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Abstract 

The purpose of this paper is to examine how Corporate Social Responsibility (CSR) activities and firm 

value are associated and whether social ties between outside directors and inside directors within the board 

(social ties) affect the association between CSR activities and firm value. We analyzed a sample of non-

financial, December fiscal year-end firms listed in the Korea Stock Exchange market for the period, 2012-

2017. We measure the intensity of social ties based on region and school using a density concept of social 

network analysis. Using the Environment, Social, Governance (ESG) scores from Korea Corporate 

Governance Service to measure CSR activities, our results suggest that firms can increase firm value 

through CSR activities on average in Korea. In addition, in firms with strong social ties, the positive 

association between firm’s CSR activities and firm value is weakened, indicating that the boards with 

strong social ties are ineffective in monitoring the CSR activities. Although the government has made 

great efforts to improve corporate governance with a focus on the independence of outside directors, there 

is a room for firms to improve substantive independence of boards in a society where nepotism is 

influential. 

Keywords: Social tie; Corporate social responsibility; Board independence  

1. Introduction 

The purpose of this study is to examine how corporate social responsibility (CSR, hereafter) activities 

affect long-term firm value and whether social ties between outside directors and inside directors (social 

ties, hereafter) within the board affect the association between CSR activities and long-term firm values. In 
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particular, this study focuses on social ties based on regionalism and school relations in Korea where 

nepotism developed from a strong and long history of Confucianism is widespread. This study clarifies the 

effect of CSR on firm value in a culture under strong Confucianism and shows whether social ties can be a 

very important factor that investors and financial information users must consider in evaluating the 

effectiveness of corporate governance. 

While firms’ CSR activities are not mandatory but cost incurring, and these activities may not have 

direct relationship with firm value, many firms have spent their resources for CSR activities and are willing 

to disclose their activities to investors and the general public. Prior studies have provided mixed results on 

the effect of CSR activities on firm value. Prior literature has also examined the motivation for CSR 

activities. First, managers invest in CSR activities from a purely ethical point of view, which can improve 

the positive reputation from public interest, and consequently increase firm value in the long-term (Adams 

2002; Cui et al. 2016; Ko and Park 2011; Patten and Zhao 2014; Swartz 1968). Second, some CSR activities 

are performed in a short-term view, rather than a macroscopic view, as a means of pursuing private interest 

or of defending management’s decision making derived from their personal purposes (Barnea and Rubin 

2010; Brammer et al. 2006; Vance 1975). 

CSR activities have been increasing significantly in Korea. The size of spending on CSR activities 

has increased from about 700 billion in 2000 to about 2,900 billion in 2015, and a ratio of firm’s CSR 

expenditure to firm’s sales is 0.24% on average, which is higher than that of US companies (0.11%) and 

Japanese companies (0.09%) in 2010 (The Federation of Korean Industries, 2010; 2016). These activities 

began with the incentive to reform the complex governance structure that has been criticized since the 

International Monetary Fund (IMF) financial crisis in 1997 (Kim and Shin 2015). It raises the problem that 

CSR activities in Korea are likely to be abused by management. Board of directors are expected to monitor 

whether the investment in CSR activities positively contributes to long-term firm value. In other words, 

board members are to monitor CSR activities whether they positively contribute to firm value. The board 

not only discusses resolutions on various topics such as approving corporate financial statements, paying 

bonuses to directors, paying dividends to shareholders, but also carries out important investment decision 

like CSR activities and nominates candidates for outside directors. Considering the fact that board deals 

with decisions related to investment in CSR activities, the role of the board as an advisor and supervisor is 

important to identify the underlying motivation and therefore the effects of investment in CSR activities on 

corporate value. In a country highly influenced by Confucianism, such as Korea and many other Asian 

countries, however, the relationship based on nepotism is rampant, which is criticized as a negative factor 

that damages objectivity. Because nepotism considers social relations among members of an organization 

more important than other factors, it is highly probable that the outside directors are elected based on social 

network with inside directors.  

Social ties within the board can affect advisory and monitoring role of directors in different directions. 

Close relations from strong social ties between outside directors and inside directors facilitate effective and 

efficient decision-making (Adams and Ferreira 2007; Hoitash 2011; Westphal 1999). On the other hand, 

board with strong social ties may not be able to perform an adequate monitoring role for management 

because of attenuated substantive independence of the board (Adams and Ferreira 2007; Bruynseels and 
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Cardinaels 2013; Hwang and Kim 2009; Krishnan et al. 2011). Recently, prior literature points out that lack 

of board independence disturbs monitoring because of social ties within the board, and this phenomenon is 

substantial (Bruynseels and Cardinaels 2013; Fracassi and Tate 2012; Hwang and Kim 2009; Kang and 

Kook 2012; Kim and Shin 2016; Lee et al. 2012; Park et al. 2016; Shawn and Jung 2015; Westphal and 

Graebner 2010). In this study, we focus on negative (the latter) perspective rather than positive (the former) 

perspective of that in accordance with the characteristics of Korean society that emphasizes social 

connectedness. In other words, board of directors that lack independence due to social ties are less likely to 

conduct adequate monitoring for management’s opportunistic behavior. In this study, we examine whether 

and how the boards with strong social ties monitor investment decision on CSR activities that do not 

positively contribute to enhancing long-term firm value.  

The sample of this study encompasses firms listed in the Korea Stock Exchange (KSE) market for the 

period from 2012 to 2017. The results of this study are as follows: First, CSR activities of the firm are 

positively associated with long-term firm value. While CSR activities are performed to contribute positively 

to the firm and to the society, CSR activities are also performed as means of defending management’s 

decision-making with private intention from a strategic aspect. The results of this study show that CSR 

activities performed in Korea increase firm value on average possibly through strengthening the reputation 

of firms and reducing the possibility of litigation (Adams 2002; Schwartz 1968; McGuire et al. 1988). 

Second, this positive relationship between a firm’s CSR activities and firm value is alleviated with the 

increase in social ties within the board. The results imply that the boards with strong social ties lack 

independence and then do not adequately monitor and supervise investment decisions on CSR activities 

that cannot contribute to enhancing firm value. We conjecture that CSR activities, which are not properly 

monitored by independent board, can only increase cash expenditure in short-term and undermine firm 

value in long-term. 

The contributions of this study are as follows. First, we show evidence that regulations related to board 

independence do not reflect cultural substance in a culture under a heavy influence of nepotism. Korean 

society has endeavor to improve the corporate governance focusing on the structure of the board, such as 

board size and a ratio of outside directors to total number of board members for many years since the IMF 

financial crisis.1 However, there is a possibility that in the process of recommending candidates for outside 

directors, candidates who have social ties with inside directors are more likely to receive management’s 

interest than those who do not in Korea. This issue raised the criticism that the outside directors who need 

to monitor the management in an independent position, after being elected as outside directors, act as a 

rubber stamps due to intimate relationships between them (Yi et al. 2010). Our results suggest that despite 

the fact that the ratio of outside directors has been systematically satisfied, practical role of the board does 

not work properly. 

Second, we add interpretation to the mixed results on the association between CSR activities and firm 

value by showing that CSR activities have negative association with long-term firm value when board of 

1 It is because of their effective monitoring role of management’s opportunistic behavior (Armstrong et al. 
2010; Bushman et al. 2004; Cai et al. 2009) and enhancing efficiency of operating and raising accounting 
transparencies (Lee et al. 2003). 
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directors are less likely to adequately perform their monitoring role due to lack of independence. The 

empirical results on the association between CSR activities and firm value are not consistent though. This 

may be because that there are some CSR activities carried out from an ethical point of view in the long-

term, whereas other CSR activities are invested with only strategic perspective for management’s private 

intentions in the short-term. We suggest that one reason for these mixed results may be a lack of monitoring 

of the independent board. 

Third, this study analyzes CSR activities to verify how well the independent board performs their role 

of supervising and monitoring the management. The decision of the board on the investment in CSR 

activities has two issues. One is that board recommends candidates for outside directors and also discusses 

investments in CSR activities. There is high probability that the board can recommend outside directors 

connected by blood, regions, and school with inside directors in order that management easily carry and 

represent their own opinion. The other is that CSR activities can raise manager’s agency problem because 

the costs for CSR activities may not have direct causal relationship with firm’s profit (Lee and Byun 2016), 

and investments in CSR activities are also determined by the board. In the fact that both of investment 

decisions on CSR activities and recommendation of outside directors are dealt by the board, it can be 

inferred that board independence affects the association with CSR activities and firm value. 

In Korea, outside directors are defined as "directors who do not engage in the business of the 

company" by the Korean Commercial Law since 2009 (Article 382, subsection 2). These regulations give 

firms room for selecting outside directors that lack substantive independence because they are only formally 

obliged to meet the ratio of outside directors (Krishnan 2011). In particular, outside directors who have 

strong social ties with inside directors are likely to act as strong supporters for management. Therefore, the 

results of this study suggest that institutional requirements of board independence should be developed to 

reflect cultural characteristics and enhance substantive independence.  

This study is composed as follows. Chapter II sets research hypotheses based on the existing research 

contends and the contents of this study. Chapter III explains the research model and the selection process 

of the sample used in this study. Chapters IV and V report the empirical analysis and summarize the results 

of this study. 

 

2. Literature Review and Hypothesis 

2.1 Board Independence and Social Ties 
Intimate relationships between outside directors and inside directors bring conflict effects on firms. 

First, high intimacy between outside directors and inside directors within the board enables faster decision-

making and effective information delivery, and facilitates an efficient decision-making, which impacts 

positively on firm value through increasing the trust and sharing of information (Westphal 1999). It is 

possible to operate the company in the direction of enhancing the value of stakeholders when cooperation 

is needed (Hoitash 2011). Second, when outside directors having social relations with inside directors are 

nominated, the board becomes less independent. As a result, it is hard to monitor and restrain management’s 

opportunistic behavior such as earnings management, resulting in a negative impact on firm value. Namely, 
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to mitigate monitoring and supervising by independent board of directors, it may be best for managers to 

form a management-friendly board (Adams and Ferreira 2007). 

This study focuses on the latter opinion. Krishnan et al. (2011) argues that the formal ratio of outside 

directors and the substantive independence of the board are not related. In Korean society based on 

Confucianism that emphasize social relationship, deep-rooted relationship-oriented customs based on 

school ties and regionalism result in various social problems. As proof this, media and government agencies 

have raised the issue of selecting outside directors based on social ties and urged resolution of that issue. 

Prior literature also shows that social ties within the board lead to the failure of restraining managers’ 

opportunistic behaviors and negatively affect firm value or performance of the firm (Kang and Kook 2012; 

Kim and Shin 2016; Lee et al. 2012). Likewise, Lim et al.(2015) shows that outside directors who are 

bureaucrat have been increasing recently in Korea, and the ratio of bureaucratic outside directors to total 

directors has significantly negative impact on firm value. Park et al.(2016) argues that firms with a higher 

ratio of outside directors who do not have a social relationship with inside directors have a smaller 

magnitude of earnings management. Park et al.(2016) points out that when social ties within the board are 

strong, insider trading of manager and earnings management before insider trading significantly increases. 

In addition, Shawn and Jung(2015) shows that social ties between outside directors and CEO has a positive 

relationship with firms’ over-investment propensity. Bruynseels and Cardinaels(2013) shows that when the 

intimacy between the members of the audit committee and CEO is strengthened, the supervisory activities 

of the audit committee are slowed down, the expense in auditing services is reduced, and the close 

relationships between them result in increased earning management. Based on these previous results, it is 

possible that when board is constituted with social ties, substantial independence of the board is alleviated, 

which leads to undermine firm value. 

2.2 CSR Activities and Firm Value 
As society is becoming highly developed, the society and stakeholder’s demand in firms’ social 

responsibility increases. At the same time, the necessity for firms to perform CSR activities also grows. 

Number of prior literature has tried to examine firms’ motivation of performing CSR activities. We explain 

this motivation in two different perspectives. 

One perspective is that CSR activities are performed for public interest. From this ethical point of 

view, firms strengthen their reputation and brand value in capital market through CSR activities and 

improve their long-term performance, including sales increase, acquirement of talented human resources, 

risk decrease by enhancing their corporate image (Adams 2002; Patten and Zhao 2014; Schwartz 1968). In 

addition, firms try to mitigate information asymmetry with external investors by improving communication 

channel through CSR activities (Cui et al. 2016). McGuire et al. (1988) argues that firms actively engaging 

in CSR activities can improve the relationship with government agencies, attenuate control of regulatory 

authorities, and reduce the probability of litigation. Likewise, Wood and Ross (2006) shows that since the 

enforcement of environmental organization’s surveillance increases litigation and related costs, companies 

actively try to invest in CSR activities such as environmental activities. Furthermore, firms performing 

CSR activities from an ethical view conduct more active public disclosure and less involved in private 

profit-seeking activities, such as earnings management (Choi and Pae 2011; Gelb and Strawser 2001). 
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Therefore, socially conscious investors are willing to pay higher premium to firms that actively engage in 

CSR activities, which results in improving market value, lowering cost of equity, and diminishing 

uncertainty in cash flow (Anderson and Franke 1980; Dhaliwal et al. 2011; Lee and Byun 2016). 

The other perspective is that some CSR activities are performed in a short-term aspect, rather than a 

macroscopic aspect, to defend management’s decision making derived from their personal interest. From 

this strategic point of view, CSR activities are pursued as a means of achieving manager’s private interest 

and detrimental to the interest of shareholders, and thus result in lower performance of the firm (Brammer 

et al. 2006; Shane and Spicer 1983; Vance 1975; Wright and Ferris 1997). Since CSR activities have no 

direct causal relationship with profit of firm and the results of those activities are not visible in the short-

term, it is unlikely that incumbent manager bears the responsibility for failure of investment in CSR 

activities. Based on these facts, Lee and Byun (2016) argues that it is possible that CSR activities increase 

the probability of agency problem and exacerbate firm value. Barnea and Rubin (2010) also points out the 

possibility of over-investment in CSR activities and argues that CSR activities may lead to negative results 

such as increasing the firm’s risk level if those activities are indiscriminately performed as a result of 

managers’ over-investment to signal their reputation in the capital market. In addition, a number of studies 

have suggested that firms’ CSR activities and earnings management have a positive relationship. For 

example, Barnea and Rubin (2010), Chih et al. (2008) and Prior et al. (2008) point out that managers 

pursuing private interests such as earnings managements actively engage in CSR activities. In this case, 

CSR activities serve as a signal to the shareholders that the firm performs the activities to reduce the 

possibility of being controlled by shareholders regarding the executives’ opportunistic behavior. 

Korean firms have highly engaged in CSR activities compared to other Asian countries and their CSR 

activities have increased significantly in the last ten years. More specifically, the size of expenditure on 

CSR activities increased from about 700 billion to about 2,900 billion in 2015 (The Federation of Korean 

Industries, 2016). In the case of Korean companies listed in the KSE market, 13% of them issued public 

reports related to CSR activities from 2008 to 2012 (Ahn 2013).  

Kim and Shin (2015) argues that there was an incentive for firms to reform corporate structure and to 

improve corporate image that had been questioned and criticized since the IMF financial crisis in 1997. 

One of the main problems faced during the economic crisis in Korea was the complex governance structure 

of Chaebol and their indiscriminate expansion. To find solutions for these problems, Chaebol used CSR 

activities as one of the ways to repair their damaged corporate image. As a result, CSR activities in Korea 

were invigorated.  

Because of two competing views on CSR activities, it is hard to conclude whether the purpose of those 

CSR activities is solely for the pursuit of the public interest to hide opportunistic behaviors or for bringing 

social values from ethical motivation by management. The effective board is expected to play a significant 

role in monitoring the underlying motivation with respect to CSR activities to make sure that CSR activities 

are conducted in a way that provides values to the firm and not as a means of hiding opportunistic behaviors. 

Therefore, it is necessary to examine whether the board properly monitors and supervises CSR activities 

because firms may have strategic intentions behind their CSR activities. 

2.3 Research Hypothesis 
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A firm’s CSR activities are not mandatory and cost incurring, and the costs for CSR activities may 

not have direct causal relationships with corporate profits. In order to better understand the role of board 

independence with respect to CSR and firm value, it is necessary to examine whether board independence 

makes the association between CSR and firm value different. This is an important question, in particular, 

in a culture where nepotism is a dominant practice across organizations and society as a whole. This is 

because the role of board ensuring firm value associated with CSR activities can be different in a country 

under a heavy influence of nepotism.  

From a strategic view, firms perform CSR activities with manager’s private interests, for example, to 

increase the reputation of CEO and to avoid monitoring regarding their opportunistic behavior such as 

earnings management (Barnea and Ruin 2010; Brammer et al. 2006; Chih et al. 2008; Prior et al. 2008; 

Shane and Spicer 1983; Vance 1975; Wright and Ferris 1997). From an ethical view, on the other hand, 

firms intend to strengthen the overall reputation and image of the enterprise in the capital market through 

CSR activities and they ultimately can improve long-term firm value (Adams 2002; Patten and Zhao 2014; 

Schwartz 1968). Empirical studies represent mixed results on the association between CSR activities and 

firm value. Peloza (2009) shows that 63% of the 159 studies proving the association between CSR activities 

and firm value reported a positive relationship. We conjecture that the different intention of performing the 

CSR activities results in these mixed empirical results.  

CSR activities have continuously increased in Korea from about 700 billion in 2000 to about 2,900 

billion in 2015 (The Federation of Korean Industries 2016), and 13% of the listed companies from 2008 to 

2012 have disclosed reports related to CSR activities (Ahn 2013). However, Kim and Shin (2015) explain 

this trend as corporate intention to make up for criticism because the complex governance structure and the 

reckless diversification of the Korean conglomerates are pointed out as one of the causes of the IMF 

financial crisis in Korea. In summary, since CSR activities in Korea can be based on management 

motivation to avoid negative publicity arisen from such behaviors as wealth transfers from minority 

shareholders to the largest shareholders and/or reckless diversification and resulting corporate failures 

during the financial crisis, they could be viewed as a strategic rather than from an ethical perspective. While 

a greater portion of prior literature reports a positive relationship between CSR activities and firm value, 

environment under heavy influence of opportunistic motivation may make the relationship different. The 

discussion above leads to our first hypothesis stated in the null form: 

 

Hypothesis 1. The firm’s CSR activities are not associated with long-term firm value. 

 

Nepotism, which emphasizes the collective relationship connected by blood, regions and school, is 

one of the cultural characteristics of Korea and many Asian countries. In a country such as Korea that is 

highly influenced by Confucianism, nepotism is rampant. For example, regarding school ties, students enter 

high school, university, or graduate school by taking an entrance exam. As a result, a bond of sympathy 

and group consciousness are formed among the alumni based on the affection of the school and elitism, and 

the alumni associations affect appointment of professors, bureaucrats, auditors, outside directors, and so on. 
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This collectivism is criticized as a negative factor that damages pluralism and democracy in Korea. This 

cultural phenomenon can also influence corporate governance mechanism. 

Korea is deeply rooted in relationship-oriented customs and various phenomena appear due to the 

relationship-based characteristics. Among those phenomena, lack of independence of the board with social 

ties is often criticized in public. Seo et al. (2011) points out that the greater the incentive for the CEO to 

weaken the supervisory function of the independent board, the more the CEO appoints outside directors 

with social ties based on regions and school. Thus, outside directors who have social ties with management 

are not free from management’s influence. As a result, stakeholders negatively can view the appointment 

of outside directors who have deep social ties with management. (Yi et al. 2010). 

A number of prior literature points out that social ties within the board have a great negative influence 

on the independence of the board (Fracassi and Tate 2012; Hwang and Kim 2009; Schmidt 2015; Westphal 

and Graebner 2010) and research on the impact of the lack of independence of the board on firms are 

actively conducted. Social ties within the board have a negative relation with firm value, fail to supervise 

the earnings management for insider trading, and increase corporate over-investment (Kim and Shin 2016; 

Lee et al. 2012; Park et al. 2016; Shawn and Jung 2015).  

Candidates for outside directors are nominated by the board, which implies that management easily 

carries out their opinions by appointing outside directors with social ties with them (Yi et al. 2010). In 

addition, CSR investment decisions are treated as a resolution of the board. To understand the effect of 

CSR activities and the role of board on the effect better, it is necessary to examine whether/how the 

characteristics of decision-making bodies, social ties in this study, affect the association between 

investment in CSR activities and firm value. We examine whether social ties within the board will serve as 

an effective monitoring function through analyzing the effects of CSR activities on long-term firm values. 

If CSR activities are conducted with the ethical motivation that can enhance firm value, board with strong 

social ties can weaken the positive association between CSR and firm value. On the other hand, if CSR 

activities are conducted with the opportunistic motivation, board with strong social ties can deteriorate the 

negative association between CSR and firm value. Based on the arguments above, we hypothesize as 

follows: 

 

Hypothesis 2. The association between firm’s CSR activities and firm value is weakened/deteriorated with 

the increase in social ties within the board. 
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3. Research Model 

3.1. Sample Selection 
The sample of this study encompasses December fiscal year-end firms listed in the KSE market for 

the period 2012 to 2017, but firms in the finance and insurance industry are not considered. KCGS evaluated 

annual ESG reports in 2011.2 As we use a lagged dependent variable model, the sample period is from 

2012. We manually collect board member’s characteristics including region, high school, university, and 

graduate school from KIS-LINE database. We obtain financial accounting data from Fn-Guide database. 

Table 1 describes the sample selection procedures. The number of non-financial firm-years with 

December fiscal year-end are 4,128 from 2012 and 2017. We lose 530 observations that lack ESG score 

data. We lose another 84 observations without information on board members. Finally, we also exclude 

124 observations because of missing data on dependent variable and control variables. There are final 

sample of 3,390 firm-years that satisfy these requirements. 

Table 1. Sample Selection Process 
 

Sample Selection Process  N 
Total listed non-financial firms with December fiscal year-end 2012~2017  4,128 

(-) Firms without ESG score data  (530) 
(-) Firms without board member characteristics data  (84) 

(-) Firms without necessary data for dependent variable and control variables  (124) 
Final Sample firm-years  3,390 

 

3.2 Research Model 
3.2.1. Measurement of Firm Value 

To measure firm value, we employ Tobin’s Q, which is the market value of the firm, divided by the 

replacement value of its assets. We use the firm's market-to-book value as a proxy for Tobin’s Q, and we 

use the market value of common stock and preferred stock plus the book value of debt as a proxy for the 

firm's market value. Tobin’s Q has been used widely in economics, finance, and accounting (for example, 

Morck et al. 1988). It captures how much value the firm creates with its asset base. The advantage of using 

Tobin’s Q is that Tobin’s Q is a long-term measure because it is based on the market value of the firm. 

 

Tobin′s Q (𝑄𝑄) =  
market value of equity +  book value of debt

book value of total asset
 

 

3.3.2 Measurement of CSR 

2 KCGS has conducted evaluation of corporate governance since 2003. In 2011, it adopted annual ESG 
evaluation adding social responsibility and environmentally responsible management to measure the level 
of sustainable management by the listed companies in Korea. 
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To measure firm’s CSR activities, we employ ESG score data by KCGS. KCGS is a semi-government 

organization that assesses various aspects of sustainability management within Korean firms for policy 

making purposes. Since 2011, KCGS have been performing annual ESG evaluation and publicly disclosing 

ESG score. E score (environmental responsibility score) evaluation quantifies planning, execution, 

performance management, and reporting of firm’s environmental responsibility. S score (social 

responsibility score) evaluation quantifies firm’s social responsibility towards employees, customers, 

partners, competitors, and local communities. G score (governance score) evaluation includes investor 

protection, board and auditor effectiveness, and disclosure. Finally, ESG score is the sum of E score, S 

score, and G score.3 The ESG evaluation model has been developed by KCGS independently, not only 

aligned with international standards such as the Organization for Economic Cooperation and Development 

(OECD) principles on corporate governance and ISO26000, but also faithfully reflective of legal and 

management circumstances in Korea. 

 

3.2.3 Measurement of Social Ties 

The measurement of social ties is conducted by adopting the concept in social network analysis. A 

social network is a set of people or groups of people, actors, with some pattern of interaction or ties between 

them. Social network analysis investigates social structures through the use of networks, and it characterizes 

networked structures in terms of actors and the ties that connect them (Scott 2000; Wasserman and Faust 

1994). In order to measure the intensity of social ties within the board, we use the concept of density of a 

network, which is a measure of how many connections there are among actors compared to the maximum 

possible number of connections that could exist among actors; the higher the proportion, the denser the 

network (Kilduff and Tsai 2003).. The density of a binary network is the actual number of ties divided by 

the total number of possible ties. Group density can vary from 0, when all members have no ties, to a 

maximum of 1, when all members have mutual ties for all dyads in the group. Likewise, we measure social 

ties within the board by how many connections there are between outside directors and inside directors 

compared to the maximum possible number of connections that could exist between outside directors and 

inside directors. 

We identify social ties within the board based on region, high school, university, and graduate school, 

respectively. Social ties in Korea are mainly constituted based on blood, region and school (Kim 2011). 

However, we do not consider blood tie in the board, since blood tie may exist among inside directors, 

whereas we investigate social ties between outside directors and inside directors. Thus, we measure social 

ties within the board by the number of ties divided by the total number of possible ties between outside 

directors and inside directors based on region, high school, university, and graduate school, respectively. 

3 As a robustness analysis, we use only E score and S score, since using E-score and S-score may be a more 
appropriate proxy for a firm’s CSR activities. This is because G score reflects a firm’s governance 
characteristics, however, while governance characteristics are important factors to measure a firm’s 
sustainability management level, which is the purpose of ESG evaluation, governance characteristics are 
likely to less important to measure a firm’s CSR activities. The results with E score and S score are 
consistent with the main analysis, and we presented the results in Table 7. 
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In order to measure region tie, high school tie, university tie, and graduate school tie, we manually 

collect the board member’s information including region, high school, university, and graduate school from 

KIS-LINE database. Based on the concept of density of a network, we measure region tie index, high school 

tie index, university tie index, and graduate school tie index between outside directors and inside directors 

for each firm-year. Using information on each director’s region, high school, university, and graduate 

school, we construct N×M matrix for each type of tie, in which N presents entries of all directors and M 

presents entries of each element of ties. Xijk is a binary variable, where the value 1 represents that director 

i belongs to j element of k type of tie. In here, k ∈ {1, 2, 3, 4}, where 1, 2, 3, and 4 represent region tie, 

high school tie, university tie, and graduate school tie, respectively. Using N×M matrix, we construct 

adjacent N×N matrix, which represents tie relations among directors. X of N×N matrix is a binary variable, 

where the value 1 represents that there is a tie.  

Figure 1 represents social ties within the board based on high school. X112=1 of N×M matrix 

represents director A belongs to H1 high school. X variable of N×N matrix has the value 1 if there is a 

social tie between each director. In Figure 1, when A and B are outside directors and C, D, E, and F are 

inside directors, the maximum possible number of connections that could exist between outside directors 

and inside directors is 8 (=2×4). Outside director A and inside director C has high school tie, and outside 

director A and inside director E also has it. Thus, we measure high school tie index between outside 

directors and inside directors for 0.25 (=2/8) in (b) of Figure 1. When A and B are outside directors and C 

is CEO, the maximum possible number of connections that could exist between outside directors and CEO 

is 2 (=2×1) in (c) of Figure 1. Outside director A and inside director C has high school tie, and thus we 

measure high school tie index between outside directors and CEO for 0.5 (=1/2). 

 

 

 

 
  H1 H2 H3 H4 H5   A B C D E F   A B C D E F 
 A 1 0 0 0 0  A 1 0 1 0 1 0  A 1 0 1 0 1 0 
 B 0 0 1 0 0  B  1 0 0 0 0  B  1 0 0 0 0 
 C 1 0 0 0 0  C   1 0 1 0  C   1 0 1 0 
 D 0 0 0 1 0  D    1 0 1  D    1 0 1 
 E 1 0 0 0 0  E     1 0  E     1 0 
 F 0 0 0 1 0  F      1  F      1 

 
(a)  (b)  (c) 

Figure 1. Social Ties in the Board: (a) N×M matrix; (b) N×N matrix (social ties between outside 
directors and inside directors); (c) N×N matrix (social ties between outside directors and CEO); 

A and B are outside directors; C, D, E, and F are inside directors; C is CEO 

 

3.2.4 Regression Model 
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Hypothesis 1 predicts that a firm’s CSR activities are not associated with long-term firm value, since 

CSR activities are performed either with an ethical view or with a strategic view. To test Hypothesis 1, we 

estimate the following OLS (ordinary least square) regression model (1); 

 

𝑄𝑄𝑡𝑡+𝑛𝑛 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽4𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 + 𝛽𝛽5𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽6𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡  + 𝛽𝛽7𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡

+ 𝛽𝛽8𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽9𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡 + 𝛽𝛽11𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅 (1) 

 

where,   

Q = Tobin’s Q (=(market value of equity+book value of debt)/book value of total 

asset, n=1, 2, 3); 

ESG = ESG score standardized by total asset (=ESG Score/total asset); 

SIZE = firm size (=log(1+total asset)); 

LEV = leverage (=total debt/total asset); 

ROA = return on asset (=net income/total asset); 

GROWTH = growth rate (=salest+n /salest, n=1, 2, 3); 

VOL = the standard deviation of daily stock returns; 

INTAN = intangible asset ratio (=intangible asset/total asset); 

AGE = firm’s age (=log(age)); 

BOD = the number of board of directors; 

OWN = largest shareholder ownership; 

FOR = foreign investor ownership; 

∑IND = industry dummies; 

∑YR = year dummies. 

 

The dependent variable in regression model (1) is firm value measured as Tobin’s Q (Q). We use 

lagged dependent variable model to investigate long-term causal effects of CSR activities on firm value, 

where Tobin’s Q is measured from year t+1 to year t+3. The key independent variable in regression model 

(1) is ESG score (ESG), which measures firm’s CSR activities. We control for a number of other factors 

that are likely to be associated with firm value.  

Hypothesis 2 predicts that the association between firm’s CSR activities and firm value is weakened 

or deteriorated with the increase in social ties within the board in order to examine whether social ties within 

the board serves as an effective monitoring role. To test Hypothesis 2, we estimate the following OLS 

regression model (2); 

 

𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸𝐸𝐸 × 𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡       

+ 𝛽𝛽7𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽8𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽9𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽11𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽12𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡

+ 𝛽𝛽13𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅     (2) 
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where,   

Q = Tobin’s Q (=(market value of equity+book value of debt)/book value of total 

asset, n=1, 2, 3); 

ESG = ESG score standardized by total asset (=ESG Score/total asset); 

BODTIETOTAL = sum of tie indexes between outside directors and inside directors 

(=BODTIEHOME+BODTIEHIGH+BODTIEUNIV+BODTIEGRAD); 

BODTIEHOME = region tie index between outside directors and inside directors; 

BODTIEHIGH = high school tie index between outside directors and inside directors; 

BODTIEUNIV = university tie index between outside directors and inside directors; 

BODTIEGRAD = graduate school tie index between outside directors and inside directors; 

SIZE = firm size (=log(1+total asset)); 

LEV = leverage (=total debt/total asset); 

ROA = return on asset (=net income/total asset); 

GROWTH = growth rate (=salest+n /salest, n=1, 2, 3); 

VOL = the standard deviation of daily stock returns; 

INTAN = intangible asset ratio (=intangible asset/total asset); 

AGE = firm’s age (=log(age)); 

BOD = the number of board of directors; 

OWN = largest shareholder ownership; 

FOR = foreign investor ownership; 

∑IND = industry dummies; 

∑YR = year dummies. 

 

The dependent variable in regression model (2) is firm value measured as Tobin’s Q (Q). Likewise, 

model (1), we also use lagged-variable model to investigate long-term causal effects of CSR activities on 

firm value, where Tobin’s Q is measured in year t+1.4 The key independent variables in regression model 

(2) are interaction terms between ESG score (ESG) and social ties (BODTIE).  

 

4. Results of Empirical Analysis 

4.1 Descriptive Statistics and Correlation Analysis 
Descriptive statistics of variables used in the regression are presented in Table 2. We winsorize 

continuous values among independent variables and dependent variables at the 1% and 99% levels to 

mitigate the effects of outliers. The mean of the dependent variable, Tobin’s Q (Q) is 1.2010. The mean of 

one of our key independent variables, ESG score (ESG) is 289.1582, and the value is distributed from 

4 In order to investigate long-term causal relationship between CSR activities and firm value, we also used 
Tobin’s Q in year t+2 and t+3 consistent with the analysis of Hypothesis 1. The untabulated results are 
consistent with the main analysis. 
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88.0000 to 670.0000. As ESG score is highly correlated with firm size, we use ESG score standardized by 

total asset to estimate model (1) and model (2). 

Other key independent variables are social ties based on region, high school, university, and graduate 

school. The mean of BODTIEHOME is 0.0585, which indicates region tie index between outside directors 

and inside directors is averagely 0.0585. It means that the number of region ties divided by the total number 

of possible region ties is 0.0585 on average. The mean values of BODTIEHIGH, BODTIEUNIV, and 

BODTIEGRAD indicate that high school tie index, university tie index, and graduate school tie index between 

outside directors and inside directors are 0.0214, 0.0953, and 0.0235, respectively. The mean of 

BODTIETOTAL is 0.2006, which is the sum of BODTIEHOME, BODTIEHIGH, BODTIEUNIV, and BODTIEGRAD. 

The mean value of BODTIETOTAL appears to be somewhat low, which is because relatively large portion of 

sample firms’ board is not constituted by social ties based on region or school. Minimum value, median 

value, and maximum value of BODTIE show that the distribution of BODTIE is skewed, and thus we 

conduct robustness analysis using dummy variable whether there exists social ties within the board.  

Table 2. Descriptive Statistics (n=3,390) 
 

Variable   Mean   Std.   Min   25%   Median   75%   Max 
Q   1.2010 

 
0.7562 

 
0.4504 

 
0.8042 

 
0.9848 

 
1.2904 

 
5.2464 

ESG Score   289.1582 
 

126.5490 
 

88.0000 
 

198.0000 
 

274.9000 
 

342.0000 
 

670.0000 

ESG  1.0636  1.2418  0.0149  0.2608  0.6523  1.3588  6.7688 

BODTIETOTAL   0.2006 
 

0.2460 
 

0.0000 
 

0.0000 
 

0.1111 
 

0.3333 
 

1.0000 

BODTIEHOME   0.0585 
 

0.1248 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.0667 
 

0.6667 

BODTIEHIGH   0.0214 
 

0.0636 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.3333 

BODTIEUNIV   0.0953 
 

0.1447 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.1667 
 

0.6667 

BODTIEGRAD   0.0235 
 

0.0656 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.3333 

SIZE   19.9929 
 

1.5120 
 

17.0875 
 

18.9519 
 

19.7621 
 

20.7876 
 

24.2880 

LEV   0.4121 
 

0.2121 
 

0.0141 
 

0.2412 
 

0.4107 
 

0.5676 
 

0.9286 

ROA   0.0160 
 

0.0802 
 

-0.4049 
 

0.0024 
 

0.0246 
 

0.0513 
 

0.2107 

GROWTH   0.0327 
 

0.2278 
 

-0.5763 
 

-0.0637 
 

0.0161 
 

0.0943 
 

1.2544 

VOL  0.3837  0.1538  0.1408  0.2759  0.3565  0.4543  0.9376 

INTAN  0.0190  0.0306  0.0000  0.0031  0.0076  0.0200  0.1973 

AGE  3.7506  0.4657  2.6135  3.6131  3.8762  4.0658  4.5225 

BOD   3.4522 
 

1.2356 
 

1.0000 
 

3.0000 
 

3.0000 
 

4.0000 
 

8.0000 

OWN  0.4372  0.1646  0.0916  0.3168  0.4370  0.5434  0.8290 

FOR  0.1016  0.1300  0.0000  0.0131  0.0448  0.1450  0.6058 

1) Definition of variables 

Q = Tobin’s Q (=(market value of equity+book value of debt)/book value of total asset, n=1, 2, 3); 
ESG Score = ESG score by Korea Corporate Governance Service (KCGS); 
ESG = ESG score standardized by total asset (=ESG Score/total asset); 
BODTIETOTAL = sum of tie indexes between outside directors and inside directors 

(=BODTIEHOME+BODTIEHIGH+BODTIEUNIV+BODTIEGRAD); 
BODTIEHOME = region tie index between outside directors and inside directors; 
BODTIEHIGH = high school tie index between outside directors and inside directors; 
BODTIEUNIV = university tie index between outside directors and inside directors; 
BODTIEGRAD = graduate school tie index between outside directors and inside directors; 
SIZE = firm size (=log(1+total asset)); 
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LEV = leverage (=total debt/total asset); 
ROA = return on asset (=net income/total asset); 
GROWTH = growth rate (=salest+n /salest); 
VOL = the standard deviation of daily stock returns; 
INTAN = intangible asset ratio (=intangible asset/total asset); 
AGE = firm’s age (=log(age)); 
BOD = the number of board of directors; 
OWN = largest shareholder ownership; 
FOR = foreign investor ownership. 

 

Table 3 presents the correlation matrix of variables. The results show that the dependent variable, firm 

value (Q) is positively and significantly correlated with ESG score (ESG Score), and negatively and 

significantly correlated with social ties between outside directors and inside directors (BODTIETOTAL). 

Specifically, Q is negatively correlated with BODTIEHOME and BODTIEHIGH, while is positively correlated 

with BODTIEGRAD. This indicates that social ties based on region and high school may have negative impact 

on firm value, on the contrary, social ties based on graduate school may have positive impact on firm value. 

In addition, none of the correlation among independent variables are high enough to cause concern, and the 

analysis of variance inflation factors associated with our regressions do not suggest that multicollinearity 

is a concern.  
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Table 3. Correlation coefficients (n=3,390) 

  (1)  (2)  (3)  (4)  (5)  (6)  (7)  (8)  (9)  (10)  (11)  (12)  (13)  (14)  (15)  (16)  (17)  (18) 

(1)  1  0.04  0.15  -0.03  -0.11  -0.09  0.02  0.14  -0.04  -0.07  0.07  0.13  0.21  0.16  -0.13  0.03  -0.14  0.20 
** *** * *** ***  *** ** *** *** *** *** *** *** * *** *** 

(2)    1  -0.27  0.08  -0.01  0.02  0.12  0.03  0.71  0.17  0.09  -0.04  -0.25  0.12  -0.01  0.02  -0.11  0.42 
*** ***   ***  *** *** *** ** *** ***   *** *** 

(3)      1  -0.11  -0.06  -0.06  -0.14  0.03  -0.72  -0.13  -0.20  0.03  0.32  0.02  -0.02  -0.06  -0.13  -0.30 
*** *** *** *** * *** *** ***  ***   *** *** *** 

(4)        1  0.65  0.50  0.71  0.39  0.14  0.00  0.07  -0.02  -0.05  -0.02  0.00  -0.02  -0.04  0.03 
*** *** *** *** ***  ***  ***    ** * 

(5)          1  0.30  0.10  0.05  0.03  0.01  0.06  -0.04  -0.03  -0.08  0.05  -0.02  0.00  -0.01 
*** *** *** *  *** **  *** ***    

(6)            1  0.15  0.01  0.06  0.00  0.02  -0.03  -0.02  -0.01  0.03  0.01  0.00  -0.02 
***  ***   *   *    

(7)              1  0.14  0.19  0.00  0.05  0.00  -0.07  0.01  -0.03  -0.02  -0.03  0.05 
*** ***  ***  ***  **  * *** 

(8)                1  0.00  -0.02  0.04  0.03  0.02  0.04  -0.02  -0.01  -0.07  0.04 
  **   **   *** ** 

(9)                  1  0.18  0.16  -0.01  -0.33  0.08  0.00  0.08  -0.02  0.51 
*** ***  *** ***  ***  *** 

(10)                    1  -0.32  -0.04  0.22  0.01  0.00  -0.01  -0.12  -0.15 
*** *** ***    *** *** 

(11)                      1  0.21  -0.33  -0.05  -0.03  -0.03  0.19  0.25 
*** *** *** * * *** *** 

(12)                        1  0.05  0.06  -0.03  0.00  0.02  0.02 
*** *** *    

(13)                          1  0.03  0.01  -0.04  -0.19  -0.29 
  ** *** *** 

                            -0.07  0.01  -0.09  0.09 
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(14) 1 ***  *** *** 

(15)                              1  0.06  -0.06  -0.05 
*** *** *** 

(16)                                1  -0.06  0.11 
*** *** 

(17)                                  1  -0.17 
                                  *** 

(18)                                    1 
                                     

1) (1)=Q, (2)=ESG Score, (3)= ESG, (4)=BODTIETOTAL, (5)=BODTIEHOME, (6)=BODTIEHIGH, (7)=BODTIEUNIV, (8)=BODTIEGRAD, (9)=SIZE, (10)=LEV, (11)=ROA, 

(12)=GROWTH, (13)=VOL, (14)=INTAN, (15)=AGE, (16)=BOD, (17)=OWN, (18)=FOR; 2) Detailed definition of variables is in the note of Table 2; 3) *, **, and *** denote 

the significance at 10%, 5%, and 1% level, respectively. 
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4.2 The Results of Multivariate Analysis 

4.2.1 Hypothesis 1: The Impact of CSR on Firm Value 

Table 4 reports the results of our multivariate analysis testing our Hypothesis 1 using equation (1). 

Column (1), (2), and (3) of Table 4 display the regression results using Tobin’s Q (Q) in year t+1, t+2, and 

t+3, respectively as dependent variables. The coefficients of ESG score (ESG) are positively and 

statistically significant in all Columns. These finding indicate that firm’s CSR activities are positively 

associated with firm value on average. While CSR activities are performed to contribute positively to the 

firm and to the society, CSR activities are also performed as means of defending management’s decision-

making with private intention from a strategic aspect. The results of this study show that CSR activities 

performed in Korea increase firm value on average possibly through strengthening overall reputation and 

image of the enterprise in the capital market (Adams 2002, Patten and Zhao 2014, Schwart 1968). 

 

Table 4. Hypothesis 1: The Impact of CSR on Firm Value 

𝑄𝑄𝑡𝑡+𝑛𝑛 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽4𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 + 𝛽𝛽5𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽6𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽7𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡
+ 𝛽𝛽8𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽9𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡 + 𝛽𝛽11𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅     (1) 

Variables 
  (1) Y=Qt+1   (2) Y=Qt+2   (3) Y=Qt+3 

 Coef. P-value  Coef. P-value  Coef. P-value 

Intercept  1.4835 (4.89)***  1.1725 (4.21)***  1.1662 (4.03)*** 

ESG   0.0818 (4.3)***  0.1015 (7.01)***  0.1020 (6.51)*** 

SIZE  -0.0160 (-1.14)  -0.0059 (-0.45)  -0.0082 (-0.63) 
LEV  0.0333 (0.43)  0.0809 (1.03)  0.0694 (0.86) 

ROA  1.0440 (3.99)***  1.3144 (5.19)***  1.2303 (4.59)*** 
GROWTH  0.2063 (2.88)***  0.0086 (0.62)  0.0148 (1.02) 

VOL  1.3604 (12.5)***  1.3330 (12.09)***  1.3282 (11.86)*** 
INTAN  2.3732 (4.5)***  2.4162 (4.52)***  2.3001 (4.28)*** 

AGE  -0.1454 (-5.42)***  -0.1254 (-4.52)***  -0.1233 (-4.29)*** 
BOD  0.0219 (2.13)**  0.0220 (2.12)**  0.0177 (1.67)* 

OWN  -0.1820 (-2.07)**  -0.1411 (-1.58)  -0.1374 (-1.53) 
FOR  1.5365 (8.7)***  1.5474 (8.69)***  1.5741 (8.67)*** 

Σ IND, ΣYR  Included  Included  Included 

Adjusted R2  22.20%  24.08%  24.33% 

F Statistics  35.53***  38.32***  38.02*** 

Sample Size  3,390  3.296  3,224 
1) Detailed definitions of variables are in the note of Table 2; 2) *, **, and *** denote the significance at 

10%, 5%, and 1% level, respectively. 
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4.2.2 Hypothesis 2: The Impact of Social Ties on the Relationship between CSR and Firm Value 

Table 5 reports the results of our multivariate analysis testing our Hypothesis 2 using equation (2). 

Column (1) of Table 5 shows the results using BODTIETOTAL that is the sum of BODTIEHOME, BODTIEHIGH, 

BODTIEUNIV, and BODTIEGRAD as independent variable. Columns (2), (3), (4), and (5) of Table 5 show the 

results using BODTIEHOME, BODTIEHIGH, BODTIEUNIV, and BODTIEGRAD, respectively as independent 

variables. 

The coefficient of the interaction term between ESG and BODTIETOTAL is negatively and statistically 

significant in Column (1), indicating that the positive relationship between firm’s CSR activities and firm 

value is weakened with the increase in social ties within the board. The results imply that the boards with 

strong social ties lack independence and then do not adequately monitor and supervise investment decisions 

on CSR activities that cannot contribute to enhancing firm value. We conjecture that CSR activities, which 

are not properly monitored by independent board, can only increase cash expenditure in short-term and 

undermine firm value in long-term. More specifically, the coefficients of the interaction term between ESG 

and BODTIEHOME and the interaction term between ESG and BODTIEHIGH are negatively and statistically 

significant in Column (2) and (3). The results suggest that the negative impact of social ties on the 

relationship between a firm’s CSR activities and firm value is specifically pronounced in social ties based 

on region and high school.5 

In the process of industrialization in the past, benefits of industrialization were mainly concentrated 

in certain areas in Korea, resulting in strong regional nepotism (Kim 1995). The fact that Hyang Woo Hoe, 

which is meaning of community based on region, exists in all parts of society supports that social ties based 

on region is important in Korea (Cheong 2007). Students enter a certain high school by taking an exam 

(Kang 2002). As a result, a bond of sympathy and group consciousness are formed among the alumni based 

on the affection of the school and elitism. Unlike university and graduate schools, high schools are relatively 

small and the students share the same cultural and environmental characteristics of the region where schools 

are located. We conjecture that significantly positive association between ESG and BODTIEHOME, and 

positive association between ESG and BODTIEHIGH can be explained by these Korean cultural 

characteristics regarding to region and high school (Park et al. 2016).6 

Table 5. Hypothesis 2:  

The Impact of Social Ties on the Relationship between CSR and Firm Value. 

𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸𝐸𝐸 × 𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸(or 𝐶𝐶𝐸𝐸𝑅𝑅𝐺𝐺𝑆𝑆𝐸𝐸)𝑡𝑡 + 𝛽𝛽3𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸(or 𝐶𝐶𝐸𝐸𝑅𝑅𝐺𝐺𝑆𝑆𝐸𝐸)𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡
+ 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 + 𝛽𝛽7𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽8𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽9𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡
+ 𝛽𝛽11𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽12𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡 + 𝛽𝛽13𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅     (2) 

 

5 The coefficient of the interaction term between ESG and BODTIEUNIV is also significantly negative in 
Column (4). However, the coefficient of BODTIEUNIV is significantly positive and the sum of the coefficient 
of interaction term between ESG and BODTIEUNIV and the cofficient of BODTIEUNIV is significantly positive. 
These results indicate that social ties based on university has a positive impact on firm value. Thus, we 
conjecture that social ties based on university has some positive impacts on the relationship between CSR 
activities and firm value by possibly enabling to identify adequate channels to lobby for favorable 
transitions for their firms.  
6 Even if members of the board graduated from the same university or graduate school, the intimacy is 
likely to be low when department of their school is different. In case of university, especially, social 
connection and group consciousness may not be formed compared to high school because the entrance 
quota is larger than that of the high school (Shawn and Jung 2015). 
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Variables 
  (1) Y=Qt+1   (2) Y=Qt+1   (3) Y=Qt+1  (4) Y=Qt+1  (5) Y=Qt+1 
 Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value 

Intercept  1.5543 (5.13)***  1.5322 (5.08)***  1.4831 (4.92)***  1.6297 (5.38)***  1.4240 (4.72)*** 

ESG  0.0991 (4.89)***  0.0853 (4.4)***  0.0831 (4.33)***  0.0921 (4.7)***  0.0836 (4.21)*** 

ESG×BODTIETOTAL   -0.1439 (-2.97)***             

ESG×BODTIEHOME     -0.1953 (-3.75)***          

ESG×BODTIEHIGH         -0.2804 (-2.21)**       

ESG×BODTIEUNIV            -0.2573 (-3.28)***    

ESG×BODTIEGRAD               -0.1322 (-0.79) 

BODTIETOTAL   0.1499 (1.54)             

BODTIEHOME     -0.1033 (-1.17)          

BODTIEHIGH        -0.4825 (-2.93)***       

BODTIEUNIV           0.4036 (3.53)***    

BODTIEGRAD              1.2756 (4.11)*** 

SIZE  -0.0215 (-1.52)  -0.0186 (-1.33)  -0.0154 (-1.1)  -0.0262 (-1.85)*  -0.0161 (-1.15) 

LEV  0.0427 (0.55)  0.0453 (0.59)  0.0249 (0.32)  0.0382 (0.49)  0.0319 (0.41) 

ROA  1.0645 (4.11)***  1.1027 (4.2)***  1.0707 (4.1)***  1.0399 (3.99)***  0.9947 (3.85)*** 

GROWTH  0.2034 (2.87)***  0.1985 (2.79)***  0.1969 (2.77)***  0.2088 (2.94)***  0.2025 (2.86)*** 

VOL  1.3625 (12.56)***  1.3603 (12.54)***  1.3584 (12.5)***  1.3623 (12.55)***  1.3508 (12.68)*** 

RD  2.3678 (4.52)***  2.2859 (4.33)***  2.3908 (4.57)***  2.3935 (4.55)***  2.3238 (4.4)*** 

AGE  -0.1433 (-5.36)***  -0.1435 (-5.36)***  -0.1424 (-5.33)***  -0.1421 (-5.31)***  -0.1404 (-5.23)*** 

BOD  0.0224 (2.18)**  0.0213 (2.08)**  0.0221 (2.16)**  0.0233 (2.26)**  0.0223 (2.17)** 

OUT  -0.1762 (-2.02)**  -0.1856 (-2.12)**  -0.1952 (-2.23)**  -0.1703 (-1.95)*  -0.1486 (-1.72)* 

FOR  1.5380 (8.73)***  1.5331 (8.68)***  1.5096 (8.6)***  1.5511 (8.8)***  1.5265 (8.71)*** 

Σ IND, ΣYR  Included  Included  Included  Included  Included 

Adjusted R2  22.41%   22.55%  22.58%  22.50%  23.07% 

F Statistics  33.63***  33.90***  33.95***  33.80***  34.88*** 

Sample Size  3,390  3,390  3,390  3,390  3,390 
1) Detailed definition of variables is in the note of Table 2; 2) *, **, and *** denote the significance at 10%, 5%, and 
1% level, respectively;  

 

4.3 Additional Analysis 
4.3.1 Additional Analysis 1: Using Social Ties Dummy Variable 

We conduct robustness analysis using a dummy variable whether social ties exist in the board, and we 

report the results in Table 6. Column (1), (2), (3), (4), and (5) of Table 6 show the results using 

dBODTIETOTAL, dBODTIEHOME, dBODTIEHIGH, dBODTIEUNIV, and dBODTIEGRAD, respectively as 

independent variables. The coefficients of the interaction term between ESG and dBODTIEHOME and the 

interaction term between ESG and dBODTIEHIGH are negatively and statistically significant in Column (2) 

and (3). The results support the main analysis that the negative impact of social ties on the relationship 

between a firm’s CSR activities and firm value is specifically pronounced in social ties based on region and 

high school. 
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Table 6. Additional Analysis 1: Using Social Ties Dummy Variable 

𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸𝐸𝐸 × 𝑑𝑑𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝑑𝑑𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡
+ 𝛽𝛽7𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽8𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽9𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽11𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽12𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡
+ 𝛽𝛽13𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅    

 

Variables 
  (1) Y=Qt+1   (2) Y=Qt+1   (3) Y=Qt+1  (4) Y=Qt+1  (5) Y=Qt+1 
 Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value 

Intercept  1.5507 (4.98)***  1.5460 (4.96)***  1.3935 (4.6)***  1.5892 (5.02)***  1.5610 (5.16)*** 

ESG  0.0926 (4.54)***  0.0842 (4.42)***  0.0864 (4.5)***  0.0843 (4.4)***  0.0800 (4.07)*** 

ESG×dBODTIETOTAL   -0.0275 (-0.99)             

ESG×dBODTIEHOME     -0.0839 (-3.06)***          

ESG×dBODTIEHIGH         -0.0701 (-3.2)***       

ESG×dBODTIEUNIV            -0.0131 (-0.42)    

ESG×dBODTIEGRAD               -0.0073 (-0.21) 

dBODTIETOTAL   0.0448 (1.19)             

dBODTIEHOME     -0.0468 (-1.4)          

dBODTIEHIGH        -0.0929 (-2.99)***       

dBODTIEUNIV           0.0618 (1.71)*    

dBODTIEGRAD              0.1830 (3.88)*** 

SIZE  -0.0208 (-1.42)  -0.0197 (-1.4)  -0.0121 (-0.87)  -0.0229 (-1.53)  -0.0215 (-1.53) 

LEV  0.0411 (0.53)  0.0585 (0.76)  0.0262 (0.34)  0.0379 (0.49)  0.0304 (0.39) 

ROA  1.0435 (3.98)***  1.1251 (4.3)***  1.0852 (4.16)***  1.0480 (4.04)***  0.9956 (3.84)*** 

GROWTH  0.2071 (2.9)***  0.1993 (2.82)***  0.1940 (2.73)***  0.2061 (2.89)***  0.2026 (2.85)*** 

VOL  1.3666 (12.58)***  1.3414 (12.42)***  1.3511 (12.43)***  1.3669 (12.56)***  1.3445 (12.53)*** 

RD  2.3818 (4.53)***  2.2266 (4.22)***  2.3544 (4.51)***  2.3615 (4.47)***  2.3453 (4.45)*** 

AGE  -0.1446 (-5.41)***  -0.1428 (-5.3)***  -0.1394 (-5.21)***  -0.1437 (-5.37)***  -0.1407 (-5.26)*** 

BOD  0.0208 (1.99)**  0.0278 (2.67)***  0.0277 (2.66)***  0.0192 (1.86)*  0.0172 (1.66)* 

OUT  -0.1775 (-2.01)**  -0.1867 (-2.13)**  -0.1993 (-2.28)**  -0.1739 (-1.98)**  -0.1524 (-1.76)* 

FOR  1.5436 (8.75)***  1.5531 (8.77)***  1.5025 (8.59)***  1.5542 (8.79)***  1.5131 (8.61)*** 

Σ IND, ΣYR  Included  Included  Included  Included  Included 

Adjusted R2  22.20%   22.77%  22.70%  22.25%  22.85% 

F Statistics  33.24***  34.31***  34.18***  33.33***  34.46*** 

Sample Size  3,390  3,390  3,390  3,390  3,390 
1) dBODTIE is 1 if Social Ties exist in the board, or 0 otherwise; Detailed definitions of other variables are in the note 
of Table 2; 2) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively. 

 

4.3.2 Additional Analysis 2: Using ES Score 

To measure a firm’s CSR activities, we employ ESG score data by KCGS. ESG score is comprised of 

E score (environmental responsibility score), S score (social responsibility score), and G score (governance 

score). As a robustness analysis, we use the sum of E score and S score, since using E score and S score 

may be a more appropriate proxy to measure a firm’s CSR activities. This is because G score reflects a 

firm’s governance characteristics, however, while governance characteristics are important factors to 
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measure a firm’s sustainability management level, which is the purpose of ESG evaluation, governance 

characteristics are likely to less important to measure a firm’s CSR activities. 

We report the results in Table 7. Column (1), (2), (3), (4), and (5) of Table 7 show the results using 

BODTIETOTAL, BODTIEHOME, BODTIEHIGH, BODTIEUNIV, and BODTIEGRAD, respectively as independent 

variables. The coefficients of the interaction term between ES and BODTIETOTAL, the interaction term 

between ES and BODTIEHOME, and the interaction term between ES and BODTIEHIGH are negatively and 

statistically significant in Column (1), (2) and (3),7 which indicates that the results using ES score are 

consistent with the main analysis. 

 

Table 7. Additional Analysis 2: Using ES Score. 

𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸 × 𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 +
𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸 × 𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐵𝐵𝑅𝑅𝐵𝐵𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 + 𝛽𝛽7𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡

+ 𝛽𝛽8𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽9𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽11𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽12𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡 + 𝛽𝛽13𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵
+ ∑𝑌𝑌𝑅𝑅 

 

Variables 
  (1) Y=Qt+1   (2) Y=Qt+1   (3) Y=Qt+1  (4) Y=Qt+1  (5) Y=Qt+1 
 Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value 

Intercept  1.8672 (6.61)***  1.8320 (6.43)***  1.7625 (6.21)***  1.8901 (6.39)***  1.6442 (6.05)*** 

ES  0.1056 (5.12)***  0.0886 (4)***  0.0885 (4.02)***  0.0994 (4.76)***  0.0988 (4.87)*** 

ES×BODTIETOTAL   -0.2102 (-2.85)***             

ES×BODTIEHOME     -0.3151 (-4.26)***          

ES×BODTIEHIGH         -0.4394 (-2.69)***       

ES×BODTIEUNIV            -0.3389 (-2.54)**    

ES×BODTIEGRAD               -0.3381 (-1.67)* 

BODTIETOTAL   0.1362 (1.48)             

BODTIEHOME     -0.1166 (-1.42)          

BODTIEHIGH        -0.4982 (-3.27)***       

BODTIEUNIV           0.3640 (3.13)***    

BODTIEGRAD              1.3970 (5.13)*** 

SIZE  -0.0366 (-2.79)***  -0.0333 (-2.55)**  -0.0292 (-2.24)**  -0.0389 (-2.81)***  -0.0275 (-2.22)** 

LEV  0.0379 (0.49)  0.0403 (0.52)  0.0212 (0.27)  0.0320 (0.41)  0.0265 (0.34) 

ROA  1.1290 (4.37)***  1.1581 (4.41)***  1.1272 (4.33)***  1.0939 (4.22)***  1.0593 (4.15)*** 

GROWTH  0.2079 (2.92)***  0.2025 (2.84)***  0.2002 (2.81)***  0.2118 (2.97)***  0.2040 (2.89)*** 

7 The coefficients of the interaction term between ES and BODTIEUNIV and the interaction term between 
ES and BODTIEGRAD are also significantly negative in Column (4) and (5). However, the coefficients of 
BODTIEUNIV and BODTIEGRAD are significantly positive, and the sum of the coefficient of interaction term 
between ES and BODTIEUNIV and the coefficient of BODTIEUNIV and the sum of the coefficient of interaction 
term between ES and BODTIEGRAD and the coefficient of BODTIEGRAD are significantly positive. These 
results indicate that social ties based on university and graduate school have positive impacts on firm value. 
Thus, we conjecture that social ties based on university and graduate school have some positive impacts on 
the relationship between CSR and firm value by possibly enabling to identify adequate channels to lobby 
for favorable transitions for their firms. We also conjecture these mixed results are because of relatively 
large size of school and an entrance quota than that of high school, as referred in note 7.   
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VOL  1.3757 (12.74)***  1.3723 (12.73)***  1.3697 (12.68)***  1.3778 (12.76)***  1.3637 (12.89)*** 

RD  2.4730 (4.76)***  2.3843 (4.56)***  2.4899 (4.79)***  2.4920 (4.78)***  2.4099 (4.61)*** 

AGE  -0.1379 (-5.13)***  -0.1378 (-5.12)***  -0.1362 (-5.07)***  -0.1364 (-5.07)***  -0.1340 (-4.97)*** 

BOD  0.0209 (2.05)**  0.0201 (1.97)**  0.0208 (2.03)**  0.0218 (2.12)**  0.0207 (2.03)** 

OUT  -0.1953 (-2.22)**  -0.2015 (-2.28)**  -0.2111 (-2.39)**  -0.1896 (-2.15)**  -0.1588 (-1.82)* 

FOR  1.5428 (8.76)***  1.5394 (8.72)***  1.5145 (8.63)***  1.5552 (8.83)***  1.5260 (8.73)*** 

Σ IND, ΣYR  Included  Included  Included  Included  Included 

Adjusted R2  22.74%   22.85%  22.90%  22.77%  23.51% 

F Statistics  34.25***  34.47***  34.55***  34.31***  35.73*** 

Sample Size  3,390  3,390  3,390  3,390  3,390 

1) ES is the sum of E score (environmental responsibility score) and S score (Social responsibility score) by KCGS 
standardized by total asset. Detailed definition of other variables is in the note of Table 2; 2) *, **, and *** denote the 
significance at 10%, 5%, and 1% level, respectively. 

 

4.3.3 Additional Analysis 3: Using Social Ties between Outside Directors and CEO 

Prior Literature on social ties (Krishnan et al. 2011; Hwang and Kim 2009; Rose et al. 2014) analyzes 

the social ties between outside directors and CEO. As a robustness analysis, we also conduct robustness 

analysis using social ties between outside directors and CEO. We measure social tie index between outside 

directors and CEO by the number of ties divided by the total number of possible ties between outside 

directors and CEO in accordance with the density concept in social network analysis. Table 8 represent the 

results. Column (1), (2), (3), (4), and (5) of Table 8 show the results using CEOTIETOTAL, 

CEOTIEHOME, CEOTIEHIGH, CEOTIEUNIV, and CEOTIEGRAD, respectively as independent 

variables. The coefficients of the interaction term between ESG and CEOTIEHOME and the interaction 

term between ESG and CEOTIEHIGH are negatively and statistically significant in Column (2) and (3). 

The results using social ties between outside directors and CEO are generally consistent with the main 

analysis.  

Table 8. Additional Analysis 3: Using Social Ties between Outside Directors and CEO. 

𝑄𝑄𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽2𝐸𝐸𝐸𝐸𝐸𝐸 × 𝐶𝐶𝐸𝐸𝑅𝑅𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽3𝐶𝐶𝐸𝐸𝑅𝑅𝐺𝐺𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽4𝐸𝐸𝑆𝑆𝑆𝑆𝐸𝐸𝑡𝑡 + 𝛽𝛽5𝐿𝐿𝐸𝐸𝐿𝐿𝑡𝑡 + 𝛽𝛽6𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡
+ 𝛽𝛽7𝐸𝐸𝑅𝑅𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 + 𝛽𝛽8𝐿𝐿𝑅𝑅𝐿𝐿𝑡𝑡 + 𝛽𝛽9𝑆𝑆𝐼𝐼𝐺𝐺𝑅𝑅𝐼𝐼𝑡𝑡 + 𝛽𝛽10𝑅𝑅𝐸𝐸𝐸𝐸𝑡𝑡 + 𝛽𝛽11𝐵𝐵𝑅𝑅𝐵𝐵𝑡𝑡 + 𝛽𝛽12𝑅𝑅𝐺𝐺𝐼𝐼𝑡𝑡
+ 𝛽𝛽13𝐹𝐹𝑅𝑅𝑅𝑅𝑡𝑡 + ∑𝑆𝑆𝐼𝐼𝐵𝐵 + ∑𝑌𝑌𝑅𝑅    

Variables 
  (1) Y=Qt+1   (2) Y=Qt+1   (3) Y=Qt+1  (4) Y=Qt+1  (5) Y=Qt+1 
 Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value  Coef. P-value 

Intercept  1.5135 (4.92)***  1.5116 (5)***  1.4398 (4.75)***  1.4955 (4.78)***  1.4940 (4.98)*** 

ESG  0.0835 (4.33)***  0.0852 (4.43)***  0.0834 (4.37)***  0.0821 (4.32)***  0.0809 (4.26)*** 

ESG×CEOTIETOTAL   -0.0358 (-0.42)             

ESG×CEOTIEHOME     -0.3080 (-3.21)***          

ESG×CEOTIEHIGH         -0.4119 (-2.51)**       

ESG×CEOTIEUNIV            0.0377 (0.22)    

ESG×CEOTIEGRAD               -0.6798 (-1.13) 

CEOTIETOTAL   0.0746 (0.86)             
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CEOTIEHOME     -0.0376 (-0.25)          

CEOTIEHIGH        -0.4664 (-2.08)**       

CEOTIEUNIV           0.1266 (0.89)    

CEOTIEGRAD              1.8472 (2.84)*** 

SIZE  -0.0182 (-1.26)  -0.0173 (-1.24)  -0.0134 (-0.96)  -0.0176 (-1.19)  -0.0191 (-1.37) 

LEV  0.0374 (0.48)  0.0385 (0.5)  0.0182 (0.23)  0.0372 (0.48)  0.0417 (0.54) 

ROA  1.0440 (4.01)***  1.0795 (4.12)***  1.0622 (4.07)***  1.0387 (3.96)***  1.0247 (3.94)*** 

GROWTH  0.2063 (2.89)***  0.2045 (2.87)***  0.1992 (2.8)***  0.2058 (2.88)***  0.1994 (2.82)*** 

VOL  1.3624 (12.51)***  1.3556 (12.47)***  1.3659 (12.55)***  1.3645 (12.51)***  1.3524 (12.71)*** 

RD  2.3811 (4.52)***  2.3243 (4.4)***  2.3669 (4.51)***  2.3928 (4.53)***  2.4303 (4.61)*** 

AGE  -0.1451 (-5.41)***  -0.1454 (-5.4)***  -0.1447 (-5.42)***  -0.1444 (-5.36)***  -0.1427 (-5.3)*** 

BOD  0.0225 (2.17)**  0.0213 (2.08)**  0.0225 (2.19)**  0.0227 (2.19)**  0.0245 (2.38)** 

OWN  -0.1776 (-2.02)**  -0.1803 (-2.06)**  -0.1805 (-2.06)**  -0.1774 (-2.02)**  -0.1440 (-1.65)* 

FOR  1.5461 (8.71)***  1.5339 (8.67)***  1.5087 (8.56)***  1.5500 (8.73)***  1.5428 (8.77)*** 

Σ IND, ΣYR  Included  Included  Included  Included  Included 

Adjusted R2  22.17%   22.35%  22.42%  22.19%  22.93% 

F Statistics  33.17***  33.52***  33.65***  33.22***  34.60*** 

Sample Size  3,390  3,390  3,390  3,390  3,390 

1) CEOTIE is tie indexes between outside directors and CEO; Detailed definition of other variables is in the note of 
Table 2; 2) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively. 

 

5. Conclusions 
The purpose of this study is to examine how corporate social responsibility (CSR, hereafter) activities 

affect long-term firm value and whether social ties between outside directors and inside directors (social 

ties, hereafter) within the board affect the association between CSR activities and long-term firm values. 

The results of this study are as follows. First, we find that a firm’s CSR activities are positively associated 

with long-term firm value. It implies that CSR activities performed in Korea increase firm value on average 

through strengthening the overall reputation and image of firms and reducing the possibility of litigation. 

Second, the positive relationship between a firm’s CSR activities and firm value is weakened with the 

increase in social ties within the board. It suggests that outside directors having strong social ties with inside 

directors cannot adequately supervise investment decision on CSR activities that do not contribute to 

enhancing firm value. We conjecture that CSR activities, which are not properly monitored by substantially 

independent board, can only increase cash expenditure in the short-term and undermine long-term firm 

value. More specifically, the negative impact of social ties on the relationship between a firm’s CSR 

activities and firm value is pronounced in social ties is based on region and high school. The boards with 

strong social ties based on university and graduate school also significantly weakened the positive 

association between a firm’s CSR activities and firm value, though social ties based on university have a 

positive impact on firm value. 

In Korea, regional nepotism is strongly formed since benefits of industrialization were mainly 

concentrated in certain areas in the process of industrialization (Kim 1995). Especially, in case of high 
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school, since the students enter a certain high school by taking an exam (Kang 2002) and share the same 

cultural and environmental characteristics of the region where schools are located, a bond of sympathy and 

group consciousness are strongly formed among the alumni compared to university and graduate school. 

In addition, the intimacy within the alumni of university may be likely to be low when department of their 

school is different (Shawn and Jung 2015). Thus, we conjecture that social ties based on university has 

some positive impacts on the relationship between CSR activities and firm value by possibly enabling to 

identify adequate channels to lobby for favorable transitions for their firms. These results are robust when 

we test using dummy variable whether social ties exist within the board. The results are also consistent 

when we test the hypotheses using environmental responsibility score and social responsibility score as a 

proxy for CSR activities. Finally, we also conduct robustness analyses using social ties between outside 

directors and CEO and derive consistent results with our main results. 

 For 20 years after IMF financial crisis, Korean government has made great efforts to improve 

corporate governance. Regulatory authorities focus on the independence of outside directors in enhancing 

efficient operation, effective monitoring, and raising accounting transparencies. However, the results of our 

study suggest that there is a room for firms to improve substantive independence of boards in a society 

where nepotism is influential. Outside directors may lack substantive independence because firms are only 

formally obliged to meet the ratio of outside directors to the board. This may particularly be the case in a 

society where cultural climate is heavily affected by nepotism which has been developed under a long 

history of a strong Confucianism tradition. Under Confucianism culture, people from the same school or 

region often form a confederacy to protect a certain value or common interest among members who share 

the same background. Outside directors having strong such social ties in terms of region and school with 

inside directors often become a strong supporter for executives and therefore fail to function as effective 

monitoring. The results of this study suggest that institutional requirements of board independence should 

be developed to reflect cultural characteristics and enhance substantive independence. 
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