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We investigate the ways in which the reputation of a firm created by the media can affect its
stock market and financial performance during ‘corporate social responsibility’ (CSR) award
announcement periods in Taiwan. The CSR ‘winners’ in this study are selected from the Global
Views and CommonWealth Magazines, with content analysis being used to capture the
information implied in the media reports. Our empirical results show that since media coverage
can provide stakeholders with a superior image of CSR firms, non-CSR firms are provided with
sufficient motivation to try to manipulate the media coverage and the overall level of news
sentiment degree in the firm, in order to close the gap between their image and that of the CSR
winners. Our results also indicate that media reputation relating to CSR winners is found to be
higher than that for non-CSR firms and that the stock returns of CSR winners are likely to be
significantly higher than those of non-CSR firms for a period of four to five months after CSR
announcements. We argue that when investors are making investment decisions during periods
of CSR awards announcements, they can be guided by the signals of CSR awards and media
reputation.

[ Keywords ] corporate social responsibility, media reputation, stock market
performance, financial performance, content analysis
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1. Introduction

The issue of ‘corporate social responsibility’ (CSR) has become increasingly
important over recent years from both theoretical and practical perspectives. Indeed, there
has been an exponential increase in research focusing on the relationship between
corporate social performance and financial performance. Consequently, many firms are
now electing to disclose their CSR performance activities within their annual reports and
websites in an obvious attempt to enhance their reputation and their corporate image.

There are, however, wide definitions of CSR, a factor which ultimately led to the
collation by Dahlsrud (2006) of no less than 37 different definitions of what CSR actually
refers to. Using content analysis to analyze these varied definitions, Dahlsrud was able to
show that they could be distinguished under five specific dimensions of ‘environment’,
‘social’, ‘economic’, ‘stakeholder’ and ‘voluntariness’; these definitions are, to a large
extent, congruent.

As noted by Dahlsrud, within one of these definitions — provided by the World
Business Council for Sustainable Development (WBCSD)' — it is argued that “corporate
social responsibility is the continuing commitment by business to contribute to economic
development while improving the quality of life of the workforce and their families, as
well as that of the community and society at large”. This definition essentially implies that
firms should be responsible not only for shareholders, but also for all other stakeholders
within their business.

Margolis and Walsh (2003) analyzed CSR measurement in a total of 127 studies,
within which the measures were based upon the KLD database, the Council on Economic
Priorities (CEP) database, and the Fortune Reputation Rating, amongst others.? Although
no representative database for CSR exists in Taiwan, CSR competition in Taiwan is

categorized by the Global Views and CommonWealth Magazines, both of which refer to

1 The WBCSD is a CEO-led organization of forward-thinking firms that galvanizes the global business
community to create a sustainable future for business, society and the environment. Together with its
members, the council applies its respected thought leadership and effective advocacy to generate
constructive solutions and adopt shared actions (http://www.wbcsd.org/about.aspx).

2 The relevant details are available from: (i) the KLD database (http://www.whartonwrds.com/archive-
pages/our-datasets/kld/); (ii) the CEP database (http://web.net/~robrien/papers/sri/players/cep.html);
(iii) Fortune Reputation Rating (http://fortune.com/worlds-most-admired-companies/).
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the ‘Guidelines for Multinational Enterprises’® published by the Organization for
Economic Cooperation and Development (OECD).*

The annual competition results identify the most representative CSR winners in
Taiwan, and the Global Views and CommonWealth Magazines duly announce the award
recipients. Those firms in receipt of a CSR award are defined as ‘CSR winners’ and are
assumed to have superior performance in CSR activities than other firms which have not
received such awards.

The question arises, however, as to whether CSR really benefits firms, and indeed,
whilst some of the related studies have found that CSR is positively related to financial
performance,’ other studies, such as Aupperle, Carroll, and Hatfield (1985) provide
support for the ‘trade-off” hypothesis, describing a situation in which engagement in social
responsibility activities can result in the siphoning off of capital and the downgrading of
the financial profit status of a firm.

A number of studies have set out to investigate why such firms wish to engage in
CSR and disclose related valuable information to the public; for example, Eberl and
Schwaiger (2005) found evidence of corporate reputation having a positive effect on the
future performance of the firm, whilst Lai, Chiu, Yang, and Pai (2010) concluded that
CSR and corporate reputation could have positive effects on industrial brand equity and
brand performance. Thus, through positive CSR activities, firms can seek to establish a
good image and further enhance their corporate performance. Furthermore, in addition to
disclosing CSR information in their annual reports or websites, firms can also deliver such
information to stakeholders through the media.

The corporate reputation of a firm can, however, be affected by both good and bad
news (Wry, Deephouse, and McNamara, 2006); indeed, Chen and Liu (2005) suggested
that firms can manipulate their reputation in three ways: firstly through the ‘reputation

effect’ since higher reputation can promote investment; secondly, by strengthening the

3  The guidelines consider subjects under the headings of: (i) Concepts and principles; (ii) General
policies; (iii) Disclosure; (iv) Employment and industrial relations; (v) Environment; (vi) Combating
bribery; (vii) Consumer interests; (viii) Science and technology; (ix) Competition; and (x) Taxation.

4  The OECD provides a forum for governments to work together to share their experiences and seek
solutions to common problems. (http://www.oecd.org/about/).

5  Examples include Preston and O’Bannon (1997), Simpson and Kohers (2002), Luo and Bhattacharya
(2006), Wu and Shen (2013), and Chih, Miao, and Chuang (2014).
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‘reputation effect’ because firms with a good reputation are regarded as being ‘better’
firms; and thirdly, through the ‘signaling effect’ since a low evaluation of a firm’s
reputation provides useful information to potential investors.

Thus, firms appear to be provided with strong motivation to manage their relationship
with the media, or indeed, to carefully select the timing of the release of either good or
bad news (Kothari, Shu, and Wysocki, 2009; Lu, Su, and Huang, 2011). We therefore set
out in this study to examine whether firms are more strongly motivated to use the
‘reputation effect’, that is, whether they will choose to release only positive news during
CSR award announcement periods.

Our research objectives are to determine: (i) whether CSR winners have better
financial performance and stock market performance than their non-CSR counterparts; (ii)
whether firms actively attempt to manipulate their media reputation around CSR award
announcement periods; and (iii) whether media coverage can actually create a superior
reputation for CSR winners around periods of CSR award announcements, thereby
directly impacting their financial and stock market performance.

The remainder of this paper is organized as follows. A review of the related literature
and the development of our hypotheses are presented in Section 2, followed in Section 3
by a summary of our methodology, including descriptions of the data, variable
construction, the proxies used for media reputation, stock market performance and the
regression models adopted for our analyses. Section 4 presents and discusses the empirical

results. Finally, the conclusions drawn from this study are presented in Section 5.

2. Literature Review
It is argued in some studies that the performance of firms in CSR activities may
promote the reputation of such firms leading to increased profitability; thus, from a
strategic management standpoint, the focus on corporate reputation is increased, since it
may be seen as an intangible asset leading to enhanced competitive advantage.®
Based upon the analysis of the ‘social impact’ hypothesis with additional
consideration of ‘stakeholder’ theory, Preston and O’Bannon (1997) found that corporate

social performance was favorable to financial performance. They noted that by focusing

6 Examples include Dierickx and Cool (1989), Barney (1991), Brammer and Pavelin (2004), and
Dowling (2006).
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on stakeholders, firms may be able to enhance their reputation, which would ultimately
have a positive impact on their financial performance.

In a more recent study, Wu and Shen (2013) investigated the relationship between the
CSR index and financial performance in the banking industry. Their results provided
evidence consistent with the findings of Simpson and Kohers (2002) that the reputation of
a financial intermediary may help to promote a firm’s financial performance.

Using advertising expenditure as a proxy for customer awareness, Servaes and
Tamayo (2013) argued that in those firms with lower customer awareness, a negative or
insignificant relationship would be found to exist between CSR and financial
performance, whereas if both advertising expenditure and customer awareness were
sufficiently high, CSR activities could help to improve firm value. Their findings provided
support for the examination of the ‘social impact’ hypothesis previously carried out by
Preston and O’Bannon (1997).

Conversely, however, some studies show support for the trade-off hypothesis, in
which it is proposed that whilst CSR activities involve a certain level of cost, the benefits
remain uncertain, such that the relationship between CSR and financial performance could
be negative, insignificant or mixed.” For example, applying Granger causality to examine
the relationship, Makni, Francoeur, and Bellavance (2009) found that corporate social
performance was unaffected by financial performance.

In addition to focusing on financial performance, some studies have also examined
the relationship between CSR and ‘cumulative abnormal returns’ (CARs); for example,
Gao, Faff, and Navissi (2012) analyzed announcements of corporate donations made by
boards in response to the Wenchuan earthquake in China on 12" of May 2008, along with
the subsequent stock market impact, and found that abnormal returns were higher for
those firms which had made such donations.

Kong (2012) examined the relationship between CSR activities and stock market
performance in the food industry in China, and revealed that CSR was found to have a
positive effect on abnormal returns over the longer term, with a higher level of
involvement in CSR significantly mitigating negative stock market responses when such

firms were faced with any major shocks. In addition, Chen, Shiu, and Chang (2015) and

7  See Aupperle et al. (1985), McWilliams and Siegel (2001), McWilliams, Siegel, and Wright (2006),
Shen and Chang (2008), and Chih, Chih, and Chen (2010).
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Lins, Servaes, and Tamayo (2017) similarly examined CSR activities could mitigating the
impact of shareholder when the corporations suffers a negative shock.

It is generally believed that such positive outcomes are due to the marketing effect of
a firm’s CSR activities, which ultimately enhances both the awareness of the firm and its
brand image; however, diverse opinions are evident within the related literature. For
instance, the inclusion or deletion of a stock from the CSR index is measured in some of
the related studies as the means of capturing the level of corporate social performance,
where, on the one hand, Curran and Moran (2007) argued that no significant relationship
existed between the CSR proxy and CARs, whilst on the other hand, Becchetti, Ciciretti,
Hasan, and Kobeissi (2012) concluded that a significantly negative effect was readily
discernible on CARs as a result of announcements of stock deletions from the CSR index.

Clearly, despite the in-depth examinations of CSR, financial performance and stock
market performance in numerous prior studies, no general consensus has yet been reached.
Thus, in the present study, we investigate whether those firms in receipt of CSR awards
are found to have superior financial or stock market performance, particularly around
periods of award announcements, as compared to paired-sample firms. Thus, we set the
first of our hypotheses as follows:
Hypothesis 1: The stock returns and cumulative abnormal returns of CSR winners

will be higher than those of non-CSR firms.
Hypothesis 2: The financial performance of CSR winners will be superior to that of
non-CSR firms.

As noted in several of the related studies, a good corporate reputation can reduce the
agency problem and enhance a firm’s brand equity, ultimately improving firm value;® it is,
however, extremely difficult to effectively measure corporate reputation, as compared to,
say, tangible assets, and indeed, as noted earlier, both good and bad news can affect
corporate reputation (Wry et al., 2006).

Applying ‘media reputation’ as a proxy for firm reputation, Deephouse (2000) found
that it was indeed an intangible asset capable of boosting the firm’s competitive

advantage, ultimately leading to enhanced financial performance. Other studies have

8 See Gomes (2000), Brammer and Pavelin (2004), Eberl and Schwaiger (2005), Dowling (2006), and
Lai et al. (2010).
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analyzed the information content of media reports using linguistic analysis and found that
the information content of such reports can affect the stock market through the sentiment
and behavior of investors. Within these studies, it is generally argued that sentiment
relating to news reports can be adopted by investors as a factor leading to expectations of
abnormal returns.’

Furthermore as demonstrated by Tetlock (2007) and Tetlock, Saar-Tsechansky, and
Macskassy (2008), the number of words relating to investor sentiment in firm-specific
news reports may provide an effective forecast of the earnings of a firm, which suggests
that media reports are capable of capturing firm fundamentals under different aspects that
are not easily quantified, or indeed, that may contribute to stock price efficiency. Jang,
Yang, and Chen (2014) also found that media coverage and tenor could promote a good
image for firms which would be of direct benefit to their future performance.

Nevertheless, the potential does exist for media coverage to be manipulated; for
example, Kothari et al. (2009) noted that firms could manipulate the timing of news
release, whilst Solomon (2012) pointed out that firms could spin their news, effectively
generating more (less) media coverage of positive (negative) press release. Since
corporate reputation is an intangible asset which cannot be measured with any great
certainty, we apply content analysis to construct the measures of media coverage and the
sentiment ratio as proxies for ‘media reputation’.

Zyglidopoulos, Georgiadis, Carroll, and Siegel (2012) argued that firms may enhance
their CSR level to gain higher media coverage; we similarly propose that firms engaging
in CSR may have a higher media reputation, whilst also focusing on the variations in
media reputation between CSR winners and non-CSR firms during CSR award
announcement periods in order to observe whether firms tend to manipulate their media
reputation. This leads to the formulation of Hypothesis 3:

Hypothesis 3: The media reputation of CSR winners will be higher than that of non-

CSR firms during periods of CSR awards announcements.

It has been shown that media reports can have direct impacts on the stock market
trading behavior of investors. Some of the more recent studies suggest that media reports

can reduce information asymmetry for stakeholders and establish the reputation of the

9  See Tetlock (2007), Tetlock et al. (2008), and Lu and Wei (2013, 2014).
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related firms, with their empirical results showing that media attention can be considered
as an important driver of CSR, and that firms may respond to such media attention by
improving their CSR performance.'

We therefore investigate the ways in which reputation, as reflected in media reports,
can affect the financial or stock market performance of CSR winners in Taiwan, setting
Hypotheses 4 and 5 as follows:

Hypothesis 4: Media reputation can improve the stock returns and cumulative
abnormal returns of CSR winners.
Hypothesis 5: Media reputation can improve the financial performance of CSR

winners.

The difference between the present study and the prior related studies is that media
reputation is constructed here by means of content analysis. Since both positive and
negative meanings can be implied from news reports, focusing simply on media coverage
is not sufficiently objective; we therefore construct two proxies for media reputation in the
present study, including ‘media coverage’ and the ‘sentiment ratio’. The measures of these
two proxies are discussed in Section 3.

Although the prior studies have tended to consider the media effects on CSR firms,"
in the present study, our focus is essentially placed on the differences between the media
reputation of CSR firms and paired firms which have not received any CSR awards. We
also focus on media reputation around the CSR awards event. Overall, we find that the
performance of firms with a better media reputation is superior to that of other (non-CSR)
firms. We also identify an interesting phenomenon, which is that non-CSR firms may be
provided with strong motivation to manipulate the media in order to improve their media
reputation, particularly the average level of news sentiment, prior to CSR award

announcements.

10 See, for example, Chang, Shen, and Wang (2010), Zyglidopoulos et al. (2012), and Byun and Oh
(2017).
11 Examples include Chang et al. (2010), Zyglidopoulos et al. (2012), and Byun and Oh (2017).
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3. Empirical Methodology
3.1 Data Description and Variable Construction

Our study sample comprises of all firms listed on the Taiwan Stock Exchange
(TWSE) and GreTai Securities Market (GTSM) which had, at some time between 2009
and 2012, received a corporate social responsibility award which was duly announced in
the Global Views or CommonWealth Magazines. Those firms that were in receipt of CSR
awards are defined in this study as ‘CSR winners’. We refer to Lee, Liu, and Yang (2011)
for our selection of the paired samples (non-CSR firms) since candidates for CSR awards
are not made public, and as such, we do not have access to lists of the firms that failed to
receive such awards.

In an attempt to reduce the potential error caused by the over-sampling of CSR
winners, robust firms were matched from the full sample of listed firms and the number of
matching samples was increased to 1:3, with the following criteria being applied:'* (i)
firms in receipt of CSR awards must have had positive net margins over the past three
years; (ii) matching firms must be located in the same industry as the CSR winners; and
(ii1) matching firms must have had total assets as close as possible to those of the CSR
winners in the one-year period prior to the CSR award announcements, with the difference
in assets being within 50%.

Any listed firms located in the financial sector were excluded from the sample since
the measures of financial performance in the financial sector differ from those of other
firms. The data descriptions are represented in Table 1, which shows the CSR award
announcement dates announced by the Global Views and CommonWealth Magazines
from 2009 to 2012. The exclusion process resulted in final samples of 157 CSR winners
and 498 non-CSR firms.

12 Another selection of the paired samples (with the incorporation of the industry, profit, size of assets
and P/B ratio) is examined in this study; the results were then compared as a robustness test. The
results using the new criteria (with the incorporation of the P/B ratio) are consistent with those using
our original criteria. We only present the results applying the original sample selection criterion due to
space consideration. The other results from the authors are available upon request.
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Table 1 Data Sources and Descriptive Statistics

Data Sources 2009 2010 2011 2012 Totals

CommonWealth Magazine

CSR Announcement Date 24 Feb 27 Jul 10 Aug 8 Aug -

No. of CSR Firms 31 33 33 30 127
Global Views

CSR Announcement Date 4 Mar 4 Mar 10 May 2 May —

No. of CSR Firms 8 1 4 7 30

Total No. of CSR Firms 39 44 37 37 157

Total No. of non-CSR Firms 102 130 134 132 498

The sources of the financial data used in this study are: (i) the quarterly financial
statements of the listed firms in the Taiwan Economic Journal (TEJ) database and the TEJ
‘event study’ which calculates the ‘cumulative abnormal returns’ (CAR); (ii) the news-
corpus information collected from the daily news reports of the InfoTimes database, which
includes the Commercial Times and the China Times; and (iii) the United Daily News
(UDN) database which includes the Economic Daily News and United Evening News.
Both the InfoTimes and the UDN are widely-used media organizations in Taiwan. A total
0of 280,531 reports were collected for analysis.

The definitions of CSR and all of the variables used in this study are provided in
Table 2. The financial performance variables include ‘return on assets’ (ROA), ‘return on
equity’ (ROE), ‘gross profit margin’ (GPM), and ‘earnings per share’ (EPS). The control
variables include ‘total asset turnover’ (TAT), ‘total assets’ (74), ‘debt ratio’ (DR),
‘turnover’ (TURN), ‘market value’ (MV), and ‘price to book ratio’ (P/B). The media
proxies include ‘media coverage’ (MEDIA), the ‘sentiment ratio’ (SRso, which is obtained

by semantic orientation), and ‘media reputation’ (MR).
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Table 2 Variable Definitions

Variables

Definitions

CSR

CSR dummy which is equal to 1 if the firm wins CSR awards; equal to 0 for
non-CSR firms (pair-samples).

Performance Variables

ROA
ROE
GPM
EPS

RET
CAR

Return on Assets (%): EBIT/Average Asset x 100

Return on Equity (%): Net Income/Average Equity x 100

Gross Profit Margin (%): Gross Profit/Net Sales x 100

Net Income/Outstanding Shares

Stock returns of ex-rights and ex-dividends in the Taiwan stock market.

Cumulative Abnormal Returns: Calculated by event study method.

Control Variables

TAT

TA

DR
TURN
Mv
P/B

Total Asset Turnover: Revenue/Average Assets

Total Assets: In(Current Assets + Long-term Investment + Fixed Assets +
Other Assets)

Debt Ratio (%): Total Debt/Total Asset x 100
Turnover: Volume/Outstanding Shares
Market Value: In(Outstanding Shares x Stock Price)

Price to Book Ratio: Market value per share/Book value per share

Media Proxies

MEDIA

SRso

MR

Media Coverage: The average media coverage for individual firms (firms
mentioned in news reports).

Sentiment Ratio: The average sentiment ratio for individual firms by semantic
orientation (firms mentioned in news reports).

Media Reputation: MEDIA x SRso

Our examination in this study focuses on different periods in the relationships

between financial performance, equity market returns, and CSR performance.
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Figure 1 CSR Announcement Timeline

Note: T, refers to the CSR award announcement in the current year; —T, and T, refer to the pre- and
post-CSR award short-term periods, which are about five trading days (t,); T, refers to the
quarterly financial statement announcement period following the CSR announcement, which is
an average of about 29 trading days (t,); —T, refers to the quarterly financial statement
announcement period prior to the CSR announcement, which is an average of about 68 trading
days (t,); and —T, and T, refer to the long-term period, which is about 90 trading days (t,).

3.2 Stock Return and Cumulative Abnormal Return Measures
In addition to financial performance, we also examine the relationships between CSR

and stock market performance. The stock returns are calculated by Equation (1):

1
RET; ;y=—(B; -F;)

sdm d

B, (1

where P and P are the stock price of the /" firm on day 7' and 7 adjusted for the
problems of ex-rights and ex-dividends;” and RET, are the stock returns of the i" firm
around the CSR announcement date period [T, T ].

Abnormal returns (AR) are constructed based upon the ordinary least-squares risk-
adjusted returns model (Shen and Lee, 2000) with the event date being the CSR award
announcement date." Following the ordinary least-squares risk-adjusted returns model, the

expected returns of firm 7 are the market returns on day ¢.

13 Refer to the TEJ database: (http://www.tej.com.tw/webtej/tej doc/a tejmain/g_wprcd4.htm# top) for
the detailed calculation of the stock returns adjusted for ex-rights and ex-dividends.

14 The abnormal returns and cumulative abnormal returns are calculated based upon the TEJ event study
(http://www.tej.com.tw/twsite/Default.aspx?Tabld=358)
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E(Ri,t ) =a,+fR, )

Thus, the ARs and CARs are estimated as follows:

AR:‘,I = Ri,r _E(Ri,r) (3)
T
CAR,; ;=D AR,
=T, “)
where AR, are the abnormal returns of the i firm on day # and CAR, are the

[Tn, Tm]

cumulative abnormal returns of the i firm around the CSR announcement date period [7,
T ].

3.3 News and Media Measures

Media coverage (MEDIA) is defined in this study as the number of days that a
particular firm is mentioned within the media by referring to Vega (2006). MEDIA, which
is used in this study as a proxy for ‘media reputation’, represents the extent to which the

firm is included in media reports.

N
MEDIA,, = NEWS,,,
= " (5)

where NEW, is a dummy variable which is equal to 1 if firm 7 is mentioned in the
headline or leading paragraph of a news article on day # N is the total number of articles
in which firm 7 is mentioned in the headline or leading paragraph; MEDIA, refers to the
media exposure of firm 7 on day ¢ (for example, MEDIA is equal to 3 if there are 3 news
on firm i that the name of the firm is mentioned in the headline or leading paragraph; if
there is no news on firm 7, then MEDIA is equal to 0). We also provide the measurement of

average media around the CSR announcement date.

S MEDIA

i, Tyt

=0 (6)
1 m

AveMEDIAA, ;. | =—— Y MEDIA
Y om+ 145

1
AV@MED]A})’.,[_TM KA = m

i i,Ty+t

(7
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where AveMEDIAP is the average media exposure of firm 7 during the period from 7,
days prior to the CSR announcement date to the announcement date (7). AveMEDIAA is
the average media exposure of firm i during the period from the CSR announcement date

(T,) to T, days after the announcement date, with m ranging from 0 to 150 trading days.

3.4 Sentiment Ratio Measure Using Semantic Orientation

The concept of ‘semantic orientation’, as proposed by Hatzivassiloglou and
McKeown (1997), indicates that an article not only transmits objective facts, but also
expresses subjective sentiment and opinion; however, there is no representative system
capable of revealing or constructing information sentiment for Chinese documents. We
therefore collect Chinese financial news reports and carry out a process of information
quantification, as illustrated in Figure 2, by referring to Lu and Wei (2014) and Lu, Chen,
Ker, and Wei (2015).

Training |____ | Selection of daily financial news
Sample reports during the sample period
A
) v

Word segmentation using the

Chinese word segmentation system
http://ckipsvr.iis.sinica.edu.tw/

v

Noise Filtration using part-of-speech

Ve

tagging and chi-square test

v

_ Selection of characteristic terms for

optimism and pessimism in Chinese

The process from

4 . - li i
Calculation of term frequencies quality to quantity

Testing of the characteristic terms for

Sample . -
optimism and pessimism

v

Construction of Chinese

A

financial news indicator

Figure 2 Information Quantification Process

Source: The information quantification process illustrated in this figure was obtained from Lu and
Wei (2014) and Lu et al. (2015).
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Based upon the ‘diction’ formula, optimism is defined as “language endorsing some
person, group, concept or event or highlighting their positive entailments”, whilst the
diction formula for net optimism, which is the difference between ‘optimism’ and
‘pessimism’ (Demers and Vega, 2014). Taking into consideration the fact that there are no
specific words for ‘optimism’ and ‘pessimism’ in Chinese documents, we translate the
classification of sentiment and collect the related sentiment words."”

Semantic orientation is one method used in the field of linguistic analysis. Table 3,
which presents the rules for the identification of semantic orientation, shows that S,
indicates an optimistic state, S, indicates a pessimistic state and S, indicates a neutral state.
The news content can be dissected into individual words using the segmentation system,
with each word then being compared with the optimistic, pessimistic and negative

3

adjective terms and accordingly assigned symbols of ‘“+’, ‘-’ or ‘~’. Words that are not
included within the optimism, pessimism and negative terms may be classified as neutral
words and assigned the ‘?° symbol. For example, where a sentence from a news report
includes the terms “ (KL (?)°, < N (~), < & (?)’, < kL (-), and 522 (?)°, the state is
defined as ‘neutral’, ‘negative adjective’, ‘neutral’, ‘pessimistic’, and ‘neutral’. We then
denote the final state of the sentence using the rules on semantic orientation shown in

Table 3.

Table 3 Semantic Orientation Rules

Inputs
State 5
+ — ~ :
S, S, S, S, S,
S, S, S, S, S,
S, S, S, S, S,

Note: S refers to a state of optimism, S, refers to a state of pessimism, and S, refers to a neutral

state. ‘+’ indicates optimistic vocabulary, ‘— indicates pessimistic vocabulary, ‘~’ indicates

negative adjective vocabulary, and ‘?’ indicates neutral vocabulary.

15 The related sentiment words include 1,675 optimism characteristic terms, 1,770 pessimism
characteristic terms, and 15 negative adjective terms. For example, *“ {#2% (advantage)”, « %I}
(success)”, and “ J#FI| (profit)” are optimism characteristic terms; “ %7 (bankruptcy)”, /&
(crisis)”, “ ZEiE (decline)”, and are pessimism characteristic terms; © 7% (unlikely)”, © A~ (not)”, and
“77] (don’t)” are negative adjective terms. A complete list of special terms in each group is available

from the authors upon request or via the invention patent (Taiwan Patent No. 1477987, 2015).
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Semantic orientation begins at the neutral state, S ; if the next word is a negative
adjective term (~), then the state shifts from S, to §; if the next word is a neutral term (?),
then the state remains in §|; and if the next word is a pessimistic term (), then the state
shifts from S| to S. Therefore, the final state of the quoted sentence is optimism (S,). Table
4 presents an example of calculating the process from state to weight. The process of
identifying states is carried out for each sentence and paragraph, with the numbers of
optimistic, pessimistic and neutral states then being summarized to calculate the sentiment

ratio, as shown in Panel A of Table 4.

Table 4 Example Process from State to Weight

Paragraph
State Totals
1 2 3 4 5
Panel A: No. of Sentences in each State and Paragraph
+ 1 2 0
- 0 2 0
? 0 5 2 5 2 14
Panel B: Weight of the States in each Paragraph
+ 1.00 0.22 0.00 0.00 0.60 1.82
- 0.00 0.22 0.00 0.00 0.00 0.25
? 0.00 0.56 1.00 1.00 0.40 2.96
Panel C: Normalization of the Weight in each State
+ 0.55 0.12 0.00 0.00 0.33 1.00
- 0.00 1.00 0.00 0.00 0.00 1.00
? 0.00 0.19 0.34 0.34 0.14 1.00

Note: Panel A provides the basic numbers and totals of sentences in each states and paragraph.
Panel B provides the weight of the states in each paragraph, along with the totals of the
weights in each of the three states. Panel C presents the normalization of the weight in each
state, where the summation of the weight in each state is equal to 1.

Panel B of Table 4 subsequently provides the weight of the three states in each
paragraph; for example, there are two optimistic sentences from a total of nine sentences
in paragraph 2, therefore, the weight of the optimistic state in paragraph 2 is 0.22 (2/9).
Panel C of Table 4 goes on to show the normalization of the weight in each state; for
example, the weight of the optimistic state in paragraph 2 is 0.22 whilst the sum for this
news item of the optimistic state is 1.82, therefore, the normalization of the weight of the

optimistic state in paragraph 2 is 0.12 (0.22/1.82). The degree of optimism and pessimism
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in the news item and the sentiment ratio are then calculated using entropy, as expressed in

Equations (8) and (9), with the results being reported in Table 5.

i’

e, =—k) PInP,k=1/Ins
) =~kQF, ©
SRSOi,t,n = eOi,I,n _epi,l,n (9)

where e is the entropy of the j* sentiment state; P is the weight of the i" paragraph in

J )
the /" sentiment state; and s refers to the number of paragraphs in the news item. SRso, is
the sentiment ratio of the /" firm for the n" news on day #; eo, is the optimism entropy of
the i" firm for the n" news on day 7#; and ep,,  is the pessimism entropy of the i" firm for

the n™ news on day z.

Table 5 Degree of Optimism and Pessimism in Media Reports Using Entropy

State
Paragraph
Optimism Pessimism

1 —0.3290 0.0000

2 —0.2554 -0.1125

3 0.0000 0.0000

4 0.0000 0.0000

5 —0.3658 0.0000
Totals —0.9502 -0.1125
—k -0.6213 -0.6213
e 0.5904 0.0699

J

Note: e is the entropy of different states, including ‘optimism’ and ‘pessimism’ and k is equal to 1/
In(s), where s is the number of paragraphs in the news.

By referring to the process from Tables 3 to 5 and Equations (8) and (9), the example
shows that optimism entropy is equal to 0.5904 and the pessimism entropy is equal to
0.0699. The sentiment ratio calculated by the semantic orientation method is equal to
0.5205; using Equations (10) and (11), the ratio is standardized for all stocks in the market

in order to exclude the impact of the market sentiment cycle:

1 N
SRso!, =— » SRso,,,
©N Z; “ (10)
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1
SRso,, = 1 (SRso], — 1 > SRso],)
o, 15 (11)

We then use Equations (12) and (13) to calculate the average sentiment ratio for

different periods, prior to and after the CSR award announcement dates:

1 m
AveSRsoP, =— SRso.
i[-T,.T)] m+1 g): i,Ty—t (12)

AveSRsod, ;. ;= ﬁ z SRso
=0

i,Ty+t

(13)

where SRso’ is the average score based upon the use of the semantic orientation
method for the i firm on day #; N is the number of news items on the i* firm on day ¢; the
estimated SRso,, in equation (11) to (13) is the standardized sentiment ratio for the /" firm
on day #; [ refers to the total number of firm in the stock market on day ¢. ¢ is the standard
deviation of SRso’, for total samples in the stock market on day 7. AveSRsoP is the
average standardized sentiment ratio for firm i from 7 days prior to the CSR
announcement date to the CSR announcement date (7). AveSRsoA is the average
standardized sentiment ratio of firm i during the period from the CSR announcement date
(T,) to T days after the CSR announcement date. For both calculations, m ranges from 0
to 150 trading days.

SRso, which is a proxy for media reputation and which indicates the degree of net
optimism, ranges from —1 to 1; a higher SRso indicates that the news sentiment is more
optimistic. If firms are not mentioned in any news reports on a particular day, then SRso is

considered to be equal to 0 (a neutral report).

3.5 Regression Analysis

It is argued in some of the prior studies that CSR activities can establish corporate
reputation, and that CSR performance can affect the CARs of a firm, since a higher
corporate reputation can lead to higher CARs (Gao et al., 2012; Kong, 2012); the rationale
for this is that investors prefer to invest in firms with good CSR practices. Conversely,
other studies present contradictory conclusions of no significant relationship between CSR
and CARs. The primary contribution of the present study is our reexamination of the

relationship between CSR and stock market performance with the incorporation of media
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coverage, since the information content of news reports may affect the trading behavior of
investors through the media channel (Hypothesis 4); the alternative models are examined
below.

Model 1 (M1) examines whether CSR winners can promote stock market
performance, whilst Model 2 (M2) similarly examines whether media reputation around
CSR award announcement periods can promote stock market performance, with Model 3
(M3) subsequently further examining whether the media reputation of CSR winners can

promote stock market performance.

1

K
RET, 7, 1y = + 4 CSR, 7 + &, RET, | 1 7.\ + Zﬂk%kw[—nm tE
k=1

(14)
K
RETIT,[T(),TA,] = aO + aICSR[,Tﬂ + aZRE]—;,[—TZ,,Tﬂ] + Zﬂkli,k,[—TA,Tﬂ]
k=1
>
+ ) yMP, .+
i (15)
K
RET,(; 1., = + & CSR 1 + auRET, ;. 11+ BiXisrm
k=1
>
+ > OINT,, ;. +&
2O i) 16)

where RET, are the stock returns and CARs of the i firm during the period from the
CSR announcement date (7)) to 7, days afterwards; CSR,, is the CSR dummy for the i*
firm in the current year; the CSR dummy is equal to 1 if the firm is a CSR award
recipient; otherwise 0; X L are control variables for the i* firm, including TURN, MV and P/
B, during the period from 7, days prior to the CSR announcement date to the CSR
announcement date (7), where K is the total number of control variables. MP, are the [*
media proxies for the i" firm during the CSR award announcement period, which include
MEDIA, SRso and MR during the period from T, days prior to the CSR announcement date

to the CSR announcement date (7,) and we also incorporate MP from T, to 7, days

i
afterwards; / equals 1 to L, L is the total number of media proxies. o

INT,, is the interaction term which includes three variables, with CSR,  interacting
with MP,, during the period from 7' days prior to the CSR announcement date to the CSR
announcement date (7)) and we also incorporate /N7, . from T to 7, days afterwards.

Time T, refers to CSR award announcements in the current year; time —7 refers to the
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5-day trading period prior to CSR award announcements; time —7, refers to the 90-day
trading period prior to CSR award announcements; 7| refers to the 5-day trading period
after CSR award announcements; and 7, refers to the 90-day trading period after CSR
award announcements.

Preston and O’Bannon (1997) hypothesized that CSR performance positively affects
financial performance, whilst Deephouse (2000) argued that the higher the reputation, the
greater the likelihood of improved financial performance. Hence, we investigate the
relationship between CSR and financial performance from the viewpoint of media
reputation (Hypothesis 5) based upon the following regression models.

Model 4 (M4) examines whether CSR winners promote financial performance, whilst
Model 5 (M5) examines whether media reputation around a CSR award announcement
period similarly promotes financial performance, with Model 6 (M6) including the
interaction term between media reputation and the CSR dummy to examine whether

media reputation strength is enhanced, particularly for CSR winners.

K
FR, (7 1) =@+ CSR, 1 + QG FR, 11+ D B+ &
k=1

(17)
K
FR 7 7y =+, CSR 1 + . FR, ;. 71+ Z'B"Z’v“‘rbm
k=1
L
+ 2 VME, gy tE
; ME o1 1) (18)
K
FRy 5,7y = + & CSR g + @, FR, 1+ 3 B Xy
k=1
>
+>» 6INT,, , . t&
— 1 JI-T3,Ty] (19)

where FR, refers to the financial performance variables of the i firm (comprising of
ROA, ROE, GPM and EPS) during the period from the CSR announcement date (7)) to 7,
days after the CSR announcement date. CSR,, denotes the CSR dummy for the i* firm in
the current year; this dummy is equal to 1 if the firm is a CSR award recipient, otherwise 0.

X, is a control variable for the i firm which includes 747 74 and DR during the
period from 7 days prior to the CSR announcement date to the CSR announcement date
(7). K refers to the number of control variables. MP,, are the /, media proxies for the i

firm, which include MEDIA, SRso and MR during the period from 7, days prior to the
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CSR announcement date to the CSR announcement date (7,) and we also incorporate
MP, . ., from T to T, days afterwards; / equals 1 to L, L is the number of media proxies.
INT,, is the interaction term which includes three variables, with CSR, interacting
with MP, during the period from 7' days prior to the CSR announcement date to the CSR
announcement date (7)) and we also incorporate INT,, o) from T to 7, days afterwards.
Time 7, refers to those CSR award announcements made in the current year; time 7, refers
to the quarterly financial statement announcements after the CSR award announcements;
and time -7 refers to the quarterly financial statement announcements prior to the CSR

award announcements.

4. Empirical Results

4.1 The Relationship between CSR and Non-CSR Firms
We now provide analysis of the trend in media coverage, the sentiment ratio, stock
returns and CARs around the CSR awards announcement periods. The results are
illustrated in Figures 3 and 4, which respectively illustrate the stock returns and CARs for
both CSR winners and non-CSR firms. As we can see from Figure 3, the patterns of the
stock returns of CSR winners being found to be significantly higher than those of non-

CSR firms around 70-90 days after CSR award announcements.

30 r3

25

20

15

10

Returns
i
T-value

-5

-10 - -3

100

CSR1 === CSRO T-value
------- 1%Signiticant - = = = 5%Significant — - — - 10%Significant

Figure 3 Evolution and t Test of Stock Returns
Note: This figure illustrates the stock returns for 150 trading days prior to and after the announcement

of CSR awards. CSR1 refers to the stock returns of CSR winners; and CSRO refers to the stock
returns of non-CSR firms. The t value is a sample t test of CSR1 and CSRO.
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Figure 4 reveals no significant difference between the two sample groups; however,
the CARs of CSR winners tend to be higher than those of non-CSR firms from the CSR
award announcement date to three months afterwards, a finding which is consistent with
that for stock returns. We argue that investors can follow CSR award signals to hold on to

the stocks of such firms for longer periods.

0
v -1
[
<
© o
-3
-4 L 3
S = === - = N R = R N R i R = R N = =R R R i N R S S =
MRS =S EEERFSSS T SaASREERESE 28255
T T T TN
CSRI ===e=- CSRO T-value
------- 1%Significant == == 5%Significant — = 10%Significant

Figure 4 Evolution and t Test of Cumulative Abnormal Returns
Note: This figure illustrates the cumulative abnormal returns (CARs) for 150 trading days prior to and

after the announcement of CSR awards. CSR1 refers to the CARs of CSR winners; and CSRO
refers to the CARs of non-CSR firms. The t value is a sample t test of CSR1 and CSRO.

Our empirical results indicate that CSR winners will earn better returns than non-
CSR firms, thereby providing support for Hypothesis 1. Our findings are also consistent
with those of Gao et al. (2012) and Kong (2012) —CSR awards can have positive effects
on stock market performance over longer periods.

The summary statistics of both the CSR and non-CSR firms are presented in Table 6.
The financial performance of CSR winners is generally found to be superior to that of
non-CSR firms, which is consistent with Preston and O’Bannon (1997) and also provides
support for our Hypothesis 2. The ROA and EPS variables are all found to achieve
significance, whilst the 74, TAT, DR and MV variables of CSR winners are generally
found to be higher than those of non-CSR firms, thereby indicating that the scale of CSR
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winners may be greater than that of non-CSR firms. CSR winners are also found to have
lower turnover than non-CSR firms, which may well indicate that investors tend to hold
on to the stocks of such firms for longer periods, as opposed to engaging in speculative
trading.

The correlation analysis is presented in Table 7, where the correlation between CSR
and MEDIA is found to be positive of 0.34, thereby indicating that CSR winners tend to
have higher media coverage. The relationship between CSR, 74 and MV is found to be
positive, whilst that between CSR and TURN is negative. This implies that the stocks of
the related firms will be held for longer periods, as opposed to being used for short-term
speculative trading, perhaps because the constitution of CSR winners may be superior to
that of other firms, therefore they have sufficient ability to engage in further CSR
activities.

Figures 5 and 6 illustrate the variations in the daily average media reputation of CSR
and non-CSR firms for each day, including the daily average media coverage and the news
sentiment ratio. As shown in Figure 5, CSR winners are found to have higher media
exposure during CSR award announcement periods. The pattern in Figure 6 shows that the
variation of news sentiment ratio for non-CSR firms is more stable than that for CSR

firms around the CSR announcement date.
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Figure 5 Evolution and t Test of Daily Average Media Coverage
e: This figure illustrates the daily average media coverage (MEDIA) for 40 trading days prior to

and after the announcement of CSR awards. CSR1 refers to the daily average media coverage
of CSR winners; and CSRO refers to the daily average media coverage of non-CSR firms. The t
value is a sample t test of CSR1 and CSRO.
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Figure 6 Evolution and t Test of Daily Average Sentiment Ratio

Note: This figure shows the daily average sentiment ratio (SRso) for 40 trading days prior to and after

the announcement of CSR awards. CSR1 refers to the daily average SRso of CSR winners;
and CSRO refers to the daily average SRso of non-CSR firms. The t value is a sample t test of

CSR1 and CSRO.
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Given that CSR winners are invariably going to be consistently involved in social
responsibility activities, it may be reasonable to expect that the media will report CSR
winners more frequently than non-CSR firms; CSR winners do not, therefore, have any
need to interfere in media reporting. In contrast, the more stable pattern for non-CSR firms
implies that they may be attempting to manipulate the media in order to avoid any extreme
good or bad news reports.

In the present study, we argue that as compared to CSR winners, non-CSR firms
may tend to engage more actively in attempts to spin media reporting in order to improve
their media reputation. This is consistent with the viewpoints of Chen and Liu (2005) and
Lu et al. (2011) —such firms are motivated to manipulate their media reputation, or
indeed, manage their media relationship. Despite this, the media reputation of CSR
winners is consistently found to be higher than that of non-CSR firms after CSR award
announcements, thereby providing support for our Hypothesis 3.

Figure 7 illustrates the average media coverage trend for CSR winners and non-CSR
firms during CSR award announcement periods. Media exposure is generally found to be
significantly higher for CSR winners than non-CSR firms, although the difference is
reduced closer to the announcement date. Despite any potential attempts by non-CSR
firms to reduce the gap in media coverage with the approach of the CSR announcement
date, as posited in Hypothesis 3 and consistent with the findings of Chang et al. (2010)
and Zyglidopoulos et al. (2012); the coverage of CSR winners is consistently higher than
that of non-CSR firms. This suggests that: (i) firms engaging in CSR may have a greater
likelihood of being reported in the media, and thus, the information relating to CSR
winners may be more readily transmitted to investors; and (ii) non-CSR firms may
actively engage in releasing more information prior to CSR award announcement periods.

Figure 8 shows the average pattern of SRso for both CSR winners and non-CSR firms
during CSR award announcement periods. The average SRso for CSR winners is generally
higher than that for non-CSR firms, although it is interesting to note the reversal in the 20
trading-day period prior to the event date, when, as compared to non-CSR firms, the
average news sentiment for CSR winners is relatively pessimistic. This phenomenon
disappears after the CSR award announcement date, when the difference between the
average SRso trend for CSR winners and non-CSR firms starts to expand again, further
suggesting that non-CSR firms may be releasing more positive news to ‘window dress’

their corporate image.
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Figure 7 Evolution and t Test of Average Media Coverage
Note: This figure illustrates the average media coverage (MEDIA), with Figure 7a (Figure 7b) showing
the average Media for the 150 trading days prior to (after) CSR award announcements to
(from) the event date, respectively calculated by Equations (6) and (7). CSR1 refers to the
average media coverage for CSR winners; CSRO refers to the average media coverage for
non-CSR firms. The t value is a sample t test of CSR1 and CSRO.
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Figure 8 Evolution and t Test of Average Sentiment Ratio
Note: This figure illustrates the average sentiment ratio (SRso), with Figure 8a (Figure 8b) showing

the average SRso for the 150 trading days prior to (after) CSR award announcements to (from)
the event date, respectively calculated by Equations (12) and (13). CSR1 refers to the average
SRso for CSR winners; CSRO refers to the average SRso for non-CSR firms. The t value is a
sample t test of CSR1 and CSRO.
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Having checked the related news report for both CSR and non-CSR firms around the
award announcement dates, we find some interesting cases.'® For example, we find that
non-CSR firms submit more than one news release in the week prior to the CSR award
announcement date, with these news releases predominantly introducing the board, the
story of the firm and its employee welfare, as opposed to any announcements of operating
performance or bullish/bearish news. This again implies that these firms may be
attempting to use the media to embellish their image and impress their stakeholders prior
to the announcement of CSR awards.

Since CSR awards signify a good reputation, ultimately improving the corporate
image of a firm, the media is an ideal channel to deliver this signal to stakeholders. A
better media reputation provides a deeper impression on market participants with regard to
the activities of CSR winners, thereby resulting in better stock market performance;
however, as already argued in this study, non-CSR firms may well try to enhance their
media coverage by actively releasing more optimistic information. Although detailed
information in news reports includes the date, title, name of the reporter, content and
edition, it may be unclear whether the news is published by a reporter or released by the
firm itself; however, the media reports used in the present study include both professional
(Commercial Times and Economic Daily News) and general (China Times and United
Evening News) reports; thus, the sources reflect various types of news from multiple
media channels. As noted by Kothari et al. (2009), firms can attempt to manipulate the
timing of information releases, and the media may be directly affected in such situations,
which suggests that there is also the possibility that news released by the media have been
manipulated.

We argue that the media will readily present information relating to a firm if the news
is considered worthy of reporting. We therefore also suggest that future studies may
consider the sources of the news reports (that is, whether such reports are obtained from
journalists or page one of newspapers) in order to further identify the potential impacts of

media reporting on firm performance.

16 For space limitation reasons, we illustrate only the characteristics here as opposed to providing the full
report.
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4.2 The Relationship between CSR and Stock Market Returns

The patterns illustrated earlier in Figures 7 and 8, which described the variations in
media reputation, revealed obvious changes in media coverage and news sentiment in the
5-day period around the CSR award announcement date.

Figures 3 and 4 revealed structural variations in the evolution of stocks returns and
CARs in the 60- and 120-trading-day periods after CSR award announcements, and the
90-day period after the point when the structural variation of the event becomes more
significant than during other periods.

We therefore carry out examinations of the 5-day impact of media reputation on the
market performance of the firms prior to and after CSR award announcements over both
short- and longer-term periods after the event day, including 20, 40, 60, 90 and 120 days."”
Our empirical results show that the signaling effect of the receipt of a CSR award (CSR
dummy) has a significantly positive effect on stock returns during the 90-day periods after
the award announcement, with the coefficient on the CSR dummy variable ranging
between 5.43 and 6.72.

However, no significant impact of the CSR effect is discernible on CARs, regardless
of whether this is measured over short- or longer-term periods after the event date. This
finding is consistent with the evolution illustrated in Figures 3 and 4. Furthermore, as
shown in Table 8, the media reputation prior to the announcement date has no effect on
either stock returns or CARs, regardless of whether the returns are calculated over short-

or longer-term periods.

17 Due to space considerations, Tables 8 and 9 report only the 90-day stock market performance results;
however, the results on all other periods are available from the authors upon request.
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Conversely, the media reputation in the 5-day period after the announcement date is
found to have a significantly positive impact on stock returns after CSR announcement. As
shown in Panel A of Table 9, CSR winners with a better news sentiment can earn positive
stock returns. '

Our results reveal that even if non-CSR firms are provided with sufficient motivation
to manipulate their media reputation prior to CSR award announcements, it will not
improve their stock returns or CARs. In contrast, in post-CSR award announcement
periods, CSR winners with a better media reputation can successfully convey the
credibility of this news to their investors and further improve their future market

performance, thereby providing support for our Hypothesis 4.

18 The results are consistent no matter the stock returns after CSR announcement is calculated during 20,
40, 60, 90, and 120 days. However, the media reputation in the 5-day period after a CSR award
announcement is found to have a significant impact on CARs for only 20 days after the event date;
thus, the impacts of media reputation are much more obvious on stock returns than on CARs.
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4.3 The Relationship between CSR and Financial Performance

In this section, we examine whether CSR awards and media reputation can lead to
improved financial performance. The results in Table 10 indicate that winning CSR
awards in the current year has an insignificant impact, but that the effect of media
reputation is significantly positive, which implies that greater media coverage and a higher
sentiment ratio will promote financial performance.

Although CSR awards have no significant effect, CSR winners with greater media
coverage and a higher sentiment ratio convey a better reputation to stakeholders, further
promoting their financial performance. When media reputation is included in Model 6, the
CSR dummy and media reputation interaction term is found to have a positive effect on
financial performance. Thus, the impact on financial performance from media reputation
is superior to the CSR award signal, which may be due to the image of CSR awards being

substituted by media reputation.
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We argue that whilst the awards do not directly promote financial performance, firms
can elevate their visibility through the media and establish a good reputation through
optimistic news content, thereby providing stakeholders and shareholders with a positive
image. Our empirical results provide support for the findings of both Eberl and Schwaiger
(2005) and Lai et al. (2010) that CSR performance and media reputation can effectively
enhance the reputation of a firm and lead to further improvements in its financial
performance, thereby providing support for our Hypothesis 5.

Similar results are provided in Table 11, although the effect of media reputation is
rather less obvious. The effect of the media reputation of CSR winners prior to the CSR
announcement date is clearly better than the media reputation released after the CSR
award announcement date, thereby indicating that media reputation has a somewhat

belated effect on financial performance.
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5. Conclusions

Our empirical results clearly show that as compared to non-CSR firms, CSR winners
enjoy superior financial performance, and those firms with a higher media reputation will
ultimately exhibit better financial performance in the future. These findings provide
support for both Eberl and Schwaiger (2005) and Lai et al. (2010) — CSR performance
and media reputation can enhance the reputation of firms, ultimately leading to further
improvements in their financial performance.

We also propose that the media provides an important channel for delivering a signal
of CSR activities to the stakeholders in a firm; however, the impact of media reputation on
the financial performance of a firm is found to be superior to the impact from the signal
provided by CSR awards, with the reason for this potentially lying in the fact that the
positive image provided by CSR awards can be substituted by media reputation."

Firms participating in the CSR award competitions may actively attract the attention
of reporters and investors, and indeed, since such firms may well be continuously and
actively engaging in CSR activities, the related information is likely to be released through
media reports. Since those firms participating in the CSR award competitions may be
routinely involved in CSR activities and other related topics, this results in better media
coverage and less volatile news sentiment.

However, with the approach of the CSR award announcement date, a resultant
reversal in the sentiment ratio leading to a higher media reputation for non-CSR firms,
even exceeding that of CSR winners. This would seem to imply that non-CSR firms may
be trying to manipulate the media in an attempt to enhance their overall level of coverage
and create a positive image amongst investors so as to counteract the strong image
enjoyed by CSR winners. Nevertheless, our finding indicate that even if non-CSR firms
are provided with sufficient motivation to try to manipulate their media reputation prior to
CSR award announcements, it cannot improve their stock returns and CARs.

Following the announcement of their award, the better media reputation of CSR
winners can strengthen their image amongst investors and improve their future stock
market performance. Furthermore, the signaling effect of a firm winning a CSR award

(CSR dummy) has a significantly positive effect on its stock returns during the 90-day

19 See Deephouse (2000), Simpson and Kohers (2002), and Servaes and Tamayo (2013).
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periods after the award announcement date. In line with Kong (2012), our results indicate
that after announcements of CSR awards, the stock market returns of CSR winners will be
superior to those of non-CSR firms over longer periods.

Higher media exposure and positive media reports can generally improve the
corporate reputation of CSR winners and successfully transmit a positive image to
stakeholders and consumers, with the financial performance of CSR winners ultimately
exceeding that of non-CSR firms; this is consistent with the findings of Chang et al.
(2010) , Chih et al. (2014) and Byun and Oh (2017). CSR winners with a better media
reputation following the receipt of a CSR award will undoubtedly enjoy better stock return
performance over longer periods.

We suggest that mutual fund managers and market participants can adjust their
portfolios by referring to the signals provided by CSR awards and that holding periods of
about four to five months will result in better stock returns, essentially because CSR
winners with a good media reputation will tend to have better financial fundamentals and

a promising outlook for the future.

133



WA AR RS AR @ TR R SR LT R M B S B

SERR

BRFAE ~ FFKHIELREE - 2015 @ Mt & EEENRREEEAEEHRICE - &
A EHGn7 5526 B5 1 8 : 153-180 © (Chen, Tsai-Jyh, Shiu, Yung-Ming,
and Chang, Nina. 2015. The Risk Management Effect of Corporate Social
Responsibility on Shareholder Value. NTU Management Review, 26 (1): 153-
180.)

L EE IR AR - 2000 - FAFHIG0E - G M B oL - alt > 5
Z& At ° (Shen, Chung-Hua, and Lee, Jan-Zan. 2000. Event Study: Application
in Empirical Research of Accounting and Finance. Taipei, Taiwan: Hwa Tai.)

TRHEEELER T » 2008 » {RZERYIE & B A DAGE I 5 0§ 2 —DA9LE] FTSE it &
EFAEFREORG - &5 0 36 % 3 : 339-385 ¢ (Shen, Chung-Hua, and
Chang, Yuan. 2008. Does corporate social responsibility improve financial
performance? Evidence from FTSE4Good UK index. Academia Economic
Papers, 36 (3): 339-385.)

SRIT ~ TR HEE 53 > 2010 » Br/EIEEOE Al LIRS B B (- # R F5 red SUH 72
WG — ZFnyEIE - ZEREEE 2010 F4% - Gk - B - (Chang,
Yuan, Shen, Chung-Hua, and Wang, Tsung-Cheng. 2010. Could news exposure
enhance CSR effects on firm finance performance? Evidence from Taiwan.
Paper presented at the annual meeting of the Taiwan Economic Association,
Taipei, Taiwan.)

Aupperle, K. E., Carroll, A. B., and Hatfield, J. D. 1985. An empirical examination of the
relationship between corporate social responsibility and profitability. Academy
of Management Journal, 28 (2): 446-463. doi: 10.2307/256210

Barney, J. 1991. Firm resources and sustained competitive advantage. Journal of
Management, 17 (1): 99-120. doi: 10.1177/014920639101700108

Becchetti, L., Ciciretti, R., Hasan, I., and Kobeissi, N. 2012. Corporate social
responsibility and shareholder’s value. Journal of Business Research, 65 (11):
1628-1635. doi: 10.1016/j.jbusres.2011.10.022

Brammer, S., and Pavelin, S. 2004. Building a good reputation. European Management
Journal, 22 (6): 704-713. doi: 10.1016/j.em;j.2004.09.033

Byun, S. K., and Oh, J. M. 2017. Local corporate social responsibility, media coverage,
and shareholder value. Forthcoming in Journal of Banking and Finance. doi:
10.2139/ssrn.2153248

134



EXEHERE F28 5511

Chen, Y. C., and Liu, V. W. 2005. Reputation effects and investment. Journal of Financial
Studies, 13 (3): 33-51. doi: 10.6545/JFS.2005.13(3).2

Chih, H. H., Miao, W. C., and Chuang, Y. C. 2014. Is corporate social responsibility a
double-edged sword? Evidence from fortune global 500 companies. Journal of
Management, 31 (1): 1-19. doi: 10.6504/JOM.2014.31.01.01

Chih, H. L., Chih, H. H., and Chen, T. Y. 2010. On the determinants of corporate social
responsibility: International evidence on the financial industry. Journal of
Business Ethics, 93 (1): 115-135. doi: 10.1007/s10551-009-0186-x

Curran, M. M., and Moran, D. 2007. Impact of the FTSE4Good Index on firm price: An
event study. Journal of Environmental Management, 82 (4): 529-537. doi:
10.1016/j.jenvman.2006.02.010

Dahlsrud, A. 2006. How corporate social responsibility is defined: An analysis of 37
definitions. Corporate Social Responsibility and Environmental Management,
15 (1): 1-13. doi: 10.1002/csr.132

Deephouse, D. L. 2000. Media reputation as a strategic resource: An integration of mass
communication and resource-based theories. Journal of Management, 26 (6):
1091-1112. doi: 10.1177/014920630002600602

Demers, E. A., and Vega, C. 2014. Understanding the role of managerial optimism and
uncertainty in the price formation process. Evidence from the textual content of
earnings announcements. doi: 10.2139/ssrn.1152326

Dierickx, I., and Cool, K. 1989. Asset stock accumulation and sustainability of
competitive advantage. Management Science, 35 (12): 1504-1511. doi: 10.
1287/mnsc.35.12.1504

Dowling, G. 2006. How good corporate reputations create corporate value. Corporate
Reputation Review, 9 (2): 134-143. doi: 10.1057/palgrave.crr.1550017

Eberl, M., and Schwaiger, M. 2005. Corporate reputation: Disentangling the effects on
financial performance. European Journal of Marketing, 39 (7-8): 838-854. doi:
10.1108/03090560510601798

Gao, F., Faff, R., and Navissi, F. 2012. Corporate philanthropy: Insights from the 2008
Wenchuan earthquake in China. Pacific-Basin Finance Journal, 20 (3): 363-
377. doi: 10.1016/j.pacfin.2011.11.002

Gomes, A. 2000. Going public without governance: Managerial reputation effects. The
Journal of Finance, 55 (2): 615-646. doi: 10.1111/0022-1082.00221

135



WA AR RS AR @ TR R SR LT R M B S B

Hatzivassiloglou, V., and McKeown, K. R. 1997. Predicting the semantic orientation of
adjectives. In Proceedings of the 35th Annual Meeting of the Association for
Computational Linguistics and Eighth Conference of the European Chapter of
the Association for Computational Linguistics, Stroudsburg, PA. doi:
10.3115/976909.979640

Jang, W. Y., Yang, H. C., and Chen, C. Y. 2014. The effects of media coverage on financial
performance and stock price. Review of Securities and Futures Markfbyunets,
26 (1): 113-146. doi: 10.6529/RSFM.2014.26(1).4

Kong, D. 2012. Does corporate social responsibility matter in the food industry? Evidence
from a nature experiment in China. Food Policy, 37 (3): 323-334. doi: 10.1016/
j-foodpol.2012.03.003

Kothari, S. P., Shu, S., and Wysocki, P. D. 2009. Do managers withhold bad news?.
Journal of Accounting Research, 47 (1): 241-276. doi: 10.1111/1.1475-679X.
2008.00318.x

Lai, C. S., Chiu, C. J,, Yang, C. F,, and Pai, D. C. 2010. The effects of corporate social
responsibility on brand performance: The mediating effect of industrial brand
equity and corporate reputation. Journal of Business Ethics, 95 (3): 457-469.
doi: 10.1007/s10551-010-0433-1

Lee, H. Y., Liu, C. J., and Yang, S. L. 2011. Corporate social responsibility and firm
performance. Tunghai Management Review, 13 (1): 77-111.

Lins, K. V., Servaes, H., and Tamayo, A. 2017. Social capital, trust, and firm performance:
The value of corporate social responsibility during the financial crisis. Journal
of Finance, 72 (4): 1785-1824. doi: 10.1111/jof1.12505

Lu, I. Y., Su, T. H., and Huang, I. C. 2011. The mass media’s tenor of business news
reporting and companies’ media relations management: A content analysis of
business magazines’ news of TFT-LCD panel manufacturers. Sun Yat-Sen
Management Review, 19 (4): 801-832.

Lu, Y. C., Chen, J. N, Ker, S. J., and Wei, Y. C. 2015. Taiwan Patent No. [477987. Taipei,
Taiwan: Intellectual Property Office.

Lu, Y. C., and Wei, Y. C. 2013. The Chinese news sentiment around earnings
announcements. Romanian Journal of Economics Forecasting, 16 (3): 44-58.

. 2014. Media impacts around earnings announcement dates with consideration
of investor types and market scenarios. Journal of Financial Studies, 22 (3):
73-104. doi: 10.6545/JFS.2014.22(3).4

136



EXEHERE F28 5511

Luo, X., and Bhattacharya, C. B. 2006. Corporate social responsibility, customer
satisfaction, and market value. Journal of Marketing, 70 (4): 1-18. doi: 10.1509/
jmkg.70.4.1

Makni, R., Francoeur, C., and Bellavance, F. 2009. Causality between corporate social
performance and financial performance: Evidence from Canadian firms.
Journal of Business Ethics, 89 (3): 409-422. doi: 10.1007/s10551-008-0007-7

Margolis, J. D., and Walsh, J. P. 2003. Misery loves companies: Rethinking social
initiatives by business. Administrative Science Quarterly, 48 (2): 268-305. doi:
10.2307/3556659

McWilliams, A., and Siegel, D. S. 2001. Corporate social responsibility: A theory of the
firm perspective. Academy of Management Review, 26 (1): 117-127. doi:
10.5465/AMR.2001.4011987

McWilliams, A., Siegel, D. S., and Wright, P. M. 2006. Corporate social responsibility:
Strategic implications. Journal of Management Studies, 43 (1): 1-18. doi:
10.1111/.1467-6486.2006.00580.x

Preston, L. E., and O’Bannon, D. P. 1997. The corporate social-financial performance
relationship: A typology and analysis. Business & Society, 36 (4): 419-429. doi:
10.1177/000765039703600406

Servaes, H., and Tamayo, A. 2013. The impact of corporate social responsibility on firm
value: The role of customer awareness. Management Science, 59 (5): 1045-
1061. doi: 10.1287/mnsc.1120.1630

Simpson, W. G., and Kohers, T. 2002. The link between corporate social and financial
performance: Evidence from the banking industry. Journal of Business Ethics,
35(2): 97-109. doi: 10.1023/A:1013082525900

Solomon, D. H. 2012. Selective publicity and stock prices. The Journal of Finance, 67 (2):
599-638. doi: 10.1111/5.1540-6261.2012.01726.x

Tetlock, P. C. 2007. Giving content to investor sentiment: The role of media in the stock
market. The Journal of Finance, 62 (3): 1139-1168. doi: 10.1111/j.1540-6261.
2007.01232.x

Tetlock, P. C., Saar-Tsechansky, M., and Macskassy, S. 2008. More than words:
Quantifying language to measure firms’ fundamentals. The Journal of Finance,
63 (3): 1437-1467. doi: 10.1111/j.1540-6261.2008.01362.x

Vega, C. 2006. Stock price reaction to public and private information. Journal of
Financial Economics, 82 (1): 103-133. doi: 10.1016/].jfineco.2005.07.011

137



WA AR RS AR @ TR R SR LT R M B S B

Wry, T., Deephouse, D. L., and McNamara, G. 2006. Substantive and evaluative media
reputations among and within cognitive strategic groups. Corporate Reputation
Review, 9 (4): 225-242. doi: 10.1057/palgrave.crr.1550031

Wu, M. W,, and Shen, C. H. 2013. Corporate social responsibility in the banking industry:
Motives and financial performance. Journal of Banking & Finance, 37 (9):
3529-3547. doi: 10.1016/j.jbankfin.2013.04.023

Zyglidopoulos, S. C., Georgiadis, A. P., Carroll, C. E., and Siegel, D. S. 2012. Does media
attention drive corporate social responsibility?. Journal of Business Research,
65 (11): 1622-1627. doi: 10.1016/j.jbusres.2011.10.021

138



EREERE H28 8% 1

TE& R ST
- BIBY

BT AGE AN EVE R R L - HATRBIIZE RN S RCREIHER - F 2
FEEIB R BRI Y]~ TS A R RS B PR -

BB E
A AR TR A T AL L - AR KSR TS S
S0 - IR S0 TR PRGBS © BB R -

PRiRES
BT E RSB AR TR A L - HAT R st (ER SR B i B R B - 2
WFFEREE R X FE AR - BRI - FF% - FEEMAT SO -

Er3E
[ 37 r= e 2R
AR AT R -

RIS SEERR T - H TR B2 RS0 & & 5T Al S5 AT a7

*  Yu-Chen Wei is the corresponding author. Address for correspondence: Department of Money and
Banking, National Kaohsiung University of Science and Technology, 1 University Road, Yanchao District,
Kaohsiung City 824, Taiwan, ROC; E-mail: claireycwei@gmail.com. We would like to express our sincere
gratitude to Professor Keh-Jiann Chen of the Institute of Information Science at Academia Sinica for the
support provided by the Chinese Word Segmentation System. We are also very grateful for the financial
support provided for this study by a grant from the Research Institute for the Ministry of Science and
Technology (MOST 104-2622-H-327-001-CC2).

139



3

%

SR E L 1

A4 48 A LN T R R A

HEEHTET

ks

140



