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INTRODUCTION
The Corporate Social Responsibility (CSR) concept has become more important in the recent years. It has been extensively investigated by
academics since it can affect firm value, financial performance and firm risk. This study examines the effect of CSR on firm credit risk. We contribute
to the previous literature on this topic by using Credit Default Swaps (CDS) as an alternative approach to measure firm credit risk and The
Sustainability yearbooks to assess the CSR indicators.

THEORETICAL BACKGROUND

CSR impact on financial performance of the firm
Positive relationship:
✓ Good Management theory. Firms engaged in CSR practices, send

signals to the third parties about having trustworthy and highly
professional managers, which affects positively to the financial
performance of the firm (Waddock and Graves, 1997).

Negative relationship:
✓ Shareholders theory. The managers should not act as principals

and spend the shareholders’ money for general social interest
(Friedman, 1970).

CDS advantages as a credit risk measurement tool
✓ The credit derivative market has a very high growth rate and

CDS is the most traded credit derivative (Ericsson et al., 2009).
✓ CDS spreads are more sensitive and contribute more to price

discovery in stock market than the bond market (Norden and
Weber, 2009).

✓ They are more liquid than the bonds due to the standardizations
of CDS contracts and the fixed maturity structure (Lovreta and
Silaghi, 2020).

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

The CSR and CDS spreads. Higher CSR ratings lead to lower CDS spreads (Drago at al., 2019; Razak et al., 2020; Barth et al., 2022).
The CSR and the cost of borrowing. Higher CSR ratings lead to lower interest rates (Goss and Roberts, 2011; Bouslah et al., 2013; Hoepner et al.,
2016; La Rosa et al., 2018).
The CSR and systematic risk. Higher CSR ratings lead to lower market risk (Oikonomou et al., 2012; Albuquerque et al., 2018).

Bearing in mind all the information, we develop our two alternative hypotheses:
Hypothesis 1a (Risk Mitigation view): There is a negative relationship between the CSR scores and the CDS spreads at a significant level.
Hypothesis 1b (Overinvestment view): There is a positive relationship between the CSR scores and the CDS spreads at a significant level.

EMPIRICAL ANALYSIS

Sample: 133 non-financial firms listed in Markit’s North American High Yield and Investment Grade CDX Indices
Period: 2010-2017
Models:

CDS spreads i,t = β0 + β1 CSR_listed i, t-1 + β2 X i,t-1+ εi,t

CDS spreads i,t = β0 + β1 CSR_medal i, t-1 + β2 X i,t-1+ εi,t
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Response variable. the mean transformation of CDS spreads. 
Regressors. CSR_listed, CSR_medal : negative, significant 
X(Control Variables):
▪ Net Sales: negative, insignificant
▪ Total Debt/Common Equity: positive, insignificant
▪ Current Ratio: positive, insignificant
▪ Operating Profit Margin: negative, significant

RESULTS

Robustness check
We use the mean of the natural logarithm of CDS spreads as an alternative
transformation of the CDS spreads (Hock et al., 2020). The results support the robustness
of the baseline results registering similar values in terms of signs and significance.

CONCLUSION

Empirical evidence suggests that
There is a negative relationship between CSR scores and
CDS spreads, significant at 1%. Findings show that more
sustainable companies have a lower credit risk, which
provides proof for our first alternative hypothesis
supporting the Risk Mitigation view.

Future research should:
✓ Use different CSR indicators replicating the current study to see whether the

overall results remain the same.
✓ Analyze the impact of sustainability on firms’ credit risk that are from

emerging market countries to observe whether there is a shift of the trend.
✓ Adopt more advanced econometric techniques to control for endogeneity

and to obtain greater accuracy in results.


