝑛𝑑𝑖𝑛𝑔 = 𝐹𝑎𝑖𝑟 𝑣𝑎𝑙𝑢𝑒 (𝑝𝑙𝑎𝑛 𝑎𝑠𝑠𝑒𝑡𝑠) − 𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑣𝑎𝑙𝑢𝑒 (𝑝𝑙𝑎𝑛 𝑜𝑏𝑙𝑖𝑔𝑎𝑡𝑖𝑜𝑛𝑠) (1) 

The present value of plan obligations is the discounted value of expected future payments 

to retirees. To estimate plan obligations, the employer makes assumptions about the employee’s 

life expectancy, turnover, retirement date, and future salary level. The fair value of plan assets is 

defined as follows: 

𝐹𝑎𝑖𝑟 𝑣𝑎𝑙𝑢𝑒 (𝑝𝑙𝑎𝑛 𝑎𝑠𝑠𝑒𝑡𝑠) = 𝐶𝑜𝑛𝑡𝑖𝑏𝑢𝑡𝑖𝑜𝑛𝑠 (𝑀𝑖𝑛𝑖𝑚𝑢𝑚 + 𝑑𝑖𝑠𝑐𝑟𝑒𝑡𝑖𝑜𝑛𝑎𝑟𝑦̃ ) +

                                                                     𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑝𝑙𝑎𝑛 𝑎𝑠𝑠𝑒𝑡𝑠̃     (2) 

The level of regulatory minimum contributions is determined based on the employee’s 

years of service and salary earned. The employer can choose to contribute more than the statutory 

minimum, which accounts for the discretionary portion of contributions. Once contributions are 

made in pension assets, the return on plan assets is determined by market fluctuations. Thus, these 

                                                 
1
 See also an article from the Forbes, “Is your pension plan underfunded?” at 

http://www.forbes.com/sites/johnwasik/2014/09/03/is-your-pension-plan-underfunded/ and an article from the New 

York Times, “Priveate pension plans, even at big companies, may be underfunded” at 

http://www.nytimes.com/2012/07/21/business/pension-plans-increasingly-underfunded-at-largest-

companies.html?_r=2. In addition, the PBGC is itself severely underfunded. Its net worth is negative $62 billion as 

of the end of September, 2014, according to the Wall Street Journal, “A Federal Guarantee Is Sure to Go Broke” 

published in November, 2014. So, the taxpayers are on the hook. 
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uncertain discretionary contributions made by the employer and returns on plan assets determined 

by the market condition can cause underfunding in the defined benefit pension plan. Once a plan 

is underfunded, pension legislation requires the employer to make additional contributions to 

resolve the problem. 

Does shareholder activism cause underfunding in defined benefit employee pension plans 

of target firms? Studies suggest that shareholder activism can transfer wealth from employees to 

shareholders. Brav, Jiang, and Kim (2015) find that the workers of target firms do not benefit from 

shareholder activism. Although after targeted by activism labor productivity improves, the 

employees experience a reduction in work hours, and their wages do not improve in accordance 

with the improved productivity. Using shareholder governance proposals, Popadak (2015) finds 

that shareholders realize financial gains such as increases in sales, profitability, and payouts, while 

target firms suffer from deterioration in customer satisfaction and employee integrity. Coffee and 

Palia (2015) suggest that wealth transfer from the target firm’s employees to their shareholders 

could be from reduction in the employees promised pension payouts.  

Several studies, on the other hand, find that the wealth transfer is negligible. Gokhale, 

Groshen, and Neumark (1995) find that the takeovers are not motivated by the expropriation of 

employee wages. Bowers and Moore (1995) also find little wealth transfer in takeovers. 

Shareholder activism may pursue worker interests, increasing employee wealth in target firms. 

Activism of labor union pension funds can be more concerned with employee welfare than the 

stock price of the target firm (Agrawal, 2012; Cai and Walking, 2011). Eaton, Nofsinger, and 

Varma (2014) suggest that institutional investors monitor firm pension decisions and find that 

institutional ownership is negatively associated with pension underfunding. 

Thus, our first hypotheses can be stated as follows: 
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H1a (Wealth transfer hypothesis): Employees of target firms are more likely to experience 

underfunding of DB pension plans. 

H1b (Shareholder pursuing employee interests hypothesis): Employees of target firms are 

less likely to experience underfunding of DB pension plans. 

Why does shareholder activism cause underfunding? Activism can be a tool to transfer 

wealth from employees to shareholders due to agency conflicts. Pension financing decisions are 

made mostly by executives (Phan and Hegde, 2013; Anantharaman and Lee, 2014; Begley et al. 

2015). In the US, the pension trust is an asset of the sponsoring employer and trustees are typically 

the employer’s executives (Cocco and Volpin, 2007). Thus, managerial incentives are critical 

determinants to examine the effect of shareholder activism on employee pension as the manager 

has overall responsibility for corporate policies. The managers’ personal benefits differ depending 

on the degrees of agency conflicts between managers and shareholders versus agency conflicts 

between managers and employees. Managers’ decision on the employee pensions will reflect the 

alignment of CEO interests with firm claimants: employees and shareholders (Begley, Chaberlain, 

Yang, and Zhang, 2015). If managers’ personal benefits are more aligned with employees, then 

they would choose employee-friendly policies. Consistent with the prediction, Anantharaman and 

Lee (2014) find that pension underfunding is lower when an executive’s personal stake in the 

pension plan is larger. Asthana (2009) finds that when executives have more pension benefits, the 

plan tends to be better funded. Munnell, Golub-Sass, Soto, and Vitagliano (2007) find that 

financially healthy employers freeze their pensions due to the lack of alignment between workers 

and management. Choy, Lin, and Officer (2014) observed an increase in risk-taking following DB 

plan freezes that align managers’ interests with shareholders. Thus, to test the effect of managerial 
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personal interests on the underfunding induced by shareholder activism, we develop the following 

hypotheses:  

H2a (shareholder-manager alliance): The negative effect of shareholder activism on 

employee pension plans is more pronounced for a firm whose shareholder-management alliance 

is stronger than worker-management alliance.  

H2b (worker-manager alliance): The negative effect of shareholder activism on employee 

pension plans is less pronounced for a firm whose shareholder-management alliance is weaker 

than worker-management alliance. 

Next, we test the role of employee stock ownership in the setting. Employee stock 

ownership plan creates either a worker-shareholder alliance to increase labor productivity or a 

worker-manager alliance to thwart takeover bids (Kim and Ouimet, 2014). We discuss how the 

alliance of employees affect the effect of shareholder activism on employee pension plans. Barney 

(1988) argues that employee stock ownership would align the interests of employees with 

stockholders. When employees own employer stocks, then they become less sensitive to the 

underfunding resulted from activism by aligning employee’s interests with those of shareholders. 

Therefore, employee stock ownership aligns the interests of the employees with those of 

shareholders, motivating the employees to increase productivity to improve firm value and to 

reduce loss when distressed through greater support for the management. Benmelech, Bergman, 

and Enriquez (2012) show that distressed firms obtain wage concessions from employees whose 

pension plans are underfunded. Thus, under the worker-shareholder alliance view, employees care 

about stock performance due to employee stock ownership, leading them to accept a reasonable 

amount of deficit of their pension funding to improve firm value further.  
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On the other hand, employee stock ownership can give rise to a worker-management 

alliance for entrenched managers (Jensen and Meckling, 1976; Stulz, 1988; Pagano and Volpin, 

2005). This ownership structure in turn reduces a probability of receiving a takeover premium for 

shareholders (Chaplinsky and Neihaus, 1994; Rauh, 2006; Coco and Volpin, 2013). Cronqvist, 

Heyman, Nilsson, Svaleryd, and Vlachos (2009) find that entrenched managers pay their workers 

more rather than delivering larger residual cash flows to shareholders to enjoy private benefits 

such as lower effort on wage bargaining and improved social relations with employees. Thus, 

under this entrenchment view or the worker-manager alliance view, firms with employee stock 

ownership are expected to have more agency problems between managers and shareholders and 

decrease underfunding. Based on the two opposing arguments, our hypotheses regarding the 

employee stock ownership are: 

H3a (Shareholder-worker Alliance hypothesis): Target firms with a employee stock 

ownership in pensions are more likely to experience underfunding of DB pension plans. 

H3b (Manager-worker Alliance hypothesis): Target firms with a employee stock ownership 

in pensions are less likely to experience underfunding of DB pension plans. 

How does shareholder activism cause underfunding? Shareholders can exploit employee 

wealth through activism for three reasons. First, Stockholders of employers have incentives to 

underfund pension plans amounts to promising future benefits and reduce employer contributions 

to plans since it is an effective way of increasing leverage by borrowing from employees when 

targets are financial distressed (Anantharaman and Lee, 2014). Petersen (1992) examines a firm’s 

decision to terminate their overfunded defined benefit pension plans and finds that firms terminate 

their pension plans to relieve themselves of implicit promises to workers of future benefits. 

Similarly, Petersen (1994) finds that when financial distress is costly, firms select DC plans 
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because contributions to defined contribution (DC) plans are more flexible than contributions to 

DB plans.  

Second, activists can cause underfunding by demanding more cash flows to them. Bean 

and Bernardi (2000) find a significant correlation between the increase in pension liabilities and 

dividend payments. They argue that the underfunding of pension funds is a unilateral decision by 

management that effectively transfers risk away from stockholders and imposes it on employees 

and potentially on the society at large.  

Third, shareholder activism exacerbates employee pension health by increasing takeover 

pressure. Stein (1988) shows that takeover pressure leads managers to sacrifice long-term interests 

to boost current profits. Shleifer and Summers (1988) argue that hostile takeovers facilitate 

shareholders’ opportunistic behaviors at the expense of other stakeholders. In this way hostile 

takeovers enable shareholders to transfer wealth from workers to themselves more than to create 

wealth. Cocco and Volpin (2013) find that defined benefit pensions act as takeover deterrents. 

Pontiff, Shleifer, and Weisbach (1990) and Rosett (1990) find that pension plan termination rises 

after hostile rather than after friendly takeovers, suggesting that wealth transfers from employees 

are a source of gains in hostile takeovers. They also find that reversions following takeovers occur 

primarily in DB plans, where the potential for wealth transfers is the greatest (Harper and Treanor, 

2014).  
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2.3. Data, Key Variables, and Method 

2.3.1. Institutional Backgrounds: Corporate Pension and Shareholder Activism 

The two types of pension plans are defined benefit plans and defined contribution plans. A 

defined benefit (DB) plan promises a specified monthly benefit at retirement.2 The plan may state 

this promised benefit as an exact dollar amount, such as $100 per month at retirement. More 

commonly, it may calculate a benefit through a plan formula that considers such factors as salary 

and service (i.e., 1 percent of average salary for the last 5 years of employment for every year of 

service with an employer).  

A defined contribution plan does not promise a specific amount of benefits at retirement. 

In these plans, the employee, the employer or both contribute to the employee's individual account 

under the plan, sometimes at a set rate, such as 5 percent of earnings annually. These contributions 

generally are invested on the employee's behalf. The employee will ultimately receive the balance 

in their account, which is based on contributions plus or minus investment gains or losses. The 

value of the account will fluctuate due to the changes in the value of the investments and 

contributions. Examples of defined contribution plans include 401(k) plans, 403(b) plans, 

employee stock ownership plans (ESOP), and profit-sharing plans. 

When a person or group of shareholders acquires beneficial ownership of more than 5% of 

a voting class of a company’s securities, they are required to file a Schedule (SC) 13D with the 

SEC in accordance with Securities and Exchange Act of 1934. The initial SC 13D must be filed 

within 10 days of the shareholders taking their stake. In general shareholders who acquire greater 

than a 5% stake and intend to change or influence the control of the target must file an SC 13D, 

                                                 
2
 The definitions of DB and DC can be found at the DOL: 

http://www.dol.gov/dol/topic/retirement/typesofplans.htm. 
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while those who do not intend to engage in any activism may file an SC 13G instead. A beneficial 

owner having filed an initial 13D is required to file an amended SC D/A promptly if any material 

change occurs in the contents disclosed in the initial SC 13D. The most important section of the 

13D is the purposes of transactions reported in Item 4 (Aslan and Kumar, 2015). The purposes are 

not mutually exclusive, as one 13D filing can contain multiple issues. 

2.3.2. Sample Selection 

2.3.2.1. Pension Data 

Our first pension data come from the Compustat Pension annual data files from 1998 to 

2014. For the underfunding tests (H1), our sample starts in 1998 as Statements of Financial 

Accounting Standards (SFAS) 132 requires disclosure of actual returns since 1998.  

Our second data on corporate pension plans are from the Form 5500 Private Pension Plan 

Research Files, available from the Department of Labor (DOL). Under the Employee Retirement 

Income Security Act (ERISA) and under the Internal Revenue Code, most private sector’s 

employer sponsored employee benefit plans are required to provide annual reports on the plan’s 

financial condition, investments, and operations with the DOL, Internal Revenue Service (IRS), 

and the PBGC. The IRS 5500 contains pension asset and liability values, and must be filed annually 

by pension plan sponsors for plans with greater than 100 participants. 

2.3.2.2. Shareholder Activism Data 

Shareholder activism data come from the Audit Analytics Shareholder Activism database. 

A majority of research on shareholder activism focuses on hedge fund activism only and uses 

limited, proprietary data. Ours is not a proprietary data source and covers various types of activists 

so that we clearly address all steps to obtain our final sample. The database contains information 

drawn from disclosures of all Schedule 13D filings from 2001 to 2014. The dataset covers all SEC 
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registrants who have either filed an SC 13D or an amendment, SC 13D/A.  Initially, we obtain 

99,327 of 13D or 13D/A filings from 2001 to 2014. We focus on outside shareholders: large 

shareholders who are not affiliated with the target, and thus drop the few observations for which 

the active shareholder is the same as the target company. We delete Schedule 13G (SC 13G), Third 

party tender offer statement (SC TO-T), and Amendment of third party tender offer statement (SC 

TO-T/A). Then, we also omit observations that do not state the type of filings. The resulting dataset 

contains 30,512 of 13Ds and 66,290 of 13D/As. 

Next, we focus on hedge fund activism. To identify types of shareholder activists, we use 

Form D filings, Bloomberg Terminal, Internet, and new searches. Item 4 of a Form D contains a 

specific box for any pooled investment fund to identify itself by choosing either hedge, private 

equity, venture capital, or other investment fund. The Bloomberg database is better able to classify 

these types and does not suffer from self-reporting bias as most institutional investors such as 

hedge funds are customers of Bloomberg and main business relationships (Bae, Baik, and Kim, 

2011). We identity 481 hedge fund activists filing 11,128 13D or 13D/As. Then, we create dummy 

variables representing specific activism tactics as stated in Item 4 for a unique target – hedge fund 

activist pair in a given year by the form types. We obtain 2,119 13D pair-year observations and 

3,842 13D/A pair-year observations. Next, we obtain the sample that has a unique target-activist 

pair, eliminating parts in 13D/As that are simply duplicates of the initial 13Ds in a given year. In 

other words, we now have a unique activism event based on stated tactics in Item 4 filed by an 

activist on a target in a given year, generating 4,926 pair-year observations. Because our analysis 

examines target-level employee pension plans, we sum up the incidents of activism tactics made 

by different activists each year, while we obtain the average levels of the activists’ ownership (% 
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and $) of the target firm.  Thus, the universe of the sample contains all firms that experience at 

least one hedge fund activism event in a given year.  

2.3.2.3. Other Data 

Financial accounting and stock return information come from Compustat annual files and 

CRSR daily files, respectively. Other firm characteristics are from Thomson, IBES, and Risk 

Metrics. CEO incentives are calculated from ExecuComp. After merging all the datasets, our 

sample consists of 109,801 observations in the Compustat universe from 1998 to 2014 based on 

3,175 activism events over 2001-2014.  

Figure 1 presents the yearly number of activism events (the number of unique target firms) 

and the yearly number of hedge funds over the sample period. The number of hedge fund activists 

is increasing. The plots also show that activism events reached maximum in 2007 and minimum 

in 2001 over the sample period. Table 1 reports the number of hedge fund activism events from 

2001 to 2014, supplementing the Figure. The table shows that industries in business equipment 

and finance are more likely to become a target of hedge fund activism. 

2.3.3. Matching 

To address potential selection bias and control for firm heterogeneity, we perform our main 

analysis on the target firms and a control sample constructed using the coarsened exact matching 

(CEM) method (Iacus, King, and Porro, 2011; Duygan‐Bump, Parkinson, Rosengren, Suarez, and 

Willen, 2013).  We match each firm targeted by a hedge fund in year t with a non-target firm from 

the same year. Our observable matching variables are: the industry median-adjusted Tobin’s Q 

(lags 1 and 3) based on four-digit SIC code, leverage (lag 1), ROA (lag 1) and an indicator of 

negative ROA (lag 1), the log of market value (lag 1), and the log of total assets (lag 1).  
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We report summary statistics comparing the characteristics of the hedge fund target firms 

with those of the matched firms one year prior to the targeting year. Table 2 presents the means 

and the number of observations for each of the selected firm characteristics. The last column 

reports the differences and the t-statistics testing the equality of means of the two samples. The 

target and matched firms are similar in many ways, although hedge fund targets have higher 

leverage as documented in Brav, Jiang, Ma, and Tian (2015). We also use other matching method 

and reports the results in Table 9. We find that activism causes underfunding to be increased by 

an average of 0.3 one-year after activism.  

2.3.4. Research Method 

To test the underfunding hypotheses (H1), we examine the relation between shareholder 

activism and corporate pension funding status in the cross section. The pension sample consists of 

firm-year level observations from 1998 to 2014, where firms are limited to hedge fund targets and 

their matched firms over 2001-2014. Our main regression adopts the difference-in-differences 

(DiD) setting: 

𝑦𝑖,𝑡 = 𝛼0 + 𝛼1𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) + 𝛼2𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) + 𝛼3𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) × 𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) +

𝛼4𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝛼5𝑌𝑒𝑎𝑟𝑡 + 𝛼6𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑙(𝑖) + 𝜀𝑖,𝑡      (1) 

where the dependent variable Y_(i,t) is Underfund of firm i at time t. I(Target) is a dummy 

variable equal to one if firm i is a target of activism over the sample period. I(Post) is a dummy 

variable equal to one if the firm-year (i,t) observation is within [t+1, t+3] years of an activism 

event or a pseudo-event year, zero otherwise. Control is a vector of firm i’s controls. All variables 

are defined in Appendix A. We also include year and industry fixed effects to eliminate 

macroeconomic effects and industry-specific effects. We winsorize all control variables at the 1st 
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and 99th percentile levels to limit the effects of the extreme observations or data errors. We report 

t-statistics based on standard errors clustered at the firm level. 

2.3.5. Dependent Variables 

We test H1 and H2 with Underfund as the dependent variable. Analyses are at the firm-

year level. Underfund is measured by pension liabilities minus fair value of pension assets, divided 

by pension liabilities at the end of the year, so high Underfund indicates poorly funded plans 

(Anantharaman and Lee, 2014).   

Compustat Pension data do not include information on employee stock ownership in their 

pension plans. Thus, we use a different dataset, IRS research file. To test H3, for target firms with 

DB plans, we measure the level of plan funding shortfall by subtracting total assets from total 

liabilities of the plan. Our unit of observation is plan-level for a target firm in a given year. Thus, 

our dependent variable, Shortfall, is an indicator that equals one if the level of funding shortage is 

positive, zero if the plan is overfunded (e.g., funding shortfall = 1 when liabilities - assets > 0). 

Liabilities include benefit claims payable, operating payables, acquisition indebtedness, and other 

liabilities, while assets include contributions, stocks, real estate, and government securities, and 

others.   

2.3.6. Key Independent Variables 

To test H1 and H2, we use a difference-in-difference framework, motivated by Brav, Jaing, 

Ma, and Tian (2015). The coefficient of interest is α_3, which compares the change in the 

probability of underfunding in target firms post activism to that for matched firms.  

For H2, to measure CEO-shareholder alliance, we use a CEO’s delta (pay-performance 

sensitivity), calculated as in Coles, Daniel, and Naveen (2013). Similar to Anantharaman and Lee 

(2014) and Begley et al. (2015), we use a CEO’s present value of accumulated benefits under the 
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defined benefit pension plan divided by the level of salary as a proxy for the level of alignment of 

interests of the CEO with the employees.  

 We test H3 in a different research setting. Following Brav, Jiang, and Kim (2015), our 

main independent variables are a set of plan-year dummy variables, d[t+k],k=-1,0,+1, 

corresponding to the plan-year observations from 1 year before to 1 year after the firm that owns 

the plans is targeted by activism at time t. If the observation of a specific year is missing, we use 

the previous or next observations that are available. We code the dummy variables, d[t+k] as one 

if a given plan is owned by the target in year t+k. Thus, this specification analyzes performance at 

plans before and after shareholder activism.  

2.3.7. Control Variables 

We control for various plan characteristics: plan size, plan asset returns, the chosen 

discount rate, and pension duration as these may affect plan funding status (Rauh, 2009; Amir and 

Gordon, 1996; Asthana, 1999; Sundaresan and Zapatero, 1997). We also control for firm 

characteristics which might affect funding status and the possibility of being targeted by hedge 

fund activists. Specifically, we control for firm size, book-to-market ratio as a proxy of investment 

opportunities, sales growth, leverage, profitability, firm market value, and firm age. We also 

control for the marginal tax rate as high marginal tax rate indicates strong incentives to fund plans 

(Black, 1980; Thomas, 1988; Frank, 2002). Finally, we control for cash flow from operations and 

standard deviation of it as underfunded firms are more likely to be cash-constrained (Coronado 

and Liang, 2005).  

Using the IRS research file as the primary data resource, the control variables include the 

number of participants (Participant), the number of DB plans of a given firm in a given year 

(Numplan), the total number of plans in a given industry of a given firm (IndustryPlan), the net 
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asset of the plan (NetAsset), and plan age (PlanAge), defined as the current fiscal year minus the 

effective year of the plan. We also include plan, firm, industry, and/or year fixed effects to control 

for time-invariant unobserved heterogeneity of plan, firm, and industry. We report robust t-

statistics obtained using standard errors clustered at the firm level.   

 

2.4. Results 

Analyzing underfunding is important because it represents future obligation, and thus 

imposes significant liabilities on target firms. Table 3 reports the results. Our regression results to 

test H1 support the wealth transfer hypothesis that employees of target firms are more likely to 

experience underfunding of DB pension plans one year to three years after activism events. In 

column (1) the underfunding variable is scaled by pension liabilities, and in column (2) the 

underfunding is scaled by total assets of the target. The coefficients associated with 𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) ×

𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) are both positive, which show that firms are more likely to experience underfunding 

after targeted by hedge fund activists relative to similar matched non-target firms. In terms of 

economic magnitudes, a DB pension of target firm experiences an increase in underfunding of 

3.6% (or 1.1%) of the standard deviation in years [𝑡+1, 𝑡+3]. These economic magnitudes are both 

economically and statistically significant. This finding is consistent with the view that shareholder 

activists extract wealth from employees.  

 

2.5. Underlying Mechanisms 

Having shown that deterioration in employee pension funding status following shareholder 

activism, we aim to identify further the underlying mechanisms through which the exposure to 

shareholder activism harms employee pension health. The challenge to identifying such a channel 
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is that activist shareholders do not control the employee pension. Prior literature claims that 

decisions on the plans are made under the influence of the sponsoring firms, although most 

sponsoring firms establish trusts to manage and invest DB pension plan assets (Bergstresser, Desai, 

and Rauh, 2006; Frank, 2002; Rauh, 2009). More importantly, executives are the most influential 

agents who make a decision on employee pension plans (Phan and Hegde, 2013; Anantharaman 

and Lee, 2014; Begley et al., 2015). Thus, we explore how shareholder intervention affects 

employee pension plans differently depending on managerial alliance with workers and 

shareholders.  

Prior studies find that underfunding in DB is lower when the executives’ personal stake in 

the pension plan is larger, suggesting lower agency problems in managing employee pension plans, 

while the evidence on the relation between executives’ wealth-price sensitivity (delta) is mixed 

(Anantharaman and Lee, 2014; Begley et al., 2015). Motivated by the prior literature, we posit that 

CEO personal stake in pension plans and CEO delta are reasonable proxies for the levels of 

alignments of interests of CEO with the employee and the shareholder, respectively. We expect 

that firms with more CEO-worker alliances relative to CEO-shareholder alliances will experience 

less underfunding in DB plans.  

To test underlying mechanisms hypotheses (H2), we examine how the relation between 

shareholder activism and corporate pension funding status differs depending on CEO alliances. 

The CEO pension sample consists of firm-year level observations from 1998 to 2014 obtained 

from Capital IQ Compensation database. Firms are limited to targets and their matched firms over 

2001-2014. We re-run the DiD regression by splitting the sample into two groups. We first create 

two variables, 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟)  and  𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟).  The first one, 

𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟), is a dummy variable indicating whether a firm’s CEO personal stake in the 
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pension plan is larger than the median during the event or pseudo-event year, zero otherwise. The 

second one, 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟), is a dummy variable indicating whether a firm’s CEO 

delta in the compensation structure is larger than the median during the event or pseudo-event year, 

zero otherwise. Then, we split the sample into two groups. The first group (CS) consists of firms 

with high CEO-shareholder alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟) = 1 and low CEO-worker 

alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟) = 0. The second group (CW) consists of firms with low CEO-

shareholder alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟) = 0 and high CEO-worker alliances 

𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟) = 1. In other words, we compare the change in the probability of 

underfunding in target firms with CEOs aligned with shareholders versus target firms with CEOs 

aligned with workers post activism. 

Table 4 reports the results in which we use underfunding status scaled by pension liabilities 

as the dependent variable. We find that employee pension plans are more likely to experience 

underfunding when shareholder-management alliance is stronger than worker-management 

alliance. We also find that employee pension plans are less likely to experience underfunding when 

worker-management alliance is stronger than shareholder-management alliance.  

 

2.6. Identification 

So far, we have shown empirical evidence of deterioration in employee pension funding 

status following shareholder activism. Also, we have identified that the negative effect of activism 

is less pronounced when CEOs’ personal interests with employees are stronger than with 

shareholders. In this section, we aim to address possible concerns of these findings. One concern 

is that the selection of targets by hedge funds is not random. To address this concern, we used the 

matching method to omit some observable attributes of target firms that may attract hedge fund 



 

 

24 

 

 

activists. It is still possible that our matching cannot rule out some unobservable factors which 

drive subsequent changes in employee pension plan funding status. We, therefore, use multiple 

approaches that can address this issue and alternative explanations. 

Our first approach is designed to address stock picking skill of hedge funds. Activists are 

skilled at picking stocks with improving prospects even if they remain passive shareholders. 

Similar to Kim, Kim, and Kwon (2009), Brav, Jiang, and Kim (2015), and Aslan and Kumar 

(2015), we examine the effect of hedge fund activism on underfunding when the hedge fund 

switches from being passive, 13G filer, to being active, 13D filer. We expect an insignificant effect 

of hedge fund activism after the switch if our results are merely driven by the stock picking skill 

as both 13G and 13D indicate the same stock picking skill. We find 264 cases in our sample where 

the filer switched from 13G to 13D. Then, we interact the indicators of the switches (PostGD) with 

the Post indicator. The column (1) of Table 5 shows the result. We find marginally significant 

positive effects on underfunding of target firms in the three years after hedge fund filings switch 

from 13G to 13D. This finding provides an identification of the impact of hedge fund intervention 

beyond mere stock picking skill.     

Our second approach is designed to address the possibility that our results merely pick up 

mean-reversion by target firms. Pension funding decreases after intervention simply due to mean 

reversion because it increased before the intervention. We set up a placebo test wherein we define 

a pseudo-event year and examine the targets’ response to this pseudo-event. The pseudo-event is 

defined as three years before the true activism event year, following Aslan and Kumar (2015). We 

examine the effect of hedge fund activism on underfunding when the target firms experience the 

pseudo-event. We expect a significantly negative effect of hedge fund activism after the pseudo-

event if our results are merely picking some existing trends. The column (2) of Table 5, however, 
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shows insignificant coefficients of the DiD estimation. This finding provides an identification of 

the impact of hedge fund intervention beyond mere underlying trends in target pension funding 

status that existed prior to the hedge fund activism.      

Our third approach is designed to address voluntary reform by the target firm. This 

alternative hypothesis suggests that targets may voluntarily change their funding policy in 

employee pension plans even without pressure from the hedge fund. Hard activism contains 

ongoing disputes between activists and target management possible due to management’s 

resistance to the activist’s agenda. For this hostile events, it is difficult to attribute any changes to 

management’s voluntary reforms, as we know that management in these cases resisted the actions 

demanded by the activists (Brav, Jiang, and Kim, 2015). So, hard approach indicates no voluntary 

reforms. If hard approach is significant, then we conclude that targets do not voluntarily reform. 

We classify activists’ approaches based on their tactics stated in the 13D filings. The Hard 

approach includes cases when the activists publicly criticize the targets, or announce an ongoing 

dispute with the management, while the Soft approach includes cases when the activists use a 

softer way of intervention by communicating with management.  Management of firms targeted 

by hard activism is less likely to adopt any voluntary or planned reforms that the activists demand. 

Thus, we can rule out the possibility of voluntary reforms when firms are targeted by a harder way 

of intervention. We expect an insignificant effect of hedge fund activism exercising hard approach 

if our results are merely picking voluntary reform by the target firm. The column (3) of Table 5, 

however, shows significant coefficients of the interaction term, implying that targets are more 

likely to experience underfunding when the pressure from shareholders is strong. This finding 

provides that the underfunding of target firms is due to the pressure from activists rather than their 

voluntary reforms.  
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 Our fourth approach is designed to address attrition bias of target firms. Our results may 

be driven by a few targets who delisted after activism. Targets are more likely to be sold after 

activism (Jiang, Li, and Mei, 2016). Firms with underfunded pensions are more likely to go 

bankrupt (Duan, Hotchkiss, and Jiao, 2015). To address this concern, we check our sample and 

find that the attrition rate of target firms is comparable to the attrition rate of matched control firms, 

although untabulated. It is, thus, unlikely that our results are sensitive to attrition bias. To address 

this possibility further, we create an indicator variable, I(Attribution), which is set equal to one if 

a target delisted within three years of activism. Then, we interact the indicator with our DiD 

variables. We expect significant coefficients of the indicator or the interaction terms if our results 

are sensitive to attrition bias. The column (4) of Table 5, however, shows insignificant coefficients 

of those variables, while it shows consistently significant coefficient of our DiD measure. This 

finding provides evidence that our results are not driven by delisting of targets. 

 

2.7. Empirical Evidence using IRS Research File 

So far, we have used Compustat Pension data as the primary data resource on employee 

pension plans. In this section, we use IRS research file instead. We use a different dataset on 

corporate pension for several reasons. Firstly, prior studies on shareholder activism are limited by 

the lack of a large sample of postintervention data and the reliance on firm-level information of 

public firms (Brav, Jiang and Kim, 2015). This paper addresses these important impediments by 

using all employers’ pension plan data that are available from Form 5500 from 2000 to 2012 and 

by using Schedule 13D filings of all SEC registrants targeted by activism. Secondly, our study 

does not merely focus on hedge fund activism; rather we examine activism events of all types of 

shareholders by analyzing all 13D filings of all SEC registrants (Edmans, 2014). Thirdly, IRS data 
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from the DOL is more accurate than the pension data in Compustat as it provides information on 

plan level (Compustat data is at the firm level) and measurement of plan liabilities in line with 

funding regulations (Rauh, 2006; Bakke and Whited, 2012). Finally, Compustat pension data do 

not have information on employee ownership in their own employer stock, while the IRS has it. 

Thus, to test H3 and to check whether our results of H1 are sensitive to a different data resource, 

we examine IRS research file and 13D filings which beyond the Compustat universe.  

2.7.1. Summary Statistics 

We present the DB sample distributions in Table 6. Panel A presents the DB sample, which 

include 12,043 plan-year observations from 2000 to 2012. The first table shows the time series 

distribution of Target (a dummy variable that equals one if a firm is targeted by shareholder 

activism), the amount of employer securities, net assets, and the number of total participants in a 

DB pension plan. The second table presents the cross-sectional distributions of the same variables 

by industry. The industry breakdown is based on six-digit IRS’s Codes for Principal Business 

Activity and Principal Product or Service.  The probability of being targeted by activism has 

remained relatively stable over the course of our sample period. DB plans own low amount of 

employer securities, possibly due to the 10% restriction of ownership relative to total assets. Net 

assets and the number of total participants, however, are considerably higher in DB plans than in 

DC plans (DC plans characteristics are untabulated). According to the second table, firms selecting 

DB plans are more likely in the manufacturing industry or large holding companies.  

In Panel B of Table 6, we present summary statistics for our dependent and right-hand-side 

variables in the baseline regression. The variable Target has a mean value of 29%, implying that 

29% of firms with DB plans are targeted by shareholder activism. Six percent of DB plans in our 

sample experience a funding shortfall, and the mean amount of employer contributions is 11 
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million dollars. D_EMPLR has a mean value of 0.07, implying that 7% of the sample firms with 

DB plans have at least one share of employer securities in their plans. Our DB sample has, on 

average, 7 thousand participants, 354 million of net assets in a plan aged around 34 years. A firm 

typically has 3 DB plans, and an industry has on average a total of 19 plans. 

In Panel C, we report summary statistics for the shareholder activism data. We pair a target-

a shareholder in a given year, and then sum the incidents of 13D filings based on each category of 

purposes of activism for a target firm in a given year. After merging with DB pension data, we 

have 3,455 remaining 13D filings. We classify activism events into the following six major 

categories, adopting the Audit Analytics Database classification: agreement, dispute, concern, 

discussion, control, and other. A filing can be classified into multiple categories depending on the 

stated purpose of activism. Specifically, agreement indicates that the shareholder has an agreement 

with the management. Dispute, concern, and discussion indicate that the shareholder has stated 

that he or she has some dispute, concerns, and discussion with the management, respectively. 

Control indicates the shareholders’ intention to govern the target firm. Among the 3,455 activism 

events, 39% of activists agree with management, 5% of activists have some disputes with 

management, 8% of them address concerns with management, 12% of them seek to control the 

target, and 16% of them have discussion with management or other shareholders.  

The most common action in intervention or control mechanism is the stated intention to 

change or nominate the board of directors. Activists are more likely to state in 13D filings that 

they disagree with management actions or strategy. The common trigger of activism is to suggest 

management strategy. Excluding Other and Agree categories which simply illustrate passive and 

friendly activism, the most common type of activism is communicating with management through 
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discussion, consistent with growing incidents of behind-the-scene or private engagement of 

activists (McCahery, Saunter, and Starks, 2015).  

2.7.2. Research Method: IRS sample 

We estimate the following regression to examine the effect of shareholder activism on 

corporate pension: 

  (1) where Y_(i(j),t) is a vector of firm j’s plan i characteristics at time t such as 

Shortfall, and 〖d[t+k]〗_(j,t) is a set of plan-year dummy variables indicating the firm owns the 

plan in time t+k, targeted by shareholder activism at time t. This specification analyzes 

performance of plans that remain in the hands of the target firms one year before and after activism 

(Brav, Jiang, and Kim, 2015). Control is a vector of plan i’s controls (Participant, Numplan, 

Ind.Plan, NetAsset, and PlanAge). All variables are defined in Appendix A. We also include year, 

industry, firm, and plan fixed effects to eliminate macroeconomic effects, industry-specific, firm-

specific, and plan-specific effects, controlling for time-invariant unobserved heterogeneity. We 

report t-statistics based on standard errors clustered at the firm level.  We also test whether the 

coefficient on d[t] and coefficient on d[t-1] are the same, and whether coefficient on d[t+1] and 

coefficient on d[t-1] are the same. Then, we test whether the above two relations are jointly 

significant, which amounts to a F test. 

2.7.3. Results: IRS Sample 

  Table 7 reports test results of DB pension plans. We observe funding shortfall of DB 

plans. Analyzing funding shortfall instead of underfunding is important because it represents 

current and immediate obligations, and thus imposes significant liabilities on target firms. 

Underfunding is sensitive to the discount rate the firm chooses based on actuarial assumptions, 
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and thus to examine underfunding is somewhat problematic as many firms especially distressed 

firms can manipulate this assumption (Coronado and Liang, 2005; Kisser, Kiff, and Soto, 2016).   

Our regression results to re-test H1 support the wealth transfer hypothesis that employees 

of target firms are more likely to experience funding shortfall of DB pension plans one year after 

activism events. The significantly negative coefficients on d[t-1] show that one year prior to 

activism, target firms are more likely to have overfunded pension plans. The result may suggest 

that target firms tend to respond to activism by reducing their cash flows in overfunded employee 

pension plans to create cash flow to pacify worried shareholders as with Timken Corporation, for 

example. Formal tests, reported at the bottom of Table 7, indicate that the shortfall in pension plan 

from 1 year before the activism to the year of activism, and from the year of activism to 1 year 

afterward is statistically significant at the 1% level for all the specification. In terms of economic 

magnitudes, a DB pension of target firm experiences an increase in shortfall of 6.6%% to 7.8% of 

the standard deviation from years t-1 to t+1.  

2.7.4. Underlying Mechanism: IRS Sample 

Our evidence so far is consistent with the wealth transfer hypothesis that shareholder 

activism harms employee welfare by increasing funding shortfall. In this section, we discuss causes 

for this phenomenon by examining underlying economic factors. Section 2 argues that agency 

problems could be an underlying economic mechanism. Employee stock ownership aligns the 

interests of the employees with those of shareholders, and thus, when an employee owns employer 

stocks, the agency problems can be mitigated. If the observed negative relation between 

shareholder activism and pension funding stems from the agency problem, we expect that when 

employees own their employers’ securities the level of shortfall increases because employees are 

more willing to accept reasonable amount of deficit of their pension funding to enhance firm value. 
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On the other hand, if employee exposures to employer stocks are motivated by an entrenched 

manager’s desires to secure employee support, such entrenchment may be associated with a lower 

level of shortfall because the entrenched managers care more about their reputation among 

employees.  

To test these conjectures, we first define a dummy variable, d_EMPLR, which equals one 

if a plan has a positive amount of employer securities, zero otherwise. Recall that we find 7% of 

our DB sample owns any employer stocks. We then re-estimate our baseline regression, after 

adding the employee stock ownership dummy and its interaction with the indicator of one year 

after activism, d[t+1]. A positive and significant coefficient on the interaction term would indicate 

that target firms increase shortfall when the agency problem is mitigated by employee stock 

ownership. A negative and significant coefficient on the interaction term would indicate that target 

firms decrease shortfall when manager entrenchment is severe. Table 8 presents the results. In all 

specifications, the results support the manager-employee hypothesis that the shortfall is less 

pronounced in target firms when employee stock ownership is a result of managerial entrenchment.  

2.7.5. Long-Run Relationship: IRS Sample 

We next explore whether the observed results continue in the long-run. Figure 2 illustrates 

the long-term relation. The figure plots the mean values of the indicator variable of funding 

shortfall in DB plans from 3 years before and after the activism event at year t. We find that the 

probability of a funding shortfall significantly increases on and one year after the intervention, 

while the probability tends to revert to the values before the event. Thus, we can conclude that the 

effects of shareholder activism on employee pension do not continue in the long-run, indicating 

that most shareholder activism influences targets during three years of course. Like short-term 

positive stock returns, the effects of activism on employee welfare also have short-term impacts.  
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Our discussion on the mean reversion is that although shareholder activism appears to 

decrease funding level to employee pension plans, this wealth extraction is merely short-term loss 

(3-year) for employees, which could be a stepping stone toward increased firm value ultimately 

(Bebchuk, Brav, and Jiang, 2014). 

 

2.8. Conclusion 

Shareholder gains from activism could result from wealth transfer from workers, while the 

empirical evidence is quite limited, especially in the context of employee pension. In this paper, 

we fill the gap by comparing funding status of pension plans before and after activism. We find 

that employees of target firms which own DB pension plans are more likely to suffer from 

underfunding and funding shortfall after the activism. We find no empirical support for several 

alternative hypotheses. The underlying mechanism of this finding can stem from difference in 

CEO personal interests aligned with shareholders or employees. We show that underfunding 

increases (decreases) if CEO-Shareholder alliance is stronger (weaker) than CEO-Worker alliance. 

We also analyze the effect of employee stock ownership in their pensions on the wealth transfer. 

We argue that if employee stock ownership results from managers’ entrenchment, then those 

entrenched managers are less likely to transfer wealth from employees to shareholders. We find 

results supporting this hypothesis in that when target firms’ DB plans own their stocks funding 

shortfall decreases after activism. 

Overall, this study extends the literature which suggest that shareholder activism does not 

create value in the target firm; instead, it merely transfers wealth from other stakeholders to 

shareholders (Brav, Jiang, and Kim, 2015; Klein and Zur, 2011). Perhaps most importantly, our 

empirical results highlight the dark side of shareholder activism in the sense that it decreases 
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workers’ welfare. However, we conclude that shareholder activism does not have a consistently 

negative impact on employees’ welfare at retirement because underfunding resulted from activism 

does not continue in the long-run. Indeed, after 3 years of activism, employee pension tends to 

revert to its pre-activism level, and thus the three-year loss in employee pension plans can be a 

stepping stone for future firm value improvement.  
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TABLE 2.1 

Hedge Fund Activism 

The table provides descriptive statistics on daily hedge fund activism events by year and by 

industry. The hedge fund activism events represent a Schedule 13D or an amendment, 13D/A filing 

reported by 481 hedge funds. When a person or group of shareholders acquires beneficial 

ownership of more than 5% of a voting class of a company’s securities, they are required to file an 

SC 13D with the SEC. The initial SC 13D must be filed within 10 days of the shareholder taking 

their stake. Shareholders who acquire greater than a 5% stake and intend to change or influence 

the control of the target must file an SC 13D. A beneficial owner having filed an initial 13D is 

required to file an amended SC D/A promptly if there is any material change in the contents 

disclosed in the initial SC 13D. We report the total number of hedge fund events (13D and 13D/A) 

across year and across the Fama-French 12 industries.  

Year Freq. Percent   Fama-French 12 industries Freq. Percent 

2001 154 4.85      

2002 182 5.73  1 Consumer NonDurables 92 2.9 

2003 199 6.27  2 Consumer Durables  59 1.86 

2004 208 6.55  3 Manufacturing  227 7.15 

2005 230 7.24  4 Energy 134 4.22 

2006 231 7.28  5 Chemicals and Allied Products 41 1.29 

2007 261 8.22  6 Business Equipment  596 18.77 

2008 260 8.19  7 Telephone and Television Transmission 113 3.56 

2009 231 7.28  8 Utilities 35 1.1 

2010 212 6.68  9 Wholesale, Retail, and Some Services  278 8.76 

2011 238 7.5  10 Healthcare, Medical Equipment, and Drug 354 11.15 

2012 228 7.18  11 Finance 759 23.91 

2013 273 8.6  12 Others 487 15.34 

2014 268 8.44      

        

Total 3,175 100   Total 3,175 100 
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TABLE 2.2 

Summary Statistics for the Target Firms and the Matched Control Sample 

The table compares firm characteristics at the one year prior to the target event year with control-

pseudo year level.  We match each target firm to the non-target firm from the same year. Control 

firms are a subsample of the non-targeted Compustat firms selected, based on the industry median-

adjusted Tobin’s Q or MB (lags 1 and 3) based on four-digit SIC code, leverage (lag 1), ROA (lag 

1) and an indicator of negative ROA (lag 1), the log of market value (lag 1), and log of total assets 

(lag 1) using the Coarsened Exact Matching (CEM) method (Iacus, King, and Porro, 2011; 

Duygan‐Bump, Parkinson, Rosengren, Suarez, and Willen, 2013). For each variable, we report the 

mean, the number of firm-year observations, and the differences in mean values between the target 

and matched firms. The activism sample period is from 2001 to 2014. Refer to Appendix A for 

variable definitions. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, 

respectively.  

  Non-Targets  Targets   

Variables N  Mean N  Mean MeanDiff 

        

Underfund 721 0.272 763 0.279 -0.007 

lnFVPA 667 4.391 702 4.483 -0.092 

SaleG 2558 0.324 2539 0.5 -0.177 

TDA 2738 0.205 2738 0.245 -0.039*** 

ROA 2690 0.021 2690 0.014 0.007 

lnMV 2928 5.648 2928 5.634 0.013 

lnAge 2784 2.183 2762 2.217 -0.035 

SIZE 2743 6.133 2743 6.147 -0.014 

INV 2653 0.045 2693 0.046 -0.001 

RD 2931 0.052 2930 0.061 -0.009* 

PPENT 2689 892.146 2676 929.524 -37.378 

SALE 2739 2140.2 2740 2062.39 77.814 

TA 2743 5778.35 2743 5875.86 -97.513 

INST 2284 0.445 2249 0.675 -0.230* 

INST HHI 2286 0.192 2250 0.193 -0.001 

ANALYST 2931 3.842 2930 4.031 -0.189 

Ind-adj MB 2741 1.321 2741 1.299 0.022 

FHT 2914 -0.005 2914 -0.005 0 

AMIHUD 2914 -0.011 2914 -0.009 -0.002 

CASH 2743 0.207 2743 0.206 0.001 

DIV 2736 0.018 2735 0.013 0.004 
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TABLE 2.3 

Hedge Fund Activism and Defined Benefit Plans 

The table documents the dynamics of pension underfunding around hedge fund activism. The 

sample includes hedge fund target and control firms as described in Table 2. We use the following 

difference-in-differences specification: 

𝑦𝑖,𝑡 = 𝛼0 + 𝛼1𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) + 𝛼2𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) + 𝛼3𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) × 𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) + 𝛼4𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +

𝛼5𝑌𝑒𝑎𝑟𝑡 + 𝛼6𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑙(𝑖) + 𝜀𝑖,𝑡. 

where the dependent variable is underfunding of firm 𝑖 at time 𝑡. In column (2) the dependent 

variable is underfunding status relative to total assets. I(Target) is a dummy variable equal to one 

if firm 𝑖 is a target of activism at year 𝑡. I(Post) is a dummy variable equal to one if the firm-year 

(i,t) observation is within [t+1, t+3] years of an activism event or a pseudo-event year, zero if [t-

1, t-3]. Control is a vector of firm i’s controls. We also include year and industry fixed effects (3-

SIC) to eliminate macroeconomic effects and industry-specific effects, controlling for time-

invariant unobserved heterogeneity. We report t-statistics based on standard errors clustered at the 

firm level. Refer to Appendix A for variable definitions. *,**, and *** indicate statistical 

significance at the 10%, 5%, and 1% levels, respectively.  

 (1) (2) 

 Underfund/liab. Underfund/asset 

Target*Post 0.036** 0.011** 

 (2.16) (2.09) 

Target -0.002 0.008* 

 (-0.10) (1.85) 

Post -0.009 -0.002 

 (-1.05) (-0.95) 

lnFVPA -0.086*** 0.010*** 

 (-11.41) (4.37) 

Taxrate -0.146*** -0.056*** 

 (-3.12) (-3.29) 

OCF 0.016 0.031* 

 (0.22) (1.74) 

Std_OCF 0.120 0.082* 

 (0.63) (1.84) 

Discountrate -0.031*** -0.000 

 (-3.09) (-0.05) 

Returns -0.380*** -0.063*** 

 (-14.91) (-9.21) 

Duration 0.021 -0.001 

 (1.37) (-0.66) 

SaleG -0.046*** -0.000 

 (-3.03) (-0.06) 

TDA -0.062 -0.036** 

 (-1.35) (-2.31) 
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ROA 0.432*** 0.021 

 (3.86) (0.76) 

lnMV -0.042*** -0.019*** 

 (-4.03) (-3.75) 

lnAge -0.013* -0.001 

 (-1.78) (-0.43) 

SIZE 0.116*** 0.005 

 (8.09) (1.09) 

BM -0.043*** -0.031*** 

 (-4.72) (-4.83) 

Constant 0.073 0.060** 

 (0.82) (2.38) 

   

Year FE Yes Yes 

Industry FE Yes Yes 

   

N 6909 6909 

R2 0.558 0.411 
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TABLE 2.4 

Underlying Mechanism: Agency Problem 

The table documents the dynamics of pension underfunding around hedge fund activism 

depending on CEO alliances with shareholders or employees to test whether the agency problems 

are the underlying mechanisms through which shareholder activism impedes employee pension 

plan health. The sample includes hedge fund target and control firms as described in Table 2. We 

use the following difference-in-differences specification: 

𝑦𝑖,𝑡 = 𝛼0 + 𝛼1𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) + 𝛼2𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) + 𝛼3𝐼(𝑇𝑎𝑟𝑔𝑒𝑡𝑖) × 𝐼(𝑃𝑜𝑠𝑡𝑖,𝑡) + 𝛼4𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +

𝛼5𝑌𝑒𝑎𝑟𝑡 + 𝛼6𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑙(𝑖) + 𝜀𝑖,𝑡. 

where the dependent variable is underfunding relative to pension liabilities of firm 𝑖 at time 𝑡. 

I(Target) is a dummy variable equal to one if firm 𝑖 is a target of activism at year 𝑡. We split the 

sample into two groups: The first group (CS) consists of firms with high CEO-shareholder alliances 

𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟) = 1 and low CEO-worker alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟) = 0. The second 

group (CW) consists of firms with low CEO-shareholder alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟) = 0 and 

high CEO-worker alliances 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟) = 1. The first one, 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑊𝑜𝑟𝑘𝑒𝑟), is a dummy 

variable indicating whether a firm’s CEO personal stake in the pension plan is larger than the median during 

the event or pseudo-event year, zero otherwise. The second one, 𝐼(𝐻𝑖𝑔ℎ𝐶𝐸𝑂𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟), is a dummy 

variable indicating whether a firm’s CEO delta in the compensation structure is larger than the median 

during the event or pseudo-event year, zero otherwise. Refer to Appendix A for variable definitions. 

*,**, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.  

 CS CW 

Dep.Var. Underfund/liab. Underfund/liab. 

Target*Post 0.071* -0.074* 

 (1.82) (-1.82) 

Target -0.029 0.106** 

 (-0.94) (2.22) 

Post -0.014 0.018 

 (-0.75) (0.87) 

   

Controls Yes Yes 

Year FE Yes Yes 

SIC3 FE Yes Yes 

   

N 1816 601 

R2 0.644 0.851 

 

 

. 
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TABLE 2.5 

Identification 

Column (1) of this table examines the effects of switches in filing status from Schedule 13G 

(passive ownership) to Schedule 13D (active ownership). PostGD is an indicator of the switcher. 

Post is a dummy variable that takes a value of one if the target firm is within [𝑡 + 1, 𝑡 + 3] years 

after activism. Thus, PostGD* Post indicate the effect of the switch at [𝑡 + 1, 𝑡 + 3] years after 

the switch. Column (2) conducts a falsification test by creating a placebo dummy, Placebo. The 

placebo event year is three years before the actual event date. Column (3) replicates Table 3 using 

a new dummy variable Hard, which takes a value of one if hedge funds are targeting a firm which 

tactics associated with a harder approach such as publicly criticizing the target management or 

initiating litigation. We interact this dummy with the Post indicator. In column (4), we create an 

indicator variable, 𝐼(𝐴𝑡𝑡𝑟𝑖𝑡𝑖𝑜𝑛), which is set equal to one if a target delisted within three years of 

activism. Then, we interact the indicator with our DiD variables. Control variables are the same as 

Table 3. We also include year and industry fixed effects (3-SIC) or firm fixed effects (column (1)). 

We report t-statistics based on standard errors clustered at the firm level. Refer to Appendix A for 

variable definitions. *,**, and *** indicate statistical significance at the 10%, 5%, and 1% levels, 

respectively.  
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 (1) (2) (3) (4) 

Dep. Var.: Underfund/ liab. G to D 

Switcher 

Placebo 

tests 

Hard vs. 

Soft 

Attrition 

bias 

     

{G→D Switchers (1), Placebo (2), Hard 

(3), or Target (4)}×Post 

0.039* 0.018 0.129*** 0.039** 

 (1.80) (1.06) (3.19) (2.29) 

Placebo (2) , Hard (3), or Target (4)  0.001 -0.112* -0.002 

  (0.05) (-1.86) (-0.15) 

Post -0.007 0.009 0.013 -0.011 

 (-1.16) (1.14) (0.84) (-1.23) 

I(Attrition)    0.015 

    (0.31) 

I(Attrition)*I(Target)    -0.039 

    (-0.71) 

I(Attrition)*I(Post)    0.152 

    (1.21) 

I(Attrition)*I(Target)*I(Post)    -0.158 

    (-1.20) 

lnMV -0.014** -0.041*** -0.049*** -0.041*** 

 (-2.38) (-3.99) (-2.80) (-3.99) 

lnAge -0.027** -0.013* -0.005 -0.012 

 (-2.56) (-1.74) (-0.23) (-1.64) 

Constant 0.147*** 0.077 0.227 0.064 

 (3.16) (0.87) (1.35) (0.73) 

     

Controls No Yes Yes Yes 

Year FE Yes Yes Yes Yes 

Firm FE Yes No No No 

Industry FE No Yes Yes Yes 

     

N 10911 6909 1503 6909 

R2 0.782 0.558 0.705 0.559 
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TABLE 2.6 

Shareholder Activism and Employee Pension 

We expand our analysis to all types of shareholders and all corporate pension plans. The table shows the 

time series and industrial distribution of a dummy variable that equals one if a firm with a plan is targeted 

by shareholder activism (Target), the amount of employer securities, net assets, and the number of 

participants in a pension plan. Panel A demonstrates the defined benefit (DB) sample which including all 

firms with DB pension plans. Panel B shows the summary statistics for our variables used in the IRS 

regression. Panel C shows the summary statistics for the shareholder activism data. Refer to Appendix A 

for variable definitions.  

Panel A: IRS 5500 sample 

Means by Fiscal Year 

Year Target 

 Employer 

securities ($)  

 Net Assets 

($)  

 Total 

participants   Freq.  

2000 -             929,489     305,799,499             5,944          1,054  

2001 0.34             734,738     277,188,422             6,402          1,021  

2002 0.36             546,004     247,149,189             6,485          1,039  

2003 0.36             644,888     304,310,748             6,844          1,008  

2004 0.32             800,591     350,875,240             7,239             926  

2005 0.37             554,795     377,909,420             7,274             919  

2006 0.36             601,584     403,324,119             7,365             939  

2007 0.34             399,778     429,665,865             7,435             922  

2008 0.33             298,942     286,479,279             7,150             898  

2009 0.28             223,990     376,766,863             7,671             784  

2010 0.23             639,695     382,636,433             6,971             872  

2011 0.23             563,581     434,604,011             7,300             844  

2012 0.22             861,605     483,298,481             7,105             817  

Means by top 10 Frequent Industry 

Industry Target 

 Employer 

securities ($)  

 Net Assets 

($)  

 Total 

participants   Freq.  

Other Miscellaneous Manufacturing 0.26             824,662     365,080,671             6,338             886  

Motor Vehicle Parts Manufacturing 0.38             354,354     262,988,453             5,120             422  

Offices of Other Holding Companies 0.37             309,264     277,699,721             7,268             418  

Other Fabricated Metal Product Mfg 0.40               62,008       96,023,476             2,307             347  

Electric Power Generation, 

Transmission & Distribution 0.26                       -       674,151,738             4,823             313  

Pulp, Paper, & Paperboard Mills 0.11                 1,223     387,970,359             7,191             277  

Other Electrical Equipment & 

Component Mfg 0.30          1,463,057     171,024,661             4,713             271  

Commercial Banking 0.18          4,123,040     189,400,966             5,908             261  

Other Chemical Product & Preparation 

Mfg 0.36             616,554     145,761,251             1,882             255  

Natural Gas Distribution 0.22          1,072,899     167,068,418             2,288             248  
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Panel B: Summary Statistics 

Variable Mean S.D. p25 p50 p75 N 

Target 0.29 0.45 0.00 0.00 1.00 12,043 

I(Funding Shortfall) 0.06 0.24 0.00 0.00 0.00 12,043 

EMPLRCon (millions) 11.59 54.71 0.00 0.40 3.94 12,028 

D_EMPLR 0.07 0.25 0.00 0.00 0.00 12,043 

Participant (thousands) 6.98 20.69 0.35 1.23 4.80 12,043 

Numplan 2.86 3.14 1.00 2.00 3.00 12,043 

IndustryPlan 18.91 23.14 5.04 11.10 22.20 12,043 

NetAsset (millions) 354.06 1377.35 8.65 38.32 165.91 12,043 

PlanAge (years) 33.88 18.59 18.00 34.00 49.00 11,966 

 

 

Detailed Purposes (Fraction of the sample)  

DISCUSSIONS  CONTROL  

May (or reserves the right to) have 

discussions with management  0.10 

Intent to control the board of 

directors 0.01 

Intent or requested discussions with 

management 0.03 

Intent to acquire control of the 

company 0.01 

Held discussions with management 0.06 

Intent to change or nominate the 

board of directors 0.10 

Potential merger or acquisition discussed 0.02 DISPUTE  

OTHER  Dispute with management 0.02 

Investment purpose 0.72 Disagree with mgm or strategy 0.04 

No change or no intent stated 0.69 Allege mgm is misleading 0.01 

Disposed of investment 0.02 Litigation 0.02 

Intends to sell or reduce stake 0.05 CONCERNS  

Change in Corporate Bylaws 0.01 

Suggested to management 

strategy 0.06 

  Concern about stock price 0.03 

  

Demand information from 

management 0.01 

  Oppose a future acquisition 0.01 

 

Panel C: Summary Statistics of Purpose of activism 

Variable 

% of 

Sample S.D. N 

Total   3455 

Agree 0.39 0.72 1025 

Dispute 0.05 0.26 164 

Concern 0.08 0.30 260 

Control 0.12 0.37 380 

Discuss 0.16 0.41 491 

Other 1.24 0.78 3198 
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TABLE 2.7 

Shareholder Activism and Funding Shortfall 

The table examines the effect of shareholder activism on funding shortfall of DB plans sponsored by target 

firms from 1 year before to 1 year after the shareholder activism. The dependent variable is a dummy equal 

to 1 if the firm’s DB plans experience funding shortfall (total liabilities – total assets > 0), and zero 

otherwise. The key independent variables, 𝑑[𝑡 + 𝑘] (𝑘 = −1, 0, +1), are dummy variables equal to 1 if the 

plan belongs to a targeted firm in year 𝑡 + 𝑘 where 𝑡 is the event year. The unit of observation is the pension 

plan. The t-statistics reported in parentheses are computed using standard errors corrected for clustering at 

the firm-level. The sample period is from 2000 to 2012. At the bottom of the table, we report differences in 

the coefficients on the dummy variables before and after the event year and the associated 𝑝-values for 𝐹-

test. We also report 𝐹-statistics and associated 𝑝-values for the test that coefficients on the two differences 

are jointly equal to 0.  

 (1) (2) (3) 

Dependent Var. Shortfall Shortfall Shortfall 

    

d[t-1] -0.058*** -0.064*** -0.040*** 

 (-7.23) (-7.32) (-5.80) 

d[t] 0.016** 0.004 0.000 

 (2.44) (0.59) (0.05) 

d[t+1] 0.019** 0.014 0.026*** 

 (2.02) (1.53) (2.80) 

Participant -0.001*** -0.003*** -0.004*** 

 (-3.16) (-3.67) (-3.57) 

Numplan 0.015*** 0.034*** -0.002 

 (3.60) (5.00) (-0.63) 

Ind.Plan 0.001 -0.001* -0.000 

 (0.96) (-1.78) (-0.95) 

NetAsset 0.000 0.000 -0.000*** 

 (0.57) (0.66) (-3.89) 

PlanAge -0.000* -0.001*** 0.000 

 (-1.66) (-2.93) (0.32) 

Constant 0.025 0.011 0.047 

 (1.23) (0.41) (1.40) 

Test coefficient on the differences are 0 (Differences and -values for F-statistics) 

d[t]- d[t-1]=0 0.074 0.068 0.040 

 (0.0000) (0.0000) (0.0003) 

d[t+1]- d[t-1]=0 0.077 0.078 0.066 

 (0.0000) (0.0000) (0.0000) 

Test coefficients on the differences are jointly equal to 0 : (d[t]- d[t-1]=0) &( d[t+1]- d[t-1]=0) 

-statistics 27.72 24.47 18.19 

-value (0.0000) (0.0000) (0.0000) 

    

Plan FE - - Yes 

Firm FE - Yes - 

Industry FE Yes - - 

Year FE Yes Yes Yes 

    

N 11966 11966 11966 

Adjusted R2 0.093 0.217 0.471 
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TABLE 2.8 

Underlying Mechanism: Employee Stock Ownership 

The table examines possible explanation why shareholder activism affects corporate pension plans. 

The dependent variable is a dummy equal to 1 if the firm’s DB plans experience funding shortfall 

(total liabilities – total assets > 0), and zero otherwise. d_EMPLR is an indicator which equals one 

if a plan has any employer securities. The key independent variables, 𝑑[𝑡 + 𝑘] (𝑘 = −1, 0, +1), are 

dummy variables equal to 1 if the plan belongs to a targeted firm in year 𝑡 + 𝑘 where 𝑡 is the event year. 

The unit of observation is the pension plan. The t-statistics reported in parentheses are computed using 

standard errors corrected for clustering at the firm-level. The sample period is from 2000 to 2012. At the 

bottom of the table, we report differences in the coefficients on the dummy variables before and after the 

event year and the associated 𝑝-values for 𝐹-test. We also report 𝐹-statistics and associated 𝑝-values for 

the test that coefficients on the two differences are jointly equal to 0. Refer to Appendix A for variable 

definitions. *,**, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.  

Dependent Var. Shortfall Shortfall Shortfall 

d[t+1]*d_EMPLR -0.050*** -0.052*** -0.055*** 

 (-2.93) (-3.27) (-3.46) 

d[t-1] -0.057*** -0.062*** -0.040*** 

 (-7.47) (-7.49) (-5.76) 

d[t] 0.017** 0.004 0.001 

 (2.50) (0.63) (0.08) 

d_EMPLR -0.044*** -0.101*** -0.051* 

 (-2.89) (-2.97) (-1.78) 

d[t+1] 0.022** 0.018* 0.029*** 

 (2.24) (1.78) (2.96) 

Participant -0.001*** -0.003*** -0.004*** 

 (-3.07) (-3.69) (-3.55) 

Numplan 0.014*** 0.033*** -0.002 

 (3.52) (5.01) (-0.63) 

Ind.Plan 0.001 -0.001* -0.000 

 (0.95) (-1.72) (-0.95) 

NetAsset 0.000 0.000 -0.000*** 

 (0.51) (0.68) (-3.94) 

PlanAge -0.000 -0.001*** 0.000 

 (-1.26) (-2.69) (0.36) 

Constant 0.027 0.019 0.050 

 (1.37) (0.69) (1.49) 

    

Test coefficients on the differences are jointly equal to 0 : (d[t]- d[t-1]=0) &( d[t+1]- d[t-1]=0) 

-statistics 28.04 25.13 17.78 

-value (0.0000) (0.0000) (0.0000) 

    

Plan FE - - Yes 

Firm FE - Yes - 

Industry FE Yes - - 

Year FE Yes Yes Yes 

    

N 11966 11966 11966 

Adjusted R2 0.095 0.222 0.473 
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TABLE 2.9 

Robustness Checks 

We estimate the effect of shareholder activism on employee pension funding status one-year after 

activism. We use a nearest-neighbor matching applying Abadie-Imbens bias-adjusted method 

(AIM), a propensity score matching (PSM), and . Targets are matched using the Mahalanobis 

distance defined by one-year lagged covariates: SIZE, TDA, ROA, lnMV, industry median-

adjusted MBs (lag1, lag2, and lag3) in the same year. For PSM, we use the same covariates. Panel 

A reports the model-adjusted difference in means and ratio of variances between the treated and 

untreated for each covariate. Panel B reports the average treatment effect (ATE).  

Panel A: Differences in covariates between targets and matched non-targets 

  AIM PSM IPW 

SIZE  -0.08 -0.03 -0.03 

TDA  0.02 -0.02 -0.01 

ROA  -0.03 0.06 0.02 

lnMV  -0.11 -0.04 -0.04 

Ind-adj MB (lag1) -0.06 0.03 0.02 

Ind-adj MB (lag2) -0.09 0.02 0.01 

Ind-adj MB (lag3) -0.10 0.01 -0.02 

 

Panel B: Average treatment effect of activism on underfunding  

 Model Coef. p-value 

Target vs Non-target AIM 0.03 0.05 

 PSM 0.03 0.08 

 IPW 0.04 0.00 

Number of obs. 18,438   
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FIGURE 2.1 

Hedge Fund Activism 

The figure describes the distribution of activism events over the period 2001-2014. We exclude filings 

where a shareholder is an insider of the target company and a target company does not match with the 

CRSP/Compustat Merged - Fundamentals Annual Data Files. We obtain 4,926 shareholder-target pair and 

year observations. Panel A plots the time series of the number of unique target firms and shareholders who 

filed at least one 13D per year. Then, we narrow it down to target-year sample. We obtain 4,576 target-year 

observations. We delete targets whose corporate pension data is not available at Compustat Pension Annual 

Data Files. Our final sample consists of 3,175 target-year activism events. Panel B plots the time series of 

the number of target-year observations. 

Panel A: Number of active shareholders and target firms per year 
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FIGURE 2.2 

Long-term Relation between Shareholder Activism and Corporate Pension 

The figure plots the mean values of a dummy variable (Shortfall) equal to 1 if the firm’s DB plans 

experience financing shortfall (total liabilities – total assets > 0), and zero otherwise, at time t-3, t-2, t-1, t, 

t+1, t+2, and t+3 where t is the activism event year. 
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APPENDIX 2.1 

Variable Definitions 

This table defines variables used. The lag indicates the variable is lagged by a year. Names in 

block capitals are Compustat variable names.  
Variable Definition 

Pension Data Source: Compustat Pension  

Underfund {Pension liabilities (PBPRO) – fair value of pension assets (PPLAO, millions)} / PBPRO 

Underfund_at (PBPRO – PPLAO) / total assets (AT) 

lnFVPA =ln(PPLAO) 

Taxrate Marginal tax rate after interest deductions (BCG_MTRINT). Missing values are replaced 

with simulated marginal tax rate from Graham and Mills (2008) 

Discountrate Discount rate actuarial assumption (PBARR) 

Returns Actual returns from plan assets (PBARAT/PPLAO) 

  

Firm  Data Source: Compustat  

SIZE Ln(AT)  

BM Book value of equity (CEQ)/Market value of equity (PRCC_F× CSHO) 

ROA Earnings before interest, taxes, depreciation, and amortization (OIBDP) / AT 

TDA (DLC+DLTT)/AT 

CASH CHE/AT 

DIV DVT/AT 

lnMV Ln(Market value of equity (PRCC_F× CSHO)) 

SaleG (SALE-lag_SALE) / lag_SALE 

lnAge Ln(Fiscal year - Year of first effective date of data link (LINKDT)) 

INV CAPX / AT 

RD XRD / AT. Coded as zero if missing 

PPENT Property, Plant and Equipment (PPENT) 

SALE Sales/Turnover (SALE) 

AT Total Assets 

Ind-adj MB Industry-adjusted market-to-book ratio, based on 4 digit SIC codes 

OCF Cash flows from operations (OANCF) / AT 

Std_OCF Standard deviation of OCF for the current and previous four years. 

  

CEO Data Source: Capital IQ 

CEOWorker Present Value of Accumulated Benefits / Salary 

CEOShareholder CEO’s delta (pay-performance sensitivity), calculated as in Coles, Daniel, and Naveen 

(2013)  

  

Institutions Data Source: Thomson financial Database on 13F filings 

INST Total institutional ownership, percent of shares outstanding 

INST HHI Ownership concentration - Herfindahl-Hirschman Index 

  

Analysts Data Source: IBES database 

ANALYST Number of analysts covering the firm 

  

Stock Returns Data Source: CRSP daily file 
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FHT 2×(Standard deviation of stock returns)×Inverse of Normal distribution of ((1+ZEROS)/2), 

where ZEROS = zero return days / total trading days  in a given year  

AMIHUD = -1000×{∑(Absolute value of (RET)/VOL)/ total trading days in a given year}. all CRSP 

Items are reported as upper capital 

  

Pension Data Source: IRS Research File from Department of Labor 

Shortfall = 1 if the firm’s DB plans experience funding shortfall (total liabilities – total assets > 0), 

and zero otherwise. 

EMPLRCon employer contributions (in millions) 

d_EMPLR = 1 if a plan has any employer securities, and zero otherwise. 

Participant the number of participants (,000) 

Numplan the number of DB plans or DC plans of a given firm in a given year (Numplan), (NetAsset), 

and plan age (PlanAge), defined as the current fiscal year minus the effective year of the 

plan. 

Ind.Plan the total number of plans in a given industry of a given firm 

NetAsset the net asset of the plan 

PlanAge plan age 

  

Activism  Data Source: Shareholder Activism Database from Audit Analytics 

d[t+k] =1 if the plan belongs to a targeted firm in year t+k where t is the event year. 
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APPENDIX 2.2 

Category Definitions of Shareholder Activism 

The table reports all category definitions defined by the database Audit Analytics. We only report categories 

that appear in our DB sample in Table 6. 

 Agreements 

-  Bankruptcy settlement: Indicates that the Reporting Person has acquired, disposed of or holds his shares in 

connection with the settlement of a bankruptcy proceeding.   

Board composition: Shares were acquired by the reporting person as part of an agreement concerning how to 

determine the members of the Issuer’s Board of Directors.   

 - Collaborative or licensed business agreement: Indicates that the Reporting Person purchased his shares in the 

Issuer as part of an agreement to work together in some aspect of their business operations.   

 - Commitments to management: Indicates that the Reporting Person has stated that he holds or has acquired his 

stake in the Issuer in connection with an agreement made with the Issuer’s management. 

 - Litigation settlement: Indicates that the Reporting Person has stated that he acquired, disposed of or holds his 

shares in connection with the settlement of a legal action.   

 - Lockup Agreement: Indicates that shares acquired by Reporting Person are part of an agreement between 

underwriters or insiders of the Issuer forbidding their sale for a specified period of time, often 180 days.  

 - Merger or acquisition agreement: Indicates Reporting person has acquired his shares in connection with a 

merger or acquisition of or by the Issuer.   

 - Reorganization: Shares were acquired in connection with a planned or desired change in the equity base of the 

Issuer of a significant number of outstanding shares. Company such as a conversion of all outstanding shares to 

common stock, a reverse split, or the reacquisition by the Issuer of a significant number of outstanding shares. 

 - Standstill Agreement: Either indicates that the Reporting Person has agreed to not acquire more than a certain 

specified amount of the Issuer’s stock or that the Reporting Person is party to an agreement where in all parties 

involved undertake not to engage in negotiations with third parties for a certain period of time.   

 - Transaction (Securities, Warrants, Options, Debt, Bonds, etc.): Indicates that the Reporting Person acquired or 

holds his stake in the Issuer as part of an agreement to complete a transaction of some kind.   

 - Voting agreement: Indicates that the Reporting person has stated that his beneficially owned shares will be used 

in a pooling agreement for use in obtaining a common objective with one or more other shareholders. 

 - Support management: Indicates that the Reporting Person has stated his determination to support the Issuer’s 

current management    

Concerns  

- Concern about stock price: Indicates that the Reporting Person has stated some concern about the current price 

of his shares-usually that he believes them to be undervalued.  
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 - Demand information from management: Indicates that the Reporting Person has requested, claims to have 

requested, or intends to request, specific information about the Issuer’s strategy, operations, financial information 

or records.   

 - Oppose a future acquisition: Indicates that the Reporting Person has stated he intends to work against an 

acquisition or merger contemplated by the Issuer.   

 - Suggested to management strategy: Indicates that reporting person has stated that he has offered written or 

verbal advice to the Issuers management on how they ought to act in the interest of the Issuer.   

Control  

- Caused change in management: Indicates that the Reporting person has caused a change in the management 

verbal advice to the Issuers management on how they ought to act in the interest of the Issuer.   

 - Intent to acquire control of the company: Indicates that the Reporting Person has stated an intention to acquire 

effective control over the Issuer.   

 - Intent to change or nominate the board of directors: Indicates that the Reporting Person has stated his intention 

to work to nominate new members to the Issuer’s board of directors and/or to replace existing members.  

 - Intent to control the board of directors: Indicates that the Reporting Person has stated an intention to control to 

work to nominate new members to the Issuer’s board of directors and/or to replace existing members.  

 - Intent to maintain control: The Reporting Person has acquired the shares as part of an attempt to keep a 

controlling influence over the Issuer.   

 - Intent to replace management: Indicates that the reporting person intends to substitute officers of his choice in 

place of the current management.   

Discussions  

- Held discussions with management: Indicates that the Reporting person has stated that he has held discussions 

about the Issuer with its management.   

- Intent or requested discussions with management: Indicates that the Reporting person has plans or desires to 

hold discussions with the Issuer’s management.   

- May (or reserves the right) have discussions with management: Indicates that the reporting person, while he has 

not stated any specific intention of holding discussions with the management of the Issuer, has specifically 

reserved the right to do so.    

- Potential merger or acquisition discussed: Indicates that the Reporting Person has engaged in discussion with 

managers or directors concerning a possible merger or acquisition. 

Dispute 

- Allege management is misleading: Indicates that the Reporting Person has stated that he believes the 

management to be giving incorrect, purposefully ambiguous or deliberately dishonest information in its public or 

private statements.   

- Disagree with management actions or strategy: Indicates that the Reporting Person has stated that he disagrees 

with some policy or the overall direction of the Issuer.   
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- Dispute with management: Indicate that the Reporting Person has stated that he has some dispute with the 

Issuer’s management.   

– Litigation: Indicates that the Reported person has stated that he has a dispute concerning the Issuer that has 

resulted in legal action.   

Other  

- Change in Corporate Bylaws: Reporting party seeks to cause an alteration to the Issuer’s Corporate Bylaws or 

Articles of Organization.   

- Disposed of investment: Indicates that the Reporting Person has stated that he has sold, given away or otherwise 

dispossessed himself of some (1% or more of beneficially owned shares) or all of his shares in the Issuer.  

- Intends to sell or reduce stake: Reporting Person has stated an intention of selling or otherwise reducing his 

stake dispossessed himself of some (1% or more of beneficially owned shares) or all of his shares in the Issuer. 

- Investment purposes: Indicates that the Reporting Person has stated that he owns his shares in the Issuer for the 

purpose of investment.   

- Not applicable, no change or no intent stated: Indicates that the Reporting Person does not currently have any 

plans (other than those stated in previous forms SC 13D) for his shares other than passive ownership.  

- Stock Delisted: The Issuer’s stock has been removed from the exchange wherein it could be found previously.
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CHAPTER 3 

DOES THE MARKET VALUE SOFT SHAREHOLDER ACTIVISM? 

 

3.1. Introduction 

Do shareholder activists produce value for firms or do they hurt their fellow shareholders 

(Bebchuk and Weisbach, 2010)? Understanding the role of shareholder activism is important 

because shareholder activism is heavily regulated and can be more transparent by laws and rules. 

Furthermore, shareholder activism represents one of the most influential external governance 

mechanisms to facilitate economy growth. McCahery, Sautner, and Starks (2016) show that 

behind-the-scenes activism, private discussions with management, is the most common form of 

activism. Similarly, around 43% of hedge fund activists communicate with the board/management 

to enhance shareholder value (Brav, Jiang, and Kim, 2010). Levit (2014) provides a theoretical 

account of soft shareholder activism such as informal communications with management as 

alternative ways through which investors can influence managers when obtaining control is not 

feasible or too costly. Despite the importance of the prevalence of communications between 

shareholders and managers, soft shareholder activism has received little attention and empirical 

support of the theory is limited. In addition, the effects of shareholder activism on firm value 

remain largely unexamined (Edmans, 2014). This paper’s main contribution is to examine the 

effect of soft shareholder activism on target firm value. 
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There are two views on the questions of whther the stock market values soft shareholder 

activism. Soft shareholder activism may increase firm value because it is less costly than a harder 

way of intervention such as initiating a proxy fight or publicly criticizing the management (Shleifer 

and Vishny, 1986; Becker, Bergstresser and Subrahmanian, 2013; Gantchev, 2013; Levit, 2014, 

2015). It is also a less costly threat than actual action because the threats do not incur any costs 

beforehand. Demanding discussion with management may serve as threat of potential intervention 

when managers do not follow investors’ recommendations provided in the first discussion. Actual 

actions will not happen if the threat is successful, which reduces costs for both the manager and 

the shareholder (Admati and Pfleiderer, 2009; Edmans, 2009; Edmans and Manso; 2011; Fos and 

Kahn; 2014). In other words, hard activism can imply that previous behind-the-scene 

communication has been unsuccessful.  

On the other hand, soft shareholder activism may decrease firm value. First, active 

shareholders who communicate with management may pursue their own private benefits that are 

not aligned with other shareholders’ interests (See Edmans (2014) for survey). For example, 

activists may force targets to work with their customers. Second, communication may take place 

behind the scenes, so the unseen dialogues between a subset of shareholders and a manager may 

lead to undesirable outcomes such as informed trading (Solomon and Soltes, 2015; Collin-

Dufresne and Fos, 2015).  

Estimating the effects of activism, however, is challenging. Edmans (2014) emphasizes 

four challenges, and we attempt to address them in this paper. First, identifying causal effects is 

difficult. The main identification challenge comes from the fact that both firm value and 

shareholder activism are simultaneously determined by the same omitted variables. Our 

identification strategy is to use an event-study approach that analyzes how firm value changes 
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within a relatively small window (±1. ±5, ±10, ±20, and ±30 days) surrounding a 13D filing. 

Because a 13D has to be filed within 10 days of shareholders’ actions, we can plausibly mitigate 

the concern with high-frequency filings and short-run stock returns because the short-run stock 

market reaction can be considered a direct estimate of the NPV associated with the event, and 

highly frequent filings are typically difficult to predict (Krűeger, 2015; Aslan and Kumar, 2016).  

Second, defining a blockholder is ambiguous. The existing literature typically uses the 5% 

level as a threshold because shareholders with a 5% stake or greater must disclose their ownership 

by filing a 13D under the Securities and Exchange Act of 1934. We follow the traditional definition 

of a blockholder.3 Third, types of shareholders are diverse. Prior literature focuses on hedge fund 

activism, suggesting a lack of studies on activism conducted by different types of shareholders 

(Cronqvist and Fahlenbrach, 2009; Clifford and Lindsey, 2013). Shareholders can be hedge funds, 

mutual funds, pension funds, companies, or individual investors. These different types of 

shareholders may have different agendas and purposes for investment in targeted firms, have 

different tactics on governance, and have different effects on firm value. To address this concern, 

we try to identify types of shareholders using serial processes of manually matching algorithms. 

To control for another activists’ time-invariant heterogeneity, we include activists fixed effects in 

baseline regressions.  

Fourth, shareholders can exert governance through the threat of action, rather than actual 

acts of voice, while the threat mechanism is hard to observe (McCahery, Sautner and Starks, 2016). 

In 13D filings, shareholders often state that they intend to intervene or communicate. We consider 

                                                 
3
Theoretical models, without assuming the 5% threshold, argue that governance monotonically increases with 

ownership. Moreover, the dollar size can be a more accurate measure of monitoring incentives, especially when the 

targets are large firms. This is because a small percentage ownership in a large firm may reflect a large dollar value 

of ownership. We use the dollar size of ownership as well as percentage of shares owned by the shareholders. We do 

not tabulate the results using the dollar size of ownership because it is highly correlated with the market value of the 

target company. Our results are similar using the dollar size ownership.  
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this stated intention the threat of the actions. More importantly, exit mechanism and threat of exit 

is hard to observe (McCahery, Sautner, and Starks, 2016). We use the stated exit and stated 

intention to exit in 13D filings to identify the effect of exit on firm value. To the best of our 

knowledge, we are the first to use this direct measure of exit activism. Therefore, we can conclude 

that we address all four challenges in studying shareholder activism, using texts in 13D filings. 

Most recent studies focus on one type of activist, hedge funds, and use the initial 13D 

filings only (Lilienfeld-Toal and Schnitzler, 2015). In this paper, we use both initial 13D and 

amended 13D filings (13D/A) and consider all types of activists. We also control for activist 

heterogeneity because an activist can use only one approach as it reflects his business strategy 

(Cronqvist and Fahlenbrach, 2009). Thus, backed by theory (Levit, 2014), we provide empirical 

evidence on soft activism, the most common activist tactic (McCahery, Saunter, and Starks, 2016). 

We find that investors react both strongly and positively to soft activism in which 

shareholders have discussions with managers, and they respond less favorable to hard activism in 

which shareholders publicly express their concerns about the target management, dispute with 

management, or acquire more control by changing board members/managers. We also show that 

activists’ exit generates the least favorable market reaction. Our multivariate analysis confirms 

that soft activism significantly increases abnormal returns, while exit drops returns, controlling for 

various target characteristics and activist fixed effects.  

Next, we analyze how the market reacts to activists’ block size. We find that the market 

reacts positively to dollar size of activists’ ownership and negatively to percentage block 

ownership. When the activist invests huge money in the target, the market is more favorable of her 

activism. On the other hand, when the activist is the largest shareholder for the target, the market 

is less favorable. The possible explanation of the negative reaction can be that large percentage 
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ownership reduces managerial incentive to exert effort to find out potential projects because they 

fear that their desired project will not be implemented due to overmonitoring of the large 

shareholder (Gromb and Panunzi, 1997). In addition to the reduced managerial effort, a greater 

block percentage ownership reduces the size of ownership of other fellow shareholders and reduces 

liquidity (Bolton and von Thadden, 1998). Thus, we identify different market reactions to dollar 

value and percentage of activists’ ownership.  

We then examine whether the market reacts differently to actual activism versus threat of 

activism. We find that the reaction is less pronounced for the threat of soft activism in which 

shareholders state that they intend to communicate with managers about firm performance. The 

more positive reaction to the actual soft activism, in which shareholders said that they held 

discussion with managers/other shareholders, is not consistent with the view that the threat 

mechanism is sufficient to disciple managers to improve firm performance. This evidence suggests 

that investors perceive actual intervention as more value-enhancing than the threat possibly due to 

uncertainty about whether mangers will follow what activists suggest.  

Analyzing texts in 13D filings, we analyze activist plans in more detail. Specifically, we 

investigate takeover premium of activism, collectivism/wolf pack activism, and passive activism. 

Brav, Dasgupta, and Mathews (2016) characterize the wolf pack activism where a lead activist and 

others form a secret ally to take collective action. Following Boyson, Ma, and Mooradian (2016), 

we do not exclude passive activism where activists state “investment purposes” only in filings 

because these can signal behind-the-scenes activism. We find that M&A-related 13D filings 

generate significantly positive market reaction. We also find that market reacts positively to 

collective activism or possibly to wolf pack activism. Specifically, when activists state that they 

obtain a common objective with other shareholders, the market reacts positively. We also find that 
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the market negatively reacts to reorganization of the target such as changes of board members or 

managers. Finally, we find that passive activism, where activists state “investment purpose” only 

or no change/no intent stated, generates negative market reaction, consistent with the view that 

active shareholders add firm value than passive ones.  

 We next identify possible underlying mechanisms through which soft activism leads 

favorable market reaction. We find an increase in target operating performance post soft activism. 

We also document that target managers are more likely to take less risky corporate actions. 

Specifically, targets experience lower leverage, higher cash holdings, and lower investment post 

soft activism. We also find that target reduces dividend payment post soft activism, suggesting that 

soft activism is not a result of activists seeking private benefits. Consistent with the value-

enhancing soft activism hypothesis, the target has greater growth opportunities post soft activism. 

The possibility of CEO turnover, however, decreases after soft activism, indicating that activists 

exert soft activism when the tension between managers and shareholders is positive (Levit, 2015). 

Consistent with the view, we find that CEO turnover increases post hard activism.  

In the final part of our paper, we examine the determinants of the intensity of activism. The 

intensity is defined as the number of filings in a given year. We find that activists intervene with 

targets with more transparent information environment proxied by analyst coverage. Activists use 

exit mechanism with targets with less transparent information. The intensity of intervention 

increases with the number of block owners, suggesting a possible wolf pack activism.  

 

3.2. Relation to Literature 

Shareholder activism is one of the investment strategies by which investors actively 

intervene with the management of a targeted firm to increase the value of the firm. Traditionally, 
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shareholders can exercise voice (intervention) and exit (sell shares) (David and Thompson, 1994; 

Hirschman, 1970). All channels of voice/intervention involve a free-rider problem: the activist 

bears all the costs of intervention but enjoys only a fraction of the benefits. Thus, activists can use 

different approaches of voice considering the associated costs. In this paper, we compare a less 

costly activism, soft activism, with the costly hard activism. In this section, we aim to distinguish 

between the voice-Soft, voice-Hard, and exit theories to evaluate the effects of the three activisms 

on the target firm value.  

Shleifer and Vishny (1986) argue that an activist governs their portfolio companies through 

three channels. First, the shareholder can launch a takeover bid to gain the takeover premium. 

Second, the shareholder can launch a proxy fight to change the board of directors. Third, the 

shareholder uses informal negotiations with the management. The third mechanism is less costly 

as it does not involve changing management or board structure (Becker, Bergstresser and 

Subrahmanian, 2013; Gantchev, 2013). In this paper, the third mechanism of jawboning can be 

categorized as soft shareholder activism, while launching a takeover bid and a proxy fight are 

considered hard activism, based on the associated costs. In other words, soft activism is an 

activist’s approach when he communicates with board, management, or other shareholders. Hard 

activism is another approach when an activist demands action from board and management and 

threatens consequences otherwise.  

Our paper is different from the existing shareholder activism literature. Firstly, our sample 

selection is different. The majority of papers focuses on one particular type of activist, hedge funds, 

and use the initial 13D filings only. However, other types of activists are important enough to 

change target management (Edmans, 2014; Lilienfeld-Toal and Schnitzler, 2015). Thus, we do not 

exclude other types of activists. Not only initial 13D filings but also amendments of the initial 13D 
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filings show activism events. Initial 13D filings can signal block formation, while amendments 

may contain activism tactics conditional upon block formation. Secondly, our paper emphasizes 

different issues. Backed by theory (Levit, 2014), we focus on soft shareholder activism, the most 

common tactic of activists (McCahery, Sautner, and Starks, 2016). To differentiate other activists’ 

purposes, we also control for other possible tactics. Finally, our paper uses different and arguably 

robust specification. Existing literature does not eliminate time-invariant activist heterogeneity. 

Controlling for shareholder fixed effects, however, is important in corporate finance setting 

(Cronqvist and Fahlenbrach, 2009). Our baseline regressions control for activist fixed effects to 

reduce endogeneity problem arising the unobserved shareholder heterogeneity.  

Our study makes several contributions to the literature. First, we provide empirical support 

for the theory (Shleifer and Vishny, 1986; Winton, 1993; Noe, 2002; Edmans and Manso, 2011; 

Levit, 2015, Fos and Kahn, 2014; Levit, 2014, 2015) and for the survey (McCahery, Sautner and 

Starks, 2016). Secondly, our empirical results also add to the literature on investors who engage 

behind the scenes with management (Carleton, Nelson, and Weisbach, 1998; Becht, Franks, 

Mayer, and Rossi, 2009; Dimson, Karakas, and Li; 2014; Solomon and Soltes, 2015). Although 

we focus on public communication where shareholders demand discussion publicly, this form of 

soft activism can also part of the behind-the-scenes activism because the exact conversations are 

mostly private. Broadly, we add to the literature on the effect of activism on firm value (Brav, 

Jiang, Partnoy, and Thomas, 2008; Becht, Franks, Mayer, and Rossi, 2009; Greenwood and Schor, 

2009; Klein and Zur, 2009; Edmans, Fang, and Zur, 2013; Gantchev, 2013; Ekholm and Maury, 

2014; Boyson, Ma, and Mooradian, 2016). 
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3.3. Data and Variables 

3.3.1. Anecdotal Evidence 

Enacted in 2000, the Regulation Fair Disclosure (Reg FD) prevents investors from 

acquiring inside information about targeted firms, but it does not prohibit private discussion with 

managers.  According to the Securities and Exchange Act of 1934 Rule §240.13d, Item 4 in a 

Schedule 13D must state the purpose of the transaction. Specifically, shareholders state the purpose 

of the acquisition of securities of the target and describe any plans or proposals that relate to or 

would result in changes in their investment. For example, in our dataset, one of shareholders of 

Sotheby’s, Third Point LLC, filed a 13D in 2013 states in Item 4 as follows: 

“The Reporting Persons (i.e. the shareholder, Third Point LLC) intend to 

engage in a dialogue with members of the Board or management of the Issuer 

(i.e. the target firm, Sotheby’s) or other representatives of the Issuer. Any 

dialogue or communications with any of the foregoing persons may relate to 

potential changes of strategy and leadership at the Issuer.”4   

In 2005, an active shareholder of ASA (Bermuda) Limited, HBK Investments L.P., filed a 

13D stating that “investments has engaged from time to time in discussions with the Issuer and 

other shareholders of the Issuer concerning the Issuer and its business and may have additional 

discussions with such parties in the future.”5 

The former case shows potential future discussion with management, while the latter case 

includes discussion which was already held. From the disclosures, the public know that one of 

                                                 
4
 The filing can be found at www.sec.gov/Archives/edgar/data/823094/000119312513346480/0001193125-13-

346480-index.htm. 
5
 The filing can be found at www.sec.gov/Archives/edgar/data/7645/000101144305000044/0001011443-05-

000044-index.htm. 
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shareholders privately contacted management, but they are unaware of the content of the 

conversations. How would other shareholders react to these instances? Do other shareholders think 

the discussions with management initiated by a subset of shareholders is beneficial to them as 

well? In other words, do they believe that the discussion is a way to discipline managers with 

external corporate governance? If they think of it as shareholder value maximizing activity, the 

market reaction will be positive. In this section, we summarize related literature that provides a 

foundation to hypothesize about market reactions to soft shareholder activism. 

3.3.2. Data Sources and Sample Selection 

Shareholder Activism data come from AuditAnalytics, which contains information drawn 

from disclosures of Schedule 13D filings from 2001 to 2014. The dataset covers all SEC registrants 

who have either filed a 13D or a 13D/A.6 Financial accounting and stock return information come 

from Compustat annual files and CRSR daily files, respectively. Other firm characteristics are 

from Thomson Reuters, IBES, and ExecuComp. We use firm characteristics that are one year 

before the target year.  

Table 1 presents our sample selection process. Initially, we have 99,327 13D or 13D/A 

filings from the dataset. We focus on outside shareholders, large shareholders who are not the 

                                                 
6
 When a person or group of shareholders acquires beneficial ownership of more than 5% of a voting class of a 

company’s securities they are required to file an SC 13D with the SEC in accordance with Securities and Exchange 

Act of 1934 Rule §240.13d. The initial SC 13D must be filed within ten days of the shareholder taking their stake. In 

general shareholders who acquire greater than a 5% stake and intend to change or influence the control of the issuer 

file may elect to file an SC 13D, while those who do not intend to engage in any activism may file an SC 13G 

instead. A beneficial owner having filed an initial SC 13D is required to file an amended SC 13D promptly if there 

is any material change in the contents disclosed in the initial SC 13D.  

There are several shortages of this data. First, we do not have information about the trigger day of acquiring 

the threshold, 5%, although our sample enables us to analyze texts drawn systematically from all filings within the 

sample period. Second, we do not have information about the day when activism becomes first publicly known 

before the filing date. This, however, is not the problem for soft shareholder activism. Activists choose to have 

private discussion with managers to hide the meeting from the public. There are no reasons to disclose before they 

must file the meeting held. Alternatively, if they wanted to disclose the meeting to the public, they would do so by 

declaring that they intend to communicate with managers in 13D.       
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firm’s officer, and thus drop the few observations for which the active shareholder company is the 

same as the target company. We require all the target companies to be matched with 

Compustat/CRSP. Whenever more than one 13D filings for a target company fall on the same day, 

we drop both events from the analysis to eliminate the compounded effect arising from at least two 

shareholders. Our final sample contains 48,012 13D or 13D/A filings based on 6,639 unique target 

firms and 8,513 unique shareholders between 2001 and 2014.  

3.3.3. Variable Definitions 

3.3.3.1. Dependent Variables 

We analyze whether shareholder activism creates value for shareholders by using event 

study method. We use Eventus to calculate market-adjusted cumulative abnormal returns to 13D 

filings. The event of interest is 13D filing date.7 We start by estimating market model parameters 

for each firm-event date pair using estimation periods of 255 trading days ending 46 days before 

the event date. We consider event windows of 21 (-10,+10), 11 (-5,+5), and 3 (-1,+1) days. The 

CRSP value-weighted index serves as the market index in the regressions, and abnormal returns 

for event 𝑖 and event day 𝑡 are defined as  

𝐴𝑅𝑖𝑡 = 𝑟𝑖𝑡 − 𝑎𝑖 − 𝑏𝑖 × 𝑟𝑣𝑤,𝑡        (1) 

where 𝑟𝑖𝑡 is the firm return, 𝑎𝑖 and 𝑏𝑖 are the estimated market model parameters, and 𝑟𝑣𝑤,𝑡 is the 

CRSP value-weighted index return on event day 𝑡. We report the parametric test statistics (the 

Patell test) and the nonparametric test statistics (the generalized sign test). The Patell Z test 

estimates a separate standard error for each firm-event and assumes cross-sectional independence. 

The generalized sign test is a test of the median CAR being equal to zero, which adjusts for the 

                                                 
7
 We do not have information about the date that triggers the requirement to file the 13D, the data that causes 

shareholders to go over the 5% threshold. The difference between triggering date and filling date is less than 10 

days. 
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fraction of positive abnormal returns in the estimation period instead of assuming 0.5 (Cowan, 

1992).  

We also compute the buy-and-hold (BH) abnormal returns for relatively longer windows 

of 61 (-30,+30) and 41 (-20,+20) days. For example, BH (-20,+20) refers to the difference in buy-

and-hold returns (buying at time -20 and hold until +20) between the target’s stock and the market 

index.  

3.3.3.2. Treatment Variables 

We create indicator variables for each activism approach. We classify active shareholders’ 

purposes of transaction stated in 13D filings. The purposes are not mutually exclusive, as one 13D 

filing can generate multiple issues. The categories represent classification of the matter disclosed 

in a 13D’s Item 4 “Purpose of Transaction”. We define soft activism as discussion:  may (or 

reserves the right) have discussions with management, intent or requested discussions with 

management, held discussions, and potential merger or acquisition discussed. The first two 

categories can be the “threat” of soft activism, while the third category is actual activism.  Hard 

activism is defined as dispute, concern, and control. Exit activism includes intends to sell or reduce 

stake, and disposed of investment. Thus, Soft, Hard, and Exit equals one if a filing contain each 

approach of activism, zero otherwise. See Appendix 2 for more detailed descriptions of the issues 

found within each category.  

3.3.3.3. Control Variables 

We control for activist chacteristics and target characteristics that can influence the market 

reaction. Specifically, we control for activist ownership and heterogeneity using fixed effects. We 

provide information about how large shareholders’ investments in their target companies are. We 

report the size of shareholders’ stakes in their target companies, both in a dollar value and as a 
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percentage of outstanding shares of the target. A dollar value is computed as the “Aggregate 

amount beneficially owned by each reporting person” disclosed for Row 11 of a 13D filing times 

prior-year stock price of the target. A percentage ownership is disclosed for Row 13 “Percent of 

Class Represented by Amount in Row 11”.  

Firm controls include: market value (lnMarketCap), market-to-book (MB), profitability 

(ROA), leverage (TDA), cash holding (CASH), product market competition (HHI), dividend-to-

asset ratio (DIV), investment (INV), R&D expenditure (RD), stock liquidity (LiqAMI), cash flow 

(CF), and firm age (lnAge). We provide detailed variable definitions in Appendix 1.     

3.3.3.4. Summary Statistics 

Panel A of Figure 1 presents the yearly number of 13D and 13D/A filings over the sample 

period. Panel B shows the yearly number of active shareholders and their target firms. Both the 

number of filings and the number of active shareholders and targeted firms decrease over time. 

We can infer that one shareholder has multiple target firms as the number of targets is always 

higher than the number of activists during our sample periods.  

Panel A of Table 3 provides summary statistics. On average, activists target firms with a 

mean asset size of $308 million and the mean market capitalization of $194 million. The average 

HHI index is 0.08 suggesting that most target firms are from less concentrated industries. We also 

find that the median percentage stake that an active shareholder takes in the target is 9% and the 

median dollar stake is about 20 million.8 These numbers are comparable across different studies. 

Brav, Jiang, and Kim (2015) find the median percentage stake of hedge fund activists is 6.4% to 

                                                 
8
 If we drop 13D filings with the percentage ownership less than 5%, the median percentage increases to 13% and 

the median dollar stake increases to 3.7 million. 
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9.5%, Greenwood and Schor (2009) find 9.8%, and Boyson and Mooradian (2010) find 8.8% on 

average. Finally, 8% of firms is targeted by soft activism, 11% targeted by hard, and 3% targeted 

by exit activism.  

Panel B of Table 3 presents types of activists. To identify types of shareholder activists, 

we use Capital IQ, Form D filings, Bloomberg Terminal, Internet, and new searches. In Item 4 of 

a Form D, there is a specific box for any pooled investment fund to identify itself by choosing 

either hedge, private equity, venture capital, or other investment fund. 18% of activists are hedge 

funds with 2 billion of a mean dollar value invested in target firm. 8% of activists are public 

companies with the largest mean dollar size invested (15 billion) and the most positive average 

market reaction to the activism (7.12%).  

 

3.4. Results 

3.4.1. Univariate Analysis 

Table 2 displays the results for the event study. Panel A shows that initial filings have 

around twice higher mean cumulative abnormal returns (CARs) than amended filings. This 

suggests that the market reacts more significantly to the block formation signaled by the initial 

filings. Conditional on block formation, amended filings represent any activism events occurred 

subsequently. Recall that one filing can contain multiple issues. Thus, to compare the market 

reaction to solely soft activism with to hard activism, we focus on non-overlapping subsample of 

filings that contain only soft, hard, and exit activism. As shown in Panel B, the mean CARs are 

significantly positive and larger for soft activism than hard and exit activism. In terms of economic 

significance, given that the mean 21-day CAR of 8.4% and the mean market capitalization of the 
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target firms is about $194 million, the mean benefit associated with the soft activism is 

approximately $16 million (0.084 × $194 𝑚𝑖𝑙𝑙𝑖𝑜𝑛).  

Figure 2 plots the mean cumulative total return (CRET), mean cumulative abnormal return 

(CAR), and mean buy-and-hold abnormal return (BHAR) from 30 days prior to the event date to 

30 days afterward for initial 13D filing events (Panel A) and for amended 13D filing events (Panel 

B) from 2001 to 2014.9 The stock market’s reaction to the initial disclosure of activists’ 

engagement in a target mostly takes place 10 days prior to the filing date. Similarly, on average 

the positive market reaction becomes double from 10 days prior to the filing (2.5%) to the filing 

date (5%).   

Table 4 presents pairwise Pearson correlations between various firm and activist 

characteristics. Soft is positively correlated with ±1 and ±5 windows of CARs, while Exit is 

negatively correlated with them. We investigate a multicollinearity problem among potential 

independent variables in our next multivariate analyses. By focusing on correlations greater than 

0.7, we identify lnMV or lnMarketCap is highly correlated with lnDollar and SIZE. Thus, we use 

lnMV as a size control, but obtain qualitatively similar results when using the other two.  

3.4.2. Multivariate Analysis 

In this section, we examine whether the univariate results are robust to a multivariate 

regression analysis. Specifically, we regress the CARs and BHARs on a category-specific dummy 

variable indicating whether the firm is targeted by soft, hard, or exit activism. We control for 

various target firm characteristics as well as year and industry fixed effects. We also control for 

potential unobserved heterogeneity across activists by including activist fixed effects because an 

                                                 
9
 We use Event Study by WRDS to plot the figure.  
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activist mostly targets more than one companies (Edmans, Levit, and Reilly, 2016). Standard errors 

are clustered at the target level.  

Table 5 reports the results. In all five different windows, we observe that the coefficient on 

Soft is positive and highly statistically significant, which indicates that the univariate results in 

Table 2 are not due to the omission of important target, activist, industry characteristics. Exit 

dummy variable has a negative and statistically significant coefficient estimate, suggesting that the 

market negatively reacts to the exit of activists. Unlike the threat of exit, we observe actual exits 

which can be the final stage of activism when previous attempts of intervention were unsuccessful 

(Bharath, Jayaraman, and Nagar, 2013; Gantchev, 2013). We find a negative relation between the 

21-day mean CAR and activist exit. Overall, we find a strong and positive market reaction to soft 

activism after controlling for various target and activist characteristics.  

 

3.5. Identification 

Our primary identification strategy is to employ event study using short-term CARs. We 

also conduct a rich set of robustness tests for our baseline results. Brecht, Franks, Grant, and 

Wagner (2015) find that activists’ engagements result in takeovers produce a higher abnormal 

long-run returns. Boyson, Gantchev, and Shivdasani (2016) find that hedge fund activism creates 

shareholder value primarily by having targeted firms acquired or sold. Coffee and Parlia (2015) 

indicate that activism related to takeovers can also drive short-term abnormal returns on the filing 

because activists are perceived to be putting the target in play and raising its expected takeover 

premium. In addition to the expected takeover premium, other purposes stated in filings can also 

drive our results. Greenwood and Schor (2009) and Sunder, Sunder, and Wongsunwai (2014) show 

that different activist actions have different implications for target firms. In other words, one 13D 
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filing may pursue both change in board members and discussions with management. Thus, we 

control for different purposes of activism in detail. Finally, a threat of activism is important 

because if the threat is successful then the actual activism will not happen (Edmans, 2014). Thus, 

we distinguish the threat of soft activism and the actual soft activism using activists’ stated 

intention in filings.  

To examine whether our finding is driven by the increased expected takeover premium, we 

exclude merger and acquisition related activism. M&A-related activism includes filings that 

contain potential merger or acquisition discussed, Oppose a future acquisition, and M&A 

agreement. To control for the effect of other stated purposes, we redo the regression by including 

each subtype of hard activism (Control, Dispute, and Concern) and other approaches (Agree and 

Passive). We also include indicators of all detailed purposes of activism to examine what a specific 

purpose has the strong market reaction. To compare the effect of threat with the actual activism, 

we create an indicator of the threat of soft activism (Threat) if a filing contains may (or reserves 

the right) have discussions with management or intent or requested discussions with management. 

Held discussions is an indicator of actual soft activism. Refer to Appendix 2 for the category 

definitions. For brevity, we use CAR(-10,+10) as the dependent variable and use the same controls 

as in Table 5.  

Column (1) of Table 6 reports the results by excluding M&A-related activism. We observe 

that the actual soft activism generates more positive market reaction than the threat of soft activism. 

Column (2) reports the results by including detailed purposes of activism. We find that M&A-

related activism is associated with strongly positive market reactions, suggesting that changes in 

the expected takeover premium account mostly for the increased stock price. We also find that 

activist intention to change or nominate boards has negative market reaction, indicating that the 
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existing poor internal governance exceeds the expected improvement of external governance. 

Lastly, we document that the market negatively reacts to passive activism in which activists has 

no specific purpose of activism. Overall, actual soft activism generates positive market reaction 

even after account for other possible purposes.  

 

3.6. Possible Mechanisms  

Do the targets experience changes in real variables post activism? Our evidence so far 

shows that the market value soft shareholder activism. In this section, we discuss possible 

underlying mechanisms though which this occurs. Specifically, we examine from which the value 

creation in soft activism arises. To address potential selection bias and control for firm 

heterogeneity, we perform our firm-level analysis on the target firms and a control sample 

constructed using the coarsened exact matching (CEM) method (Iacus, King, and Porro, 2011; 

Duygan‐Bump, Parkinson, Rosengren, Suarez, and Willen, 2013). The CEM method creates a grid 

from the coarsened support of each firm characteristics (MB, lnMarketCap, ROA, and TDA) and 

then exactly matches target firms with non-target firms in the same year and in the same industry 

and prunes unmatched funds.  

We report summary statistics comparing the characteristics of the target firms with those 

of the matched firms. Panel B of Table 1 presents the number of target and control firms and the 

means for each of the matching variables. The last column reports the differences and the t-

statistics testing the equality of means of the two samples. The target and matched firms are similar 

in many ways, although targets have a lower market cap in general. We examine whether the target 

firms experience changes in real variables post activism when compared to a control sample of 

non-targets. We adopt the difference-in-differences (DiD) approach. The dependent variables are: 
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operating performance (ROA), leverage (TDA), cash holding (CASH), investment expenditure 

(INV), cash dividends per share (div), growth opportunities (MB), and CEO turnover. We create 

a dummy variable Post equals one if year ranges from 𝑡 + 1 to 𝑡 + 3. Then, we interact the post 

dummy with the indicators of each activism (Soft, Hard, and Exit). We include year and firm fixed 

effects to eliminate macroeconomic effects and firm-specific effects. We report t-statistics based 

on standard errors clustered at the firm level. 

Table 7 reports the results. The most influential approach in changing real variables is soft 

activism. The coefficient associated with 𝑃𝑜𝑠𝑡 × 𝑆𝑜𝑓𝑡 is positive in column (1), which shows that 

the operating performance of targets improves post soft activism. We also find that targets are 

more likely to take less risks post soft activism such as decreased leverage, increased cash holding, 

and decreased investment. Payouts decreases, while growth opportunities proxed by market-to-

book ratio increases post soft activism. More interestingly, we find that CEO turnover decreases 

post soft activism, while increases post hard and exit activism. This evidence implies that activists 

use a softer way of intervention in anticipation of successful intervention, which decreases CEO 

turnover. On the other hand, hard and exit activism increases CEO turnover with elevated tension 

between activists and managers (Levit, 2014). Overall, we find that value creation in soft activism 

arises from increasing operating performance, less risky policies, lower payout payments, greater 

growth opportunities, and lower CEO turnover.  

 

3.7. Additional Analysis 

Why do activists target a firm intensively? In our sample, we discover that the mean 

number of filings targeting a firm is three, while the maximum number of total filing is 135. The 

maximum number of soft activism is 13, 25 for hard, and 9 for exit activism, respectively. We next 
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examine determinants of the intensity of activism. Broadly, we investigate whether stock liquidity, 

information environment of targets, and wolf pack activism affects the intensity.  

Levit (2014) predicts that the intensity of communications between activists and targets 

increases with stock liquidity. The author argues that liquidity eases exit, and in turn exit enhances 

communications by relaxing tensions between activists and targets. When activists sell some 

shares, they are less sensitive to target performance and are more willing to communicate. Our 

liquidity measure is the Amihud (2002) illiquidity ratio as a proxy for the cost-per-volume, which 

captures price impact (Goyenko, Holden, and Trzcinka, 2009).10 Thus, the liquidity variables, 

LIQAM, is defined as follows: 

𝐴𝑀𝑖,𝑡 = −1000 × (
1

𝑁𝑖,𝑡
∑

|𝑅𝐸𝑇𝑖,𝑘|

|𝑉𝑂𝐿𝑖,𝑘|

𝑁

𝑘=1

) 

where the daily ratio of absolute value of stock returns (RET) to dollar volume (VOL), averaged 

over the number of trading days (N) of firm 𝑖 in year 𝑡, multiplied by -1,000.  

Levit (2014) also predicts that the intensity of soft activism increases with accountability 

of the target firm. This is because when shareholders perceive targets to be accountable they are 

more likely to communicate. To measure the accountability of targets, we use analyst coverage 

(ANAL) because analysts serve an important information intermediary by processing and 

producing firm information (Boone and White, 2015). When activists have better information 

about targets, they may perceive targets as accountable. 

                                                 
10

 We also use the Fong, Holden, and Trzcinka (FHT, 2011) liquidity measure as a proxy for the cost-per-price, 

which captures return volatility and the effect of zero returns. FHT (2011) show that this measure is highly 

correlated liquidity measures using intraday trade data. Our results are similar.  
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Brav, Dasgupta, and Mathews (2016) show that wolf pack activism has an influence on 

targets. Wolf pack members acquire shares in the target before the wolf pack leader files its 13D, 

and gain from the leader’s activism. We test the effects of wolf pack activism on the intensity of 

activism. We measure both institutional ownership and the number of institutional blockowners. 

To account for possible wolf pack, we use the number of institutional blockowners from Thomson 

Reuters Institutional (13f) Holdings database.11 

To test this prediction, we test whether the Poisson model form fits our data. The deviance 

goodness-of-fit test tells us that, given the model, we cannot reject the hypothesis that these data 

are Poisson distributed, while the Pearson goodness-of-fit test tells us that we can reject the 

hypothesis. Thus, we use both negative binomial and Poisson regression in which the dependent 

variable is a target’s number of 13Ds containing different approaches of activism event by unique 

activists in a given year. 

Table 8 reports the results. We find that liquidity increases the total number of filings, 

suggesting that liquid stocks are more likely to be targeted (Edmans, Fang, and Zur, 2013). We 

also find that activists target intensively firms that are covered by more analysts, suggesting firms 

with better information environment, and thus considered more accountable, are likely to be 

targeted by soft and hard activism. More analyst coverage decreases the intensity of exit, indicating 

activists who use soft and hard approach were successful, so they do not exit. We also find a similar 

result using Poisson regressions with firm fixed effects. Similarly, a number of blockowners 

increases the intensity of soft and hard activism, suggesting the wolf pack activism was successful, 

so they do not exit.    

 

                                                 
11

 We also use institutional ownership concentration using Herfindahl-Hirschman Index. Our results are similar.  
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3.8. Conclusion 

We study the shareholder value implications of different types of shareholder activism 

events in the short-run. We predict that soft activism where activists communicate with target 

management or other fellow shareholders increases firm value because it is relatively inexpensive 

than hard activism where activists publicly criticize target management, acquire more shares, 

initiate litigate, so on. We also predict that soft activism decreases firm value because it activists 

can extract private benefits as a form of behind-the-scene activism or insider trading. We construct 

48,012 Schedule 13D filings from 2001 to 2014 and employ the event study methodology to 

address possible endogeneity concerns to analyze predicted relations.  

The results show that investors react more positively to soft activism than to hard activism, 

suggesting that investors perceive soft approach as more value-enhancing than hard approach. The 

positive reaction on soft activism is particularly pronounced for the actual communication than the 

threat of soft activism in which shareholders state that they intend to communicate with the 

managers. The less positive reaction with respect to the threat mechanism suggests that the market 

thinks the threat mechanism is not sufficient to disciple managers to improve firm performance. 

We also find that the market negatively reacts to activists exit, which can indicate an 

unsuccessful intervention prior to the exit. A significantly negative reaction to passive activism 

repeats that the market strongly reacts to shareholder’s intervention rather than exit or passiveness. 

We also find that the market reacts negatively to change in boards of directors, indicating the 

problems in current internal governance are greater than the market expectations of improvement 

in external governance that arises from activism. We find significantly positive market reactions 

to M&A-related activism, suggesting the market reacts to the increases in the expected takeover 

premium.  
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We find that the underlying mechanisms through which soft activism increases firm value 

are increased operating performance, less risky policies, lower payout payments, greater growth 

opportunities, and lower CEO turnover. Finally, we find that analyst coverage and the number of 

blockowners increases frequencies of soft and hard activism, while decreases frequency of exit 

activism. This finding indicates that activist intervention is successful with more accountable firms 

with a large number of blockowners possibly forming a wolf pack. Overall, our evidence suggests 

that other shareholders prefer a subset of large shareholder increasing their ownership in the target, 

possibly because they believe that intervention incentives increase with shared ownership (Shleifer 

and Vishny, 1986). 
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APPENDIX 3.1 

Variable Definitions 

This table defines variables used. The lag indicates the variable is lagged by a year. Names in 

block capitals are Compustat variable names.  

 
Variable Definition 

Firm  Data Source: Compustat  

SIZE Ln(AT)  

MB (AT+CSHO*PRCC_F-CEQ)/AT 

ROA Earnings before interest, taxes, depreciation, and amortization (OIBDP) / AT 

TDA (DLC+DLTT)/AT 

CASH CHE/AT 

DIV DVT/AT 

lnMarketCap (MV) Ln(Market value of equity (PRCC_F× CSHO)) 

HHI Herfindahl-Hirschman index based on sales for a given two-digit SIC industry code measured 

at the end of a fiscal year. 

INV CAPX / AT 

RD XRD / AT. Coded as zero if missing 

CF IB+DP/AT 

lnAge Ln(Fiscal year - Year of first effective date of data link (LINKDT)) 

div Dividends per Share – Ex-Date (DVPSX_F) 

CEO Data Source: Capital IQ 

CEOturnover =1 if the firm-year observation experiences a change in CEO 

  

Institutions Data Source: Thomson financial Database on 13F filings 

Instown_perc Total institutional ownership, percent of shares outstanding 

INST HHI Ownership concentration - Herfindahl-Hirschman Index 

#blockowners Number of >5% institutional block ownerships 

  

Analysts Data Source: IBES database 

ANAL Number of analysts covering the firm 

  

Stock Returns Data Source: CRSP daily file 

CAR mean cumulative abnormal returns  

BHAR mean buy-and-hold abnormal returns 

Liq(AMI) = -1000×{∑(Absolute value of (RET)/VOL)/ total trading days in a given year}. all CRSP 

Items are reported as upper capital 

FHT 2×(Standard deviation of stock returns)×Inverse of Normal distribution of ((1+ZEROS)/2), 

where ZEROS = zero return days / total trading days  in a given year  

  

Activism  Data Source: Shareholder Activism Database from Audit Analytics 

Soft =1 if a 13D or 13D/A filing contains Discussions (see Appendix 2 for subcategories) 

Hard =1 if Concerns, Dispute, and Control. 

Exit =1 if Disposed of investment or Intends to sell or reduce stake 

PercentOwned = Value disclosed for Row 13 “Percent of Class Represented by Amount in Row 11” /100 

lnDollar =ln(Value disclosed for Row 11 “Aggregate amount beneficially owned by each reporting 

person” × lag_ PRCC_F) 
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APPENDIX 3.2 

Category Definitions of Shareholder Activism 

The table reports all category definitions defined by the database Audit Analytics.  

 Agreements 

-  Bankruptcy settlement: Indicates that the Reporting Person has acquired, disposed of or holds his shares in 

connection with the settlement of a bankruptcy proceeding.   

Board composition: Shares were acquired by the reporting person as part of an agreement concerning how to 

determine the members of the Issuer’s Board of Directors.   

 - Collaborative or licensed business agreement: Indicates that the Reporting Person purchased his shares in the 

Issuer as part of an agreement to work together in some aspect of their business operations.   

 - Commitments to management: Indicates that the Reporting Person has stated that he holds or has acquired his 

stake in the Issuer in connection with an agreement made with the Issuer’s management. 

 - Litigation settlement: Indicates that the Reporting Person has stated that he acquired, disposed of or holds his 

shares in connection with the settlement of a legal action.   

 - Lockup Agreement: Indicates that shares acquired by Reporting Person are part of an agreement between 

underwriters or insiders of the Issuer forbidding their sale for a specified period of time, often 180 days.  

 - Merger or acquisition agreement: Indicates Reporting person has acquired his shares in connection with a 

merger or acquisition of or by the Issuer.   

 - Reorganization: Shares were acquired in connection with a planned or desired change in the equity base of the 

Issuer of a significant number of outstanding shares. Company such as a conversion of all outstanding shares to 

common stock, a reverse split, or the reacquisition by the Issuer of a significant number of outstanding shares. 

 - Standstill Agreement: Either indicates that the Reporting Person has agreed to not acquire more than a certain 

specified amount of the Issuer’s stock or that the Reporting Person is party to an agreement where in all parties 

involved undertake not to engage in negotiations with third parties for a certain period of time.   

 - Transaction (Securities, Warrants, Options, Debt, Bonds, etc.): Indicates that the Reporting Person acquired or 

holds his stake in the Issuer as part of an agreement to complete a transaction of some kind.   

 - Voting agreement: Indicates that the Reporting person has stated that his beneficially owned shares will be used 

in a pooling agreement for use in obtaining a common objective with one or more other shareholders. 

 - Support management: Indicates that the Reporting Person has stated his determination to support the Issuer’s 

current management    

Concerns  

- Concern about stock price: Indicates that the Reporting Person has stated some concern about the current price 

of his shares-usually that he believes them to be undervalued.  

 - Demand information from management: Indicates that the Reporting Person has requested, claims to have 

requested, or intends to request, specific information about the Issuer’s strategy, operations, financial information 

or records.   
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 - Oppose a future acquisition: Indicates that the Reporting Person has stated he intends to work against an 

acquisition or merger contemplated by the Issuer.   

 - Suggested to management strategy: Indicates that reporting person has stated that he has offered written or 

verbal advice to the Issuers management on how they ought to act in the interest of the Issuer.   

Control  

- Caused change in management: Indicates that the Reporting person has caused a change in the management 

verbal advice to the Issuers management on how they ought to act in the interest of the Issuer.   

 - Intent to acquire control of the company: Indicates that the Reporting Person has stated an intention to acquire 

effective control over the Issuer.   

 - Intent to change or nominate the board of directors: Indicates that the Reporting Person has stated his intention 

to work to nominate new members to the Issuer’s board of directors and/or to replace existing members.  

 - Intent to control the board of directors: Indicates that the Reporting Person has stated an intention to control to 

work to nominate new members to the Issuer’s board of directors and/or to replace existing members.  

 - Intent to maintain control: The Reporting Person has acquired the shares as part of an attempt to keep a 

controlling influence over the Issuer.   

 - Intent to replace management: Indicates that the reporting person intends to substitute officers of his choice in 

place of the current management.   

Discussions  

- Held discussions with management: Indicates that the Reporting person has stated that he has held discussions 

about the Issuer with its management.   

- Intent or requested discussions with management: Indicates that the Reporting person has plans or desires to 

hold discussions with the Issuer’s management.   

- May (or reserves the right) have discussions with management: Indicates that the reporting person, while he has 

not stated any specific intention of holding discussions with the management of the Issuer, has specifically 

reserved the right to do so.    

- Potential merger or acquisition discussed: Indicates that the Reporting Person has engaged in discussion with 

managers or directors concerning a possible merger or acquisition. 

Dispute 

- Allege management is misleading: Indicates that the Reporting Person has stated that he believes the 

management to be giving incorrect, purposefully ambiguous or deliberately dishonest information in its public or 

private statements.   

- Disagree with management actions or strategy: Indicates that the Reporting Person has stated that he disagrees 

with some policy or the overall direction of the Issuer.   

- Dispute with management: Indicate that the Reporting Person has stated that he has some dispute with the 

Issuer’s management.   

– Litigation: Indicates that the Reported person has stated that he has a dispute concerning the Issuer that has 

resulted in legal action.   
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Other  

- Change in Corporate Bylaws: Reporting party seeks to cause an alteration to the Issuer’s Corporate Bylaws or 

Articles of Organization.   

- Disposed of investment: Indicates that the Reporting Person has stated that he has sold, given away or otherwise 

dispossessed himself of some (1% or more of beneficially owned shares) or all of his shares in the Issuer.  

- Intends to sell or reduce stake: Reporting Person has stated an intention of selling or otherwise reducing his 

stake dispossessed himself of some (1% or more of beneficially owned shares) or all of his shares in the Issuer. 

- Investment purposes: Indicates that the Reporting Person has stated that he owns his shares in the Issuer for the 

purpose of investment.   

- Not applicable, no change or no intent stated: Indicates that the Reporting Person does not currently have any 

plans (other than those stated in previous forms SC 13D) for his shares other than passive ownership.  

- Stock Delisted: The Issuer’s stock has been removed from the exchange wherein it could be found previously.
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Figure 3.1 

Number of Schedule 13D Filings by Year 

Panel A presents the yearly number of activism events over the sample period based on the form of the 

filings: Initial 13D filings and Amendment 13D filings. Panel B presents the yearly number of unique 

targets and activists.  

Panel A: Number of Schedule 13D and 13D/A filings by year 
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Panel B: Number of targets and activists by year 
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Figure 3.2 

Graphical Evidence 

The figure plots short-run mean cumulative return by day relative to activism event at time 0.  

Panel A: 13D Filing only 

 

Panel B: 13D/A Filing only 
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TABLE 3.1 

Sample Selection 

Panel A shows sample selection for event-level analysis on activism based on filing 13D and 13D/A during 

2001–2014. Panel B shows matching results for firm-level analysis on activism. It reports mean difference 

tests of firm characteristics for target firms and non-target firms. We match them based on one-year prior 

characteristics in the same year and in the same industry (2-digit SIC).  * p < 0.05, ** p < 0.01, *** p < 

0.001. 

Panel A: Sample Selection for Event-level Analysis 

Explanation Observations 

  

Raw data (2001 to 2014) obtained from Audit Analytics 99,327 

Keep if activists that are unaffiliated with the target firm 97,050 

Keep if SC 13D and SC 13D/A 96,802 

Keep if Compustat Targets 73,756 

After deleting observations with the same filing dates  63,686 

After Event Study drops; 

       Date outside of period available                                    -11,849 

       Too few estimation period days with data                      -1,120 

       Too many event period days with missing data                 -311 

50,406 

Keep if prior-year accounting information is available 48,012 

       13D 10,528 

       13D/A 37,484 

Final Sample  6,639 targets 

 8,513 activists (393 Hedge funds) 

  

 

Panel B: Sample Selection for Firm-level Analysis 

Characteristics # Control Firms Mean Control # Target Firms Mean Target Mean Diff. 

      

MB 9980 2.432 4863 1.894 0.538 

lnMarketCap 10788 5.573 5033 5.178 0.395*** 

ROA 9754 -0.027 4761 -0.04 0.013 

TDA 9989 0.231 4868 0.232 -0.001 
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TABLE 3.2 

Event Study Analysis 

The table reports market-adjusted cumulative abnormal returns (CARs) based on CRSP value weighted 

index. Time 0 in is on the day of initial 13D filings. “D” represents initial 13D filings only, “A” represents 

amendment 13D/A filings only. “DA” includes both 13D and 13/A filings. We define each category based 

on shareholders’ stated purpose of transaction in Item 4. We consider event windows of 61, 41, 21, 11, and 

3 (-1, +1) days. The test portfolio in Panel A contains all activism events. The column, “Positive : Negative”, 

show the relative number of positive and negative CAR events. The symbols *,**, and *** denote statistical 

significance at the 0.05, 0.01 and 0.001 levels, respectively, using a generic one-tail test. Panel B analyzes 

non-overlapping subsamples based on different approaches conducted by activists. Refer to Appendix A 

for category definitions. We perform 𝑡 tests on the equality of means against the SOFT population mean 

and report its statistical significance. The shareholder activism data set covers from 2001 to 2014.  

Panel A: All 

Days N Mean CAR Pos.:Neg. Patell Z Generalized Sign Z 

13D Filing Only      

D (-30,+30) 11062 10.50% 6788:4274 33.777*** 28.574*** 

D (-20,+20) 11056 9.35% 6799:4257 33.777*** 28.845*** 

D (-10,+10) 11048 7.53% 6752:4296 46.376*** 28.033*** 

D (-5,+5) 11044 3.71% 6331:4713 32.923*** 20.055*** 

D (-1,+1) 11040 1.41% 6107:4933 26.790*** 15.827*** 

13D/A Filing Only      

A (-30,+30) 39344 5.87% 22511:16833 34.446*** 35.306*** 

A (-20,+20) 39328 4.32% 22042:17286 31.330*** 30.659*** 

A (-10,+10) 39300 2.90% 21490:17810 31.047*** 25.234*** 

A (-5,+5) 39292 1.89% 21068:18224 30.151*** 21.016*** 

A (-1,+1) 39287 0.87% 20429:18858 29.501*** 14.590*** 

      

 
Panel B: Subsample of different approaches 

 HARD SOFT (H-S) EXIT (S-E) 

 N CAR N CAR MeanDiff N CAR MeanDiff 

         

DA (-30,+30) 1511 5.2% 462 12.3% -7.1%*** 1314 5.6% 6.7%*** 

DA (-20,+20) 1510 4.0% 461 8.4% -4.4%*** 1313 3.3% 5.1%*** 

DA (-10,+10) 1509 3.0% 460 8.4% -5.3%*** 1313 1.2% 7.1%*** 

DA (-5,+5) 1508 2.3% 460 7.6% -5.2%*** 1313 0.6% 7.0%*** 

DA (-1,+1) 1507 1.2% 460 5.5% -4.3%*** 1313 0.2% 5.3%*** 
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TABLE 3.3 

Summary Statistics 

Panel A presents summary statistics of variables used in baseline analyses. Panel B describes types of 

activists. Refer to Appendix for variable definitions.  

Panel A: Summary Statistics 

 

    -------------- Quantiles -------------- 

Variable N Mean S.D. Q1 Mdn Q3 

       

CAR(-1,+1) 47946 0.01 0.09 -0.02 0.00 0.03 

CAR(-5,+5) 47952 0.02 0.17 -0.04 0.01 0.07 

CAR(-10,+10) 47964 0.04 0.23 -0.05 0.02 0.11 

BHAR(-20,+20) 47994 0.05 0.36 -0.09 0.01 0.13 

BHAR(-30,+30) 48012 0.06 0.45 -0.11 0.01 0.16 

Soft 48012 0.08 0.27 0.00 0.00 0.00 

Hard 48012 0.11 0.31 0.00 0.00 0.00 

Exit 48012 0.03 0.18 0.00 0.00 0.00 

PercentOwned 48012 0.16 0.18 0.05 0.09 0.20 

lnDollar 40398 16.89 2.39 15.45 16.84 18.32 

lnMarketCap 47914 5.27 1.85 3.99 5.15 6.46 

MB 45010 1.87 3.14 1.00 1.28 1.90 

ROA 43806 -0.01 0.50 -0.01 0.07 0.13 

TDA 44903 0.25 0.29 0.02 0.18 0.39 

CASH 45103 0.21 0.24 0.03 0.11 0.30 

HHI 48012 0.08 0.09 0.03 0.05 0.10 

DIV 44908 0.02 0.13 0.00 0.00 0.01 

INV 43924 0.05 0.08 0.01 0.03 0.06 

RD 48012 0.06 0.24 0.00 0.00 0.04 

SIZE 45103 5.73 1.96 4.35 5.67 7.04 

Liq(AMI) 47947 -0.01 0.05 0.00 0.00 0.00 

CF 43664 24.14 1117.7 -14.98 0.94 20.84 

lnAge 45698 2.16 0.98 1.61 2.3 2.89 
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Panel B: Activist Types 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Activist Types # Activism Percent # Activists %Own $Own(mill.) CAR(-10,+10) 

HedgeFund 8,602 17.92 393 11.29 $2,200 2.66% 

VentureCapital 22 0.05 7 9.33 $35 1.25% 

PrivateEquity 103 0.21 24 18.16 $451 2.82% 

OtherFund 89 0.19 89 13.25 $117 1.64% 

PublicCompany 3,822 7.96 887 28.75 $15,200 7.12% 

PrivateCompany 1,708 3.56 475 24.91 $491 6.59% 

PrivateFund 970 2.02 32 14.45 $92 3.18% 

PublicFund 56 0.12 9 10.13 $83 0.78% 

PrivateInvestmentFirm 2,594 5.4 149 12.95 $338 2.90% 

PublicInvestmentFirm 3,227 6.72 38 3.76 $28 3.25% 

Non-classified 26,819 55.86 6,488 16.11 $1,020 3.97% 
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TABLE 3.4 

Correlation Matrix 

The table presents correlation matrix of variables used in baseline analyses. * p < 0.05, ** p < 0.01, *** p < 0.001. 

(-1,+1)  (1) (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(-5,+5)  (2) .5*** 1           

(-10,10)  (3) .36*** .71*** 1          

(-20,20)  (4) .24*** .44*** .62*** 1         

(-30,30)  (5) .19*** .34*** .49*** .8*** 1        

Soft (6) .044*** .018*** .004 -.003 -.0052 1       

Hard (7) .012** .0018 -.0065 -.0094* -.01* .2*** 1      

Exit (8) -.015*** -.018*** -.021*** -.0079 -.0035 -.035*** -.048*** 1     

%Own (9) .012* .019*** .026*** .021*** .014** -.053*** -.017*** -.013** 1    

lnDollar (10) -.014** -.031*** -.043*** -.019*** -.02*** -.067*** -.028*** .051*** .33*** 1   

lnMV (11) -.044*** -.08*** -.11*** -.088*** -.093*** -.011* -.02*** .062*** -.033*** .7*** 1  

MB (12) -.014** -.015** -.013** -.012** -.014** -.027*** -.016*** .007 .027*** .041*** .066*** 1 

ROA (13) -.0054 -.013** -.032*** -.017*** -.024*** .011* -.0087 .016*** -.041*** .13*** .2*** -.47*** 

TDA (14) -.0027 -.0044 -.018*** -.016*** .0077 -.011* -.025*** -.005 .067*** .078*** .058*** .012* 

CASH (15) .007 .013** .034*** .032*** .033*** .0015 .016*** -.0033 -.025*** -.081*** -.1*** .19*** 

HHI (16) -.0025 -.0058 -.011* -.0068 -.01* .0059 -.0064 .019*** .033*** .021*** -.014** -.05*** 

DIV (17) -.012* -.0053 .0016 .0013 .0079 -.022*** -.016*** -.0069 .041*** .011* -.0055 .24*** 

INV (18) .01* .00073 -.0075 -.0053 -.0054 -.0039 -.009 .012** .03*** .071*** .063*** .35*** 

RD (19) .006 .012** .028*** .02*** .031*** -.0095* -.0026 -.014** -.00077 -.081*** -.11*** .2*** 

SIZE (20) -.031*** -.06*** -.089*** -.071*** -.073*** .015** -.0013 .044*** -.025*** .6*** .81*** -.2*** 

Liq(AMI) (21) -.01* -.019*** -.023*** -.022*** -.022*** -.0074 -.011* .014** -.03*** .13*** .2*** .028*** 

CF (22) -.0045 -.002 -.0018 .0014 .0033 -.0084 -.01* .0044 .01* .085*** .1*** -.00032 

lnAge (23) -.005 -.0057 -.02*** -.011* -.012** .012* .036*** -.01* -.095*** .024*** .1*** -.05*** 

              (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) 

 (14) .0018 1          

 (15) -.24*** -.34*** 1         

 (16) .049*** .0037 -.14*** 1        

 (17) .064*** -.0031 .044*** -.022*** 1       

 (18) -.22*** .081*** -.13*** .012* .0052 1      

 (19) -.65*** -.057*** .32*** -.089*** .057*** .071*** 1     

 (20) .29*** .23*** -.37*** .074*** -.078*** -.0057 -.27*** 1    

 (21) .016*** .02*** .029*** -.067*** .013** .043*** .0052 .12*** 1   

 (22) .031*** -.01* -.018*** .0068 .0047 .0083 -.012* .062*** .0046 1  

 (23) .15*** -.018*** -.18*** .019*** -.0073 -.077*** -.1*** .14*** -.007 .022*** 1 
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TABLE 3.5 

Baseline Multivariate Analysis of Stock Market Reaction 

In this table, we regress CARs and BHARs based on the Market-Adjusted model that uses abnormal returns 

defined in excess of CRSP value-weighted market returns on several firm-level characteristics. The t-

statistics (in parentheses) are based on robust standard errors clustered by target level. All target firm 

characteristics are values one year before the activism event. Although unreported, intercepts are included 

in all regressions. Refer to Appendix for variable definitions. * p<.10, ** p<.05, *** p<.01. 

 
 (1) (2) (3) (4) (5) 

 CAR(-1,+1) CAR(-5,+5) CAR(-10,+10) BHAR(-20,+20) BHAR(-30,+30) 

Soft 0.016*** 0.012*** 0.013** 0.015** 0.016** 

 (6.39) (2.84) (2.39) (2.07) (1.97) 

Hard -0.000 -0.002 -0.003 -0.005 0.003 

 (-0.21) (-0.59) (-0.74) (-0.76) (0.36) 

Exit -0.005* -0.010* -0.022*** -0.004 -0.001 

 (-1.71) (-1.92) (-2.76) (-0.35) (-0.10) 

PercentOwned 0.011** 0.007 -0.014 -0.012 -0.030 

 (1.97) (0.61) (-0.95) (-0.44) (-0.96) 

lnMarketCap -0.004*** -0.011*** -0.020*** -0.029*** -0.042*** 

 (-5.10) (-7.99) (-9.78) (-9.92) (-10.94) 

MB -0.001** -0.002*** -0.002 -0.002 -0.004* 

 (-2.54) (-2.71) (-1.48) (-1.27) (-1.69) 

ROA -0.002 -0.010 -0.007 -0.003 -0.002 

 (-0.37) (-1.44) (-0.83) (-0.18) (-0.13) 

TDA -0.004 -0.007 -0.012 -0.008 0.022 

 (-1.17) (-0.88) (-1.23) (-0.56) (1.11) 

CASH -0.005 -0.011 -0.008 -0.020 0.006 

 (-1.04) (-1.23) (-0.65) (-1.09) (0.23) 

HHI 0.003 0.007 0.010 -0.008 -0.012 

 (0.42) (0.51) (0.48) (-0.23) (-0.29) 

DIV -0.008 0.007 0.026 0.006 -0.016 

 (-0.69) (0.52) (0.69) (0.09) (-0.22) 

INV 0.029** 0.042* 0.028 0.049 0.120 

 (2.40) (1.69) (0.85) (0.75) (1.52) 

RD 0.001 -0.006 0.002 -0.016 -0.020 

 (0.21) (-0.52) (0.17) (-0.66) (-0.73) 

Liq(AMI) 0.009 0.000 0.009 -0.021 -0.031 

 (1.09) (0.01) (0.28) (-0.29) (-0.37) 

CF -0.000*** 0.000 0.000** 0.000*** 0.000*** 

 (-5.03) (1.33) (2.13) (2.86) (5.16) 

lnAge -0.000 -0.001 -0.001 -0.001 -0.001 

 (-0.36) (-0.32) (-0.22) (-0.33) (-0.14) 

      

Year FE Yes Yes Yes Yes Yes 

SIC3 FE Yes Yes Yes Yes Yes 

Activist FE Yes Yes Yes Yes Yes 

      

N 40096 40101 40112 40139 40157 

Adjusted R2 0.069 0.098 0.151 0.113 0.279 

 

 

 



 

 

96 

 

 

TABLE 3.6 

Robustness Analysis of Stock Price Reaction 

This table reports results from robustness checks of the baseline results on stock market reaction to activism 

presented in Table 5. For brevity, the dependent variable is CAR (-10,+10). Column (1) refers to results for 

the subsample that exclude merger and acquisition related activism and divide soft and hard activism into 

subcategories. Column (2) reports results of all detailed activism tactics as reported in texts in 13D and 

13D/A filings. For brevity, we do not report 𝑡-statistics. Refer to Appendix for variable definitions. 

 
(1) Excl. M&A related (2) All Subsection 

CAR(-10,+10) CAR(-10,+10) 

Held_discuss 0.022** Held_discussion 0.015* 

 (2.49) Threat -0.009 

Threat -0.007 Potential_MA_discussed 0.035** 

 (-0.96) Stock_delisted 0.038 

Control -0.010 Exit -0.029*** 

 (-1.50) Change_in_Corporate_Bylaws 0.040 

Dispute -0.016* Intent_to_control_board 0.053 

 (-1.77) Intent_to_maintain_control -0.044 

Concern 0.002 Caused_change_in_management -0.021 

 (0.25) Intent_to_acquire_control_of_com 0.014 

Agree -0.001 Intent_to_change_or_nominate_boa -0.020*** 

 (-0.09) Intent_to_replace_mgm -0.057 

Passive -0.011 Dispute_with_management -0.007 

 (-1.55) Disagree_with_management -0.007 

Exit -0.025*** Allege_mgm_is_misleading -0.025 

 (-2.59) Litigation -0.025 

PercentOwned -0.012 Suggested_to_mgm_strategy -0.009 

 (-0.73) Concern_about_stock_price 0.014 

  Demand_information_from_mgm 0.008 

  Oppose_a_future_acquisition -0.007 

  Transaction -0.004 

  MA_agreement 0.039*** 

  Voting_agreement 0.031** 

  Collaborative -0.018 

  Bankruptcy -0.120 

  BoardCompo 0.004 

  Commitments -0.040 

  LitigationSett 0.008 

  Lockup -0.045 

  Reorganization -0.028 

  Standstill -0.014 

  Passive -0.015*** 

  PercentOwned -0.025* 

    

    

Firm Controls Yes Yes Yes 
Year FE Yes Yes Yes 
SIC2 FE Yes Yes Yes 
Activist FE Yes Yes Yes 

    

N 36085 N 40112 

Adjusted R2 0.123 Adjusted R2 0.154 
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TABLE 3.7 

Possible Mechanisms 

This table reports changes in target firm performance in years before and after being targeted by activists. The dependent variables are 

measures of target performance, financial policies, and governance: ROA, TDA, CASH, and INV are the ratios of each item over lagged 

total assets. div is dividends per share (Ex-date). MB is market-to-book ratio. CEOturnover is an indicator equal to one if the firm-year 

observation experiences a change in CEO. POST is dummy variable that takes a value of one if the target firm is within [  

years after block formation at year , otherwise zero if it is a pre-event dummy [ . We present the interaction terms between 

Post and each activism approach. The t-statistics (in parentheses) are based on robust standard errors clustered by target-level.  
 (1) (2) (3) (4) (5) (6) (7) 

 ROA TDA CASH INV div MB CEOturnover 

PostSoft 0.058** -0.025** 0.027** -0.008* -0.302** 0.186** -0.046** 

 (1.98) (-1.98) (2.49) (-1.86) (-2.03) (2.07) (-2.04) 

PostHard -0.024 0.014 0.001 0.001 -0.014 0.021 0.052** 

 (-0.64) (1.03) (0.09) (0.23) (-0.13) (0.14) (2.12) 

PostExit -0.007 0.010 -0.001 -0.002 -0.082 -0.354 -0.060 

 (-0.08) (0.32) (-0.06) (-0.13) (-0.68) (-0.77) (-0.77) 

Post -0.016 0.019** -0.015** 0.006 0.218 -0.108** 0.030 

 (-0.90) (2.19) (-2.02) (1.45) (1.52) (-1.96) (1.56) 

Soft 0.021 -0.014 0.004 -0.003 0.001 -0.033 -0.004 

 (0.80) (-1.39) (0.45) (-0.71) (0.02) (-0.30) (-0.27) 

Hard 0.051 0.004 -0.017 0.000 0.083 0.107 0.040 

 (1.22) (0.18) (-1.33) (0.01) (1.53) (1.26) (0.63) 

Exit 0.009 0.009** -0.003 -0.001 0.086 -0.008 0.013*** 

 (0.48) (2.10) (-0.92) (-1.16) (1.15) (-0.10) (3.44) 

lnMarketCap 0.270*** -0.047*** 0.012*** 0.003* 0.038*** 0.364* 0.000 

 (3.27) (-4.77) (5.34) (1.67) (3.20) (1.71) (0.11) 

MB -0.199*** 0.020 0.001* 0.003 -0.004  -0.000 

 (-3.10) (1.10) (1.72) (1.22) (-0.74)  (-0.28) 

lnAge 0.138 0.022** -0.013** -0.009*** 0.005 -0.142 -0.005 

 (1.22) (2.23) (-2.50) (-3.69) (0.15) (-1.44) (-1.15) 

        

Year FE Yes Yes Yes Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes Yes Yes Yes 

        

N 22404 22935 23034 22256 23034 23034 23034 

Adjusted R2 0.372 0.079 0.014 0.069 0.001 0.019 0.005 
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TABLE 3.8 

The Determinants of the Intensity of Shareholder Activism 

This table presents the results of regressions to examine the determinants of the intensity of shareholder 

activism. Specifically, we are interested in target stock liquidity, Liq(AMIH), and information environment 

as measured by Ln (1+analyst coverage), ANAL. The dependent variable is a target’s number of 13Ds 

containing different approaches of shareholder activism event by unique activists in a given year. 

Liq(AMIH) is the negative value of Amihud (2002) illiquidity measure. Instown_perc is total institutional 

ownership. #blockowners is number of >5% institutional block ownerships. Conditional fixed-effects 

poisson regression computes the t-statistics (in parentheses) based on robust standard errors. Observations 

dropped because of either only one observation per target or all zero outcomes. The symbols *, **, and *** 

denote statistical significance as the 0.10, 0.05, and 0.01 levels, respectively.  

 Negative Binomial Poisson  

 Soft Hard Exit Total Soft Hard Exit Total 

         

LIQ_Amih 1.143 0.736 1.865 0.608** 1.431 0.178 5.861 0.392 

 (1.14) (0.99) (0.79) (1.98) (1.04) (0.23) (1.39) (1.10) 

ANAL 0.228*** 0.233*** -0.169* 0.021 0.321** 0.400*** -0.403** 0.085* 

 (3.51) (3.17) (-1.92) (0.69) (2.02) (2.92) (-2.38) (1.73) 

Instown_perc 0.002 0.006*** -0.002 0.003*** 0.001* 0.007*** -1.691*** 0.001*** 

 (1.40) (5.43) (-0.31) (8.35) (1.67) (5.76) (-3.17) (3.99) 

#blockowners 0.060*** 0.052** -0.071** 0.017** 0.017 0.021 0.028 0.017 

 (3.01) (2.25) (-2.42) (2.22) (0.47) (0.45) (0.47) (1.28) 

lnMarketCap -0.173*** -0.172*** 0.221*** -0.032** -0.094 -0.188** 0.336*** -0.116*** 

 (-5.73) (-5.19) (5.70) (-2.31) (-1.33) (-2.45) (3.63) (-4.86) 

MB -0.095*** -0.095*** 0.005 -0.014* -0.117** -0.184*** -0.032 -0.006 

 (-3.17) (-2.93) (0.22) (-1.77) (-2.31) (-2.80) (-0.87) (-0.58) 

lnAge 0.050 0.154*** -0.131*** -0.005 0.023 -0.103 0.177 -0.082 

 (1.47) (3.89) (-3.03) (-0.38) (0.16) (-0.68) (1.02) (-1.52) 

         

Year FE Yes Yes Yes Yes Yes Yes Yes Yes 

SIC2 FE Yes Yes Yes Yes     

Firm FE     Yes Yes Yes Yes 

N 10789 10789 10789 10789 3654 4100 2465 9060 

Pseudo R2 0.056 0.025 0.038 0.009     
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CHAPTER 4 

LOCAL ALTRUISM AND CORPORATE SOCIAL RESPONSIBILITY 

 

4.1. Introduction 

Do firms invest in corporate social responsibility (CSR) because they are altruistic? This 

question is important as investment in CSR is economically significant corporate policy. The 

Forbes reports in 2013 that 97% of companies engage in CSR. An article in the Financial Times 

reports in 2014 that Fortune 500 companies spend more than $15 billion on CSR.12 Literature has 

investigated the following questions: Why do firms spend on CSR? Are CSR investments positive 

NPV projects? Although a large body of research examines the effects of managers’ preference 

for goodness on CSR (Werbel and Carter, 2002; Cheng, Hong, and Shue, 2014; Masulis and Reza, 

2015; Borghesi, Houston, and Naranjo, 2014; Di Giuli and Kostovetsky, 2014; Cronqvist and Yu, 

2016), little is known about the effects of shareholders’ or stakeholders’ preference on CSR. Are 

firms located in more altruistic areas more socially responsible? Do their CSR activists increase 

firm value more than in other areas? The goal of this paper is to examine whether local culture of 

altruism affects CSR.  

Local altruism may affect CRS for at least two reasons. Firstly, local individuals tend to be 

in the pools of managers for firms located near where they live (Knyazeva, Knyazeva, and Masulis, 

2013; Yonker, 2016). Masulis and Reza (2015) find that managers’ preference for altruism affects 

                                                 
12

 Forbes Article, “The Key Ingredient of CSR”, 2/26/2014. See also Financial Times, “Fortune 500 companies 

spend more than $15bn on corporate responsibility”, 10/12/2014. 
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firms’ CSR ratings. Motivated by the studies, we can argue that altruistic local managers value 

CSR activists. Secondly, local individuals tend to hold shares of firms headquartered near where 

they live (Huberman (2001), Grinblatt and Keloharju (2001), Ivković and Weisbenner (2005), and 

Massa and Simonov (2006)). Heinkel, Kraus, and Zechner (2001) find that altruistic investors 

value socially responsible stocks. Based on the two findings, we conject that altruistic local 

investors value CSR activities. Therefore, we hypothesize that firms located in more altruistic areas 

obtain higher CSR ratings.  

In addition to the determinant of CSR activities, we examine outcomes of CSR activities. 

Specifically, we test the role of local altruism in firms’ CSR activity and the CSR effect on 

shareholder wealth.  Local altruism can affect the values of firms engaging in CSR for two reasons. 

Firstly, CSR increases shareholder wealth when the interests of managers, shareholders, and other 

stakeholders are more aligned due to reduced agency costs (Jensen, 2001; Jawahar and 

McLaughlin, 2001; Freeman, Wicks, and Parmar, 2004). Based on this argument, we posit that if 

both shareholders and managers are altruistic, CSR activists can increase firm value. Secondly, in 

addition to altruistic managers and shareholders, other stakeholders can value CSR activists. A 

study finds that altruistic stakeholders may penalize corporate misconduct. Bereskin, Campbell, 

and Kedia (2016) find that employees and directors at firms with more charitable giving are more 

likely to whistle blow and fire CEOs after corporate misconduct. Thus, we hypothesize that CSR 

activists of firms located in more altruistic areas increase firm value more. 

Ultimately, empirical evidence is necessary to investigate the effect of altruism on CSR. 

Estimating the effect, however, is challenging for two reasons.  The challenges are to identify 

levels of altruistic preference and to find reasonable proxies for both shareholders’ and managers’ 

altruism. To overcome this measurement problem and to estimate the local altruism effect on CSR, 
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our empirical strategy is that we evaluate for shareholders’ and managers’ altruism using local 

residents’ characteristics such as the amount of contributions to charities, educational institutions, 

religious organizations, and other cash gifts.13 Our data on household averages of contributions in 

a county is based on the Consumer Expenditure Study.14 To test the conjectures, we use OLS 

regressions with firm fixed effects to cancel out time-invariant unobserved heterogeneity. We also 

employ dynamic panel regressions and principal component analysis for robust checks.  

We study the link between local altruism and firm altruism using a sample of 9,343 firm-

year observations from 2008 to 2012. As hypothesized, we find a positive and significant relation 

between local altruism and firm CSR score. Our empirical results are robust to control for other 

possible explanations, firm characteristics, and demographic characteristics of the region.  In terms 

of economic magnitude, an increase of one standard deviation in local households’ contributions 

causes an increase of 0.098 of a standard deviation in CSR ratings. In detail, all givings to 

educational, religious, and charitable organizations significantly contribute these effects, while 

givings to educational organizations have the economically largest effect on CSR. The relation is 

strong for diversity and human rights.  

Our primary identification strategy is to include firm fixed effects in our regressions. If 

unobservable time-invariant firm heterogeneity drives our results, the firm fixed effects help 

address this concern. Our second strategy is to use various model specifications. Our results are 

consistent controlling for county fixed effects, industry fixed effects, and using robust standard 

errors clustered either by firm or county level. Our results are also consistent excluding outliers 

and controlling for alternative hypotheses. Our third identification strategy is to use dynamic panel 

                                                 
13

 We also consider contribution to political organizations, and the results are qualitatively and quantitatively 

similar.  
14

 The numbers are calculated by SimplyMap based on Population Estimates from US Census and Expenditure 

Survey from the Consumer Expenditure Study.   
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regressions. Our baseline fixed-effects estimation can be biased if past value of dependent variable 

(CSR ratings) affects current value of explanatory variable (local altruism). This method enables 

us to fully account for time invariant unobservable heterogeneity, simultaneity, and the dynamic 

relation between current local altruism and past CSR performance (Wintoki, Linck, and Netter, 

2012). When we apply the dynamic panel estimation, we still find statistically significant relation 

between local altruism and CSR ratings.  

Our final set of identification is to examine the principal component analysis (PCA) for 

two reasons. Firstly, we want to find an optimal combination of the four contributions. Secondly, 

the PCA approach help reduce redundancy in the data by focusing on the component that explains 

most of variations. We find that the first component that describes most of variability in the 

households’ contributions can significantly and positively affect CSR ratings.  

We next explore what leads to these changes. The positive effects of local altruism on 

improvements in CSR ratings can come from local shareholders’ preference and/or local 

managers’ preference. To test the local shareholder channel, we examine if the effect of local 

altruism is more pronounced for small firms because local investors tend to hold local small stocks 

(Becker, Ivković, and Weisbenner, 2011). To test the local manager channel, we examine whether 

the local altruism of CEOs’ states of birth or states of social security issuance affects CSR.15 We 

find supportive evidence for both channels. Therefore, we conclude that the effect of local altruism 

on CSR ratings is through its correlations with local shareholders and local managers’ altruism. 

We next explore heterogeneity in CSR policies among firms headquartered in altruistic 

communities. We posit that misbehaving firms are more likely to engage in CSR because CSR 

                                                 
15

 We thank Vineet Bhagwat and Scott Yonker for providing the data. We use CEO’s place of contribution in 2008 

because year 2008 is the earliest year in our sample.   
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provides insurance-like protection from punishment by altruistic shareholders. Karpoff, Lee, and 

Martin (2008) find that misbehaving firms carry large penalties on shareholders as represented in 

decreased firm value. Shiu and Yang (2015) find that firms engaging in CSR benefit from 

insurance-like effects during occurrences of negative events. Consistent with the findings, we find 

that the positive effect of local altruism on CSR is more pronounced for firms with more earnings 

management. We also find that increases in CSR concerns produce a negative effect on the stock 

returns of firms located near altruistic communities. Taken together, these findings suggest that 

local altruism proxied by residents’ amount of contributions is associated with firm altruism as 

reported in CSR ratings.  

Our study makes several contributions to the literature. First, we provide empirical support 

that local altruism is a determinant of firm CSR activities. A large body of literature studies CSR 

activities (Deng, Kang, and Low, 2013; Cheng, Hong, and Shue, 2014; Di Giulia md Kostovetsky, 

2014; Borghesi, Houston, and Naranjo, 2014) and corporate giving (Masulis and Reza, 2015; 

Elfenbein, Fisman, and McManus, 2012; Navarro, 1988). Our paper complements these studies by 

showing that local culture, such as local residents’ level of altruism, can also affect firms’ CSR 

policies.  

Second, our empirical results also build on the controversial debate surrounding the relation 

between CSR and shareholders’ value. We conclude that increases in CSR concerns are 

detrimental to shareholders when the firm is located near altruistic communities. This concept is 

similar to the prospect theory proposed by Kahneman and Tversky (1979) in the sense that 

altruistic local shareholders react more to increases in concerns of CSR than increases in strengths 

of CSR. 
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Next, we expand our understanding of the influences of local culture on firm policies. 

Hilary and Hui (2009) find that firms headquartered in counties with more Catholic residents are 

more likely to adopt risky corporate polices. Becker, Ivković, and Weisbenner (2011) find that 

firms headquartered in counties with more senior populations are more likely to pay in dividends. 

In addition to the corporate polices, local culture also affects corporate culture or ethics. Studies 

find that firms are less likely to engage in misconduct if they headquartered in religious areas 

(McGuire, Omer and Sharp, 2012; Grullon, Kanatas, and Weston, 2010; Dyreng, Mayew, and 

Williams, 2012) and less corrupt areas (Liu, 2016). Studies also find that local culture such as local 

residents’ religiosity and political preference affect CSR. Firms headquartered in Democratic-

leaning states are more likely to score higher on CSR (Di Giuli and Kostovetsky, 2014). Firms 

headquartered in areas with higher census mail responses, votes cast, and many associations and 

nonprofit organizations are more likely to have higher CSR rating (Jha and Cox, 2015). This paper 

complements this literature by providing new evidence that firms are likely to have higher CSR 

ratings if they are located in more altruistic areas.  

This paper proceeds as follows. Section 2 reviews related research and develops our 

testable hypotheses. In Section 3, we provide our data and sample. We present our empirical 

findings on the relation between local altruism and firm CSR in Section 4. Section 5 addresses 

identification issues. Section 6 discusses underlying channels. In Section 7, we discuss the 

implications of CSR for altruistic shareholders. Section 8 concludes. 

 

4.2. Literature Review and Hypotheses Development 

Prior studies use regional variation to measure corporate culture. For example, several 

studies find that firms headquartered in religious areas are less likely to engage in misconduct 
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(McGuire, Omer and Sharp (2012), Grullon, Kanatas, and Weston (2010), Dyreng, Mayew, and 

Williams (2012), and Liu (2012)). The regional variation of the amount of contributions, however, 

has not been used to measure corporate culture toward altruism.   

Besides corporate culture in general, managerial preference for altruism can also affect 

corporate policies regarding social responsibility.16 Werbel and Carter (2002) find that CEOs’ 

personal interests on charities are associated with corporate foundation giving. Cheng, Hong, and 

Shue (2014) point out that combination of managerial altruism and agency problems leads to over-

investment in CSR at the expense of shareholders. In other words, managers with a low ownership 

invest more in CSR because they are less interested in shareholders’ wealth maximization. Recent 

research uses CEO characteristics and firm characteristics as proxies for the degree of altruism. 

Masulis and Reza (2015) use three proxies: CEO charity ties, disclosure of charity award 

programs, and contributions to charitable corporate foundations. Borghesi, Houston, and Naranjo 

(2014) explore CEO’s personal attributes, such as gender, age, and donation to political parties, 

and find a week influence on CSR. Di Giuli and Kostovetsky (2014) find that firms that employ 

Democratic executives or are headquartered in in Democratic-leaning states are more likely to 

score higher on CSR. All the above papers suggest that CSR derived from executives’ personal 

interests comes at the expense of shareholders.  

On the other hand, CSR can also have a positive effect on shareholder wealth because 

benefited stakeholders are more loyal, and work hard for the development of the firm. Bereskin, 

Campbell II, and Kedia (2016) find that socially conscious employees and directors are more likely 

to give penalties on corporate misconduct. This suggests that when the interests of shareholders, 

stakeholders, and managers in a firm are in greater alignment, CSR benefits everyone due to 

                                                 
16

 social preference such as altruism can also affect investment in CSR because altruistic individuals of firms are 

more likely to give others by considering the utility of others in society (Becker, 1976). 
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reduced agency costs (Jensen (2001), Jawahar and McLaughlin (2001), Freeman, Wicks, and 

Parmar (2004)). These arguments lead to the following story: 

H1: CSR is higher for a firm headquartered in a county with more altruistic residents. 

H2: Increases in CSR strengths (concerns) for a firm headquartered in a county with more 

altruistic residents is more positively (negatively) related to firm value. 

To measure the degree of altruism of shareholders, managers, and stakeholders, we use 

local residents’ contributions to socially responsible activity. Deng, Kang, and Low (2013) use the 

level of religiosity and a blue state dummy that equals one if a firm is headquartered in a 

Democratic-leaning state as instrumental variables for the CSR score of the firm. This is because 

Angelidis and Ibrahim (2004) find that religiosity is positively related to CSR, and Rubin (2008) 

finds that firms with high CSR ratings are more likely to locate in a blue or Democratic state. We 

argue that our explanatory variable, cash contributions in altruistic activities, is a stronger indicator 

of local altruism because the contribution decisions are a direct result of local people’s altruism. 

Based on local bias of individuals’ investment, local labor market, and social interaction theory, 

we argue that local altruism presented as the local amount of contributions can reflect the levels of 

altruisms for managers and shareholders. 

 

4.3. Data and Key Variables 

4.3.1. Data Sources and Sample Selection 

To test hypothesis 1, we examine county-level demographic and cash contributions data 

from the Consumer Expenditure Survey completed by the Bureau of Labor Statistics. We also 

obtain county-level demographic data from US census and SimplyMap. We also draw corporate 

social responsibility data from the Kinder, Lydenberg, and Domini (KLD) database. The KLD 
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records strengths and concerns of a firm in regards to seven dimensions: community activities, 

corporate governance, diversity, employee relations, environmental policies, human rights, and 

product quality and safety. Financial accounting and firm location information come from 

CRSP/Compustat Merged Fundamentals Annual. We also obtain data from CRSP, Thomson 

Reuter, IBES, and Riskmetrics. Our final sample contains 9,343 firm-year observations based on 

2,443 unique firms. Our sample covers the fiscal years 2008 to 2012. 

4.3.2. Dependent Variables 

We use two dependent variables to measure corporate social responsibility. The raw KLD 

CSR score is the sum of the seven dimensions. A higher raw score implies better social 

performance. Specifically, we define our first dependent variable, CSR7, as the sum of strengths 

minus the sum of concerns: 

7 7

, ( ), ( ),

1 1
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j j

CSR Strengths Concerns
 

         (1) 

where 𝑗 refers a primary category (Community, Diversity, Environment, Humanitarian, Employee, 

Governance, and Product) for firm 𝑖 at time 𝑡. Following Hong, Kubik, and Scheinkman (2012), 

and Servaes and Tamayo (2013), we also focus on five categories: Community, Diversity, 

Environment, Humanitarian, and Employee.17 Thus, our second dependent variable is CSR5. Refer 

to Appendix 1 for more detailed variable definitions. 

4.3.3. Treatment Variables 

To quantify the altruism of a county, we begin by computing cash contributions for 

altruism. We define prevalence of the altruism of a county (CONT) as the sum of contributions of 

                                                 
17

 Servaes and Tamayo (2013) state that corporate governance should not be considered part of CSR because this is 

a mechanism that allow shareholders exert control on managers. Also, product quality should not be considered CSR 

because they do not believe that firms with high quality products are socially responsible firms. 
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a household within the county. These contributions include four categories: Household Averages 

of Cash contributions to (1) charities and other organizations, (2) church and religious 

organizations, (3) educational institutions, and (4) Other cash gifts.   

4.3.4. Control Variables 

We choose firm control variables based on previous literature. Hong, Kubik and 

Scheinkman (2012) find that large, non-growth, and profitable firms are likely to have higher CSR 

ratings. In addition, motivated by Di Giuli and Kostovetsky (2014), our set of control variables 

includes the market-to-book ratio (MB), the log of total assets (SIZE), profitability (ROA), 

leverage (TDA), cash (CASH), dividends (DIV), and KZ index (KZ). We winsorize all variables 

used in the study at the 1st and 99th percentile levels to minimize the effects of extreme observations 

or data errors. We also include both year and firm fixed effects and report 𝑡-statistics obtained 

using standard errors clustered at the firm level.  

We also control for county-specific demographic characteristics: total population (Totpop), 

median age (Age), education attainment as defined by the percentage of people who have at least 

a 4-year bachelor’s degree (Edu), household median income (Income), the percentage of males 

(Male), the percentage of whites (White), and percentage of married families (Married). Data on 

CEO ownership, gender, age, tenure, ethnicity, and chairman-duality come from RiskMetrics. 

Moreover, we obtain institutional ownership from Thomson Financial data on 13F filings, number 

of analyst estimates from IBES database, and advertising expenses from Compustat.  

4.3.5. Summary Statistics 

In Table 1, we present summary statistics for our dependent and right-hand-side variables 

in the baseline regression. We find that during the period 2008-2012 a household makes an average 

contribution of $1,458 for altruistic purpose. The dependent variables, CSR7 and CSR5, have 
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mean values of -0.56 and -0.15, implying that firms on average have more concerns than strengths. 

Turning to demographic variables, the median age of residents in our sample is 36 years old and 

half of the population is male.  

In Figure 1, we present regional variation of contribution in different states. The figure 

shows that the higher altruism is mainly concentrated in the northeast, such as Connecticut, New 

Jersey, Maryland, and Massachusetts.  

Figure 2 shows that average households’ charitable contribution in US is around $200; 

religious contribution is around $700; educational giving is around $100; and other gift is around 

$400 per year. This altruistic giving is relatively consistent over time, implying that altruism 

inherent in human ethics does not change. Especially during hardship such as the 2008 financial 

crisis, altruistic citizens tend to donate more in spite of their own difficulties.  

 

4.4. Results 

4.4.1. Baseline Results 

We estimate the following regression to examine the effect of local altruism on corporate 

social responsibility: 

𝐶𝑆𝑅7(5)𝑖,𝑡 = 𝛼0 + 𝛼1𝐶𝑂𝑁𝑇𝑖,𝑡 + 𝛼2𝑋𝑖,𝑡 + 𝛼3𝐷𝑖(𝑗),𝑡 + 𝛼4𝐹𝐼𝑅𝑀𝑖 + 𝛼5𝑌𝐸𝐴𝑅𝑡 + 𝜀𝑖,𝑡       (2)  

where 𝑋𝑖,𝑡 is a vector of firm 𝑖’s controls at time 𝑡 such as SIZE, MB, ROA, KZ, Cash, TDA, and 

DIV and 𝐷𝑖(𝑗),𝑡 is a vector of the county 𝑗’s demographic characteristics (Totpop, Age, Male, Edu, 

Income, Married, and White). All variables are defined in Appendix 1. We also include year and 

firm fixed effects to eliminate macroeconomic effects and firm-specific effects, controlling for 

time-invariant unobserved heterogeneity. We can see whether time-series variation in local 

altruism actually affects CSR score by adding the firm fixed effects. We report t-statistics based 
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on standard errors clustered at the firm level in the parentheses in Table 2.  Since our dependent 

variable CSR rating is ordered responses, we also use an ordered probit model and report its 

estimates in column (7) of Panel A. We expect a positive relation between the level of local 

altruism and firm CSR score.  

  Our regression results support this hypothesis by showing that CONT’s estimated 

coefficients are positive and statistically and economically significant. Specifically, the estimate 

0.00114 implies that if we increase the annual cash contributions by $222, the predicted effect is 

an increase of  222 × 0.00114 = 0.253. Thus, an increase of one standard deviation in local 

households’ contributions causes an increase of  
0.253

2.59
 = 0.098 of a standard deviation in CSR 

ratings. Put differently, Di Giuli and Kostovertsky (2014) find that a one-standard deviation 

increase in CSR score is associated with an extra $44 million spending of Selling, General, and 

Administrative expenses (SG&A) for the mean firm and an extra $201 million for the mean S&P 

500 firm. Thus, the $222 increase in altruistic giving for local residents is associated with $5,000 

(0.00114 in column (1) of Table 2 × $44 million) extra spending for the mean firm and $23,000 

(0.00114 × $201 million) for the mean S&P 500 firm. The results from ordered probit model are 

similar to the estimates from the panel fixed effects model. 

The estimates from each of the seven dimensions are reported in Panel B. We find that 

local altruism is positively and significantly related with the CSR scores for Diversity and Human 

rights, while marginally related with Corporate governance. Taken together, the evidence shows 

that there is a positive and significant relation between local residents’ altruism and CSR. 

4.4.2. Robustness Checks 

To gather further support for our results that local altruism affects firm CSR policies, in 

this section we see whether our results remain valid by addressing other possible explanations that 
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might change CSR scores. Firstly, we consider other regional characteristics that might affect the 

amount of local contributions: Democrat-leaning (% residents who are any liberal), closeness to 

local government (% residents belonging to a body of local government), religiosity (where a 

higher value reflects more than average religion interests in the community), education index 

(where a higher value indicates more than average education resources near the geography), and 

social interaction (% residents belong to any memberships). Secondly, we consider other firm 

characteristics: stock return volatility, institutional investor ownership, the number of institutional 

blockowners. We also address firm visibility/reputation explanations: analyst coverage and 

advertising spending. Thirdly, we explore CEO characteristics: CEO age, gender, tenure, 

ownership, ethnicity, and power.  

In Table 3, we report the empirical results from OLS regressions with firm fixed effects in 

which the dependent variable is CSR5. The results support our H1, even after controlling for 

region-specific education resources, religiosity, social interaction, adherence to local government, 

and political preference as reported in column (1) of Table 3.18 We find that the effects of both 

political preference and religiosity are subsumed by the effect of altruism because their estimates 

turn out to be insignificant. We also test political sensitivity by adding residents’ degree of 

closeness to local government. In addition, we add education index to examine whether the large 

amount of education resources leads to higher contributions to educational institutions. Finally, we 

also consider the level of social interaction in the region to test whether the contributions are simply 

the resultant behaviors from social activities. Overall, we conclude that local altruism has a robust 

and significant impact on CSR scores.  

                                                 
18

 Using CSR7 as the dependent variable, we obtain similar results from un-tabulated regressions. 
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We address marketing and visibility explanations by adding the institutional ownership, 

the number of analysts covering the firm, and advertising expenses as reported in column (2). We 

find that the number of analysts has a significantly positive impact on CSR scores consistent with 

the visibility hypothesis; CSR scores increase in firm visibility or consumer awareness via 

increased research and media about the firm (Servaes and Tamayo, 2013). Our results also hold 

after controlling for CEO characteristics as reported in column (3) of Table 3. Although we lose 

some significance in column (4), possibly due to decreased data, overall we confirm that local 

altruism is positively correlated to CSR scores, as we can see positive coefficients on CONT in all 

specifications.  

 

4.5. Identification 

While so far we have shown that local altruism positively affects CSR, an important 

concern is that local altruism is likely to be endogenous. Both local altruism and CSR are 

simultaneously determined by unobservable omitted variables.  Two establish causality, we 

perform a rich set of robustness tests. Our first identification strategy used in the baseline 

regressions is to include firm fixed effects in our regressions. If unobservable time-invariant firm 

heterogeneity drives our results, the firm fixed effects help address this concern.  

Our second strategy is to use various model specifications. We present results from several 

robustness tests to further demonstrate that local altruism influences firm altruism, although firm 

fixed effects regressions in our baseline results are likely to be more appropriate. Table 4 presents 

results from a set of robustness tests. First, it is possible that firms headquartered in the same region 

can exhibit similar behaviors. To address this concern, we repeat our fixed effect regressions by 

clustering the standard errors at the county level instead of the firm level. Our results remain 
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statistically significant controlling for county fixed effects, industry fixed effects, and using robust 

standard errors clustered by county level. Second, our results could be driven by a few firms 

headquartered in higher or lower levels of altruistic states. To address this possibility, we repeat 

our baseline fixed effect models by excluding firms headquartered in the five most altruistic states 

with high levels of contributions (Connecticut, Maryland, Massachusetts, New Hampshire, and 

New Jersey) and least altruistic states with lower levels of contributions (Georgia, Hawaii, 

Louisiana, Mississippi, and South Carolina) from the sample. Our results are consistent excluding 

five most and least altruistic states based on residents’ contributions. 

Our results are robust controlling for alternative hypothesis. Jha and Cox (2015) find that 

firms headquartered in areas with higher census mail responses, votes cast, and many associations 

and nonprofit organizations are more likely to have higher CSR rating. We obtain the social capital 

index from Rupasingha and Goetz (2008). Since the social capital data ended in 2009, we assume 

that social capital in 2009 are matched with 2012 and social capital in 2005 are matched with 2008 

of our data. Then, we obtain linearly interpolated social capital in the years 2008-2012. The 

correlation between our measure of altruism CONT and Jha and Cox (2015)’s social capital index 

is 0.1. More importantly, our results are consistent after controlling for the social capital index. 

Therefore, we conclude that our baseline results are robust to alternative empirical specifications 

and alternative hypothesis. 

Our third identification strategy is to use dynamic panel regressions. Our baseline fixed-

effects estimation can be biased if past value of dependent variable (CSR ratings) affects current 

value of explanatory variable (local altruism). For example, CSR today affects future local 

residents’ contributions because local residents learn about CSR from local newspapers and adjust 

their contributions in the subsequent year. To deal with this issue, we use dynamic panel 
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estimations for two reasons. Firstly, we can understand the dynamic relation between local altruism 

and CSR performance, controlling for time-invariant unobservable firm heterogeneity. Secondly, 

dynamic panel regression is a powerful method for identifying the causal effect (Wintoki, Linck, 

and Netter, 2012) as it suggests instruments. The suggested instruments for the current local 

altruism are past values and past changes of local altruism and CSR (Arellano and Bond, 1991; 

Arellano and Bover, 1995; Blundell and Bond, 1998). Table 6 reports the dynamic panel regression 

results. When we fully account for time invariant unobservable heterogeneity, simultaneity, and 

the dynamic nature, local altruism positively affects CSR ratings. 

Our final set of identification is to address measurement error in our treatment variables. 

We apply the principal component analysis (PCA) for two reasons. Firstly, we want to find an 

optimal combination of the four contributions. Secondly, the PCA approach help reduce 

redundancy in the data by focusing on the component that explains most of variations (Pearson, 

1901; Hotelling, 1933). We estimate the principal components among the four contributions. We 

expect that the principal component can reflect the altruistic purpose present in the four givings. 

Figure 3 graphs the proportion of variance explained by each component by adding heteroskedastic 

bootstrap confidence intervals. Kaiser (1960) rule suggests keeping only components with 

eigenvalues greater than 1, so we obtain the first component (PC). We regress CSR ratings on the 

PC. Table 6 reports the results. We find that the principal component significantly and positively 

affects CSR ratings.  

 

4.6. Possible Channels 

In this section, we explore possible channels for how increased local altruism causes an 

increase in CSR performance. Firstly, local altruism may reflect local shareholders’ altruism which 
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in turn affects CSR. Based on the local shareholder channel hypothesis, we expect that the effect 

of local altruism on CSR is more pronounced for small firms because those firms are more reliant 

on the local investors (Becker, Ivković, and Weisbenner, 2011). We create an indicator variable, 

Small_Firm, which equals one if the market value of the firm is less than the median market value 

of all firms in a given year, and zero otherwise. Then, we re-estimate our baseline regression by 

adding the indicator variable and its interaction with CONT. A positive and significant coefficient 

on the interaction term would indicate that CSR performance is more sensitive to local investors' 

preference for altruism if the local investor base is more important for a firm. 

Secondly, firms engage in CSR because of local managers’ preference for altruism. To test 

the local manager channel, we examine whether the local altruism of CEOs’ states of birth or states 

of social security issuance affects CSR. We expect that altruism of CEO place of origin affects 

CSR performance for two reasons. Thus, we replace CONT with the CEO’s place of contribution 

in 2008 because year 2008 is the earliest year in our sample. We argue that this measure of CEO 

altruism is reasonable for two reasons. Firstly, current altruism of CEO origin has impact on CEO 

preference through networking. Managers may still have connections to their hometown such as 

their friends or their parents. Secondly, a CEO’s preference can be influence by people’s 

preference where he has grown up (Bernile, Bhagawat, and Rau, 2016). Although local altruism 

may change over time, given the data availability, we proxy managerial altruism using the earliest-

year contributions of their origins.   

Table 7 reports the results. The results support both local shareholder and manager 

channels. We find that that the influence of local altruism on CSR is more pronounced in small 

firms. Specifically, the effect of local altruism in larger firms on CSR is insignificant, while for 

small firms the effect of local altruism on CSR is significantly positive. We also find that local 
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altruism of CEOs’ places of origin affects CSR performance. Therefore, we conclude that the effect 

of local altruism on CSR ratings is through its correlations with local shareholders and local 

managers’ altruism. 

 

4.7. Implications for Shareholders 

Our results so far demonstrate a strong relation between altruistic local individuals and 

altruistic local firms. In this section, we explore heterogeneity in CSR policies among firms 

headquartered in altruistic communities. Karpoff, Lee, and Martin (2008) find that misbehaving 

firms carry large penalties on shareholders as represented in decreased firm value. Shiu and Yang 

(2015) find that firms engaging in CSR benefit from insurance-like effects during occurrences of 

negative events. Bereskin, Campbell II, and Kedia (2016) find that altruistic employees and 

directors are likely to give greater penalties on corporate misconduct. Thus, we expect that 

altruistic local shareholders more punish corporate misconduct. If misbehaving firms expect the 

negative reactions, then they invest more in CSR to gain some concessions.   

To test hypothesis 2, we examine how the CSR stemming from local altruism affects firm 

values. Specifically, we test whether changes in CSR scores influence stock price. Motivated by 

Di Giuli and Kostovertsky (2014), we estimate the following regression: 

𝑅𝑖,𝑡 = 𝛼0 + 𝛼1∆𝑆𝑡𝑟𝑒𝑛𝑔ℎ𝑡𝑠𝑖,𝑡 + 𝛼2𝛥𝐶𝑜𝑛𝑐𝑒𝑟𝑛𝑠𝑖,𝑡 + 𝛼3∆𝑆𝑡𝑟𝑒𝑛𝑔ℎ𝑡𝑠𝑖,𝑡−1 + 𝛼4𝛥𝐶𝑜𝑛𝑐𝑒𝑟𝑛𝑠𝑖,𝑡−1 +

𝛼5𝑋𝑖,𝑡 + 𝛼6𝐼𝑛𝑑𝑖(𝑠) + 𝛼5𝑌𝑒𝑎𝑟𝑡 + 𝜀𝑖,𝑡         (3) 

where R refers to stock returns of firm 𝑖 at time 𝑡 and 𝑋 includes firm size, book-to-market, and 

prior year’s stock return. Our conjecture is that increases in CSR strengths in altruistic areas are 

not detrimental to shareholder wealth because altruistic investors also value the choices. Similarly, 

increases in CSR concerns are detrimental to firm value in altruistic areas because altruistic 
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investors negatively react to the change. We test this conjecture by considering investors’ reactions 

to changes in firms’ CSR score by splitting samples into three groups of firms located in altruistic 

regions and firms located in less altruistic regions. We create indicator variables for the highest 

and lowest tertile of CONT and analyze the differential stock return movements on each 

subsample.   

Table 8 presents our tests of Hypothesis 2, where we regress annual holding stock returns 

based on monthly returns on current and lagged changes in CSR score and firm, industry, and time 

controls. The coefficient of current change in CSR concerns (-0.03537) is significantly negative in 

High Altruistic subsamples. This indicates that the stock price of a firm that acquires one additional 

CSR concern underperforms by 3.53% relative to a firm that loses one CSR concern. We do not 

find any significant reactions to an additional CSR strength. Thus, our results imply that altruistic 

investors react more to changes in CSR concerns.  For firms in the Low Altruism subsample, the 

stock market reaction to the changes in CSR is indiscernible, while most changes in strength and 

concerns show negative estimates. 

This finding is noteworthy for two reasons. This finding is similar to the prospect theory 

proposed by Kahneman and Tversky (1979) in the sense that altruistic local shareholders react 

more to changes in negative outcomes such as increases in concerns of CSR rather than positive 

outcomes such as increases in strengths of CSR. In addition, our result is consistent with Bereskin, 

Campbell II, and Kedia (2016) in that shareholders and other stakeholders such as employees 

negatively react to corporate misconduct. Overall, our finding suggests that firms located in 

culturally more altruistic regions must seriously take social responsibility into account because 

local investors have a significantly negative economic reaction to it. 
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Next, we test whether misbehaving firms invest more in CSR to gain some concessions 

from local shareholders in anticipation of the negative penalties. We posit that misbehaving firms 

are more likely to engage in CSR because CSR provides insurance-like protection from 

punishment by altruistic shareholders. To test this hypothesis, we focus on one type of corporate 

misconduct, earnings management calculated as the absolute value of discretionary accruals. Then, 

we split the sample into tertile at a given year. The dummy variable High_EM equals one if a firm 

is in the highest earnings management group, and zero if the lowest group. We expect the 

interaction term between High_EM and CONT would be significantly positive if misbehaving 

firms in altruistic areas invest more in CSR.  

Table 9 reports the results. Consistent with the story, we find that the positive effect of 

local altruism on CSR is more pronounced for firms with more earnings management.  

 

4.8. Conclusion 

Corporate social responsibility exerts two opposing forces on firm value. One effect arises 

from the motivation for shareholder wealth maximization in the sense that managers’ investments 

in CSR improve the firm’s financial performance, leading to a positive effect on shareholders.  The 

other effect stems from the motivation for private benefits of managers. Managers’ overinvestment 

in CSR due to private reputational benefit from doing so indeed reduces firm value. Given the two 

opposing explanations, existing literature has ignored the altruism of local culture. This paper 

attempts to fill this gap by consider the effect of both managers’ and shareholders’ altruism on 

investments in CSR. Specifically, we analyze the role of local residents’ altruism, proxied by their 

amount of contributions to charity, education, religion, and other cash gifts, in firms’ decisions 

regarding the level of involvement in CSR. Our first hypothesis is that companies headquartered 
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in counties with more altruistic contributions are likely to have higher CSR ratings. Our second 

hypothesis is that those companies are likely to experience higher (lower) stock returns when they 

have higher (lower) CSR scores than previous year.  

To test the first hypothesis, we construct a sample of 9,343 firm-year observations from 

2008 to 2012, use CSR scores data from the KLD database and household averages of 

contributions in a county from the Consumer Expenditure Survey, and employ panel fixed effect 

models to analyze the predicted relations. We find a consistently positive and economically and 

statistically significant relation between local altruism and CSR scores. Our empirical findings are 

robust in controlling for alternative explanations that have been shown to affect CSR scores. We 

also examine the relationship between local altruism and stock reaction to the change in CSR 

scores. We find that firms headquartered in counties with the highest contributions experience 

negative stock returns related to the increases in CSR concerns. This result suggests that local 

altruistic investors react more to the additional concern than the additional strength.    

Overall, this study extends the literature in several areas, including corporate social 

responsibility, agency theory, corporate culture, and the effect of the local environment 

surrounding a firm. We provide new evidence that local altruism is a determinant for firms to 

invest in CSR. Also, we document that altruistic investors react more to increase in CSR concerns 

than increases in CSR strengths. 
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FIGURE 4.1 

Local Altruism at the State Level 

The figure presents our local altruism measure, CONT, averaged over the sample period 2008-2012 at the 

state level. The variable CONT is household averages of contributions to charity, educational, religious 

organizations, and other contributions. 
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FIGURE 4.2 

Graphical Evidence of Contributions 

This figure shows the household average contributions to charities and other organizations (CHARITY), to 

church, religious organizations (CHURCH), to educational institutions (SCHOOL), and to other cash gifts 

(OTHER) by year. The contribution sample is based on the data from the Consumer Expenditure Survey 

done by the Bureau of Labor Statistics from 2008 to 2012.  
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FIGURE 4.3 

Principal Component Selection 

The figure helps determine the number of important components among the four contributions. The plot 

shows a natural break between the large eigenvalues and the remaining small eigenvalues. Specifically, the 

plot confidence intervals aid in the selection of important components. The evidence points to retaining one 

principal component. 
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TABLE 4.1 

Summary Statistics 

This table reports the summary statistics for the main variables used in the study from 2008 to 

2012. Refer to Appendix 1 for variable definitions. 

 

    -------------- Quantiles -------------- 

Variable N Mean S.D. Q1 Mdn Q3 

CSR5 9343 -0.15 2.31 -2.00 -1.00 1.00 

CSR7 9343 -0.56 2.59 -2.00 -1.00 0.00 

CONT 9343 1457.73 222.39 1292.12 1425.11 1601.68 

SIZE 9342 6.95 1.64 5.73 6.79 8.01 

MB 8662 1.58 1.24 0.82 1.17 1.84 

ROA 9342 0.01 0.17 -0.01 0.04 0.08 

KZ 7767 0.63 1.56 -0.03 0.63 1.43 

Cash 9342 0.21 0.21 0.05 0.13 0.30 

TDA 9298 0.21 0.21 0.01 0.17 0.33 

DIV 9338 0.01 0.03 0.00 0.00 0.01 

Totpop 9343 13.78 1.06 13.23 13.79 14.39 

Age 9343 35.95 2.79 34.00 35.90 37.80 

Male 9343 49.12 1.00 48.42 49.14 49.89 

Married 9343 74.08 6.57 69.87 75.30 78.55 

Edu 7553 34.44 9.17 26.67 32.91 41.87 

Income 9343 67443.37 15189.38 55723.00 64204.00 78970.00 

White 9343 66.74 14.69 54.94 67.27 78.41 

Education Index 9343 172.47 18.69 170.00 176.00 183.00 

Religiosity 9343 131.18 45.27 93.00 135.00 169.00 

Social Interaction 9337 49.74 4.55 46.49 49.68 53.25 

Local Government 9337 1.70 0.49 1.38 1.65 1.96 

Democrat-leaning 9337 19.39 5.00 16.01 19.10 22.66 

VOL 9343 0.03 0.02 0.02 0.03 0.04 

Inst_Own 9343 0.71 0.26 0.58 0.77 0.88 

#Instblockowners 9022 2.75 1.61 1.50 2.75 3.75 

Numrec 9343 9.34 7.56 3.86 7.33 13.25 

Ad_Expense 4110 0.03 0.06 0.00 0.01 0.03 

CEO_Female 6595 0.04 0.2 0 0 0 

CEO_Age 7785 55.7 7.03 51 56 60 

CEO_Tenure 6595 4.04 2.14 2 4 6 

CEO_Causian 6594 0.73 0.45 0 1 1 

CEO_Ownership 6736 2.22 5.59 0.13 0.4 1.33 

CEO_Chair 6595 0.55 0.5 0 1 1 
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TABLE 4.2 

CSR and Local Altruism 

The table reports the estimates from OLS regressions with firm fixed effects. In column (7) of 

Panel A reports the estimates from ordered probit regressions. Panel B shows the relation between 

local altruism and CSR scores for the seven dimensions. The t-statistics reported in parentheses 

below the respective estimates are computed using standard errors corrected for clustering at the 

firm level. The sample period is from 2008 to 2012. Refer to Appendix 1 for variable definitions. 

*,**, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively. 

Panel A: Results for CSR rating 
 (1) (2) (3) (4) (5) (6) (7) 

Dep. Var. CSR7 CSR5 CSR5 CSR5 CSR5 CSR5 CSR5(Ordered) 

        

CONT 0.00114** 0.00112**     0.00042** 

 (2.09) (2.43)     (1.96) 

EDU   0.00468***     

   (3.13)     

CHURCH    0.00331**    

    (2.27)    

CHARITY     0.00213**   

     (2.25)   

OTHER      0.00111  

      (0.48)  

SIZE -0.22755* -0.07544 -0.07985 -0.07365 -0.07417 -0.08052 0.36194*** 

 (-1.74) (-0.70) (-0.74) (-0.68) (-0.68) (-0.75) (33.73) 

MB 0.02215 0.01956 0.01744 0.01908 0.02189 0.01962 0.05652*** 

 (0.54) (0.61) (0.54) (0.59) (0.68) (0.61) (3.85) 

ROA 0.10143 0.03368 0.02392 0.03800 0.03439 0.03127 -0.07487 

 (0.37) (0.15) (0.11) (0.17) (0.16) (0.14) (-0.68) 

KZ 0.02927 0.03462 0.03318 0.03512 0.03306 0.03102 0.06094*** 

 (0.71) (0.91) (0.87) (0.91) (0.87) (0.81) (2.62) 

Cash 0.87247** 0.49538* 0.48422* 0.49353* 0.49932* 0.48912* 0.36024*** 

 (2.43) (1.69) (1.65) (1.68) (1.71) (1.67) (3.60) 

TDA 0.19032 0.10767 0.12189 0.10387 0.11312 0.13343 -0.58447*** 

 (0.53) (0.36) (0.40) (0.34) (0.37) (0.44) (-4.80) 

DIV -1.03813 0.29638 0.25300 0.33572 0.26114 0.17584 4.22723*** 

 (-0.55) (0.17) (0.15) (0.20) (0.15) (0.10) (4.15) 

Totpop -3.45644* -2.16622 -2.42743 -2.35687 -2.22300 -2.62497 -0.00474 

 (-1.73) (-1.37) (-1.53) (-1.50) (-1.41) (-1.64) (-0.30) 

Age -0.10837* -0.07321 -0.07865 -0.07420 -0.06769 -0.08350* 0.01178 

 (-1.78) (-1.44) (-1.55) (-1.47) (-1.33) (-1.65) (1.64) 

Male 0.01506 0.01292 0.02841 0.03142 0.02727 0.04969 0.02484 

 (0.21) (0.19) (0.43) (0.48) (0.41) (0.72) (1.16) 

Married -0.00857 -0.01806 -0.02879 -0.02801 -0.01529 -0.04478 -0.00711 

 (-0.22) (-0.57) (-0.97) (-0.92) (-0.47) (-1.53) (-1.42) 

Edu 0.02687 0.03125 0.03256 0.04021 0.02608 0.03856 0.00506** 

 (0.90) (1.21) (1.26) (1.57) (1.00) (1.50) (2.17) 

Income -0.00001 -0.00001 -0.00001 -0.00002 -0.00001 -0.00001 -0.00000 

 (-0.74) (-0.97) (-0.76) (-1.33) (-0.67) (-0.87) (-1.17) 

White 0.00183 -0.00447 -0.00214 0.00110 -0.00506 0.00011 -0.00138 

 (0.11) (-0.33) (-0.16) (0.08) (-0.37) (0.01) (-0.76) 

        

Industry FE       Yes 
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Year FE Yes Yes Yes Yes Yes Yes Yes 

        

N 6319 6319 6319 6319 6319 6319 6319 

Adjusted R2 0.19612 0.10573 0.10544 0.10551 0.10557 0.10431  

 

Panel B: Results for each dimension. 

 

 

 

 

 

 

 

 (1) (2) (3) (4) (5) (6) (7) 

Dep. Var. COMM DIVE EMPL ENVI HUMA CGOV PROD 

        

CONT 0.00010 0.00068*** -0.00011 0.00005 0.00018*** 0.00019* 0.00005 

 (1.15) (3.70) (-0.38) (0.33) (3.06) (1.70) (0.51) 

SIZE -0.02380 0.15045*** -0.04249 0.04723 0.01684 0.00683 0.00944 

 (-1.32) (3.77) (-0.71) (1.50) (1.31) (0.23) (0.49) 

MB -0.00154 0.01615 -0.00456 -0.01759* -0.01034*** -0.01569* 0.00759 

 (-0.29) (1.27) (-0.29) (-1.82) (-3.80) (-1.76) (1.11) 

ROA1 -0.03997 0.05276 0.08112 -0.05097 -0.06228* 0.05402 -0.03802 

 (-1.35) (0.75) (0.74) (-0.67) (-1.82) (1.01) (-1.25) 

KZ -0.00257 -0.00064 0.02166 0.00750 0.00237 0.00718 0.00053 

 (-0.47) (-0.06) (1.47) (0.76) (1.12) (0.69) (0.14) 

Cash 0.01096 0.12340 0.10867 0.01025 0.04787** 0.07518 0.02400 

 (0.21) (1.07) (0.82) (0.11) (2.02) (0.94) (0.45) 

TDA 0.04714 0.10717 -0.09725 0.00177 0.04331 -0.03457 0.02457 

 (0.95) (1.07) (-0.66) (0.02) (1.04) (-0.47) (0.50) 

DIV -0.01882 0.86284 0.02025 0.45724 0.02413 -0.24487 -0.09826 

 (-0.06) (1.50) (0.03) (1.02) (0.23) (-0.56) (-0.39) 

Totpop 0.21694 -0.13352 -1.35978** -0.96314 0.14340 0.37056 -0.33023 

 (0.73) (-0.24) (-2.06) (-1.60) (1.16) (1.08) (-1.30) 

Age 0.01228 0.00366 -0.04663* -0.00975 -0.00080 0.00976 -0.01383 

 (1.21) (0.19) (-1.69) (-0.52) (-0.15) (0.80) (-1.50) 

Male 0.01337 0.01389 -0.01949 -0.01723 -0.00849 0.00021 -0.01575 

 (0.98) (0.59) (-0.47) (-0.71) (-0.65) (0.01) (-1.40) 

Married -0.00186 0.00237 -0.00070 0.00149 0.00681 -0.00616 0.00318 

 (-0.29) (0.22) (-0.05) (0.11) (1.48) (-0.81) (0.69) 

Edu 0.00340 -0.00233 0.00720 0.01736* -0.00448* -0.01360** -0.00283 

 (0.62) (-0.23) (0.50) (1.83) (-1.78) (-2.21) (-0.69) 

Income -0.00000 -0.00001* 0.00002*** -0.00000 -0.00000 0.00000 0.00000* 

 (-0.18) (-1.77) (3.07) (-0.87) (-0.74) (0.39) (1.65) 

White -0.00532** -0.00583 -0.00407 -0.00142 -0.00070 0.00250 0.00214 

 (-2.02) (-1.22) (-0.71) (-0.30) (-0.59) (0.83) (1.02) 

        

Year FE Yes Yes Yes Yes Yes Yes Yes 

        

N 6319 6319 6319 6319 6319 6319 6319 

Adjusted R2 0.03300 0.10340 0.08263 0.11496 0.02258 0.02523 0.01325 
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TABLE 4.3 

Robustness Checks 

The table reports the estimates from OLS regressions with firm fixed effects. The dependent 

variable, CSR5, is the sum of strengths minus the sum of concerns in the five dimensions, 

excluding governance and product. Treatment variable CONT as a proxy for local altruism is the 

household average contributions for goodness in a county as reported by the Consumer 

Expenditure Survey. The t-statistics reported in parentheses are computed using standard errors 

corrected for clustering at the firm level. The sample period is from 2008 to 2012. Refer to 

Appendix 1 for variable definitions.  

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

Dep. Var. CSR5 CSR5 CSR5 CSR5 

CONT 0.00098** 0.00141** 0.00196** 0.00192* 

 (2.02) (2.07) (2.56) (1.70) 

Education Index -0.00907   -0.02882** 

 (-1.61)   (-2.05) 

Religiosity 0.00297   -0.00170 

 (1.17)   (-0.35) 

Social Interaction 0.01025   -0.00130 

 (0.91)   (-0.06) 

Local Government 0.04318   -0.07156 

 (0.84)   (-0.52) 

Democrat-leaning 0.00131   0.03932** 

 (0.14)   (2.21) 

VOL  4.55544  5.90492 

  (0.97)  (0.57) 

Inst_Own  0.32395  1.94050** 

  (0.60)  (2.08) 

#Instblockowners  -0.00866  -0.06283 

  (-0.18)  (-0.87) 

Numrec  0.11940***  0.10753*** 

  (4.97)  (3.29) 

Ad_Expense  -0.13795  -0.32296 

  (-0.07)  (-0.09) 

CEO_Female   -0.31656** -0.21888 

   (-2.08) (-1.10) 

CEO_Age   -0.00949 0.02634* 

   (-0.67) (1.75) 

CEO_Tenure   0.04461*** 0.01513 

   (3.58) (0.92) 

CEO_Causian   -0.22253*** -0.16272* 

   (-3.39) (-1.81) 

CEO_Ownership   0.02736** 0.01762 

   (2.31) (1.05) 

CEO_Chair   0.04006 0.08927 

   (0.60) (0.96) 

     

Firm controls Yes Yes Yes Yes 

Demo. controls Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 

N 6319 3091 4359 1931 

Adjusted R2 0.10617 0.08796 0.11473 0.10822 
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TABLE 4.4 

Identification 

The table reports results from various identification and robustness tests. The dependent variable, 

CSR5, is the sum of strengths minus the sum of concerns in the five dimensions, excluding 

governance and product. Treatment variable CONT as a proxy for local altruism is the household 

average contributions for goodness in a county as reported by the Consumer Expenditure Survey. 

Social Capital is the measure of social capital as used in Jha and Cox (2015). Industry fixed effects 

are based on three-digit SIC codes. Refer to Appendix 1 for variable definitions. *,**, and *** 

indicate statistical significance at the 10%, 5%, and 1% levels, respectively. 

     Outlier Social Capital 

 County 

FE 

Industry 

FE 

Industry 

and 

County 

FE 

Clustered 

by 

county 

Excl. 5 

Most 

altruistic 

states 

Excl. 5 

Least 

altruistic 

states 

Social 

Capital 

(Jha 

and 

Cox, 

2015) 

Correlation  

CONT 0.001** 0.00089** 0.001** 0.001** 0.001*** 0.001** 0.001** Correlation 

 (2.43) (2.12) (2.11) (2.22) (2.80) (2.02) (1.96) between 

Social Capital       0.569* CONT 

       (1.76) and Social 

        Capital 

Firm controls Yes Yes Yes Yes Yes Yes Yes  

Demo.controls Yes Yes Yes Yes Yes Yes Yes 0.1006*** 

County FE Yes  Yes      

Firm FE Yes   Yes Yes Yes Yes  

Industry FE  Yes Yes      

Year FE Yes Yes Yes Yes Yes Yes Yes  

         

N 6319 6319 6319 6319 5308 6040 6267  

Adjusted R2 0.106 0.365 0.376 0.106 0.111 0.102 0.106  
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TABLE 4.5 

Dynamic Panel Regressions 

The table reports results from dynamic panel regressions. We use dynamic panel regressions because strict 

exogeneity assumption using regressions with firm fixed effects fails due to feedback effects when time 

period is small and the number of firms is large. AB presents the Arellano and Bond estimates (Arellano 

and Bond, 1991), while BB presents the Blundell and Bond estimates (Blundell and Bond, 1998) based on 

robust stand errors. Arellano and Bond's (1991) GMM estimator first-differences the linear regression 

model and suggest lagged dependent variable levels to instrument for the first difference of the lag. IVs for 

Δ𝑦𝑖𝑡−1 are 𝑦𝑖𝑡−2, 𝑦𝑖𝑡−3, and 𝑦𝑖𝑡−4. Blundell and Bond's (1998) and Arellano and Bover’s (1995) system 

GMM model suggest using both level and differenced IVs. IVs for Δ𝑦𝑖𝑡−1 are 

𝑦𝑖𝑡−2, 𝑦𝑖𝑡−3, 𝑦𝑖𝑡−4, Δ𝑦𝑖𝑡−2, Δ𝑦𝑖𝑡−3, and Δ𝑦𝑖𝑡−4. *,**, and *** indicate statistical significance at the 10%, 

5%, and 1% levels, respectively. 

 
 AB BB 

 CSR5 CSR7 CSR5 CSR7 

     

CONT 0.001* 0.001** 0.001* 0.001** 

 (1.94) (2.15) (1.75) (2.30) 

L.CSR5 0.722***  0.709***  

 (6.97)  (9.76)  

L2.CSR5 -0.443***  -0.451***  

 (-14.95)  (-14.36)  

L.CSR7  0.915***  0.819*** 

  (13.49)  (12.06) 

L2.CSR7  -0.542***  -0.569*** 

  (-16.46)  (-15.41) 

     

Firm controls Yes Yes Yes Yes 

Demo. controls Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 

     

N 3887 3887 5727 5727 

 

 

 

 

 

 

 

 

 



 

132 

TABLE 4.6 

Principal Component Analysis 

The table reports the estimates from OLS regressions with firm fixed effects. Dependent variables are 

defined as follows: CSR7 is the sum of strengths minus the sum of concerns in all the seven dimensions, 

and CSR5 in the five dimensions excluding governance and product. Treatment variable PC is the first 

component obtained from a principal component analysis using the four contributions: household averages 

of contributions to charity, educational, religious organizations, and other contributions in a county as 

reported by the Consumer Expenditure Survey. The t-statistics reported in parentheses below the respective 

estimates are computed using standard errors corrected for clustering at the firm level. The sample period 

is from 2008 to 2012. Refer to Appendix 1 for variable definitions. *,**, and *** indicate statistical 

significance at the 10%, 5%, and 1% levels, respectively. 

 (1) (2) 

 CSR5 CSR7 

PC 0.142** 0.157** 

 (2.40) (2.26) 

SIZE -0.077 -0.229* 

 (-0.71) (-1.76) 

MB 0.019 0.021 

 (0.59) (0.52) 

ROA1 0.032 0.099 

 (0.14) (0.37) 

KZ 0.034 0.029 

 (0.90) (0.71) 

Cash 0.493* 0.870** 

 (1.68) (2.43) 

TDA 0.111 0.192 

 (0.37) (0.53) 

DIV 0.282 -1.043 

 (0.16) (-0.55) 

Totpop -2.208 -3.453* 

 (-1.39) (-1.73) 

Age -0.076 -0.111* 

 (-1.50) (-1.83) 

Male 0.013 0.010 

 (0.19) (0.14) 

Married -0.022 -0.010 

 (-0.70) (-0.27) 

Edu 0.032 0.028 

 (1.26) (0.93) 

Income -0.000 -0.000 

 (-0.96) (-0.75) 

White -0.004 0.002 

 (-0.32) (0.09) 

   

Firm FE Yes Yes 

Year FE Yes Yes 

N 6319 6319 

Adjusted R2 0.106 0.196 
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TABLE 4.7 

Possible Channels 

The table reports results to identify possible mechanisms through which local altruism affects 

corporate social responsibility. Treatment variable CONT as a proxy for local altruism is the 

household average contributions for goodness in a county as reported by the Consumer 

Expenditure Survey. CEO birth or SS state is CEO birthplace or place of social security 

registration’s CONT based on 2008 observation. The sample period is from 2008 to 2012. Refer 

to Appendix 1 for variable definitions. *,**, and *** indicate statistical significance at the 10%, 

5%, and 1% levels, respectively. 

 

 Local SH Local Manager 

 CSR5 CSR5 

Small_Firm × CONT 0.001***  

 (4.09)  

Small_Firm -1.734***  

 (-4.01)  

CONT 0.001  

 (1.21)  

CEO Birth or SS state’s  0.003** 

2008 CONT  (2.15) 

   

Firm controls Yes Yes 

Demo.controls Yes Yes 

Firm FE Yes  

Industry FE  Yes 

Year FE Yes Yes 

   

N 6319 950 

Adjusted R2 0.110 0.484 
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TABLE 4.8 

CSR and Stock Returns 

The table reports the estimates from OLS regressions of holding returns (H_return) on CSR strengths and concerns and firm controls for subsamples 

split based on CONT. High Altruism represents firms headquartered in counties with the highest contributions (Top tertile) each year, while Low 

Altruism represents the lowest contributions (Bottom tertile). The explanatory variables are current and one-year lagged changes in strengths and 

concerns. Control variables include one-year lagged market value, book-to-market, and stock returns. Indicator D. denotes change in the variable 

between 𝑡 and 𝑡 − 1, LD denotes one-year lagged change between (𝑡 − 1) and (𝑡 − 2), and L. denotes the one-year lagged value (𝑡 − 1). Industry 

dummies are based on 2 digit SIC code. The sample period is from 2008 to 2012. Refer to Appendix 1 for variable definitions. *,**, and *** indicate 

statistical significance at the 10%, 5%, and 1% levels, respectively. 

 High Altruism Low Altruism High Altruism Low Altruism 

D.strengh7 -0.00745 -0.00867 -0.00994 -0.00758     

 (-1.04) (-1.03) (-1.48) (-0.88)     

LD.strengh7 0.00473 0.00231 -0.01795 -0.02457     

 (0.33) (0.14) (-0.86) (-1.13)     

D.concern7 -0.03537** -0.03494** -0.01125 -0.00313     

 (-2.43) (-2.07) (-1.03) (-0.24)     

LD.concern7 -0.01060 -0.00163 -0.01510 -0.00569     

 (-0.71) (-0.09) (-1.27) (-0.45)     

L.mkvalt -0.00000*** -0.00000*** -0.00000*** -0.00000 -0.00000*** -0.00000*** -0.00000** -0.00000 

 (-3.44) (-3.07) (-2.61) (-1.62) (-2.98) (-2.75) (-2.38) (-1.58) 

L.BM 5.08067 -2.8e+01 2.1e+02** 2.5e+02* 3.05494 -3.0e+01 2.1e+02** 2.5e+02* 

 (0.04) (-0.20) (1.97) (1.87) (0.02) (-0.22) (1.96) (1.87) 

L.H_return -0.06044** -0.10870** -0.00893 -0.03127 -0.05880** -0.10726** -0.00815 -0.03087 

 (-2.06) (-2.07) (-0.40) (-1.06) (-1.97) (-2.06) (-0.36) (-1.04) 

D.strengh5     -0.01034 -0.01163 -0.01129 -0.00999 

     (-1.27) (-1.21) (-1.39) (-0.97) 

LD.strengh5     0.00489 0.00471 -0.01709 -0.02295 

     (0.30) (0.26) (-0.78) (-1.01) 

D.concern5     -0.03576* -0.03721* -0.00188 0.00774 

     (-1.87) (-1.71) (-0.14) (0.49) 

LD.concern5     0.01491 0.02322 -0.01961 -0.01023 

     (0.76) (0.96) (-1.16) (-0.56) 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes 

Industry FE  Yes  Yes  Yes  Yes 

N 1055 1055 1120 1120 1055 1055 1120 1120 

Adjusted R2 0.07331 0.08821 0.10636 0.10130 0.07269 0.08811 0.10617 0.10134 
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TABLE 4.9 

Insurance-like CSR 

The table reports the coefficient estimates of a regression of CSR on local altruism and various firm 

characteristics. We test whether engagement in corporate social responsibility provides strategic insurance-

like effects when the firm manipulates earnings management, which is expected to be punished by altruistic 

shareholders. Earnings management is measured using the absolute value of discretionary accruals. To test 

this hypothesis, we split the sample into tertile at a given year. The dummy variable High_EM, equals one 

if a firm is in the highest tertile group, and zero if the lowest group.  

   

 CSR5 CSR7 

   

High_EM × CONT 0.00009** 0.00011** 

 (2.04) (1.96) 

CONT 0.00139** 0.00120* 

 (2.30) (1.73) 

   

Firm controls Yes Yes 

Demo.controls Yes Yes 

Firm FE Yes Yes 

   

N 4190 4190 

Adjusted R2 0.130 0.221 
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APPENDIX 4.1 

Variable Definitions 

 
Variable Definition 

CSR Variables Data Source: Kinder, Lydenberg, and Domini (KLD) database 

CSR7 The sum of strengths minus the sum of concerns for Community, Diversity, Employee, 

Environment, Humanitarian, Governance, and Product. 

CSR5 The sum of strengths minus the sum of concerns for community, diversity, employee, 

environment, and humanitarian. 

Community 

 

Strengths (Charitable Giving, Innovative Giving, Non-US Charitable Giving, Support for 

Housing, Support for Education, Non-US Charitable Giving, Volunteer Programs, 

Community Engagement,  and Other Strengths) – Concerns (Investment Controversies, 

Negative Economic Impact, Tax Disputes, and Community Other Concerns) 

Diversity Strengths (CEO, Promotion, Board of Directors, Work-Life Benefits, Women and Minority 

Contracting, Employment of the Disabled, Gay and Lesbian Policies, Employment of 

Underrepresented Groups, and Diversity Other Strength) – Concerns (Controversies, Non-

Representation, Board Diversity, Diversity Other Concerns) 

Employee Strengths (Union Relations, No-Layoff Policy, Cash Profit Sharing, Employee 

Involvement, Retirement Benefits Strength, Health and Safety Strength, Supply Chain 

Policies, Programs & Initiatives, Employee Other Strengths) – Concerns (Union Relations, 

Health and Safety Concern, Workforce Reductions, Retirement Benefits Concern, Supply 

Chain Controversies, Emp. Relations Other Concerns) 

Environment Strengths (Beneficial Products and Services, Pollution Prevention, Recycling, Clean 

Energy, Property, Plant, Equipment , Management Systems Strength, Environment Other 

Strength) – Concerns (Hazardous Waste, Regulatory Problems, Ozone Depleting 

Chemicals, Substantial Emissions, Agriculture Chemicals, Climate Change,  Negative 

Impact of Products and Services, Land Use & Biodiversity, Non Carbon Releases, 

Environment Other Concerns) 

Humanitarian Strengths (Positive Record in S. Africa, Indigenous Peoples Relations Strength, Labor 

Rights Strength, Human Rights Other Strength) – Concerns (South Africa, Northern 

Ireland, Burma Concern, Mexico, Labor Rights Concern, Indigenous Peoples Relations 

Concern, Operations in Sudan, Human Rights Other Concerns) 

Governance Strengths (Limited Compensation, Ownership Strength, Transparency Strength, Political 

Accountability Strength, Public Policy Strength, Corp. Gov Other Strength) – Concerns 

(High Compensation, Ownership Concern, Accounting Concern, Transparency Concern, 

Political Accountability Concern, Public Policy Concern, Governance Structures 

Controversies, Corp. Gov Other Concerns) 

Product Strengths (Quality, R&D Innovation, Benefits to Economically Disadvantaged, Access to 

Capital, Product Other Strengths) – Concerns (Product Safety, Marketing-Contracting 

Concern, Antitrust, Product Other Concerns) 

Firm Variables Data Source: Compustat 

SIZE =Ln(Compustat “AT”) Hereafter, all Compustat Items are reported as upper capital 

MB =(MKVALT+DLC+DLTT+PSTKL-TXDITC)/AT 
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ROA =IB/AT 

TDA =(DLC+DLTT)/AT 

CASH =CHE/AT 

KZ = −0.002
(𝐷𝑃+𝐼𝐵)

𝐴𝑇
−

39.368(𝐷𝑉𝐶+𝐷𝑉𝑃)

𝐴𝑇
−

1.315𝐶𝐻𝐸

𝐴𝑇
+ 3.139𝐿𝐸𝑉 + 0.283𝑄 

All AT in denominator are one-year lagged.  

𝐿𝐸𝑉 = (𝐷𝐿𝑇𝑇 + 𝐷𝐿𝐶)/(𝐷𝐿𝑇𝑇 + 𝐷𝐿𝐶 + 𝑆𝐸𝑄)  

Tobin’s Q = Market value of assets (Total assets (AT)+ Market value of common equity 

1239 (CSHO*PRCC_F) - Common equity (CEQ) - Deferred taxes (TXDB)) / Total assets 

(AT). 

DIV =DVC+DVP 

Ad_Expense =XAD/AT 

mkvalt Market value of the firm 

Earnings 

management 

The absolute value of abnormal discretionary accruals. The abnormal discretionary accruals 

DA = TA - P 

where 

TA = (IB-OANCF)/lag_AT 

𝑋1= 
1

𝑙𝑎𝑔_𝐴𝑇
 

𝑋2= 
𝛥𝑆𝐴𝐿𝐸−𝛥𝑅𝐸𝐶𝑇

𝑙𝑎𝑔_𝐴𝑇
 

𝑋3= 
𝑃𝑃𝐸𝐺𝑇

𝑙𝑎𝑔_𝐴𝑇
 

Obtain coefficients from the following regression:  

TA = 𝛼0 + 𝛼1𝑋1 + 𝛼2𝑋2 + 𝛼3𝑋3.  

Then,  

𝑃 = 𝛼0̂ + 𝛼1̂𝑋1 + 𝛼2̂𝑋2 + 𝛼3̂𝑋3.  

Firm Variables Data Source: Risk Metric 

CEO_Female =1 if the CEO is female, zero otherwise. 

CEO_Age Age of the CEO 

CEO_Experience = last year – first year appearing in the data  

CEO_Causian = 1 if the CEO’s ethnicity is "CAUCASIAN" 

CEO_Chair = 1 if employment_ceo = "Yes" and employment_chairman="Yes". 

CEO_Ownership = the percentage of total shares owned_options excluded (shrown_excl_opts_pct from 

Execucomp) 

Firm Variables Data Source: Thomson financial Database on 13F filings 

Inst_Own Fraction of firm stock held by institutional investors 

#Instblockowners Number of >5% institutional block ownerships 

Firm Variables Data Source: IBES database 

Numrec Number of analysts covering the firm 

Firm Variables Data Source: CRSP 

H_return Annual stock return of the firm based on monthly returns, computed as (1 + 𝑅𝑒𝑡1)(1 +

𝑅𝑒𝑡2) ⋯ (1 + 𝑅𝑒𝑡12) 

BM =CEQ (Compustat) /absolute value of (prc*shrout from CRSP) 
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VOL  The standard deviation of daily stock returns during the fiscal year 

Demographics Data Source: Simplymap, U.S. Census Bureau and Population estimates 

GOOD_COU The sum of contributions of a household living in the county ($). These contributions include 

five categories: Household Averages of Cash contributions to charities and other 

organizations (CHARITY), to church, religious organizations (CHURCH), to educational 

institutions (EDU), to political organizations (POLITICAL), and other cash gifts (OTHER).   

Totpop Natural logarithm of a county’s # Population in a given year 

Age Median age of the population in a county 

Male % Male Population 

White % White Population (The number of people having origins in any of the original peoples of 

Europe, the Middle East, or North Africa. It includes people who indicate their race as 

"White" or report entries such as Irish, German, Italian, Lebanese, Near Easterner, Arab, or 

Polish) 

Married % Families, Married (The householder and his or her spouse are enumerated as members of 

the same household with or without children) 

Age Total Population, Median Age (This measure divides the age distribution in a county into 

two equal parts: one-half of the population falling below the median age and one-half above 

the median age) 

Income Natural logarithm of a county’s Household Income, Median ($) (This measure divides the 

income distribution in a stated area into two equal parts: one-half of the households earning 

below the median income and one-half above the median income. The median income is 

based on the distribution of the total number of households including those with no income) 

Edu % Education, College or Graduate Degree (attainment for persons 25 years old and over). 
This category includes people whose highest degree is either a College, Master's or Doctorate 

Degree. It refers to the highest level of education completed in terms of the highest degree or 

the highest level of schooling completed. 

Others Data Source: Experian Simmons 

Social Interaction % MEMBERSHIPS - BELONG TO ANY MEMBERSHIPS  

Local Government % MEMBERSHIPS - BELONG TO A BODY OF LOCAL GOVERNMENT 

Democrat-leaning % POLITICAL OUTLOOK, ANY LIBERAL 

Education Index A higher value indicates more than average education resources near the geography. EASI 

has developed an index to reflect education resources in the community. The data are 

summarized from ZIP Code Business Patterns. ZIP Code Business Patterns is an annual 

source of establishment and employment data for the United States. The factor that has been 

used in the creation of this estimate is the number of employees working in Educational 

Institutions including: --Elementary and Secondary Schools (NAICS 6111) --Junior Colleges 

(NAICS 6112) --Colleges, Universities, & Professional Schools (NAICS 6113) --Business 

Schools and Computer and Management Training (NAICS 6114) --Technical and Trade 

Schools (NAICS 6115) --Other Schools and Instruction (NAICS 6116) --Educational 

Support Services (NAICS 6117) Education is not a variable that is measurable for a particular 

neighborhood. It is more closely associated with a larger area. EASI has summarized the 

above data at the county level for this analysis. 

Religiosity (Religion Index) A higher value reflects more than average religion interests in the 

community. EASI has developed an index to reflect religious interests of the community. The 
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data are summarized from ZIP Code Business Patterns. ZIP Code Business Patterns is an 

annual source of establishment and employment data for the United States. The factor that 

has been used in the creation of this estimate is the number of employees working in 

Religious Organizations (NAICS 8131). Religion is not a variable that is measurable for a 

particular neighborhood. It is more closely associated with a larger area. EASI has 

summarized the above data at the county level for this analysis. 
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CHAPTER 5 

CONCLUSION 

 

This dissertation contains three distinct essays in the broad area of empirical corporate 

finance. The first two essays examine shareholder activism. The last essay examines corporate 

social responsibility.  

The first study examines to what extent shareholder gain from activism is the result of 

wealth transfer from employees of a firm targeted by activism. Our baseline results show that target 

firms experience underfunding in defined benefit employee pension plans after acts of activism. 

In the second essay, we show that investors respond more positively to activist shareholders who 

use soft activism, communicating with their target firms’ managers or other shareholders rather 

than a harder approach. In the third essay, we find evidence of a positive relation between local 

altruism and CSR scores of firms headquartered in a US county. 

 


