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2
Ruve (%) 7.775 6. 503 44.392 0.922 4.519
Res (%) 4.971 3.238 41.907 0.718 3.389
Rer (%) 5.325 4.378 43.135 0.747 4.039
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Corporate Social Responsibility Ownership
and the Cost of Equity Capital

Xu Shan Huang Jianbai

Abstract: Recently whether corporate social responsibility ( CSR) is priced by capital markets has
become an important issue especially for China where institutional settings are quite different from
other parts of the world. This study examines the effect of CSR towards primary stakeholders on the
cost of equity capital of Chinese listed firms and divides the sample into state — owned enterprises
( SOEs) and non — state — owned enterprises ( NSOEs) to compare. We construct a set of CSR index
system to measure the quality of the CSR practices and use several approaches to estimate firms’ ex
ante cost of equity capital. The results show that firms with higher CSR scores enjoy significantly lower
cost of equity capital. In particular we also find that investment in improving CSR towards investors
make the greatest contribution to reducing firms’ equity financing costs. In addition SOEs have better
CSR and lower cost of equity capital than NSOEs but the effect of CSR in reducing the cost of equity
capital will be greater for NSOEs than for SOEs. Findings suggest that CSR toward primary
stakeholders can be profitable and beneficial to Chinese firms.

Keywords: Corporate Social Responsibility; Cost of Equity Capital, State — owned Enterprises; Non

— state — owned Enterprises.
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