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RESUMO 

Resumo: Esse trabalho examina os efeitos da performance de Responsabilidade 

Social Empresarial (RSE) sobre: i) o valor do caixa (modelo de valor) e; ii) como 

determinante do nível de caixa mantido pelas empresas brasileiras (modelo de 

determinantes de caixa). Os resultados da estimação do modelo de valor indicam 

que os investidores atribuem um maior valor para o caixa mantido por empresas 

brasileiras com alta performance de RSE mas apenas quando essas estão 

submetidas a um ambiente de proteção ao acionista mais restritivo (e.g., listadas nos 

Estados Unidos). Esse resultado está em linha com a visão de gestores devem se 

utilizar das políticas de RSE para ajudar a mitigar conflitos entre os stakeholders e a 

firma de forma alinhada aos interesses dos acionistas. O fraco ambiente institucional 

do Brasil suportaria o contrário, entretanto a relação positiva não permanece 

verdadeira quando controlado pelo nível de governança corporativa, nem por 

diferentes especificações de caixa. Os resultados do modelo de determinantes de 

caixa indicam uma relação positiva entre performance de RSE e governança 

corporativa, suportando a função de complementar dos conceitos, assim como uma 

relação negativa com o risco idiossincrático indicando reduzido risco. A relação 

positiva entre a performance de RSE e o risco sistemático contrasta com a esperada 

redução à sensibilidade a choques do mercado. A performance de RSE também 

apresentou um efeito direto positivo no nível de caixa assim como um efeito negativo 

através do seu impacto indireto pela governança corporativa, ambos 

estatisticamente significativos. 

Palavras-chave: Responsabilidade Social Empresarial, Caixa. 

Códigos JEL: G30, G32, M14. 



ABSTRACT 

Abstract: This work examines the effect of corporate social responsibility (CSR) 

performance on: (i) the value of cash holdings (value model) and (ii) how CSR affects 

the level of cash holdings in Brazilian companies (cash determinant model). The 

value model results indicated that investors assign a higher value to excess cash 

held by high-CSR-performance Brazilian firms, but only when they are subject to a 

stricter shareholder-protection environment (e.g., cross-listed in the United States). 

This result is in line with the view that managers should use CSR policies to help 

mitigate conflicts with stakeholders and the firm in a way that is consistent with 

shareholders‘ interests. The weak institutional environment in Brazil would support 

the opposite result, albeit the positive relation did not hold true when controlled for 

corporate governance performance, nor for different specifications of cash holdings. 

The estimation results for the cash holdings determinants model indicated that CSR 

performance is positively related to corporate governance, supporting a 

complementary function of the concepts, as well as the negative relation with 

idiosyncratic risk indicated reduced risk. The positive relation of CSR performance 

and systematic risk contrasted with the expected reduced sensitivity to market 

shocks. CSR performance also had a positive direct effect as well as a negative 

indirect effect via corporate governance on the level of cash, both statistically 

significant.  

Keywords: Corporate Social Responsibility, Cash Holdings. 

JEL Codes: G30, G32, M14. 
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1 INTRODUCTION 

The concept of Corporate Social Responsibility (CSR) is not consolidated in 

academia and the evolution of the concept can be traced back to 1950‘s. Carroll‘s 

(1999) work indicates that the construction of the CSR concept started with Howard 

Bowen‘s 1953 book, The Social Responsibilities of the Businessman. In the 1960‘s, 

important works such as Davis, Frederick, McGuire and, Walton proposed 

improvements to the term. In the 1970‘s, alternative terminology, such as Corporate 

Social Responsiveness and the Corporate Social Performance (CSP) framework, 

appeared in the literature. Important works in this decade include Johnson, the CED, 

Davis, Steiner, Eells and Walton, Sethi, Preston and Post. and Carroll. The 1980‘s 

saw less original works on this topic, with the focus shifting from CSR to different 

issues, such as stakeholder theory, business ethics, CSP, and corporate social 

citizenship in the 1990‘s.  

Wood (1991) set forth a CSP model that captured the CSR concerns. The proposed 

model included the CSR concept as one component of CSP, integrating the 

structural and ethical principles of social responsibility. Wood (2016) also indicates 

that the CSP framework expanded its scope to include processes by which 

businesses could implement social responsibility practices, avoid social responsibility 

penalties and respond to stakeholders‘ issues, together with the impacts and 

outcomes of CSP-related behaviors. Notably, researchers also included the why 

(principles), what and how (processes), and what happened (outcome) of CSP. 

Dahlsrud (2008) criticizes the abundance of definitions of what it means to perform 

socially responsibly in the face of modern corporate issues, arguing that the lack of a 

methodology to test the bias of a proposed definition is an obstacle to its 

establishment and pointing out the obvious: that only personal involvement in the 

actual practice of CSR could solve the definition dilemma. 

The growing interest among companies and investors in operating and investing in a 

socially responsible manner also could help resolve that dilemma. The growing 

interest drives changes and helps build alliances, with an emphasis on self-regulatory 

action, such as the standard sustainability reporting proposed by the Global 
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Reporting Initiative (GRI) and the initiative to integrate CSR performance into 

investment criteria proposed in the Principles of Responsible Investment (PRI).  

The GRI is an independent international organization that created reporting 

standards and sponsors the adoption of self-reporting initiatives for sustainable 

performance in companies, governments, and organizations. The GRI‘s work started 

in the 1990‘s and made it possible to transform a niche activity into a growing 

practice among many organizations, including self-reporters in 90 countries and 

approximately 92% of the world‘s largest companies.1 

The PRI initiative started at the United Nations, based on the Principles of Social 

Investment to achieve the Millennium Development Goals. The PSI established a set 

of principles for selecting investments, based on environmental, social, and corporate 

governance (ESG) issues. As of September 2017, there were 1,784 signatories 

worldwide, 49 of which were based in Brazil. The Sustainable, Responsible, Impact 

(SRI) investing is another movement to incorporate ESG issues into investing activity. 

SRI investments under management in 2016 reached USD 22.9 trillion worth of 

assets (25.2% growth from 2014), by estimates of the Global Sustainable Investment 

Review.2  

The signatories to the SRI principles in Brazil represent only a tiny fraction of assets 

under management in the country. Albeit, the Brazilian development bank (BNDES; 

Banco Nacional de Desenvolvimento Econômico e Social) includes SRI principles in 

its screening and financing process, which in turn have a great impact on Brazilian 

financial markets, since BNDES responds to approximately 20% of total corporate 

credit in Brazil, having USD 280 billion3 under management by 2015. The bank also 

                                            

1
 About GRI. Available at: https://www.globalreporting.org/Information/about-gri/Pages/defaut.aspx. 

[Accessed 03 September 2017]. 
2 2016 Global Sustainable Investment Review. Available at: 
http://www.ussif.org/files/Publications/GSIA_Review2016.pdf. [Accessed 04 September 2017]. 
3
 BNDES. Livro Verde: Nossa história tal como ela é. Available at: 

https://web.bndes.gov.br/bib/jspui/bitstream/1408/12697/1/Livro%20Verde.pdf. [Accessed 03 
September 2017]..  
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has significant equity investments in many Brazilian corporations, which could 

positively impact the Brazilian business environment. 

The increasing importance of integrating the SRI principles into investing activities 

raises awareness on the correct measuring of CSR performance, i.e., the ability of 

stakeholders to evaluate a firm‘s ESG performance. Chatterji et al. (2009) brought 

attention to an important element of corporate strategy, namely, managing how 

stakeholders see a firm‘s CSR performance. They note that businesses always 

attempt to mitigate the effects of negative outputs and publicize positive ones. Lyon 

and Maxwell (2011) also suggest that often stakeholders are not accurately aware of 

all of a firm‘s activities, nor have access of the capability to analyze available data. 

The asymmetry of information between interested parties in this ―social‖ market is 

analogous to that in the debt markets. Chatterji et al. (2009) indicate that the social 

rating firms would have the same objective as the credit rating ones, which is, to 

provide social investors the accurate information to increase transparency of the 

extent to which a firm‘s behavior is socially responsible. 

Due to the increasing interest in the subject in recent years, financial data providers 

and world leaders have been working towards the integration of ESG data into their 

systems. The KLD Research & Analytics metrics, broadly used across many 

academic disciplines, were integrated to the Morgan Stanley Capital International 

Group, which can be accessed from FactSet terminals.4 Bloomberg has incorporated 

into its platform the ESG data from RobecoSAM,5 which is an investment specialist 

focused exclusively on Sustainability Investing. Thomson Reuters acquired ASSET4, 

                                            

4
 Reuters. ―MSCI ESG Research Anslysen und Ratings nun in FactSet integriert‖. Reuters, ,October 

25, 2012. Available at: http://www.reuters.com/article/idUS85211+25-Oct-2012+BW2012025/. 
[Accessed 14 August 2017]. 
5
 Bloomberg. ―Bloomberg ESG Function fos Sustainability Investors adds RobecoSAM Data‖. 

Bloomberg, September 29, 2016. Available at: 
https://www.bloomberg.com/company/announcements/esg-function-adds-robecosam. [Accessed 14 
August 2017]. 
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a Swiss-based provider of ESG data.6 All the aforementioned platforms include 

access to disaggregated data as well as some source of social rating developed to 

rank firms based on their CRS performance. Although the methodologies used to 

rank firms are not public, neither can they be validated or compared.  

Despite the increasing market movement towards integrating ESG issues into 

investment activities, Margolis and Walsh (2003) argue that the link between 

corporation efforts and the actual societal benefits is still not clear. Chatterji et al. 

(2009) go even further, declaring that ―SRI funds are very sloppy and often flat out 

wrong in identifying ‗doing good‘,‖ 

Despite the criticism, there is plenty of evidence from more than 100 studies 

examining the relationship between financial performance and CSR performance 

(Margolis & Walsh, 2003; Margolis et al., 2007). These authors warn that the studies‘ 

results diverge substantially and noise indicators or erroneous metrics based on 

successful greenwashing raise suspicions about the results. Chatterji et al. (2009) 

propose a theoretical model to evaluate social rating models. The authors 

hypothesize that a social investor would desire transparency about historical 

performance as well as management practices that could potentially influence future 

performance. Their results indicate that KLD metrics provide very little explanatory 

and predicting power, although they admit that it might be related to the challenging 

and limited validity of management systems measurement. 

This work, in its turn, examines the effect of CSR performance on the value of cash 

holdings as well as how CSR performance affects the level of cash holdings in 

Brazilian companies. The literature indicates that CSR policies and their related 

expenditures can be seen through two competing views of the relationship between 

CSR and a company‘s cash holdings. Surroca and Tribó (2008) and Jiraporn and 

                                            

6
 Integrity Research Associates. ―Thomson Reuters Acquires ASSET4‖. December 01, 2009. Available 

at: http://www.integrity-research.com/thomson-reuters-acquires-asset4/. [Accessed 14 August 2017]. 
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Chintrakarn (2013) propose a view that sees high CSR performance as associated 

with increased agency problems, entrenched management, wasting of financial 

resources, and destruction of value. On the contrary, the view of CSR as a conflict-

resolution tool suggests that managers use CSR expenditures to resolve 

stakeholders‘ conflicts, mitigating tension between them, and increasing the firm‘s 

value (Harjoto & Jo, 2011; Jo & Harjoto, 2011; 2012; Jiraporn & Chintrakarn, 2013). 

Most of the literature exploring the effects of CSR practices uses information from 

developed countries, with little evidence about conditions in developing countries. 

This study contributes to the literature on cash holdings and CSR by exploring the 

relations between CSR performance with the value of cash holdings and how CSR 

influences the level of cash holdings in Brazilian companies, based on the works of 

Arouri and Guillaume (2015) and Cheung (2016). The contribution is relevant to the 

literature since most of the works published to date use data from developed 

countries, with solid institutions and strong shareholder protections, as opposed to 

the Brazilian case. Brazil ranked 80th out of 137 countries in the World Economic 

Forum‘s 2017-2018 Global Competitiveness Report. The Brazilian institutions ranked 

109th out of 136 with the component of corporate ethics performing at the bottom of 

the sample, at 126th of 136. The legal markets regulation had a decent performance 

(44/136), although compromised by the legal environment (106/136).7 

Arouri and Guillaume (2015) claim that the value of excess cash holdings is directly 

related to CSR performance. They argue that the excess cash premium for 

companies with high CSR performance is related to investors‘ belief that those 

activities could help managers increase value for shareholders by increasing the 

efficiency of cash use. These authors also maintain that the quality of investors‘ 

                                            

7
 The Global Competitiveness Report 2017–2018. The World Economic Forum. Available at 

http://www3.weforum.org/docs/GCR2017-

2018/05FullReport/TheGlobalCompetitivenessReport2017%E2%80%932018.pdf. [Accessed 04 

September 2017]. 
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protection and institutional environment can affect the way managers conduct CSR 

activities and how investors assign value to cash holdings.  

Our results evidence an excess cash premium for Brazilian companies with high CSR 

performance, but only when they are subjected to a stricter shareholder protection 

environment (e.g., cross-listed in the United States). A weak institutional environment 

in the country studied would support the opposite result, since non-financial 

stakeholders would have increased difficulty enforcing their rights, which would 

reduce their commitment as well as the effectivity of CSR practicies. However, the 

positive relation did not hold true when controlled for corporate governance 

performance, neither for different specifications of cash holdings.  

These findings shed light on how CSR activities impact a firm‘s operational and 

financial performance in a weak institutional environment. Also, they provide an 

alternative view from that of other studies with a focus on Brazilian firms, such as 

Orsato et al. (2015), which find no relation between financial and market performance 

with CSR practices, and Crisóstomo et al. (2011), which indicate a negative relation 

between CSR performance and a firm‘s value. 

The ―value effect‖ itself only presents an (indirect) investors‘ perspective of the 

conflict between CSR activities and cash holdings. Cheung's (2016) work explores 

the direct relationship between CSR performance and the level of cash holdings. The 

author proposes three channels/mechanisms by which CSR activities could affect 

cash level: idiosyncratic risk, systematic risk, and corporate governance. 

Cheung‘s results indicate that CSR has no direct impact on the level of cash, and 

only the systematic risk channel presents a positive and statistically significant 

relation to cash.  

Our results within the Brazilian sample indicated that CSR performance is positively 

related to corporate governance, supporting a complementary function of the 

concepts. Also, the results indicated a negative relation with idiosyncratic risk, in 

other words, reduced risk. The positive relation between CSR performance and 

systematic risk contrasted with the expected reduced sensitivity to market shocks. 

Also, CSR performance presented a positive direct effect but also a negative indirect 
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effect via the corporate governance channel on the level of cash, both statistically 

significant. 

This work is organized as follows. Section 2 presents the related literature and the 

work‘s hypotheses. Section 3 presents the methodology and describes the data and 

control variables used. Section 4 presents the empirical results and some robustness 

tests. The final section presents a summary of the work and discusses the main 

conclusions. 
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2 RELATED LITERATURE AND HYPOTHESES 

2.1 CSR performance and the value of cash 

There are two competing views of the relationship between CSR 

activities/expenditures and a company‘s cash holdings. The agency problem view 

proposes that high CSR performance is associated with greater agency problems, 

entrenched management, waste of financial resources, and destruction of value 

(Surroca & Tribó, 2008; Jiraporn & Chintrakarn, 2013). The other view, subjecting 

CSR activities to a conflict-resolution tool (Harjoto & Jo, 2011; Jo & Harjoto, 2011; 

2012; Jiraporn & Chintrakarn, 2013; Arouri & Guillaume, 2015), suggests that 

managers should use CSR expenditures to resolve conflicts and mitigate tensions 

between stakeholders and increase the firm‘s value.  

The conflict between both views started with Friedman's (1970) neoclassical view, 

that the sole purpose of a firm should be to maximize profits, as opposed to the 

stakeholders‘ theory view, which postulates that a firm must take all interested parties 

into consideration (Freeman, 1984; Donaldson & Preston, 1995; Jones, 1995). The 

association of CSR activities and greater agency problems due to managers‘ multiple 

stakeholders‘ objectives rather than the exclusive maximization of profits, could 

induce self-interested managers to pursue the strategy of entrenchment, due to high 

monitoring costs for the shareholders (Jensen, 2001). 

Recently published works about managerial entrenchment suggest a collusion 

between managers and non-financial stakeholders to extract private benefits; which 

managers would do by engaging in CSR activities. Surroca and Tribó (2008) and 

Fabrizi et al. (2014) describe a positive relation between managerial entrenchment 

and CSR. Fabrizi et al. (2014) also found a negative relationship between incentives 

to maximize a firm‘s value and CSR. The work of Jiraporn and Chintrakarn (2013) 

indicate that CEOs might engage in CSR activities to increase their power in the 

company, subsequently reducing the expenditure when there are no more options to 

increase their power. 

There are a few pieces of evidence in the literature about managers pursuing CSR 

activities purely for private benefit. Cespa and Cestone (2007) indicate that CEOs 
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may persevere in CSR activities to protect their jobs and power in the company, 

going as far as using them to make alliances to protect their jobs after manipulating 

earnings (Prior et al., 2008). Brown et al. (2006) indicate that CEOs could use 

philanthropic giving to increase their reputation in society and among certain groups. 

There is also documented evidence of CSR efforts being used to reduce wage 

bargaining (Cronqvist et al., 2009) and, similarly, a generous wage policy being used 

to preserve managers from hostile takeovers (Pagano & Volpin, 2005). 

From that perspective, a high CSR performance would be associated with 

managerial entrenchment and inefficient use of cash resources, which could result in 

investors discounting8 the cash holdings in high CSR performance, since managers 

would extract private benefit from the cash stock (Dittmar & Mahrt-Smith, 2007; 

Harford et al., 2008). 

H1: CSR activities are related to managerial entrenchment and the pursuit of 

private benefits, so that high-CSR-performance firms would present a discount 

in their cash holdings. 

Alternatively, Harjoto and Jo (2011), Jo and Harjoto (2011; 2012), Jiraporn and 

Chintrakarn (2013), and Arouri and Guillaume (2015) found evidence that managers 

could use CSR activities as a conflict-resolution tool with their firm‘s stakeholders. 

The conflict-resolution view advocates the use of CSR by managers as an instrument 

to relate to stakeholders‘ issues and mitigate the tension between them and the firm, 

resulting in increased value for the firm. 

This argument is in line with the stakeholder theory (Freeman, 1984) whereby 

managers should consider not only shareholders‘ interests, but also the broad 

spectrum of demands of all its stakeholders. This idea is also in line with Donaldson 

                                            

8
 Investors valuating the cash holdings in an amount less than the monetary value properly given to 

the cash stock. 
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and Preston's (1995) argument that the strategic management of non-financial 

stakeholders could increase their commitment to the firm, promote more efficient use 

of the firm‘s financial resources, and generate value to shareholders.  

Jones (1995) characterizes the firm as a nexus of implicit and explicit contracts 

(relationships) between itself and its stakeholders. He also indicates that trusting and 

cooperative relationships could solve problems related to opportunism (e.g., hold-up 

problems or free-riding) in a better and less costly way than traditional monitoring 

mechanisms designed to avoid/reduce them. In this context, the conflict-resolution 

view would not present a contradiction between the maximizing of shareholder value 

and CSR expenditures. Godfrey (2005), Peloza (2006), Aoki (2007), Russo and 

Perrine (2010), and Antoni and Sacconi (2011) also argue that CSR could be viewed 

as a means of accumulating social (or moral) capital over time. 

In that framework, a high-CSR-performance firm is associated with trusting and 

cooperative relationships with its stakeholders, which would help to solve problems 

related to opportunism, reduce monitoring costs, and create value. Consequently, 

investors may expect that high-CSR-performance firms manage their cash holdings 

better than low-CSR-performance ones, placing a premium on those cash holdings. 

H2: CSR activities are related to conflict-resolving activities and reduced 

monitoring costs so that high-CSR-performance firms would place a premium 

on their cash holdings. 

The empirical evidence from Harjoto and Jo (2011), Jo and Harjoto (2011; 2012), and 

Jiraporn and Chintrakarn (2013) supports the proposition that the conflict-resolution 

view has been accompanied by strong corporate governance. The corporate 

governance, together with CSR activities and monitoring mechanisms, are related to 

high operating performance. The evidence from Ntim and Soobaroyen (2013) 

indicates a positive effect on financial performance when CSR activities and good 

corporate governance are present.  

The work of Pinkowitz et al. (2006) and Kalcheva and Lins (2007) indicates that firms 

have higher levels of cash holdings in countries with high shareholder protection, 
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since managers would be less inclined to pursue private benefit from the cash funds 

and thus destroy value. Pinkowitz et al. (2006) and Frésard and Salva (2010) also 

indicate that the investor protection level would determine the ability of managers to 

pursue their private interests. Pinkowitz et al. (2006) and Drobetz et al. (2010) divide 

the level of protection into two parts: the first comprehends the level of legal rights 

granted to shareholders and the second affects the extent to which those legal rights 

are respected. For this reason, Jensen (2001) and Harjoto and Jo (2011) advocate 

that shareholders should establish monitoring mechanisms to guarantee that 

managers not only manage their stakeholders‘ issues but also maximize their firm‘s 

long-term value.  

Thus, it is possible to expect that managers‘ behavior is shaped by the level of 

investor protection, so that, the higher the investors‘ protection, the more incentives 

managers would have to use CSR practices to increase shareholders‘ wealth 

(Harjoto & Jo, 2011; Jo & Harjoto, 2011; 2012; Ntim & Soobaroyen, 2013). On the 

contrary, the weaker the protection, the more likely managers would be to make 

wrong use of cash holdings and waste financial resources. 

H3: CSR performance effect on financial performance is positively related to 

the level of investor protection, including the legal rights granted to 

shareholders and the extent to which those rights are respected by managers. 

Arouri and Guillaume (2015) claim that the value of excess cash holdings is directly 

related to CSR performance. They argue that the excess cash premium for 

companies with high CSR performance would be related to investors‘ belief that 

those activities could help managers increase shareholder value by growing the 

efficiency of cash use. These results support hypothesis 2, where CSR activities 

would be related to conflict-resolving activities and reduced monitoring costs, so that 

high-CSR-performance firms would also be those that place a premium on their cash 

holdings.  

Arouri and Guillaume (2015) also claim that the quality of investor protection and 

institutional environment can affect the way managers conduct CSR activities and 

how investors value cash holdings. They stress that the results with a low-investor-
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protection sample correlate with negative coefficients compared to the results with a 

high-investor-protection sample. These findings support hypothesis 3, where CSR 

performance is positively related to the level of investor protection, including the legal 

rights granted to shareholders and the extent to which those rights are respected by 

managers. 

Orsato et al. (2015) explore the reasons firms participate in the Corporate 

Sustainability Index (ISE; Índice de Sustentabilidade Empresarial) of B3.9 Based on a 

review of studies developed in recent years, the authors maintain that there is no 

evidence of financial value creation from participating in the ISE. The authors also 

developed a series of interviews with managers of companies listed on the ISE index 

and those who tried and failed in the selection process to find their motivations to join 

the index. They found that managers only participate in the index selection as a part 

of the process of incorporating CSR practices into a business strategy, even if  those 

managers do not believe it could have an impact on a company‘s financial 

performance. 

Cavalcante et al. (2007), Rezende et al. (2007), Beato et al. (2009), Machado et al. 

(2009), and Souza Cunha and Samanez (2013) analyze through the event study 

method the relationship of participating in the ISE index to the market performance 

and find little to no correlation between them. Dias (2007), Bogéa et al. (2008), Dias 

and Barros (2008), Luz et al. (2008), Machado and Machado, (2008), Nunes et al. 

(2009), Vellani et al. (2009), Gonçalves (2010), Guimarães (2010), Nunes (2010), 

and Tavares (2011) explore the relationship of the ISE index and the companies‘ 

value, also using the event study method to identify whether there is an increase in 

value when a firm joins the index and how it affects other financial variables. These 

                                            

9
 The Corporate Sustainability Index (ISE) of B3, the Brazilian stock exchange – Brasil Bolsa Balcão 

(Former BM&F Bovespa), was the pioneer initiative of its kind in Latin America and evaluates 

companies listed in B3 within corporate sustainably based on economic efficiency, environmental 

impact, social justice, and corporate governance, in order to choose companies to integrate the index. 
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studies found little-to-no correlation between being part of the ISE portfolio and firm 

value, nor between CSR activities and shareholder return and revenues. 

Santis et al. (2016) found no relation between CSR practices (proxied by the B3 ISE 

listing) and financial performance in Brazilian firms. The authors adopted an 

alternative methodology, cluster analysis, which reduces its comparability to 

international studies. Crisóstomo et al. (2011) found a negative relationship between 

CSR performance and firm value, in line with Arouri and Guillaume's (2015) findings, 

supporting the agency view of CSR, where the lack of investor protection in Brazil 

could lead managers to pursue private benefits. Lourenço and Branco (2013) found 

that Brazilian companies with high CSR performance are also bigger and more 

profitable than their counterparts. The high-CSR-performance firms also have lower 

ownership concentration and are more likely to be cross-listed in foreign markets. 

Additionally, the literature exploring corporate governance in Brazilian firms indicates 

that corporate governance practices are still not very widespread in the country, with 

firms also presenting high level of control concentration, especially due to non-voting 

share (Carvalhal Da Silva & Leal, 2005). The authors also indicate that firms with 

high corporate governance scores display better performance, measured as return 

on assets, albeit only 4% of the firms can be considered as having ―good‖ corporate 

governance. Also, Carvalhal Da Silva and Leal (2005) indicate that the corporate 

governance score is positively related to a firm‘s value (Tobin‘s Q). 

2.2 CSR performance as a determinant of cash holdings 

There is an extensive literature on determinants of cash holdings. The transaction 

purpose is the most generally accepted motive (Baumol, 1952; Meltzer, 1963; Miller 

& Orr, 1966), although new studies present evidence of other motives for firms 

holding up cash, such as agency cost (Jensen, 1986; Mikkelson & Partch, 2003; 

Pinkowitz et al., 2006; Dittmar & Mahrt-Smith, 2007; Harford et al., 2008); 

precautionary motive (Opler et al., 1999; Bates et al., 2009); financial constraint 

(Almeida et al., 2004; Han & Qiu, 2007; Denis & Sibilkov, 2010); taxes (Foley et al., 

2007); diversification (Duchin, 2010; Tong, 2011); product market competition 

(Haushalter et al., 2007; Frésard, 2010); firm life cycle (Dittmar & Duchin, 2011); and 
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customer relationship (Itzkowitz, 2013). Cheung (2016) was the first study to explore 

the association between CSR practices and cash levels. 

The literature analyzing cash management practices and their value in Brazil include 

Koshio e Cia (2004), Lameira (2005), Koshio (2007), Portal et al. (2012), Koshio and 

Nakamura (2013), and Loncan and Caldeira (2014). The studies focusing on the 

determinants of capital structure include Rocca et al. (1998), Gomes (1999), Leal 

(2001), Moreira and Puga (2001), Perobelli and Famá (2003), Brito and Lima (2005), 

Brito et al. (2007), Costa et al. (2008), Bastos and Nakamura (2009), and Almeida 

and Eid Jr. (2014). The main conclusions relate to the low level of development of 

Brazilian financial markets, which results in a more intensive use of short-term 

maturity debt as well as internal funds to finance operations and investments (Leal & 

Saito, 2003). Teixeira et al. (2011) analyze the relation between CSR and debt 

structure and found that high-CSR-performance firms, listed on the B3 ISE index, use 

less debt and present lower risk, as measured by the market beta. 

Cheung's (2016) work explores the direct relationship between CSR performance 

and the level of cash holdings, proposing three channels/mechanisms that could 

affect CSR activities: idiosyncratic risk, systematic risk, and corporate governance.  

The idiosyncratic risk channel indicates that engaging in CSR activities should 

improve and/or maintain good relations among the firm‘s stakeholders, creating 

social (or moral) capital (Turban & Greening, 1996; Fombrun et al., 2000; Greening & 

Turban, 2000; Godfrey, 2005; Peloza, 2006; Aoki, 2007; Russo & Perrine, 2010; 

Antoni & Sacconi, 2011). This social capital would work as insurance-like protection 

which would help absorb internal and external shocks, improving resilience and 

accelerating recovery as well as the sustainable growth of firms (Luo & Bhattacharya, 

2009). 

Bates et al. (2009) indicate that idiosycratic risk is positively linked to cash holdings, 

since the precautionary motive for cash holdings is amplified when a firm‘s cash flow 

becomes riskier. In that way, Cheung (2016) proposes, since the social capital 

related to CSR activities helps reduce the idiosyncratic risk, high-CSR-performance 

firms would have a low idiosyncratic risk and small cash holdings. 
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H4: CSR is negatively related to idiosyncratic risk, and a high-CSR-

performance firm would have a low idiosyncratic risk and small cash holdings. 

The systematic risk channel links high CSR performance to investors‘ and 

consumers‘ loyalty towards firms. The investors would regard investments with high-

CSR-performance firms as consumption assets, deriving utility from holding them 

instead of their payoffs (Fama & French, 2007). In the same way, customers would 

also be less price-sensitive supporting a profit function less prone to changes in 

economic fundamentals, resulting in stocks less sensitive to market shocks: in other 

words, less systematic risk. Luo and Bhattacharya (2009), Jo and Na (2012), and 

Albuquerque et al. (2012) indicate that high-CSR-performance firms have a lower 

systematic risk. 

The relationship between systematic risk and cash holdings is subject to two 

opposing views: one maintains that lower systematic risk would reduce the need of 

stocking cash (Palazzo, 2012; Acharya et al., 2013), and the other holds that 

maintenance of higher levels of cash will avoid a refinancing risk (Chen et al., 2013; 

Harford et al., 2014). 

The reduced probability of experiencing cash-flow shortfalls, which would result in 

external financing need, is linked to decreased need for hedging and decreased cash 

holdings in low-systematic-risk firms (Palazzo, 2012). Acharya et al. (2013) point out 

that banks would prefer to guarantee credit lines to less risky firms, if they have to 

choose due to finite funding resources. 

From this perspective, low-systematic-risk firms would be less prone to have cash-

flow shortages and more prone to have better access to external financing, which 

would reduce the need to hedge and to hold cash. 

H5a: CSR is negatively related to systematic risk, and a high-CSR-performance 

firm would have a low systematic risk and small cash holdings. 

On the other hand, Chen et al. (2013) have shown that firms with high systematic risk 

tend to prefer more extended debt-maturity structure, since it reduces refinancing 
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risks and costs of financial distress. Harford et al. (2014) also suggest that a short 

debt-maturity structure would be related to facing refinancing risks more frequently 

and that firms would hold more cash to avoid it. 

Therefore, since high-CSR-performance firms would be related to lower systematic 

risk, it is presumed that they would have a short debt-maturity structure and high 

levels of cash holdings to reduce their refinancing risks. 

H5b: CSR is negatively related to systematic risk, and a high-CSR-performance 

firm would have a low systematic risk and significant cash holdings. 

The corporate governance channel indicates that the level of corporate governance 

may shape a manager‘s behavior and the outcome of CSR activities. There is 

evidence that corporate governance is negatively related to cash holdings (Dittmar & 

Mahrt-Smith, 2007; Yun, 2009; Chen et al., 2012). This evidence indicates that 

strong corporate governance can reduce agency problems associated with cash 

holdings. However, those results may not encompass all forms of agency costs, such 

as managerial entrenchment, since they are not directly observable (Cheung, 2016). 

From this perspective, the CSR and corporate governance would be negatively 

related, with entrenched management building up cash holdings (Jensen, 1986) and 

pursuing CSR activities based on the manager‘s self-interest (Surroca & Tribó, 2008; 

Jiraporn & Chintrakarn, 2013; Fabrizi et al., 2014). 

Hence, in firms with strong corporate governance, the incentives to managers to hold 

up cash and pursue CSR activities would be low, which would result in low CSR 

performance and small cash holdings. 

H6a: CSR is negatively related to corporate governance, and low CSR 

performance would be associated with high corporate governance and small 

cash holdings. 

On the contrary, CSR and corporate governance could be related positively. The 

concepts would be complementary in shaping the objective function and constraints 

faced by firms (Beltratti, 2005). Additionally, managers could efficiently use the 
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entrenchment strategy to solve stakeholder activists‘ issues (Cespa & Cestone, 

2007; Surroca & Tribó, 2008; Fabrizi et al., 2014). The integration of an ESG 

framework into the investing criteria in the international investing community, by 

construction, creates a direct dependence between corporate governance and CSR, 

once the first construct is an integrated part of the former. 

Therefore, in firms with strong corporate governance, the incentives to managers to 

hold up cash would be low, but high to pursue CSR activities, which would result in 

high CSR and small cash holdings. 

H6b: CSR is positively related to corporate governance, and high CSR 

performance would be associated with strong corporate governance and small 

cash holdings. 

Cheung (2016) presents evidence that CSR performance only affects the cash 

holdings by the systematic risk channel and its relationship would be positive and 

significant, which does not support any of the working hypotheses. The idiosyncratic 

channel presents a negative and not statistically significant relation to cash, giving 

partial support to hypothesis 4, where CSR is negatively related to idiosyncratic risk. 

In this case, a high-CSR-performance firm would have a low idiosyncratic risk and 

small cash holdings, presenting short-term debt structure and holding more cash to 

reduce its refinancing risks. The corporate governance channel presents a positive 

but not statistically significant relation to cash, giving partial support to hypothesis 6b. 

In this case, high CSR performance would be related to high levels of cash holdings 

and a successful entrenchment strategy by the manager to solve stakeholder 

conflicts. 
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3 METHODOLOGY 

This work was divided into two parts: the first, to assess the influence of CSR 

practices on investors‘ valuation of cash holdings based on the approach of Arouri 

and Guillaume (2015); the second, to estimate the impact of CSR performance on 

the level of cash holdings by the approach developed by Cheung (2016). This section 

presents the methodology used in each part of the study. 

3.1 CSR performance and the value of cash 

Arouri and Guillaume (2015) use a model adapted from the one proposed by Fama 

and French (1998) to estimate the impact of taxes on value. That approach, in turn, is 

similar to the approach of Pinkowitz et al. (2006), analyzing cash holdings, dividends, 

and corporate governance as well as Dittmar and Mahrt-Smith's (2007), analyzing 

cash holdings and corporate governance. The approach regresses the firm‘s value 

on cash holdings measures, controlled for investors‘ expectations based on past and 

future changes as well as current levels of several financial characteristics. The 

model is specified as follows… 

                                                                     

                                                                     

             (                          )                                                                                                                       

(1) 

…where       indicates a past 1-year change of variable      and         indicates a 

future 1-year change of variable     . Market and fundamental data were extracted 

from Bloomberg and Thomson Reuters, consider year-end data, and are measured 

in Brazilian Reais in nominal terms, unless otherwise stated. 

Table 1. Description and calculation of variables 
Variable Name Source Description 

Vi,t Firm market 
value – 
Tobins‘ Q 

Bloomberg Firm's market value defined as the sum of firm's market 
capitalization and total book liabilities by year‘s end divided by net 
assets, defined as total book assets minus cash and cash 
equivalents. 

dVi,t+1 Bloomberg Total change in firm's market value in the following year, 
calculated by the difference between firm‘s market value at t+1 
and t divided by net assets in t. 

CashMeasurei,t Cash and 
Cash 

Bloomberg The analysis considers different measures of cash: Total Cash 
Holdings is the book value of cash and cash equivalents by year‘s 
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Equivalents end divided by net assets; Excess Cash Measure is the estimate 
based on the model detailed on Appendix; Positive Excess Cash 
is a restricted sample of the Excess Cash Measure which includes 
only positive values. 

Ei,t Earnings 
Before 
Interest and 
Taxes 

Bloomberg Book value of Earnings Before Interest and Taxes (EBIT) by year‘s 
end divided by net assets. 

 
 
dEi,t 

 
 
Bloomberg 

 
 
Total change in firm's EBIT from previous year, calculated by the 
difference between firm‘s EBIT at t and t-1 divided by net assets in 
t. 

dEi,t+1 Bloomberg Total change in firm's EBIT in the following year, calculated by the 
difference between firm‘s EBIT at t+1 and t divided by net assets 
in t. 

dNAi,t Net Assets Bloomberg Total change in firm's net assets from previous year, calculated by 
the difference between firm‘s net assets at t and t-1 divided by net 
assets in t. 

dNAi,t+1 Bloomberg Total change in firm's net assets in the following year, calculated 
by the difference between firm‘s net assets at t+1 and t divided by 
net assets in t. 

Ii,t Interest 
Expenses 

Bloomberg Book value of total interest expenses paid in the year divided by 
net assets. 

dIi,t Bloomberg Total change in firm's interest expenses from previous year, 
calculated by the difference between firm‘s interest expenses at t 
and t-1 divided by net assets in t. 

dIi,t+1 Bloomberg Total change in firm's interest expenses in the following year, 
calculated by the difference between firm‘s interest expenses at 
t+1 and t divided by net assets in t. 

Di,t Total 
Dividends 
Paid 

Bloomberg Book value of cash distributed as dividends to shareholders in the 
year divided by net assets. 

 
dDi,t 

 
Bloomberg 

 
Total change in firm's dividends paid from previous year, 
calculated by the difference between firm‘s dividends paid at t and 
t-1 divided by net assets in t. 

dDi,t+1 Bloomberg Total change in firm's dividends paid in the following year, 
calculated by the difference between firm‘s dividends paid at t+1 
and t divided by net assets in t. 

ESG(c)i,t ESG 
Combined 
Score 

Thompson 
Reuters 

ESG dimension score combined with controversies by year‘s end, 
scaled from 0 to 1. 

ESGi,t ESG Score Thompson 
Reuters 

ESG dimension score by year‘s end, scaled from 0 to 1. 

Envi,t Environmen
tal Score 

Thompson 
Reuters 

Environmental dimension score by year‘s end, scaled from 0 to 1. 

Soci,t Social 
Score 

Thompson 
Reuters 

Social dimension score by year‘s end, scaled from 0 to 1. 

CGi,t Corporate 
Governance 
Score 

Thompson 
Reuters 

Corporate Governance dimension score by year‘s end, scaled 
from 0 to 1. 

Source: Bloomberg, Thomson Reuters.  Elaboration: Author.  ESG = environmental, social, and 
corporate governance. 

 

The effect of CSR performance was included in the model by       , which is one of 

the CSR performance measures, to control for the direct impact on a firm‘s market 

value.       , is presented in different CSR performance scores where           is an 

overall CSR performance measure estimated by Thomson Reuters discounted for 

ESG controversies that materially impact the firm;        is an overall CSR 

performance measure not adjusted by controversies;        is the environmental 
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performance measure;        is the social performance measure and;       is the 

corporate governance performance measure. Also included in the model is an 

interaction term between        and                 to measure the effect of CSR 

performance on the value of cash holdings. 

The estimation, based on Ordinary Least Squares (OLS) panel regression with 

random effects (REM), also includes industry and year effects as well as Driscoll-

Kraay standard errors (2-year lag). The results do not account for fixed effects, since 

CSR performance time variation is limited, based on Guenster et al. (2011) and 

Marsat and Williams (2013). The unobserved heterogeneity was also controlled for 

the addition of year and industry controls. 

Robustness checks performed explicitly control for the level of corporate governance, 

based on the approach of Arouri and Guillaume (2015). The explicit control is related 

to the evidence showing that corporate governance is negatively related to cash 

holdings. Corporte governance is indicated to help alleviate the agency problems 

related to the cash holdings (negative relation to cash) and can materially affect the 

CSR output (Dittmar & Mahrt-Smith, 2007; Yun, 2009; Chen et al., 2012; Cheung, 

2016). 

This work discards the use of the common alternative proposed by Faulkender and 

Wang (2006), also used on Dittmar and Mahrt-Smith (2007) and Koshio (2007), that 

estimate the impact a change in the cash level would have on the firm‘s market 

value. The interpretation of that estimation is not straight-forward, since it could be 

related to a change in total cash or to the determinants of the optimal cash. 

The CSR performance metrics used in this work are extracted from Thomson 

Reuters Asset4 database. Their ESG measures are among the most comprehensive 

databases in the industry, covering over 6,000 public companies across more than 

400 different ESG metrics with data going back to 2002 (2007 for Brazilian firms). 

The database presents a robust methodology for estimating companies‘ ratings 

across the different ESG dimensions. These scores were designed by Thomson 

Reuters and Asset4 to transparently and objectively measure a company‘s relative 

ESG performance across ten metrics (emissions, environmental product innovation, 
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human rights, shareholders, etc.), based on company-reported data. The database 

also provides an overall score which discounts the total score for ESG controversies 

that materially impact firms.  

Also, the scores generated by the Asset 4 database are continuous from zero to 100 

instead of the discrete evolution of strengths and concerns used by the KLD 

database. The discrete distribution can result in problems, since part of the 

information can be lost in the aggregation procedures, commonly used in mostly of 

CSR papers (Chatterji et al., 2009). The aggregation methodology can also lead to 

potential limitations, such as lack of comparability across years and dimensions due 

to the variable number of indicators across years and dimensions, and inflated 

scores for industries that are not sensitive to particular ESG dimensions (Manescu & 

Starica, 2010). The Thomson Reuters Asset4 database is robust to those sensitive 

issues, since data is consistently aggregate in time and by sector, whereas 

environmental and social dimensions are benchmarked across industries and 

corporate governance within countries. 

The dataset used in this work comprises all companies listed in B310 from 2000 and 

2016. This period corresponds to the existence of B3 ISE index in the Brazilian 

market, so that the idea of integrating ESG issues into investing activity might be 

expected to be more in vogue. However, because the ESG data were only available 

since 2007, some of the data was discarded, as well as firms of the GICS (Global 

Industry Classification Standard) sector 40―Financials‖. All the variables (except the 

CSR performance and dummy variables) are winsorized at their fifth and ninety-fifth 

percentiles to mitigate the effect of outliers. The final sample consists of 

approximately 72 firms with 313 firm-year observations. 

                                            

10
 B3 – Brasil, Bolsa, Balcão, the only Brazilian stock exchange. 



31 

3.2 CSR performance as a determinant of cash holdings 

Cheung (2016) proposes a model to estimate the CSR performance effect as a 

determinant of the level of cash holdings. The author proposes a four-equations 

model to measure the direct and indirect effect of CSR on level of cash holdings. 

Equation 1 includes the direct effect of the idiosyncratic risk (idio) channel, the 

systematic risk (beta) channel, and the corporate governance (cg) channel as well as 

the CSR performance (csr) on cash holdings (cash). Equations 2 to 4 account for the 

direct effect of CSR performance on the three channels proposed by the author, 

likewise its indirect effect on cash holdings. All four equations share the same group 

of control variables. The model adopted is specified as follows: 

                                                ∑             
 
          (1) 

                    ∑             
 
                                                            (2) 

                    ∑             
 
                                                            (3) 

                  ∑             
 
                                                               (4) 

 

Market and fundamental data were extracted from Bloomberg and Thomson Reuters, 

consider year-end data, and are measured in Brazilian Reais in nominal terms, 

unless otherwise stated. 

Table 2. Variable description – CSR performance as a determinant of cash holding 
Variable Name Source Description 

cash Cash to Net 
Assets  

Bloomberg Book value of cash and cash equivalents by year‘s end divided by net 
assets, defined as total book assets minus cash and cash 
equivalents. 

idio Idiosyncratic 
Risk 

Bloomberg Residual variance of the market model using weekly stock returns of 
the previous twenty-four months of the year-end observation. 

beta Systematic 
Risk 

Bloomberg Beta coefficient of the market model using weekly stock returns of the 
previous twenty-four months of the year-end observation. 

cg Corporate 
Governance 
Score 

Thomson 
Reuters 

Corporate Governance dimension score by year‘s end, scaled from 0 
to 1. 

csr ESG 
Combined 
Score 

Thomson 
Reuters 

ESG dimension score combined with controversies score by year‘s 
end, scaled from 0 to 1. 

cfa Cash Flow to 
Net Assets 

Bloomberg Book value of income before extraordinary items by year‘s end minus 
cash distributed as dividends to shareholders in the year divided by 



32 

net assets. 

cfav Cash Flow 
Volatility 

Bloomberg Standard deviation of Cash Flow to Net Assets (cfa) for the previous 
five years of the year-end observation. 

mtb Market-to-
Book Value 

Bloomberg Market stock price by year‘s end multiplied by total outstanding shares 
by year‘s end summed with total book assets and minus book equity, 
all divided by the book value of equity. 

fsize Firm Size Bloomberg Natural logarithm of book value of net assets by year‘s end. 

lev Leverage Bloomberg Book value of debt by year‘s end, defined as the sum of long-term and 
short-term debt, divided by net assets. 

capxa Capital 
Expenditures 
to Net Assets 

Bloomberg Book value of the investing cash flow divided by net assets. 

nwc Net Working 
Capital to Net 
Assets 

Bloomberg Book value of working capital need, defined as total current assets 
minus total current liabilities, minus cash and cash equivalents divided 
by net assets. 

dvpa Dividends to 
Net Assets 

Bloomberg Book value of cash distributed as dividends to shareholders in the 
year divided by net assets. 

novomerc Novo 
Mercado 

Internet Dummy variable equals one if firm listed at Novo Mercado, the highest 
level of corporate governance segment of B3. 

payer Payer Bloomberg Dummy variable equals one if dividend-paying and zero if otherwise. 

reta Retained 
Earnings to 
Equity 

Bloomberg Book value of net income by year‘s end minus the cash distributed as 
dividends to shareholders in the year divided by book value of equity. 

sgr Sales Growth 
Rate 

Bloomberg Annual percentage change of sales from previous year. 

Source: Bloomberg, Thomson Reuters. Elaboration: Author.  ESG = environmental, social, and 
corporate governance. 

 

The estimation method used was the Maximum Likelihood (ML) with all equations as 

a simultaneous equation model (SEM). The ML method was chosen because it 

allows correlations between error terms of equations. 

The effect of CSR performance on cash holdings is decomposed into the direct effect 

on Equation 1 and the indirect effect that results from the multiplication of the 

channels coefficients of Equation 1 and the coefficients of CSR on Equations 2 to 4 

(e.g., the indirect effect of CSR performance by the idiosyncratic channel is estimated 

by      ). The statistical significance was calculated by the estimation of the indirect 

coefficients standard errors, assuming normality in the error terms, as proposed by 

Goodman (1960):  

        √  
    

    
    

     
    

  

Mackinnon et al. (1995) and Mackinnon et al. (2002) indicate in simulation studies 

that the multivariate delta method provides the least unbiased estimates. The method 

approximates the standard errors of transformations of random variables using 

Taylor‘s first-order approximation. The statistical inference is applicable if the sample 
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is big due to the convergence of the test statistic and a normal distribution variable 

(although the normality assumption must hold, since the product of two normally 

distributed random variables might not also be normally distributed).  

The cash measure is the ratio of cash to net assets, as defined previously and 

employed extensively in the finance literature (Almeida et al., 2004; Koshio and Cia, 

2004; Han & Qiu, 2007; Palazzo, 2012; Acharya et al., 2013; Loncan & Caldeira, 

2014). The control variables include firm size, market-to-book, leverage, capital 

expenditure, payouts that are known to be determinants of corporate cash holdings in 

the literature (Opler et al., 1999; Dittmar et al., 2003; Bates et al., 2009). The control 

variable ―research development expenditures‖ and the instrumental variable ―shares 

repurchase to net assets‖ had little data available for the sample and, for this reason, 

were excluded from the model. The instrumental variable was substituted for by a 

dummy variable that equals 1 if the firm is in the Novo Mercado listing, the highest 

corporate governance segment of B3. 

The dataset comprises all companies listed in B3 from 2000 and 2016. The sample 

does not include missing values and firms of the GICS sector 40 ―Financials‖ . All 

financial variables are winsorized at their fifth and ninety-fifth percentiles, but not the 

CSR performance variables and dummy variables. The final sample consists of 

approximately 76 firms with 414 firm-year observations.  
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4 RESULTS 

4.1 CSR performance and the value of cash 

Table 3 presents the summary statistics used in this work to analyze the effect of 

CSR performance on the value of money holdings in Brazilian companies. The CSR 

scores average 0.5 (range: 0 to 1). The social and environmental scores display 

greater distribution among the CSR scores. The average of cash holdings scaled to 

net assets is 15.7%, higher than the 9.5% level found in Arouri and Guillaume (2015) 

and the 14% level in Cheung (2016).11 However, with the limited comparability 

among the studies‘ samples, this value still could be comparable to Frésard and 

Salva (2010); however, it is much higher than the mean value for Brazil in Pinkowitz 

et al. (2006). This sample average is also in line with that of Loncan and Caldeira 

(2014) but smaller than that of Koshio and Cia (2004), two studies that analyzed only 

Brazilian firms. 

Table 3. Summary statistics – CSR performance and the value of cash 
This table provides the summary statistics of the sample used to estimate the impact of CSR 
performance the value of cash. Data was collected from 2007 to 2015, with missing values discarded. 

      indicates a past 1-year change of variable      and         indicates a future 1-year change of 

variable     .     , is the firm‘s market value (Tobin‘s Q).          is cash and cash equivalents and 

          is calculated as the difference between the actual level of cash and the predicted optimal 

level of cash, see Appendix.       is Earnings Before Interest and Taxes (EBIT).      is interest 

expenses.      is total dividends paid.       is net assets, defined as total book assets minus cash and 

cash equivalents. All financial previously mentioned variables are scaled by      .       . is the 

market-to-book ratio.          ,       ,       ,        and       are CSR performance measures and  

components thereof. Financial (but not CSR) variables are winsorized at the 5% and 95% levels. 
 

  N mean median sd min max 

Vi,t 313 1.537 1.097 1.114 0.455 4.789 

Cashi,t 313 0.157 0.120 0.109 0.030 0.407 

XCashi,t 313 0.021 0.009 0.086 -0.141 0.212 

ESG(c)i,t 313 0.516 0.533 0.151 0.113 0.807 

ESGi,t 313 0.546 0.569 0.156 0.113 0.865 

Envi,t 313 0.528 0.554 0.208 0.087 0.906 

Soci,t 313 0.585 0.613 0.212 0.080 0.975 

                                            

11
 The comparison is an approximation, since Cheung (2016) scaled the variables by total assets 

instead of net assets, as performed in this work. 
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  N mean median sd min max 

CGi,t 313 0.499 0.516 0.192 0.087 0.922 

Ei,t 313 0.098 0.085 0.079 -0.035 0.286 

dEi,t 313 0.004 0.009 0.041 -0.104 0.071 

dEi,t+1 313 0.004 0.008 0.046 -0.103 0.098 

dNAi,t 313 0.091 0.084 0.110 -0.124 0.325 

dNAi,t+1 313 0.075 0.070 0.123 -0.154 0.339 

Ii,t 313 0.028 0.026 0.017 0.004 0.065 

dIi,t 313 0.004 0.003 0.008 -0.011 0.021 

dIi,t+1 313 0.004 0.003 0.009 -0.011 0.025 

Di,t 313 0.038 0.023 0.043 0.000 0.158 

dDi,t 313 0.002 0.001 0.018 -0.033 0.048 

dDi,t+1 313 0.000 0.000 0.019 -0.042 0.043 

dVi,t+1 313 0.015 -0.024 0.347 -0.637 0.888 

MTBi,t 313 1.550 1.229 0.884 0.711 4.091 

 

The sample only has observations of Brazilian firms, as compared to Arouri and 

Guillaume's (2015) sample, which only had nine firm-year observations of Brazilian 

companies. On average, the Brazilian firms have smaller market value (scaled by net 

assets – Tobin‘s Q: 1.537x) and smaller EBIT (9.8%), compared to that of Arouri and 

Guillaume (2015). Additionally, Brazilian companies spend more on interest 

payments and dividend payments, specifically, 2.8% and 3.8% of their net assets, 

respectively. 

Table 4 presents the correlation matrix of the sample. In line with prior studies 

(Pinkowitz et al., 2006; Dittmar & Mahrt-Smith, 2007; Drobetz et al., 2010; Frésard, 

2010; Arouri & Guillaume, 2015), Brazilian companies‘ cash holdings present a 

positive and significant correlation with market value. 

The high level of money holdings and its positive relation with value contradict the 

view of Pinkowitz et al. (2006) and Kalcheva and Lins (2007), where the standard 

level of money would be higher in countries with high shareholder protection. There 

is evidence that Brazilian firms hold more cash due to the financial markets‘ degree 

of development and the shortage of external financing alternatives (Leal & Saito, 

2003). Koshio and Cia (2004) also indicate that Brazilian firms have higher levels of 

cash and use more short-term debt than American firms. Another hypothesis might 

propose that the complex shareholder structures present in Brazilian markets would 
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give a firm‘s control to few investors, making it possible for them to extract private 

benefits from the company (Frésard & Salva, 2010).  

Also, the correlation coefficients are relatively small within variables, which indicates 

a reduced probability of collinearity issues in the multivariate analysis. 

The correlations between cash holdings and overall CSR performance measures are 

negative, but not statistically significant, albeit the environmental score‘s positive 

correlation with the social score is statistically significant. Arouri and Guillaume 

(2015) also found a similar result with a negative and statistically significant 

correlation of (-0.04). Cheung (2016), on the contrary, found a positive and 

statistically significant correlation of (0.09). Interesting, the correlation of cash 

holdings with corporate governance is negative (−0.009), contrary to Cheung's 

(2016) findings, which support the agency cost motive that firms with weak corporate 

governance (and thus a high agency cost) would hold more cash. 

Table 5 presents the effects of CSR performance on the value of cash holdings. The 

results designate positive excess cash as                , due to conflicting views of 

CSR activities. On the one hand, as stated by Hypothesis 1, the agency view 

indicates that CSR activities are related to managerial entrenchment and pursuit of 

private benefits, so that high-CSR-performance firms would discount their cash 

holdings, as opposed to the Hypothesis 2 view, where CSR activities would be 

related to conflict-resolving activities and reduced monitoring costs, so that high-

CSR-performance firms would place a premium on their cash holding.  

Arouri and Guillaume (2015) maintain that total cash holdings would not explain the 

potential impact of CSR performance on the efficiency of the use of money, since 

part of the cash stock is necessary for operations and would be less susceptible to 

managerial discretion (Dittmar & Mahrt-Smith, 2007). Thus, the sample presented in 

Table 5 and 6 includes only firms with positive excess cash. Table 8, 9, and, 10 

present the results of robustness tests of the effects of CSR performance on the 

value of other cash-holdings measures and samples.  
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Table 4. Correlation matrix – CSR performance and the value of cash 
This table provides the correlation matrix of the sample used to estimate the impact of CSR performance on the value of cash. Data collected from 2007 to 
2015, with missing values discarded.       indicates a past 1-year change of variable      and         indicates a future 1-year change of variable     .     , is the 

firm‘s market value (Tobin‘s Q).          is cash and cash equivalents and           is calculated as the difference between the actual level of cash and the 

predicted optimal level of cash, see Appendix.       is Earnings Before Interest and Taxes (EBIT).      is interest expenses.      is total dividends paid.       is 

net assets, defined as total book assets minus cash and cash equivalents. All previously mentioned financial variables are scaled by      .       . is the 

market-to-book ratio.          ,       ,       ,        and       are CSR performance measures and components thereof. Financial (but not CSR) variables are 

winsorized at the 5% and 95% levels.  *Statistical significance at the 10% level; **Statistical significance at the 5% level; *** Statistical significance at the 1% 
level. 
 

  Vi,t Cashi,t XCashi,t ESG(c)i,t ESGi,t Envi,t Soci,t CGi,t Ei,t dEi,t dEi,t+1 dNAi,t dNAi,t+1 

Cashi,t 0.468*** 1.000            

XCashi,t -0.112** 0.670*** 1.000           

ESG(c)i,t -0.047 -0.025 -0.038 1.000          

ESGi,t -0.097* -0.063 -0.086 0.839*** 1.000         

Envi,t -0.027 0.021 -0.026 0.626*** 0.767*** 1.000        

Soci,t -0.239*** -0.172*** -0.119** 0.731*** 0.875*** 0.571*** 1.000       

CGi,t 0.059 -0.009 -0.063 0.543*** 0.606*** 0.180*** 0.399*** 1.000      

Ei,t 0.774*** 0.333*** -0.233*** 0.072 0.038 0.149*** -0.077 0.022 1.000     

dEi,t 0.312*** 0.166*** -0.032 0.063 0.013 0.035 -0.024 0.053 0.472*** 1.000    

dEi,t+1 0.222*** 0.064 -0.041 -0.021 -0.058 -0.096* -0.072 0.003 -0.019 -0.169*** 1.000   

dNAi,t 0.191*** 0.098* -0.030 0.013 0.046 0.073 0.023 0.051 0.174*** 0.158*** -0.081 1.000  

dNAi,t+1 0.294*** 0.251*** 0.084 -0.026 0.009 0.054 -0.004 -0.003 0.291*** 0.176*** 0.167*** 0.180*** 1.000 

Ii,t 0.016 0.159*** 0.068 0.001 -0.026 0.051 -0.096* -0.031 0.104* 0.035 0.042 -0.027 0.008 

dIi,t 0.029 0.068 0.009 0.056 0.074 0.068 0.036 0.045 0.017 0.072 -0.044 0.282*** 0.063 

dIi,t+1 0.073 0.087 -0.013 0.014 0.023 0.040 -0.003 0.013 0.067 0.116** 0.046 0.207*** 0.376*** 

Di,t 0.717*** 0.197*** -0.327*** 0.055 0.021 0.127** -0.058 -0.021 0.745*** 0.190*** 0.088 -0.001 0.152*** 

dDi,t 0.214*** 0.064 -0.111** -0.087 -0.112** -0.066 -0.105* -0.084 0.178*** 0.201*** 0.063 -0.002 0.095* 

dDi,t+1 0.145*** 0.107* 0.085 -0.059 -0.077 -0.081 -0.095* -0.021 0.098* 0.163*** 0.182*** 0.013 -0.026 

dVi,t+1 0.009 0.032 0.055 -0.014 -0.027 -0.029 -0.038 0.010 0.004 0.030 0.313*** 0.012 0.106* 

MTBi,t 0.961*** 0.348*** -0.212*** -0.055 -0.103* -0.016 -0.248*** 0.055 0.775*** 0.302*** 0.253*** 0.154*** 0.252*** 
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  Ii,t dIi,t dIi,t+1 Di,t dDi,t dDi,t+1 dVi,t+1 MTBi,t 

Ii,t 1.000        

dIi,t 0.465*** 1.000       

dIi,t+1 0.192*** 0.159*** 1.000      

Di,t -0.023 -0.045 0.005 1.000     

dDi,t -0.073 -0.123** 0.097* 0.339*** 1.000    

dDi,t+1 -0.043 -0.005 -0.114** -0.186*** -0.139** 1.000   

dVi,t+1 0.045 0.046 -0.110** -0.030 0.017 0.150*** 1.000  

MTBi,t 0.014 -0.010 0.032 0.725*** 0.216*** 0.117** 0.008 1.000 
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The estimation of excess cash follows many other studies (e.g., Dittmar & Mahrt-

Smith, 2007; Drobetz et al., 2010; Frésard & Salva, 2010; Gao et al.,2013; Schauten 

et al., 2013; Arouri & Guillaume, 2015); see Appendix for details. 

Table 5 presents the baseline model in column 1, which does not include the CSR 

performance and the interaction term between CSR performance and excess cash 

holdings. The results in columns 2, 4, 6, 8, and 10 include the CSR performance 

measures to the baseline model, respectively,          ,       ,       ,       , and 

     . Overall Combined CSR and corporate governance scores (columns 2 and 4) 

have a positive and yet not significantly direct effect on firm value. The other CSR 

measures present a negative and significant relation to market value. Previous 

studies of the Brazilian markets also found similar results. Crisóstomo et al. (2011) 

indicate a negative relation of CSR performance and firm value. Orsato et al. (2015) 

reviewed many studies and none found significant relations between financial and 

market performance with CSR practices. 

The results in columns 3, 5, 7, 9, and, 11, include the interaction term between CSR 

performance and cash holdings. The effects of all interaction terms except 

environmental performance are positive, yet not statistically significant. These results 

suggest that investors‘ may not value the effect of CSR performance directly, though 

they might expect that firms with higher CSR performance have a better use of cash 

and give a premium for that cash held in excess. The changing coefficients of cash 

holdings, when added to the interaction term of CSR and cash, also help support the 

view that CSR practices could increase firm value in an indirect way.  

The weak investor protection in Brazil would lead investors to predict wealth 

expropriation by the managers and negatively evaluate the cash holdings (Dittmar & 

Mahrt-Smith 2007; Harford et al., 2008). In the baseline model and the models with 

only the CSR variable, the cash coefficient does not present a negative value. 

However, when including the interaction term between CSR and cash, this term 

captures all the value from cash holdings and CSR, supporting that the cash held in 

excess might not have value per se. The other coefficients present similar results 

when the CSR and its interaction term with cash are added to the model.  
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Table 5. CSR performance and the value of cash 
This table presents the results of an Ordinary Least Squares panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of 
the cash value model.       indicates a past 1-year change of variable      and         indicates a future 1-year change of variable     . The model-dependent 

variable is     , i.e., the firm‘s market value, defined as market capitalization plus total liabilities (Tobin‘s Q).      is Earnings Before Interest and Taxes (EBIT). 

     is interest expenses.      is total dividends paid.       is net assets, defined as total book assets minus cash and cash equivalents. All previously 

mentioned variables are scaled by      .                 is excess cash, calculated as the difference between the actual level of cash and the predicted 

optimal level of cash, see Appendix. The sample is restricted to firms with positive excess cash and non-missing values.        is           in columns 2 and 

3,        in columns 4 and 5,        in columns 6 and 7,        in columns 8 and 9, and       in columns 10 and 11. The regressions also include sector and 

year fixed effects (FE). Financial (but not CSR) variables are winsorized at the 5% and 95% level. Robust standard errors are in parentheses.  *denotes 
statistical significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical significance at the 1% level. 
 

  

Baseline 
model 

Overall Combined 
CSR Performance 

Overall CSR 
Performance 

Environmental 
Performance 

Social 
Performance 

Corp. Governance 
Performance 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

Cash Measurei,t 1.011 0.975 -0.973 0.875 -0.837 1.219 4.593*** 0.844 0.512 1.125 -0.778 

 

(0.604) (0.657) (2.605) (0.688) (2.300) (0.662) (1.261) (0.726) (1.110) (0.638) (1.005) 

CSRi,t  -0.193 -0.477 -0.583** -0.819 -0.590** -0.196 -0.569** -0.609*** 0.157 -0.139 

 

 (0.249) (0.463) (0.235) (0.456) (0.247) (0.196) (0.200) (0.179) (0.120) (0.171) 

Cash Measurei,t x CSRi,t    3.895  3.265  -6.220***  0.620  4.024 

 

  (5.673)  (4.120)  (1.844)  (2.257)  (3.048) 

Ei,t 
4.256*** 4.331*** 4.513** 4.447*** 4.560*** 4.460*** 4.366*** 4.428*** 4.446*** 4.254*** 4.474*** 

 

(1.122) (1.183) (1.415) (1.167) (1.292) (1.211) (1.210) (1.115) (1.159) (1.114) (1.274) 

dEi,t 0.336 0.343 0.212 0.276 0.195 0.063 0.095 0.445 0.427 0.225 0.139 

 

(0.940) (0.932) (0.946) (0.878) (0.872) (0.804) (0.847) (0.911) (0.900) (0.907) (0.877) 

dEi,t+1 2.640*** 2.654*** 2.688*** 2.605*** 2.609*** 2.328*** 2.314*** 2.766*** 2.762*** 2.642*** 2.619*** 

 

(0.329) (0.323) (0.330) (0.255) (0.234) (0.193) (0.161) (0.311) (0.303) (0.347) (0.265) 

dNAi,t 0.762* 0.734* 0.747* 0.741* 0.757* 0.823* 0.795* 0.720* 0.721** 0.751* 0.784* 

 

(0.351) (0.376) (0.366) (0.342) (0.336) (0.417) (0.423) (0.315) (0.312) (0.352) (0.394) 

dNAi,t+1 0.237 0.197 0.145 0.196 0.165 0.296* 0.330* 0.181 0.172 0.261 0.266 

 

(0.162) (0.175) (0.215) (0.157) (0.177) (0.152) (0.145) (0.147) (0.158) (0.174) (0.174) 

Ii,t 2.282 2.308 2.378 2.428 2.674 3.138 2.739 2.124 2.178 2.254 2.467 

 

(2.427) (2.435) (2.458) (2.283) (2.198) (2.241) (2.246) (2.432) (2.325) (2.595) (2.459) 

dIi,t 1.542 1.715* 1.122 1.749** 0.930 0.422 2.433 1.290 1.166 1.077 0.728 

 

(1.021) (0.852) (0.985) (0.634) (1.267) (1.516) (1.647) (0.894) (0.851) (1.320) (1.234) 

dIi,t+1 7.412** 7.507** 7.835** 6.661** 6.872** 6.853* 6.203 6.403** 6.422** 7.700** 7.259* 
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(2.666) (2.897) (3.027) (2.587) (2.808) (3.391) (3.666) (2.512) (2.535) (2.433) (3.324) 

Di,t 
13.898*** 13.922*** 13.683*** 13.935*** 13.737*** 14.333*** 14.263*** 13.588*** 13.554*** 13.879*** 13.334*** 

 

(2.019) (2.036) (2.251) (2.022) (2.195) (1.873) (1.896) (2.078) (2.137) (1.985) (2.125) 

dDi,t -2.874 -3.041 -2.844 -3.604 -3.447 -3.390 -3.978 -3.957* -3.945* -2.664 -2.419 

 

(2.201) (2.102) (2.071) (2.081) (2.096) (2.598) (2.503) (1.970) (1.963) (2.103) (1.892) 

dDi,t+1 10.835** 10.485** 10.378** 9.959** 9.885** 10.406** 10.028** 9.007** 8.990** 11.139*** 10.695** 

 

(3.495) (3.230) (3.352) (3.442) (3.439) (3.954) (4.293) (2.939) (2.990) (3.309) (3.563) 

dVi,t+1 -0.107 -0.113 -0.096 -0.128 -0.120 -0.132 -0.171 -0.124 -0.120 -0.099 -0.111 

 

(0.122) (0.118) (0.113) (0.103) (0.103) (0.112) (0.111) (0.097) (0.091) (0.125) (0.138) 

Intercept 0.492** 0.601* 0.775 0.828** 0.985** 0.782** 0.525* 0.820*** 0.847*** 0.434* 0.554** 

 

(0.170) (0.282) (0.434) (0.255) (0.398) (0.275) (0.274) (0.191) (0.209) (0.194) (0.195) 

 

           

Sector FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

 

           

Observations 181 181 181 181 181 181 181 181 181 181 181 

Number of firms 54 54 54 54 54 54 54 54 54 54 54 

R-squared 0.845 0.846 0.847 0.849 0.850 0.854 0.858 0.852 0.852 0.846 0.848 
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The results can neither support Hypothesis 2 nor reject Hypothesis 1, due to lack of 

statistical significance. The positive effect of CSR performance on the value of cash 

holdings may indicate that investors attribute a premium to high-CSR-performance 

firms‘ cash holdings, albeit the effect is not significant. The changing signal of the 

excess cash holdings when the interaction term is added to the equation would 

reinforce this result. Also, investors would not value the excess cash per se, but only 

attribute value to it in firms with good managerial practices, here represented by their 

CSR performance.  

The results are also insufficient to reject Hypothesis 3, where CSR performance is 

positively related to the level of investor protection, including the legal rights granted 

to shareholders and the extent to which those rights are respected by managers. The 

view of managerial entrenchment and inefficient use of money resources (Dittmar & 

Mahrt-Smith, 2007; Harford et al., 2008) would lead investors to discount the cash 

holdings in high-CSR-performance firms, since managers would extract private 

benefits from them. Pinkowitz et al. (2006) and Frésard and Salva (2010), however, 

also indicate that the investor protection level would determine managers‘ ability to 

pursue their private interests.  

The standard of legal rights granted to shareholders and the extent to which those 

rights are respected compound the level of investor protection. The legal rights 

granted are similar for all the firms included in the sample, as long as the sample only 

includes Brazilian firms. Nonetheless, some of the Brazilian firms listed in the sample 

are also cross-listed in more restricted markets (e.g., companies with American 

Depositary Receipts). The cross-listing requires the firm to comply with the stricter 

regulation (e.g., American shareholder regulations). Frésard and Salva (2010) note 

that a U.S. listing constrains the inefficient allocation of cash in firms from countries 

with weak institutional environments. To explicitly test the effect of stricter regulation 

on Brazilian firms, Table 6 presents the results of the main model with a sample 

restricted to only Brazilian firms with American Depositary Receipts. In other words, 

the sample only includes firms that need to comply with the stricter investor 

protection that accompanies U.S. cross-listing.  
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Table 6. CSR performance and the value of cash, : U.S. cross-listing sample 
This table presents the results of an Ordinary Least Squares panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of the 
cash value model.       indicates a past 1-year change of variable      and         indicates a future 1-year change of variable     . The model-dependent 

variable is     , i.e., the firm‘s market value, defined as market capitalization plus total liabilities (Tobin‘s Q).      is Earnings Before Interest and Taxes (EBIT). 

     is interest expenses.      is total dividends paid.       is net assets, defined as total book assets minus cash and cash equivalents. All previously mentioned 

variables are scaled by      .                 is excess cash, calculated as the difference between the actual level of cash and the predicted optimal level of 

cash, see Appendix. The sample is restricted to firms with positive excess cash and non-missing values as well as to firms with U.S. cross-listing instruments. 
       is           in columns 2 and 3,        in columns 4 and 5,        in columns 6 and 7,        in columns 8 and 9, and       in columns 10 and 11. The 

regressions also include sector and year fixed effects (FE). Financial (but not CSR) variables are winsorized at the 5% and 95% levels. Robust standard 
errors are in parentheses.  *denotes statistical significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical 
significance at the 1% level. 

  

Baseline 
model 

Overall Combined 
CSR Performance 

Overall CSR 
Performance 

Environmental 
Performance 

Social 
Performance 

Corp. Governance 
Performance 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

Cash Measurei,t 1.398 1.505 -6.423 0.936 -13.92*** 1.056 -3.207* 1.064 -9.155*** 1.436 -2.479 

 

(1.414) (1.333) (4.886) (0.819) (1.119) (0.974) (1.676) (0.627) (1.649) (1.337) (1.463) 

CSRi,t  -0.511 -1.707 -1.428* -2.928*** -1.080** -1.351*** -1.084** -2.020*** -0.223 -0.724* 

 

 (0.648) (1.144) (0.717) (0.679) (0.353) (0.313) (0.410) (0.369) (0.229) (0.371) 

Cash Measurei,t x CSRi,t    14.41*  24.55***  7.158*  16.16***  6.998** 

 

  (7.409)  (1.584)  (3.316)  (2.690)  (2.580) 

Ei,t 
7.831*** 8.669*** 9.747*** 8.642*** 8.870*** 8.067*** 8.013*** 8.726*** 8.270*** 8.016*** 8.576*** 

 

(2.050) (2.413) (2.246) (1.598) (1.187) (1.723) (1.680) (1.923) (1.619) (2.028) (2.095) 

dEi,t -3.965*** -4.164*** -4.388*** -4.344*** -4.051*** -4.090*** -3.995*** -4.313*** -4.394*** -4.071*** -3.903*** 

 

(0.945) (1.052) (1.104) (0.975) (1.095) (0.909) (0.972) (0.911) (1.147) (1.035) (1.083) 

dEi,t+1 2.558 3.047* 4.092*** 2.540* 3.086** 2.040 2.190 2.683* 2.223** 2.599 3.166* 

 

(1.673) (1.352) (1.170) (1.114) (0.933) (1.756) (1.856) (1.204) (0.834) (1.482) (1.564) 

dNAi,t -0.545* -0.712* -0.780* -0.442* -0.874* -0.363 -0.436 -0.487** -0.519* -0.517 -0.805* 

 

(0.274) (0.331) (0.355) (0.223) (0.414) (0.222) (0.301) (0.192) (0.240) (0.323) (0.382) 

dNAi,t+1 
-1.107** -1.186** -1.518** -0.814* -1.013** -0.761 -0.865* -0.924* -0.986** -1.097** -1.214* 

 

(0.473) (0.506) (0.580) (0.419) (0.350) (0.478) (0.412) (0.456) (0.356) (0.450) (0.552) 

Ii,t 1.819 2.662 -0.392 3.209 -3.888* 1.101 2.172 2.233 1.734 3.142 -3.221 

 

(6.609) (6.567) (7.271) (4.857) (1.797) (6.633) (5.755) (5.587) (2.694) (5.842) (4.405) 

dIi,t -0.0128 -0.830 -3.810 3.300 4.755 4.746 3.436 1.960 4.003 -1.089 -2.091 

 

(16.04) (16.12) (13.59) (14.27) (10.35) (18.36) (17.38) (12.29) (7.298) (14.81) (15.40) 

dIi,t+1 8.114 9.994 14.93** 7.602 8.328*** 8.300 7.547 8.260 5.600* 7.962 10.03* 

 

(5.307) (5.383) (5.073) (4.200) (1.696) (5.447) (5.114) (5.366) (3.007) (4.710) (4.770) 
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Di,t 4.735 3.548 1.989 3.399 2.776*** 6.214* 6.207** 2.480 2.724* 4.004 2.758 

 

(3.283) (3.956) (3.417) (1.970) (0.629) (2.783) (2.613) (2.390) (1.451) (3.449) (3.230) 

dDi,t -3.273 -2.801 -1.352 -3.417* -1.989 -5.424** -5.040** -3.174* -3.359 -2.871 -1.537 

 

(2.148) (1.969) (2.115) (1.796) (2.518) (2.029) (2.061) (1.643) (2.196) (1.907) (2.040) 

dDi,t+1 4.686* 3.877 3.702 2.986 3.266 4.900* 4.630* 0.849 1.096 3.930 3.413 

 

(2.268) (2.803) (2.281) (2.260) (1.866) (2.374) (2.305) (2.474) (2.047) (2.745) (2.981) 

dVi,t+1 
-0.486** -0.465*** -0.307*** -0.538** -0.498** -0.446** -0.481** -0.448*** -0.433*** -0.517** -0.452** 

 

(0.146) (0.125) (0.0765) (0.162) (0.153) (0.175) (0.161) (0.112) (0.111) (0.164) (0.148) 

Intercept 0.897* 1.120 2.031* 1.622* 3.119*** 1.276** 1.440*** 1.525* 2.298*** 0.968* 1.619*** 

 

(0.431) (0.701) (1.081) (0.804) (0.551) (0.548) (0.389) (0.793) (0.558) (0.466) (0.476) 

 

           

Sector FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

 

           

Observations 63 63 63 63 63 63 63 63 63 63 63 

Number of firms 16 16 16 16 16 16 16 16 16 16 16 

R-squared 0.928 0.930 0.935 0.943 0.956 0.939 0.941 0.947 0.957 0.930 0.933 
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Table 6 presents results in columns 2, 4, 6, 8, and 10, a negative direct effect of CSR 

and firm value, most of them statistically significant, in line with the Brazilian studies. 

Arouri and Guillaume (2015) hypothesise that, in countries with a weak institutional 

environment, not only shareholders‘ rights would be negatively affected, but non-

financial stakeholders would also have increased difficulty enforcing their rights. This 

difficulty would reduce their commitment as well as the effectivitiy of CSR practicies. 

This relation can help explain the significant relation of CSR performance and firm 

value.  

Though, in columns 3, 5, 7, 9, and 11, all the coefficients of the interaction terms of 

cash and CSR performance are positive and statistically significant, these results 

provide evidence that investors do not value the effects of CSR performance directly. 

Albeit, investors expect that firms with higher CSR performance have a better use of 

cash and pay out a premium for that cash held in excess. The changing coefficients 

of cash holdings, when added to the interaction term of CSR and cash, also help 

support the view that CSR practices could increase firm value in an indirect way.  

The cross-listing results support Hypothesis 2 and reject Hypothesis 1. The results 

support the conflict-resolution view of CSR activities despite the weak institutional 

environment for the cash holdings premium. This premium holds true and significant 

only when managers are submitted to a constrained institutional environment. This 

also gives support to Hypothesis 3, where CSR performance effect on financial 

performance is positively related to the level of investor protection, here represented 

by the cross-listing in a stricter market. 

The sample firms differ in terms of the legal environment to which they are submitted, 

but they also differ on the coercive mechanisms of corporate governance used to 

compensate for the effects of the weak institutional environment in Brazil. Table 7 

presents the results of previous tests (i.e., Table 5 and Table 6), controlled for the 

corporate governance score to test for misspecification of the models. The test adds 

the corporate governance score and an interaction term with cash measure, as in 

Dittmar and Mahrt-Smith (2007), to control for those effects. The results report only 

the coefficients and standard errors of the variables of interest, i.e.,                  

and        and their interaction terms. 
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Table 7. CSR performance and the value of cash, controlled for Corporate Governance 
This table presents the results of an Ordinary Least Squares panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of the 
cash value model. The model-dependent variable is     , i.e., the firm‘s market value, defined as market capitalization plus total liabilities scale by      , net assets, 

defined as total book assets minus cash and cash equivalents.                 is excess cash, calculated as the difference between the actual level of cash and 

the predicted optimal level of cash, see Appendix. The sample is restricted to firms with positive excess cash and non-missing values and, in columns 6 to 10 to 
firms with U.S. cross-listing instruments.        is          ., overall combined CSR performance and       is corporate governance performance. The other control 

variables are included in the model, but omitted in the results. The regressions also include sector and year fixed effects (FE). Financial (but not CSR) variables 
are winsorized at the 5% and 95% levels. Robust standard errors are in parentheses.  *denotes statistical significance at the 10% level; **denotes statistical 
significance at the 5% level; ***denotes statistical significance at the 1% level. 
 

  Total Brazilian Sample Cross-listing Sample 

  

Baseline 
model 

Overall Combined CSR 
Performance 

Baseline 
model 

Overall Combined CSR 
Performance 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Cash Measurei,t 1.011 0.975 -0.973 -0.847 -0.906 1.398 1.505 -6.423 -2.762 -7.027 

 
(0.604) (0.657) (2.605) (0.991) (2.527) (1.414) (1.333) (4.886) (1.963) (4.718) 

CSRi,t 
 

-0.193 -0.477 -0.530* -0.542 
 

-0.511 -1.707 -0.528 -1.362 

  

(0.249) (0.463) (0.239) (0.499) 
 

(0.648) (1.144) (0.712) (1.283) 

Cash Measurei,t x CSRi,t  
 

 3.895 

 
0.180 

  
14.41* 

 
10.43 

  

 (5.673) 

 
(4.925) 

  
(7.409) 

 
(9.021) 

CG,i,t 
   

0.047 0.051 
   

-0.614* -0.420 

    
(0.169) (0.139) 

   
(0.274) (0.282) 

Cash Measurei,t x CGi,t  
   

4.273 4.207 
   

7.653** 5.007 

 

   (3.217) (2.296) 
   

(2.895) (3.597) 

           Sector FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

 

          

Observations 181 181 181 181 181 63 63 63 63 63 

Number of firms 54 54 54 54 54 16 16 16 16 16 

R-squared 0.845 0.846 0.847 0.850 0.850 0.928 0.930 0.935 0.934 0.937 
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The results in Table 7 indicate that corporate governance has a postive yet not 

significant direct effect on the total sample of firms. This result is partially in line with 

the positive direct relation of Carvalhal Da Silva and Leal (2005). Also, the corporate 

governance performance has a negative effect (also not significant) on the cross-

listing sample, although the interaction term of the corporate governance measure 

and the excess cash present a positive yet not significant relationship with value in 

most results. In column 9, the interaction term is statistically significant. This positive 

relation is in line with Dittmar and Mahrt-Smith's (2007) results, where the coercive 

mechanisms increase investors‘ valuation of excess cash. Albeit, the direct effect of 

CSR measures is negative but not significant in all models.  

The addition of the interaction term of CSR performance and cash holdings to the 

model in Table 7, columns 3, 5, 8, and 10, changes the level of the effect captured by 

the interaction term of corporate governance with cash, but it holds the positive 

value. The interaction term between CSR and cash is positive in all the results, albeit 

it loses its significance in column 10, when compared to column 8. The results 

evidence that the excess cash premium for high CSR performance firms is not robust 

when controlled for corporate governance. 

Robustness tests 

This section presents additional robustness tests performed on the sample used in 

the previous results. The results report only the coefficients and standard errors of 

the variables of interest (i.e.,                  and         and their interaction term). 

The use of positive excess cash in the main results, as in Dittmar and Mahrt-Smith 

(2007) and Frésard and Salva (2010), is due to Arouri and Guillaume's (2015) 

hypothesis that this cash is not needed for daily operations, and so managers would 

have more incentives to use it for their private benefit. The test of the CSR 

performance on the value of the excess cash would indicate if CSR activities would 

help alleviate conflicts with stakeholders, especially when constrained by a stronger 

institutional environment. The results showed a negative relation of CSR 

performance and firm value, but a positive relation between its interaction term and 

cash holdings.  
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In order to avoid the problem of measuring the ―normal‖ level of cash and the sample 

reduction, Table 8 and Table 9 present the results with the total cash as cash 

measure in columns 1, 2, 3, 4, and 5, and total excess cash, columns 6, 7, 8, 9, and 

10. Table 8 includes all Brazilian firms in the sample and Table 9 includes only cross-

listed firms. 

The results on both samples present some key differences from the main results, 

notably the cash measures and their interaction terms with CSR performance 

coefficients. The cash measures coefficients are all positive and some are statistically 

significant. Also, the interaction terms of cash and CSR performance coefficients are 

negative in the total sample and the excess cash models of the cross-listing sample, 

but not significant. The total cash models of cross-listing samples (columns 8 and 10 

of Table 9) are postive yet not significant. These results weaken the robustness of 

the main results, once the cash premium does not hold true for different cash 

measures, contrary to Arouri and Guillaume's (2015) robustness results. 

Cheung‘s (2016) hypothesis about the endogeneity of cash holdings and CSR 

performance, arguing that is possible for agency costs, not directely observable, to 

drive both dimensions together. The endogeneity can help explain the mixed results 

between the main results and the robustness check. 

The direct and indirect effect of corporate governce remained stable. The coefficients 

do not change signals when compared to the main results, albeit only the coefficients 

of the excess cash models are significant. The explicit control for corporate 

governance performance is to address the widespread view that CSR performance 

only positively affects companies‘ financial performance when accompanied by 

strong shareholder protection (Harjoto & Jo, 2011; Jo & Harjoto, 2011; Harjoto, 2012; 

Ntim & Soobaroyen, 2013). Despite this, the mixed results are inconclusive. 
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Table 8. Robustness check 1 – CSR performance and the value of cash 
This table presents the results of an Ordinary Least Squares  panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of 
the cash value model. The model-dependent variable is     , i.e., the firm‘s market value, defined as market capitalization plus total liabilities scale by      , 

net assets, defined as total book assets minus cash and cash equivalents.                 is total cash holdings scale by       in columns 1, 2, 3, 4, and 5, 

and total excess cash in columns 6, 7, 8, 9, and 10, calculated as the difference between the actual level of cash and the predicted optimal level of cash, see 
Appendix. The samples include all firms‘ observations restricted only for missing values.        is          ., overall combined CSR performance and       is 

corporate governance performance. The other control variables are included in the model, but omitted in the results. The regressions also include sector and 
year fixed effects (FE). Financial (but not CSR) variables are winsorized at the 5% and 95% levels. Robust standard errors are in parentheses.  *denotes 
statistical significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical significance at the 1% level. 

  Total Cash Holdings Total Excess Cash Holdings 

  

Baseline 
model 

Overall Combined CSR Performance Baseline 
model 

Overall Combined CSR Performance 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Cash Measurei,t 1.587*** 1.573*** 2.368** 1.386** 2.286* 1.368*** 
1.361**
* 1.768 0.752 1.711 

 

(0.183) (0.171) (1.025) (0.467) (1.019) (0.250) (0.234) (1.347) (1.017) (1.509) 

CSRi,t 
 

0.123 0.355 -0.145 0.285 
 

0.174 0.179 -0.0543 -0.0285 

  
(0.234) (0.500) (0.316) (0.563) 

 
(0.254) (0.261) (0.341) (0.345) 

Cash Measurei,t x CSRi,t  
  

-1.627 
 

-3.071 
  

-0.845 
 

-3.403 

   
(2.361) 

 
(2.176) 

  
(3.184) 

 
(2.035) 

CG,i,t 
   

0.278 0.111 
   

0.290** 0.272** 

    
(0.159) (0.152) 

   

(0.106) (0.113) 

Cash Measurei,t x CGi,t  
   

0.519 1.744** 

   
1.420 2.852 

    
(1.223) (0.709) 

   
(2.577) (2.270) 

Observations 313 313 313 313 313 313 313 313 313 313 

Number of firms 72 72 72 72 72 72 72 72 72 72 

R-squared  0.861 0.861 0.862 0.864 0.865 0.855 0.855 0.855 0.858 0.858 
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Table 9. Robustness check 2 – CSR performance and the value of cash 
This table presents the results of an Ordinary Least Squares  panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of the 
cash value model. The model dependent variable is     ,, i.e. the firm‘s market value, defined as market capitalization plus total liabilities scale by      , net 

assets, defined as total book assets minus cash and cash equivalents.                 is total cash holdings scale by       in columns 1, 2, 3, 4, and 5, and 

total excess cash in columns 6, 7, 8, 9, and 10, calculated as the difference between the actual level of cash and the predicted optimal level of cash, see 
Appendix. The samples include all firms‘ observations restricted only for missing values.        is          ., overall combined CSR performance and       is 

corporate governance performance. The other control variables are included in the model, but omitted in the results. The sample is restricted to firms with 
positive excess cash and non-missing values as well as to firms with U.S. cross-listing instruments. The regressions also include sector and year fixed effects 
(FE). Financial (bit not CSR) variables are winsorized at the 5% and 95% levels. Robust standard errors are in parentheses.  *denotes statistical significance 
at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical significance at the 1% level. 
 

  Total Excess Cash Holdings Total Cash Holdings 

  

Baseline 
model 

Overall Combined CSR Performance Baseline 
model 

Overall Combined CSR Performance 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Cash Measurei,t 3.047*** 3.074*** 3.284 2.113 2.820 2.249*** 2.344*** 0.901 1.800 0.596 

 

(0.638) (0.757) (1.870) (1.668) (1.882) (0.429) (0.522) (2.934) (1.453) (2.989) 

CSRi,t 
 

-0.0359 -0.0259 0.226 0.269 
 

-0.155 -0.514 0.136 -0.285 

  
(0.615) (0.663) (0.637) (0.640) 

 
(0.563) (1.009) (0.566) (0.986) 

Cash Measurei,t x CSRi,t  
  

-0.403 
 

-1.971 
  

2.541 
 

2.969 

   
(3.113) 

 
(1.852) 

  
(4.704) 

 
(4.668) 

CG,t 
   

-0.328* -0.341** 

   
-0.445 -0.326 

    

(0.151) (0.142) 

   
(0.305) (0.274) 

Cash Measurei,t x CGi,t  
   

1.771 2.401 
   

0.935 0.0954 

    
(2.144) (2.018) 

   
(1.790) (1.521) 

Observations 63 63 63 63 63 63 63 63 63 63 

Number of firms 16 16 16 16 16 16 16 16 16 16 

R-squared 0.904 0.904 0.904 0.905 0.905 0.905 0.905 0.906 0.907 0.908 
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Furthermore, Table 10 presents results comparable to the main ones with the 

dependent variable changed to align with market-to-book value. The analysis 

estimates the effects of CSR performance on value by investors‘ view of their stake in 

the firm. The results are consonant with the main ones. 
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Table 10. Robustness check 3 – CSR performance and the value of cash 
This table presents the results of an Ordinary Least Squares  panel regression with random effects (REM) and Driscoll-Kraay standard errors estimation of the 
cash value model. The model dependent variable is       ,, i.e. the firm‘s market-to-book value, defined as market capitalization scaled to shareholders‘ book 

value.                 is excess cash, calculated as the difference between the actual level of cash and the predicted optimal level of cash, see Appendix. 

The sample is restricted to firms with positive excess cash and non-missing values.        is          ., overall combined CSR performance and       is 

corporate governance performance. The other control variables are included in the model, but omitted in the results. The regressions also include sector and 
year fixed effects. Financial (but not CSR) variables are winsorized at the 5% and 95% levels. Robust standard errors are in parentheses.  *denotes statistical 
significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical significance at the 1% level. 
 

  

Baseline 
model 

Overall Combined CSR Performance 

  (1) (2) (3) (4) (5) 

Cash Measurei,t 0.133 0.0907 -0.241 0.167 -0.112 

 
(0.587) (0.620) (1.602) (0.565) (1.513) 

CSRi,t 
 

-0.230* -0.278 -0.338** -0.396 

  

(0.117) (0.287) (0.119) (0.293) 

Cash Measurei,t x CSRi,t  
  

0.663 
 

0.854 

   
(3.455) 

 
(3.066) 

CG,t 
   

0.125 0.146 

    
(0.115) (0.100) 

Cash Measurei,t x CGi,t  
   

-0.0138 -0.328 

    
(1.935) (1.565) 

Observations 181 181 181 181 181 

Number of firms 54 54 54 54 54 

R-squared adjusted 0.844 0.845 0.845 0.846 0.846 
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4.2 CSR performance as a determinant of cash holdings 

Table 11 presents the summary statistics of the sample used to analyze the effect of 

CSR performance as a determinant of cash holdings. The mean of the CSR 

performance measures is around 0.502, on a scale of 0 to 1, comparable to the 

sample used in section 4.1. The average of cash holdings scaled to net assets is 

16.4%, higher than the 11.6% of the previous sample and higher than the 9.5% of 

Arouri and Guillaume (2015), but smaller than the 14% of Cheung (2016),12 although 

comparable to Loncan and Caldeira (2014) and smaller than Koshio and Cia (2004), 

two studies that focus only on Brazilian firms. 

The sample would be characterized with large firms (fsize = 6.8) with little to no cash 

flow generation (cfa = 0.68%). The sample also presents high leverage (lev = 0.32), 

and high spending on investments (capxa = 7.9%). There are a few dividend payers 

(payer = 36%); however, the sample firms pay higher levels of dividends (dvpa = 

3.6%). All measures are greater than the ones presented in the sample of Koshio 

and Cia (2004). 

Table 12 presents the correlation matrix of the variables. The correlation between 

cash holdings (cash) and CSR performance (csr) (-0.012) is negative and significant, 

suggesting that CSR firms are less likely to hold more cash. The negative correlation 

is in alignment with the section 4.1 samples of -0,025 (not statistically significant at 

10%) and the results of Arouri and Guillaume (2015), but contrary to the positive 

correlation of 0.09 in Cheung (2016). This preliminary finding gives support to 

Hypotheses 4, 5a, 6a, and 6b, that high CSR performance would be related to small 

cash holdings. 

 

                                            

12
 The comparison is an approximation since (Cheung, 2016) scaled the variables by total assets 

instead of net assets, as performed in this work. 
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Table 11. Summary statistics – CSR performance as a determinant of cash holding 
This table provides the summary statistics of the sample used to estimate the effect of CSR performance as a 
determinant of cash holdings. Data collected from 2007 to 2016, with missing values discarded. cash is cash and 
cash equivalents divided by net assets, defined by total book assets minus cash and cash equivalents. csr and 
cg are Thomson Reuters Asset4 database‘s scores scaled from 0 to 1, measured as the total ESG score adjusted 
by controversies and corporate governance score, respectively. idio and beta refer to idiosyncratic risk and 
systematic risk derived from the market model. fsize is the natural logarithm of net assets. mtb is the market 
value of assets divided by the book value of assets. lev is the book value of debt divided by the net assets. nwca 
is the working capital net of cash and cash equivalents divided by the net assets. cfa is defined as the operating 
cash flow divided by the net assets. cfav is the standard deviation of cfa for the previous ten years, requiring at 
least three observations. capxa is capital expenditure to net assets, while dvpa refer to total dividends to net 
assets. payer and diver are dummy variables capturing whether or not the firm pays dividends and whether the 
firm's number of business segments is greater than one. sgr is the sales growth rate. novomerc is a proxy for 

corporate governance and a dummy variable indicating whether the observation is listed in the Novo Mercado, the 
highest level of corporate governance segment of B3.The proxy used for the firm life cycle is retained earnings to 
total assets (reta). Financial (but not CSR and dummy) variables winsorized at the 5% and 95% levels. 

 

  N mean median sd min max 

cash 414 0.164 0.133 0.115 0.026 0.421 

csr (ESG(c)) 414 0.502 0.495 0.157 0.113 0.807 

beta 414 0.843 0.811 0.262 0.454 1.436 

idio 414 0.141 0.127 0.056 0.078 0.304 

cg 414 0.496 0.504 0.191 0.035 0.922 

cfa 414 0.013 0.019 0.050 -0.106 0.096 

cfav 414 0.048 0.036 0.039 0.014 0.187 

mtb 414 1.808 1.426 1.061 0.788 4.783 

fsize 414 9.443 9.362 1.112 7.218 11.776 

lev 414 0.389 0.375 0.193 0.031 0.745 

capexa 414 0.071 0.064 0.062 -0.031 0.208 

nwca 414 -0.024 -0.017 0.131 -0.313 0.209 

dvpa 414 0.035 0.019 0.042 0.000 0.151 

payer 414 0.872 1.000 0.335 0.000 1.000 

reta 414 0.287 0.358 0.354 -0.809 0.722 

diver 414 0.768 1.000 0.423 0.000 1.000 

sgr 414 0.080 0.091 0.173 -0.305 0.423 

novomerc 414 0.638 1.000 0.481 0.000 1.000 

  ESG = environmental, social, and corporate governance. 

Cash holdings are negatively correlated with idiosyncratic risk (-0.022) and 

systematic risk (-0.015), inconsistently to the precautionary motive and Cheung's 

(2016) findings. However, the idiosyncratic risk and systematic risk are also 

negatively related to cash flow generation (-0.399 and -0.287, respectively) and 

positively related to leverage (0.085 and 0.194, respectively). Both effects could be 

linked to a reduced capacity to generate cash flows, and a high amount of cash 

generation compromised with debt service. There is a negative correlation between 

cash holdings and corporate governance (-0.040), in line with Cheung (2016) (-0.01). 

The level of cash holdings is also positively correlated with the firm's market-to-book 

ratio (0.437), cash flow to assets (0.129), and cash flow volatility (0.160). While it is 

negatively correlated with the firm size (−0.278), networking capital to assets 
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(−0.100), and whether the company's business is diversified (−0.021), in line with 

Cheung (2016). However, capital expenditure (0.134), leverage ratio (0.297), the 

magnitude of dividend payments (0.172), whether the firm pays dividends (0.034), 

and retained earnings to total assets (0.030) present a positive correlation with cash 

holdings, differently from Cheung (2016).  

These results could be related to the level of development of Brazilian financial 

markets and the access to external financing for Brazilian firms, which could increase 

their dependency on internal financing (Leal & Saito, 2003). Koshio and Cia (2004) 

demonstrate that Brazilian firms hold more cash and use more short-term debt than 

American companies, which contributes to the restrained financing markets view. The 

positive relation of CSR and firm size (0.202) to cash flow generation (0.065) is in line 

with Lourenço and Branco (2013) who indicate that Brazilian companies with high 

CSR performance are also bigger and more profitable than their counterparts. 

Table 13 presents the effects of CSR performance as a cash holding determinant 

estimated by an adapted model based on Cheung (2016). Columns (1) to (4) show 

the estimation results of the simultaneous equations in terms of the relationship 

between cash holdings and CSR performance. The estimation method is maximum 

likelihood (ML) as a simultaneous equation model. The control variables used as 

references Cheung (2016) and Opler et al. (1999), although scaled to net assets, 

defined as total book assets minus cash and cash equivalents. The control variables 

include: firm size (size), market-to-book ratio (mtb), leverage ratio (lev), capital 

expenditure to net assets (capxa), dividends to net assets (dvpa), net working capital 

to net assets (nwca), cash flow to net assets (cfa), cash flow volatility (cfav), retained 

earnings to net assets (reta), and a dummy variable if the firm pays dividends 

(payer). There are also dummy variables capturing industry effect at two-digit GICS 

level and year effects as in Cheung (2016). 
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Table 12. Correlation matrix – CSR performance as a determinant of cash holdings 
This table provides the correlation matrix of the sample used to estimate the effect of CSR performance as a determinant of cash holdings. Data collected 
from Bloomberg and Thomson Reuters, from 2007 to 2016; see Appendix for details. cash is cash and cash equivalents divided by net assets, defined as 
total book assets minus cash and cash equivalents. csr and cg are Thomson Reuters Asset4 database‘s scores scaled from 0 to 1, measured as the total 
ESG score adjusted by controversies and corporate governance score, respectively. idio and beta refer to idiosyncratic risk and systematic risk derived from 
the market model. fsize is the natural logarithm of net assets. mtb is the market value of assets divided by the book value of assets. lev is the book value of 
debt divided by the net assets. nwca is the working capital net of cash and cash equivalents divided by the net assets. cfa is defined as the operating cash 
flow divided by the net assets. cfav is the standard deviation of cfa for the previous ten years, requiring at least three observations. capxa is capital 
expenditure to net assets, while dvpa refers to total dividends to net assets. payer and diver are dummy variables, capturing whether or not the firm pays 
dividends and whether the firm's number of business segments is greater than one. sgr is the sales growth rate. novomerc is a proxy for corporate 
governance and is a dummy variable indicating whether the observation is listed in the Novo Mercado, the highest level of corporate governance segment of 
B3.The proxy used for the firm life cycle is retained earnings to total assets (reta). Financial (but not CSR) variables winsorized at the 5% and 95% levels.  
*denotes statistical significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical significance at the 1% level. 

  cash csr idio beta cg cfa cfav mtb fsize lev capexa nwca 

csr -0.012 1.000                     

idio -0.022 -0.253*** 1.000 
         beta -0.015 0.048 0.355*** 1.000 

        cg -0.040 0.551*** -0.115** 0.144*** 1.000 
       cfa 0.129*** 0.065 -0.399*** -0.287*** 0.045 1.000 

      cfav 0.160*** -0.157*** 0.345*** 0.165*** -0.031 -0.226*** 1.000 
     mtb 0.437*** -0.049 -0.180*** -0.321*** 0.047 0.356*** 0.308*** 1.000 

    fsize -0.278*** 0.202*** -0.172*** 0.163*** -0.003 -0.102** -0.294*** -0.476*** 1.000 
   lev 0.297*** 0.124** 0.085* 0.194*** 0.153*** -0.242*** -0.102** -0.138*** 0.101** 1.000 

  capexa 0.134*** 0.107** -0.143*** -0.147*** 0.053 0.133*** -0.134*** 0.213*** 0.081* 0.219*** 1.000 
 nwca -0.100** -0.049 -0.190*** 0.092* 0.058 0.232*** -0.298*** -0.139*** 0.005 -0.200*** -0.212*** 1.000 

dvpa 0.172*** 0.043 -0.300*** -0.327*** -0.008 0.165*** 0.226*** 0.682*** -0.290*** -0.267*** 0.056 -0.121** 

payer 0.034 0.161*** -0.469*** -0.246*** 0.024 0.286*** -0.131*** 0.149*** 0.149*** -0.095* 0.113** 0.143*** 

reta 0.030 0.107** -0.347*** -0.230*** 0.111** 0.478*** -0.013 0.190*** -0.043 -0.101** 0.125*** 0.145*** 

diver -0.021 0.198*** -0.220*** 0.010 -0.002 0.054 -0.057 -0.179*** 0.384*** -0.115** -0.067 0.020 

sgr -0.013 0.030 -0.142*** -0.211*** 0.000 0.289*** -0.084* 0.215*** 0.017 -0.024 0.294*** 0.008 

novomerc 0.119** -0.099** 0.020 -0.129*** 0.110** 0.097** 0.032 0.254*** -0.514*** 0.009 -0.025 0.076 

  dvpa payer reta diver sgr 

payer 0.322*** 1.000 
   reta 0.243*** 0.426*** 1.000 

  diver -0.046 0.235*** 0.167*** 1.000 
 sgr 0.102** 0.144*** 0.136*** -0.033 1.000 

novomerc 0.078 -0.274*** -0.055 -0.307*** 0.039 

      ESG = environmental, social, and corporate governance.  
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The results for the control variables are relatively consistent with the prior literature. 

The positive relationship of cash holdings with the market-to-book ratio (mtb) and 

cash flow volatility (cfav) (Opler et al., 1999; Bates et al., 2009; Dittmar & Duchin, 

2011; Cheung, 2016), the positive relation of cash holdings with the leverage ratio 

(lev), retained earnings to total assets (reta), and whether the firm pays dividends 

(payer) are all contrary to the international literature. Koshio and Cia (2004) also find 

a positive relation between leverage and cash holdings, albeit a negative one 

whether the firm pays dividends for Brazilian firms. 

Also in line with the literature (Ferreira & Laux, 2007; Luo & Bhattacharya, 2009; 

Cheung, 2016), the idiosyncratic risk is positively related to the cash flow to volatility 

(stdcfa) and capital expenditure (capexa), as well as negatively related to the cash 

flow to assets (cfa), market-to-book ratio (mtb), firm size (fsize), retained earnings to 

total assets (reta), and diversification (diver). However, the results show a negative 

relation between idiosyncratic risk and dividend payout (dvpa). 

Table 13 results indicate in column (1) that corporate cash holdings are related 

negatively to idiosyncratic risk while positively to systematic risk. These results are 

contrary to those of Bates et al. (2009), where idiosyncratic risk would be positively 

related to cash; to Acharya et al. (2013), where systematic risk would be positively 

related to cash; and to Cheung (2016), which indicate both relations to be positive 

and significant. The postive relation could be related to country-specific factors. The 

limited financial markets would lead firms to hold up cash the higher the systematic 

risk, supported by Kayo and Famá (1997), Gomes and Leal (2000), Perobelli and 

Famá (2003), and Koshio and Cia (2004). The negative association between 

idiosyncratic risk and cash holdings could be a result of lower margins and 

constrained cash flow generation (see correlation matrix), not directly related to 

managerial discretion. The coefficient of corporate governance presents a positive 

and statistically significant relation with cash holdings, in line with Dittmar and Mahrt-

Smith (2007) and Chen et al. (2012), and contrary to Cheung (2016).  
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Table 13. CSR performance as a determinant of cash holdings 
This table presents the results of a maximum likelihood (ML) estimation of the cash-holdings model 
(i.e., Equations. (1) to (4)) in columns (1) to (4). Panel A reports the estimation results for each of the 
four equations and Panel B shows the joint test results of the three channels where standard errors 
are estimated using the delta method. cash is as cash and cash equivalents to net assets, defined as 
total book assets minus cash and cash equivalents. idio is idiosyncratic risk, and beta is systematic 
risk. csr and cg are Thomson Reuters Asset4 database‘s scores scaled from 0 to 1, measured as the 
total ESG score adjusted by controversies and corporate governance score, respectively. The control 
variables include the cash flow to net assets (cfa), its volatility (cfav),market-to-book ratio (mtb), firm 
size (fsize), working capital net of cash and cash equivalents to net assets (nwca), leverage (lev), 
capital expenditure to net assets (capxa), total dividends to net assets (dvpa), retained earnings to 
net assets (reta), diversification (diver), sales growth rate (sgr), and a dummy variable capturing 
whether the firm is a dividend-paying firm (payer) and if the firm is listed in the Novo Mercado 
(novomerc). The regressions also include sector and year fixed effects (FE). Robust standard errors 
reported in parentheses.  *denotes statistical significance at the 10% level; **denotes statistical 
significance at the 5% level; ***denotes statistical significance at the 1% level. 
 

Panel A (1) (2) (3) (4) 

Variables cash idio beta cg 

Intercept -0.0571 0.235*** 0.570*** 0.0917 

 

(0.0652) (0.0269) (0.144) (0.110) 

idio -0.224**    

 

(0.112)    

beta 0.0143    

 

(0.0208)    

cg -0.116***    

 

(0.0285)    

csr 0.0791** -0.0461*** 0.150** 0.751*** 

 

(0.0363) (0.0132) (0.0700) (0.0499) 

cfa 0.0436 -0.194*** -0.478 -0.180 

 

(0.121) (0.0541) (0.292) (0.206) 

cfav 0.0813 0.362*** 1.656*** 0.244 

 

(0.154) (0.0676) (0.358) (0.255) 

mtb 0.0464*** -0.00932** -0.0588*** -0.00202 

 

(0.00827) (0.00371) (0.0198) (0.0141) 

fsize -0.000354 -0.00720*** 0.0282** -0.0119 

 

(0.00548) (0.00248) (0.0127) (0.00972) 

lev 0.192*** -0.0209* 0.141** 0.0443 

 

(0.0273) (0.0124) (0.0656) (0.0469) 

capexa -0.0590 -0.0337 -0.244 -0.00564 

 

(0.0808) (0.0368) (0.200) (0.139) 

nwca -0.0695 -0.0880*** 0.162 0.0730 

 

(0.0427) (0.0187) (0.0999) (0.0714) 

dvpa -0.284* -0.392*** -0.630* -0.352 

 

(0.165) (0.0707) (0.377) (0.269) 

reta 0.0187 -0.0145** -0.0860** 0.0528** 

 

(0.0158) (0.00693) (0.0366) (0.0261) 

payer 0.00900    

 

(0.0156)    

diver  -0.0159***   

 

 (0.00514)   

sgr   -0.0737  

 

  (0.0655)  

novomerc    0.0486*** 

 

   (0.0186) 

 

    

Year FE Yes Yes Yes Yes 

Sector FE Yes Yes Yes Yes 



59 

Residual var-cov matrix    

cash  2.266e-07    

idio -4.509e-25 9.765e-09   

beta -1.631e-24 1.124e-23 7.914e-06  

cg 3.362e-23 3.752e-24 1.187e-22 2.039e-06 

χ2(15, N = 412) = 100.4, p < .000, CFI = 0.916, RMSEA = 0.117  

Observations 414 414 414 414 

R-squared adjusted 0.484 0.544 0.410 0.437 

 

    

Panel B  Delta Method  

 

Coefficient Std Error Z p-value 

Indirect (idio) 0.011 0025 0.412 0.659 

Indirect (bea) 0.002 0.010 0.206 0.581 

Indirect (cg) -0.087 0.037 -2.317 0.011 
 

  ESG = environmental, social, and corporate governance. 

The csr coefficient is positive and statistically significant related to cash holdings, 

contrary to the findings of Cheung (2016), suggesting that there may be a positive 

direct effect of CSR on the level of cash holdings. Cheung (2016) argues that CSR is 

likely to be endogenous, if there could be some unobserved variable that could be 

omitted from the model and drive both cash holdings and CSR performance, for 

example, agency costs. The author tests this hypothesis, due to the high correlation 

among residual, by the use of an instrumental variable to calibrate csr, which in turn 

loses its statistical significance. Cheung (2016) proposes the instrumental variable 

based on the political orientation (e.g., Republican or Democratic) of the firms‘ state 

headquarters state, which is argued to drive CSR preferences, although this test is 

impractical in Brazil. 

In column (2), the csr coefficient is negatively and statistically significantly related to 

idiosyncratic risk, consistent with Luo and Bhattacharya (2009) and Cheung (2016). 

The effect would associate the CSR activities with improved firms‘ stakeholder 

engagement and serve as a conflict-resolution tool, reducing company-specific risks. 

This effect would give partial support to Hypothesis 4, where CSR performance is 

negatively related to idiosyncratic risk. 

In column (3), the csr coefficient is positively and statistically significantly related with 

systematic risk, contrasting from Albuquerque et al. (2012) and Cheung (2016), 

which indicate that CSR activities would be an investment in customer and investor 

loyalty and would result in reduced sensitivity to market shocks.  
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In column (4), the csr coefficient is positively and statistically significantly associated 

with corporate governance, similar to Jo and Harjoto (2012) and Cheung (2016), 

although the csr measure, by construction, has corporate governance as one of its 

components, which creates a direct dependence. However, this would give partial 

support to Hypothesis 6b, where CSR performance is positively related to corporate 

governance. 

Panel B of Table 13 reports the results of hypothesis testing on the indirect effects of 

the three channels based on the delta method. Column (1) presents the indirect 

effect of csr is 0.011 by the idiosyncratic channel, 0.002 by the systematic channel, 

and −0.087 by the corporate governance channel. Only the indirect effect of csr via 

the corporate governance channel is statistically significant at the 1% level. This 

result provides substantial support to Hypothesis 6b, where CSR performance is 

positively related to corporate governance, and high CSR performance would be 

associated with strong corporate governance and small cash holdings. 
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5 CONCLUSION 

The literature exploring CSR practices offers two competing views of CSR 

performance and cash holdings. The first, the agency view of CSR (Jiraporn and 

Chintrakarn, 2013), relates CSR activities to entrenched managers making inefficient 

use of cash (Surroca & Tribó, 2008), which would result in investors devaluating the 

firm‘s cash stocks, since managers would not be value-maximizing those stocks. The 

opposite view is of CSR as a conflict-resolution tool (Harjoto & Jo, 2011; Jo & 

Harjoto, 2011 & 2012; Jiraporn & Chintrakarn, 2013). The conflict-resolution view 

advocates that managers use CSR practices as a mechanism for solving conflicts 

with stakeholders and, thus, make more efficient use of money by acting in 

shareholders‘ interests, which would result in investors‘ placing a premium on the 

firm‘s cash stocks value.  

Additionally, the level of shareholder protection and the legal institutions that affect 

the extent to which managers respect that protection, could affect the ability of 

managers to pursue their private interests at the firm‘s expense (Pinkowitz et al., 

2006; Kalcheva & Lins, 2007; Frésard & Salva, 2010). In this way, the level of 

investor protection would affect the level of CSR practices. Arouri and Guillaume 

(2015), accordingly, predict a negative relation between CSR and the value of cash 

holdings in countries with weak investor protection and a low quality of legal 

institutions. 

The analysis of the impact of CSR practices on the value of cash holdings in Brazil, 

based on the works of Arouri and Guillaume (2015), indicates a positive yet not 

significant trend. The excess cash premium related to the CSR performance captures 

all the value of cash holdings in the proposed model. This effect would suggest that, 

even though investors might not value the effect of CSR performance directly, they 

might expect that firms with higher CSR performance have a better use of cash and 

place a premium on that cash held in excess.  

Nonetheless, the analysis of a sub-group of firms with cross-listed instruments in 

stricter shareholder protection countries (e.g., firms with American Depositary 

Receipts) indicated that this positive relation is also statistically significant. Those 
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results support the conflict-resolution view of CSR practices. At the same time, it 

stresses the importance of the institutional environment, since the positive relation 

between cash and value is only true when a high-CSR-performance firm is also 

subjected to a stronger institutional environment. 

Also, the analysis of the cross-listed sub-group indicated a negative and significant 

direct correlation of CSR and firm value, in line with the Brazilian studies. Arouri and 

Guillaume (2015) hypothesise that in countries with a weak institutional environment, 

not only shareholders‘ rights would be negatively affected, but also, non-financial 

stakeholders would have increased difficulty in enforcing their rights. This difficulty 

would reduce their commitment as well as the effectivitiy of CSR practices. This 

scenario can help explain the significant relation between CSR performance and firm 

value.  

The empirical evidence from Harjoto and Jo (2011), Jo and Harjoto (2011; 2012), and 

Jiraporn and Chintrakarn (2013) supports the notion that the conflict-resolution view 

has also been accompanied by strong corporate governance. The results with the 

Brazilian sample, however, are not robust when explicitly controlled for corporate 

governance performance. The cross-listed sample‘s excess cash premium loses its 

statistical significance. 

The results are also not robust with respect to different specifications of cash 

holdings (i.e., total cash holdings and total excess cash). The conflicting results 

related to different specifications of cash holdings can be related to the endogeneity 

between CSR and cash holdings indicated by Cheung (2016), which need further 

investigation. However, the results are robust to different specifications of firm value 

(e.g., firm value [Tobin‘s Q] and shareholder value [market-to-book ratio]).  

Cheung (2016) proposes that CSR would affect the cash holdings through three 

different channels: the idiosyncratic risk channel, the systematic risk channel, and the 

corporate governance channel. The first channel would relate CSR activities to 

greater social (moral) capital, and that would improve the relationships with 

stakeholders, which in turn could be drawn upon in bad times and would reduce the 

need to have cash stock. The second channel associates CSR activities with 
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reduced price elasticity of a firm‘s demand as well as increased investor loyalty, 

which would reduce the sensitivity to aggregate market shocks, which could further 

reduce or increase the necessity of holding cash. The lower sensitivity to market 

shocks would reduce the need for cash holdings, but firms could exploit this lower 

sensitivity to market shocks to have a shorter debt maturity capital structure, which 

would increase the need for cash holdings. The third channel associates CSR 

activities with increased or decreased agency problems related to cash holdings. 

The result of the test using a sample of only Brazilian firms supported a strong 

positive relation between CSR performance and corporate governance in those firms. 

This result indicates a complementarity of function between CSR and corporate 

governance in shaping the objective functions and constraints faced by firms, in line 

with Beltratti (2005). This might be related to an efficient use of the entrenchment 

strategy by Brazilian managers to solve stakeholder activist issues (Cespa & 

Cestone, 2007; Surroca & Tribó, 2008; Fabrizi et al., 2014). 

The negative and significant relation between CSR performance and idiosyncratic 

risk also supports this view, since higher CSR performance would be related to 

reduced idiosyncratic risk. The indirect effect of CSR performance on cash holdings 

via the idiosyncratic channel was positive, yet not statistically significant, but in line 

with the view of Acharya et al. (2013). The authors suggest that riskier companies 

would hold up more cash to reduce their refinancing risks. This effect could be 

related to a more responsible managerial response because of a positive effect of 

CSR performance towards reducing refinancing risk, since idiosyncratic risk is also 

linked to lower cash flow generation and higher leverage. 

Additionally, the positive and significant relation between CSR performance and 

systematic risk contrasted with the results of Albuquerque et al. (2012) and Cheung 

(2016). The authors claim that CSR activities would be an investment in customer 

and investor loyalty and thus would result in reduced sensitivity to market shocks, 

which was not true for the Brazilian firms sample. 
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6 APPENDIX 

6.1 Estimation of excess cash 

The estimation of excess cash is based on the difference between a company‘s 

actual cash holdings and the estimated ―normal‖ level of cash. The literature 

indicates many variables that motivate the accumulation of cash holdings. This work 

uses an adaptation of Arouri and Guillaume (2015) and Opler et al. (1999): 

  (       )                                                             

                                                              

                                                                                                               (1) 

Market and fundamental data were extracted from Bloomberg and Thomson Reuters, 

consider year-end data, and are measured in Brazilian Reais in nominal terms, 

unless otherwise stated. 

Table 14. Excess cash model variables description 
Variable Name Source Description 

Ln(Cash)i,t Ln Cash and 
Equivalents 

Bloomberg Natural logarithm (Ln) of the book value of cash and cash 
equivalents by year‘s end. 

PSGi,t Product Sales 
Growth (3Y) 

Bloomberg Percentage change of sales over the past 3 years from year-
end observation. 

Sizei,t Ln Net Assets Bloomberg Natural logarithm of net assets, defined as total book assets 
by year‘s end minus cash and cash equivalents. 

FCFi,t Free Cash Flow Bloomberg Book value of earnings after interest, dividends, and taxes, 
but before depreciation by year‘s end divided by net assets. 

NWCi,t Net Working 
Capital 

Bloomberg Book value of working capital need, defined as total current 
assets minus total current liabilities, minus cash and cash 
equivalents divided by net assets. 

IndustrySigmai,t Cash flow risk 
measure 

Bloomberg Standard deviation of cash flow to net assets, defined as the 
book value of income before extraordinary items by year‘s 
end minus cash distributed as dividends to shareholders in 
the year divided by net assets, for the previous five years of 
year-end observations, only if we have at least three 
observations in the period. 

Dividendi,t Dividends paid Bloomberg Book value of cash distributed as dividends to shareholders 
in the year divided by net assets. 

Leveragei,t Leverage Bloomberg Book value of debt by year‘s end, defined as the sum of long-
term and short-term debt, divided by net assets. 

Capexi,t Capital 
expenditures 

Bloomberg Book value of the investing cash flow in the year divided by 
net assets. 

ESG(c)i,t ESG Combined 
Score 

Thompson 
Reuters 

ESG dimension score combined with controversies by year‘s 
end, scaled from 0 to 1. 

ESGi,t ESG Score Thompson 
Reuters 

ESG dimension score by year‘s end, scaled from 0 to 1. 

Envi,t Environmental 
Score 

Thompson 
Reuters 

Environmental dimension score by year‘s end, scaled from 0 
to 1. 

Soci,t Social Score Thompson 
Reuters 

Social dimension score by year‘s end, scaled from 0 to 1. 
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CGi,t Corporate 
Governance 
Score 

Thompson 
Reuters 

Corporate governance dimension score by year‘s end, 
scaled from 0 to 1. 

Source: Bloomberg, Thomson Reuters.  Elaboration: Author.  ESG = environmental, social, and 
corporate governance. 

 

The estimation is based on OLS panel regression with random effects (REM), also 

includes sector and year fixed effects as well as Driscoll-Kraay standard errors. In 

order to build the database used, data was selected from all companies listed in B313 

from 2000 and 2016. Observations of the GICS sector 40 ―Financials‖ were 

discarded. To mitigate the effect of outliers, all the variables (except the CSR 

performance variables) are winsorized at their fifth and ninety-fifth percentiles. The 

final sample presents 245 firms with 1447 firm-year observations. Table 15 reports 

the summary of statistics of the variables used in the estimation of excess cash. 

Table 16 reports the correlations matrix.  

Table 15. Summary statistics – Calculation of excess cash 
This table provides the summary statistics of the sample used to estimate the ―normal‖ level of cash. 

Data collected from 2000 to 2016 with missing values discarded.            , is the natural logarithm 

of cash and cash equivalents scaled by net assets, defined as total assets minus cash and cash 

equivalents.        is sales growth over the past 3 years.          is the natural logarithm of net assets. 

       is earnings after interest, dividends, and taxes, but before depreciation, scaled by net assets. 

       is net working capital, estimated as the difference between current assets (net of cash) and 

current liabilities, divided by net assets.                  is the standard deviation of firm-level cash 

flow to net assets for the previous 10 years if there were at least three observations in the period. 

            is total dividends paid scaled by net assets.             is total debt scaled by net assets. 

          is the ratio of capital expenditures (investing cash flow) to net assets.          ,       ,       , 

       and       are CSR  performance measures and  components thereof. 

 
  N mean median sd min max 

Ln(Cash)i,t 
1,447 -2.133 -2.034 0.907 -4.026 -0.685 

PSGi,t 1,447 0.435 0.328 0.553 -0.412 1.903 

Sizei,t 1,447 8.144 8.201 1.446 5.650 10.687 

FCFi,t 1,447 0.051 0.056 0.067 -0.108 0.168 

NWCi,t 1,447 0.016 -0.004 0.156 -0.273 0.347 

IndustrySigmai,t 1,447 0.056 0.042 0.041 0.016 0.177 

Dividendi,t 1,447 0.032 0.017 0.039 0.000 0.140 

Leveragei,t 1,447 0.351 0.351 0.203 0.000 0.733 

                                            

13
 B3 = Brasil, Bolsa, Balcão; the only Brazilian stock exchange. 
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Capexi,t 1,447 0.072 0.058 0.068 -0.032 0.233 

ESG(c)i,t 412 0.503 0.495 0.156 0.113 0.807 

ESGi,t 421 0.541 0.560 0.158 0.113 0.865 

Envi,t 423 0.525 0.547 0.211 0.087 0.920 

Soci,t 425 0.576 0.613 0.216 0.029 0.975 

CGi,t 422 0.491 0.496 0.192 0.035 0.922 

ESG = environmental, social, and corporate governance. 
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Table 16. Correlation Matrix – Calculation of excess cash 
This table provides the correlation matrix of the sample used to estimate the excess cash holdings. Data collected from Bloomberg and Thomson Reuters, 
from 2000 to 2016, with missing values discarded.            , is the natural logarithm of cash and cash equivalents scaled by net assets, defined as total 

assets minus cash and cash equivalents.        is sales growth over the past 3 years.          is the natural logarithm of net assets.        is earnings after 

interest, dividends, and taxes, but before depreciation, scaled by net assets.        is net working capital, estimated as the difference between current assets 

(net of cash) and current liabilities, divided by net assets.                  is the standard deviation of firm-level cash flow to net assets for the previous 10 

years if there were at least three observations in the period.             is total dividends paid scaled by net assets.             is total debt scaled by net 

assets.           is the ratio of capital expenditures (investing cash flow) to net assets.          ,       ,       ,        and       are CSR performance 

measures and components thereof.  ***denotes statistical significance at the 1% level; **denotes statistical significance at the 5% level, *denotes statistical 
significance at the 10% level. 
  Ln(Cash)i,t PSGi,t Sizei,t FCFi,t NWCi,t IndustrySigmai,t Dividendi,t Leveragei,t Capexi,t ESG(c)i,t ESGi,t Envi,t Soci,t 

PSGi,t 
0.063** 1.000                       

Sizei,t 
-0.095*** 0.126*** 1.000           

FCFi,t 
0.230*** 0.273*** 0.071*** 1.000          

NWCi,t 0.029 -0.012 -0.262*** 0.146*** 1.000         

IndustrySigmai,t 
0.070*** -0.056** -0.361*** -0.258*** -0.071*** 1.000        

Dividendi,t 
0.177*** 0.021 -0.065 0.129*** 0.036 0.065** 1.000       

Leveragei,t 
0.193*** 0.011 0.232*** -0.140*** -0.337*** -0.139*** -0.245*** 1.000      

Capexi,t 
0.135*** 0.254*** 0.108*** 0.300*** -0.130*** -0.052** 0.054** 0.114*** 1.000     

ESG(c)i,t 
0.087* -0.094* 0.251*** 0.084* -0.065 -0.134*** 0.039 0.129*** 0.102** 1.000    

ESGi,t 0.044 -0.133*** 0.418*** 0.048 -0.069 -0.136*** 0.005 0.146*** 0.119** 0.816*** 1.000   

Envi,t 
0.103** -0.125*** 0.422*** 0.036 -0.158*** -0.053 0.075 0.063 0.118** 0.610*** 0.783*** 1.000  

Soci,t -0.053 -0.171*** 0.467*** 0.005 -0.042 -0.197*** -0.081* 0.122** 0.084* 0.717*** 0.883*** 0.612*** 1.000 

CGi,t 0.049 0.033 -0.003 0.064 0.051 -0.015 -0.001 0.159*** 0.053 0.552*** 0.602*** 0.196*** 0.400*** 

ESG = environmental, social, and corporate governance. 
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The results for the control variables are relatively consistent with the prior literature. 

The positive relationship of cash holdings with cash flow volatility (stdcfa) (Opler et 

al., 1999; Bates et al., 2009; Dittmar & Duchin, 2011; Cheung, 2016) and the positive 

relation of cash holdings with leverage are contrary to the international literature, but 

in line with Koshio and Cia (2004). 

Table 17 reports the results of the estimation of the excess cash model as adapted 

from Arouri and Guillaume (2015) and Opler et al. (1999). The results show a 

negative relation of size and cash holdings, indicative of economies of scale in larger 

firms (Miller & Orr, 1966; Opler et al., 1999; Arouri & Guillaume, 2015). Additionally, 

dividends and the cash holdings present a positive relation, contrary to an intuitive 

guess. Opler et al. (1999) and Bates et al. (2009) argue that dividend-paying firms 

would be less financially restrained, which would reduce their precautionary motive 

for holding cash, in line with the intuitive guess. However, Ozkan and Ozkan (2004) 

hold a view that dividend-paying firms would hold more cash in order to guarantee 

the dividends flow, which supports the positive relationship, which is also in line with 

Arouri and Guillaume (2015).  

The international literature indicates a negative relation between net working capital 

and cash holdings, supporting the view of working capital as a substitute for cash 

(Opler et al., 1999; Gao et al., 2013; Arouri & Guillaume, 2015). However, the results 

indicate a positive relation, in line with Koshio and Cia (2004), who found a positive 

relation with cash and accounts receivable, inventories and accounts payable. 

Koshio and Cia (2004) also indicate a positive relation of short-term and long-term 

maturity debt to cash holdings, in line with our results but contrary to Arouri and 

Guillaume (2015). The positive relation of cash and debt could be related to a 

precautionary motive due to lack of financing alternatives. The negative yet not 

significant relation of historical sales growth rate and cash, in line with Bates et al. 

(2009) and Boubaker et al. (2013), indicate that more significant growth opportunities 

demand more investments and consume cash resources. 

Columns 2 to 6 of Table 17 report the results of the baseline model, with CSR 

performance terms included. The overall CSR performance measures and 

environmental score coefficients indicate a positive and significant relation to cash, 
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different from that found by Arouri and Guillaume (2015). These results are opposed 

to the agency problem view of CSR (Cespa e Cestone, 2007; Surroca e Tribó, 2008; 

Fabrizi et al., 2014), since entrenched managers would extract private benefits and 

waste the cash resources and negatively impact their firms‘ level of cash holdings 

(Jensen, 1986). The positive relation helps support the evidence found in section 4.1, 

where CSR performance would be related to higher cash holdings as well as higher 

systematic and idiosyncratic risk, which could put CSR practices in Brazil in line with 

the precautionary motive. The view that cash holdings are affected only by external 

factors such as profitability and competitive pressures (Dittmar & Mahrt-Smith, 2007) 

also supports these results. 

Table 17. Calculation of excess cash 
This table shows the results of an Ordinary Least Squares panel regression with random effects and 
Driscoll-Kraay standard errors estimation of the excess cash model regressions. The dependent 

variable in all models is            , defined as the natural logarithm of cash and cash equivalents 

scaled by net assets, measured as total assets minus cash and cash equivalents. The independent 

variables include:        is sales growth over the past 3 years;          is the natural logarithm of net 

assets;        is earnings after interest, dividends, and taxes, but before depreciation, scaled by net 

assets;        is net working capital, estimated as the difference between current assets (net of cash) 

and current liabilities, divided by net assets;                  is the standard deviation of firm-level 

cash flow to net assets for the previous 10 years if there were at least three observations in the period; 

            is total dividends paid scaled by net assets;             is total debt scaled by net assets; 

          is the ratio of capital expenditures (investing cash flow) to net assets.        is           in 

column 2,        in column 3,        in column 4,        in column 5, and       in column 6. The 

regressions also include sector and year fixed effects (FE). Financial (but not CSR) variables are 
winsorized at the 5% and 95% levels. Robust standard errors are in parentheses.  *denotes statistical 
significance at the 10% level; **denotes statistical significance at the 5% level; ***denotes statistical 
significance at the 1% level. 

  

Baseline 
model 

Overall 
Combined 
CSR 
Performance 

Overall CSR 
Performance 

Environmental 
Performance 

Social 
Performance 

Corporate 
Governance 
Performance 

  (1) (2) (3) (4) (5) (6) 

Intercept -2.644*** -4.206*** -4.042*** -3.705*** -4.091*** -4.295*** 

 

(0.182) (0.719) (0.701) (0.707) (0.656) (0.620) 

CSRi,t  0.561*** 0.378** 0.482*** 0.139 -0.046 

 

 (0.075) (0.162) (0.061) (0.163) (0.166) 

PSGi,t -0.030 -0.186*** -0.184*** -0.172*** -0.191*** -0.194** 

 

(0.027) (0.050) (0.052) (0.051) (0.057) (0.066) 

Sizei,t -0.027 0.074 0.067 0.035 0.081 0.095 

 

(0.020) (0.066) (0.061) (0.063) (0.052) (0.060) 

FCFi,t 
3.391*** 2.832*** 2.874*** 2.728*** 3.003*** 2.980*** 

 

(0.285) (0.453) (0.454) (0.496) (0.512) (0.517) 

NWCi,t 0.136 -0.171 -0.195 -0.147 -0.190 -0.204 

 

(0.088) (0.327) (0.333) (0.320) (0.327) (0.341) 

IndustrySigmai,t 
2.090*** 2.458*** 2.291** 1.964** 2.388** 2.400** 

 

(0.460) (0.740) (0.766) (0.615) (0.754) (0.831) 

Dividendi,t 
5.766*** 3.212* 3.307* 3.096* 3.565** 3.639** 
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(0.640) (1.516) (1.470) (1.387) (1.336) (1.457) 

Leveragei,t 
1.312*** 1.361*** 1.409*** 1.416*** 1.432*** 1.453*** 

 

(0.094) (0.083) (0.101) (0.092) (0.100) (0.121) 

Capexi,t 
0.410 1.357*** 1.207*** 1.060*** 1.330*** 1.256*** 

 

(0.416) (0.263) (0.232) (0.242) (0.247) (0.240) 

 

      

Sector FE Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes 

 

      

Observations 1,447 412 421 423 425 422 

Number of firms 245 75 75 75 75 75 

R-squared 0.265 0.426 0.420 0.428 0.420 0.417 

 


