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The Effects of Gorporate andCountry Sustainability
Characteristics on theCost of Debt: An International
| nvestigation

Abstract Weinvestigattherelationshipetweercorporate and country sustainability on the cost of

bank loans. We look into 470 loan agreements signed between 2005 and 2012 with borriow@8s based
different countries across the world and operating in all nejsiries. Our principal findings reveal

that country sustainabilitglatngto both social and environmental framewdrks a statistically and

economically impactful effect on direct finanofregonomic activityAn increase of one unitan

Accepted Article

country- Sustainability score is associated with an average decrease in the cost ébdsis pgibts.
OurinternationaD QD O\VLV VKRZV WKDW WKH HQYLURQPHQWDO GLPHQV!
is approximatelyviceas impactful as the séacanensionwhen it comes to determining the cost of

corporate loans. On the other hand, we find no conclusive evidence dleaefisustainability

This article is protected by copyright. All rightserved.
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influences the interest rates charged to borrowing firms by®anksin findings survive a battefy o
robustness testsd additional analgseoncerning subsamples, alternative sustainability, anadrite

effects offinancial crisis.

Keywords corporate social responsibility; CSR; CSP; sustainability; banking; financial contracts; culture

loans; iternational

JEL Classification G14, G32, M14

1. INTRODUCTION

Corporatesocialresponsibility(CSR) has firmly established itself as a crucial notion for modern business
and society on an international level. Consumers, environmentalists, employegandatmstsrned
citizens have been pushing corporations for many yeardeéyand theipurely economic gsahnd
attempt toimprove their impact on society and the natural environment in broadefFhealest

Nielsen Global Survey on Corporate Social Resporsibdisy conducted in 2013 with 29,000

' 8RQFLVHO\ GHVFULEHG E\ WKH (XURSHDQ &RPPLVVLRQ DV
responsibility for their impact on sogigtyhttp://europa.eu/rapid/presselease MEME 1-
730_en.htm

2 http://www.nielsen.com/us/en/pressroom/2013/nielsen50-percentof-globatconsumerssurveyedwilling-
to-pay-more-fo.html
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respondents from 58 countries and destmates that at least 50% of global consumers are willing to pay

a premium for goods and services coming from socially responsiblénértrend is for this percentage

to keep rising as it has from the previous related survey conducted by NieldeMhug0docietal

pressure moves from the area of implicit reputational gains to explicit financial incentives for responsible
producers and, vice versa, the lack of socially responsible practicesworsey¢hengagement in
social/environmental caioiversies) constitutes a competitive disadvamtagés also recogeid bythe
(XURSHDQ &RPPLVVLRQ:V UHQHZ2B13), ¥dsbttDyve! whichROSROED EUL QJ
benefits in terms of risk management, cost savings, access to capital, releionsips, human

resource management, and innovation caggcity

The traditional view of CSR used to be that it condtitutmisallocation and misappropriation of
valuable resources in order for managers to promote their own ethical agenda (Friedman, 180) or that
best it has an insignificant effemt afirm - Mnancial performancas there are too many confounding
fadors to observe a statistically strong direct impact (4)Ii@86). However this perceptioes not

seem tbe heldDV VW U R Q Jhusine§s woiRi@ionding to the UN Global Compdétcenture

CEO Study on Sustainabflityonducted in 2013 withe participation of more than 1,000 top executives
from 27 industries and 103 countri&$o of respondensawsustainabilitjssuesas a important or

very importanfactorfor thefuture success their business.

It is, therefore, unsurprising that consideraskearclefforts have been madeidentify the details of
the association betwe€B8Rand financial performance of individual fjrsswell as portfolios of assets.

The conceptual breadth and methodolodivalsity characteing this extensive literatweer a span

3 http://europa.eu/rapid/presselease MEM€1-730 en.htm

4 https://acnprod.accenture.com/~/media/Accenture/Conversion
Assets/DotCom/Documents/Global/PDF/Strategy 5/Accentiwdl-GlobalCompactAcn-CEO-
StudySustainabilit2013.pdf
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of 40 yeardas led tacontradictory evidence being brought forvigrdhundreds of empirical studies
Nevertheless, both qualitative reviews (Margolis and Walsh, 2003) and statistnagiseseQalitzky

et al., 20Q3Margolis et al., 2009) hatta modest but statistically significant correlation between the two
concepts.The underlying arguments in favor of this positive link between CSR and firm performance
canbe broadly categ@ed in two groups. The firene draws frominstrumentaktakeholder theory
(Freeman, 198dones, 199%nd posits thahe efficient implementatiari CSRpolicies and practices

can lead to effective stakeholder management on the part of the firnshiEgtablitually beneficial
longterm relationships with key constituents lramg aboutthe generation of multiple comparative
advantages for the firraoth in terms of improvegrofitability (Clarkson, 1995; Hillman and Keim,
2001) and better risk managam(Godfrey, 2005)n other words, buildingustingrelationshis with
primary stakeholders ldressg their legitimate needs and comcédeally on a proactive basis)
through CSRcreates reputational wealth and relational capital for thediaranltimately lead to an

improvedcorporate valuation or the preservation of value during turbulent times.

A second line of reasoning commonly used to support a positive association between CSR and firm
SHUIRUPDQFH LV RI¥elgddB B QHUIHPG QWR KW RWKHVLV U 1@ H[DQGH L
Waddock and Graves, 1997). This hypothesis suggests that high levels of sustainable business
practices can be vieweds&galingsupremely competent and trustworthy corporate man@gers.

effective application of CSR dsvery complex tadkat requires the consideration of the relative
importance of claims made by a plethora of different stakeholder groups (often contradicting each other)

and the estimation of both explicit and impticits and benefits accruing from the related practices to

5 However, when focusing either on fund performance (Kreanaér 2005) or index performance
(Schroder, 200/Ahere are usually no significant differences to be found between the performance of
conventional anebciallyresponsiblénvesting (SRI) funds. And this is despite SRI funds being true to
their name ahinvesting in more sustainable firms compared to their conventiongKeegfsand

Osthoff, 2008).

This article is protected by copyright. All rightserved.
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the firm.Consequently, executives who choose to use CSR for strategic purposasveszoh de being

highly skilled.

Interestingly, althoughe aforementioned argumects be used to motivatesearch othe financial

impacts of CSRn either the equity or debt valuation of the ftira, majority of relevant studies focus

on identifying the influence of CSR on the cost of equity capital (Kempf and Osthoff, 2007; Galema et
al., 2008; Hong and Kmrczyk2009; El Ghoul et al., 2011). It has only been in the last few years that
someattention has begraidto the possibility of a linkabetween CSR and cost of ddle sheer size

of the corporate debt market and its importance on a globalexi@esuch investigations. According to
McKinsey, as of 2012, global equity is estimated to aggregate to $50heikas total corporate debt
amounts to $86 trilliocnAn additional reason to motivate such research comes from the view that
GLVWLQJXLVKLQJ JRRG PDQDJHPHQW YLD D ILUP:-V &65 OHYHOV
to the agency conflicts arising between shareholders aimbldetst(AshbaugtSkaife et al2006)
OHUWRQ -V VHPLQDO ZiRauUte pappifs &bt @am\alterpints bihe

extensin to corporate loans is straightforwargasymmetriand resemble that of a put position. This

is because the potential benefits for the borrower are e@pgpedevel of accruing interpaymerg

whereas the potential losses can be as much as the entirety of the borrowéd capitast for
shareholdersthe gains are potentially unlimited. This distinction makes the imperative to identify
competent and responsible firm managers in oodeeduce agency and monitoring costs more

important for debholderghan forequityholders.

It should also be noted that from the $86 trillion of outstangloigalcorporate deb®75 trillion (or
approximately 87%) relates to securitized oseauritized bank lograd $11 trillioris connected to

outstandingcorporate bonddBradley and Roberts (2004) also report that private debt, including bank

Accepted Article

® McKinsey Global Institute analysis, available onliig#twww.mckinsey.com/insights/

global_capital _markets/financial_globalization
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loans, tends to be at least two to three times the amount of publipdebfrom their diffegnces in

RUGHU RI PDJQLWXGH WKH UROH RI EDQNLQJ LQVWLWXWLRQV D
a basis to assert that the loan market is more efficient than the bond maakesistd the financial

effects of CSR will be more proenmtly exhibited there. Banks have access to unique infoneiatieoh

WR D ILUP-V RSHUDWLRQD®Osp&iatied skilx® @Fdpprapriataly 2&3&ss Ghis
information in order to make a lending decisiod the privilege of being ableséb the terms regarding

the monitoring of the borrower during the duration of the Tdaarefore, iseemsensible to expect a

greater degree of market efficiency in the corporate loans wkmkah et al. (20)thave in fact

concluded that syndicatedn marketare moraenformationallyefficientcompared to bond markess

they manage to reflect {bability of default more quickly.

Based on the above, itggrprisingto find that more emphasis hast been givenn the academic
literatureto the likely impact of CSR on thestof internal debt financinge, through bond issuance
compared to the effects G5R on external debt financing, theough bank lendingNot only is this

part of the empirical literature scarce in terntseafverall number oftudies, it is also underdeveloped

in a variety of ways, as widl demonstrateniour perusal of related resedrcthe next section of this
paper.We posit that CSR leads to reduced corporate defadiltwisich is what lendinigstitutions
ultimately pricei and consequentjyto lower cost of d¢. We aim toextendprevious work onhie
financial impacts @SRby: (i) focusing on the link between CSR and cost of debt (which has not been
extensively researched, unlike the ¢asjuoty), and more specifically on the cost of bank loans (which
have received less attention compared to financing through bond igguprmalling an international
framework ofanalysiausing a sample of borrowers from 28 countries around ttee igkibad of
focusingsolelyon US and European firnisi) linkedto the previous point, conniegthe cost of loans

not just to CSR performance indicators at the firmbevellso tacountryrelated sustainability scores
that assess the respectnaitutional frameworkgy) going beyond looking purely at aggregate CSR
scores and identifg possible variability in the financial impacts of particular CSR dimendions a

subdimensiongy) chronologically exteidy previous analyses in order to include evidence from the

This article is protected by copyright. All rightserved.
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years of the global credit crigihich may have altered the nature or strength of thec@&SRf debt

link.

Our main results are indicative of the complexity and variability of the econonscahp@R oithe

FRVW RI GHEW :H ILQG WKDW WKH VXVWDLQDELOLW\ IUDPHZRU
making ughis framework, is significantly negatively related to corporate borrowinghcostease by

one unit in theverallcountrysustainability metrtbatwe utilze leads to a significant average decrease

of 69 basis pointi® our sample (or 52% in average corporate loan spread over LTBOR}uitive

explanation is that these institutional mechanisms act as a shield doowiadbfirm, protecting it

from the operational and reputational hazards occurring from systemic social and environmental
challenges and ultimately reducing its default risk. On the other hand, improved overall performance in
CSR terms is not shown to &esociated with the cost of bank lpand particular elements of CSR

even appear to be positively linked to credit costs. When extending our analysis to the various
components of sustainabiliye provide evidence ttiae environmental aspect of coyrgustainability

is more financially impactful than the social. A unitary increase in the former leads to an average decrease
in the corporate cost of deby approximately 80 basis points comparigd approximately 50 basis

points for an equivalent dease in the latter. These results are consistent when looking at various
subcategories within each dimension of country sustain@bditynodel specifications we use to

conduct our investigation include an extensive array of country, industry, derdeyeand facility
characteristics, explain approximately 50% of corporate loan spread vanidlgititwide economically

intuitive results with regard to the sign and value of known cost of debt determinants.

The remainder of the paper is structaebllowsSection 2 provides a summary of the extant literature
and the conceptual basis guiding our empirical tests. Section 3 outlim@ssingrces that have been
used andhe methodology implementedhile Section 4 describes thesults of our analys&ection 5
discusses thgractical importance of tivderences that can be drawn and makes suggestions for further

research in this area.

This article is protected by copyright. All rightserved.
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2. RELATED LITERATURE AND DEVELOPMENT OF HYPOTHESES

When assessing the credit qualitynafstitution seeking to borrow fundse traditional approach of

bankshas been to base this assessmergasonably objective d#tat isquantitative, easily verifiable

by third partiesandwhich is usually financial in nature ,(prgfitability,current operational leverage,

liquidity, market valueand credit ratings assigned by rating agenci&sdKLV HPSKDVLV RQ ~
LQIRUPDWLRQU LV WKH GHILQ L GhasedlkabiogpF W H BB SW20E3).Rit "W UD Q)
contrast, the lendirdgcisiondor “UH O D W L R Q \akelb8sdda@ Qniy loG@itiepabovebut alsoon

‘information which i®arder to accurateW XPPDUL]H LQ D @eatdrddn) 2Y4avid-uhidcihiig

often collected in person, difflt to verify by third partiesnd more subjective in natuie.g.

managerial competence, trustworthire@glinnovative thinking) RU "VRIW L@Ad BoeRManML R Q

et al. QRWH WKHUH LV QR VLQJOH FOHDU GHILQLWLRQ RI Z
captures so the dstinction between hard and soft information is made by noting the above
characteristicslhis somewhat contrasts withe growing literaturthat shows thathe use ofnon

financial factors (commonly capturedsbift information)can lead to more accurgbeedictions of

corporate credit qualigompareavith the sole use of purely financial factors (Greneit 2005).

'H SRVLW WK D W sistdihdbiktp¥ifatreancdalls under the umbrella of soft information that

banks may consider when tgkiending decisioisNe have already noted that stakeholder theory

"The development of multiple ratings and numeric sitatese used as proxies of CSR may seem to

JR DJDLQVW WKLV VWDWHPHQW +RZHYHU WKHVH DUH UHDOO\
inforPDWLRQUW LQVWHDG RI KDUG LQIRUPDWLRQ SHU VH $OWKRXJI
related data collection process and score assignment makes them much more subjectivatbpmpared

for example, standard accounting ratios.

This article is protected by copyright. All rightserved.
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(Freeman, 1984; Jones, 1995) suggests that improved corporate social performance can lead to better
stakeholder managemewhich canin turn materialie into a more reliable and effeetibusiness

PRGHO WKXV FUHDWLQJ VWUDWHILF FRPSDUDWLYH DGYDQWDJ
performancdn the case of the cost of bank loans in particular, a case can be madé whihh@%Ra

direct influence on a variety otttas which determine credit coststhe following paragraphsew

analye the link between sustainability and each of these factors, drawing from the arguments and

conclusions of previous research.

CSR is a widely used but poorly defined concept.l@ad@habana (2010) provide an anthology about

the notion of CSR and Dahlsrud (2008) analyses 37 definitions. The latter detects that five dimensions
DSSHDU WR SOD\ D UROH LQ PRVW GHFIRIURMPYRIYY U@ D R & R OHGHYUL
DQRG "YRPX&RWD/MWU DQG .UDPHU WU\ WR VXEVWDQWLDWH W|
various links between competitive advantages of firms and CSR. CSR is closely connected with the notion
of sustainability or sustainable developmeniof&stu, 2015). Sustainability is a cotltafefers to

the potential of societies to meet the needs of the present without compromising the ability of the next
generations to meet their needs. This concept too has no clear definition (Lélé, dagsy.tét the

interaction between economic development, social development, environmental quality, and issues of
fairness or equity. In general, sustainability and sustainable development connect with societal
development, whereas CSR relates to developtribe level of individual organizations. In order to

come to grips with both concepts, ratings and rankings have been used, but there appear to be
fundamental issues in adequately measuring them (see €hakt@@i09for CSR and Hanlest al,

1999 for sustainability).

8 For the sakefclarity, we would like to note that all subsequent references to CSR and sustainability in
this paper refer specifically to CSR performance and not CSR disclosures. The development of
hypotheses and empirical analyses are centered around what fllyndoacistead of what they report

they do in terms of CSR.

This article is protected by copyright. All rightserved.
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Recent findings coming from the empirical CSR literature have demonstrated the existence of a link
between improved CSR and reduced information asymmetey.aC(#012) tag the view of Jo and

Harjoto (2011, 2012who posit tlat firms use CSR engagements as a mech@nigmrease
informational flow and improve communication to -imvesting stakeholders, thereby enhancing
conflict resolution and decreasing information asyne®€lheir study pays special attention to the
possble endogeneity existing between CSR and information asymmetry and concludes that the causality
of the relationship runs from the former to the latter. In a similar veint @HE0B) present findings

in favor of a negative association between GBRfarmation asymmetry (@sown inproxy by stock

bid2ask spreads). They argue that this is due to the tendency of CSR to be connected with increased
YROXQWDU\ GLVFORVXUHY ZKLFK UHYHDO PDQDJHPHQW:-V HWKL
reliablity of financial reportinglhe conceptual link between information asymmetryharabst of

bank loans isomewhatmore obviousThehigherand better quality the informational fleeetween

two contracting parties, the lower the monitoring, pglaimtyagency costs tend to be and thes

lower the overall cost of bank finandiagerlof, 1970; Grossman and Stiglitz, 1980; Mankiw, [1986)
addition, the study of Dennis and Mullineaux (2000) aleanbynstrates that increased informational

transpeencyOHDGV WR LQFUHDVHG "VDOHDELOLW\p RI D GHEW FRQWU

CSR has also been connected with trustworthinessgrity, non-opportunistic bhavioy and an

indication of thaunderlying moral charactdra firm Jones (199%.412 QRWHV WKDWef 7TKHUH L
way to reduce opportunistic behavior, howéutbe voluntary adoption of standards of behavior that
OLPLW RU HOLPLQDWH LWp D Q @er@ihlyiEthis dedcRoGobEbtfréy6R@086Q JD JH P H
argues that certain aspects of CSR can bel\dsviegitimate indications of corporate benevolence and

can generate positive moral capital as stakeholders feel they can genuinely trust the ¥orposidtion.

DO DOVR VKRZ WKDW &65 DFWLYLWLHY FDQ lem30lYH D FR
trustworthy to consumerso long as it can convincingly demonstrate that it focuses on CSR per se and

not on CSR advertising.

This article is protected by copyright. All rightserved.
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Although trust isa central issue in the world of finance and bankingffects on financial decision

making hee not been researched extensively until recently (Sapienzdn2fé®pntext of lending
GHFLVLRQV PDGH E\ EDQNV WUXVW LV PRVWO\ UHODWHG WR W
actions of another party based on the expectation tindihénevill perform a particular action important

WR WKH WUXVWRU LUUHVSHFWLYH RI WKH DELOLW\ WR.PRQLWR!
The trustor in this case is the bank and the expected action is the full and timely afphgniean

subject to the terms of the contrdatications of pportunistic behaviasn the part of the borrower

would lead to greater mistrust by the leaddrconsequent]yo a need for more stringent monitoring

and highesscreening andnforcemencosts which increase the effective cost of dé&arlan (2007)

shows that cultural similarity and geographic proximity have significantireftgcisp lending

outcomes. He argues tlatiallyconnected individuals may trust and value their relgi®nsbreand

that they share information more easily, thus lowering the respectivdasistataly, Kim et al.

(2013 also highlight the importance of trust in financial decisions, and lending in particular, and argue
that it is dependent on tveharacteristics of the borrower, as perceived by the lesmchelyintegrity

and benevolence (Howorth and Moro, 2002¢y baséheir arguments and empirical investigation

the work of Mayer et.g11995) ZKR GHILQH EHQHYROHQF H tiDste€ /bekeved[ o/ HQW W
ZDQW WR GR JRRG WR WKH WUXVWRU DVLGH IURP DQ HIRFHQW L
that "L QY ROY H Vs Yekceptidhwhdtviiw Rudtee adheres to a set of principles that the trustor finds

DFFHSWOEOH p

Ultimately, the overarching argument posits that the link between sustainability and the
trustworthiness/integrity/ncopportunism of the borrowing firm influences the levels of default risk

that the firm is subject to and, through this mechaaismimpacts the corporate cost of debe of

the most important links connecting corporate sustain@iligsponsibility as it is usually called at the

micro level of the firmyith default risk is quality of management. In the words of Goss: (2009)

"6 WDNHKROGHU WKHRULVWY DUJXH WKDW ILUPVY WKDW DUH DEO

social and governance agendas are likely endowed with higher quality man&g¥r¢ |ILUP PDQDJH

This article is protected by copyright. All rightserved.
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that can consistently apply sustainable pdgdipkcorporate operations are viewed as both capable (due
WR WKH LQKHUHQW FRPSOH[LW\ RI WKLV WDVN DQG WUXVWZRU)
distress and ultimate failure is predominantly a result of managerial incompetamcan@otchkiss,

2006), it stands to reason that higher levels of CSR will lead to lower risk oDikefaoithouet al.

(2014) provide support to this ratieniay showing that for a crasdustrial sample of US firms, higher

scores of aggregate meas of CSR strengths (concerns) lead to higher (lower) S&P bond ratings

proxy for credit/default risk as well as lower (higher) levelsreflit spreads. Tindindings remain
gualitatively similar when they look at individual dimensions of CSR (environment, relationship with local
communities, employee rights and others). Furthermore, Gossf@20883 exclusively on the link
between CSR and default risk. dtiigly finds aignificanhegative relationship between CSR scores (via

the KLD STATS database) and financial distress, as measured by the probability of default from the
Merton (1974) model. The result is robust to the endogeneity of CSR invesittfiemrofitability,

with CSRremaining negativefssociatedo the probability of default in a system of simultaneous

nonlinear equations.

7KH DERYH DUJXPHQWY VXEVWDQWLDWLQJ WKH OLQNDJHV EH
(trustworthinessntegrity, benevolence, nopportunistic behavior) of the borrower and between these
characteristics and loan terms have beerzaghahainly at the level of the firklowever, there is

important scholarly woritkat extends the framework of analysish® levebf the country where the

firm is based. In a very interesting studyetCGadi(2014) find that differences in investments in CSR are
associated with various aspects of country-socoimmmic development and culture including, among

others, civiliberties, political rights, levels of autonomy and individuetidrievels of corruptiomMore
recentlyBreueret al.(2015) find that the negative relationship between CSR and corporate cost of equity

is stronger in those countries where legal pootex investors is high.

In addition, the relationship between culture and economic behavior has been establsinds to

very different phenomena. Bottazizal.(2007) find the extent to which venture capitalists fund certain

This article is protected by copyright. All rightserved.
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entrepreneurs, and the terms of this funding, is significantly dependent on how much they trust citizens
of these countries according to their cultural traits.dtieh(201L1) alsdook intothe financial effects of
crosscountry cultural differencewith a focus oregalitarianism) and find it materially affects the
international flows of equity and deist well as the mergers and acquisitions activity between countries.
Furthermore Giannetti and Yafeh (201&)ow that when lead banks consider threower to be
cultuallydistant from thenthey apply higher interest rates on the loans and are more likely to demand
third-party guaranteebhe authors argue that culture plays an important role in the effectiveness of the
communications between lendrd borrower as well as the organizational structure of the latter, hence

influencing the terms of the loan.

In summarythere are ample conceptual linkages, supported by empirical evidence, between CSR and
country and/or borrower features and betweense¢héeatures anthe cost of debt. CSR reduces
informational asymmaeds between the contracting parties, increases trust by increasing the perceived
integrity, benevolencend trustworthiness of the borrowemd reduces the expectations of
opportunisticbehavior @king place. By doing so, it leadsettuctions in monitoring, policingnd

bonding costsanoverallreducedlefault riskand consequenthlowercost of debtThus,the principal

hypotheses our study investgate:

HypothedisTheRYHUDOO VXVWDLQDELOLW\ I[IUDPHZRUN RI D ERUURZHU

direct financing

Hypothedds The corporate sustainability characteristics of a borrowing firm are inversely associated with its

financing.

Going a step further, we attempt to look into the likely difference in the financial impact of separate
dimensions of sustainability, namely the social and envirordimeetsionsGodfrey et al. (2009) have
argued that combining distinct features of sustainability to clea¥L QJOH PRO&IOdyWKLF FRQ

al, 2009, p.426) actually dilutes the observable financial effects of unidimensional CSR. While the
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environmentaaspect of sustainability has frequently been stggiathtely and found to be positively
related to different aspectsadfrm - ¥inancial performance (Belkaoui, 1976; Blacconiere and Northcut,
1997; Sharfman and Fernando, 2008; Bauer and Hanrth20ddial dimension is usual L G GyH Q u
beinga constituent of aggregated measures of sustaindtatifock and Graves, 198fjman and

Keim, 2001Nelling and Webb, 2009)hile there aralsooccasions when it has been shtawexhibit a

less significant and eveggative influenam corporate financial performar{@éegler et gl2007) This

PD\ EH FRQQHFWHG WR &ODUNVRQ:-V YLHZ WKDW FRUSRUDW

instead of targeting concerns of primeaeholder groups will not see any sizeable corresponding effect

ontheir bottom line.

Furthermorethe environmentampacts of firm activitidsave beeacknowledged as crucially important

for many decades and efforts have been made to monitor arid fegudan this regard. For example,

the United States Environmental Protection Agency was created in 1970 with the purpose of writing
regulation to protect the environmesnforcing this regulation via fines and sanctions to corporate
transgressorandpromoting energy conservation efforts on the part of firms. In the same direction, the
Comprehensive Environmental Response, Compensation and Liability Act (CERCLA) isf 1980
concerned withiability and compensatiofior hazardous substances releasedthe environment by
corporations or individualand the associatedearnup and emergency response. Given such
institutional/governmental recognition of the importancth@environmental outputsf firms, the
existence of related regulatory framksvand the subsequent peadibn of lawbreaking entities, it

would be reasonable to expect fhiats witha betterenvironmentaperformance have more effective
business modelss they are able to avoid fines, sanctit@aiup costs, lengthy juditiaattlesas well

as the effects of all the negativity publicity manifesting from such events and hurting their bottom line.
Naturally, we expect that allthe above will lead to lower default risk and to banks lending to these

firmsata lower rate
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On the other handpsial aspects of C@Re muchmore diverse in nature, less integnattdn national

legal and regulatory systelass easy to quantify and harder to demonstrate that they are consistently
institutionally supported or violated by firkhsder the umbrella of the social impacts of firms can be
found issues pertaining to staff safejeguarding of civil and political rights of employees, suppliers
and customeyproduct responsibilitandnon-discrimination and equality in the worgg@laVhile there

are laws and initiatives about most of these aspects in most countries around the globe (filnleexample
Equal Pay Act in the USAnd the Diversity Management Initiatives ompahiby the European
Commission in the EU are relateagquality in the workplace), it is harder for the underlying principles
to be institutionated and implemented by firms and equally hard for national and international
organzations to verify adherence or violation of these Badesuse of this added g of ambiguity

and fragmentation, banks may not be as likely to mrognporate social risksingas important as
corporate environmental risi®verall, we expect that maintaining a high level of responsibility with
regards to social issues imiibroveemployee attraction and retentiocreaseustomer loyaltievels
strengthen the links between the firm and local commueniiiekelp avoid fines and sandimtated

to violations of related regulatiohlowever, we also expétat the impacon default risk andost of

debt will not be as noticeable as in the case of corporate environmental performance.

To wrap upwe anticipate thatithin the framework of this study

HypothesisThe impact of the environmental dimension ofrfirsustathability on the cost of borrowing will be

stronger than the respective impact of the social dimension

In spite of the substantial foundation provided by the aforementiteediferature specifically
concerned witlthe effects of CSR on the cost of bank loans is scarce. Goss and Roberts (2011) were
among the first to explore this link. Their study focuses on the US bank loafronad&91 to 2006,

thus stopping before the start of the global financial dri@sprovide evidence that, overall, firms
considered to bkess responsiblgay a modest premiuranging between 7 and 18 basis powves

more responsible ones. However, the financial effects of discretionary CSR investments are more
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equivocalWhen spliihg their sample according to borrower quality, the authors show thaalibyv
borrowers engaging in discretionary CSR practices face higher loan spreads and shorter maturities,
whereas lenders are unaffected in their decision regardiggafitghborowers- engagements in

discretionary CSR

On the other handyandy and Lodh (2012) solely examine the effects ehtironmental dimension of
sustainability on bank lending decisions. Their saompfEisedJS firmsexclusivelyand coverdoan
facilitiesagreed between 1991 and 2086y establish that more ddendly firms, on average, tend to

agree less costly loamsmore favorable contractual temvith banksin addition, the total amount and

duration of the loans seem to be podsiO\ DVVRFLDWHG ZLWK WKH ERUURZHU:-V
The economic significance of their results concerning cost & teher smalhs a unitary increase in

corporate environmental scores is associated with a drop of average speeeyl8 bhsis points.

Lasty, Kim et al.(2014 conduct an international analyggiscifically aimed etvealinghe impact of

ethical behavidiand not sustainability or CSR more broadlyihe cost of syndicated loahsey use a

sample covering loan agrents related to 19 different countries for the period 2003 toTBed?7.
overarching results suggest a significant reduction of loaap@tesimately 25% in the mean spread,
associated with increas#fsone standard deviatidn the degree ofERUURZHU-V HWKLFDO
Furthermore, the authors provide indications that ethical compatibility between boddarter can

lead tofurther reductions in bank loan rafHseir principal conclusions survive an array of robustness

tests and altertize specifications.

As can be seen, previous studies on the effects of sustainability are restricted @ithemgeofraphic
coverage (with Goss and Roh&®d1 and Nandy and LodR012 focusing only in th&lS), or in the

aspects of CSR theyamine(Nandy and Lodh2012 on environmentKim et al, 2014 on business

ethic) or in the timdrame of their dataset (none goes beyond 2007 and thus they do not account for the

possible influences of the global credit crisis on the investigated plagr@umestudy aims to fill these
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gaps anik, to the best of our knowledge, the firstisolook into the effects of country sustainability on

the cosbf indirect corporate financing.

3. DATA AND METHODOLOGY

Our measures of country and corporate sustainability are provi@etkdoy research AG (simply
referred to agDekom hereafterOekom has established itself as one of the leading independent
sustainability rating agencies globally, currently coveringheroi&400 corporations worldwide and
acting agartnerto a multitude of financial service providers and institutional invedtold. DJHQF\ -V
rating system is based on a comprehensive framework created through the dynamic assessment of more
than 100 indators which are used to generate both country and company sustainabilitiR ehinugs.

are producetbr the overallcountry/companyustainabilityas well afor the social and environmental
performancadimensions separately.eThatings scal®r owverall susinability ranges from B (poor
performant®z A+(excellent perforinlamica more precise numeric scale is also produced and ranges from
1 (poor performetacéd excellent perforjremmtérom O to 4 for the various sustainability subcete¢o

the evaluation proceg9egkom uses information that has been created by the firncdrgorate
disclosuresas well as information that has been generated by external Recomezing that different
industries are sensitivedifferentkey factors, can lead to the creation of diverse types of social and
environmental externalitiemd thus can be more prone to be affiliated @igkimilarkinds of
controversiesDekom goplies an indstry-specific weiging scheme to the various indicatih uses.

Thus, this approach effectively leads to the generation-of-tlasssustainability ratings and scores.
Additional information about tlseibcategories ebcial and environmental indicatsed byDekomto

rate companies and countries barfound in thé\ppendix of this paper.

This article is protected by copyright. All rightserved.

19



Accepted Article

Oekom- \nternational coverage of firnagong with its highly sophisticated rating methoddézyy to

the creation ofraextensivelatabasthat ischaractezed by reliable and replicable quantitative measures

of firm and country sustainability. These characteristics are highly desirable for conducting empirical
research in the area and timaseasinglynore academics hadecidedo make use ddekominsteacf

alternative CSR sourd&chreck, 2018unet al, 2011) We follow this recent trend andge (i) the

annual numeric scores for the overall sustainability of countries griii) finescores for the social and
environmental sustainability dimensiand (iii) the scores for the variossibdimensianwithin thert

as our key independent variabf@gr Oekom dataset starts in 2005, ends in 2012 and comprises
observations fob,242 firmyears for which we have numeric scone each and every one thie

aforementionedategories.

We use the Thomson Reuters DealScan database (referred to as DealScato lizezaftegigrmation

about the characteristics of the loan contracts, leaddrborrowerOur proxy for the cost of bank

loarsis the logarttitm of the spread of the loan interest rate over LIBOR, adding any annual (or facility)
fee paid to the lender (or lending grpapdl it is measured in basis points for each dollar drawn down.
Based omelatedprevious literature on the determinants ok b@ans Goss and Roberts, 20Fieldset

al, 2012; Giannetti and Yafeh, 20d4a2ndy and Lodh, 201Kim et al, 204), we draw a variety of
informationfrom DealScan concerning borrowing compaaiesnstruct our set of control variables

firm size (bok value of total assets), ratio of market value of equity versus book value lelvecpgly

(book value of total debt over book value of total egpityjitability (return on equityinterest

coverage ratio (earnings before interest and taxes over interest expenses), firm liquidity (book value of

current assets over book value of current liabilities), percentage of free floating shares, financial distress

9 The social dimension is subdivided istaff and supplierg,society and product responsibiliand
‘corporate governance and business efivicite the environmental dimension is subslividto the
‘environmental managemeniproducts and serviceand ‘ecoefficiencyu
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(Altman Zscore)and R&D intersity (Research & Development expenses over total Yédes)
additionally collect the book value of total assets as a proxy for lender size (or the average of total assets
when there are multiple lenders in a syndicated loan) and the total loan matwitthg)nfrom

DealScan.

We also make use of the information provided by Thomson Reuters Datastream and Bloomberg to add
borrower and lender credit ratings to our model specification. We use credit ratings provided by Standard
D QG 3 RRUGR RfGHe fdrmeris not availableand translate them to a numeric scale following a
rationale similar to that applied AghbaugtBkaifeet al.(2006)and Oikonomouet al.(2014).To

account for the possibility that rating agencies already include an assesssti@intbflity among the
extensive array of factoreyttonsider when assigning corporate credit ratiggeegress credit scores

on the respectiv®ekom scores and use the residuals of these regressions in our main model
specificationd/Ve also calcu&afirm betas using stock returns aadesponding/SCI country index

returns from Datastream. We use monthly data for a five yeart@enoduct the calculationsastly,

in order to account for the most important economic characteristics of baooateeg® we include

real GDP growttin the years the loan facility was sigpetvided by Datastreaemda binaryvariable
WDNLQJ D YDOXH RI ZKHQ D FRXQWU\ LV FODVVLNEbEG DV ""HY

contains brief descriptionsaif the above variables.

INSERT TABLE1 ABOUT HERE

10 We elect to follow this process instead of using a series of binary variables for every country where a
borrower is located in order to keep the model as parsimasipossible and so that the importance of
the country sustainability scores is not artificially subverted.
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We follow Francist al.(2012) and udeanfacilitiesas the level of analysis thus creating as@ossn

of loanyear observatiossAfter matchingDekomwith DealScan using I1SIsd manual comparison

of namesadd credit rating information from Datastream and Bloomberg by conduttorguah

manual ssrch,deleting double entries and excluding data points due to missing observations, we reach a
final sample comprisidg0 loaryear observations in our complete model specificHtisis a sample

rich in the diversity of regional characterjgtcsincludes borrowing firms from 28 different countries

from every continent except Afri¢airthermoreall major industries are represeritedble2 provides

additional details on sample characteristics by breaking down the number of obseniionsgrer

country, regiorand industry anbly year that the loan agreement was signed.

INSERT TABLE2 ABOUT HERE

It is worth comparing generic datveragef this paper with those of the few previous relevant studies.

In terms of corporate sustainability databases, both Goss and Roberts (2011) and Nandy and Lodh (2012)
make use of KLD thus only studying the US etdr&tween 1990 and 2006. KLD is one of the most
established sources of CSR data employed in empirical rébeagih it has some important
limitations:the indicators for assessing sustainability dimensions are binary (thus only indicative of
presenceroabsence and not degree of certain charactedaticB)e produced scores are not industry
adjusted to reflect the key importance of different sustainability dimensions for different lines of business.
Kim et al (2014) on the other hamde Sustainallys which allows them to create a sample covering 19

countries but for a shorter time periodmelybetween 2003 and 2000andy and Lodh (2012) only

11 We make this choice in order to retain a sizeable sample. This disallows us from using panel estimation
techniques but as Kim et al. (2014) demonstrate, it should not make a difference to our core results
regarding the effects of sustainability on caisthuf
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look at the environmental component of sustainahilititim et al. (2014)mit the analysis tousines

ethics. Due to the databases used, nonesaltiidiehas access to counlteyel sustainability scores to

include in their analysis concerning likely impact on cost of bankriaagradstour study uses the
internationalOekom sustainability database thus incorporating loan observations from 28 different
countries across the world between 2005 and 2012 (hence also including years into the financial crisis). It
looks into both the social and environmental dimensions cdri@sifeir componentsand is also the

first to include country sustainability metrics within this research framework.

More gquantitative information about the identity oftibieowers, lenders and loans is cordaine

Table 3. Mean and median scores fmrroZ H Wbverall CSR scores as well as forrélspective
environmental and social dimensions are close to 2.2 with modest, but not triviastandard

deviations of approximately 0.4 to @.% worth noting that in the only other relevant interration

study (Kim et al2014)the variability of the sustainability (ethics) variable weassltie mean score

was 70.55 and the standard deviation merely 3.65. Consequently, we believe that despite the smaller

sample size, our study makes use of andchaaiable international data pool.

INSERT TABLE3 ABOUT HERE

While there are firfpear observations for which C8&Rres take the absolute minimum possible value
(1), there is no single observation in the sammea firm scoring perfectly (4) in the overall CSR, the
socialdimensionor the environmental dimension at any point in time. When looking at the various
comporate sustainability subcategories (al tabBescribed in th&ppendix)it is evident that they are
more widely dispersed around their corresponding mean scorasvttiegsare characted by higher
standard deviations and more extreme minidam@xima.On the other hand, borrower country

sustainability scores are, on average, higher compared to firm sustainabiiangicny éetween 25
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(country environmental performanee)d 3.69 (country social performancend low respective
standadl deviations of 043 and 0.298 his is unsurprising as we would expect that these sociocultural
and institutional sustainability frameworks chanbyevery slowlyat the country levelnd thus the

dynamic variability of these variables in the sasngifinitions low.

In terms of financial characteristics, what stands out isetaterage borrower is a profitable firm with

a return on equity exceedin§w2der annunandlooks to be in a good position to repay a loan as it has a
relatively low leerage ratio (3 and a high interest coverage r@aiedian value of 5)08s expected

for a sample of this size and variability, the average beta is very closbub theitytandard deviation

of this variable exceeds,Boviding an array ofrfi-year observations with very different levels of
systematic riskhe average free floating percentageitis highX76%). This is aesirable characteristic

for ouranalysisas it allows for market forces to have the defining role in determinorgteovpluation
through the analysis of financial and-fn@ancial (including sustainabjlitformation. Naturally, this
valuation will also influence the terms of the loan agreement between lender angdiibeniteough
directly influencing thedOXDWLRQ RI WKH FROODWHUDO RU E\ LPSDFWLQJ
ILUP-V ILQDQ Eadshy@ isSiw it IHafiny thex @e rae valudor theloan spread over LIBOR is

approximatly 125basis points (23%6)2and that the medidoan maturity i60 months (5 years)

We run all regressions at the level of loan facilities and average the valuesetdtkhdariablgsn
the cases of syndicated loans. We winsorize all financial variables at the 1% level in order to avoid

inferences being driven by extreme outliers and apply heteroskedasticity robust eBtiendndrs.

12 Thisspread is significantly highiean Goss and Roberts (2011), Nandy and Lodh (2012) and Kim et

al. (2014) where it is, respectively, 101.5, 86.5 and 79 basis points. This comes as a direct consequence 0
our study making usd# a samplehat includes years of the global financial crisis where the cost of
borrowing was higher.

13 Unfortunately, we do not have access to the details of the contribution of each lender towards the
agreed loan amounts in order to valamght variables accordinghe tespective percentages. Hence we
use arithmetic averages instead.
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specificatiomf our modemakes use of all the variables we have previously metichiedits generic

form can be written as:

Log(Spread, { Borrower Sustainability,, BorroweCountry_ Sustainability ,,
Borrower_ Characteristics ,, Lender Characteits, ,,Loan_ Characteristi¢cs ,
Borrower_ Country_ Characteristics,, Industry_ Effects Time Effecfs @

It must be noted thato conduct all our analysege use different versions of firm and country
sustainability metrics, starting from the overall scores, moving to the separate Swsscial and
environmental aspects of sustainability and fudtdven to the specific components of each of these.

Thus we have multiple similaut distinct, variants of the model described in equation 1.

4. RESULTS

Table4 depicts the influence of overall countrgi aompany sustainability scarasbank loan credit
spreadsin order to demonstrate the incremeatadlanatory power that different sets of variables have

on loan spread variation, we start from a specification including solely sustainability factors and
progressively move towards thké model specificatioAs can be seen in the first column of the table,
sustainability scores can explain approximately 3% of tiyedirwariation in the cost of bank lpans

small yet certainly not trivial part of the puzstieling borrower chacteristics increases adjusted R
squared by nearly 10%hile adding lender and loan characteristics and thegeldkh rate of the

ERUURZHU -V F RXupiNéuncreadeDot 22% N Rstly, including a series of binary variables that
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capture countryndustry and time effects leads to a model specifitiagiocan explairalmosthalf

(48.3%) of the variation in loan spreads in our s&mple

INSERT TABLE4 ABOUT HERE

The most important finding manifestiingm this set of results is that country sustainability is clearly
shown to have a negative impact on the cost of bank loans, statistically significant at the 1% level,
regardless of theet of control varialdaised. The sign, sjznd significance ohé respective slope
coefficients are remarkably stablence, Hypothesis 1 receives strong supportthe other hand,
Hypothesis 2s not supported ascorporate sustainability appears to be positively connected to credit
spreads, but this result becoimsggnificant when including the full set of control variables in the model.

In addition, theoverall firm sustainabiligfope coefficient is consistently lower tihet for country
sustainabilityln a nutshelljn the fully specified modehe overdlcountry sustainability framework
appears to have a significant-cedticing effeavhen it comes to direct financing. More specifically, an
increase iMekomcountry scores by one unit leads to an average decrease in bank loans spreads by

0.642% in oursamplés In contrastthe impacof amultidimensional CSR metigmot evident in our

14 As an asideyvhen we remove from our full model (Model 4 on T4bthe corporate and country
sustainability metrics but keep all the other independent variables, the adfusied dRops from

48.32% to 47.11%, indicating a marginal explanatory power of the sustainability variables of 1.21%. This
PD\ VHHP VPDOO EXW LW LV DFWXDOO\ D YHU\ SRZHUIXO UHVXO\
Z-score from the model insteadstandard financidistreswariablethat intuitively should be strongly

related to credit spreads aimdfleed is found to be highly significant in our models), the adjusted R

squard falls to 47.91%, indicating a marginal explanatory power for sc¥r¥ @f j  aboutone

third of theincrementakxplanatory power that the sustainability scores have.
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15 Because the dependent variable is log transformed, the economic significance of the slope coefficients
is not immediately evident. We can eaalbulate that a unit increase in country sustainability scores
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analysisThe relevant coefficient is not significant at standard confidence interitdis lags than one

third of the sizef the country sustainability slopefecient.

It is also reassuring that from the extensive array of control vaset®se that are shown to have a
statistically significant impact on corporate loan spreads do so in the manner we would anticipate
according to basic financial theang common sengéirmswith strong fundamentalswer leverage,

higher profitabilityfewerindications of financial distreasdhigher credit ratingand whichorrow for

shorter periods of time manage to gain access to cheaper bank loans aotheargeers with the

opposite characteristics.

Table5 focuseson the nature of the effects of sustainability ont@eslis by separately lookinghat
social and environmental components for both borrowing corporations iarabuh&riesWe also
provide the model specificatiotiat include only borrower characteristics to examine whether the
previously noted increase in explangiower is maintainedthen moving to the full specifications.
Indeed, this increase is approximately 13%awikierall Rsquared being in the vicinity of 50% in the
case of both the social and environmental dimengibtmes.interestowering effects of country
sustainability are verified and appear tmimng from both dimensions. The respective coefficients are
negative and significant at the 1% Jekblbugh the economic magnitude of a change inotietry
environmental scorem loan spreas much larger thahe impact ofan equal change in tbeuntry
social scores unit increase in the environmentakdsion leads to an average decrease of the cost of
loan by approximatel7/3 basis points compared tofdi8the same increase in the social dimension.
These findings are in line with our a priori expectdhiatied to the formation of HypothesisAlso,

smilarto previous indications thatfirm-level environmental sustainability appears to be unrelated to

(which is a very significant change) leads to a reduction of loan spreads by 52% from their previous levels
or approximately 64 basis points for the mean loan spread in the sample (whhladdispoints
over LIBOR).
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the cost of bank loanshereas siat scores at the firm level are seemingly positively connected to credit
spreads. Although the relevaogfficient is much lower in absolute terms compateeé tnes related

to country sustainabilifia unit increase in the social part of firm sustainability leads to an average
increasén loan rate®f 0.38%6) and is only significant at the 10% levelfinidéng is still contrary to our
original hypothesi€ne possible interpretation comes from the svofiClarkson (199and especially
Hillman and Keim (2001). Clarks(tP95)makes the distinction between primary and secondary
stakeholders stating tliais maintaining solid strategic relationships with the fgrmgsthat is crucial

to ensurdhe financial welleing of the firmHence, investments targeting secondary stakeholders may
be deemed to be a misappropriation of scarce corporateHIlMdP DQ DQG .HLP:.V DQ
empirically tests this conjecture as it pertai@SBD Q G F R Q F Qusi®HdtpatakeDasburces for
social issues not related to primary stakeholders may not create value for shgpeh®&jeichis may
explain whywe find a modest positive association between the social dimension of corporate

sustainability and cost of debt.

INSERT TABLE5 ABOUT HERE

In order tofurther exploréghe key characteristics of the links between sustainability and cost of bank
loans we have already identjfigd make our analysis more -fingined andise the thre®ekom
subdimensions as our keglependenvariables. For the social dimension, at the corporate level, these
FRUUHVSRQG WR SYWDRFDRW\VXE@S GBUHUWGCXE ®/ "FRVUSRQWDWMWEH GRW H U
business ethigg ZKLOH DW WKH FRXQWU\ OHY H OowriaAdgquU HKIXIRIDW RU LS R O/ IV
and fundamental freedoms D Q G ~ V R F L DyborRiRe@®/ironmhart@ dimension, the corperate

level subcategories aftHQYLURQPHQW RO" PIDRYD®DX HW M QMND® Greffidid#RypIH V
whereaghe country VXEFDWHJRULHYV IDOO XQ GHOUL P QW W XAKDF) IPHGRIGU HI

"SURGXFWLRQ D.QThe FaRulis/pxdd &&d bRrtipdseeanalyses are captured in Téldad
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provide us with a very clear picture. Every subdimension of countmyabilisfais shown to be
associated with loweosts of bank loar(significant at the 1% level in every cageleall aspects of

corporate sustainability are found to be insignificant determinants of credit:dpeaad$e findings

concerning the noeo-sustainability effects on loans are corroborated while the indications of a positive
link between the social part of CSR and loan interest rates can only lead to tentative conclusions. What is
more, the economic importance of the environmentatrgsustainability factorssggnificantly greater

thanthat ofthe respective social ones, judging frensitteof the related coefficients.unit increase in

any of the components of social country sustainability leads to a reduction of the atespgeacdiein

the sample ranging betwedd and 50 basis points The equivalent effect of environmental
subdimensions amountsapproximately6 or 77 basis pointddence this segment of our investigation

provides additional support tdypotheses 1 ar&lbut not for Hpothesis 2.

INSERT TABLE6 ABOUT HERE

As an additionadet of analyses, we investigate the possible moderatofgheleollapse of Lehman
%URWKHUV LQ WKH OLQN EHWZHHQ VXVWDLQDELOLWMoEBtQG ORDC
crucial events within the recent global financial crisis an@shifttK H IRFXYV RI WKH PDUNHW -
of writedowns, capital needs and merger and acquisition scenarios, to concerns about counterparty
exposures and default rigiBecchettiet al.(2010) outline the magnitude of the financial impact of the

LehmanBrothers event and document tlater it occurred, investors better recmghthe additional

16 Sandy Chen, analyst of Panmure Gordon and Co on Reuters:
http://www.reuters.com/article/2008/09/15/lehmampactresearcloppenheimer
idusbng21779220080915
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informational importance of CSRh regard to the moral character of the firm and its trustworthiness.
Hence, it is possible that in the dosthman era, th@fluence of sustainability on financial contracting
may have been strengthen@d. the other hand, Linst al.(2015) also investigate (in the US stock
market setting) whether the financial crisis changed the market impact of CSR and fincC8ft high
firms have crisis period returns significantly higher than those@bRoWrms, but no similar return
differential is detected before or after the crisiscohduct a similar examinatiome include an
additional binary control variable taking the vdlueloRU ORDQ IDFLOLWLHY VWDUWLQJ |
Chapter 1bankruptcyn September 15, 2008 and 0 otherangkinteraction terms between this binary
variable an@®@ekomfirm scoresAlthough thebinaryvariable is highly statisticalignificant and shows

an increase in the level of corporate spreads after thetleextonomic and statistical strength of the
results concerning the impact of corporate sustainabilitsgranisextremelgimilarto that of our main

results?

We al® make an effort to check the sensitivity of the analysis to the uséektimesustainability

database. Unfortunately, we do not have another international CSR dataset at our disposal that we can use
in order to see how the respective resutidd compmre. Instead, we make use of the MSCI KLD
STATSdataset. This is one of the most frequently used CSR sources in empiricalasesedechbfy

Wood and Jones, 1995d Waddock, 2003)ut unfortunately covermnly US firms.As in previous

studies(e.g, Hillman and Keim2001 Kim et al., 2014; Oikonomou et al., 20d44) focus on the

gualitative issue areas of inter@stered by the KLD database. These are: relations with local

17 Alternatively, we also follow Lins et al. (2015) who define the financial crisis as the period between the
Lehman Brothers bankruptcy (September 2008) and thatwmth the S& 500 reached its lowest

point (March 2009 after which it started recovering) and split our sample-toigiseand postrisis
accordingly. We find no moderating effect of the crisis on the link between CSR and cost of loans at the
firm level. Interestgly though, the effect of country sustainability in decreasing the @elsti®imore
pronounced from the point of the crisis and afterward#he.dinancial impact of country sustainability

has strengthened. For the sake of parsimony, we doladeithe relevant results in the paper.
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communities, diversity in the workplace, employee issues, environmedahttonsand product

safety. Each of these areas is assigned separate scwlgstors ostrengtls and concerns for each

firm and each yeahs is usual practice, we average the strengths indicators and detract the respective
average of the conaerindicators for each issue area in order to produce scores foo eaake The

analysis as analogous to wBekomwas used, we create an aggregadsure of firm CSfRatis the

average score across all five issue areas for a particular firmreoryeagigBorrower_ KLD total). In
DGGLWLRQ DV QR FOHDU "VRFLDOpM@ VFRUH H[LVWV ZLWKLQ ./’
issues, diversjtyand relations with local communities under this umbrella term and averaging the
respective scores (Bmmrer KLD soc).As mentioned, environment is separately considered within
KLD so we have separate fiymarscores for this (Borrower_KLD_en®@ur sample jexpectedly,

smaller than before as it is geographically restricted solely to(khe W64).We repeat the previous
DQDO\WLV XVLQJ WKH H[DFW VDPH VHW RI FRHMWAORG LYDIUEREKE QW
binary variaklwhich is of no use in this case. The eatdtdepicted in TableAs can be seen, though

the explanatory p@w of the model is even more significant than béfotle adjusted Rquard in

excess of 70%}he key independent variablleat capture corporate sustainability are statistically
insignificantThis corroborates the findings from the results prodused ®ekomdata were used to

capture corporate sustainability.

INSERT TABLE7 ABOUT HERE

In our results so far, we haaédd to find support fddypothesis 2 about the link between sustainability
and cost of debt at the firm lev@®ine possible explanation for this is that for a firm that is truly
financially robust, CSR many noalmucially impactful factevhereas fiocompanies facing significant

financial distress, the difference between poor and good CSR performance can have a significant
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influence on their viability, default yekd hence cost of dgBflo investigate this possibilitye useZ-

VFRUH DV WKH EDVLF FULWHULRQ WR GLVWLQJXLVK ILQDQFLD(
empirical distribution df-scores, we create two subsampiescomprigmg observations in the lowest

quartile (25%) of the distribution, witlZ ®coe value less than 1.16 (the relevant empirsamiple

threshold), which are facing high financial distress, and one subsample of observations in the top quartile,
with aZ-score value more than 2.85, which are in high financial distress. We theur regreaanalysis

on both of these subsamples and compare the results, whklnbmani@ Table8. Although we use the

same set of control variables as in our main analysis, we do not report the respective coefficients for the
sake of parsimony and in aréte the reader to concentrarethe comparison of the coefficients of the
treatment variables between the two subsamples. The results do not generally provide support to
Hypothesi® as all but one of the coefficients in the subsample of firms irishighsdare statistically
insignificant. The exception to this is theOg&kom social subdimensipwhich is about corporate
relationships to staff and suppliers. For this issue, there appears to be a robust negative link between CSR

and cost of debt, adst for companies of precarious financial stafding

INSERT TABLE8 ABOUT HERE

¥We would like to thank an anonymous reviewer for this suggestion.

¥ As an alternative robustness check, we also conduct gegressions of CSR on the cost of bank

loans on different percentiles of the distribution of the bank loan spread. If ithefal@Risk link is

mainly located on firms in financial distress, the coefficients of the treatment variables should be
statisically significant dtigherpercentiles. We run the regressions conditioned onttiperg@ntile of

the dependent variable. Once more, all estiaratesgatistically insignificant and we fail to find support

for Hypothesi. In addition, we plot theugntile regression processes in order for us to see how the
estimates for the coefficients of corporate sustainability change when regressions are conditioned on
different levels of the cost of debt. We would expect that the value of the coefficieatsaljgeb
decreases for highgercentilesHowever this is generally not the case and, in addition, the confidence
intervals widen (i,eestimates are less statistically significant) at tee gegtentilesFor the sake of
parsimony, we do not repdnese resultbut they are available upon request.
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Finally, based on a recent study orinkebetween CSR and credit risk in the Eurozone corporate bond
market (Stellnegt al, 2015)we conduct additional exploratory analysis to investigate whether country
characteristics or country sustainability play a moderating role on the effects of CSR on the cost of bank
loans. We construct interaction terms by multipalgpm corporate scargtotal scores, dimensional
scoresand subdimensional scores separately) either with the binary variable distinguishing whether a
ERUURZHU:-V FRXQWU\ LV, dbWnith Hh® ®IDiM CouRtty sBsthMabiltR SdresJWe fail

to identify any suaielationshipas all relevant regression coefficients are statistically insignificant.

It should be notechat the results of our study dieectlycomparable only to thosekim et al.(2014)

who also performan internationaxamination ofhe impacbf sustainability on the cost of bank loans.
Unlike them, we do not find evidence suggesting that hightevidinsustainability reduces the cost of

debt. However, we hagfarifiedthat there are two crucial differences between the two gtuHieset

al. (2014)focus solely on the business ethics component of sustainatdéibas we look into overall
sustainability as well as its various componen{§) #meir sample stops in 2007, right before the start of

the global credit crisiwhich is reasonable to assume made lending institutions reconsider their policies
and may havehanged the corporate loan market frameworkontrast, our sample starts before the

crisis, covers the entirety of its duration and finishes inl2@tltion, both Goss and Roberts (2011)

and Nandy and Lodh (2012) find that increases in overall CSR and firm environmental performance,
respectively, cdead to average loan spread reductions of 7 to 20 basis points, at least in the US. Once
more, the sampldifferences we have outlined between these studies and ours should be sufficient to
reconciliate the equivalent resilte fact that our study is the first to include codewsl sustainability

scores as possible determinants of corporate loan spredidsct financing makes these results
impossible to compaxeith those manifesting fropreviousscholarlywork. The same is true for the
conclusions concerning the greater strength of the financial impact of the environmental dimension

comparedwith tha of the social dimension: Goss and Roberts (2011) use a multidimensional CSR
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construct whereas Nandy and Lodh (2012) focus solely on the environment and Kim 4tai. (201

ethics.

5. CONCLUSIONS

We conduct an international investigation on the effects of corporate and sostatiyabilityon

corporate spreads of bank loans. We look into 470 loan agreements signed between 2005 and 2012 with
borrowersbasedn 28 different countries across the warld operating in all major industri@sr

principal findings reveal that country sustainateil#ting to both socialrad environmental frameworks

hasa statistically and economically impactful effect on direct financing. Higher country sussainability
associated witltower costs of bank loanghis conclusion is in line with the growing trend that
recognizes the importance efvironmental,socia] and governance (ESG) maetttemesin the

valuation of every asset class and type of financial c8rigsises such as climate change, resource
scarcityandrising and aging populations are tremendously impactful evolutions and their economic
VLIJQLILFDQFH FDQQRW EH XQGHUVWDWHG 2XU DQDO\VLV VKRZ\
institutioral framework is approximatelyidsas impactful as the social dimension when it comes to
determining the cost of corporate lodife various subcategories of each dimension corroborate these

findings with the environmental ones creating largerechsiions in bank loans compareith the

20| ocal Government Superannuation Scheme (LGS Super) in Australia has been innovative in
considering these themes and creating asset allocation strategiegporate them.
http://www.lgsuper.com.au/documents/Sustainability/L 0126%20Global%20Sustainable%20Bonds%20
v4.pdf
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social one€On the other hand, we find no conclusive evidence thaefieinsustainability influences

the interest rates chargedbtorowing firms by banks.

These results extend the academic literatures exipiing determinants of bank loa(i§, the
empirical link between sustainability and financial performad(g) the relationship between culture
and economic behavior. It appears that, at least in the international bank loan markdégyveountry
sustainability is priced while fitevel sustainability is not, or perhaps the latter is priced only through the
former (which would lead to a reinterpretation ofigue empirical findings). The role of trust and
culture in economic decisions in agreesnieetween contracting parties from different countries has
been well documenteBidtazziet al, 2007Licht et al, 2011; Giannetti and Yafeh, 2012) and it provides
another pesible way tmterpretthe findings of this studyhe practical importance of these findings is
especially significafior regulators and sovereign governments. It is these groups that have the power to
transform the entirety of the sustainability framework in their cquiviedeading to lower costs

debt for corporations, cheaper undertaking of positive net present value @ndjecissequent/yto

higher rates of economic growth, increased emplqwmemrosperity.

In spite of the contributions our study makes character@d byseverhlimitations which provide
opportunities for future research in this area. Fitistlyprocess by whigdhekomassessdigrm and

country sustainability characteridiegisto the creation of single rating and corresponding score.
Although this is highly useful for empiricists, thexee beenvoicesthat strongly suggest that
sustainability (or CSR) issues should always distingwsterthose that are related to positive and

those that are related to negative social/enviroampetformanceas these are conceptually and
practically different and so are their financial outcomes (Mattingly and Berman, 2006; Lankoski, 2009).
Using alternative measures for firm and country sustainbailgifow for this distinctioto be made

may shed additional light into what exact part of sustainability is priced in the international loan markets.

Secondly, the main treatment variable in this study is CSR perfdyatancase can be made that there
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are similar links between CSR disclesamd default risk/cost of debt. This is another avenue worth

exploingin the future.

Thirdly, our study focusaslelyon the impact of sustainability on the cost of bank loans. Although this
ultimately is the most important part of the loan agreereemédn the two parties, there may be
additional loan covenants that are associated with sustaiaadilitgure research can investigate this
possibilityFourthly, though oustudy is internationd still draws data mostly from developed countries
in North America and Europe. Given the increasing importance of developing coofiriesm an
economic and a global sustainability perspestvégel thaan analysisontainingmore datgpoints

from this parbf the world wouldgignificantly enrichur understanding of the issue at hand.

Lastly, it must be recogeil that the inability to detect any significant link between corporate
sustainability and cost of debt in our study may to some extent be attributed to our sample being
restricted to molst financially robust firms. If that is the case, then CSR may be viewed as only a
peripheral issue by the lender(s) in respect to such healthy boarmverst priced in the loan
agreemeniwhereas the same lenders may otherwise seriously considex @kRaator for the more
"PDUJLQDOM SRWahQ pehdi:@heRid HigheHaaN ragtesuture studies with access to

both CSR ratings arldan term agreements for a broader sébobwers (in terms of their generic

credit ability) would hehlleviate this concern.

Appendix: OekomCorporate andCountry Rating Criteria
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Oekom Corporate Rating Criteria
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Oekom uses over 100 social and environmental criteria, selected specifically for each industry, and
covering six areas, to assess the sociatnvironmental performance of a company and produce the

relevant corporate ratings. The six areas of assessment are:

SocialRating

x Staff and Supplier

x Society and Product Responsibility

x Corporate Governance and Business Ethic

Environmental Rating

X Environmental Management

X Products and Services

x Eco-Efficiency

Due to the different social and environmental challenges its industry is faced with, Oekom makes around
onethird of these criteria indusspecific. All criteria are individuallgighted and evaluated according
to their importance before they are finally aggregated into a single score.

For more informatiorhttp://www.oekomresearch.com/index_en.php?content=corpaedieg

Oekom Country Rating Criteria
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Oekom uses over 100 indicators to assess the institutional framework and the performance of a country
acrosenvironmental and socifinensions
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SocialRating

Political System and Governance
x Political System
x Governance
X Corruption and Money Laundering

x Political Stability

Human Rights and Fundamental Freedoms

x Safeguarding of Civil and Political Right:
X Non-Discrimination

X Gender Equality

Social Conditions
X Health
x Education and Communication
X Labor

X Social Cohesion

Environmental Rating

Natural Resources

X Land Use
X Biodiversity

X Water
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Climate Change and Energy
x Climate Change

X Energy

Production and Consumption
X Agriculture
X Industry
X Transport

X Private Consumption

For more informatiorhttp://www.oekomresearch.com/index_en.php?content=cotnattiyig
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(eds.), The First Credit Market Turmoil of the 21st Century (Singapore: World Scientific Publishing), pp.
29238.

6FKUHFN 3 T5SHYLHZLQJ WKH %XVLQHVY &DVH IRU &RUSRU |
$QDO\WVLV: -RXUQDO RI %XVLQH®WY. (WKLFV 9RO 1R SS
SchoGHU 0 1.V 7KHUH D 'LITHUHQFH" RKB53HUXRWRD Q6 H F&K/D |

Journal of Business Finance and Accounting, Vol.34, No.2, #8.331

6KDUIPDQ 03 DQG & 6 )HUQDQGR T(QYLURQPHQWDO 5LVN
Strategic Management Journal, Vol.29, No.6, pf22569

SimionHVFX [/ 1 1T7KH 5SHODWLRQVKLS %YHWZHHQ &RUSRUDWH |
6XVWDLQDEOH '"HYHORSPHQW 6' - ,QWHUQDO $RWLWLQJ DQG 5L\

6WHOOQHU & & .OHLQ DQG % =ZHUJH @nd Eurozofi&Gip@&&RdIJDWH 6RF
%RQGVY 7KH ORGHUDWLQJ 5ROH RI &RXQWU\ 6 XVWDLQDELOLW\-
49.

6XQ O . 1DJDWD DQG + 2QRGD T7KH  QYHVWLJDWLRQ RI \
5HVSRQVLEOH ,Q YJduwnial BfHECpWO mi€E @ndHAntevhational Finance, Vol.3, No.13, pp.
676284.
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:DGGRFN 6 % TO0\WKV DQG 5HDOLWLHV Rl 6 REYV®B5,, QYHV W L(
pp. 36280.

:DGGRFN 6 DQG 6 *UDYHV 17 K HFigaR tlabFReDRADH) BR FLRQ® -3 H U | |
Strategic Management Journal, Vol.18, No.4, pfLl803

':RRG ' - DQG 5 ( -RQHV T6WDNHKROGHU OLVPDWEFKLQJ
5HVHDUFK RQ &RUSRUDWH 6RFLDO 3HUIRUPDQFHS, VoQ¥WppUQDWLR
229%7.

Yoon, Y., Z Gurhalt DQOL DQG 1 6FKZDU] 1T7KH (ITHFW Rl &RUSRUD
$FWLYLWLHY RQ &RPSDQLHV ZLWK %DG 5HSXWDWLRQV:-2 -RXUQDC
90.

Ziegler, A., M. Schrodend K. Rennings (2D0 THe Effect of Environmental and Social Performance
on the Stock Performance of European Corporatiemaronmental and Resource Economicd.37,
No.4, pp. 66130.

pted Article

Table 1: Definition of Variables

rroyverOekomcorp The aggregaté&dekomCSR score for the borrowing firm

G

orrgwerOekomsocial The Oekomcorporate score for the social performance of the borrowing firm

CC

BorrowerOekomal

owerOekoma?2

A

BorrowerOekoma3

BorrowerOekomb1

erOekomenv The Oekomcorporate score for the environmental performance of the borrowing fit

The Oekomcorporate score for thstaff and suppliepsubdimensioof the borrowing
firm

The Oekomcorporate score for theociety and product responsibjigybdimensioof
the borrowing firm

The Oekomcorporate score for theorporate governance and business ¢thics
subdimensionf the borrowing firm

The Oekomcorporate score for thenvironmental managemestibdimensioof the
borrowing firm
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BorrowerOekomb?2

rrowerOekomb3

olver counti®ekom
@ver counti®ekoma

o H\/er counti®ekomb

er rating

er beta

er freefloat

B wer intercover

ed Art

orroyver mtb

m er r&d

rrQwer roe

;

orrower ta

rroyver tdte

Borraoyver zscore

t ratio

Aicee

Developing country

GDP growth

The Oekomcorporate score for throducts and servicgsubdimensionf the
borrowing firm

The Oekomcorporate score for thecoefficiencyusubdimensionf the borrowing firm
The overalDekomsustainability score for the country of the borrowing firm

The Oekomscore for the social performance of the country of the borrowing firm

The Oekomscore for the environmental performance of the country of the borrowir
firm

Numerical value of the borrowing fisitBtandard & Poa credit rating orthogoradd by
the respectiv®@ekomscore. When Standard and Poting is not availaphoodys is
used instead.

Systematic risk of the borrowing firm. The respective major local stock index & use
proxy for the market.

BorrowL Q J slper€&entage of free floating shares

BorrowL Q J slintkRest coverage ratio calculated as earnings before interests and
over interest expenses

Borrowing | L 4 Patio of market to book value

BorrowL Q J $IR&P intensity calculated as Research & Development expenses @
sales

BorrowL Q J &lrafiuPn- on equity calculated as a proxy of earnings before interests
taxesover book value of equity

BorrowL Q J &lbtbR value of total assets

BorrowerL Q J sllevdPage calculated as total debt over book vaited @djuity

BorrowL Q J &lZiddere according to Altmaroriginameasure of financial distress

BorrowL Q J slligulity calculated as book value of current assets over book valu
current liabilities

Dummy variable taking a value of O when a country is classif@desspedqby FTSE
and 1 otherwise

BorrowL Q J slcauBtry GDP growth rate in the year the loan facility was signed
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Numerical value of the lehd) J $IStaRdard & Poarcredit rating orthogoradd by the
Lender rating respectiv®ekomscore. When Standard and Poting is not availaploodys is used
instead

LendL QJ $lbbbR value of total assets

A calculation of how long (in months) the facility will be active from signing date to
expiration date

le

aturity

Describes the amount the bornagvfirmpays in basis points over LIBOR for each dol
pread drawn downilt is the logarithm of the suofithe spread of the logfus any annual (or
facility) fee paid to the bank group.

IC

N
=
< Table 2. Borrower SampleCharacteristics
Country Obs. Region Obs.
Australia 24 America (ex. USA) 15
@ Austria 3 AsiaPacific 56
@ Bermuda 1 Europe 195
l ) Brazil 2 USA 204
Canada 11 Total 470
Q China 3
O Finland 7
O France 78 Industrial Classification  Obs.
Germany 30 sic2 13
O Greece 1 sic3 7
Hungary 1 sic4 195
India 4 sic5 130
Indonesia 1 sic6 36
Italy 7 sic7 38
Japan 16 sic8 10
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Mexico 1 sic9 41
Netherlands 7 Total 470
@ Norway 2
| Poland 2
Portugal 2
O Romania 2 Loan Start Year Obs.
° H Russia 2 2006 38
H South Korea 8 2007 110
H Spain 13 2008 49
< Sweden 5 2009 60
Switzerland 18 2010 63
UK 15 2011 110
@ USA 204 2012 40
® Total 470 Total 470
N
® Table 3: Descriptive Statistics of Key Variables
O Mean Median Maximum Minimum  Std. Dev.
orowerOekomcorp 2.180 2.228 3.091 1 0.363
awerOekomsocial 2.258 2.228 3.191 1 0.395
werOekomenv 2.093 2.139 3.378 1 0.471
werOekomal 1.803 2.081 3.750 0 1.112
BorrowerOekoma?2 1.720 2.065 3.270 0 1.056
BorrowerOekoma3 1.947 2.151 3.905 0 1.222
BorrowerOekomb1 2.039 2.572 3.692 0 1.241
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BorrowerOekomb2 1.462 1.733 3.675 0 0.908
BorrowerOekomb3 1.575 1.600 4.000 0 1.173
ormfgwercountryDekom 2.858 2.950 3.379 2.518 0.243
Qwercountrpekoma 3.169 3.254 3.678 2.571 0.298
ﬂwercountrpekomb 2.547 2.571 3.123 2.193 0.211
werta 72908073 33331764 795000000 1491483 114000000
¢ MWermtb 1.865 2.105 21.190 2126.050 7.951
WWertdte 0.288 0.694 5.359 2154.813 8.375
Hwerbeta 0.980 0.944 3.533 2.697 0.508
ntratio 1.215 1.121 6.134 0.298 0.595
werroe 0.245 0.256 23.098 219.346 1.503
Borrowerfreefloat 76.706 85 100 10 22.563
en'ntercover 39.322 5.085 12739.370 227.579 589.712
omgwen&d 0.025 0.005 0.307 0 0.0490
@;werzscore 4.689 1.742 197.601 25.640 17.872
Hnaturity 48.953 60 342 2 33.451
@Wth 0.017 0.024 0.245 20.060 0.028
afjspread 124.987 87.500 750 2 111.861
ervations 470 470 470 470 470

Acce
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Table 4: Effect of Corporate Social Responsibility on the @3t of Bank Loans

Table contains pooled OLS regression coefficientsstattistics in parentheses. The logarithm c
the 1% winsozed value of bank loan spread over the basis rate is the regressand. Key indef
variable is tot@ekomCSR score. Beessions are at the level of lender group for each loan fac
and use different sets of control variables. Heteroskedasticity consistent estimators are ar.

** **% denote statistical significance at the 1%, 5% and 10%ekpettively.

Accepted Article

Modell Model2 Model3 Model4
C 5.8924 4.7280 4.6964 5.2348
(12.617)%** (8.867)%** (6.871)%** (7.362)%*
Borrower Oekom 0.2498 0.4844 0.4829 0.2051
(2.540)** (3.829)%** (3.307)%** (1.327)
Borrower c.Oekom 20.6808 2.6278 20.6306 0.7221
(24.373)%* (23.497)%* (23.041)%** (23.619)***
Borrower ta - 0.0000 0.0000 0.0000
(4.931)%* (3.440)%* (0.953)
Borrower mtb - 20.0162 20.0096 2.0067
(23.137)*** (22.358)** (22.049)*
Borrower tdte - 0.0137 0.0079 0.0077
(3.068)*** (1.980)** (2.139)**
Borrower beta - 0.0609 0.0312 0.0738
(0.642) (0.311) (0.693)
Current ratio - 20.1680 20.1660 20.1237
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(2.831)* (4.722)* (21.305)
Borrower roe - 2.0221 20.0091 2.0252
(2.303) (20.538) (21.908)*
Borrower freefloat - 0.0050 0.0036 0.0017
(2.618)*** (1.745)* (0.978)
Borrower intercover - 0.0000 0.0001 0.0000
(1.413) (1.701)* (0.038)
Borrower r&d - 20.6795 21.2479 0.0632
(20.618) (21.161) (0.057)
Borrower zscore - 0.0047 0.0071 0.0051
(1.741)* (3.137)%** (2.179)**
Borrower rating - 20.1784 20.1380 20.1208
(28.954)%** (27.415)%** (%6.588)***
Lender ta - - 0.0000 0.0000
(1.677)* (0.452)
Lender rating - - 20.0675 20.0096
(21.526) (20.205)
Loan maturity - - 0.0027 0.0038
(2.362)** (3.173)**
GDP growth - - 24.8681 21.8180
(23.230)*** (20.562)
Developing country - - - 0.2803
(1.290)
Industry effects - - - YES
Time effects - - - YES
Adjusted Rsquared 2.95% 12.66% 34.71% 48.32%
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Observations 1007 787 478 470

Table 5: Effect of Corporate Social Responsibilitipimensions

on the Cost of Bank Loans

Table contains pooled OLS regression coefficients-stitistics in parentheses. The logarithm of the 1
winsorzed value of bank loan spread over the basis rate is the regressand. Key independent variabl
or environmentaDekomscore. Regressions are at the level of lender group for each loan facility ar
different sets of control variables. Hetercestizity consistent estimators are applied, ** denote

statistical significance at the 1%, 5% and 10%résypelctively.

Accepted Article

Oekom score Social(1) Social(2) Env.(1) Env.(2)
C 3.5358 4.6936 6.3466 6.0654
(7.894)%* (7.080)** (11.347)%** (7.829)***
Borrower Oekom 0.4278 0.2680 0.1674 20.0318
(4.565)*** (1.905)* (2.276)* (20.316)
Borrower c.Oekom 20.2397 20.4888 21.0104 2.8842
(21.944)* (23.224)x** (%5.401)*** (23.596)***
Borrower ta 0.0000 0.0000 0.0000 0.0000
(4.604)*** (0.779) (4.591)**=* (1.003)
Borrower mtb 20.0178 20.0069 20.0174 20.0080
(22.635)*** (2.134)* (2.569)** (2.599)***
Borrower tdte 0.0134 0.0075 0.0154 0.0084
(1.974)% (2.133)** (2.279)* (2.423)*
Borrower beta 0.0552 0.0611 0.0180 0.0404
(0.716) (0.614) (0.235) (0.393)
Current ratio 20.0765 20.0843 20.1756 20.1040
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Borrower roe

Borrower freefloat

Borrower intercover

Borrower r&d

Borrower zscore

Borrower rating

Lender ta

Lender rating

Loanmaturity

GDP growth

Developing country

Industry effects

Time effects

(21.048)
20.0172
(20.596)
0.0070
(4.674)%
0.0000
(0.175)
20.8141
(20.935)
0.0047
(2.362)*
20.1830

(212.083)***

(20.963)
20.0229
(21.730)*
0.0024
(1.345)
0.0000
(20.106)
20.2454
(20.228)
0.0054
(2.349)**
20.1206
(26.703)%**
0.0000
(0.810)
20.0619
(21.329)
0.0035
(3.082)*+
2.3513
(20.734)

0.2829

(1.316)
YES

YES

(22.340)*
20.0256
(20.894)
0.0038
(2.416)**
0.0000
(0.481)
20.3168
(20.369)
0.0043
(2.207)**
20.1842

(212.318)***

(21.144)
20.0260
(21.941)*
0.0014
(0.805)
0.0000
(20.326)
0.0958
(0.087)
0.0045
(2.021)*
20.1275
(27.425)%
0.0000
(0.202)
20.0358
(20.790)
0.0035
(2.948)%**
21.7231
(20.544)

0.2766

(1.289)
YES

YES
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Adjusted Rsquared 35.68% 49.19% 36.67% 49.46%

Observations 588 470 588 470

Accepted Article
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Table 6: Effect of Corporate Social Responsibilitsubdimensiors on the Cost of Bank Loans

Table contains pooled OLS regression coefficients-stdkistics in parentheses. The logarghiihe 1%

insorzed value of bank loan spread over the basis rate is the regressand. Independent variables ¢

ﬁle 1. Regressions are at the level of lender group for each loan facility. Heteroskedasticity
Imators are applied* *** denote statistical significance at the5P%and 10% levekspectively.

y—

O

¢ %Oekom variable Al A2 A3 B1 B2 B3
“ 47775 4.8317 4.7239 6.0968 6.0682 6.0849
(7.931)***  (8.093)*** (7.629)*** (7.839)***  (7.736)*** (7.776)***
HrowerOekom 20.0119 0.0643 0.0368 0.0034 20.0222 20.0069
(20.286) (1.321) (1.062) (0.095) (20.470) (20.180)
rowerc.Oekom 20.4537 20.5094 20.4604 20.9525 20.9307 20.9413
(22.946)*** (2 (2 (24.094)*** (2 (2
owerta 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
(0.717) (0.293) (0.503) (0.250) (0.369) (0.316)
owermtb 20.0072 20.0076 20.0076 20.0091 20.0093 20.0091
ﬁ' (22.421)** (22.420)** (22.439)** (23.033)*** (2 (2
rowertdte 0.0055 0.0055 0.0058 0.0072 0.0073 0.0072
(1.685)* (1.653)* (1.735)* (2.122)** (2.165)**  (2.095)**
@mwerbeta 0.0660 0.0770 0.0777 0.0575 0.0523 0.0528
(0.626) (0.739) (0.745) (0.549) (0.509) (0.495)
Hrentratio 20.0664 20.0650 20.0701 20.0976 20.0956 20.0972
(20.731) (20.727) (20.768)  (21..076) (2.053) (2.074)
erroe 20.0157 0.0131 20.0151 20.0190 20.0193 20.0190
(21.250) (21.045) (2.214)  (21.496) (21.521) (21.496)
Bawowerfreefloat 0.0031 0.0031 0.0030 0.0021 0.0022 0.0021
(1.802)* (1.781)* (1.709)* (1.230) (1.265) (1.222)
rowerintercover 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
‘ > (20.864) (20.664) (20.748) (20.278) (20.349) (20.320)
rrowerr&d 20.4624 20.9729 20.7559 20.5646 20.4643 20.5018
(20.406) (20.870) (20.691) (20.513) (20.414) (20.455)
owerzscore 0.0051 0.0048 0.0049 0.0046 0.0046 0.0047
(2.244)** (2.075)**  (2.154)**  (2.084)** (2.093)**  (2.128)**
rower rating 20.1195 0.1116 20.1144 0.1151 0.1171 0.1162
(26.751)*** (2 (2 (26.789)***  (26.96)*** (2
derta 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
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(0.943) (0.998) (0.427) (0.405) (0.428)
Lender rating 20.0736 20.0739 20.0612 20.0605 20.0612
(#41.502) (#.504) (#.292) (21.286)  (#.293)
anmaturity 0.0036 0.0036 0.0036 0.0035 0.0035
(2.981)*** (3.008)***  (2.967)***  (2.958)*** (2.953)***
P growth 21.88898 2.22206  21.81393 21.72023 21.83518
~ (20.589) (0.694) (20.572) (20.54) (20.579)
evelopingountry 0.2122 0.2473 0.2607 0.2514 0.2564
< ’ (0.94) (1.091) (1.139) (1.103) (1.122)
ustry effects YES YES YES YES YES
° ﬂe effects YES YES YES YES YES
Adjusted Rsquared 47.45% 47.61% 48.48% 48.51% 48.48%
ervations 470 470 470 470 470

It

Table 7: Effect of MSCI KLD CSR Scores on the Cost of Bank Loans

le contains pooled OLS regression coefficientsstattistics in parentheses. The logarithm o

% winsoded value of bank loan spread over the basis rate is the regressand. Independe
re, defined in Tabld. Regressions are at the level of lender group for each loan

Heteroskedasticity consistent estimators are appfied?**,denote fatistical significance at the 1

5% and 10% levyekspectively.

ted

KLD variable Total Social/Environmental
4,7817 7.0841
(8.013)*** (9.013)***
rower_KLD _total 20.3755 2
% (21.151)
er KLD soc - 20.3328
(41.373)
rower_KLD_env - 20.0418
(20.179)
@owena 0.0000 0.0000
(1.380) (1.458)
@owermtb 20.0091 20.0089
(20.617) (20.601)
Basrowertdte 0.0076 0.0078
(1.163) (1.186)
orrowerbeta 20.1934 20.1892
(21.503) (21.438)
Currentratio 0.0295 0.0261
(0.210) (0.182)
Borrowerroe 20.2028 20.2078
(21.614) (21.619)
Borrowerfreefloat 0.0030 0.0029
(1.055) (1.029)
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Borrowerintercover 20.0011 20.0011
(22.902)*** (2
Borrowenr&d 20.5881 20.6096
(20.617) (20.645)
@owerzscore 0.0614 0.0581
(0.732) (0.712)
ﬂrower rating 20.1433 20.1432
(24.306)*** (2
< Le’derta 0.0000 0.0000
(#.017) (21.005)
° #der rating 0.0467 0.0478
(0.726) (0.741)
Hn maturity 0.0002 0.0003
H (0.082) (0.114)
growth 219.4721 218.5870
(21.119) (21.072)
ndustry effects YES YES
ime effects YES YES
Adjusted Rsquared 71.62% 71.48%
Observations 164 164
@8: Effects of rporate Social Responsibility on the Cost of Bank Loans when Sampling by Financial
Distress

montains pooled OLS regression coefficients-stittistics in parentheses. Todgarithm of the 1% winsaed

v f bank loan spread over the basis rate is the regressand. Key independerareeelaiteCSR scose

aegrewons are at the level of lender group for each loan facilittteendarse set of controls variables as in e

t their coefficients are not reported for the sake of parsiemroskedasticity consistent estimators are aj

]Ju VDPSOHV FRQWDLQ REVHUYDWLRQV LQ W kKéiZEdRW M RPLJIK

ntain observations in the2f®p of the pooled sample accordingZtecore. ***, *** denote statistice
ificance at the 1%, 5% and 10%, lmsgectively.

-

Key Oekom variable Total Total Soc/Env  Soc/Env A1%B3 A1%B3
@pling by zscore Low z High z Low z High z Low z High z
rrowerOekomcorp 0.4165 202805 - - - -
c ) (1.438) (20659
rowerOekomsocial - - 0.2396 203908 - -

(0.877) (21269
20.0144 01249 - -

rowerOekomenv - -
rowerOekomal - - - 0.0580 20.5796

(?0.055)  (0.26%

(0.145) (21.960*
BorrowerOekoma?2 - - - - 0.1710 0.3060

(0.643) (0589
BorrowerOekoma3 - - - 20.2606 0.0@6

(21.654) (02764
BorrowerOekomb1 - - - 0.0621 0.021
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(0.197) (200342
BorrowerOekomb?2 - - - - 0.0803 0024
(0.319) (0.®5H
rrowerOekomb3 - - - - 20.0224 0.1832
@ (20.176) (1.287
usted Rsquared 55.11% 52.99% 56.57% 55.88% 56.02% 57.05%
ervations 118 119 118 119 118 119

!
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