
Dyck et al. (2019); Chen et al. (2020); Azar et al. (2021)
“Do institutional investors drive corporate social responsibility?”

Hulai Zhang

Env.Climate

December 1, 2023

Hulai Zhang (Env.Climate) Dyck et al. (2019); Chen et al. (2020); Azar et al. (2021) December 1, 2023 1 / 30



Outline

1 Introduction

2 Dyck et al. (2019)

3 Chen et al. (2020)

4 Azar et al. (2021)

5 Conclusion

Hulai Zhang (Env.Climate) Dyck et al. (2019); Chen et al. (2020); Azar et al. (2021) December 1, 2023 2 / 30



Introduction

Do institutional investors drive portfolio firm’s E&S performance?
• Dyck et al. (2019): Yes, for the international sample

• Mostly the correlation, not causality
• Mechanisms: voice, not exit
• For both financial and social motivations

• Chen et al. (2020): Yes, for the US sample
• Causality but very sample sample
• Mechanisms: mainly voice
• Inst. investors focus more on financially material E&S

• Azar et al. (2021): Yes, for the US sample
• Causality but only for passive institutional investors
• On CO2 emission reduction
• Mechanisms: voice
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Dyck et al. (2019)
“Do institutional investors drive corporate social responsibility? International evidence”



Data

• Firm level E&S performance: Thomson Reuters ASSET4 ESG Ratings
• 2004–2013, annual
• 45 countries

• Institutional ownership: Factset v5 Ownership
• 2004–2013, quarterly
• almost all countries

⇒ 19,489 observations
• 3277 firms
• 41 countries
• 2004–2013.
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Does IO drive E&S performance?

log(Scoreit) = α+ βIOi,t−1 +Xi,t−1γ + FEs+ εit (1)

• Overall score: equal weighted across subcategories of E&S

• ASSET4 z-score: value weighted across subcategories of E&S
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Does IO drive E&S performance?

Two settings where IO has greater impact on firm’s E&S

1 Institutions who sign the UN Principles for Responsible Investment

2 When firms have greater scope for improvement

Hulai Zhang (Env.Climate) Dyck et al. (2019); Chen et al. (2020); Azar et al. (2021) December 1, 2023 7 / 30



Does IO drive E&S performance?

A quasi-natural experiment: The BP Deepwater Horizon Oil Spill at 05/20/2010

• Institutions pay more attention to firm’s E commitment

• All oil and gas firms are affected

• Oil and gas firms with more IO should improve E more

oil and gas extraction firms only
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Does IO drive E&S performance?

Relative to control firms, the oil and gas extraction firms should improve E more.

oil and gas extraction firms + all other firms as control
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Which mechanism do institutions use to push for E&S performance?

• Exit: excluding poor E&S firms affects firm’s behavior
• Granger causality tests do not support this: only IOi,t−1 ⇒ E&Si,t, not E&Si,t−1 ⇒ IOi,t

• Voice
• Use the comprehensive Canada shareholder proposals data
• The submission of E&S proposals is followed by an increase in E&S performance
• Mostly private engagement
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Why do institutions push firms to improve E&S performance?
Financial vs. social motivations

To test financial motivations,
• Use the 2008–09 financial crisis as a shock

• The financial crisis revealed the financial value of firm’s social capital
• Financially motivated institutions would push more E&S after the crisis
• Firm with higher IO would during crisis would subsequently improve E&S more
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Why do institutions push firms to improve E&S performance?

Financial vs. social motivations

To test social motivations,
• Use institution’s foreign holdings

• Firm managers and domestic institutions are both affected by country social norms: hard to
separate

• Foreign institutions are unlikely to obtain private benefits other than through social norm
channel

• Firm with higher foreign IO from high social norm countries would subsequently improve
E&S more
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Why do institutions push firms to improve E&S performance?
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Why do institutions push firms to improve E&S performance?

(a) Overall environmental score (b) Overall social score
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Why do institutions push firms to improve E&S performance?
The second test of social motivations,

• Investment companies and advisors are more concerned about E&S since they raise fund
locally

• Long term investors such as pension funds are also more concerned about E&S
• Firms with higher foreign IO from these institutions would subsequently improve E&S
more
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Chen et al. (2020)
“Institutional shareholders and corporate social responsibility”



Data

• Firm level ESG performance: MSCI KLD database
• 2003–2006, annual

• Institutional ownership: Thomson Reuters Institutional Holdings
• 2003–2006, quarterly
• US only

• Russell 1000/2000 index
• Prior to 2007, Russell does not implement ”banding” methodology for reconstitution
• Sharp RDD before 2007
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Two Settings

Research question: the causal relationship between institutional shareholders and firm’s ESG

1 IO on ESG: shocks in IO

2 Institutions’ attention on ESG: shocks in institution attention
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IO on ESG

CSRi,t = β0 + β1IOi,t + β2Xi,t + ui + vt + ξi,t (2)

• IOit is endogenous
• reverse causality: institutions hold more of high ESG firms
• omitted variables: unobserved heterogeneity correlates with both IO and ESG

• Shocks in IOit

• Russell 1000/2000 indices introduce IO discontinuity around the cutoff
• Top firms in Russell 2000 have more IO than bottom firms in Russell 1000
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IO on ESG

Discontinuity in IO:

Sharp RDD!
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IO on ESG

Predict IOi,t by Russell Index:

IOi,t = α+ τDi,t + f (Ri,t) + β1Xi,t + β2 FloatAdj i,t + ui + vt + ϵi,t (3)

Use the predicted ÎOi,t to estimate β1

CSRi,t = β0 + β1ÎOi,t + g (Ri,t) + β2Xi,t + β3 FloatAdj ji,t + ui + vt + ξi,t (4)
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IO on ESG
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IO on ESG: Robustness

• Different categories of ESG issues
• IO mainly improves ESG issues that’re financially material to firm values
• IO mainly improves ESG issues that lead to lawsuits or regulatory penalties

• Different types of institutions
• mainly quasi-indexers, passive mutual funds and long-term investors

Glossner (2019) shows that Russell 1000/2000 cutoff generates ownership differences for
passive institutions, not total institutions.

• After correcting this instrument for passive institutional ownership, he finds that passive
investors have no significant effect on CSR.
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Institutions’ attention on ESG

CSRi,t = β0 + β1Attentioni,t−1 + β2Xi,t + ui + vt + ξi,t (5)

• Attentioni,t is endogenous
• Shocks in Attentioni,t

1 Attention distraction events in other industry
2 Fund-level attention grabbing events

• fund performance
• fund outflow
• fund’s decline in shareholder voting participation
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Institutions’ attention on ESG

Shocks in institution’s’ attention

Distractioni,q =
∑

j∈Iq−1

wi,j,q−1

∑
Ind̸=Indi

wInd
j,q−1 × IndShockIndq (6)

IndShockIndq = 1 if an industry has the highest or lowest return across all 12 Fama-French
industries.
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Institutions’ attention on ESG

CSRi,t = α+ β1Distractioni,t−1 + β2IOi,t + β3Xi,t + ui + vt + ξi,t, (7)

Columns (4)–(6) add firm fixed effects.
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Institutions’ attention on ESG

Fund-level attention grabbing events

• past 6-m fund performance↑: attention on firm↑
• past 6-m fund outflow↑: attention on firm↓
• decline in shareholder participation in voting↑: attention on firm↓
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Azar et al. (2021)
“The big three and corporate carbon emissions around the world”



Conclusion
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