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Introduction

The present thesis is a collection of research papers in empirical corporate finance.
The overarching theme in all these studies is to understand how the alignment of
interests between shareholders and managers affects various stakeholders. These
stakeholders can be firm specific parties such as customers and employees, or more
general public such as the local community where the firm operates.

To understand how the alignment of interests between shareholders and man-
agers affects various stakeholders, let me first briefly mention the classical conflict
of interests between shareholders and managers. Managers tend to have their
own agenda. Whenever managerial agenda does not serve shareholder interests,
there is an agency problem. In a rational world, this agency problem does not
necessarily affect adversely rational, forward-looking shareholders, but it leads to
a suboptimal outcome in terms of aggregate welfare.

Managerial discretion towards stakeholders can be viewed in this standard
agency setup. If shareholders tend to optimally internalize the effects on stake-
holders, inefficient outcome is a direct result of the agency problem. This is the
approach taken in the existing literature in corporate governance. Yet, inefficient
outcome can also result when managerial interests are aligned with those of share-
holders. This is the case when shareholders do not internalize the effects on other
stakeholders. Ideally, it is the role of government to force the proper internaliza-
tion. In practice, governmental intervention has its own drawbacks and might face
the same limitations as shareholders (e.g. information asymmetry).

To determine which stakeholder related managerial activities tend to lead to
aggregate inefficiencies is a complicated task. Ideally, one would like to have an
objective measure of corporate governance, an exogeneous variation in corpor-
ate governance and an objective measure of stakeholders’ welfare. Unfortunately,
neither the quality of corporate governance nor the welfare of stakeholders are
easily measurable. Moreover, an exogeneous variation in corporate governance
is difficult to obtain. Due to these complications, this thesis uses three different
settings to tackle the task.

The first paper obtains stakeholder related data from KLD rating agency and
provides evidence on how firms’ stakeholder orientation is associated with standard
measures of corporate governance. KLD ratings are used to construct two binary
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indicators, one measuring stakeholder hostility and the other stakeholder friendli-
ness. Based on these indicators, a novel classification of firms is obtained. Firms
are divided into four groups: stakeholder hostile, neutral, friendly and "friendly
and hostile". This classification captures the multi-dimensionality of firms’ stake-
holder orientation by allowing firms to be simultaneously stakeholder hostile as
well as friendly. For instance, a firm can have a detrimental effect on the natural
surrounding of the local community, but at the same time contribute positively
to that local community via educational and housing programs. Aggregation of
these two effects into a single measure would be subjective and misleading.

The results show that both stakeholder friendly and hostile firms tend to have
significantly lower insider ownership, smaller option grants, lower pay-performance
sensitivities, larger boards, older executive officers and directors, lower institu-
tional ownership and a larger number of anti-takeover defenses than the firms with
neutral stakeholder orientation. There is also some evidence that the probability
of belonging to stakeholder hostile group is positively related to the strength of
corporate governance, but the effect is insignificant except in areas related to local
and global community. A possible explanation is that in these areas stakeholders
are protected mainly by ethics and social norms rather than by various regulations
that is commonplace in labour, environment and customer related areas. All in
all, the evidence in this paper lends support for the idea that shareholders tend to
internalize the effects on stakeholders who are protected by various regulations.

The second paper examines how the weakening in corporate governance affects
workers via workplace safety. We use the anti-takeover regulation in the 1980s as
a natural experiment to obtain an exogeneous variation in corporate governance.
Our measures of workplace safety come from the Occupational Safety & Health
Administration in US. These include the number of violations of workplace safety
regulation, penalties paid for these violations, the number of accidents and em-
ployees’ complaints about their workplace safety. We find that firms presented
significantly more workplace safety violations and penalties than otherwise similar
firms that were not affected by the regulation. Accidents and complaints tend to
decrease as a result of the anti-takeover regulation, but the results are not entirely
robust. We also document that the increase in workplace safety violations was
significantly smaller in unionized firms.

Our findings have important implications for stakeholder-shareholder debate.
First, an increase in managerial discretion can harm rather than benefit certain
stakeholders. In other words, there is a natural alignment between shareholders
and stakeholders in some areas. In addition, to the extent that unions limit mana-
gerial discretions, union and shareholders’ preferences are congruent in some areas.
Second, our results cast doubt over the popular view that regulatory wrong-doing
is the result of shareholders’ extensive pressure on managers. At least with respect
to workplace safety violations, this pressure is beneficial rather than harmful. Fi-
nally, our results also have important policy implications about how to protect
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stakeholders. If workplace safety is a major concern, the policy that limits mana-
gerial discretion and strengthens shareholder power vis-a-vis manager is likely to
yield positive results.

The third paper uses leveraged buyouts by private equity funds as a natural
setting to study the implications of strong corporate governance on stakehold-
ers. For a sample of 373 leveraged buyout (LBO) targets, we obtain KLD stake-
holder ratings before or after the private equity (PE) activity. Using difference-in-
difference setting, we examine the selection and treatment effect of PE ownership.
We find that PE funds do not target firms with exceptional social responsibility
performance. Instead, LBO targets are characterized by weak stakeholder relations
across a number of measures compared to their peers, in terms of corporate gov-
ernance, transparency, employee relations and community relations. Controlling
for this selection, we do not find systematic evidence in favor of the idea that
private equity funds gain at the expense of other stakeholders. Private equity
ownership alters targets in the direction of higher pay, improved work-life be-
nefits, increased charitable giving, and decreased concerns related to retirement
benefits, adverse economic impact, tax disputes, unfair marketing practices and
antitrust problems.
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PAPER 1

Obey the Law and Do a Little Bit Extra?

ABSTRACT. The paper provides evidence on how firms’ stakeholder orient-
ation is associated with standard measures of corporate governance using a
panel of 1778 US companies during the period of 1995-2006. We construct two
binary indicators, one measuring stakeholder hostility and the other stake-
holder friendliness using data from KLD ratings agency. Based on these
indicators, we classify firms into four groups representing stakeholder hostile,
neutral, friendly and "friendly and hostile" firms. Our results show that both
stakeholder friendly and hostile firms tend to have significantly lower insider
ownership, smaller option grants, lower pay-performance sensitivities, larger
boards, older executive officers and directors, lower institutional ownership
and larger number of anti-takeover defenses than the firms in the neutral
group. We also find that the probability of stakeholder hostile activity is
positively related to the strength of corporate governance, but the effect is
insignificant except in local and global community areas. A possible explan-
ation is that in these areas stakeholders are protected mainly by ethics and
social norms rather than by various regulations that is commonplace in la-
bour, environment and customer related areas. These findings lend support
for the idea that stakeholders are best protected by various regulations.
Keywords: Corporate Governance, Stakeholders, Regulation

JEL codes: G32, G34

1. Introduction

Managers take frequently decisions that have a direct consequence on stake-
holders other than shareholders. For instance, a decision to participate in charity,
housing or education supporting programs has a direct effect on local community,
a choice of health and safety programs affects workers in their workplace, a type
of technology firm uses determines its environmental impact. In this paper, we
study the role of managerial incentives in various stakeholder related activities by
providing evidence on how these activities associate with standard measures of
corporate governance. The main finding is that weak managerial incentives are

I would like to thank Mike Burkart, Fei Ding, Mariassunta Giannetti, Linus Kaisajuntti,
Samuel Lee, Andrei Simonov, Per Stromberg, Daniel Sunesson and seminar participants at Stock-
holm School of Economics, Harvard University and Australian Finance and Banking Conference
for helpful discussions and valuable comments. Financial support from the Jan Wallander and
Tom Hedelius Foundation, and Stiftelsen Bankforskningsinstitutet is gratefully acknowledged.
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8 OBEY THE LAW AND DO A LITTLE BIT EXTRA

associated with activities that can be characterized as stakeholder friendly or hos-
tile, while strong managerial incentives are associated with stakeholder activities
that can be viewed as stakeholder neutral.

The traditional finance literature focuses on shareholders. Firms should be
managed in the interests of its shareholders, while other stakeholders are protec-
ted from managerial decisions via complete contracts or the existence of outside
options.! In this setup, the alignment of interests between managers and sharehold-
ers would be a matter of indifference to various stakeholders. In reality, contracts
are incomplete, outside options are imperfect and stakeholders are affected by the
conflict of interests between shareholders and managers.

In this light, the relationship between managerial incentives and stakeholder
related corporate activities provides an interesting setting to learn about share-
holder interests and managerial preferences. We address two questions. First, what
are shareholder interests with respect to other stakeholders or to put differently,
what are the consequences of strong alignment of interests between shareholders
and management on various non-shareholder stakeholders. This question is im-
portant since the existing finance literature has strongly argued that firms should
be managed in the interests of its shareholders. Yet, it is unclear what exactly are
the interests of shareholders. Even if one takes the conventional view that share-
holders are interested in maximizing shareholder value, there is no agreement on
what corporate activities serve this goal. In theory, both stakeholder friendly and
hostile corporate activities can be consistent with shareholder value maximiza-
tion.2 A sound empirical knowledge of stakeholder related corporate activities
that serve shareholder interests is an essential element in the rational design of
stakeholder related regulations.

A second question concerns managerial preferences with respect to non-shareholder
stakeholders: what stakeholder related activities does management pursue under
a weak alignment of interests between shareholders and management? Agency
theory states that in the absence of strong corporate governance managers pursue
their own agenda.?> However, how does the managerial agenda affect specific stake-
holder related corporate activities such as the choice of environmentally friendly
technology, hazardous waste management, workplace health and safety conditions,
product quality, for example?

Empirical research on shareholder interests and managerial preferences with
respect to various stakeholders is challenging. First, data on corporate activities
related to various stakeholders is not readily available. We deal with this data is-
sue by using corporate social responsibility ratings offered by KLD. These ratings

1 See Williamson (1984), Shleifer and Vishny (1997), Becht, Bolton, and Roell (2003), Kraak-
man and Hansmann (2000).

2 Both the theory of firm (see Zingales (2000)) and stakeholder theory (see Tirole (2001))
argue that the interests of shareholders and other parties are not always convergent.

3 See Jensen and Meckling (1976), Fama and Jensen (1983), Friedman (1970) for the theor-
etical argument.
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reflect firms’ annual performance with respect to various non-shareholder stake-
holders and are available for S&P 500 and Domini 400 Social Index in 1995-2000,
Russell 1000 Index in 2001-2002 and Russell 3000 Index in 2003-2006. Using these
detailed ratings about company’s strengths and concerns in various stakeholder
areas, we construct two binary indicators, one measuring stakeholder hostility and
the other stakeholder friendliness. Based on these indicators, we classify firms into
four groups: stakeholder hostile, neutral, friendly and "friendly and hostile" firms.

A second problem concerns the endogeneity of corporate governance. The
ideal analysis of shareholder interests and managerial preferences with respect to
various stakeholders includes a controlled experiment in which weak and strong
corporate governance mechanisms are randomly assigned to firms. Shareholder
interests and managerial preferences would then be easily obtained by comparing
various stakeholder related corporate activities among firms with weak and strong
corporate governance.

In absence of such an experiment, the task is to find circumstances where
corporate governance is as if randomly assigned. In corporate governance, where
even small scale experiments are infeasible, regulatory changes provide a credible
source of identification.* Anti-takeover regulation in the 1980s, for example, can be
used to obtain credible estimation results.” However, data on social responsibility
ratings starts from the 1990s and therefore limits the use of anti-takeover regulation
in this paper.

This paper deals with potential endogeneity problems in the following ways.
First, we make sure that our results are robust to alternative measures of corporate
governance. We employ pay-performance sensitivities obtained from the ownership
and options data to proxy for explicit incentives. We use the mean age of the
management to account for implicit incentives and career concerns. We consider
board size, the fraction of outsiders in the board together with the concentration
of institutional investors to account for the control structure, active and passive
monitoring. Finally, we use anti-takeover defences to account for external forces
as disciplining devices. Second, we rely on "selection on observables" assumption.
The comparison of stakeholder orientation between strong and weak corporate
governance firms is made controlling for year, industry and size effects. And
finally, we use fixed effect models to control for unobservable, but time-invariant
factors affecting stakeholder related corporate activities.

Our results show that stakeholder friendly and stakeholder hostile firms are
characterized by weak corporate governance, while stakeholder neutral firms are
characterized by strong corporate governance. The results from the descript-
ive analysis show that stakeholder friendly and stakeholder hostile firms tend to

4 IV and 2SLS are other frequently employed indentification strategies. However, the exo-
geneity of instruments hold by assumption.
5 See Bertrand and Mullainathan (2003) and more recently in Giroud and Mueller (2007).
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have significantly lower insider ownership, smaller option grants and lower pay-
performance sensitivities than firms in the neutral group. They have on average
larger boards and older executive officers and directors. They also have lower in-
stitutional ownership and larger number of anti-takeover defenses than the firms
in the neutral group.

The estimation results show that the probability of a firm belonging to stake-
holder friendly group is decreasing in pay-performance sensitivity and increasing
in the number of anti-takeover defenses controlling for size, industry and other
firm characteristics. The probability that a firm belongs to hostile or "friendly
and hostile" is not affected by pay-performance sensitivity, but is increasing in the
number of anti-takeover defenses. We also find that the probability of stakeholder
hostile activity is positively related to the strength of corporate governance, but
the effect is insignificant except in local and global community areas. A possible
explanation is that in these areas stakeholders are protected mainly by ethics and
social norms rather than by various regulations that is commonplace in labour,
environment and customer related areas.’

Our study emphasizes that there is a significant share of firms that engage
simultaneously in stakeholder friendly and stakeholder hostile activities. We show
that these firms are also characterized by weak corporate governance mechan-
isms. We provide two possible reasons for the existence of "friendly and hostile"
group. First, firms are likely to use stakeholder friendly activities to cover their
stakeholder hostile activities. For instance, a firm that consistently violates envir-
onmental regulations has a direct motive to engage in generous charity programs
to manipulate its public image. Second, firms do not do what they say they do. If
social ratings are based on annual reports that tend to overstate the engagement
of companies in different stakeholder areas, both positive and negative stakeholder
ratings are likely to result.

Our study is related to the empirical literature that links firm value to the
measures of stakeholder friendliness. These studies typically compare financial
performance of stakeholder friendly or stakeholder hostile firms with some control
group. For instance, a typical study of stakeholder friendly firms compares firm
value and profitability between stakeholder friendly and non-friendly firms. This
paper differs from the earlier studies in important ways. First, we study stake-
holder hostile and friendly corporate activities together, not separately. We argue
that stakeholder friendliness is not one-dimensional variable. Firms can simul-
taneously be friendly and hostile even with respect to the same stakeholder. For
instance, a firm that launches an investment with adverse effects on local com-
munity can simultaneously engage in generous charity programs to manipulate its
public image. Second, we focus on corporate governance instead of firm value or

6 Note, however, that in some other context external regulation with lax enforcement or mon-
itoring leads to lower cooperation and less internalization of negative externalities (see Ostrom
(2000))
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profitability. We believe that focus on corporate governance is useful in design-
ing practical corporate governance rules and stakeholder regulations. To illustrate
this, consider the sale of outdated minced meat in some Swedish shops in 2008.
This incident could have originated from the managers’ lack of effort to monitor
their employees and their compliance with the elementary health standards. In
other words, the incident could have taken place due to weak managerial incent-
ives to serve shareholder interests. Alternatively, it could reflect the owners’ profit
motive and ex ante cost-benefit analysis. The knowledge of shareholders’ interests
and managerial preferences would help design effective regulation by determin-
ing which alternative is more likely. Clearly, improving the alignment of interests
between shareholders and managers would be desirable in the first case, while in
the second case it is likely to be detrimental.

2. Related Literature

Empirical studies presenting systematic evidence on the effect of corporate
governance on stakeholder related corporate activities are relatively scarce. The
literature can be divided into three broad categories: studies of corporate crime,
studies of takeovers and studies of corporate social performance. The first category
lends support for the idea that corporate wrongdoing is an agency cost. Alexander
and Cohen (1999) study the relationship between corporate crime and managerial
ownership in a sample of 52 publicly traded corporations convicted of Federal
crimes in 1984-1990. They find that crime occurs less frequently among firms
in which management has a larger ownership stake. Karpoff and Lott (1993)
examine the reputation costs of corporate crime. They find that formal court-
imposed sanctions for committing fraud often represents a small fraction of the
damage produced to a firm by the fraud. Their finding is an indirect evidence
that corporate crime does not serve the interests of shareholders (see also Frooman
(1997)). While informative, these studies of corporate crime often rely on small,
hand collected data sets. Moreover, they focus exclusively on corporate crime and
use relatively few corporate governance measures.

The second group of literature concentrates on takeovers and the impact on
stakeholders. The pioneering work of Shleifer and Summers (1989) argues that
hostile takeovers provide means for shareholders to break the implicit trust-based
contracts with various stakeholders. These implicit contracts are needed to in-
duce stakeholders to undertake welfare increasing relationship specific investments.
Their empirical evidence based on case studies support the wealth transfer hypo-
thesis. However, the subsequent literature on takeovers does not find conclusive
support for stakeholder wealth transfer hypothesis. Kaplan (1989a) analyzes 76
management buyouts (MBOs) during the period of 1980-1986. He documents
that MBOs are followed by significant increases in operating performance, but
the changes in employment are insignificant. The follow up papers have ana-
lyzed the effects of takeovers on bondholders, banks, pension funds and suppliers
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with some support for suppliers’ wealth transfers hypothesis (see Brown, Fee,
and Shawn (2007)). Takeovers and especially leverage buyouts (LBOs) provide
a fruitful ground for studying the conflicts of interests between shareholders and
stakeholders, since LBOs are usually accompanied by strengthening of corporate
governance. Our paper focuses on public companies, and thus helps understand
whether the results from takeover studies can be generalized to a larger subset of
companies.

The last group of literature focuses on the benefits and costs of corporate
social responsibility on shareholders. The aim is to determine whether compan-
ies serve the interests of shareholders by acting socially responsibly. Griffin and
Mahon (1997) survey the literature and conclude that no consistent relationship
exists between firms’ financial performance and social performance. Barnea and
Rubin (2006) study the relationship between corporate social responsibility ratings
and managerial ownership. They use a cross-sectional sample of 3000 US firms
that were rated by KLD in 2003. They find that strength ratings are negatively
associated with inside ownership. They conclude that corporate social respons-
ibility is a private benefit that improves management’s reputation of being good
corporate citizens (see also Friedman (1970) for the similar argument). Faleye and
Trahan (2006) study whether labour friendly firms serve the interests of sharehold-
ers or represent agency costs. They find that labour friendly firms outperform a
group of control firms on productivity, profitability and firm value. Dowell, Hart,
and Yeung (2000) study whether compliance with global environmental standards
benefits shareholders. They find that firms which adopt global environmental
standards have higher Tobin’s Q than those which do not. In the managerial
literature, Graves and Waddock (1994) and Johnson and Greening (1997) argue
that corporate social performance reflects the preferences of different sharehold-
ers. Graves and Waddock (1994) study whether institutional investors invest more
in firms with high social performance. They find that past social performance is
positively associated with the number of institutional owners and the percentage
of shares held by institutions. They conclude that institutional investors are not
short term profit oriented and invest in firms with high social performance. John-
son and Greening (1997) argue that there is a trade-off between short and long
term profit maximization. Mutual funds seek short term, while pension funds,
outside directors and managers with high insider ownership are concerned with
long term profit. They find that higher institutional ownership by pension funds
and higher proportion of outside directors are associated with higher social per-
formance. While the findings of the papers in the last group are important, these
papers fail to explain the causes of corporate misbehaviour.

In general, the existing literature has focused on two extremes: socially re-
sponsible firms and crime firms. Moreover, the two are usually analyzed separ-
ately. However, poor corporate governance may be a common root of both of these
extremes. In addition, firms that engage in corporate crime may also be actively
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involved in corporate social responsibility to mislead the public image and reduce
the likelihood of crime discovery. Our study sheds some light on these further
issues.

3. Corporate Governance and Stakeholders

How corporate governance affects stakeholders other than shareholders can be
explained by tabulating shareholders’ interests and managerial preferences with
respect to different stakeholders (see Figure 1). If sharcholders and managers have
similar preferences with respect to a certain stakeholder, corporate governance is
irrelevant in determining corporate activities related to that stakeholder. Notice
that these corporate activities can be either stakeholder neutral, hostile or friendly.
For instance, if the adoption of environmentally friendly or hostile technology
corresponds to both shareholder interests and managerial preferences, the quality
of corporate governance has no effect on the firm’s choice of technology.

The quality of corporate governance becomes instrumental only if managers
and shareholders have divergent interests. There are two possibilities. The first one
is that it is not in the interests of shareholders to undertake various stakeholder
friendly corporate activities, but these activities serve managerial interests. In
addition, this possibility also includes the case where it is in the interests of share-
holders to undertake various stakeholder hostile corporate activities, but these
activities do not serve managerial interests. In other words, under this hypothesis
we would expect the probability of stakeholder friendliness to be decreasing and/or
the probability of stakeholder hostility to be increasing in the strength of corporate
governance.

The alternative possibility is that it is in the interests of shareholders to un-
dertake various stakeholder friendly corporate activities, but these activities are
such that they do not serve managerial interests. In addition, this possibility
also includes the case where it is in the interests of shareholders to avoid various
stakeholder hostile corporate activities, but management fails to prevent it un-
less properly motivated. Under this hypothesis, we would expect the probability
of stakeholder friendliness to be increasing and/or the probability of stakeholder
hostility to be decreasing in the strength of corporate governance.

4. Data

The basis for the sample is KLD social rating data. The ratings are available
for Standard and Poor’s 500 and Domini 400 Social Index for the period of 1995-
2000, Russell 1000 Index for the period of 2001-2002 and Russell 3000 Index for
the period of 2003-2006. For these firms, we extract balance sheets from Com-
pustat, executives’ and directors’ compensation and ownership from the Standard
and Poor’s ExecuComp and IRRC directors databases, anti-takeover defenses and
institutional ownership from Investor Responsibility Research Center (IRRC) gov-
ernance and Thomson Financial CDA /Spectrum databases. The final sample size
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FIGURE 1: Why corporate governance matters for stakeholders?
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may change depending on the variables used, but it has around 1800 firms and
7000 firm year observations during the period of 1995-2006.

4.1. Dependent Variables. KLD data provides a list of concerns and strengths
in various stakeholder categories for a given firm and year. These concerns and
strengths are presented as binary variables. The list of available concern and
strength ratings is presented below.

(1) Local community. Strengths: engagement in (i) various charity, (ii) hous-
ing and education supporting programs for disadvantaged, (iii) in-kind
giving programs or other notably positive community activities. Con-
cerns: (i) investment or other economic activities that led to adverse ef-
fects on local community, (ii) major tax disputes over its tax obligations
to the community and (iii) other noteworthy community controversies.

(2) Labour force and diversity. Strengths: (i) strong health and safety pro-
grams, (ii) outstanding programs addressing work-life concerns, including
childcare, elder care, flextime. Concerns: (i) willful violations of employee
safety and health standards, (ii) affirmative action controversies.

(3) Environment. Strengths: (i) strong pollution prevention programs, (ii)
the use of renewable energy and clean fuels or promotion of climate
friendly practices outside its own operations. Concerns: (i) civil pen-
alties for waste management, (ii) other regulatory violations.

(4) Global community and human rights. Strengths: (i) strong relationships
with indigenous people near firm'’s facilities in or outside the US, (ii) vari-
ous human rights initiatives. Concerns: (i) controversies with indigenous
people, (ii) labour force and human rights controversies in developing
countries, (iii) economic operations with Burma.

(5) Customers. Strengths: (i) products with social benefits that are unusual
for the respective industry. Concerns: (i) violations of product safety
regulations, (ii) marketing controversies, (iii) violations of antitrust reg-
ulations.

Using these stakeholder specific ratings, we create two binary measures of
corporate social activity.” A variable concern equals one if a firm has a concern
in the list above and zero otherwise. One could name this concern variable also
as a crime variable in labour, environment and customer related areas, since the
concerns in these areas are based on regulatory violations. A variable CSR equals
one if a firm has a strength and zero otherwise. The CSR variable is defined in an
aggregated way across stakeholder areas, while the concern variable is defined in
an aggregated way and also separately in different stakeholder areas.

7 An alternative is to sum strength and concern ratings within a stakeholder area. There is
a high correlation between our binary measures and these alternative measures. The advantage
of our binary measures is the possibility of simple categorization of firms.
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Based on concern and CSR variables we divide firms into four distinct groups:
hostile, neutral, friendly and hostile&friendly (see Figure 2). The hostile group in-
cludes firms that engage in activities that violate various stakeholder regulations.
At the same time, these firms do not have any strength ratings. The neutral group
characterizes firms that practice activities with neutral consequences on stakehold-
ers. These firms have no positive or negative ratings. Friendly group includes firms
with stakeholder friendly activities. Finally, we have "hostile and friendly" group
that includes firms with some strengths, but also with some concerns.

Our classification of firms takes explicitly into account that firms can simul-
taneously engage in stakeholder friendly and stakeholder hostile activities. For
instance, a firm could consistently violate environmental regulations and at the
same time engage in generous charity programs. The presence of firms with sim-
ultaneous concern and strength ratings is also consistent with anecdotal evidence
that firms do not do what they say they do.® If strength ratings are partly based
on annual reports that tend to overstate the engagement of companies in different
stakeholder areas, simultaneous strength and concern ratings are likely to result.

FicUrg 2: Classification of firms by their stakeholder activity

CSR rating

0 1
0 Neutral Friendly
Concern
ratin H i
g 1 Hostile o;tlle &
Friendly

4.2. Independent Variables. As for corporate governance and shareholder
rights, there is no unique measure. Following theoretical and empirical literature
in corporate governance (see e.g. Hart (1995)), we consider the following ways to
align managerial interests with those of shareholders:

(1) Explicit incentives, that is managerial remuneration including managerial
ownership and stock options. We calculate insiders’ pay-performance
sensitivities using stock ownership and option data.

(2) Implicit incentives, that is managerial career concerns. Even without
explicit incentives, manager may act in the interests of shareholders to

8 See Aaron, Levine, and Toffel (2007) for the early empirical evidence on the validity of

social ratings.
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secure future employment. We use directors and executive mean age to
proxy for implicit incentives.

(3) Control structure, active and passive monitoring by the major share-
holders, board of directors, institutional owners. We use board size, the
fraction of independent directors, directors’ ownership and concentration
of institutional ownership measured as the Herfindahl index (HHI) to
account for monitoring.

(4) External mechanisms such as takeovers. We use Gompers, Ishii, and
Metrick (2003) anti-takeover index.

In addition to corporate governance variables, we use total assets, Tobin’s Q,
ROA, ratio of sales to asset to control for size, growth opportunities and profitab-
ility. We also use 17 Fama-French industry classifications (see Fama and French
(1997)).

We lag our independent variables three years for the following three reasons.
First, the ratings published at the end of the year may still be partly based on
the information published last year. Second, and more importantly, the time dif-
ference between the occurrence of corporate misbehavior, its discovery and public
announcement may be considerable. Lastly, the effect of corporate governance on
corporate misbehavior is not necessarily immediate and is likely to take time.

5. Presentation of the Data

5.1. Descriptive Statistics. Descriptive statistics of the sample data is
presented in Table 1. The average firm in the sample is large both in terms of
assets and the number of employees. It has about 14 million dollars of total assets
and 25 thousands workers. Tobin’s Q is on average around two and the ratio of
debt to assets ca. 20%. The average CEO owns 1.8% of equity and a package of
options including options granted and options held, respectively 0.2% and 0.9%
of outstanding shares. The corresponding figures are substantially lower for the
median CEO indicating that CEO compensation is right-skewed. Directors’ com-
bined equity and option holdings are around 0.8%. The combined pay-performance
sensitivity for CEO and directors is around 40 units, that is the insiders’ wealth
changes 40 units when the value of the company changes 1000 units. The average
board has 10 directors, of which 66% are independent. The average age of the in-
siders is around 60. The fraction of equity held by 20 largest institutional investors
is on average 44%, while the mean Herfindahl index of ownership concentration is
215. Finally, the average anti-takeover index is around 9.6.

A u-shape relationship emerges when we compare corporate governance mech-
anisms across different social groups. The quality of corporate governance tends
to be high in firms with neutral position towards stakeholders and low in firms
that are either stakeholder friendly, hostile or both. Tables 2 and 3 illustrate this
finding. First, stakeholder friendly, hostile and "hostile and friendly" firms tend
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to have significantly lower insider ownership, smaller option grants and lower pay-
performance sensitivities than firms in the neutral group. Second, they have on
average larger boards and larger fraction of independent directors.’. Third, they
also have older executive officers and directors. Forth, they have lower institutional
ownership both measured as a fraction of outstanding shares and HHI. Finally,
they adopt more anti-takeover measures than the firms in the neutral group.

The findings above hold in local community, labour force, environment and
customer related areas, and to the lesser degree also in global community related
areas.

5.2. Is Corporate Governance Randomly Assigned? Interpreted in a
causal way, the analysis above suggests that strong corporate governance leads
to stakeholder neutral firms and weak corporate governance leads to stakeholder
friendly or stakeholder hostile firms. This interpretation is valid in a controlled ex-
periment where weak and strong corporate governance mechanisms are randomly
assigned across firms. However, theory as well as casual observations confirm that
the determination of corporate governance is complicated and is likely to depend
on various characteristics. Below we provide evidence how both stakeholder ori-
entation and corporate governance vary across firm characteristics.

Table 4 shows that firms in different social groups also differ significantly in
terms of size, leverage, profitability and growth opportunities. First, large firms
are more likely to belong to stakeholder friendly and "friendly and hostile" groups.
Firms with stakeholder neutral orientation tend to be small. Second, high leverage,
small growth opportunities and low return on assets are significant characteristics
of stakeholder hostile firms, while low leverage, large growth opportunities and
high return on assets are significant characteristics of stakeholder friendly firms.
Firms with stakeholder neutral orientation tend to be profitable, have low leverage
and large growth opportunities. Finally, note that the majority of firms belongs to
stakeholder neutral and friendly groups. The share of firms in stakeholder hostile
and "friendly and hostile" groups is relatively small.

Table 5 shows that there is a large variation in managerial incentives across
firm size and industry. Managerial incentives tend to decrease as firm size in-
creases. Also, the amount of explicit incentives varies from 13 units in utilities to
55 units in clothing.

This descriptive evidence suggests that corporate governance is not randomly
assigned across firm size and industry. In the regression analysis which follows, we
control for year, size and industry effects.

9 Higher proportion of independent directors is considered to be a good corporate governance
mechanism. However, given that it is not hard to find seemingly independent directors, this
mechanism has lost its merit.
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6. Regression Analysis

6.1. Model Specification. Let y;; denote the social group of firm ¢ at time
t, where y;; € {0,1,..., J}. Let the probability that a firm ¢ belongs to the social
group j at time ¢ follow a multinomial logit model:

(6.1) Plyi =3j|CG,Z] =
exp(a; + B * CGit—3 + 5;- * Zit—3)
1+ E}{:1 exp(ah + 8, * CGi—3 + (5;1 * Zit73)7
where CG is the strength of corporate governance and Z is a matrix of con-
trol variables. We consider four different social groups defined previously: hostile,
neutral, friendly, friendly&hostile groups. Our focus is on the response probab-
ilities: how does the probability of being in social group j change as corporate
governance changes. These corporate governance response probabilities are given
by the following expression!®:

j=1,...J

088 =3) — Py = )18, — Shos Plyre = )51}

Note that the direction of a given response probability is not determined entirely
by B;. To facilitate the direct interpretation of the estimates, we treat the neut-
ral group as a base group!!, and transform equation 6.1 to obtain the following
equation:

(6.2)

Pyt = j)

. log| ——————2~
(6.3) Og[P(yit = neutral)

|=a;+8;*CGi3+0;% Zi3, j=1,...,.J

Thus, the estimates of ﬂj show how the log-odds ratio between the social group
j and the neutral group changes as corporate governance changes. Moreover,
this transformation also illustrates that the estimates of multinomial logit can be
obtained through a list of pairwise logit regressions.

The estimation framework above assumes that all the determinants of corpor-
ate governance are controlled for. We relax this assumption by allowing corporate
governance to be determined by unobservable but time invariant factors. The
conditional logit that estimates the log odds between the social group j and the
base group includes firm fixed effects and achieves the consistent estimate of 3.
A shortcoming of the conditional logit analysis is that it uses only those firms
whose social group changes at least once over time. Given the short time series
dimension, the latter reduces significantly the number of observations used in the
estimation which in turn results in low power. In the analysis to follow, we use

10 See Wooldridge (2002).
1 The coefficients of the base group are normalized to zero.
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conditional logit to assess the magnitude and size of the possible endogeneity bias
in multinomial logit.

6.2. Results. Tables 6-9 present the estimation results from the pooled mul-
tinomial regressions for different stakeholder areas. We use pay-performance sens-
itivity (Table 6) and anti-takeover index GIM (Tables 7) as our corporate gov-
ernance measures. The estimation results are consistent with our earlier finding
that strong corporate governance leads to stakeholder neutral firms and weak
corporate governance leads to stakeholder friendly, hostile or "friendly and hos-
tile" firms. The probability that a firm belongs to friendly group is decreasing
in pay-performance sensitivity and increasing in the number of anti-takeover de-
fenses. The probability that a firm belongs to hostile or "friendly and hostile"
is not affected by pay-performance sensitivity, but is increasing in the number of
anti-takeover defenses. The results also show that the probability of stakeholder
friendly activity tends to be increasing in growth opportunities, while the probab-
ility of stakeholder hostile activity tends to be decreasing in growth opportunities.

These results hold in general across various stakeholder areas, though there
are some differences. The probability of belonging to hostile group is positively
related to the strength of corporate governance, but the effect is not statistically
significant in most stakeholder areas. The effect is significant in human rights
area (that is, global community) when corporate governance is measured by pay-
performance sensitivity and insignificant when corporate governance is measured
by the GIM index.

The economic effect of corporate governance on firm stakeholder orientation
varies across different corporate governance measures. Figure 3 illustrates the
effect of anti-takeover defenses and pay-performance sensitivity on different social
groups based on aggregated ratings. External corporate governance is relatively
more important than internal corporate governance in determining stakeholder
friendly and hostile corporate activity. Estimated at sample averages, one standard
deviation increase in the number of anti-takeover defenses decreases the probability
that a firm belongs to the neutral group by 11.5% (from 47% to 41.6%). At
the same time, one standard deviation increase in management pay-performance
sensitivity increases the probability that a firm belongs to the neutral group by
3% (from 47% to 48.4%). The effect is larger in other areas amounting to ca 7%
(from 47% to 50.3%).

Besides corporate governance, firm size is the single most important determ-
inant of firm behavior towards stakeholders (see Figure 4). The probability of
engaging simultaneously in stakeholder friendly and stakeholder hostile activities
is monotonically increasing in firm size. However, the probability that a firm be-
longs to either the hostile or the friendly group is not monotonically increasing
in size: the probability is increasing as firm grows from small to medium, but
decreasing as firm grows from medium to big.
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FIGURE 3: The effect of internal and external corporate governance on different
social groups
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The results from the pairwise fixed effect logit are presented in Tables 10 and
15. To assess the magnitude of endogeneity bias, we also present the estimates
from multinomial regressions in Tables 8 and 9. The estimates of fixed effect logit
tend to be insignificant reflecting low power resulting from the reduced number
of observations used in the estimation. However, those estimates that are signi-
ficant in multinomial regressions tend to have the same sign as in the conditional
logit regressions. This suggests that the estimates of fixed effect logit are qualitat-
ively in line with those of multinomial logit. In addition, the positive relationship
between concerns and the strength of corporate governance is statistically signific-
ant in human rights area supporting the results from the multinomial logit. The
significant positive relationship also holds in local community area in the pay-
performance sensitivity regression, but the relationship is insignificant in the GIM
index regression. A possible explanation for the positive relationship between cor-
porate governance and concerns in local and global community area is that these
concerns are not regulatory violations as in other stakeholder areas. The result
indicates that the violation of the existing stakeholder regulations is an agency
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FIGURE 4: The effect of firm size on different social groups
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cost between inside management and outside shareholders, while the violation of
ethics and social norms is not.

7. Alternative Interpretations

Due to the absence of strong identification, our results reflect association and
not necessarily causality. This section discusses some alternative interpretations
of our results.

Our classification of firms into four stakeholder groups is greatly affected by
firm size. Larger firms are more likely to have both stakeholder friendly and hostile
activities than smaller firms simply because they have more operations. Since pay-
performance sensitivity is monotonically decreasing in firm size, it is plausible that
pay-performance sensitivity captures some of the size effects. However, our results
are robust to alternative size controls. If we divide firms into different size groups
and add dummies for each group instead of adding total assets as a size control,
our main results do not change.

Our results could suffer from the reverse causality problem. If corporate gov-
ernance is an optimal response to stakeholder-shareholder conflicts, then it is not
corporate governance that drives stakeholder related activities, but vice versa. For
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instance, it is possible that firms with small potential for stakeholder-shareholder
conflicts may find it optimal to have strong corporate governance, while firms with
high potential for stakeholder-shareholder conflicts may find it optimal to have
weak corporate governance. One example in this category is a classical breach
of trust argument by Shleifer and Summers (1989). Provided that contracts are
incomplete, implicit contracts are needed to motivate stakeholders to undertake
welfare increasing relationship specific investments. Since these investments are
inefficient ex-post, shareholders must rely on entrenched managers to provide a
credible promise not to expropriate these stakeholders ex post. The fact that we
use three years lagged corporate governance variables in our regressions makes this
concern less plausible.

We cannot rule out that our results are not driven by omitted variables. If
costs and benefits related to various stakeholder related corporate activities are
firm-specific, then firms choose optimal stakeholder orientation based on their
firm-specific cost-benefit analysis. If this firm-specific component is unobservable,
but correlated to corporate governance, a cross-sectional analysis would results
in biased estimates. This is the reason why we also check the robustness of our
results with firm fixed effects regressions.

Our corporate governance measures might not reflect the true alignment of
interests between shareholders and managers. There is some evidence that en-
trenched managers tend to determine their own compensation (see e.g. Bertrand
and Mullainathan (2001)). If this is indeed the case, the interpretation of our
results could differ. This concern is unlikely, however, since we also find similar
results when we replace compensation based measures with GIM takeover index.

8. Conclusions

The goal of this paper is to determine whether stakeholder friendly and hostile
corporate activities are consistent with the interests of shareholders. To this end,
we classify firms into four different social groups representing stakeholder hostile,
neutral, friendly and "friendly and hostile" firms. We then document how different
corporate governance mechanisms vary across these social groups and estimate
how the probability of belonging to one of these groups depends on corporate
governance. We find that stakeholder friendly and stakeholder hostile firms are
characterized by weak corporate governance, while stakeholder neutral firms are
characterized by strong corporate governance. Our estimation results show that
the probability of a firm belonging to stakeholder friendly is decreasing in pay-
performance sensitivity and increasing in the number of anti-takeover defenses
controlling for size, industry and other firm characteristics. The probability that a
firm belongs to hostile or "friendly and hostile" is not affected by pay-performance
sensitivity, but is increasing in the number of anti-takeover defenses. We also
find that the probability of stakeholder hostile activity is positively related to the
strength of corporate governance, but the effect is insignificant except in local and
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global community areas. In local and global community areas stakeholders are
not protected by various regulations, but rather by ethics and social norms. An
interpretation of this result is that the violation of regulations is an agency cost,
while the violation of ethics and various social norm is not.

Our results lend support for the idea that corporate governance should fo-
cus on shareholder rights, while stakeholder rights are best protected by various
regulations. In the world of strong corporate governance, corporate activity is
stakeholder neutral, that is, firms act in the interests of shareholders subject to
various stakeholder regulations.
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Tables

TABLE 1: Descriptive statistics: firm characteristics

Notes: The sample is constructed by merging KLD ratings data during the perid
of 1995-2006 to Compustat, ExecuComp, IRRC and CDA /Spectrum databases.
Total assets is data6, Employees refers to the number of employees (data29), ROA
is a ratio of net income (datal72) to total assets, Sales is datal2, Tobin’s Q is
the book value of assets minu book value of equity plus market value of equity
(data25*data24) divided to total assets. Debt is long-term debt (data9). CEO
ownership refers to the percentage of shares held by an executive officer (shrown),
CEO options granted is a number of options granted (numsecur) times the option
delta divided by the number of shares outstanding, CEO options held is a number
of options held (uexnumex and uexnumun) times adjustment factor of 0.7 divided
by the number of shares outstanding. Director’s ownership is a number of shares
held by an average director. Explicit incentives refers to pay-performance sensit-
ivity and is a sum of CEO ownership, options grant, options held and director’s
ownership. Board size is a number of board members. Independent directors is
a share of directors that are classified as independent. Age of insiders is a mean
age of directors. Inst ownership is a share of institutional ownership and HHI is a
Herfindahl index calculated from 20 largest institutional owners. Gindex is GIM
index that is calculated based on the number of takeover defenses a firm has.

N Mean St. Min  Median Max

dev
Total assets 8592 14.10  55.60 0.03 2.40 1264.03
Employees 8450 24.71  57.20 0.00 8.19 1400.00
ROA 8591  4.67 6.80  -38.39 4.45 25.61
Sales to Assets 8591 99.55  78.00 2.47 87.90  1596.06
Tobin’s Q 8413  1.97 1.30 0.84 1.51 9.19
Debt to Assets 8570 18.45 14.60  0.00 17.08 61.73
CEO ownership 8302 1.78 3.90 0.00 0.27 29.98
CEO option’s granted 8427  0.18 0.40 0.00 0.07 11.06
CEO option’s held 8389  0.88 1.20 0.00 0.52 30.83
Director’s ownership 5908  0.84 1.20 0.01 0.35 7.72
Explicit incentives 5747  37.50  47.10 1.15 20.41 280.53
Board size 6804 10.01 3.00 1.00 10.00 39.00
Indepent directors 6804 66.49 16.90  0.00 69.23 100.00
Age of insiders 6804 59.21 3.70 43.50 59.41 73.60
Institutional ownership 8091 43.87 1290 15.51 43.85 76.22

HHI (20 largest institutions) 5131 215.11 149.80 15.94 187.49 1518.83
Gindex 7130  9.56 2.70 1.00 10.00 18.00
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TABLE 2: Descriptive statistics: internal corporate governance

Notes: Table classifies firms into four groups based on their stakeholder orientation
in a given area and presents the mean of various measures of internal corporate
governance in each group. Local refers to local community, Employees refers to
labour force, Environ refers to environment, Global refers to global community

and Customers refers to product related ratings.

Area Hostile Neutral Friendly Friendly | Hostile Neutral Friendly Friendly
&Hostile &Hostile
CEO ownership Explicit incentives
Aggregate 1.69 2.31 1.29 0.82 36.1 47.0 27.4 18.9
Local 1.05 2.18 1.15 0.35 27.4 44.5 24.3 12.8
Employees 1.54 2.16 1.08 0.75 32.9 44.3 23.8 15.9
Environ 0.75 2.24 1.25 0.31 23.9 44.8 25.7 10.8
Global 2.31 2.09 1.05 0.82 47.1 42.9 22.4 20.8
Customer 1.82 2.16 1.16 0.75 35.9 44.7 26.3 15.2
Options granted Board size
Aggregate 0.16 0.24 0.13 0.10 10.2 9.0 10.9 11.9
Local 0.12 0.22 0.11 0.09 11.0 9.3 11.3 12.4
Employees | 0.14 0.22 0.12 0.08 10.7 9.3 11.3 12.4
Environ 0.11 0.22 0.12 0.08 10.7 9.3 11.4 12.0
Global 0.20 0.21 0.11 0.11 9.6 9.4 11.5 11.8
Customer 0.16 0.22 0.13 0.08 10.3 9.2 11.2 12.0
Options stock Fraction of independent directors
Aggregate 0.84 1.11 0.67 0.48 65.6 64.1 69.8 72.0
Local 0.81 1.04 0.59 0.43 68.8 64.3 70.7 73.0
Employees | 0.78 1.05 0.59 0.44 65.7 64.5 71.0 71.6
Environ 0.63 1.06 0.63 0.36 72.3 63.9 70.0 74.6
Global 1.00 1.02 0.56 0.56 62.5 64.8 71.0 71.6
Customer 0.82 1.06 0.65 0.40 64.2 64.7 70.2 72.7
Directors ownership Age of insiders
Aggregate 0.81 1.08 0.57 0.36 59.6 58.8 59.1 59.7
Local 0.65 1.01 0.47 0.30 59.9 59.0 59.3 60.4
Employees | 0.75 1.01 0.47 0.32 59.9 59.0 59.3 60.1
Environ 0.56 1.02 0.50 0.26 60.2 59.0 59.2 60.4
Global 1.10 0.98 0.44 0.44 59.4 59.1 59.4 59.7
Customer 0.80 1.02 0.54 0.27 59.7 59.0 59.2 59.9
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TABLE 3: Descriptive statistics: external corporate governance

Notes: See previous Tables.

Area Hostile Neutral Friendly Friendly
&Hostile
Fraction of institutional ownership
Aggregate 44.4 46.2 40.7 39.0
Local 42.1 45.8 40.0 38.4
Employees  44.9 45.7 40.0 38.2
Environ 42.9 45.9 40.6 37.0
Global 47.3 45.5 39.7 39.6
Customer 43.6 46.0 40.3 38.6

HHI ownership concentration
Aggregate  218.5 232.4 191.3 166.6
Local 189.1 230.5 180.4 158.1
Employees  222.8 228.2 180.4 160.2
Environ 219.5 228.2 179.1 165.4

Global 235.4 227.1 177.9 166.4
Customer 208.1 231.3 184.0 162.8
Gindex
Aggregate 9.8 9.1 10.0 9.9
Local 10.3 9.3 10.0 9.7
Employees 9.6 9.3 10.0 9.7
Environ 10.3 9.3 10.0 9.7
Global 9.4 9.4 10.0 9.4

Customer 9.8 9.3 9.9 10.0
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TABLE 4: Descriptive statistics:

Notes: See previous Tables.

OBEY THE LAW AND DO A LITTLE BIT EXTRA

Firm characteristics across groups

Area Hostile Neutral Friendly Friendly | Hostile Neutral Friendly Friendly

&Hostile &Hostile

Total assets Proportion in each group
Aggregate 10.3 3.0 15.9 49.0 23.1 47.0 13.0 16.9
Local 12.9 4.9 26.1 79.0 4.5 65.7 25.1 4.8
Employees 10.6 4.9 25.1 79.8 6.3 63.8 24.7 5.2
Environ 8.9 5.0 35.3 32.6 6.3 63.8 22.7 7.2
Global 9.4 5.1 27.1 79.4 3.9 66.2 25.6 4.3
Customer 14.0 3.7 17.8 67.6 11.3 58.9 19.8 10.1
Number of employees Tobin’s Q
Aggregate 27.9 10.9 17.3 64.9 1.7 2.1 1.9 1.9
Local 24.8 15.9 38.3 75.4 14 2.0 1.9 1.6
Employees 43.4 13.8 30.7 109.7 1.7 2.0 1.9 1.8
Environ 30.4 15.1 35.0 72.7 1.5 2.1 2.0 1.7
Global 47.5 14.6 35.0 98.0 2.0 2.0 1.9 1.9
Customer 30.8 13.7 25.7 80.5 1.8 2.0 1.9 1.9
Return on assets Leverage

Aggregate 4.2 4.9 4.9 4.4 21.3 16.5 17.2 20.9
Local 3.1 4.8 4.8 3.7 24.4 17.6 18.7 22.5
Employees 4.3 4.7 4.7 4.3 23.0 17.6 18.9 21.3
Environ 2.8 4.9 4.8 4.0 26.5 17.2 17.6 24.6
Global 4.9 4.7 4.6 4.7 18.7 18.0 19.0 214
Customer 4.6 4.7 4.8 4.4 20.6 17.6 19.3 19.4
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TABLE 6: Marginal effects of multinominal logit

Notes: *, ** *** denotes significance at 10%, 5%, 1% level, respectively. Marginal effects are calculated at sample means.
Standard errors are clustered at the firm level. All regressions include time and industry dummies. Mixed refers to "Friendly

and Hostile" group.

Dependent variable: social activity; Base case: netural

Aggregate Local community Employees

Hostile Friendly Mixed | Hostile Friendly Mixed | Hostile Friendly Mixed
Explicit incent 0.03 -0.03** -0.02 0.00 -0.07** 0.00 0.00 -0.07%* 0.00
[0.93] [2.36] [1.05] [0.00] [2.19] [1.25] [0.31] [2.35] [0.28]
Tobin’s Q -0.04***  0.01* 0.01* | -0.00**  0.02** 0.00 | -0.02%¥F*  (.02%** 0.00
[3.00] [1.90] [1.77] [2.20] [2.55] [0.11] [3.07] [2.65] [0.18]
Debt to Assets 0.04 -0.03 -0.06 0.00* -0.10 0.00 0.02 -0.10 0.00
[0.40] [0.86] [1.26] [1.76] [1.11] [0.17] [0.60] [1.18] [0.59]

ROA 0.39%** -0.01 0.13 0.01 0.07 0.02 0.13 0.06 0.02*
[2.17] [0.20] [1.46] [1.13] [0.44] [1.61] [1.58] [0.40] [1.76]

In(assets) 0.12%*%  0.02%**  0.10%** | 0.00***  0.14%FF  0.01%%F | 0.03*¥**  0.12*** (0.01***
[10.61] [4.06] [12.61] [5.62] [12.93] [4.62] [6.19] [12.02] [4.94]
Observations 5696 5696 5696 5696 5696 5696 5696 5696 5696
Pseudo R2 0.25 0.25 0.25 0.26 0.26 0.26 0.25 0.25 0.25

Environment Global community Customers

Hostile Friendly Mixed | Hostile Friendly Mixed | Hostile Friendly Mixed
Explicit incent 0.00 -0.07** 0.00 0.01**  -0.06** 0.00 0.01 -0.06%* 0.00
[0.59] [2.07] [1.15] [2.49] [2.31] [0.14] [0.54] [2.01] [1.14]

Tobin’s Q -0.00%F*  0.02%* 0.00 0.00 0.02%** 0.00 -0.01 0.02* 0.00%*
[2.88] [2.44] [0.57] [0.48] [2.73] [0.08] [1.22] [1.78] [1.94]
Debt to Assets 0.00 -0.09 0.00 -0.02%* -0.09 -0.02* 0.01 -0.08 -0.01
[1.15] [1.03] [0.03] [1.97] [1.18] [1.76] [0.14] [0.94] [1.58]
ROA 0.00 0.06 0.00 0.00 0.08 0.01 0.24** 0.14 0.00
[0.61] [0.36] [0.85] [0.29] [0.57] [0.77] [2.18] [0.84] [0.45]

In(assets) 0.00%%*%  (0.13%FF  0.00%** | 0.01***  0.11*¥**  0.01*%** | 0.05%**  0.10*** 0.01%**
[3.96] [12.30] [4.23] [5.16] [12.26] [4.20] [7.58] [10.40] [7.35]
Observations 5696 5696 5696 5696 5696 5696 5696 5696 5696
Pseudo R2 0.32 0.32 0.32 0.28 0.28 0.28 0.24 0.24 0.24
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TABLE 8: Multinominal logit: stakeholder hostile, friendly and hostile&friendly firms

Notes: *, ** *** denotes significance at 10%, 5%, 1% level, respectively. Standard errors are clustered at the firm level. All

regressions include time and industry dummies. Mixed refers to "Friendly and Hostile" group.

Dependent variable: social activity; Base case: netural

Aggregate Local community Employees
Hostile Friendly Mixed | Hostile Friendly Mixed | Hostile Friendly Mixed
Explicit incent | 0.03 -0.57**%  -0.28 -0.09 -0.46** -0.66 -0.04  -0.48%* -0.23
[0.23] [-2.26]  [-1.10] | [-0.45] [-2.17] [-1.49] [-0.18] [-2.32] [-0.47]
Tobin’s Q -0.15%** 0.07 0.10 | -0.37***  (0.15%* 0.04 -0.29%*  (0.13** 0.03
[-2.51] [1.09] [1.09] [-1.89] [2.50] [0.33] [-2.77] [2.25] [0.23]
Debt to Assets | 0.00 -0.65 -0.87 1.22 -0.63 0.06 0.27 -0.66 -0.68
[0.01] [-0.92] [-1.22] [1.58] [-1.10] [0.05] [0.40] [-1.14] [-0.70]
ROA 2.10%* 0.74 2.71%* 2.08 0.49 3.98%** | 2 50%** 0.62 4.24%%*
[2.50] [0.60] [1.97] [1.19] [0.47] [1.81] [1.68] [0.59] [2.11]
In(assets) 0.82%* 0.75% 1.88* 0.78% 0.90* 1.69* 0.64* 0.84* 1.82%
[15.89] [9.65]  [21.07] [9.82] [13.38] [12.97] [8.99] [12.83] [14.40]
Observations 5696 5696 5696 5696 5696 5696 5696 5696 5696
Pseudo R2 0.24 0.24 0.24 0.25 0.25 0.25 0.24 0.24 0.24
Environment Global community Customers
Hostile Friendly Mixed | Hostile Friendly Mixed | Hostile Friendly Mixed
Explicit incent | 0.07 -0.42%*  -.0.94 | 0.44%F  -0.48** -0.01 0.00 -0.41%* -0.49
[0.29] [-2.04]  [-1.21] [2.10] [-2.22] [-0.03] [0.00] [-1.99] [-1.28]
Tobin’s Q -0.68*%*  0.14**  -0.05 -0.02 0.15%* 0.04 -0.07 0.10 0.21%*
[-2.48] [2.38] [-0.37] | [-0.23] [2.70] [0.25] [-0.91] [1.63] [2.01]
Debt to Assets | 0.97 -0.59 -0.08 | -1.90** -0.70  -2.58%** | -0.05 -0.59  -1.42%%*
[1.07] [-1.03] [-0.07] | [-2.19] [-1.26] [-1.92] [-0.10] [-0.95] [-1.66]
ROA -0.79 0.38 1.56 -0.30 0.59 2.15 2.97%* 1.31 1.22
[-0.55] [0.35] [0.88] [-0.21] [0.58] [0.84] [2.38] [1.15] [0.76]
In(assets) 1.00%* 0.85* 1.86* 0.80%* 0.84%* 1.94%* 0.71* 0.82% 1.79*
[9.77] [12.87) [13.17] [8.37] [13.30] [13.83] | [10.79]  [11.96] [18.29]
Observations 5696 5696 5696 5696 5696 5696 5696 5696 5696
Pseudo R2 0.30 0.30 0.30 0.27 0.27 0.27 0.24 0.24 0.24
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TABLE 10: Conditional logit: stakeholder hostile, friendly and hostile&friendly firms

Notes: *, ** *** denotes significance at 10%, 5%, 1% level, respectively. Standard errors are clustered at the firm level. All
regressions include time dummies. Mixed refers to "Friendly and Hostile" group.

Dependent variable: social group=1, neutral=0

Aggregate Local community Employees

Hostile Friendly Mixed Hostile  Friendly Mixed | Hostile Friendly Mixed

Explicit incent | -0.12 0.26 -2.08 2.15%* 0.07 3.84 -0.55 0.26 0.48
[0.32] [0.35] [1.35] [2.29] [0.13] [0.82] [0.83] [0.42] [0.39]

Tobin’s Q -0.10 0.10 0.06 0.01 0.17 0.89 -0.21 0.12 0.05
[0.83] [0.60] [0.21] [0.03] [1.40] [1.08] [1.05] [0.94] [0.12]

Debt to Assets | 0.15 -3.15 3.90 |-10.69%**  -1.42 4.77 0.76 -0.28 -0.86
[0.14] [1.62] [1.18] [3.04] [1.10] [0.84] [0.39] [0.21] [0.20]

ROA 0.63 -2.76 3.28 6.09 -0.76 -7.47 3.47 -1.00 9.75
[0.38] [1.09] [0.71] [1.28] [0.41] [0.54] [1.16] [0.54] [1.20]

In(assets) 0.46 -0.30 -0.92 0.87 0.05 -0.27 0.69 -0.20 0.34
[1.37] [0.57] [1.25] [1.07] [0.16] [0.29] [1.38] [0.58] [0.41]

Observations 1405 476 234 338 956 103 664 921 159
Pseudo R2 0.16 0.06 0.32 0.18 0.05 0.32 0.25 0.04 0.32

Environment Global community Customers

Hostile Friendly Mixed Hostile  Friendly Mixed | Hostile Friendly Mixed

Explicit incent | -0.33 -0.05 -13.21 1.01 -0.29 -1.77 -0.19 -0.01 -2.08
[0.29] [0.08] [1.40] [1.42] [0.60] [0.23] [0.43] [0.01] [1.36]

Tobin’s Q 0.30 0.09 0.78 -0.29 0.12 0.99 0.14 0.09 -0.14
[0.53] [0.77] [0.45] [1.21] [0.96] [0.68] [0.71] [0.65] [0.36]
Debt to Assets | -6.03* -1.31 6.84 -0.96 0.89 4.66 -1.38 -2.62*  10.36*
[1.78] [0.97] [0.93] [0.35] [0.71] [0.38] [0.89] [1.79] [1.71]

ROA 2.74 -1.52 3.58 3.33 -0.09 9.92 -3.81 -2.91 6.06
[0.58] [0.80] [0.31] [0.92] [0.05] [0.61] [1.29] [1.38] [0.96]

In(assets) 0.76 -0.14  -3.98%F | 1.78%* -0.41 14.15%*% | 0.44 -0.59 -0.14
[0.63] [0.40] [2.20] [2.17] [1.30] [2.21] [0.99] [1.50] [0.11]

Observations 225 931 94 436 1061 90 657 802 148
Pseudo R2 0.26 0.04 0.5 0.5 0.05 0.73 0.19 0.04 0.43
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PAPER 2

Corporate Governance and Workplace Safety

ABSTRACT. This paper examines how the weakening in corporate governance
affects workplace safety. We use anti-takeover laws in the US in the 1980s as a
source of variation in corporate governance. Our measures of workplace safety
are the number of violations of OSHA workplace safety regulation, penalties
paid for these violations, the number of accidents and employees’ complaints
about their workplace safety. We find that firms affected by the regulation
presented significantly more workplace safety violations and penalties than
otherwise similar firms that were not affected by the regulation. Accidents
and complaints tend to decrease as a result of the anti-takeover regulation,
but the results are not entirely robust. We also document that the increase
in workplace safety violations was significantly smaller in unionized firms.
This suggests that unions can play an important role in curbing managerial
discretion.

Keywords: Corporate Governance, Stakeholders, Hostile Takeovers
JEL codes: G32, G34

1. Introduction

Existing literature in corporate governance has focused on the agency relation-
ship between either the manager and shareholders or a controlling shareholder and
minority shareholders.! There is now common understanding that managerial dis-
cretion can be deterimental to shareholder value and that controlling shareholder
might take an action that is harmful to minority shareholders.? But relatively
little is known about the role of stakeholders other than shareholders in corporate
governance. For instance, how does managerial discretion affect stakeholders such
as employees, customers and suppliers? Are their interests aligned with those of

I am thankful to Antoinette Schoar for advice and encouragement during the early stage of
this project when I was visiting the MIT Sloan School of Management. I would also like to thank
Francesco Fasani, Juanna Joensen, Ethan Kaplan, Timo Korkeamiki and the seminar parti-
cipants at SIFR (Stockholm), ENTER Jamboree (UCL) and Nordic Finance Network Workshop
(CBS) for helpful comments and discussions. Financial support from the Jan Wallander and
Tom Hedelius Foundation, and Stiftelsen Bankforskningsinstitutet is gratefully acknowledged.

1 See Becht, Bolton, and Roell (2003), Shleifer and Vishny (1997).
2 See Tirole (2001). To be complete, note that it is the inefficient outcome, not the simple
wealth transfer that makes the agency problem important.
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manager or shareholders? Answers to these questions can provide valuable in-
sights about the channels that translate corporate governance into stock prices.
In addition, they would be helpful in stakeholder-shareholder debate.?

The limited focus on non-financial stakeholders in the existing literature is
largely due to the measurement problem: how to measure the welfare of these
stakeholders as opposed to shareholder value.! There are no easy solutions to
this measurement issue. Various indicators capturing some aspects of the well-
being of non-financial stakeholders exist, but data is not readily available. For
instance, Bertrand and Mullainathan (2003) and Cronqvist, Heyman, Nilsson,
Svaleryd, and Vlachos (forthcoming) use workers’ wages to assess how the weak-
ening of manager-shareholder alignment affects workers. Recently, more indicators
of stakeholders’ welfare have become available. Annual corporate reports include
nowadays sections on various stakeholders and rating agencies collect and system-
ize stakeholder-related information.® While this data is useful for constructing
various rankings, their short time coverage limits the set of possible identification
strategies required to obtain credible estimation results.

In this paper we use a new datasource and focus on a novel aspect of workers’
welfare: workplace safety. Our aim is to examine empirically how the alignment of
interests between the two parties, manager and shareholders, affects the welfare of
the third party, workers, via workplace safety. To measure workplace safety, we use
detailed data on firms’ compliance to US Occupational Safety and Health Admin-
istration regulation. We use the number of serious, repeated and willful violations,
the amount of penalties paid for these violations together with the number of work
related accidents and workers’ complaints as economically meaningful indicators
of workplace safety.

Manager-shareholder alignment becomes a determinant of workplace safety
when managerial preferences with respect to workplace safety differ from those
of shareholders. We consider two competing hypotheses about managerial and
shareholder preferences. According to the quiet life view, managers tend to care
more about workers than shareholders. If managers derive private benefits from
high workplace safety to reduce conflicts with workers and avoid regulatory and
public scrutiny, they tend to over-prioritize workplace safety compared to what
is optimal for shareholders. Since the cost of this excessive workplace safety is

3 See Tirole (2001) and Jensen (2005). In the most fundamental level, this debate is about how
to reach the most efficient outcome. Proponents of stakeholder theory argue that managers’ sole
focus on shareholder value leads to inefficiency since it does not internalise negative externalities
on other stakeholders. Opponents might acknowledge some inefficiencies related to shareholder
value maximization, say due to imperfect governmental regulation or asymmetric information
problems. However, they would argue that shareholders’ value maximisation is still the best
available alternative.

4 Tirole (2001) pp 25 mentions the measurement issue.

5 See Juks (2010a) and Kacperczyk (2007) for this approach.

6 KLD was the first rating agency in US to provide data on corporate social performance.
Its ratings start in 1995 covering the S&P 500.
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borne by shareholders, managers can exercise their preferences only due to weak
manager-shareholder alignment.

An alternative view emphasizes managerial private costs rather than private
benefits. If the cost of effort that management exerts to provide safe working
environment is borne by management, but the benefits accrue mainly to share-
holders, managers might choose workplace safety that is worse than the one that
maximizes shareholders’ wealth. Since shareholders bear the cost of sub-optimally
low workplace safety, managers can shirk only due to weak manager-shareholder
alignment.

To discriminate between these hypotheses, this paper exploits the anti-takeover
regulation in 30 US states between 1985 and 1991 as a source of exogenous shock to
management-shareholders alignment.” These laws restrained the market for cor-
porate control via restricting the set of possible activities that raiders could under-
take after successful takeovers. These restrictions made debt financing harder and
reduced the overall ex-ante payoff to takeovers. Overall, this regulation effectively
harmed an important disciplining device and tilted the balance of power between
manager and shareholders towards manager.

Two features of these antitakeover laws facilitate credible identification. First,
these laws were not adopted simultaneously by all the states. The staggered nature
of these laws reduces the possible bias due to the pre-treatment differences in con-
trol and treatment groups since a typical firm belongs to both control and treat-
ment group depending on the year. Second, the laws affected firms based on their
state of incorporation rather than the state of the location. This feature allows us
to avoid the usual pitfall in studies relying on the regulatory changes. Based on
the political economy of laws, the adoption of a legislation is likely to depend on
the state-specific, partly unobserved economic and political trends. If these state
specific trends are also related to the variable of interests, estimation results are
biased. For instance, it is plausible that the adoption of the anti-takeover legisla-
tion was a political response to deteriorating labor market and other unobservable
contemporaneous economic shocks in each state. If the deteriorating local condi-
tions reduced also workplace safety, then it is impossible to distinguish the effect
of the legislation from the effect of the local shocks on workplace safety. To the
extent that firms located in a given state vary across their state of incorporation,
both treatment and control group can be restricted to have the same state of loc-
ation in our paper. For example, firms located in California but incorporated in
the states that already passed the law are compared with firms located also in
California but incorporated in non-passing states. Similar to the state of location,
our empirical framework controls for unobserved industry specific trends. We also
include time varying union and size dummies to allow for union status and size
specific shocks.

7 This identification stategy is not new and has been exploited by a great deal of papers (see
Bertrand and Mullainathan (2003) and Giroud and Mueller (2007) for most recent examples).
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We find that treated firms presented significantly more workplace safety viol-
ations than otherwise similar firms that were not affected by the regulation. We
do not find statistically robust effects on accidents or complaints. Our results
lend support for the idea that the weakening of manager-shareholder alignment
allows managers to care less about safety regulation. We also find that unions
play an important role in protecting workers. Even if managers tend to care less
about workplace safety after the takeover legislation, the presence of unions limits
considerably managerial discretion.

Our findings have important implications for stakeholder-shareholder debate.
Our results suggest that an increase in managerial discretion can harm rather than
benefit certain stakeholders. In other words, there is a natural alignment between
shareholders and stakeholders in some areas. In addition, to the extent that unions
limit managerial discretions, union and shareholders’ preferences are congruent in
some areas. Our results cast also some doubt over the popular view that regulatory
wrong-doing is the result of shareholders’ extensive pressure on managers. At
least with respect to workplace safety violations, this pressure is beneficial rather
than harmful. Our results also have important policy implications about how
to protect stakeholders. If workplace safety is a major concern, the policy that
limits managerial discretion and strengthens shareholder power vis-a-vis manager
is likely to yield positive results.

Our paper is related to studies in corporate governance that focus on share-
holders and their wealth. The most prominent example is Gompers, Ishii, and Met-
rick (2003) who study the effect of corporate governance on equity prices. While
this strand of literature is helpful in understanding the consequences of weak and
strong corporate governance on shareholder value, it falls short in explaining the
mechanisms that translate the quality of corporate governance into stock prices.
More recently, Bertrand and Mullainathan (2003) and Crongvist, Heyman, Nils-
son, Svaleryd, and Vlachos (forthcoming) demonstrate how the weakening of cor-
porate governance affects shareholder wealth via workers. Both papers find that
entrenched managers tend to overpay their workers. Bertrand and Mullainathan
(2003) interpret this result as an evidence that managers tend to undertake activ-
ities that allow them to enjoy quiet life.

Our paper contributes to this literature in two ways. First, it illustrates that
the compliance of a stakeholder regulation is subject to agency problems and thus
provides an additional channel for corporate governance to affect equity prices.
Second, it can discriminate between alternative interpretations of the empirical
finding that managers of plants protected by anti-takeover regulation tend to pay
more to their workers than managers of plants not affected by the regulation
(see Bertrand and Mullainathan (2003)). The usual quiet life explanation is that
managers shielded from takeovers overpay their workers to enjoy peaceful life. An
alternative explanation is that an increase in wages represents the compensation
for the changed working environment. In principle, part of the increase in wages
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in plants affected by anti-takeover legislation could reflect the fact that the anti-
takeover regulation led to worsened workplace safety and rational workers demand
compensation for riskier workplaces. Since we do not find any effect on accidents,
we believe an increase in wages found by Bertrand and Mullainathan (2003) is
unlikely to reflect compensation for unsafe working environment.

The rest of the paper is organized as follows. Section 2 discusses the theoretical
link between corporate governance and workplace safety. Section 3 presents the
data. Section 4 discusses empirical identification in detail. Section 5 presents the
main findings and Section 6 concludes.

2. Motivation and Related Literature

2.1. Corporate Governance and Workplace Safety. Without agency
problems, firms choose their optimal level of workplace safety by comparing mar-
ginal costs with marginal benefits. The benefits of increased workplace safety
include lower likelihood of accidents and costs associated with them (e.g. loss of
reputation, penalties and liabilities, worker replacement). Since rational workers
require compensation for unsafe workplaces, another benefit of improved work-
place safety is reduced labour cost. The costs of increased workplace safety in-
clude expenditure on control systems, investments in safer technology, training
costs, monitoring and potentially lower productivity. Monitoring and building up
safe working culture are especially important since many workplace injuries result
from unsafe behavior or practice (see Filer and Golbe (2003)).

In presence of agency problems, the level of workplace safety becomes a func-
tion of corporate governance. A rational manager compares his own private be-
nefits and costs associated with various levels of workplace safety and chooses the
one that is in her best interests.® Since corporate governance alters managerial
benefits and costs associated with workplace safety, it also affects managerial op-
timal choice of workplace safety. Depending on managerial preferences and the
specificity of workplace we can discriminate between two alternative views.

According to quiet life view, managers tend to undertake activities that allow
them to enjoy quiet life.? If managers derive private benefits from high workplace
safety to reduce conflicts with workers and avoid regulatory and public scrutiny,
they tend to over-prioritize workplace safety compared to what is optimal for share-
holders.'® Since the cost of this excessive workplace safety is borne by shareholders,
managers can exercise their preferences only due to weak corporate governance.

8 By the definition of agency problem, the level of workplace safety that manager prefers is
different from the level that maximizes shareholder wealth.

9 The expression "quiet life" originates from Bertrand and Mullainathan (2003). According
to them, "managers appear to care more about workers, especially white collar workers, than
shareholders do" (see p. 1046).

10 Note that this does not necessarily imply that it is also inefficient from the social point of
view.
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An alternative view emphasizes managerial private costs rather than private
benefits. If the cost of effort that management exerts to provide safe working
environment is borne by management, but the benefits accrue mainly to share-
holders, managers might choose workplace safety that is worse than the one that
maximizes shareholders’ wealth. Since shareholders bear the cost of suboptimally
low workplace safety, managers can shirk only due to weak corporate governance.

The difference between these two views does not necessarily come from differ-
ent assumptions about managerial preferences, but rather from the specificity of
a workplace. In quiet life case, we implicitly assume that the costs of increased
workplace safety are not personal and can be easily transferred to shareholders.
For instance, hiring a safety expert would be costly to shareholders, but not to
managers. In the alternative case, however, we assume that the costs are mainly
managerial specific and cannot be easily transferred to shareholders. For instance,
implementing a proper working culture and norms to reduce unsafe behavior and
practises may require top managers personal effort in the form of leadership and
commitment.

An implicit assumption behind our theorical arguments above is that there
are no corporate governance failures. We assume that strong corporate governance
serves shareholder’s interests. This, however, might not necessarily be the case.
Stein (1988) argues that rational managers can act myopically and destroy share-
holder value if there is excessive capital market pressure or short-term pay for
performance. This is relevant to our case, since the profitability of investments
in workplace safety are hard to evaluate and the payoff accrues steadily over time
(similar to R&D expenditure). A fall in the threat of takeovers could reduce ma-
nagerial myopia and lead to improved workplace safety, benefiting shareholders.
This result is however rather unlikely since most studies on the effect of these laws
on stock prices find a negative stock price reaction (see Bertrand and Mullainathan
(2003)).

The effect of corporate governance on workplace safety is also likely to depend
on the presence of labor unions. Unions are likely to limit managerial discretion if
it is detrimental to workers. Thus, if the weakening of corporate governance tends
to lower workplace safety, the effect should be smaller in unionized compared to
non-unionized plants.

In addition to the explanations presented above, there are various alternative
explanations why corporate governance affects workplace safety.

Pagano and Volpin (2005) argue that managers might find it optimal to offer
generous long term wage contracts to form alliances with workers against poten-
tial raiders. One can extend their arguments to safety investments. First, to the
extent that safety investments are irreversible, management can reduce the firm’s
attractiveness to a raider by increasing workplace safety. Secondly, to preserve
safe working environment workers might resist potential takeovers by refusing to
sell their shares to the raider. These arguments would predict that an adoption
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of antitakeover legislation would reduce workplace safety. The reason is that anti-
takeover legislation effectively reduces takeover threat and thus weakens the need
for worker-manager alliances. However, Bertrand and Mullainathan (2003) and
Cronqvist, Heyman, Nilsson, Svaleryd, and Vlachos (forthcoming) do not find
evidence that supports worker-manager alliances.

Filer and Golbe (2003) argue that investments in workplace safety might be
heavily dependent on internal funds. They argue that information asymmetry
about the profitability of safety investments is likely to be particularly high. If the
adoption of antitakeover legislation reduced internal funds, then we would expect
the decline in workplace safety.

3. Data

3.1. Data Sources and Sample Construction. We obtain workplace safety
data from US Occupational Safety & Health Administration (OSHA). OSHA was
established in 1970 with the aim to reduce injures, illnesses and deaths on the
job in America. OSHA develops mandatory job safety and health standards and
enforces them through worksite inspections.

Our violation and accident data comes from OSHA inspection reports. These
reports include inspected establishment’s official name, address, industry code,
union status. The inspection outcome is recorded as the number of workplace
safety violations and the amount of penalties paid for these violations. Each viola-
tion recorded during the inspection is also categorized as serious, willful, repeated
or other.!!

OSHA inspections come in different forms, and this information is also doc-
umented in the inspection report. An inspection could be complete, partial or
records-only'? depending on how comprehensive it is. In addition, inspection tar-
gets are selected in two different ways. In the first group of inspections, called
planned inspections, targets are selected randomly within a given industry and
location. In the second group inspections are either motivated from the occurence
of an accident or a complaint filed by the employee.

Information on accidents comes directly from businesses. The federal act re-
quires that all employers must report to OSHA if there is a death of an employee
or a hospitalization of three or more employees as a result of work-related incid-
ent. This feature differentiates accident data from inspection data. Inspection
data is only available for businesses that are inspected by OSHA while accident
data is observable for all employers that obey the disclosure regulation. It is also

11 A serious violation exists if a death or serious physical harm could result from the violation.
A willful violation exists if an employer was aware of the violation, but made little or no effort
to avoid the violation. A repeated violation exists if an employer has been cited previously for a
substantially similar condition.

12 Record-only inspection means that first initial injury logs are examined and then full
inspection follows only if the injury rate exceeded some threshold.
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noteworthy that announcements of accidents to OSHA do not automatically res-
ult in violations or penalties. OSHA is mainly concerned about unsafe working
conditions, but accidents or serious injuries can also result from unsafe behavior
or practices.

As noted, OSHA inspections are carried out at the establishment level. An
establishment could be a division, plant or factory belonging to some firm. For
simplicity, we use plant as a generic name when refering to OSHA inspection tar-
gets. Focusing on the industries with SIC between 100 and 4999, we match plants
inspected by OSHA with firms in Compustat to obtain the state of incorporation
and the balance sheet data. Since OSHA safety data identifies plants by their
names, the match between OSHA and Compustat'? is based on names.'*

The state of incorporation is a key variable that determines which anti-takeover
legislation applies to a given firm. Compustat reports the state of incorporation
for the latest available year. However, Bertrand and Mullainathan (2003) provide
some evidence that changes in the state of incorporation are rare. The dates when
different states passed their business combination laws are taken from Bertrand
and Mullainathan (2003).

3.2. Definition of Variables. Our aim is to measure workplace safety. We
rely on violation and inspection data to obtain economically meaningful measures
of workplace safety. We use the sum of serious, willful and repeated violations, the
penalties paid for these violations together with accidents and workers’ complaints
as our variables of interest.

For various specifications, we make use of the following balance sheet variables:
total assets (data6), long term debt (data9), sales (datal2), EBITDA (datal3),
closing stock price (data24), common shares outstanding (data25), the number
of employees (data29), capital expenditure (data30), debt in current liabilities
(data34), labour and related expenses (data42), common equity (data60), deferred
taxes (data74). We define size as natural logarithm of total assets or sales, return
on assets as a fraction of EBITDA in total assets, leverage as long term debt plus
debt in current liabilities to total assets, Tobin’s Q as a ratio of total assets minus
common equity and deferred taxes plus the market value of equity to total assets.

13 Villalonga (2000) matches establishment-level data from the Census Bureau’s Business
Tracking Series to firm-level data from Compustat. This matched file is available at the Center
for Economic Studies. Unfortunately, the use of the file requires the approval of the US Bureau
of the Census.

14 Our matching algorithm has two stages. In the first stage, we use standardized, but
otherwise complete names to perform the match between OSHA and Compustat. Standardizing
means that we use lowercap names, eliminate extra blanks, commas, dots and alike. In the
second stage, we eliminate the establishments that were successfully matched, and match the
remaining establishments with Compustat firms if the only difference between the establishment
name and Compustat name is the ending "Inc".
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We also use Herfindahl index as a measure of product market competition. We
follow Giroud and Mueller (2007) and use 3-digit SIC code to capture a relevant
product market. We use both sales and total assets to calculate market shares.

3.3. Descriptive Statistics.

3.3.1. Sample Characteristics. The sample description is presented in Table
1. The sample covers 19753 inspections carried out by OSHA during the period of
1978 to 1995. 10840 inspected plants belong to 2181 firms. Since inspections are
conducted irregularly, we have an unbalance panel. The total number of plant-
and firm-years are 16508 and 7464, respectively. As mentioned above, inspections
vary in their type and scope. Out of all the inspections, 9% were motivated by
the occurrence of accidents reported by plants, 52% by workers’ complaints and
39% were planned inspections that selected the targets randomly within a given
area and industry. As for the intensity of the inspections, 94% were complete or
partial while the remaining 6% were records only.

Table 2 compares our sample firms with Compustat firms. Our sample firms
tend to be larger in terms of assets, sales and the number of employees. They
are on average more profitable, have smaller Tobin’s QQ and leverage ratio than
Compustat firms. The differences in labour costs per person and the level of
competition measured by Herfindhal index are, however, small.

Tables 3 and 4 presents the state of incorporation and the state of location
of our sample plants. The business combination laws were passed in 30 different
states during the period of 1985-1991. New York was the first state that passed
the law in 1985. Half of the plants belong to firms that are incorporated in the
state of Delaware, while their location is rather evenly distributed across different
states. None of the states is the state of the location for more than 10% of the
plants in the sample. The incomplete congruence between the state of location
and the state of incorporation is clearly present in our sample. Only 21% of the
plants are located and incorporated in the same state.

3.3.2. Violations and Penalties. Tables 5 and 6 provide detailed information
about violations and penalties. We divide our sample into two groups: inspections
of plants that are incorporated in states that never passed BC law ("never" group)
and inspections of plants that are incorporated in states that adopted eventually
BC law ("eventually BC" group) during the sample period.

The proportion of inspections that detected at least one serious, willful and
repeated violation is 32% in the never group and 38% in BC group. There is con-
sistently higher violation rate in BC group compared to non-BC group controlling
for the type or scope of inspections. Data also shows that the occurrence of an
accident does not automatically imply that the plant where the accident occurred
violated OSHA regulation. On average, only half of the plants where accidents
occurred violated OSHA safety regulation. In addition, the violation rate does not
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vary significantly across different types of inspections, but it does vary signific-
antly across inspections with different intensities. On average, 50% of inspections
that were complete in scope detected some violation, while the proportion is sig-
nificantly lower in inspections that were partial or records only. This finding is
consistent with the following interpretations. First, inspection scope is an import-
ant determinant of violation detection. Second, inspectors choose to carry out
a more comprehensive inspection in plants that are more likely to violate safety
regulation.

Since there might be more than one violation per inspection, we also present
data on the absolute number of violations. Looking at the subset of inspections
that detected at least one violation, the mean number of violations is 3.7 in the
entire sample, and the mean is higher in BC group than in non-BC group.

The proportion of inspections that resulted in positive penalties is marginally
lower than the proportion of inspections that detected violations. This confirms
that not all the violations resulted in monetary penalties, but 93% of violations
did have monetary consequences.

A plant that has at least one serious, willful or repeated violation faces on
average the penalty of 2352 dollars in 1978 prices. There is a significant variation
in penalties across different types of inspections, while the scope of the inspection
matters less. Violations detected during the accident motivated inspections face
significantly larger penalties than other violations. Furthermore, violating plants
in BC group tend to receive on average significantly higher penalties than violating
plants in non-BC group, even if one controls for the scope and type of the inspec-
tion. The difference becomes smaller, but does not disappear when we control for
the number of violations.

The amount of penalties paid seems to vary also across different types of viol-
ations. Willful violations tend to invoke significantly larger amounts of penalties
compared to serious and repeated penalties.

4. Identification

The ideal analysis of the effect of corporate governance on workplace safety is a
controlled experiment in which weak and strong corporate governance mechanisms
are randomly assigned to firms. The effect of interest would then be easily obtained
by comparing various measures of workplace safety among firms with weak and
strong corporate governance.

In absence of such an experiment, the task is to find circumstances where
corporate governance is as if randomly assigned. In corporate governance, where
even small scale experiments are infeasible, regulatory changes provide a credible
identification strategy. This paper relies on antitakeover regulation in the 1980s
to obtain credible estimation results. Other papers have used a similar setup (see
e.g. Bertrand and Mullainathan (2003) and more recently Giroud and Mueller
(2007)).
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Business combination (BC) laws effectively limited takeover activity in the end
of 1980s. These laws constrained the set of possible activities that raiders could
undertake after a successful takeover. Post-takeover activities such as merger
and sale of assets were prohibited for the period of three to five years unless the
board voted otherwise before the takeover. By reducing the overall ex-ante payoff
to takeovers, these laws harmed an important disciplining device and tilted the
balance of power between the manager and shareholders towards the manager.
Bertrand and Mullainathan (2003) and others provide evidence that these laws
indeed had a significant deterrence effect on takeovers.

Since our measures of workplace safety are in the form of count variables, we
specify the fixed effects Poisson regression with the following conditional mean
function:

Elyijenit| X] = expla; + ay + pBChy + ’Y/Xijzklt]

where ¢ and j index firms and plants, z indexes inspection, ¢ indexes time, k
indexes state of incorporation, [ indexes state of location, y;x;; is the dependent
variable of interest (e.g. the number of safety violations), a; and a; are plant and
time fixed effects, Xjj.xi¢ is a vector of control variables and BCjy; is a dummy
variable that equals one if the antitakeover law has been passed by time ¢ in state
k and €5, is the error term. Plant fixed effects control for unobservable time
invariant plant characteristics and time fixed effects control for general time trends.
Our variable of interest is p.

To obtain the consistent estimate of p, we use Hausman, Hall, and Griliches
(1984) transformation that eliminates plant fixed effects, and estimate the trans-
formed regression by quasi-maximum likelihood (QML) (see Wooldridge (2002)).'?
Consistency of the resulting estimator requires the correct specification of the
conditional mean and does not depend on the distributional assumptions (see
Wooldridge (1999)).

Our conditional mean function assumes that workplace safety would evolve
in parallel for plants in the treatment and control group in the absence of the
treatment!'®. Two features of BC laws make this assumption plausible. First,
these laws were passed on the state level and each state adopted these laws at
different points in time. The staggered nature of the regulation enables a given
plant to act both as a control and treated depending on the year. The latter
reduces the pre-treatment differences between the control and treatment group
making the parallel trend assumption more credible (see Meyer (1995)). Second,
the laws affected plants based on their state of incorporation rather than the state
of location. The latter makes it possible to rule out the potential bias arising

15 This allows us also to deal with the overdispersion problem of Poisson models by using
robust standard errors.

16 More specifically, since we have log-linear specification, we assume that the growth rate of
workplace safety evolves in parallel.
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from the interaction of local conditions and the adoption of the regulation. To
illustrate, suppose antitakeover laws affected firms based on their state of location.
It is plausible that the adoption of antitakeover laws were lobbied by local firms
and that their success depended on the strength of the local economy. Since local
economic conditions affect both local firms and the adoption of legislation, the
parallel trend assumption is clearly violated. In our framework, the interaction of
state specific time trends and legislation does not bias our results since both the
treatment and control group can be restricted to be located in the same state.

In addition to the state of location, we also control for industry, union and
size specific shocks. It is likely that trends in workplace safety are industry, union
or size specific. If these trends also influenced the adoption of antitakeover laws,
the parallel trend assumption is at doubt. To restrict our treatment and control
groups to be the same in terms of state of location, industry, union status and size,
we could interact these variables with year fixed effects and add them as controls.
To facilitate estimation, but achieve the same effect, we instead include the mean
value of the dependent variable for each state-, industry-, union- and size-year cell
excluding the plant itself (see Bertrand and Mullainathan (2003)).

It is possible that lobbying took place at the state of incorporation level. For
instance, if headquarters of plants incorporated in the same state lobbied for anti-
takeover regulation and their success depended on the deterioration of workplace
safety, then our variable of interests would be biased upwards. The available
evidence, however, shows that these business combination laws were lobbied by
individual firms, not by a large coalition of firms (see Bertrand and Mullainathan
(2003)).

Following Bertrand and Mullainathan (2003), we deal directly with this con-
cern by studying the dynamics of BC laws. We replace BCy; with the series of
dummies Before(—1), Before(0), After(1), After(2), After(3) and After(4+).
The first variable equals one if a plant belongs to a firm that is incorporated in
the state that will pass the law in one year from now. Before(0) equals one if a
plant belongs to a firm that is incorporated in the state that passes the law this
year. After(1), After(2), After(3) and After(44) equal one if a plant belongs to
a firm that is incorporated in the state that passed the law one, two, three years
before and four or more years before, respectively. The idea behind this test is
to check whether plants incorporated in states that passed BC law indeed exper-
ienced a significantly different trend in workplace safety than the control states!?
at the time of one or two years before the law was passed.

Plants in our sample differ in many respects. Some of the plants might have low
level of workplace safety because their scope to violate workplace safety regulation
is limited. Owur fixed effects regression controls for unobservable time-invariant

17 Control states consist of those states that never passed the law and states that will pass
the law in more than two years.
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plant characteristics. Thus, if the scope for regulatory violations is time-invariant
(e.g. technology), our regression framework controls for it.

A specific characteristic of our workplace safety data is that it comes from
inspections. This raises the issues of detection bias and sample selection. Clearly,
the number of violations detected is likely to depend on the intensity of an inspec-
tion, inspector’s ability and priorities of the inspecting office. Yet, for all these
factors to bias our results, one needs a convincing story explaining the systematic
interaction between inspection characteristics and the adoption of BC laws. This
dependence is unlikely in our framework. Inspections are carried out based on the
state of location, not the state of incorporation. Since we include time-specific
location, industry, union and size dummies in our regressions, both treatment
and control groups are likely to face the same inspection environment on average.
To check this empirically, we would like to have some inspection’s characteristics
that should not be influenced by the BC law. However, we lack such exogeneous
characteristics. For instance, scope of an inspection is not exogeneous since in-
spector decides on the scope depending on the probability of finding a violation
and violations are arguably affected by the BC law.

The second issue we have is non-randomness of the sample. Clearly, inspec-
ted establishments do not represent a random subset of all the establishments.
Normally, this would lead to inconsistent estimates provided that the selection is
based on unobservable characteristics that is also related to the dependent variable
(see Heckman (1979)). In our paper, the selection of firms for inspections does
not pose a serious problem unless inspectors use different selection rules for the
treatment and control group. As we already argued, this seems unlikely.

5. Main Results

5.1. Violations and Penalties. Our aim is to estimate how the weakening
of corporate governance induced by the fall in the threat of takeovers affected
plants’ workplace safety and OSHA regulatory compliance. We use the adoption
of the business combination laws in 1980s as an exogenous fall in the threat of
takeovers. Our measures of workplace safety are the sum of serious, willful and
repeated violations, monetary penalties paid for these violations, the frequency
of accidents and workers’ complaints. If the weakening of corporate governance
increased any of these measures, the estimate of BC' is positive and if it decreased,
the estimate is negative.

Table 7 considers the sum of serious, willful and repeated OSHA violations as
a variable of interest. Column (I) shows that plants affected by the antitakeover
legislation have on average 70% more regulatory violations than otherwise similar,
but unaffected plants.'® This treatment effect is statistically significant. Columns
(II)-(V) study the robustness of the result. The estimate remains unaltered and

18 A proportional increase in the conditional mean due to a unit change in a dummy variable
is given by the exponential of a corresponding estimate minus one. The p-value for this statistics
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significant when more controls are added to the regression. Column (II) controls
for the number of employees at the firm level. Column (III) allows for industry,
state of location and union-status specific time-trends by including the mean of
the dependent variable excluding the plant itself in a given industry-year, state of
location-year and union-year cell. None of these controls tends to be significant.
Columns (IV) and (V) add the size-year interaction and various firm characteristics
such as profitability, leverage and the measure of product market competition.
Both profitability and leverage are statistically significant.

Column (VI) studies the time dynamics of the treatment effect. The analysis
of the time dynamics shows that there is no statistically significant difference in
OSHA workplace violations between the treatment and control group one year
before the treatment. Yet, the statistically significant difference between the con-
trol and treatment group appear one, two, three, four or more years after the
treatment. This result adds credibility to our identification assumption.

Table 8 uses the sum of penalties paid for serious, willful and repeated viola-
tions as a measure of workplace safety. Columns (I)-(III) show that the estimated
effect of BC law varies from 6% to 16%, but all these estimates are statistically
insignificant.’’20 As with violations, the state of location tends to matter. Also,
profitability tends to affect penalties positively. The analysis of the time dynamics
of BC laws shows that there are no significant pre-treatment differences in penal-
ties between the treatment and control group. However, the significant differences
appear at the time of the regulation and afterwards.

5.2. Accidents and Complaints. Previous results on violations and penal-
ties rely on inspection data. Data on accidents and complaints is self-reported by
firms and thus does not depend on OSHA inspections. This allows us to expand
our sample to non-inspected observations.

Table 9 presents the effect of antitakeover legislation on accidents. Column (I)
shows that firms affected by the antitakeover legislation present on average 34%
less accidents than otherwise similar unaffected firms. This effect is statistically
significant and economically meaningful. The effect is robust to time-varying in-
dustry, state of location and union status controls as well as various firm specific
variables. Time-varying state of location and union controls are highly significant,

is identical to the p-value of a corresponding estimate. The estimates of control variables in logs
represent respective elasticities.

19 Note that our dependent variable is In(1+y). For continuous control variables, the marginal
effects depend on the values of other control variables as well as the error term specification. For
a dummy variable, we can calculate the proportional change in the conditional mean, which is
ggglggié; =e’ + E(yj;g:()), where E(y|BC = 0) = expla + BX] x exple] — 1. The
second term arises from the fact that we use In(y+1) rather than In(y) as our dependent variable.
In our case, the second term is close to zero since y represents monetary penalties with a high
mean.

20 This increase in monetary penalties is relatively small for large companies. However, it not
the size of monetary penalties but the loss of reputation that might lead to a significant loss in
value.

given by
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while time-varying industry control is insignificant. The elasticity of accidents
with respect to the number of workers is close to unity, implying that a 1% in-
crease in the number of employees tends to increase the number of accidents also
by 1%.2' Profitability and leverage have an insignificant effect, while the product
market competition has statistically significant effect on accidents. The analysis
of the time dynamics presented in column (VI) shows somewhat puzzling results.
There is no statistically significant difference in accidents between the treatment
and control group one year before the treatment. However, the firms incorporated
in the states that adopt the law this year tend to have more accidents than firms
incorporated in the states that never adopted the law or will adopt it in two or
more years.

Table 10 presents the effect of antitakeover legislation on workers’ complaints.
Column (I) shows that firms affected by the antitakeover legislation have on av-
erage 20% less workers’ complaints than otherwise similar unaffected firms. This
effect is statistically significant and economically meaningful. The effect, however,
is not robust to the inclusion of time-varying controls and firm specific variables.
The elasticity of the number of complaints with respect to the number of workers
is below unity, implying that a 1% increase in the number of employees tends to in-
crease the number of accidents by less than 1%. Profitability and leverage tend to
be significant determinants of workers’ complaints, but the signs of the effects cast
some doubt. The analysis of the time dynamics presented in column (VI) shows
that there is statistically insignificant difference in workers’ complaints between
the treatment and control group one year before the treatment. The statistically
significant difference between the treatment and control group appears four years
after the treatment.

6. Extensions and Robustness

6.1. Differences among Unionized and Non-unionized Plants. Previ-
ous results suggest that managers protected from takeovers by the law tend to
care less about workplace safety regulation. There are good reasons to believe
that managers in unionized plants might change their behaviour differently from
managers in non-unionized plants. Even if managers would like to care less about
workplace safety regulation after the anti-takeover regulation, the pressure from
unions might limit managerial discretion. In this section, we test this hypothesis by
studying whether the effect of BC law differs across unionized and non-unionized
plants.

Table 11 shows how the effect of BC law on the number of OSHA violations
differs across unionized and non-unionized plants. The interaction term between
BC and nonunion dummy is statistically significant and economically meaningful.
These estimates show that both unionized and non-unionized plants that were

21 This in turn implies that the probability of an accident does not depend on the number of
workers.
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affected by the antitakeover legislation do present more workplace safety violations,
but the effect is larger in non-unionized unaffected plants. Our estimates show that
workplace safety violations more than double in non-unionized plants, while the
increase in unionized plants is roughly 60%. These results support the hypothesis
that unions curb managerial discretion to some extent by exercising pressure on
managers to comply with workplace safety regulation.

6.2. Competition and Workplace Safety. So far we have presented evid-
ence about how the adoption of anti-takeover legislation affects the average firm.
However, certain groups of firms are more exposed to takeovers than others and
therefore should be affected more by the regulation. It is argued that the quality
of corporate governance matters more in non-competitive and less in competit-
ive industries. The idea is that product market competition leaves no room for
managerial discretion forcing management to act in the interests of shareholders.
Giroud and Mueller (2007) document that the passage of the business combination
laws in 1980s reduced the operating performance of the affected firms, but only in
non-competitive industries.

Table 12 shows how the effect of BC law on the number of OSHA violations
differs across firms with different degrees of product market competition. The
interaction term between BC and the product market competition measure HHI
is statistically insignificant. This result does not support the idea that corporate
governance matters more in non-competitive and less in competitive industries, at
least with respect to workplace safety.

7. Conclusions

This paper determines the effect that the antitakeover regulation in the 1980s
had on the compliance of OSHA workplace safety regulation as well as on work-
place accidents and workers complaints. We find that the antitakeover regulation
decreased firms’ compliance of OSHA workplace safety regulation. The results
show that the affected firms present up to 70% more workplace safety violations.
Accidents and complaints tend to decrease as a result of the anti-takeover regula-
tion, but the results are not robust to various specification tests. We also document
that the increase in workplace safety violations is significantly smaller in unionized
firms. This suggests that unions can play an important role in curbing managerial
discretion.
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Tables

TABLE 1: Sample Description

The sample includes plants that were inspected by OSHA during the period of
1978-1995 and have SIC between 100-4999. "Never" refers to plants incorporated
in states that did not adopt the business combination (BC) laws during the sample
period. "Event. BC" refers to plants incorporated in states that eventually adop-
ted the BC laws during the sample period. "All" refers to plants in all states (see
Table 3).

Variable Never Event. BC  All

No of inspections 2062 17691 19753

due to accidents 12% 9% 9%
due to complaints  42% 53% 52%
planned 46% 38% 39%
Inspection scope

complete 52% 35% 37%
partial 45% 59% 57%
records only 3% 6% 6%
No of firms 263 1918 2181
No of plants 1371 9469 10840
Plants per firm 5.21 4.94 4.97
Plant-years 1816 14692 16508

Firm-years 778 6686 7464
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TABLE 2: Comparison with Compustat

Sample refers to firms in Compustat with SIC between 100 and 4999 that were
inspected by OSHA at least once during the sample period. Compustat refers
to all firms in Compustat that have SIC between 100 and 4999. All variables
are calculated over the sample period of 1978-1995. Assets refers to total assets
(Compustat data6). ROA refers to return on assets calculated as operating income
before depreciation and amortization (datal3) divided by total assets. Sales refers
to net sales (datal2). Leverage is a long term debt (data9) plus debt in current
liabilities (data34) divided by total assets. Tobin’s Q is the book value of total
assets (data6) plus the market value of equity (data24*data25) minus the sum of
book value of equity (data60) and balance sheet deferred taxes (data74). No of
employees refers to the number of employees (data29). Labor costs refers to labor
and related expenses (data42) deflated by CPI to convert it into real terms. Real
wage refers to labor costs per employee. HHI (assets) refers to Herfindhal index
calculated using assets and 3-digit SIC codes. HHI (sales) refers to Herfindhal
index calculated using sales and 3-digit SIC codes.

Sample Compustat
Variable Mean St.dev N Mean St.dev N
Ln(Assets) 5.2 2.2 21562 4.2 2.4 72571
ROA 0.13 0.13 21562  0.07 0.22 72571
Ln(Sales) 5.3 2.1 21549 4.1 2.6 71527
Leverage 0.27 0.20 21515 0.30 0.464 72349
Tobins Q 1.5 1.3 17534 1.8 2.7 56934
No of empl 11 37 20872 6 27 67903
Labor costs 541 1516 4103 360 1214 10242
Real wage 20 5 4044 21 20 9522

HHI (assets)  0.20 0.16 21562  0.19 0.16 72571
HHI (sales) 0.19 0.15 21562  0.18 0.15 72571
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TABLE 3: Business combination laws

State of State of Incorp in Incorp in
incorporation location state of loc.  State of DE
No of No of No of No of

State Year Plants % Plants % Plants % Plants %
Delaware 1988 5363 49.5 28 0.3 20 71.4 20 71.4
New York 1985 632 5.8 459 4.2 158 34.4 216 47.1
Ohio 1990 412 3.8 546 5 138 253 273 50
California, 360 3.3 87 7.9 302 352 431 50.3
Pennsylvania 1989 326 3 445 4.1 109 24.5 249 56
Oregon 321 3 676 6.2 236 34.9 152 22.5
Missouri 1986 259 2.4 257 2.4 52 20.2 130 50.6
Virginia 1988 238 2.2 200 1.8 48 24 97 48.5
Wisconsin 1987 216 2 242 2.2 84 34.7 110 45.5
Indiana 1986 215 2 416 3.8 82 19.7 221 53.1
Michigan 1989 203 1.9 361 3.3 89 24.7 194  53.7
New Jersey 1986 201 1.9 310 2.9 58 18.7 172 555
Colorado 200 1.8 99 0.9 19 19.2 59 59.6
Minnesota 1987 190 1.8 292 2.7 111 38 130 445
Washington 1987 187 1.7 345 3.2 60 174 132 383
Georgia 1988 181 1.7 226 2.1 49 21.7 101 44.7
Massachusetts 1989 177 1.6 222 2 78 35.1 110 49.5
Maryland 1989 153 14 266 2.5 87 32.7 103  38.7
Illinois 1989 113 1 483 4.5 80 16.6 297 61.5
Texas 110 1 689 6.4 65 9.4 408  59.2
Nevada 1991 102 0.9 84 0.8 23 27.4 37 44
North Carolina 83 0.8 343 3.2 45 13.1 186 54.2
Florida 81 0.7 262 2.4 53 20.2 133  50.8
South Carolina 1988 75 0.7 143 1.3 17 11.9 67 46.9
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TABLE 4: Business combination laws

State of State of Incorp in Incorp in

incorporation location state of loc.  State of DE
No of No of No of No of

State Year Plants % Plants % Plants % Plants %
Utah 55 0.5 137 1.3 34 24.8 72 52.6
Connecticut 1989 42 0.4 92 0.8 15 16.3 55 59.8
Kansas 1989 34 0.3 98 0.9 8 8.2 43 43.9
Arizona 1987 31 0.3 159 1.5 21 13.2 74 46.5
Maine 1988 31 0.3 47 0.4 11 23.4 12 25.5
Alabama 29 0.3 197 1.8 15 7.6 106  53.8
Alaska 27 0.2 59 0.5 14 23.7 26 44.1
Towa 25 0.2 157 14 13 8.3 85 54.1
Kentucky 1987 21 0.2 249 2.3 16 6.4 124  49.8
Oklahoma 1991 19 0.2 125 1.2 13 10.4 67 53.6
Rhode Island 1990 19 0.2 27 0.2 16 59.3 8 29.6
Columbia 16 0.1 9 0.1 2 22.2 2 22.2
Montana 12 0.1 34 0.3 10 29.4 15 44.1
Vermont 12 0.1 56 0.5 12 21.4 20 35.7
Louisiana 10 0.1 135 1.2 5 3.7 74 54.8
Mississippi 10 0.1 89 0.8 7 7.9 39 43.8
Hawaii 9 0.1 45 0.4 9 20 20 44.4
Idaho 1988 9 0.1 53 0.5 2 3.8 33 62.3
Tennessee 1988 9 0.1 292 2.7 2 0.7 161 55.1
South Dakota 1990 7 0.1 20 0.2 4 20 8 40
New Mexico 5 0 29 0.3 0 0 20 69
Nebraska 1988 3 0 63 0.6 1 1.6 40 63.5
New Hampshire 3 0 69 0.6 3 4.3 31 44.9
Puerto Rico 2 0 29 0.3 2 6.9 14 48.3
West Virginia 1 0 76 0.7 1 1.3 36 47.4
Wyoming 1989 1 0 57 0.5 0 0 45 78.9
Arkansas 0 0 163 1.5 0 0 88 54
North Dakota 0 0 22 0.2 0 0 16 72.7
Virgin Islands 0 0 1 0 0 0 1 100
Total 10840 10840 2299 21.2 5363 49.5
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TABLE 5: Inspection Data: Violations

"Never" refers to plants incorporated in states that did not adopt the business
combination (BC) laws during the sample period. "Event. BC" refers to plants
incorporated in states that eventually adopted the BC laws during the sample
period. "All" refers to plants in all states (see Table 1). "Due to accidents" refers
to OSHA inspections that were undertaken due to an accident with a death of an
employee or a hospitalization of at least three workers. "Due to complaints" refers
to OSHA inspections that were undertaken due to workers’ complaints about
workplace safety. "Planned" refers to OSHA inspections that have randomly
chosen targets within a given industry and region. Inspection scope refers to the
intensity of the inspection. Complete inspections cover all potential hazard areas.
Partial inspections cover limited areas of potential hazards but can be expanded
based on the information received. "Records only" inspections start with the check
of the injury logs and then stop unless the injure rate exceeds some threshold. S
refers to the number of violations recorded during the inspection and categorized
as serious. W refers to the number of violations recorded during the inspection
and categorized as willful. R refers to the number of violations recorded during
the inspection and categorized as repeated. Violation rate (S+W+R)>0 refers to
the proportion of inspections that recorded at least one serious, willful or repeated
violation.

Variable Never Event. BC  All

Violation rate (S+W+R)>0

in all inspections 32% 38% 37%
in those due to accidents 36% 51% 49%
in those due to complaints 24% 33% 32%
in those due to planned 37% 41% 41%
in complete 39% 52% 50%
in partial 25% 33% 32%
in records only 0.0% 0.4% 0.4%

Mean of (S+W+R)
in those where (S+W+R)>0 3.2 3.7 3.7

57
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TABLE 6: Inspection Data: Penalties

SP refers to monetary penalties assigned for serious violations recorded during the
inspection. WP refers to monetary penalties assigned for willful violations recor-
ded during the inspection. RP refers to monetary penalties assigned for repeated
violations recorded during the inspection. Penalty rate (SP+WP-+RP)>0 refers
to the proportion of inspections that were assigned non-zero monetary penalty for
serious, willful or repeated violations. All penalties are in real terms.

Variable Never Event. BC  All
Penalties rate (SP+WP+RP)>0

in all inspections 31% 35% 35%
in those where (S+W+R)>0 98% 93% 93%

Mean of penalties (SP+WP+RP)
conditioning on (S+W+R)>0

in all inspections 1082 2477 2353
in those due to accidents 1892 8628 7970
in those due to complaints 1520 2181 2139
in those due to planned 624 1052 1004
in complete 1108 1794 1716
in partial 1036 3133 2999
in records only n.a. 3106 3106

Mean of penalties per violation
conditioning on (S+W+R)>0

in all inspections 294 405 395
in those due to accidents 740 889 875
in those due to complaints 279 418 409
in those due to planned 195 252 246
in complete 228 269 264
in partial 414 534 527
in records only n.a. 773 773
SP if S>0 806 1146 1116
WP if W>0 29266 48750 48006
RP if R>0 480 2810 2631
SP/S if S>0 294 346 341
WP/P if W>0 3577 4771 4725

RP/R if R>0 255 824 780
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TABLE 7: Workplace safety violations and takeover regulation
Dependent variable is count of serious, willful and repeated violations recorded during the
inspection. BC is a dummy variable that equals one if the plant is incorporated in a state
that has passed the business combination law at least one year ago. Beforel is a dummy
variable that equals one if the plant is incorporated in a state that will pass the business
combination law in one years. Before0 is a dummy variable that equals one if the plant is
incorporated in a state that passes the business combination law during this year. After(i)
is a dummy variable that equals one if the plant is incorporated in a state that passed the
business combination law i years ago, where i is 1, 2 or 3. Afterdplus is a dummy variable
that equals one if the plant is incorporated in a state that passed the business combination
law 4 or more years ago. Industry-year and state-year refer to the mean of the dependent
variable in a given year and industry or state respectively. The sample includes plants that
were inspected by OSHA during the period of 1978-1995 with SIC between 100 and 4999. All
regressions include available characteristics of the inspection. The poisson model is estimated
by Quasi Maximum Likelihood with the Hausman, Hall and Griliches (1984) transformation.
Absolute value of t statistics in brackets. St. errors are clustered at the state of incorporation
level. *  ** *** denotes significance at 10%, 5% and 1% level, respectively.

QML Poisson: dependent variable S+W+R

@ (&8)) (I11) 1v) V) (VD)
BC 0.54%F%  0.58%FF  0.60***  0.59%**  0.56%**
[10.37] [9.63] [4.26] [4.56] [4.30]
Industry-year -0.03 -0.03 -0.03 -0.03
[1.27]  [-1.24]  [-1.20]  [-1.44]
State-year 0.01 0.01 0.01 0.01
[1.04] [0.87] [0.86] [0.47]
Union-year 0.01 -0.09 -0.11 -0.09
[0.03] [-0.46] [-0.53] [-0.40]
Log(Empl) 0.19%* 0.18 0.14 0.12 0.14
[3.16)  [1.60]  [1.25]  [0.88]  [1.24]
ROA 1.79%**
[3.88]
Leverage 0.82%*
[2.66]
HHI-Asset -0.68
[-1.07]
Beforel 0.23
[1.07]
Before0 -0.04
[-0.24]
Afterl 0.70%**
[3.76]
After2 0.64%%*
[3.46]
After3 0.76%*
[3.29]
Afterdplus 1.077%%*
[3.69]
Log(Empl)xYear FE No No No Yes Yes Yes
Observations 9478 6725 6706 6706 6696 6706
Number of plants 2350 1657 1654 1654 1652 1654

Log(Likelihood) -13178.6 -8890.06 -8862.55 -8807.21 -8770.73 -8783.66
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TABLE 8: Penalties and takeover regulation
Dependent variable is the natural logarithm of one plus the sum of penalties paid
for serious, willful and repeated violations. The sample includes plants that were
inspected by OSHA during the period of 1978-1995 with SIC between 100 and
4999. Absolute value of t statistics in brackets. St. errors are clustered at the
state of incorporation level. * ** *** denotes significance at 10%, 5% and 1%
level, respectively.

OLS: dependent variable In(1+SP+WP+RP)

O I @n [avy ) (VD

BC 0.06 0.13 0.1 0.15 0.14
[0.33] [0.88] [0.68] [1.06] [1.04]
Industry-year 0.09 0.07 0.07 0.06
[1.34] [1.03] [1.18]  [0.85]
State-year 0.18%* 0.18** 0.18** 0.17**
2.19] [2.34] [2.36] [2.32]
Union-year -0.1  -0.31*  -0.31* -0.32%*
[-0.69] [-1.96] [-1.92] [-1.96]
Log(Empl) -0.28 -0.3 -0.21 -0.23 -0.2
[-1.29] [-1.25] [-0.88] [-0.97] [-0.84]
ROA 0.43
[0.79]
Leverage 0.88%***
[3.69]
HHI-Asset 0.33
[0.55]
Beforel 0.02
[0.09]
Before0 0.36**
[2.09]
Afterl 0.31%*
[1.86]
After2 0.38*
[1.83]
After3 0.73**
[2.73]
Afterdplus 0.75%*
[2.10]
Plant FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Log(Empl)xYear FE =~ No No No Yes Yes Yes
Observations 19752 14865 14812 14812 14778 14812

Number of plants 10839 8342 8309 8309 8285 8309
R2 0.36 0.35 0.37 0.37 0.36 0.36
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TABLE 9: Poisson regression: Labor accidents and takeover regulation

Dependent variable is the number of accidents reported to OSHA by a given plant
during a given year. The sample includes all plants with SIC between 100 and
4999 that were inspected by OSHA at least once during the sample period of 1978-
1995. Absolute value of z statistics in brackets. *, ** *** denotes significance at
10%, 5% and 1% level, respectively.

Poisson: Number of accidents

@) (II) (I11) Iv) V) (VI)
BC S0.41FF _0.4T7F** -0.35%* -0.35%* -0.36**
[-3.10] [-3.46] [-2.47] [-2.47] [-2.53]
Industry-year 3.75 3.52 3.51 3.36
[1.35] [1.26] [1.25] [1.20]
State-year 18.15%** 18.20%** 18.62%** 18.33***
[11.42] [11.42] [11.64] [11.46]
Union-year -124.00%**  -139.65%**  _142.28%** _140.28***
[-6.26] [-6.75] [-6.86] [-6.76]
Log(Empl) 0.95%** 0.86*** 0.77%** 0.82%** 0.76%**
[8.34] [7.37] [5.57] [5.78] [5.53]
ROA -0.74
[-1.14]
Leverage -0.2
[-0.63]
HHI-Asset -1.68%*
[-2.70]
Beforel 0.04
[0.22]
Before0 0.36**
[2.03]
Afterl -0.13
[-0.63]
After2 -0.1
[-0.48]
After3 -0.21
[-0.92]
Afterdplus -0.22
[-0.98]
Plant FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Ln(Empl)xYear No No No Yes Yes Yes
Observations 17551 15933 15929 15929 15902 15929
No of plants 1097 1056 1055 1055 1052 1055
Log(Likelih) -3045.03 -2864.23  -2769.68 -2761.43 -2751.03 -2758.79
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TABLE 10: Poisson regression: Worker complaints and takeover

regulation

Dependent variable is the number of worker complaints about their employer
reported to OSHA during a given year. The sample includes all plants with SIC
between 100 and 4999 that were inspected by OSHA at least once during the

sample period of 1978-1995. Absolute value of z statistics in brackets. *, ** ***
denotes significance at 10%, 5% and 1% level, respectively.
Poisson: Number of complaints
0 @M @n @) (V) (V]
BC -0.22%F% - _(0.22%F*  _0.10* -0.09%* -0.09
F4.21]  [-3.96]  [L77]  [1.66]  [-1.54]
Industry-year 3.58¥KK  FHARKK  FARKHKK  Z 5Pk
[10.84] [10.52] [10.30] [10.48]
State-year BATRK* 5 12%kx 5 9Kk 5 (9FH*
[17.99] [17.98] [17.79] [17.78]
Union-year -0.55 -0.94 -1.22 -0.88
[-0.42] [-0.69] [-0.90] [-0.65]
Log(Empl) 0.60***  (0.53***  (.51**¥*  (.53**¥*  (.51***
[12.45] [10.76] [8.86] [9.10] [8.91]
ROA 0.76%*
[2.95]
Leverage -0.31%*
[-2.36]
HHI-Asset 0.11
[0.48]
Beforel 0.03
[0.37]
Before0 -0.06
[-0.81]
Afterl -0.11
[-1.24]
After2 -0.14
[-1.49]
After3 -0.13
[-1.28]
Afterdplus -0.22%*
[-1.99]
Plant FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Ln(Empl)xYear No No No Yes Yes Yes
Observations 66281 59302 59284 59284 59184 59284
No of plants 4288 3996 3995 3995 3988 3995
Log(Likelihood) -14947.6 -14005.4 -13760.5 -13754.1 -13724.9 -13752.2
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TABLE 11: Workplace safety violations, takeover regulation and unions

Dependent variable is count of serious, willful and repeated violations recorded
during the inspection. Nonunion is a dummy that is equal to one if plant is not
unionized. The sample includes plants that were inspected by OSHA during the
period of 1978-1995 with SIC between 100 and 4999. All regressions control for

available characteristics of the inspection.

The poisson model is estimated by

Quasi Maximum Likelihood (QML) with the Hausman, Hall and Griliches (1984)
transformation. Absolute value of t-statistics in brackets. St. errors are clustered
at the state of incorporation level. *, ** *** denotes significance at 10%, 5% and

1% level, respectively.

QML Poisson: dependent variable S+W+R

@ (1) (I11) (Iv) V)
BC 0.48%HF  0.47FF%  0.48FFF  0.48FFF  (.45%F*
[8.91] [7.49] [3.77] [3.94] [3.68]
BCxNonunion 0.24%%F  0.39%**  (0.42%F  0.36*%*  0.38**
[4.71] 6.39]  [2.79]  [2.17]  [2.31]
Industry-year -0.03 -0.03 -0.03
[1.17]  [-116]  [-1.12]
State-year 0.01 0.01 0.01
[1.07] [0.86] [0.86]
Union-year -0.14%* 0.01 0.00 -0.09 -0.11
[2.74]  [0.20]  [0.02]  [-0.45]  [-0.52]
Log(Empl) 0.16** 0.16 0.11 0.09
[2.65]  [1.62]  [L17]  [0.76]
ROA 1.74%%*
[3.94]
Leverage 0.86**
[2.83]
HHI-Asset -0.68
[-1.09]
Plant FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Log(Empl)xYear FE No No No Yes Yes
Observations 9476 6723 6706 6706 6696
Number of plants 2350 1657 1654 1654 1652
Log(Likelihood) -13163.08 -8868.56 -8839.53 -8791.81 -8754.4




CORPORATE GOVERNANCE AND WORKPLACE SAFETY

TABLE 12: Workplace safety violations, takeover regulation and
competition

Dependent variable is count of serious, willful and repeated violations recorded
during the inspection. HHI is Herfindahl’s index based on total assets and three
digit SIC. The sample includes plants that were inspected by OSHA during the
period of 1978-1995 with SIC between 100 and 4999. All regressions control for
available characteristics of the inspection. The poisson model is estimated by
Quasi Maximum Likelihood (QML) with the Hausman, Hall and Griliches (1984)
transformation. Absolute value of t-statistics in brackets. St. errors are clustered
at the state of incorporation level. *, ** *** denotes significance at 10%, 5% and
1% level, respectively.

QML Poisson: dependent variable S+W+R

@ (1) (I11) (IV) V)
BC 0.48%**  (0.62%F*  (.64%F*  (.59%F*F (. 55FF*
[7.18] [7.62] [3.90] [3.83] [3.46]
BCxHHI-Assets 0.26 -0.12 -0.14 -0.03 0.04
[1.46] [-0.56] [-0.20] [-0.04] [0.06]
HHI-Assets -0.94%F*  _0.58%* -0.59 -0.56 -0.71
[-4.37] [-1.99] [-0.63] [-0.63] [-0.80]
Industry-year -0.03 -0.03 -0.03
[-1.28] [-1.26] [-1.21]
State-year 0.01 0.01 0.01
[1.03] [0.86] [0.86]
Union-year 0.00 -0.10 -0.11
[-0.00] [-0.49] [-0.53]
Log(Empl) 0.19%* 0.19 0.15 0.12
[3.27] [1.64] [1.22] [0.91]
ROA 1.79%%*
[3.91]
Leverage 0.82%*
[2.71]
Plant FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Log(Empl)xYear FE No No No Yes Yes
Observations 9459 6723 6704 6704 6696
Number of plants 2347 1656 1653 1653 1652

Log(Likelihood) -13155.67 -8885.91 -8858.09 -8804.25 -8770.71




PAPER 3

How Responsible is Private Equity?

ABSTRACT. The financial success of leveraged buyout targets (LBOs) is fre-
quently associated with deteriorating conditions for other stakeholders, such
as workers, customers, suppliers, tax-payers and society as a whole. We ob-
tain a comprehensive set of stakeholder ratings for a sample of 373 LBOs and
examine the pre- and post-LBO performance of these ratings. LBO targets
are characterized by weak stakeholder relations across a number of measures
compared to their peers, in terms of corporate governance, transparency, em-
ployee relations and community relations. Controlling for this selection, we
do not find systematic evidence in favor of the idea that private equity funds
gain at the expense of other stakeholders. Private equity ownership alters
targets in the direction of higher pay, improved work-life benefits, increased
charitable giving, and decreased concerns related to retirement benefits, ad-
verse economic impact, tax disputes, unfair marketing practices and antitrust
problems.

Keywords: Private Equity, Leveraged Buyouts

JEL codes: G30

1. Introduction

Since its start in the early 1980s, private equity (PE) activity has grown dramat-
ically both in geographical reach and industry scope. Today, a non-trivial share
of employees work for firms owned by private equity owners, both in the US and
the rest of the world.!

Following this growth, the PE industry has come under scrutiny both from
academics and the public. Policy makers have raised concerns about the impact of
PE ownership on various aspects of their portfolio companies including their long
term sustainability and economic efficiency in general.? In contrast, academic re-
search has generally had a positive view of the private equity ownership form.? A
large number of empirical studies have found positive effects of PE ownership on
buyout target firms’ operating performance, willingness to undertake R&D invest-
ments, productivity and corporate governance structure. While informative, these

Paper is co-authored with Per Stromberg. I gratefully acknowledge financial support from
the Jan Wallander and Tom Hedelius Foundation, and the Institute for Banking Research.
I See Kaplan and Strémberg (2009) for the most recent survey.
2 See the recent EU Commission open hearing on hedge funds and private equity, February
26-27, 2009.
3 See Achleitner, Cornelli, Stromberg, Lerner, Fang, and Leeds (2008).
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studies typically have ignored the socioeconomic dimension of PE investments. In-
deed, the critics of private equity industry often argue that the improved financial
performance of buyout target firms comes at the expense of other stakeholders,
such as workers, customers, suppliers, tax-payers, and society as a whole.

In this paper, we try to fill this gap by studying the effect of PE investments
on various socioeconomic dimensions of PE portfolio companies. Our motivation
is twofold. First, the study provides policy makers with the objective evaluation of
how PE ownership affects various stakeholders, such as workers (workplace safety,
unionization), consumers (product safety, marketing controversies, antitrust is-
sues), local community (tax disputes, charity) and the environment (regulatory
compliance). Our analysis addresses the claim that PE ownership does not add
economic value, but rather redistributes it from various stakeholders using lax reg-
ulatory environment and low transparency. Second, the paper sheds some light on
an important general issue, namely whether equity owners internalize their effects
on other stakeholders. Since PE investments represent a significant reduction in
agency costs between owners and management, they provide a natural setting to
study how corporate governance changes impact various stakeholders.

As is well known in corporate governance research (see e.g. Tirole (2001)),
shareholder value maximization need not equal total value maximization in a world
of incomplete contracting. In particular, maximizing shareholder value may im-
pose negative externalities on other stakeholders. As Allen, Carletti, and Marquez
(2007) argue, in some cases shareholders may even want to pre-commit by set-
ting up a governance structure that involves other stakeholders. As an example,
Shleifer and Summers (1989) argue that much of the shareholder gains in mergers
and acquisitions are due to stakeholder wealth losses, such as declines in value
of subcontractors® firm-specific capital or employees' human capital. Consistent
with these arguments, Bertrand and Mullainathan (2003) and Cronqvist, Hey-
man, Nilsson, Svaleryd, and Vlachos (forthcoming) find evidence that firms with
weaker shareholder governance pay higher wages to their workers.* On the other
hand, Dowell, Hart, and Yeung (2000), Juks (2010a) and Juks (2010b) find no
evidence of conflicts between strong shareholder governance and stakeholder value
in the context of environmental pollution, workplace safety, and corporate social
responsibility rankings.

There are reasons to believe, however, that shareholder and stakeholder con-
flicts may be particularly acute for PE-owned firms. First, the PE ownership
model is thought to be particularly focused on shareholder value maximization.
Jensen (1989) was the first academic to emphasize the corporate governance bene-
fits of private equity ownership. His argument was that by combining concentrated
ownership stakes, performance-based managerial compensation, highly leveraged

4 Also, see Atanassov and Kim (2009), Agrawal (2008) and Hong and Kacperczyk (2009) for
evidence on equity-stakeholder conflicts.
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capital structures, and active governance in its portfolio companies, the PE own-
ership form was superior in creating shareholder value compared to the typical
public corporation with dispersed shareholders, low leverage, and weak corporate
governance. Second, the fact that PE buyouts typically use substantial amounts of
leverage can exacerbate stakeholder externalities. For example, Perotti and Spier
(1993) and Subramaniam (1996) argue that high leverage can act as an ex ante
pre-commitment to extract value from employees and suppliers in ex-post bargain-
ing.> Finally, some observers (e.g. Rasmussen (2008) and SEIU (2007)) argue the
PE ownership model is particularly short-termist, due to the fact that PE funds
have limited life and therefore need to exit their investments quickly. Because of
this, they may have an incentive to maximize short-term profits at the expense of
long-run value, along the lines of Stein (1988). Expropriating other stakeholders
may be a particularly tempting way of increasing equity value in the short-term,
while hurting the firm’s long-run viability.

Although some research has been undertaken on the effect of PE leveraged
buyouts on stakeholder value, the results are so far inconclusive. In support of
such conflicts, Brown, Fee, and Shawn (2007) show that suppliers to PE-backed
firms experience significantly negative abnormal returns at the announcements of a
leveraged buyout, in particular if the suppliers have made substantial relationship-
specific investments. Similarly, Matsa (2009) examines leveraged buyouts in the
supermarket industry, and finds that these are associated with a decrease in qual-
ity provided to consumers, measured by product availability. Kaplan (1989b) finds
that the tax deductibility of interest is a significant source of value in leveraged
buyouts, suggesting that PE transactions create value at the expense of govern-
ment tax revenues. With regard to employees, Davis, Haltiwanger, Jarmin, Lerner,
and Miranda (2008) find that employment growth in U.S. PE-owned firms is slower
than in comparable non-PE-backed companies.

On the other hand, Boucly, Sraer, and Thesmar (2009) show evidence from
France that both employment and wages increase faster in PE-owned firms. Sim-
ilarly, Bernstein, Lerner, Sgrensen, and Stromberg (2010) find that industries with
high PE-ownership have higher employment and wage growth (and lower cyclic-
ality) than other industries using data from 26 OECD countries. Also, Jensen,
Kaplan, and Stiglin (1989) argue that the tax losses for government due to buy-
out leverage is overwhelmed by tax gains due to higher capital gains taxes, in-
creased operating revenues, and interest income earned by LBO creditors. Finally,
Sorensen, Stromberg, and Lerner (2008) find no evidence of short-termist behavior
when examining long-run investment in innovation for a recent sample of U.S. PE
transactions.

In the light of this inconclusive evidence, the aim of this paper is to examine
the impact of PE transactions on a broad set of measures of stakeholder welfare. In

5 Consistent with this, Benmelech, Bergman, and Enriquez (2010) finds evidence that finan-
cially distressed firms strategically renegotiate labor contracts to extract concessions from labor.



68 HOW RESPONSIBLE IS PRIVATE EQUITY

particular, we use objective measures of social-economic issues related to various
stakeholders from the KLD rating agency. KLD collects and systemizes informa-
tion on the social responsibility of major public US companies, in order to assist
institutional clients in their socially responsible investment strategies. Every year
each company covered by the rating agency obtains a set of concerns and strengths
that summarizes company’s relations with the local community, employees, cus-
tomers and the environment. Their measures cover a broad set of stakeholder
issues, such as relations with the local community, charitable giving, tax disputes,
transparency and corporate governance issues, union relations, health and safety
concerns, workforce reductions, violations of environmental regulation, R&D in-
tensity and product safety issues. One problem, however, is that KLD only rates
U.S. publicly traded corporations, and hence we cannot obtain these measures for
the PE transactions while they are private. Instead, we follow the approach of Cao
and Lerner (2009) and examine a sample of “Reverse Leverage Buyouts,” (RLBOs)
i.e. PE-backed companies that are subsequently taken public. To the extent that
the PE transaction changes stakeholder welfare, these changes should be evident in
subsequent years after the PE-backed firm has been taken private. By comparing
the KLD ratings of the RLBOs to other publicly traded firms we can then exam-
ine differences in stakeholder treatment between these to groups. One important
concern is obviously that the firms targeted by PE buyers may actually differ in
their stakeholder relations even before the PE transaction. In order to tackle this
selection problem, we follow Leslie and Oyer (2008) and also examine KLD ratings
for “Public-to-Private” transactions (P2Ps), i.e. private equity leveraged buyouts
involving publicly traded target firms, and compare these to the ratings of other
public companies. In this way, we are able to follow firms both before and after the
PE “treatment” with the caveat that firms in the treatment group before and after
the treatment are not the same. Still, under the assumptions that (1) the P2P
transactions are similar in their stakeholder characteristics as other PE targets,
and (2) RLBOs are similar in their stakeholder characteristics to other PE exits,
we can measure the impact of PE ownership of stakeholder welfare. Our final
dataset consists of 373 PE targets with 1327 rating-years, which we compare to
the universe of KLD rated companies using a difference-in-difference methodology.

Our main results are as follows. First, we find that PE funds target firms
characterized by weak stakeholder relations across a number of measures compared
to their peers, in terms of corporate governance, transparency, employee relations,
and community relations. Second, controlling for this selection, we do not find
systematic evidence in favor of the idea that PE funds gain at the expense of
other stakeholders. We find that PE ownership alters targets in the direction of
higher pay, improved work-life benefits, increased charitable giving, and decreased
concerns related to retirement benefits, adverse economic impact, tax disputes,
unfair marketing practices and antitrust problems. The only negative effect we find
is related to product safety, which tends to increase as a result of PE ownership,
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and diversity of the top management team, which tends to decrease (consistent
with the earlier findings of Gertner and Kaplan (1996)). Moreover, the impact of
PE ownership is long-lived rather than temporary. We also carry out a battery of
robustness tests and find that the results are unlikely to be due to the selection
related to PE funds exit strategies and the differences in firm age. Overall, our
results supports the view that the interests of strong equityholders (such as PE
funds) does not conflict in major ways with the interests of other non-monetary
stakeholders.

2. Data

The empirical research on how private equity ownership affects various social-
economic dimensions of their portfolio companies is highly challenging in terms of
data. First, one needs to find objective and economically relevant data on how
responsible a firm is towards its workers, customers, local community and the en-
vironment. Second, this data must be available for companies subject to leveraged
buyout before and/or after the transaction. These two issues are discussed below.

2.1. Measuring social responsibility. We obtain objective measures of
social-economic issues related to various stakeholders from KLD rating agency.
KLD has collected and systematized stakeholder specific information for major
public US companies since 1995. The coverage has changed over the years ranging
from 650 companies in 1995 to 3100 companies in 2007. Every year each com-
pany covered by the rating agency obtains a set of concerns and strengths that
summarizes company’s relations with the local community, employees, customers
and the environment. Tables 1 and 2 list the specific ratings used in this study.
These include firm’s controversies with local community, charitable givings, tax
disputes, transparency and corporate governance issues, union relations, health
and safety concerns, workforce reductions, violations of environmental regulation,
R&D intensity and product safety issues.

2.2. Identifying private equity transactions. Data on private equity
transactions is from Capital I1Q. Since KLD data covers only firms that are pub-
licly listed in US, we focus on leveraged buyout transactions (LBOs) that took
place in US. Ideally, we would like to have a large number of LBOs that are
public-to-private, exit through initial public offering (IPO) and have KLD cover-
age both before LBO and after the exit. Unfortunately, public-to-private deals
with an IPO exit are relatively rare. In addition, KLD covers only a subset of all
the listed firms in US. For this reason, our analysis focuses on the following two
sets of firms. The first group consists of public-to-private leveraged buyout targets
(P2P) with available KLD ratings before the LBO. The second group consists of
the private-to-public transactions or the so called reverse leveraged buyouts (RL-
BOs) with available KLD ratings after the exit. Note that these two sets could
in principle have a certain overlap, but this is unlikely for the reasons already
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mentioned above. In fact, these sets are disjoint in our sample. Our sample has
only 9 public-to-private LBO targets with a subsequent IPO exit and some KLD
coverage. However, none of these targets have KLD ratings both before LBO and
after the exit.

To obtain our final dataset, we start with firms covered by KLD over the
period 1995-2007. There are 4249 firms in KLLD based on CUSIP. We then obtain
COMPUSTAT data for 4179 firms. These firms are matched to PE targets via
GVKEY and CUSIP. There are 1005 public-to-private and 667 reverse LBO targets
in our sample. The final dataset has 373 PE targets with 1327 rating years (see
Table 3).

The following PE targets are eliminated from the final sample: (1) targets
with incomplete transaction data (e.g. date of LBO), (2) targets which have KLD
rating coverage between the multiple LBOs® and (3) targets of the transactions
that could not be classified as real LBOs”. In case of multiple LBOs and RLBO,
the date of the most recent LBO is considered. In case of multiple LBOs and a
public-to-private transaction, the date of the earliest LBO is considered.

Table 4 presents the time distribution of the LBO transactions in the sample.
The data on LBO targets that exited with IPO start from 1977 and exhibits clear
waves. The number of RLBO deals increased significantly in the second half of
1980s, slowed down somewhat in the first half of 1990s, increased again in the
second half of 1990s and slowed down in the second half of 2000s. The time span
of public-to-private deals in the sample is rather narrow, starting from 1997 and
ending in 2007. This is expected since public-to-private deals that were undertaken
before 1995 could not possibly have KLD coverage that started 1995.

The industry composition of PE deals is presented in Table 5. One third of
all the PE deals were conducted in Retail, Business Services, Computer Software
and Electronic Equipment sectors. A relatively few deals were undertaken in
Shipbuilding and Railroad Equipment, Non-Metallic and Industrial Metal Mining,
Agriculture and Real Estate sectors.

Table 6 and 7 list the distribution of KLD rated firm years before P2P and
after RLBO transactions, respectively. The ratings are available up to 12 years
before P2P transactions and up to 25 years after RLBO transactions. The time
window of 5 years before and 5 years after the transaction covers roughly 50%
of the sample, while the time window of 7 years before and 14 years after the
transaction covers roughly 90%.

Table 8 presents the summary statistics for the sample. We split the sample
into two: years before P2P and years after RLBO transactions. Consistent with

6 This situation could arise if the firm undergoes reverse LBO, is covered by KLD and then
is subsequently taken private again. The problem with these cases is that these KLD ratings are
on one hand pre-treatment and one the other hand post-treatment.

7 These are the transactions that were not managed by professional investment firms.
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Stuart and Yim (2010), PE targets tend to be smaller in terms of market cap-
italization, total assets and net sales than their non-targeted industry peers. In
addition, P2P targets tend to have lower market-to-book ratio which could reflect
mismanagement or undervaluation. Lower profitability measures (ROA, profit
margin) tend to support mismanagement hypothesis. Cash holdings and invest-
ments tend to be slightly lower for industry peers suggesting no free cash flow
issues. Leverage does not seem to differ significantly between P2P targets and
non-targets. Consistent with Cao and Lerner (2009), the RLBO firms tend to
have higher market-to-book ratio, higher profit margin and higher leverage ratio
than the public industry peers. The comparison of P2P targets and RLBO firms
also confirms that LBO transactions tend to affect profitability (market-to-book
and profit margin) as well as cash flows, investments and leverage. Note also that
the median KLD rating coverage for pre- and post-LBO periods is 3 and 4 years,
respectively.

3. Analysis

3.1. Identification. To study the pre- and post-LBO performance of KLD
ratings of PE targets, we use the standard DiD setup with some modifications.
We use firms in P2P and RLBO samples as a treatment group (PE is seen as
a treatment). P2P firms are used to obtain pre-treatment ratings for the treated
while RLBO firms are used to obtain post-treatment ratings for the treated. Firms
that were covered by KLD, but which were not targeted by PE are taken as a
control group.®

Our baseline regression specification is the following®:

(31) Yit = + oy * ipg + v ok PQPZ + 4 * RLBOL + 6th + Eit

where 7 indexes firms, ¢ indexes time, ind indexes industries, y;; is the depend-
ent variable of interest (e.g. KLD rating), a; and ;g are year and industry fixed
effects, P2P; is a dummy that equals one if the firm is subject to public-to-private
transaction, RLBO; is a dummy that equals one if the firm is subject to reverse
leveraged buyout transaction, X;; are control variables and ¢;; is an error term.

There are two issues to note with the regression specification (3.1). First,
we have omitted firm fixed effects since the treatment group does not have a
panel structure. The reason is that there are no private equity deals in the sample
that were rated before the buyout deal, exited with IPO and obtained post-buyout
ratings from KLD. Second, the time and industry interaction forces the comparison
of treatment and control group to be within a given industry in a given year. These
time varying industry dummies are included to control for PE waves.

8 This approach requires some assumptions, which we discuss in the robustness section.
9 See paper by Leslie and Oyer (2008) for the similar identification applied to corporate
governance issues in PE backed firms.



72 HOW RESPONSIBLE IS PRIVATE EQUITY

The set of relevant control variables should include variables that tend to
affect corporate social responsibility, but are also correlated with PE financing.
Firm size, net debt and past profitability are natural candidates for the control
variables.!® In addition, KLD ratings are partly based on the availability of the
public information about a given firm. To control for this, we add the number of
years the company has been rated by KLD to the set of controls.'!

The estimates of P2P; and RLBO; show the pre- and post-buyout differences
between the LBO targets and non-targets, respectively. The effect of private equity
is given by the difference between these two coefficients, § — ~.

To study the persistence and time dynamics of the effect private equity has
on KLD ratings, we run the following specification:

(3.2)
k=2

Yit = 0+t +Qing+ Y TARGET,+ _ S Afteriy(k)+03x Afteri(3%)+BXi+ei
k=0

where TARGET; is a dummy that equals one if the firm is a PE target (i.e.
RLBO or P2P firm), After(0) is a dummy that equals one for RLBO firms that
go public during the current year, After(1l), After(2), After(3+) are dummies
that equal one for RLBO firms that went public one, two, three or more years ago,
respectively. The set of After(k) dummies captures the pre- and post-buyout dif-
ferences between the LBO targets and non-targets, where the post-buyout period
is taken to be one, two and three or more years after the public listing.

3.2. Descriptive evidence. The results from the univariate comparison of
KLD ratings before (P2P group) and after (RLBO group) the LBO deals are
presented in Table 9. We complement raw ratings with adjusted ratings. Adjusted
ratings are ratings that have been adjusted for the mean rating of the control group
consisting of nontargets that have the same industry and rating year as targets.

3.2.1. Corporate Governance and Diversity. The results show that PE funds
tend to change the compensation practices in their portfolio companies. PE targets
and non-targets tend to have roughly the same fraction of firms with notably poor
total compensation packages before the LBO, but the share is significantly smaller
among PE targets in the post-LBO period. Furthermore, the share of firms with
notably high total compensation packages is significantly lower among PE targets
compared to non-targets before and after the LBO, but the gap in absolute terms
is lower in the post-buyout period.

PE portfolio companies are unlikely to have excellent transparency standards,
both in the pre- and post-LBO periods. On the other hand, the share of PE

10 Note, however, that these variables are likely to be affected by PE ownership, which leads
to a problem of overcontrolling.

11" Note that this is not a problem unless this is also related to the likelihood of being PE
target.
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targets with notably low transparency standards tends to be higher in the pre-
LBO period compared to the post-LBO period. The latter suggests that PE funds
tend to improve the sub-optimally low transparency standards of their portfolio
companies.

A significant share of PE portfolio companies have accounting concerns, but
the fraction of firms with these concerns is about the same for the industry peers.
The post-buyout fraction is significantly smaller among PE targets than non-
targets, indicating that PE firms tend to deal with the accounting concerns in
their portfolio companies.

The results also show that PE portfolio companies include a significant share
of firms where the substantial fraction of top management belongs to a minority
group. This share is significantly smaller in the post-LBO period indicating that
PE funds tend to replace the board and management team without any emphasis
on diversity. This result is consistent with the findings of Gertner and Kaplan
(1996) who document that the directors of the RLBOs are less likely to be women.

3.2.2. Employees. The results show that PE funds do not target firms with
exceptional work and life benefit programs, such as childcare, elder care or flex-
time. Interestingly, the share of PE targets that have strong work and life benefit
programs increases after the LBO, suggesting that these programs can be value
enhancing. Similar results hold for employee involvement programs, such as in-
centive pay or participation in management-decision making. PE targets are less
likely to have strong employee involvement programs than industry peers, both in
the pre- and post-LBO periods. Yet, the gap decreases in the post-LBO period,
but the effect is statistically insignificant.

PE ownership tends to reduce employee discrimination. While PE targets pay
civil penalties related to employee discrimination roughly as often as non-targets
in pre-LBO period, employee discrimination in post-buyout firms is relatively less
frequent.

PE funds do not target firms with exceptional retirement benefits, but they
do tend to improve firms with inadequate retirement programs. Health and safety
standards are not exceptional among PE-targets, but the share of PE targets that
pay civil penalties for violating health and safety standards is about the same for
non-targets, both in the pre- and post-LBO periods.

In addition, the results show that PE funds do not select firms with extraordin-
ary union relations nor do they exploit firms with poor union relations. Somewhat
surprisingly, the relations with unions tend to improve rather than deteriorate
after the RLBO.

There is a significant share of PE firms that experience major reductions in
workforce, but this share is actually lower than for industry peers in the post-
LBO period and about the same in the pre-LBO period. This result is consistent
with the findings of Davis, Haltiwanger, Jarmin, Lerner, and Miranda (2008) who
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document large negative growth rates of employment both in targets and controls
subsequently before and after the transactions.

3.2.3. Global and Local Community. The results show that PE targets are less
likely to have supply chain strengths as well as concerns than their industry peers.
The fraction of PE targets that have supply chain concerns tends to increase both
in absolute and relative terms in the post-LBO period, but the increase is not
statistically significant.

In addition, the fraction of firms actively involved in charity is smaller among
PE targets than among industry peers both before and after the LBO. Yet, the
gap in absolute terms is smaller in the post-LBO period indicating a positive role
of PE activity on local charity.

The share of firms that have major controversies with the local community
(e.g. environmental contamination, water rights disputes, plant closing) is signi-
ficantly smaller among PE targets than among non-targets both before and after
the LBO. Interestingly, this gap actually becomes even more negative after the
LBO indicating that PE funds tend to be considerate about the local community.
Finally, tax disputes tend to be more frequent in PE targets than in non-targets
in the pre-LBO period, but the relationship is reversed in the post-LBO period.

3.2.4. Environment. The results show that PE targets tend to do better than
their peers in terms of hazardous waste management violations or regulatory com-
pliance both before and after the LBO. Interestingly, the relative advantage of
PE targets with respect to their industry peers increases in the post-LBO period
indicating a positive role of PE activity on environmental compliance.

3.2.5. Product Market. The results show that the fraction of firms with strong
R&D programs is significantly smaller among PE targets compared to non-targets,
both before and after the LBO. The relative disadvantage of PE targets decreases
in the post-LBO period, but the effect is not statistically significant. In addition,
PE targets tend to have less compliance problems with product safety regulation
than their peers, both before and after the LBO. The relative advantage of PE
targets decreases in the post-LBO period, but the effect is not statistically sig-
nificant. The share of firms that repeatedly pay penalties related to marketing
practices or consumer fraud is significant among PE targets both before and after
LBO, but it is significantly smaller than in the control group. Moreover, the rel-
ative advantage of PE targets becomes larger after the LBO, suggesting a positive
role of PE activity in reducing marketing concerns. Finally, the share of firms that
paid penalties for antitrust violations such as price fixing or collusion is signific-
antly larger among PE targets than industry peers before the LBO. However, the
relationship is reversed after the LBO suggesting the positive role of PE activity
in reducing antitrust concerns.

3.2.6. Conclusions from the descriptive evidence. Results from the descriptive
evidence are relatively informative about the way PE funds select firms and how
PE activity interacts with firms’ non-monetary stakeholders. We can draw the
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following conclusions. First, PE funds tend to target firms with certain corporate
governance profiles. These firms include companies with notably low top mana-
gerial compensation and a relatively high degree of diversity in top management.
Second, PE funds tend to not select firms with exceptional social responsibility per-
formance. All covered KLD strengths related to transparency standards, work-life
balance benefits, employee involvement programs, retirement benefits, health and
safety standards, union relations, supply chain relations, local community dona-
tions and R&D programs tend to be negatively associated with PE ownership.
Third, PE targets include a significant fraction of firms with socially irresponsible
behaviour. This includes firms with KLD concerns related to accounting, employee
discrimination, retirement benefits, health and safety standards, union relations,
supply chain relations, adverse local impact, tax disputes, waste management and
regulatory compliance, marketing frauds and anti-trust issues. This relatively
high share of socially irresponsible firms among PE targets does not come from
the selection, but rather from the industry composition of PE targets. Once the
industry composition is accounted for, PE ownership is positively associated with
tax disputes and antitrust concerns, but negatively associated with KLD concerns
related to supply chain, adverse economic impact, waste management and product
safety regulation. Fourth, when compared to pre-LBO firms, the post-LBO firms
are less likely to have KLD concerns and more likely to have KLLD strengths, both
with and without industry adjustment. The latter holds for KLD strengths related
to work-life benefits, charity and KLD concerns related to employee discrimina-
tion, retirement benefits, adverse economic impact, tax disputes, marketing and
antitrust issues.

3.3. Regression analysis.

3.3.1. Main Results. There are two main reasons to check the robustness of our
earlier results with the regression analysis. First, we can account for additional
controls. In addition to year, industry and various firm characteristics, we can
control for the number of years a given firm has been covered by the KLD rating
agency. Rating coverage varies quite substantially across P2P and RLBO samples
(see Table 8). Second, regression analysis allows us to deal with non-standard
standard errors. Since our dependent variable is binary, standard errors must be
adjusted for heteroscedasticity.

Tables 11-14 present the results from the regression analysis. Most of the re-
gression results are consistent with the results from the univariate analysis. PE
fund selection tends to be positively associated with the diversity strength of the
top management and concerns related to retirement benefits, tax disputes and
antitrust issues. PE fund selection tends to be negatively associated with high
top management compensation and most of the KLD strengths, such as those
related to work-life benefits, employee involvement programs, health and safety
standards, union relations, supply chain relations, charity and R&D programs.
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PE fund selection tends to be also negatively associated with concerns related to
waste management and product safety. As for the impact of PE, we can conclude
that PE ownership alters targets’ corporate governance (higher top management
pay and fewer minority members in the top management team), improves work-life
benefits, increases charity, decreases concerns related to retirement benefits, ad-
verse economic impact, tax disputes, marketing and antitrust issues. In addition,
there is a rather robust evidence that PE ownership increases concerns related to
product safety. The effect was not significant in the univariate analysis.

3.3.2. Time Dynamics. The regression analysis above is informative, but does
not allow to distinguish between temporary and permanent effects of PE. To study
time dynamics, we replace P2P; and RLBO,; dummies with the TARGET; dummy
and the set of After;;(k) dummies, as outlines in equation 3.2. The results are
presented in Tables 15 and 16. The effects of PE on KLD ratings that were found
to be statistically significant in the previous section tend to be long-lived. These
include changes in corporate governance (higher compensation and less diversity),
increased strengths related to work-life benefits programs and charity, reduced
concerns related to retirement benefits, adverse economic impact, tax disputes,
marketing and antitrust issues. In addition, the positive effect of PE ownership
on product safety concern tends to be permanent. Interestingly, we also find some
areas where the effect of PE ownership is transitory. These include increased
strengths related to transparency, employee involvement programs, supply chain
relations and R&D programs. These also included increased concerns related to
health and safety standards and waste management.

3.4. Robustness Tests.

3.4.1. Comparability of P2P and RLBO samples. The main identification as-
sumption behind our regression analysis is that the control group adjusted pre-
LBO KLD ratings would not differ significantly from the control group adjusted
post-LBO KLD ratings in the absent of PE treatment. In a DiD setup with panel
data, this identification assumption amounts to a well-known parallel trend as-
sumption. In our set-up, we need some additional identification assumptions. Due
to data limitations, we observe the post-treatment outcome only for a subset of
treated firms (only for RLBO sample). Therefore, we have to assume that the
PE fund does not select exit types based on pre- and post-LBO ratings. If they
did, our estimation results would pick up both the effect of PE ownership and the
selection effect related to IPOs. To illustrate, assume that PE funds choose to list
those firms that had good pre-LBO KLD ratings. In this situation, our estimation
results are likely to find positive effects of PE ownership on KLD ratings even if
the true effect of PE ownership is zero.

In principle, we could test the validity of this assumption by comparing how
pre-LBO ratings differ across firms with IPO and non-IPO exit in P2P sample.
Unfortunately, there are no P2P firms with IPO exit in P2P sample. Furthermore,
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most of the firms in our P2P sample have not confirmed exit. There are only five
firms that exited via trade sale and only two firms that exited with confirmed
bankruptcy. For completeness, we present pre-ratings across exit types in Tables
17 and 18. Pre-ratings do not differ significantly between firms that exited via
trade sale and firms that went bankrupt.

In addition to possible IPO selection effect, there are other issues that might
bias our results. Our RLBO sample includes firms that were public or private
before LBO, but pre-LBO ratings are available only for public firms (P2P sample).
If pre-LBO ratings differ across entry types, our results would be biased. To
address this concern, we can study how post-LBO ratings depend on whether
the firm was public or private before LBO in RLBO sample. Furthermore, we
can replicate our main regression results by including only RLBO firms that were
public before LBO.

The results are presented in Tables 19 and 20. The differences in post-LBO
ratings between RLBO firms that were public and those that were private before
LBO are significant in some cases, but the main results are not changed. Inter-
estingly, RLBO firms that were public before LBO tend to have less diversity in
top management compared to those firms that were private. This result can be
interpreted in two ways. First, it is consistent with the view that private targets
had more diversity than public targets before LBO. Second, it is equally likely
that both private and public targets were similar in terms of diversity, but PE
fund reduced diversity more in public targets. In any case, our results with re-
spect to PE ownership remain unchanged. Similar results are found with respect
to charity. Public targets tend to be more active in charity than private targets in
the post-LBO period. Again, irrespective of the reason (initial differences vs the
effect of PE ownership), our results remain unchanged. Finally, our main results
related to R&D strength and marketing concerns do change somewhat depending
on whether we restrict our RLBO sample to public targets. The effect of PE own-
ership on R&D strength becomes negative and on marketing concern it becomes
insignificant. Whether the restricted results are more preferable than unrestricted
ones depends on one’s assumptions. If one assumes that public firms suffer from
short-termism and face more marketing concerns than private firms, the restric-
ted results are preferable. If one assumes that both public and private firms are
similar in terms of R&D and marketing controversies, the unrestricted results are
preferable.

3.4.2. Control Group and RLBO Sample. RLBO firms are relatively young
firms compared to an average firm in COMPUSTAT. Some of the KLD ratings
such as strength ratings related to transparency and work-life benefits are likely
to be stronger for younger firms. If this is the case, a typical COMPUSTAT firm
might not be a good control for a typical RLBO firm that was newly created. To
check whether the age of a firm is driving our results, we add AGE as an additional
control variable and replicate our main results.
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The results are presented in Tables 21-22. Firm age is missing for a significant
number of observations. To maintain comparability, we have replicated the main
regression results for a sample with non-missing firm age observations. The results
show that our main results are not driven by firm age effect. Saturating regression
with firm age dummies changes significance levels in some cases, but the results
are qualitatively unchanged.

3.4.3. Aggregate Stakeholder Indices. The analysis has so far focused on indi-
vidual KLD ratings. To obtain a broader picture on the effect of PE ownership
on different stakeholders, we also repeat our main regression analysis for various
aggregate indices constructed from individual KLD ratings. We assign +100 for
each strength and —100 for each concern, except in compensation related ratings,
where we assign +100 for high compensation concern and —100 for low compensa-
tion strength. The results for different indices are presented in Tables 23-24. The
results show that the effect of PE ownership on various stakeholders in aggregate
terms is positive, but in many cases insignificant. As found previously, PE own-
ership affects corporate governance by increasing managerial compensation and
decreasing diversity. The effect on employee relations in aggregate is insignific-
ant, but the effect is positive and significant with respect to monetary benefits
(retirements and incentive pay). In addition, the effect on global community is
insignificant, while the effect on local community is positive and significant. Also,
product related performance is positively affected, while environmental perform-
ance in aggregate is unaffected.

4. Conclusions

This paper studies the selection and impact of PE funds on portfolio firms’
relations with its stakeholders. We rely on KLD rating agency to obtain object-
ive and economically relevant quantitative measures of firms’ relations with its
stakeholders. We employ pre-LBO ratings of PE targets to study how PE funds’
selection depends on the strength of firms’ stakeholder relations. We use the dif-
ference in pre- and post-LBO ratings of PE targets to identify the impact of PE
ownership on target’s stakeholder relations.

We find that PE funds tend to target firms with certain corporate governance
profiles characterized by low managerial compensation and a relatively high de-
gree of diversity in top management. Our results show that PE funds do not
select firms with exceptional social responsibility performance. All covered KLD
strengths related to transparency standards, work-life balance benefits, employee
involvement programs, retirement benefits, health and safety standards, union re-
lations, supply chain relations, local community donations and R&D programs
tend to be negatively associated with PE ownership.

We also find that PE targets include a significant fraction of firms with so-
cially irresponsible behaviour. This includes firms with KLD concerns related to
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accounting, employee discrimination, retirement benefits, health and safety stand-
ards, union relations, supply chain relations, adverse local impact, tax disputes,
waste management and regulatory compliance, marketing frauds and anti-trust
issues. Yet, this relatively high share of socially irresponsible firms among PE
targets does not come from the selection, but rather from the industry composi-
tion of PE targets. Once the industry composition is accounted for, PE ownership
is positively associated with tax disputes and antitrust concerns, but negatively
associated with KLD concerns related to supply chain, adverse economic impact,
waste management and product safety regulation.

As for the impact of PE ownership, we do not find systematic evidence in
favour of the idea that PE funds gain at the expense of other stakeholders. We
find that PE ownership alters targets’ corporate governance (higher pay and less
diversity in the top management team), improves work-life benefits, increases char-
ity, decreases concerns related to retirement benefits, adverse economic impact,
tax disputes, marketing and antitrust issues. The only negative effect is related to
product safety which tends to increase as a result of PE ownership.

In all the areas mentioned before, the impact of PE ownership is long-lived
and not temporary. In addition, we find the transitory positive effect of PE owner-
ship on strengths related to transparency, employee involvement programs, supply
chain relations and R&D programs, and on concerns related to health and safety
standards and waste management.

We also carry out a battery of robustness tests and find that the results are
unlikely to be due to the selection related to PE funds exit strategies and the
differences in firms’ age.

Our analysis supports the idea that the interests of strong owners (such as PE
funds) usually do not conflict with the interests of other non-monetary stakehold-
ers. In many areas, there seems to be a natural alignment between monetary and
non-monetary stakeholders.
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Notes: Each rating is binary and equals one if the underlying criteria is met. The explanations come from KLD publication

TABLE 2: KLD ratings and their definitions continued

"Getting started with KLD STATS and ratings definitions".
Global and Local Community Relations

KLD key  Abbreviation Explanation

hum-str-g  Supply Chain str Outstanding transparency on overseas sourcing disclosure and monitoring
hum-con-f Supply Chain con Controversies primarily related to labor standards in its supply chain
com-str-a  Charity Consistently given over 1.5% of trailing three-year net earnings to charity
com-con-b  Adverse Impact Major controversies concerning firm’s economic impact on the community
com-con-d Tax Disputes Major tax disputes involving Federal, state, local or non-U.S. authorities

Environmental Performance

KLD key  Abbreviation Explanation
env-con-a  Waste Manag con Paid substantial fines or civil penalties for waste management violations
env-con-b  Regulatory Compl con Paid substantial fines or civil penalties for violations of environmental regulations

Product Issues

KLD key  Abbreviation Explanation

pro-str-b R and D str Industry leader for R and D, particularly by bringing innovative products to market
pro-con-a  Product Safety con Paid substantial fines or civil penalties, or is involved in major recent controversies
pro-con-d  Marketing con Marketing controversies, or has paid substantial fines related to advertising practices
pro-con-e  Antitrust con Paid substantial fines or civil penalties for antitrust violations
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TABLE 3: Sample construction

Notes: Table illustrates the formation of our final sample that consists of leveraged
buyout targets (LBOs) with pre- (public-to-ptivate) or post-transaction (reverse
LBOs) KLD coverage. KLD universe stands for firms rated by KLD rating agency.
Data on LBOs is from Capital IQ. The set "multiple targets" consists of firms that
were subject to LBO more than once. The set "not a real LBO" represents cases
where transactions were not undertaken by specialized PE investment firms.

No of Firms | Firm-years
KLD universe during 1995-2007 4249 18117
in COMPUSTAT 4179 17872
Public to Private LBO transactions 1005
in KLD-COMPUSTAT 97 382
Not a real LBO 10 40
Multiple target 7 30
Key data missing 0 0
in Final Sample 83 329
Reverse LBOs 667
in KLD-COMPUSTAT 308 1050
Not a real LBO 1 3
Multiple target 15 47
Key data missing 7 20
in Final Sample 290 998
Final Sample in Total 4147 17767
LBO target 373 1327
Non-targets 3774 16440

83
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TABLE 4: Time distribution of leveraged private equity transactions

Notes: The sample includes some multiple targets, but each target is represented
only once. In case of multiple deals, the year of LBO is the year of the first
transaction for public-to-private (P2P) deals while it is the year of the most recent
transaction for reverse leveraged buyout (RLBOs) deals.

LBO year P2P RLBO Total

1977 0 1 1
1979 0 1 1
1980 0 1 1
1981 0 4 4
1982 0 3 3
1984 0 10 10
1985 0 2 2
1986 0 8 8
1987 0 13 13
1988 0 15 15
1989 0 12 12
1990 0 11 11
1991 0 5 )
1992 0 4 4
1993 0 11 11
1994 0 7 7
1995 0 9 9
1996 0 25 25
1997 2 24 26
1998 0 26 26
1999 1 29 30
2000 3 12 15
2001 1 13 14
2002 1 14 15
2003 4 14 18
2004 6 12 18
2005 16 4 20
2006 35 0 35
2007 14 0 14
Total 83 290 373
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TABLE 5: Industry composition of LBOs

Notes: Industry classification follows Fama and French 49 industry classifications.

FF49 Industry Classification P2P RLBO Total
Agriculture 1

Food Products

Recreation

Entertainment

Printing and Publishing
Consumer Goods

Apparel

Healthcare

Medical Equipment
Pharmaceutical Products
Chemicals

Rubber and Plastic Products
Textiles

Construction Materials
Construction

Steel Works Etc

Fabricated Products
Machinery

Electrical Equipment
Automobiles and Trucks
Aircraft

Shipbuilding, Railroad Equipment
Non-Metallic and Industrial Metal Mining
Coal

Petroleum and Natural Gas
Utilities

Communication

Personal Services

Business Services

Computer Hardware
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Computer Software 11 13 24
Electronic Equipment 1 20 21
Measuring and Control Equipment 1 4 5
Business Supplies 0 4 4
Shipping Containers 1 4 5
Transportation 2 8 10
Wholesale 4 12 16
Retail 15 30 45
Restaraunts, Hotels, Motels 7 10 17
Banking 1 3 4
Insurance 1 6 7
Real Estate 1 1 2
Trading 2 8 10
Other 1 0 1
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w
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©
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TABLE 6: The distribution of KLD rated-years before public-to-private
transactions

Notes: The table lists the frequency of year-firm observations before public-to-private
transactions.

Years to  Freq. Percent Cum.

P2P LBO
0 29 8.81 8.81
1 69 20.97  29.79
2 66 20.06  49.85
3 46 13.98  63.83
4 34 10.33  74.16
) 19 5.78 79.94
6 16 4.86 84.8
7 12 3.65 88.45
8 11 3.34 91.79
9 9 2.74 94.53
10 9 2.74 97.26
11 7 2.13 99.39
12 2 0.61 100

Total 329 100




TABLES

87

TABLE 7: The distribution of KLD rated-years after reverse leveraged
buyout IPO

Notes: The table lists the frequency of year-firm observations after reverse leveraged

buyout exit.

Years from Freq. Percent Cum.

RLBO exit
0 78 7.82 7.82
1 91 9.12 16.93
2 78 7.82 24.75
3 68 6.81 31.56
4 80 8.02 39.58
5 72 7.21 46.79
6 70 7.01 53.81
7 61 6.11 59.92
8 47 4.71 64.63
9 49 4.91 69.54
10 48 4.81 74.35
11 44 4.41 78.76
12 47 4.71 83.47
13 42 4.21 87.68
14 33 3.31 90.98
15 21 2.1 93.09
16 14 14 94.49
17 14 1.4 95.89
18 14 1.4 97.29
19 14 1.4 98.7
20 9 0.9 99.6
21 3 0.3 99.9
25 1 0.1 100

Total 998 100
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TABLE 8: Sample Description

Notes: Before LBO refers to years before P2P transaction. After RLBO refers to years after the LBO target was listed. All
variables are calculated over the sample period 1995-2006. Market cap is the market value of equity (data24*data25). Market-
to-book is the ratio of the market value of equity to the book value of equity (data60). Assets refers to total assets (Compustat
data6). Sales refers to net sales (datal2). Margin is operating income before depreciation, interest and taxes (datal3) over
lagged sales. ROA refers to return on assets and is calculated as income before extraordinary items (datal8) over lagged total
assets. Cash flow is income before extraordinary items (datal8) plus depreciation and amortization (datal4) over net property,
plant and equipment (data8) at the beginning of fiscal year. Cash holdings is cash and short term investments (datal) over
net property, plant and equipment at the beginning of fiscal year. Investments is calculated as the ratio of CAPEX (datal28)
over net property, plant and equipment at the beginning of fiscal year. Interest coverage is calculated as operating income
before depreciation, interest and taxes over interest expense (datal5). Leverage is long term debt (data9) plus debt in current
liabilities (data34) divided by the sum of long term debt, debt in current liabilities and book value of equity. Rating coverage is
the number of years a company was followed by KLD. Market cap, assets and sales are in millions and converted to 1995 dollar
values. The third and sixth columns report the industry median-adjusted sample medians. Industry medians are calculated
for each year excluding PE targets. Test statistics are reported for the non-parametric tests of whether the industry adjusted
medians differ from zero. The seventh column indicates the p-value from the Mann-Whitney-Wilcox test of whether before and
after LBO sample distributions are the same. ¢, b, a indicate significance at the 10%, 5% and 1% confidence level, respectively.

Before LBO After RLBO After-Before
Mean Median Median, ind. Mean Median Median, ind. p-value
adjusted adjusted
Market cap 3059.71 1031.54 -419.96a 2154.66 1105.07 -72.18 0.49
Market-to-book 4.70 2.17 -0.38a 4.71 2.66 0.20a 0.00
Total assets 2759.95 1198.99 -102.66b 2050.94 997.19 -78.00b 0.14
Net sales 3490.79 1097.52 -162.66a 2069.74 841.49 -93.80a 0.06
Profit margin 15.89% 13.71% -0.33% 22.02% 17.07% 3.18%a 0.00
ROA 516%  4.87% -0.81%b 6.45%  5.67% 0.29% 0.05
Cash Flow 0.62 0.33 0.00 1.29 0.45 0.01 0.00
Cash Holdings 2.24 0.27 -0.02¢ 2.44 0.33 -0.08a 0.57
Investments 0.25 0.21 -0.02b 0.31 0.23 0.01 0.00
Interest coverage  45.62 8.34 -1.09 224.05 7.86 -1.36a 0.49
Leverage 35.24% 28.90% 2.96% 40.77%  37.58% 6.67%a 0.00

Rating Coverage 3.96 3.00 3.44 4.00
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TABLE 9: KLD ratings before P2P and after RLBO

Notes: The table presents the percentage proportion of firms that have an under-
lying concern (con) or strength (str) in a P2P or RLBO group. Adjusted ratings
are ratings that have been adjusted for the mean industry and year rating. Dif
refers to the differences in proportions between RLBO and P2P groups. c, b, a
indicate significance at the 10%, 5% and 1% confidence level, respectively.

Panel A: Corporate Governance and Board Diversity
P2P Obs RLBO Obs Dif

Limited Comp 12.5a 329 9.7a 998 -2.7
Adjusted 1.2 328 -3.0b 997 -4.2b
High Comp 20.9a 311  23.3a 993 2.4
Adjusted -11.6a 310 -8.2a 992 3.4
Transparency str 0.0 27 0.0 234 0.0
Adjusted -3.1b 27 -34a 234 -0.3
Transparency con 14 72 0.0 456 -1.4b
Adjusted 1.4 72 0.0 456 -1.4b
Accounting con 11.1c 27 3.0b 234 -8.1b
Adjusted 4.9 27 -2.1c 234 -7.0c
CEO minority str 7.3a 329 3.8a 998 -3.5b
Adjusted 3.2b 328 -0.4 997 -3.6b
Directors minority str 11.9a 329 3.0a 998 -8.8a
Adjusted 1.9 328 -b.la 997 -7.0a
Women Repr con 249a 329 35.8a 998 10.8a
Adjusted 3.6 328 8.7a 997 5.lc

Panel B: Employee Relations and Workplace Conditions
P2P Obs RLBO Obs Dif

Work/Life Benefits 0.0 329 1.0b 998 1.0c
Adjusted -7.6a 328 -4.9a 997 2.7a
Employee Involvement str 7.6a 329 4.3a 998 -3.3b
Adjusted -5.4a 328 -4.0a 997 14
Employee Discrimination 7.6a 329 3.9a 998 -3.7b
Adjusted 0.1 328 -3.0a 997 -3.1b
Retirement Benefits str 1.8b 329 1.1a 998 -0.7
Adjusted -1.1 328 -1.6a 997  -0.5
Retirement Benefits con 25.5a 329  23.5a 998 -2.0
Adjusted 1.0 328 -4.9a 997 -5.9b
Health and Safety str 0.0 193 0.4c 850 0.4
Adjusted -2.2a 193 -3.1a 850 -1.0
Health and Safety con 3.3a 329 3.9a 998 0.6
Adjusted 0.5 328 -1.0 997 -14
Union Relations str 0.0 329 0.7b 998 0.7
Adjusted -0.5a 328 0.3 997 0.8¢c
Union Relations con 2.7b 329 2.7a 998 0.0
Adjusted 0.1 328 0.1 997 -0.1
Workforce Reductions 5.5a 329 3.2a 998 -2.3c

Adjusted -1.8 328 -4.1a 997 -2.3c
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TABLE 10: KLD ratings before P2P and after RLBO conitnued

Notes: See the previous table.

Panel A: Global and Local Community Relations

P2P Obs RLBO Obs Dif
Supply Chain str 0.0 212 0.0 904 0.0
Adjusted -0.7b 212 -0.4a 904 0.3
Supply Chain con 4.0a 277 6.3a 982 2.3
Adjusted -2.9b 276 -0.7 981 2.2
Charity 0.0 329 0.9b 998  0.9c
Adjusted -4.2a 328 -1.ba 997 2.7a
Adverse Impact 0.9c 329 0.4b 998 -0.5
Adjusted -1.3b 328 -2.7a 997 -1.4b
Tax Disputes 2.7b 329 0.1 998 -2.6a
Adjusted 1.6c 328 -1.4a 997 -3.0a
Panel B: Environmental Performance

P2P Obs RLBO Obs Dif
Waste Management con 1.2b 329 1.1a 998 -0.1
Adjusted -2.7a 328 -3.0a 997 -04
Regulatory Compliance con 3.0b 329 3.0a 998 0.0
Adjusted -1.0 328 -1.7b 997  -0.7
Panel C: Product Issues

P2P Obs RLBO Obs Dif
Research and Development str 0.3 329 0.6b 998 0.3
Adjusted -2.1a 328 -1.6a 997 0.5
Product Safety con 0.3 329 2.1a 998 1.8b
Adjusted -3.8a 328 -2.8a 997 1.1
Marketing con 8.2a 329 4.5a 998 -3.7b
Adjusted -1.5 328 -5.5a 997 -4.0b
Antitrust con 5.5a 329 3.0a 998 -2.5b
Adjusted 2.4c 328 -0.4 997 -2.8b
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TABLE 12: Regression results
Panel B: Employee Relations and Workplace Conditions

P2P RLBO RJ A L CH M Diff Obs R2
Work/Life Benefits -6.80a -4.45a 2.34a 14596 0.07
Work/Life Benefits -5.25a -1.73a 1.66a 3.53a 14596 0.11
Work /Life Benefits -5.75a -2.32a 0.66a 4.68a -4.99a -0.12b -1.14  3.42a 13347 0.15
Employee Involvement str -4.17b  -4.27a -0.1 14596 0.08
Employee Involvement str -2.66c -1.59b 1.63a 1.07 14596 0.11
Employee Involvement str  -2.59 -1.46¢c 1.17a 2.33a -7.08a 0.26a  4.95b 1.13 13347 0.12
Employee Discr. 1.27 -1.71b -2.98c 14596 0.05
Employee Discr. 2.13  -0.18 0.93a -2.31 14596 0.07
Employee Discr. 1.95 -0.45 0.20b 3.42a -2.70b -0.07b  -8.85a -2.4 13347 0.10
Retirement Benefits str -0.56 -1.36b -0.8 14596 0.04
Retirement Benefits str -0.07 -0.49 0.53a -0.42 14596 0.05
Retirement Benefits str -0.08 -0.76c 0.27a 1.29a -1.33 0.00 5.15b  -0.68 13347 0.06
Retirement Benefits con 4.83¢ -3.07b -7.9b 14596 0.08
Retirement Benefits con 5.71b -1.52  0.94a -7.23b 14596 0.09
Retirement Benefits con 5.05¢ -1.49 1.0la 0.51 1.62 0.09 -13.32a -6.54b 13347 0.10
Health and Safety str -1.79a  -2.93a -1.14b 9548 0.09
Health and Safety str -0.79¢ -1.43a 1.03a -0.64 9548 0.13
Health and Safety str -1.41b  -1.67a 0.50a 1.99a -3.33a 0.00 -0.45 -0.27 8607 0.15
Health and Safety con 0.11  -0.37 -0.48 14596 0.08
Health and Safety con 0.63 0.54 0.55a -0.08 14596 0.09
Health and Safety con 0.67 0.38 0.13c 2.00a 0.34 0.00 -2.81b -0.29 13347 0.10
Union Relations str -0.71a 0.37 1.08a 14596 0.04
Union Relations str -0.56a  0.62b 0.15a 1.19a 14596 0.05
Union Relations str -0.59a 0.62c 0.11a 0.25a 0.51 -0.01b 0.11 1.21a 13347 0.05
Union Relations con -0.03 0.81 0.84 14596 0.05
Union Relations con 0.32 1.43b 0.38a 1.11 14596 0.06
Union Relations con 0.30 0.71  0.07 1.51a 0.03 -0.01 -291a 0.41 13347 0.07
Workforce Reductions -1.84 -2.49a -0.66 14596 0.06
‘Workforce Reductions -1.80 -2.43a  0.04 -0.63 14596 0.06
‘Workforce Reductions -1.47 -2.54a 0.18b -0.31 4.57a 0.33a -15.75a  -1.07 13347 0.08
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TABLE 14: Regression results
Panel B: Environmental Performance

P2P RLBO RJ A L CH M Diff Obs R2
Waste Management con -2.40b -3.03a -0.63 14596 0.19
Waste Management con -1.39 -1.26b 1.07a 0.13 14596 0.21
Waste Management con -1.74b -1.54b 0.16c 4.47a -0.35 0.06b -14.48a 0.21 13347 0.25
Compliance con -0.37 -1.68b -1.31 14596 0.16
Compliance con 0.43 -0.26 0.86a -0.69 14596 0.17
Compliance con 0.21 -0.47 -0.04 4.36a -0.24 0.02 -14.82a -0.67 13347 0.21
Panel C: Product Issues

P2P RLBO RJ A L CH M Diff Obs R2
R and D str -1.58a -1.4ba 0.13 14596 0.08
R and D str -1.28b  -0.92b 0.32a 0.36 14596 0.08
R and D str -1.20b  -0.65¢ 0.25a 0.47b -4.16a 0.03 0.41 0.55 13347 0.08
Product Safety con -4.07a  -2.39a 1.68a 14596 0.09
Product Safety con -3.34a  -1.09b 0.79a 2.24a 14596 0.10
Product Safety con -3.68a -1.65b  0.12 3.14a -1.08 -0.07b -4.23a 2.03a 13347 0.13
Marketing con 0.03 -5.05a -5.08a 14596 0.09
Marketing con 1.65 -2.19b 1.73a -3.84b 14596 0.12
Marketing con 1.07 -3.06a 0.47a 5.85a -2.07 -0.05 -9.96a -4.13b 13347 0.18
Antitrust con 3.39b -1.48b -4.87a 14596 0.07
Antitrust con 4.17b -0.09 0.84a -4.26a 14596 0.09
Antitrust con 4.30b -0.67 0.18b 3.19a -0.83 0.03 -7.82a -4.98a 13347 0.12
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TABLE 15: Persistance of the effect of PE ownership on KLD ratings

Notes: Each row presents results from the regression of an underlying KLD rating on T,
A0, A1, A2, A3 and control variables. The first regression for a given rating includes year
and industry dummies and rating years as controls. The second regression adds log(Assets),
leverage, cash holdings and profit margin. T refers to the dummy variable TARGETS that
equals one if the firm is a PE target (both P2P and RLBO firms). A0, Al, A2 and A3+
refer to dummy variables After(0), After(1), After(2) and After(3+). After(0) equals one for
RLBO firm that goes public during the current year, After(1), After(2) and After(3+) equal
one for RLBO firm that went public one, two, three or more years ago, respectively. PERM
is a coefficient on RLBO from the regression of an underlying rating on TARGETS, RLBO
and controls (Diff coefficient from previous Tables). Robust standard errors are presented.

Panel A: Corporate Governance and Board Diversity

T A0 Al A2 A3+ Perm Obs R2
Limited Comp 0.73 -7.31 -4.04 -3.26 -6.26b -5.9b 14596 0.11
Limited Comp 146  -6.15  -4.23 -3.48 -5.43b -5.22b 13347 0.18
High Comp -5.17b  -5.89  -4.79 0.40 8.09b  5.36c 14057 0.15
High Comp -5.88b  -6.41  -4.05 2.30 6.61b  4.45¢ 12829 0.25
Transparency str -2.01 5.64b 4.76b  3.97b -0.12 1.25 2404 0.15
Transparency str -2.16  4.25b  5.10b  4.46b -0.48 1.05 2056 0.16
Transparency con 146  -1.48 -1.45  -1.45 -1.46  -1.46 4814 0.02
Transparency con 174 -1.72 -1.70  -1.70 -1.72 -1.72 4250 0.03
Accounting con 6.08 -5.62 -840 -8.51 -6.76  -7.09 2404 0.06
Accounting con 4.48 -6.09 -6.89 -6.33 -5.44  -5.75 2056 0.07
CEO minority str 211 -1.30 -1.14 0.67  -2.74c  -2.23 14596 0.02
CEO minority str 2.66c -1.80 -1.44 0.36  -3.0lc  -2.53 13347 0.03
Dir. minority str 4.29b -6.79a -7.94a -7.55a -5.94b  -6.3a 14596 0.09
Dir. minority str 4.67b -8.03a -8.33a -8.32a -7.02a -7.31la 13347 0.11
Women Repr con 3.37 2.36  10.40c 7.98 -2.84  -0.46 14596 0.12
Women Repr con 3.84 1.55 10.95¢ 6.63 -1.43 0.49 13347 0.15
Panel B: Employee Relations and Workplace Conditions

T A0 Al A2 A3+ Perm Obs R2
Work/Life Benefits -5.2ba  7.26a  6.18a  5.00a 2.73a  3.53a 14596 0.11
Work/Life Benefits -5.75a 7.19a 6.73a 5.6la 2.49a  3.42a 13347 0.15
Employee Involvement str -2.66c  3.86¢ 1.07 0.20 0.90 1.07 14596 0.11
Employee Involvement str  -2.59  4.28¢ 1.63 0.95 0.81 1.13 13347 0.12
Employee Discr. 213 -247  -1.24  -2.08 -2.45  -2.31 14596 0.07
Employee Discr. 1.95 -234 -0.94 -1.66 -2.65 -2.4 13347 0.10
Retirement Benefits str -0.07 2.36 0.39 -0091 -0.72 -0.42 14596 0.05
Retirement Benefits str -0.08 2.38 0.37  -0.76 -1.06  -0.68 13347 0.06
Retirement Benefits con 5.70b 3.87 8.52  -3.77 -10.41a -7.23b 14596 0.09
Retirement Benefits con 5.05¢ 4.40 9.29 497 -947b -6.54b 13347 0.10
Health and Safety str -0.79¢ 0.68 0.52 0.89 -1.08b -0.64 9548 0.13
Health and Safety str -1.40b 1.43 1.05 1.57b -0.79  -0.27 8607 0.15
Health and Safety con 0.62  7.95¢ 2.07  -0.98 -0.97  -0.08 14596 0.09
Health and Safety con 0.67 8.57c 2.04 -1.12 -1.25  -0.29 13347 0.10
Union Relations str -0.56a  0.64b  0.64b  0.54b 1.37b  1.19a 14596 0.05
Union Relations str -0.59a  0.69b 0.59b  0.51c 1.40b  1.21a 13347 0.05
Union Relations con 0.32 0.65 1.19 0.37 1.21 1.11 14596 0.06
Union Relations con 0.30 0.58 148 -1.22 0.44 0.41 13347 0.07
Workforce Reductions -1.80 0.94 0.99 1.58 -1.18  -0.63 14596 0.06
Workforce Reductions -1.47 1.55 1.06 1.31 -1.78  -1.07 13347 0.08
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TABLE 16: Persistance of the effect of PE ownership on KLD ratings

continued

Notes: See the previous Table for the definition of various variables.

Panel A: Global and Local Community Relations

T A0 Al A2 A3+ Perm Obs R2
Supply Chain str -0.54¢  0.69b  0.50c 0.2 0.2 0.27 10474 0.08
Supply Chain str -0.59¢  0.76b  0.59¢ 0.26 0.29 0.35 9467 0.07
Supply Chain con -1.63 2.09 1.98 0.63  2.92c 2.6c 12963 0.25
Supply Chain con -1.68 2.29 2.12 0.69 2.71 2.47 11790 0.25
Charity -3.45a  3.34a  2.99a 2.80a 2.88a 2.91la 14596 0.06
Charity -3.5la 3.37a 3.16a 2.89a 3.08a 3.09a 13347 0.06
Adverse Impact -0.29 -1.09 0.78 0.13 -1.61b -1.23¢c 14596 0.10
Adverse Impact -0.35  -1.05 0.84 0.22 -1.90b -1.44c 13347 0.12
Tax Disputes 2.32b  -2.10b -2.85b -2.65b -3.37a -3.18a 14596 0.07
Tax Disputes 2.47b -2.33b -2.97b -2.78b -3.72a -3.49a 13347 0.08
Panel B: Environmental Performance

T A0 Al A2 A3+ Perm Obs R2
Waste Management con -1.4  5.00c 4.32b 4.46b -1.24 0.13 14596 0.21
Waste Management con -1.74b  6.40b  4.99b  5.22b -1.4 0.21 13347 0.25
Compliance con 0.43 0.72 -0.3 0.06 -0.95 -0.69 14596 0.17
Compliance con 0.21 1.32 0.16 0.48 -1.06 -0.67 13347 0.21
Panel C: Product Issues

T A0 Al A2 A3+ Perm Obs R2
R and D str -1.28b  1.31b  1.53b 0.62 0.11 0.36 14596 0.08
R and D str -1.20b  1.93b 1.99a 1.08c 0.21 0.55 13347 0.08
Product Safety con -3.34a 1.49¢  1.25¢ 0.63 2.59a  2.24a 14596 0.10
Product Safety con -3.68a 1.59 1.28 0.66 2.29b  2.03a 13347 0.13
Marketing con 1.65 -4.38b 1.35 -6.32b -4.13b -3.84b 14596 0.12
Marketing con 1.07 -4.33b 0.52 -5.83b -4.47b -4.13b 13347 0.18
Antitrust con 4.17b -3.39b -3.26c -3.51lc -4.54b -4.26a 14596 0.09
Antitrust con 4.30b -3.82b -3.41c -3.6lc -5.39a -4.98a 13347 0.12
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TABLE 17: Pre-LBO ratings and exit types

Notes: The last column shows t-statistics for the mean equality between trade-sale

and bankruptcy exit types.

Panel A: Corporate Governance and Board Diversity

No exit Trade Sale Bankruptcy t-stat
Mean N Mean N Mean N
Limited Comp 13.3 308 0.0 12 0.0 4 0.0
Adjusted 1.9 307 -10.2 12 -9.3 4 0.9
High Comp 20.8 293 0.0 11 0.0 3 0.0
Adjusted -11.3 292 -296 11 -16.1 3 13.5¢
Transparency str 0.0 27 . 0 0
Adjusted -3.1 27 0 0
Transparency con 14 72 0 0
Adjusted 14 72 0 0
Accounting con 1.1 27 .0 0
Adjusted 4.9 27 .0 . 0
CEQO minority str 7.8 308 0.0 12 0.0 4 0.0
Adjusted 3.7 307 -3.7 12 -3.6 4 0.1
Directors minority str 12.3 308 8.3 12 0.0 4 -8.3
Adjusted 2.3 307 -2.0 12 -7.1 4 -5.2
Women Repr con 25.6 308 16.7 12 25.0 4 8.3
Adjusted 4.1 307 -1.3 12 6.3 4 7.6
Panel B: Employee Relations and Workplace Conditions
No exit Trade Sale Bankruptcy t-stat
Mean N Mean N Mean N
Work/Life Benefits 0.0 308 0.0 12 0.0 4 0
Adjusted -7.1 307 -13.8 12 -2.1 4 11.6¢
Employee Involvement str 8.1 308 0.0 12 0.0 4 0
Adjusted -4.1 307 -22.0 12 -27.7 4 -6
Employee Discrimination 8.1 308 0.0 12 0.0 4 0
Adjusted 0.3 307 -3.3 12 -5.0 4 -2
Retirement Benefits str 0.3 308 33.3 12 25.0 4 -8
Adjusted -24 307 272 12 20.0 4 -7
Retirement Benefits con 26.0 308 16.7 12 0.0 4 -17
Adjusted 0.9 307 1.2 12 -26.3 4 -28
Health and Safety str 0.0 188 0.0 5 0
Adjusted -2.2 188 0.0 5 . 0
Health and Safety con 3.6 308 0.0 12 0.0 4 0
Adjusted 0.6 307 -2.7 12 -1.0 4 2
Union Relations str 0.0 308 0.0 12 0.0 4 0
Adjusted -0.4 307 -0.6 12 0.0 4 1
Union Relations con 2.9 308 0.0 12 0.0 4 0
Adjusted 0.3 307 -1.5 12 -3.5 4 -2
Workforce Reductions 5.2 308 0.0 12 25.0 4 25.0c
Adjusted -1.8 307 -10.2 12 243 4 34.5b
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TABLE 18: Pre-LBO ratings and exit types continued

Notes: The last column shows t-statistics for the mean equality between trade-sale
and bankruptcy exit types.

Panel A: Global and Local Community Relations

No exit Trade Sale Bankruptcy t-stat

Mean N Mean N Mean N
Supply Chain str 0.0 206 0.0 6 0
Adjusted -0.7 206 -0.1 6 0
Supply Chain con 4.2 265 0.0 9 0
Adjusted -2.8 264 -6.4 9 . 0
Charity 0.0 308 0.0 12 0.0 4 0
Adjusted -4.0 307 -6.5 12 -17.7 4 -11.2b
Adverse Impact 1.0 308 0.0 12 0.0 4 0
Adjusted -1.2 307 -4.8 12 -2.1 4 3
Tax Disputes 2.9 308 0.0 12 0.0 4 0
Adjusted 1.8 307 -0.3 12 -1.0 4 -1

Panel B: Environmental Performance

No exit Trade Sale Bankruptcy t-stat

Mean N Mean N Mean N
Waste Management con 0.97 308 0.00 12 25.00 4  25.0c
Adjusted -2.94 307 -5.29 12 2292 4 28.2b
Regulatory Compliance con 3.25 308 0.00 12 0.00 4 0
Adjusted -0.75 307 -5.32 12 -5.21 4 0.1

Panel C: Product Issues

No exit Trade Sale Bankruptcy t-stat

Mean N Mean N Mean N
Research and Development str 0.32 308 0.00 12 0.00 4 0
Adjusted -1.71 307 -9.88 12 -2.08 4 7.8
Product Safety con 0.32 308 0.00 12 0.00 4 0
Adjusted -3.95 307 -3.48 12 -0.71 4 2.8
Marketing con 8.77 308 0.00 12 0.00 4 0
Adjusted -1.32 307 -4.95 12 -7.47 4 -2.5
Antitrust con 5.84 308 0.00 12 0.00 4 0
Adjusted 2.73 307 -2.16 12 -1.76 4 0.4
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TABLE 19: Post-LBO ratings and entry types

Notes: Diff is a difference between the means of public and private firms. Unrest
is an estimation coefficient of RLBO from the regression of a given KLD rating
on TARGETS, RLBO and controls in an unrestricted sample. Rest is a same
coefficient in a sample where only those RLBO firms are included that were public
before LBO.
Panel A: Corporate Governance and Board Diversity

Private Public Diff Unrest Restr

Mean Obs Mean Obs

Limited Comp 9.5 754 9.7 93 0.1 -5.22b -3.01
Adjusted -2.6 754 -0.7 93 1.9
High Comp 24.1 752  28.6 91 4.5 4.45¢ 4.25
Adjusted -7.3 752 -6.1 91 1.2
Transparency str 0.0 181 0.0 15 0.0 1.05 -0.67
Adjusted -29 181 -2.4 15 0.5
Transparency con 0.0 356 0.0 31 0.0 -1.72 -1.70
Adjusted 0.0 356 0.0 31 0.0
Accounting con 2.8 181 0.0 15 -2.8 -5.75 -9.29
Adjusted -2.2 181 -5.8 15 -3.6
CEO minority str 3.7 754 0.0 93  -3.7c -2.63  -6.31a
Adjusted -0.3 754 -4.2 93  -3.9b
Directors minority str 3.1 754 2.2 93 -0.9 -7.3la -8.88a
Adjusted -4.6 754 -4.3 93 0.2
Women Repr con 35.8 754 24.7 93 -11.1b 0.49 -6.02
Adjusted 9.0 754 -2.8 93 -11.8b
Panel B: Employee Relations and Workplace Conditions

Private Public Diff Unrest Restr

Mean Obs Mean Obs

Work/Life Benefits 0.7 754 0.0 93 -0.7 3.42a 2.29b
Adjusted -4.6 754 -3.9 93 0.8
Employee Involvement str 3.8 754 11.8 93 8.0a 1.13 3.86
Adjusted -4.1 754 -0.6 93 3.5
Employee Discrimination 4.1 754 5.4 93 1.3 -2.40 -2.33
Adjusted -1.9 754 -1.3 93 0.6
Retirement Benefits str 1.3 754 0.0 93 -1.3 -0.68  -2.04b
Adjusted -1.2 754 -1.8 93 -0.7
Retirement Benefits con 25.2 754 16.1 93 -9.1c -6.54b -13.72b
Adjusted -2.9 754 -6.8 93 -3.9
Health and Safety str 0.2 656 1.6 61 1.5b -0.27 -0.66
Adjusted -3.2 656 -1.8 61 14
Health and Safety con 4.5 754 2.2 93 -2.4 -0.29 -1.85
Adjusted 0.1 754 -0.8 93 -0.8
Union Relations str 0.0 754 7.5 93 7.5a 1.21a 7.93b
Adjusted -0.4 754 7.2 93 7.6a
Union Relations con 2.1 754 10.8 93 8.6a 0.41 9.13b
Adjusted -0.2 754 9.2 93 9.4a
Workforce Reductions 3.4 754 1.1 93 -24 -1.07  -4.88b
Adjusted -2.6 754 -6.0 93  -3.4c
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TABLE 20: Post-LBO ratings and entry-types continued

Notes: Diff is a difference between the means of public and private firms. Unrest
is an estimation coefficient of RLBO from the regression of a given KLD rating
on TARGETS, RLBO and controls in an unrestricted sample. Rest is a same
coefficient in a sample where only those RLBO firms are included that were public
before LBO.

Panel A: Global and Local Community Relations

Private Public Diff Unrest Restr
Mean Obs Mean Obs
Supply Chain str 0.0 693 0.0 70 0.0 0.35  0.64c
Adjusted -0.5 693 -0.1 70 0.4
Supply Chain con 6.7 746 5.7 87 -1.0 2.47 1.85
Adjusted -0.3 746 -0.1 87 0.1
Charity 0.5 754 5.4 93 4.8a  3.09a 7.20b
Adjusted -1.5 754 3.3 93 4.8a
Adverse Impact 0.4 754 0.0 93 -04 -1.44c -1.52¢
Adjusted -2.3 754 -1.4 93 0.9
Tax Disputes 0.0 754 0.0 93 0.0 -3.49a -4.20a
Adjusted -1.3 754 -1.2 93 0.1

Panel B: Environmental Performance

Private Public Diff Unrest Restr
Mean Obs Mean Obs

Waste Management con 1.1 754 1.1 93 0.0 0.21  -0.73
Adjusted -2.7 754 -2.5 93 0.2
Regulatory Compliance con 3.2 754 2.2 93 -1.0 -0.67  -1.89
Adjusted -1.1 754 -0.5 93 0.6
Panel C: Product Issues

Private Public Diff Unrest Restr

Mean Obs Mean Obs

Research and Development str 0.8 754 0.0 93 -0.8 0.55 -1.65b

Adjusted -1.2 754 -3.3 93 -2.2b
Product Safety con 1.3 754 9.7 93 84a 2.03b 9.33a
Adjusted -3.1 754 6.7 93  9.9a
Marketing con 3.4 754 10.8 93 7.3a -4.13b 1.50
Adjusted -5.5 754 1.7 93 7.2b
Antitrust con 1.7 754 2.2 93 0.4 -4.98a -3.93c

Adjusted -1.5 754 0.7 93 2.2
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TABLE 21: The effect of PE ownership and firm age

Notes: Each column represent a regression of an underlying rating on TARGETS
and RLBO dummies and controls. The first three main columns represent results
from a regression with standard controls, but sample size corresponding to obser-
vations with non-missing firm age. The last three columns represents results from
a regression with dummies based on firm age. Each firm age represents a separate

dummy.

Panel A: Corporate Governance and Board Diversity

Main Firm Age Adjusted

T RLBO Obs T RLBO Obs
Limited Comp 6.93c -10.69b 5416 7.14c -10.98b 5416
High Comp -5.75¢ 2.97 5356 -5.73c 3.84 5356
Transparency str -0.59 -0.83 1077  -0.61 -1.40 1077
Transparency con 2.74 -2.71 2200 2.78 -2.74 2200
Accounting con 2.63 -4.64 1077 3.80 -5.20 1077
CEO minority str 3.35 -3.94 5416 3.59  -4.42c 5416
Directors minority str -3.29¢ 1.79 5416  -2.95 1.06 5416
Women Repr con 8.97b -7.28 5416  8.10c -6.25 5416

Panel B: Employee Relations and Workplace Conditions

Main Firm Age Adjusted

T RLBO Obs T RLBO Obs
Work/Life Benefits -4.39a 2.12b 5416 -3.98a 1.00 5416
Employee Involvement str 2.23 -3.87 5416 247  -4.7T7c 5416
Employee Discrimination 2.05 -1.46 5416 2.03 -1.20 5416
Retirement Benefits str -0.34 -0.57 5416  -0.28 -0.82 5416
Retirement Benefits con 5.42 -6.10 5416 5.83 -7.16 5416
Health and Safety str -1.20b 0.00 4366 -1.02c -0.58 4366
Health and Safety con 2.28 -1.11 5416 2.22 -1.16 5416
Union Relations str 0.04 0.63b 5416 0.04 0.70b 5416
Union Relations con -1.58a 2.26a 5416 -1.50a 2.03b 5416
Workforce Reductions -3.08¢c -0.19 5416  -2.81 -0.97 5416
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TABLE 22: The effect of PE ownership and firm age

Panel C: Global and Local Community Relations

Main Firm Age Adjusted
T RLBO Obs T RLBO Obs
Supply Chain str 0.10 -0.15 4686 0.14 -0.21 4686
Supply Chain con 0.36 1.11 5242 0.84 0.63 5242
Charity -1.07a  1.27b 5416 -1.13b  1.37b 5416
Adverse Impact -0.74b  -0.64c 5416 -0.71b -0.87b 5416
Tax Disputes 1.06 -1.67 5416 1.11  -1.73¢ 5416
Panel D: Environmental Performance
Main Firm Age Adjusted
T RLBO Obs T RLBO Obs
Waste Management con 0.70 -1.14 5416 0.69 -1.37 5416
Regulatory Compliance con -1.27b 1.63b 5416 -1.35b 1.60b 5416
Panel E: Product Issues
Main Firm Age Adjusted
T RLBO Obs T RLBO Obs
Research and Development str -1.19 0.19 5416 -1.31 0.18 5416
Product Safety con -0.95b 0.52 5416 -0.81c 0.48 5416
Marketing con 3.07 -6.64b 5416 3.52  -7.59b 5416
Antitrust con -1.10b 0.76 5416 -1.08b 1.09 5416
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TABLE 24: The effect of PE ownership and Aggregate Stakeholder Indices

Notes: Each column represent a regression of an index on TARGETS and RLBO dummies and controls. Aggregate in global
and local community relations is a sum of all ratings listed under this category in previous Tables. Global is a sum of Supply
Chain concern and strength. Local is a sum of Charity strength and Adverse Impact concern. Enironment is a sum of all ratings
listed under Environmental Performance category in previous Tables. Product is a sum of all ratings listed under Product
Issues category in previous Tables. Aggregate in Stakeholder Orientation is a sum of all KLD ratings excluding those related to
compensation, transparency and accounting.

Panel A: Corporate Governance and Diversity

T RLBO RY A L CH M Obs R2
Managerial Compensation -7.22b 9.50b 1.15a 20.22a -7.65b 0.72a 0.88 12829 0.30
Transparency and Accounting -6.67 6.80 0.41 0.13 -3.2 -0.17 1.09 2056 0.05
Diversity 349 -10.32b 2.49a  9.0la -0.26 0.15 -12.43a 13347 0.16
Panel B: Employee Relations and Unions

T RLBO RY A L CH M Obs R2
Aggregate -3.21 1.62 1.08b  2.59b -24.92a -0.38b 56.92a 8607 0.08
Monetary Benefits -7.72b 6.98¢ 0.42b 3.11a -10.04a 0.17 23.42a 13347 0.13
Non-monetary Benefits -6.44b 2.39  1.20a -0.17 -3.17  -0.04 11.32a 8607 0.07
Union Relations 0.59 1.87 -0.14 -0.95a -4.08b -0.33a 18.77a 13347 0.06
Panel C: Community Relations

T RLBO RY A L CH M Obs R2
Aggregate -1.88 3.53 -0.45b -3.64a  3.70b 0.11b  4.45b 9467 0.14
Global -0.27 -1.20 -0.52a  -0.98a  2.61b 0.07b 0.30 9467 0.23
Local -3.15a 4.53a  0.25b  -1.83a 0.64 0.11b 2.17 13347 0.08
Panel D: Environment and Product Issues

T RLBO RY A L CH M Obs R2
Environment 1.54 047 -0.13 -8.83a 0.59 -0.08b 29.30a 13347 0.30
Product -3.24  8.09b -0.53b -11.57a -0.21 0.11 21.50a 13347 0.23
Panel E: Stakeholder Orientation

T RLBO RY A L CH M Obs R2

Aggregate -11.36 11.06 2.42a -8.28a -16.55b -0.05 79.13a 8607 0.11




Bibliography

AAroN, C. K., D. I. LEVINE, AND M. W. ToFrEL (2007): “Do Corporate Social Responsibil-
ity Ratings Predict Corporate Social Performance?,” Harvard business school working papers,
Harvard Business School.

ACHLEITNER, A.-K., F. CORNELLI, P. STROMBERG, J. LERNER, L. FANG, AND R. LEEDS (2008):
“Globalization of Alternative Investments,” World Economic Forum.

AarawaL, A. K. (2008): “Corporate Governance Objectives of Labor Union Shareholders: Evid-
ence from Proxy Voting,” SSRN eLibrary.

ALEXANDER, C., AND M. COHEN (1999): “Why Do Corporations Become Criminals? Ownership,
Hidden Actions and Crime as an Agency Cost,” Journal of Corporate Finance, 5, 1-34.

ALLEN, F., E. CARLETTI, AND R. S. MARQUEZ (2007): “Stakeholder Capitalism, Corporate
Governance and Firm Value,” SSRN eLibrary.

ATAaNASsov, J., AND E. H. Kiv (2009): “Labor and Corporate Governance: International Evid-
ence from Restructuring Decisions,” Journal of Finance.

BARNEA, A., AND A. RUBIN (2006): “Corporate Social Responsibility as a Conflict Between
Shareholders,” Working paper.

BEecHT, M., P. BoLTON, AND A. ROELL (2003): “Corporate governance and control,” in Hand-
book of the Economics of Finance, vol. 1 of Handbook of the Economics of Finance, chap. 1,
pp- 1-109. Elsevier.

BENMELECH, E., N. BERGMAN, AND R. ENRIQUEZ (2010): “Negotiating with Labor Under Fin-
ancial Distress,” SSRN eLibrary.

BERNSTEIN, S., J. LERNER, M. SORENSEN, AND P. STROMBERG (2010): “Private Equity and
Industry Performance,” Working Paper 15632, National Bureau of Economic Research.

BERTRAND, M., AND S. MULLAINATHAN (2001): “Are Ceos Rewarded For Luck? The Ones
Without Principals Are,” The Quarterly Journal of Economics, 116(3), 901-932.

(2003): “Enjoying the Quiet Life? Corporate Governance and Managerial Preferences,”
Journal of Political Economy, 111(5), 1043-1075.

Boucry, Q., D. SRAER, AND D. THESMAR (2009): “Job Creating LBOs,” SSRN eLibrary.

BrowN, D., E. FEE, AND T. SHAWN (2007): “Financial Leverage and Bargaining Power With
Suppliers: Evidence from Leveraged Buyouts,” Discussion paper, AFA 2007 Chicago Meetings
Paper.

CA0, J., AND J. LERNER (2009): “The performance of reverse leveraged buyouts,” Journal of
Financial Economics, 91(2), 139-157.

CRrONQVIST, H., F. HEYMAN, M. NILSSON, H. SVALERYD, AND J. VLACHOS (forthcoming): “Do
Entrenched Managers Pay Their Workers More?,” Journal of Finance.

Davis, S. J., J. C. HALTIWANGER, R. S. JARMIN, J. LERNER, AND J. MIRANDA (2008): “Private
Equity and Employment,” SSRN eLibrary.

DowELL, G., S. HART, AND B. YEUNG (2000): “Do Corporate Global Environmental Standards
Create or Destroy Market Value?,” Management Science, 46(8), 1059-1074.

FALEYE, O., AND E. A. TRAHAN (2006): “Is What’s Best for Employees Best for Shareholders?,”
SSRN Working Paper Series.

Fama, E. F., AND K. R. FRENCH (1997): “Industry costs of equity,” Journal of Financial
Economics, 43(2), 153-193.

Fama, E. F., AND M. C. JENSEN (1983): “Separation of Ownership and Control,” Journal of
Law & Economics, 26(2), 301-25.

105



106 BIBLIOGRAPHY

FILER, R. K., AND D. L. GOLBE (2003): “Debt, Operating Margin, and Investment In Workplace
Safety,” Journal of Industrial Economics, 51(3), 359-381.

FRIEDMAN, M. (1970): “The Social Responsibility of Business is to Increase its Profits,” The
New York Times Magazine.

FrROOMAN, J. (1997): “Socially Irresponsible and Illegal Behavior and Sharcholder Wealth,”
Business & Society, 36(3), 221-249.

GERTNER, R., AND S. N. KAPLAN (1996): “The Value Maximizing Board,” SSRN eLibrary.

GIrROUD, X., AND H. M. MUELLER (2007): “Does Corporate Governance Matter in Competitive
Industries?,” SSRN eLibrary.

GoMPERS, P., J. Isuir, AND A. METRICK (2003): “Corporate Governance And Equity Prices,”
The Quarterly Journal of Economics, 118(1), 107-155.

GRAVES, S. B., AND S. A. WADDOCK (1994): “Institutional Owners and Corporate Social Per-
formance,” The Academy of Management Journal, 37(4), 1034-1046.

GRIFFIN, J. J., AND J. F. MAHON (1997): “The Corporate Social Performance and Corporate
Financial Performance Debate,” Business & Society, 36(1), 5-31.

HART, O. (1995): “Corporate Governance: Some Theory and Implications,” Economic Journal,
105(430), 678-89.

HausmAN, J., B. H. HALL, AND Z. GRILICHES (1984): “Econometric Models for Count Data
with an Application to the Patents-R&D Relationship,” Econometrica, 52(4), 909-38.

HECKMAN, J. J. (1979): “Sample Selection Bias as a Specification Error,” Econometrica, 47(1),
153-61.

HonG, H., AND M. KACPERCZYK (2009): “The price of sin: The effects of social norms on
markets,” Journal of Financial Economics, 93(1), 15-36.

JENSEN, M. (1989): “The Eclipse of the Public Corporation,” Harvard Business Review, 67,
61-74.

JENSEN, M. C. (2005): “Value Maximization, Stakeholder Theory, and the Corporate Objective
Function,” Journal of Applied Corporate Finance, 14(3), 8-21.

JENSEN, M. C., S. N. KAPLAN, AND L. STIGLIN (1989): “Effects of LBOs on Tax Revenues of
the U.S. Treasury,” Taz Notes.

JENSEN, M. C., AND W. H. MECKLING (1976): “Theory of the firm: Managerial behavior, agency
costs and ownership structure,” Journal of Financial Economics, 3(4), 305-360.

JOHNSON, R. A., AND D. W. GREENING (1997): “The effects of corporate governance and in-
stitutional ownership types on Corporate Social Performance,” The Academy of Management
Journal, 42(5), 564-576.

Juks, R. (2010a): “Obey the Law and Do a Little Bit Extra?,” Working Paper.

(2010b): “Workplace Safety and Corporate Governance,” Working Paper.

KACPERCZYK, A. (2007): “With Greater Power Comes Greater Responsibility? Antitakeover
Protection and Stakeholder Welfare,” SSRN eLibrary.

KAPLAN, S. (1989a): “The effects of management buyouts on operating performance and value,”
Journal of Financial Economics, 24(2), 217-254.

(1989b): “Management Buyouts: Evidence on Taxes as a Source of Value,” The Journal
of Finance, 44(3), 611-632.

KAPLAN, S. N.; AND P. STROMBERG (2009): “Leveraged Buyouts and Private Equity,” Journal
of Economic Perspectives.

KARPOFF, J. M., AND J. LotT, JouN R (1993): “The Reputational Penalty Firms Bear from
Committing Criminal Fraud,” Journal of Law & Economics, 36(2), 757-802.

KRAAKMAN, R. H., AND H. B. HANSMANN (2000): “The End Of History For Corporate Law,”
Yale school of management working papers, Yale School of Management.

LESLIE, P., AND P. OYER (2008): “Managerial Incentives and Value Creation: Evidence from
Private Equity,” NBER Working Papers 14331, National Bureau of Economic Research, Inc.
MATsA, D. A. (2009): “Financial Leverage and Product Quality: Evidence from the Supermarket

Industry,” Northwestern University.

MEYER, B. D. (1995): “Natural and Quasi- Experiments in Economics,” Journal of Business &

Economic Statistics.




BIBLIOGRAPHY 107

OsTrOM, E. (2000): “Collective Action and the Evolution of Social Norms,” The Journal of
Economic Perspectives, 14(3), 137-158.

PAGANO, M., AND P. VOLPIN (2005): “Managers, Workers, and Corporate Control,” The Journal
of Finance, 60, 841-868.

PerotrTi, E. C., AND K. E. SPIER (1993): “Capital Structure as a Bargaining Tool: The Role
of Leverage in Contract Renegotiation,” American Economic Review, 83(5), 1131-41.

RASMUSSEN, P. N. (2008): “Taming the Private Equity SLocustsT,” Europe Today 8.

SEIU (2007): “Winners and Loosers: Fallout from KKR'’s race for Profit,” White Report, 94(2).

SHLEIFER, A., AND L. H. SUMMERS (1989): “Breach of Trust in Hostile Takeovers,” NBER
Working Papers 2342, National Bureau of Economic Research, Inc.

SHLEIFER, A., AND R. W. VIisuny (1997): “A Survey of Corporate Governance,” Journal of
Finance, (2).

SORENSEN, M., P. J. STROMBERG, AND J. LERNER (2008): “Private Equity and Long-Run
Investment: The Case of Innovation,” SSRN eLibrary.

STEIN, J. C. (1988): “Takeover Threats and Managerial Myopia,” Journal of Political Economy,
96(1), 61-80.

STUART, T. E., AND S. Yim (2010): “Board Interlocks and the Propensity to Be Targeted in
Private Equity Transactions,” Journal of Financial Economics.

SUBRAMANIAM, V. (1996): “Underinvestment, Debt Financing, and Long-Term Supplier Rela-
tions,” Journal of Law, Economics and Organization, 12(2), 461-479.

TIROLE, J. (2001): “Corporate Governance,” Econometrica, 69(1), 1-35.

VILLALONGA, B. (2000): “Matching BITS to Compustat: Towards richer data for large sample
research within firms,” Unpublished manuscript, University of California, Los Angeles.

WILLIAMSON, O. (1984): “Corporate Governance,” The Yale Law Journal, 93(7), 1197-1230.

WOOLDRIDGE, J. (2002): Econometric Analysis of Cross Section and Panel Data. The MIT
Press.

WOOLDRIDGE, J. M. (1999): “Distribution-free estimation of some nonlinear panel data models,”
Journal of Econometrics, 90(1), 77-97.

ZINGALES, L. (2000): “In Search of New Foundations,” The Journal of Finance, 55(4), 1623~
1653.









EFI, The ECconomic Research Institute
Published in the language indicated by the title.
A complete publication list can be found at www.bbs.se/ ¢fi

Books and dissertations can be ordered from EFI via e-mail: efi.publications@hhs.se

Reports since 2004

2009

Books

Engwall, Lars. Mercury meets Minerva: business studies and higher education: the Swedish case.

Hagberg, Axel. Bankkrishantering. Forskning i Fickformat.

Henriksson, Lars. Marknad eller reglering?: vagval for enropeisk telekommunikation. Forskning i
Fickformat.

Holmberg, Carina and Filip Wijkstrom (eds). Kunskapsbyggaren: meningsfulla miten och kunskap
utan grinser: en vinbok till Ake Danielsson.

Krohwinkel-Karlsson, Anna. Odndliga projet?: Om projektforvaltningens tidsproblematik.
Forskning i Fickformat.

Schriber, Svante. A realisera synergier: ledning av vardeskapande vid foretagskdp. Forskning i
Fickformat.

Sj6blom, Lisa. Partner eller kontrollant: en studie av Sidas nppfoljning. EF1 Civil Society Reports.

Winberg, Hans, Jon Rognes and Claes-Fredrik Helgesson (eds). Leading Health Care:
organizing healthcare for greater value.

Ostman, Lars. Towards a general theory of financial control for organisations.

Dissertations

Almenberg, Johan. Difficult choices: essays on economic bebavior.

Amado, Cristina. Four essays on the econometric modelling of volatility and durations.

Arbin, Katarina. Individual information system acceptance behavior: an electronic ordering system case.

Brettell Grip, Anna-Karin. Funding and accountability: studies of a Swedish and a British chamber
orchestra.

Broback, Anna. Den virdefulla nijdbeten?: en studie om kundnijdbet och upplevt virde med klider
dver tid.

Darin, Karin. Social positions in self-employment: a study of employment structures in artistic production
and management consulting.

Dreber Almenberg, Anna. Determinants of economic preferences.

Eriksson Giwa, Sebastian. Procedural justice, social norms and conflict: human bebavior in resource
allocation.

Hasseltoft, Henrik. Essays on the term structure of interest rates and long-run risks.

Hellstrém, Katerina. Financial accounting quality in a Enropean transition economy: the case of the
Cxech republic.

Hernant, Mikael. Profitability performance of supermarkets: the effects of scale of operation, local market
conditions, and conduct on the economic performance of supermarkets.

Jamal, Mayeda. Creation of social exclusion in policy and practice.

Lakomaa, Exik. The economic psychology of the welfare state.

Lazareva, Olga. Labor market ountcomes during the Russian transition.

Lee, Samuel. Information and control in financial markets.

Lid Andersson, Lena. Ledarskapande retorik: Dag Hammarskjold och FN:s dvriga generalsekereterare
som scen for karisma, dygder och ledarideal.

Lindqvist, Goran. Disentangling clusters: agglomeration and proximity effects.



111

Korpi, Martin. Migration, wage inequality, and the urban hierarchy: empirical studies in international
and domestic population movements, wage dispersion and income: Sweden, 1993—2003.

Kragh, Martin. Exit and voice dynamics: an empirical study of the Soviet labour market, 1940—1960s.

Melander, Ola. Empirical essays on macro-financial linkages.

Melén, Sara. New insights on the internationalisation process of SMEs: a study of foreign market
Fknowledge development.

Murgoci, Agatha. Essays in mathematical finance.

Rovira Nordman, Emilia. Interaction across borders: a study about experiential knowledge development
in internationalizing SMESs.

Salomonsson, Marcus. Essays in applied game theory.

Sjostrom, Emma. Shareholder influence on corporate social responsibility.

Torn, Fredrik. Challenging consistency: effects of brand-incongruent communications.

Wennberg, Karl. Entreprencurial exit.

Wetter, Erik. Patterns of performance in new firms: estimating the effects of absorptive capacity.

Zubrickas, Robertas. Essays on contracts and social preferences.

Age, Lars-Johan. Business manoeuvring: a gronnded theory of complex: selling processes.

2008

Books

Breman, Anna. Forskning om filantropi. Varfor skanker vi bort pengar? Forskning i Fickformat.

Einarsson, Torbjorn. Medlemskapet i den svenska idrottsrirelsen: En studie av medlemmar i fyra
idrottsforeningar. EF1 Civil Society Reports.

Helgesson, Claes-Fredrik and Hans Winberg (eds). Dezta borde virddebatten handla om.

Jennergren, Peter, Johnny Lind, Walter Schuster and Kenth Skogsvik (eds). Redovisning i
Jfokus. EFI:s Arsbok 2008. EF1/Studentlitteratur.

Kraus, Kalle. Sven eller pengarna? Styrmingsdilemman i dldrevarden. Forskning i Fickformat.

Petrelius Katlberg, Pernilla. 1°d under press: om medialiseringen av néringslivets ledare. Forskning i
Fickformat.

Portnoff, Linda. Musikbranschens styrningsproblematif. Forskning i Fickformat.

Sjéstrand, Sven-Erik. Management: fran kontorsteknik till lednings- och organisationsteori: utveck-
lingen pa Handelshigskolan under 100 dr: 1909—2009.

Ostman, Lars. Den finansiella styrningens realiteter och fiktioner: de finansiella styrformernas svenska
historia, berittelser om Petersson och "Ericsson", finansiell styrning — en ansats till generell teor.

Ostman, Lars. Mycket hinde pa vigen frin Buchhaltung till Acconnting: delar av Handelshigskolan
under 100 dr.

Dissertations

Axelson, Mattias. Enabling knowledge communication between companies: the role of integration
mechanisms in product development collaborations.

Benson, llinca. Organisering av overgangar pa arbetsmarknaden: en studie av omstillningsprogram.

Elhouar, Mikael. Essays on interest rate theory.

Farooqi Lind, Raana. On capital structure and debt placement in Swedish companies.

Granstrom, Ola. Aid, drugs, and informality: essays in empirical economics.

Hvenmark, Johan. Reconsidering membership: a study of individual menmbers’ formal affiliation with
democratically governed federations.

Héglin, Exik. Inequality in the labor market: insurance, unions, and discrimination.

Johansson, Marjana. Engaging resources for cultural events: a performative view.

Kallenberg, Kristian. Business at risk. Four studies on operational risk management.

Kviselius, Niklas Z. Trust-building and communication in SME internationalization: a study of
Swedish-]apanese business relations.

Landberg, Anders. New venture creation: resistance, coping and energy.




112

Pemer, Frida. Framging eller fiasko? En studie av hur konsuliprojeet virderas i klientorganisationer.

Rosengren, Sara. Facing clutter: on message competition in marketing communication.

Schilling, Annika. Kan konsulter fusionera?: en studie av betydelsen av identitet vid en fusion mellan
konsultforetag.

Schriber, Svante. Ledning av synergirealisering 7 fusioner och forvirv.

Sj6din, Henrik. Tensions of extensions: adverse effects of brand extension within consumer relationship.

Strandqvist, Kristoffer. Kritiska dr: formativa moment for den svenska fhygplansindustrin 1944—
1951.

Strémqvist, Maria. Hedge funds and international capital flow.

Soderstrom, Johan. Empirical studies in market efficiency.

Solvell, Ingela. Formalization in high-technology ventures.

Thorsell, Hakan. The pricing of corporate bonds and determinants of financial structure.

Ulbrich, Frank. The adoption of IT-enabled management ideas: insights from shared services in
government agencies.

Ostling, Robert. Bounded rationality and endogenons preferences.

2007

Books

Andersson, Per, Ulf Essler and Bertil Thorngren (eds). Beyond mobility. EF1 Yearbook 2007.
EFI/Studentlitteratur.

Einarsson, Torbjorn and Filip Wijkstrom. Analysmodell for sektorsoverskridande statistik: fallet
vdrd och omsorg. EF1 Civil Society Reports.

Ericsson, Daniel. Musikmysteriet: organiserade stamningar och motstimningar.

Samuelson, Lennart (ed). Bander och bolsjeviker: den ryska landsbygdens historia 1902—1939.

Dissertations

Ahlersten, Krister. Empirical asset pricing and investment strategies.

Alexius, Susanna. Regelmotstandarna: om konsten att undkomma regler.

Andersson, Magnus. Essays in empirical finance.

Berg, Bengt Ake. Volatility, integration and grain bank: studies in harvests, rye prices and institutional
development of the parish magasins in Sweden in the 18" and 19" centuries.

Bianchi, Milo. Of speculators, migrants and entreprenenrs: essays on the economics of trying your fortune.

Brodin, Karolina. Consuming the commercial break: an ethnographic study of the potential andiences for
television advertising.

Elger, Max. Three essays on investment-specific technical change.

Hagberg, Axel. Bankkrishantering: aktorer, marknad och stat.

Hinnerich, Mia. Derivatives pricing and term structure modeling.

Hjalmarson, Hanna. En vixande marknad: studie av nijdbeten med konsumtionsrelaterade
livsomréden bland nnga konsumenter.

Hjelstrom, Tomas. The closed-end investment company premium puzle: model development and
empirical tests on Swedish and British data.

Kraus, Kalle. Sven, inter-organisational relationships and control: a case study of domestic care of the
elderly.

Lindqvist, Erik. Essays on privatization, identity, and political polarization.

Macquet, Monica. Partnerskap for hallbar utveckling: systrar av Oikos och gnvernanten som blev
diplomat.

Melian, Catharina. Progressive gpen source.

Nilsson, Daniel. Transactions in cyberspace: the continued use of Internet banking.

Petrelius Karlberg, Pernilla. Den medialiserade direktiren.

Portnoff, Linda. Control, cultural production and consumption: theoretical perspectives, empirical
dilemmas, and Swedish nusic industry practices.

Skold, Martin. Synergirealisering: realisering av produktsynergier efter foretagssammanslagningar.



113

Sonnerby, Per. Contract-theoretic analyses of consultants and trade unions.

Tyrefors, Bjorn. Inustitutions, policy and quasi-experimental evidence.

Valiente, Pablo. Re-innovating the existing: a study of wireless 1S capabilities to support mobile
workforces.

2006

Books

Lundeberg, Mats, Pir Martensson and Magnus Mahring (eds) I'T' & business performance:
a dynamic relationship. EF1 Yearbook 2006. EFI / Studentlitteratur.

Thodenius, Bjorn. Organisering av kunskap: en studie av Wallenberg Consortinm North. EFI Civil
Society Reports.

Wijkstrom, Filip and Torbjérn Einarsson. Frin nationalstat fill néringsliv?: det civila samballets
organisationsliv 7 forandring.

Wijkstrém, Filip, Stefan Einarsson and Ola Larsson. Staten och det civila sambdllet: idétraditioner
och tankemodeller i den statliga bidragsgivningen till ideella organisationer.

Ostman, Lars. Lysande igonblick och finansiella kriser: Dramaten under ett sekel.

Dissertations

Argenton, Cedric. Quality provision in dugpoly.

Beckerman, Carina. The clinical eye: constructiong and computerizing an anesthesia patient record.

Borglund, Tommy. Aktievarden i fokus: internationell paverkan pa intressentrelationer vid forviry och
Sfusion.

Breman, Anna. The Economics of altruism, paternalism and self-control.

Edquist, Harald. Technological breakthroughs and productivity growth.

Eklund, Jana. Essays on forecasting and Bayesian model averaging.

Frostenson, Magnus. Legitimitetskontrollen: en studie av etiska virderingars roll i grinsoverskridande
Sforvéry och fusioner.

Gaspar, Raquel M. Credit risk and forward price models.

Gustafsson, Peter. Essays on trade and technological change.

Hopkins, Elisabeth. Is a bigher degree of local currency pricing associated with lower exchange rate pass-
throngh?: a study of import pricing in 51 Swedish industries.

Kling, Ragnar. Developing product development in times of brutal change.

Langenskiold, Sophie. Peer influence on smoking: cansation or correlation?

Lychnell, Lars-Olof. "Och fungerar det inte, gor vi pi ndgot annat sitt”: en klinisk_fallstudie av IT-
relaterat forindringsarbete i smaforetag

Meitz, Mika. Five contributions to econometric theory and the econometrics of ultra-high-frequency data.

Mendicino, Caterina. Financial market imperfections, business cycle fluctuations and economic growth.

Ovanfors, Anna. Essays on nonlinear time series analysis and healtl) economics.

Paltseva, Elena. Essays on commitment and ingfficiency in political economy.

Rogberg, Martin. Den modefoljande organisationen: om acceptansen av TOM och andra populdra
managementmodeller.

Silvennoinen, Annastiina. Essays on auntoregressive conditional heteroskedasticity.

Sjogren, Ebba. Reasonable drugs: making decisions with ambignons knowledge.

Slinko, Itina. Essays in option pricing and interest rate models.

Wilander, Fredrik. Essays on exchange rates and prices.







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 99
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /FlateEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /SyntheticBoldness 1.000000
  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <FEFF00440065006e006e00610020006a006f0062006f007000740069006f006e00660069006c002000e400720020006f007000740069006d00650072006100640020006600f6007200200044006f00630075005300790073002000700072006f00640075006b00740069006f006e>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.283 858.898]
>> setpagedevice



 
 
    
   HistoryItem_V1
   TrimAndShift
        
     Range: all pages
     Trim: fix size 6.496 x 9.528 inches / 165.0 x 242.0 mm
     Shift: none
     Normalise (advanced option): 'original'
      

        
     32
            
       D:20091026134740
       685.9843
       S5
       Blank
       467.7165
          

     Tall
     1
     0
     No
     482
     252
    
     None
     Left
     5.6693
     0.0000
            
                
         Both
         1
         AllDoc
         2
              

       CurrentAVDoc
          

     Uniform
     422.3622
     Right
      

        
     QITE_QuiteImposingPlus2
     Quite Imposing Plus 2.9
     Quite Imposing Plus 2
     1
      

        
     1
     124
     123
     124
      

   1
  

 HistoryList_V1
 qi2base



