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Reputational Concerns in the Market for Corporate Control 
 

 

 

Abstract 

 

This paper explores whether corporate acquirers account for potential reputational cascades 

when planning and structuring takeovers. Using data from KLD Research & Analytics social 

performance dataset covering the 1996 to 2011 time period, we divide firms into four 

environmental reputation classifications: toxic, green, gray, and neutral. We find that toxic firms, 

who have the greatest potential for negative spillovers, have a lower associated probability of 

being both acquirers and targets even after controlling for firm and industry characteristics. 

Reputations also explain selection of target firms. Acquirers are more likely to pair with similar 

reputation firms and are less likely to acquire firms with lower reputations. Most notably, green 

firms in our sample never acquire toxic firms. Acquirers that buy firms with differing 

environmental reputations use a higher percentage of stock in their acquisition offers. We further 

show that the returns to acquirers are lower when they acquire firms outside of their area, which 

suggests that spillovers can reduce the combined firm value. Collectively, these findings suggest 

that potential negative reputational spillovers help explain the pairing and structuring decision in 

acquisitions.      

 

 

Key words: Reputational capital, merger and acquisitions, environmental practices, spillover 

effects, firm value
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1. Introduction 

Though the reasons for acquisitions remain widely debated,
1
 there is little doubt that 

bringing two firms under common ownership can dramatically alter the incentives and 

coordination efforts among the contracting parties associated with the acquirer and its target 

(Arrow, 1975). Property rights theory posits that firm boundaries matter because ownership 

conveys decision rights over how assets are used and by whom (Grossman and Hart, 1986; Hart 

and Moore, 1990, and Hart, 1995).  Holmstrom and Roberts (1998) further observe that there are 

interdependencies among sets of transactions, which implies that firms do not consider 

relationships and contracts in isolation. Instead, firms factor in potential spillover effects on to 

transactions with other parties when making investment decisions. Despite the potential 

importance of these considerations, there is limited empirical work actually exploring this 

possibility. To fill this gap our paper brings new evidence to bear on how potential 

interdependencies affect the planning and structuring of acquisitions. We use corporate takeovers 

for this analysis because the sheer size and scope of these investment decisions carry pronounced 

potential for spillovers on to other relationships.    

We capture potential spillovers by investigating the pre-merger reputational capital of 

acquirers and their targets. Acquisitions grant access the both tangible assets like property and 

equipment and intangible factors such as reputational capital (Zingales, 2000). Reputational 

assets develop based on whether firms previously have adhered to the agreed upon explicit and 

implicit terms of trade. Transacting parties (i.e. customers, suppliers, employees) then form 

expectations about future behavior and negotiate future transaction accordingly (Klein and 

                                                           
1
 Possible reasons for this action include hubris (Roll, 1986) or agency costs such as entrenchment (Shleifer and 

Vishny, 1989). Other motives include efficiency reasons such as responses to industry shocks that alter the efficient 

scope of the firm (Mitchel and Mulherin, 1996; Harford, 2005). 
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Leffler, 1981). Hence, in searching for a match we anticipate that acquirers consider both the 

target’s complementarities (Rhodes-Kropf and Robinson, 2008 and Hoberg and Phillips, 2010) 

and also any reputational cascades produced in joining the assets under a common owner. If the 

combination alters perceptions regarding whether the post-merger firm will enforce implied 

agreements, the terms of trade between contracting parties could be significantly affected.  

Though we predict that anticipated reputational cascades will affect both the purchasing 

and matching decisions, we are agnostic whether positive or negative spillovers are more 

influential. Negative spillovers could occur if one partner’s reputational capital decreases the 

ability of the combined firm to engage in implicit contracts. For example, a firm with a 

reputation for cutting pensions or reducing workforces could lead employees at the other firm to 

reevaluate the probability that they will suffer the same fate (Shleifer and Summers, 1988). 

Consequently, employees of the higher reputation partner could reduce firm-specific investment 

or demand higher wages to stay. Concerns over these negative spillovers imply that acquirers 

would eschew purchasing target firms that potentially reduce the reputational capital of the 

combined firm. Consequently, we expect to observe that low reputation firms will have reduced 

probabilities of being acquired.  This same argument suggests that a low reputation firm 

acquiring a higher reputation target firm could harm that party’s existing contracting 

relationships, thus lowering the ability to generate takeovers gains. Hence, low reputation firms 

would find pairing less beneficial and exhibit lower rates of acquiring other firms.  

Despite the negative spillover concerns, firms might still choose to acquire low reputation 

targets due to other anticipated complementarities. However, because acquisitions involving the 

low reputation firms generate challenges and risks to sustaining existing relationships, we further 

predict that deals involving these types of firms would be financed more with stock to shift some 
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of the post-integration risk onto target shareholders. Finally, if such pairings intensify 

reputational losses relative to the gains from synergies, then these acquisitions would generate 

reduced returns compared to deals where potential reputational losses are minimal (Negative 

Spillover Hypothesis). 

Positive cascade effects in acquisitions could emanate from two sources. First, if higher 

reputations represent better management of assets, then pairing a lower reputation firm with a 

higher one could allow for new transactions or enable the entities to extract more of the future 

surplus from ongoing contracts. We predict that these higher reputation firms would be more 

likely to be acquirers because they offer better management. This outcome would be similar to 

the q-theory of mergers (Jovanovic and Rousseau, 2002) and we term this as the Positive 

Spillover Effect.  Also, if mergers typically allow for beneficial reputational cascades, then we 

expect to observe firms with dissimilar reputations pairing together to take advantage of positive 

spillovers. Moreover, if these high reputations represent prior investment that can be difficult to 

replicate, then these assets will be scarcer and more valuable, thus increasing their desirability as 

targets. Thus, this scarcity would increase their takeover rate.  

The second avenue for positive spillover to influence mergers is via a halo effect that 

increases the value and perception of the other assets and attributes of the other firm. To the 

extent that investors suffer from “coarse thinking”, they evaluate stocks based on the groups 

characteristics, rather than fundamentals associated with the underlying stocks (Massa and 

Zhang, 2009). Consequently, pairs of dissimilar reputation firms would yield the highest gains, 

and therefore, be more likely to occur than similar reputation firms (Halo Effect Hypothesis). 

In the presence of positive spillovers, the method of payment could involve more cash if 

the risks to the combination are lower when merging differential companies.  Furthermore, 
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acquirer returns should be higher when one party also produces positive reputational cascades for 

the other party’s assets.   

We explore reputation on several dimensions. Foremost, we use a firm’s environmental 

reputation which provides several advantages. First, these practices enable us to group 

environmental reputations into four succinct categories. Using data from KLD Research & 

Analytics, Inc. (KLD),  the four reputational categories are: toxic – firms that generally are 

known for polluting; green – those firms that only exhibit environmentally-friendly policies; gray 

– firms that exhibit characteristics of both green and toxic practices; and neutral –  firms that 

have neither green nor toxic practices. While a firm’s environmental practices only capture one 

aspect of reputation, these policies likely reflect a broader set of choices by the firm on how it 

choose to interact with various parties.
2
 Second, environmental practices are highly visible and 

receive considerable attention from the media, government agencies and investor groups. 

Consequently, deviations from expected behavior can lead to swift and dramatic reassessments 

of reputation (Krishnamurthy, Zhou, and Zhou, 2010). Moreover, growing investment in this 

area suggests that changes in environmental reputation matter to shareholders and corporations. 
3
 

Lastly, acquisitions provide an interesting setting for the role of environmental reputation as only 

financially flexible firms, which are also more likely to be concerned for reputational capital 

(Benabout and Tirole, 2009), undertake acquisitions. 

                                                           
2
 In addition to environmental reputation, KLD reports another 5 corporate social measures (community, human 

rights, employee relations, diversity and customers).  In an unreported analysis, we generate dummy variables for 

concerns for these social reputation components reported in the KLD dataset. We find that Toxic Firm Dummy is 

positively correlated with all measures but the diversity construct. Furthermore, we examine the role of these 

reputation components on acquisition choices in the robustness section and find that majority of these dimensions 

have similar effects on acquisition rates. 
3
 A large number of firms in various industries show environmental friendly policies which indicate their concern 

for environmental reputation. For example, Chiquita has a strict code of conduct for environmental practices for its 

suppliers and McDonald’s uses environmental friendly packaging while Citibank assesses the environmental impact 

of its lending decisions (Vogel, 2005). Furthermore, more than 1000 firms have code of conduct for environmental 

policies and over 2000 corporations issue reports on their CSR performance which includes environmental 

performance (Vogel, 2005) 
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Our paper provides novel evidence documenting the influence of reputational concerns 

on acquisition choices. Our first result reveals that having low environmental reputation 

decreases the likelihood of undertaking an acquisition by 1.8% (relative to a baseline of 8.8%) 

after controlling for firm size, valuation and other determinants of making acquisitions. Firms 

with low environmental reputation are also less likely to be acquired. We address potential 

endogeneity concerns by conducting additional tests that account for confounding effects such as 

firm size, industry affiliation, and M&A liquidity of the industry as well as by implanting 

matched sample and instrumental variable analysis. All of these tests confirm the significantly 

negative effect of a toxic reputation on the probability of being acquired. Neither green nor grey 

firms have distinctly different takeover rates compared to neutral firms. The evidence suggests 

that assets with the most potential for negative spillover effects are less desirable acquisition 

candidates.  

Our empirical tests also reveal evidence consistent with the view that firms with 

substantial environmental reputational assets are more selective in their acquisition choices. 

While firms tend to acquire targets within their own reputational category, green firms exhibit 

the strongest commitment to their reputation. Specifically, they never acquire a toxic firm, 

though they do acquire gray and neutral targets. Toxic firms also are least likely to acquire green 

firms. Those acquirers that stray outside their reputation group often develop a different 

environmental reputation in the post-merger period. Most notably, green firms lose their high 

environmental reputation in the post-acquisition period only if they acquire targets with different 

reputations. Overall, these findings substantiate the view that reputational concerns influence the 

pairing decisions. 
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These findings also contribute to the line of work examining the determinants of merger 

parings. For example, other work examines issues such as innovation and knowledge production 

(Bena and Li (2011) and Sevilir and Tian (2011), geographic distance (Uysal et al. (2008)), and 

culture (Ahern et al. (2012)). Our work adds a new dimension by showing that bidders also 

factor in the reputational effects an acquisition partner might have on the combined firm.  Massa 

and Zhang (2009) explore whether differences in investment demand between the bidder and 

target affect merger pairings and find acquiring more popular targets produces a halo effect that 

has positive spillover effects on the bidder’s own valuation. Our work, however, finds that firms 

tend to stay away from assets that are dissimilar, which suggests a halo effect is not strong in our 

sample.  

We also find evidence documenting significant effects of reputational concerns on the 

payment method. In particular, toxic firms offer a higher percentage of stock in their acquisition 

offers. This evidence lends further support to the notion that the uncertainty over the transaction 

value can influence the method of payment in acquisitions (e.g., Travlos, 1987; Eckbo et al., 

1990; Martin, 1996; Shleifer and Vishny, 2003). Our new insight is that some of the uncertainty 

is generated by reputational concerns. 

Our analysis of acquirer returns shows a significant effect of differing reputational capital 

on acquirer returns. Acquirers pairing with dissimilar targets experience a more negative stock 

price reaction to deals. This effect is primarily driven by acquisitions in which one of the parties 

has low environmental reputation. This evidence adds to the extant literature that examines the 

effect of reputation and social norms on stock prices (Hong and Kacperczyk, 2009; Aktas, de 

Bodt, Cousin, 2011). By showing that the returns at the acquisition announcement are sensitive 

to the differences in environmental reputation, this paper indicates that capital markets 
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incorporate social norms in stock valuation. 

Finally, we conduct robustness tests using several aspects of reputation. These tests 

reveal that majority of concerns are associated with lower likelihood of engaging in an 

acquisition as an acquirer or a target. Collectively, these findings contribute to studies on the role 

of stakeholders on corporate decisions. Specifically, Bae, Kang and Wang (2011) find that 

employee friendly firms hold lower debt ratios. While they find that a firm’s relationship with 

employees influences its capital structure, we show that reputational capital influences 

investment choices and how these investments are financed. The findings in this paper also 

support the work by Diamond (1989) that firms with established reputations are more concerned 

about the potential impact of their investment decisions. Our work adds a new dimension by 

showing that bidders also factor in the reputational effects that an acquisition partner might have 

on the combined firm. 

The remainder of the paper is organized as follows. The next section provides a 

discussion of prior literature on environmental reputations and risks. It also presents our 

hypotheses. Section 3 provides details of the sample selection and descriptive statistics of the 

data. We present the results of our empirical findings in Section 4 and Section 5 concludes. 

2. Reputation’s Effect on Financing and Investment Decisions and Hypothesis 

Development  

There has been substantial evidence that reputations affect firm value. Karpoff and Lott 

(1993) find that firms caught defrauding their own stakeholders suffer deterioration in 

subsequent earnings. Alexander (1999) shows that reputational losses impact the firm’s core 

business particularly when it leads to a loss of customers. Other entities, such as underwriters 

and venture capitalists, experience declines in market share and the number of deals when their 
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reputations deteriorate (Beatty, Bunsis, and Hand (1998), Atanasov, Ivanov, Litvak (2012)). 

Graham, Li, and Qui (2008) report evidence that firms incur a higher cost of capital via increased 

loan rates following a financial restatement.
 4

 

There is an ongoing debate whether environmental reputation and efforts matter to firm 

value. On one hand, Kreps and Wilson (1982) note that the value of a reputation is positively 

related to its fragility. Though harm could occur to all forms of reputation, environmental 

reputation can be particularly vulnerable to loss, and therefore protecting it sustains firm value. 

On the other hand, Friedman (1970) suggests that socially responsible activities waste resources 

because they do not maximize shareholder value.  

To assess the value of reputation, Karpoff, Lott, and Wherely, (2005) study the price 

reaction of firms experiencing an environmental mishap and find that the decline in value is 

limited to the imposed legal penalties. They conjecture that these accidents only impose direct 

costs on to unrelated parties, rather than on to the firm’s own stakeholders. Other work, however, 

finds evidence that environmental practices significantly impact firm value. Sharfman and 

Fernando (2008) show that environmental risk management reduces the cost of capital. Other 

recent work reveals that socially responsible behavior can lower litigation risk, and serve as self-

insurance against adverse reputation events (Godfrey et al. (2009); Minor and Morgan (2011)).  

Yet, there is a very limited understanding whether investments to sustain these 

reputations generate value for the shareholders. Our paper investigates how environmental 

reputation relates to the investment and financing choices of corporate acquirers. Acquisitions 

represent major investment decisions that can irrevocably change the boundaries and nature of 

the firm going forward (Grossman and Hart (1996) and Holmstrom and Roberts (1998)). Most 

                                                           
4
 For a more complete review of the effects of reputational losses around misconduct see Karpoff (2010). 
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notably for our study, the acquisition could produce reputational cascades that impact the future 

rents extracted from implicit agreements with other parties. The ability to generate positive 

spillovers from higher to lower reputational assets could allow the firm to extract more surpluses 

in transactions with other constituents.  For instance, the purchase of a green firm by a non-green 

acquirer could signal a significant shift in the type of investments it will pursue in the future and 

how it will transact with other parties such as customers or the type of supplier it will use. 

Likewise the purchase of a toxic asset by a non-toxic firm could indicate a shift in priorities.
5
  

On the other hand, if the lower reputation assets instead yield negative spillovers, it could 

erode total firm value and reduce the gains from any complementarities. As an example, the 

acquisition of a toxic company by non-toxic firm may increase the litigation risk of its existing 

assets because plaintiffs can go after both the toxic and more valuable non-toxic assets following 

the merger.
6
 Increasing total firm risk could affect transacting parties’ assessments of the 

likelihood the firm will have the ability to honor implicit agreements going forward. 

Given these arguments, we expect that acquirers would be less likely to purchase target 

firms that could tarnish the reputational capital of the combined firm. We postulate that this 

effect could show up in two ways. First, toxic firms would exhibit a lower takeover rate of any 

reputation group rate because they have the highest potential for negative spillover effects. 

Second, the risk of changing a reputation, and negatively impacting the ability to extract rents 

from other transactions, would reduce the occurrence of dissimilar reputation firms from pairing 

together.  

                                                           
5
 Aktas, de Bodt, and Cousin (2011) show that acquirers tend to adopt some of the social and environmental 

behavior of these types of targets, which is consistent with these arguments. 
6
 See Kassinis and Vafeas (2002) and Karpoff et al. (2005) for significant magnitude of environmental litigation 

cost.   
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Though we make no effort to ascertain whether being a green firm is more value-

enhancing in general than being a toxic firm, we assume that green reputations require more 

investment and strategy to develop than a toxic reputation. Based on the argument that firms with 

higher reputational capital are more selective in their investment decisions (Diamond, 1989) and 

that potential loss is higher in cases of a future litigation, we hypothesize that firms with 

established green reputation are less likely to acquire toxic companies.  

Despite the added uncertainty, acquirers could still choose to pursue targets with different 

reputations. For example, firms might acquire these targets due to agency problems or synergy 

and strategic considerations (Jensen, 1986; Andrade, Mitchell and Stafford, 2001; Tanriverdi and 

Uysal, 2011). If managers are concerned about the added reputational uncertainty of the deal, the 

acquirer might prefer to use a higher percentage of stock in its acquisition offer. Stock financing 

functions as a contingent payment mechanism that forces the target shareholders to bear some of 

the ex-post integration risk of the combined firm (Hansen, 1987, Eckbo et al., 1990). Thus, 

managers would offer a higher percentage of stock when an acquirer and its target do not share 

the same reputational capital.  

We also examine the market reaction to merger pairings between acquirers and targets 

with similar and dissimilar reputations. Recent work shows that acquirers often select targets that 

are expected to generate operational synergies (Bena and Li (2011) and Sevilir and Tian (2011)) 

or other positive spillover effects like investor demand (Massa and Zhang (2009). These findings 

suggest that complementary skillsets across different reputations can produce valuable gains. 

Yet, reputational losses could offset some or all of these gains. If pairing with dissimilar firms 

intensifies reputational losses relative to the gains from synergies, then we expect acquirers on 

average would experience lower returns compared to deals where reputational losses are 
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minimal. By examining the reaction to acquirer’s stock price around acquisitions where they 

deviate from their reputational group, we can assess, to a certain extent, the value placed on 

deviating from corresponding reputations. 

3. Sample Selection and Descriptive Statistics 

We obtain our environmental performance measures from the KLD Research & 

Analytics, Inc. (KLD) social performance dataset. KLD is a financial advisory firm that 

generates reports on social screening of firms. In addition to reviewing all major SEC filings 

(e.g., 10-K, annual reports and proxies), KLD has surveyed over 14,000 global news sources for 

S&P 500 firms since 1991. It extended its coverage to Russell 1000 firms in 2001 and Russell 

3000 firms in 2003.  

There are seven sub-indicators for environmental strengths and seven sub-indicators for 

environmental concerns. The sub-indicators of strengths are the whether the firm: produces 

environmentally-beneficial products and services, uses clean energy, provides open 

communication about its environmental program, and engages in extensive recycling, or other 

strengths. The sub-indicators for concerns are whether the firm: releases hazardous waste, 

produces agricultural and ozone depleting chemicals, has regulatory problems, has substantial 

emissions and contributes to climate change, or other concerns. If the firm meets or exceeds the 

KLD threshold in each area, it is assigned a value of one, and zero otherwise. Academic studies 

widely use the KLD dataset to assess corporate social and environmental performance.
7
 

Specifically, Graves and Waddock (1994) argue that the KLD data is the best single source of 

social and environmental performance measures because of its depth and objectivity of the 

                                                           
7
 See, for example, Graves and Waddock (1994), Sharfman (1996), Turban and Greening (1997), Mattingly and 

Berman (2006), Kempf and Osthoff (2007), Galema, Plantinga and Scholtens (2008), Landier, Nair and Wulf 

(2009), Statman and Glushkov (2009) and Bae et al. (2011). 
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analysts.  

 In this paper, we use the total number of environmental strengths and concerns reported 

in the KLD data to measure the environmental performance of the firms in our sample. Although 

these variables are available since 1991, the firm identification variable (CUSIP) is only 

available from 1996. Therefore, we use measures beginning in 1996 and extending through 2010. 

Using the total number of strengths and concerns, we categorize firms into four groups: green, 

toxic, gray and neutral. Green (toxic) firms have at least one environmental strength (concern) 

while having no environmental concerns (strengths). Gray firms have both environmental 

strengths and concerns, whereas neutral firms have neither strengths nor concerns. 

Appendix I provides examples of green, toxic, and gray firms in the merged dataset. 

Agilent Technologies is the greenest firm with four environmental strengths. Disney, with one 

environmental strength and no reported weaknesses, is also classified as a green. DuPont is the 

most toxic firm in our sample with five total weaknesses, including hazardous waste and ozone 

depleting chemicals. Dow Chemical and General Motors are gray firms because they exhibit 

both strengths and weaknesses. General Motors, for example, has pollution prevention, recycling 

practices, and clean energy as strengths, but also produces hazardous waste, has regulatory 

problems, and contributes to climate change. 

We obtain accounting measures from Compustat and stock prices from the Center for 

Research in Securities Prices (CRSP). After merging the KLD data with the Compustat and the 

CRSP datasets, we drop firms that have market capitalization less than $200 million, which 

generates 20,610 firm-year observations. 
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To assess the environmental reputation pairing of an acquirer and its target, we gather a 

sample of mergers and acquisitions (M&A) for each firm that remains in the sample. We pull 

acquisitions of majority interest involving U.S. listed companies that occur between 1997 and 

2011. These dates allow us to use the environmental rating from the year prior to the acquisition 

announcement. In order to ensure the target has a meaningful effect on the acquirer’s assets (and 

hence returns), we drop small targets (i.e., transaction values less than $200 million and that have 

a relative size of less than 5%).   

This process results in 289 acquisitions where both firms are covered in the KLD dataset 

with non-missing financial and accounting information. Of these 289 deals, 6 acquirers made 3 

acquisitions 30 acquirers made 2 acquisitions, and the remaining 254 acquirers made a single 

acquisition. These acquisitions account for substantial shareholder value with an average 

transaction value of $6.189 billion. 

Panel A of Table 1 reports the descriptive statistics of all the 20,610 firm year 

observations with available environmental and financial information. Of this full sample, green, 

toxic and gray firms constitute 7.7%, 10.6% and 5.9%, respectively, while the remaining 75.9% 

are neutral. This finding indicates that 24.1% of the firms in Compustat have at least an 

environmental strength or concern. Furthermore, 4.2% of the firms in the sample subsequently 

become acquisition targets while 8.8% of firms make at least one acquisition during the study 

period. In general, these firms have a mean value of 34.2% leverage, and positive prior stock 

return. All variables are defined in detail in Appendix II. 

[Insert Table 1 about here] 
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Panel B of Table 1 presents descriptive statistics of acquirers and targets as well as deal 

characteristics in the sub-sample of acquisitions. Following Moeller et al. (2004), we calculate 

acquirer cumulative abnormal return (CAR) over a three-day event window from one day before 

to one day after the acquisition announcement date. To benchmark returns, we use a 200-day 

estimation window [-205,-6] in which the market returns are the value-weighted index returns, 

including dividends for the combined New York Stock Exchange, American Stock Exchange, 

and NASDAQ. On average, our bidder firms earn a significantly negative return of -2.3% (t-

value= 5.309).  Because our acquirers tend to be large firms, this evidence is consistent with 

Moller et al (2005) that larger acquisitions tend to drive the negative returns in a sample of 

takeovers. All-stock offers constitute 22.5% of acquisitions and the mean percentage of stock is 

49.60%. A large percentage of our sample, 56.1%, is comprised of within-industry acquisitions. 

Panel C of Table 1 reports the distribution of environmental reputation by industry 

classification. There is considerable variation in the distribution of green, toxic and gray firms 

across industry groupings. The largest concentration of green firms occurs in the agriculture, 

forestry and fishing industries (12.1%).  The mining industry, by contrast, has a large amount of 

toxic firms (37.5%). Even still 7.2% of the mining industry firms have green reputations. There 

is also large variation in the manufacturing industry: 11.0% green, 11.8% toxic and 8.0% gray 

firms. Neutral firms comprise more than half of the firms in all industries but the mining 

industry. The percentage of green firms exceeds the percentage of toxic firms in only 4 out of 10 

industries. Due to significant differences in environmental reputation across industries, we 

account for endogeneity of environmental reputation in our analysis on acquisition choices in the 

next section.      
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4. Reputation and M&A 

4.1 Univariate Analysis 

Table 2 reports mean values for variables of interest in subsamples of green, toxic, gray, 

and neutral firms over the 1997 to 2011 period. The table also shows the differences between the 

means along with statistical significance levels. There are significant differences in the takeover 

rates across the reputation categories. Toxic reputation firms are acquired at a rate of 2.9% while 

non-toxic firms are acquired at a rate of 4.4%. The difference of 1.5% and is statistically 

significant at the 1% level. Firms with the greenest reputations are no more likely to be acquired. 

In fact, they are less likely to be acquired by 1.3% relative to neutral firms. These initial findings 

provide preliminary evidence that acquirers eschew firms with lower reputational capital that 

have could produce negative spillover effects. However, we also note that the greenest firms do 

not have higher rates, which suggests that these reputational assets are not so scarce or valuable 

that they warrant being purchased more. 

[Insert Table 2 about here] 

We also find that toxic firms have a low likelihood of undertaking an acquisition. For 

example, the unconditional probability of acquiring a target is 7.7% for the subsample of firms 

with toxic reputation, whereas it is 8.9% for the non-toxic firms. The difference is 1.2% and 

corresponds to 13.6% relative to the mean overall unconditional probability of being an acquirer 

(8.8%). Furthermore, toxic firms exhibit the lowest likelihood of being an acquirer among other 

reputational groups. Green firms do not have a significantly higher probability of undertaking an 

acquisition relative to both neutral and toxic firms. These findings show that low reputation 

assets tend not to pair with other reputation firm. As before, this evidence is consistent with the 
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potential for negative reputational cascades to influence acquisition choices. We do not find 

evidence that green firms are more active acquirers. At least initially, it shows that potential for 

positive spillover from green reputations does not result in them being more active in the market 

for corporate control. 

We also note that there are systematic differences in other aspects of firms. For example, 

toxic firms are larger, have higher leverage and lower market-to-book (M/B) ratios relative to 

non-toxic firms. Green firms are also larger and have lower market-to-book and cash holdings 

than neutral and gray firms. These findings suggest that environmental reputation measures 

capture more than just environmental actions and perceptions but are also systematically related 

to other features that credibly signal how a firm will behave.
8
 As these differences may explain 

differences in acquisition ratios, we control for these differences in our multivariate analysis.  

4.2 Does Environmental Reputation of a Firm Influence Acquisition Decisions? 

The primary message of the previous subsection is that toxic firms are less likely to 

participate in the market for corporate control as either an acquirer or a target. Interestingly, high 

reputation green firms are also acquired at lower rates. In this section, we examine whether firm 

characteristics confound this finding.  We first consider the possibility that the lower acquisition 

ratio for green and toxic firms is driven in part by valuation differences between toxic and other 

firms. Specifically, toxic are more likely to be targets if they have lower M/B ratios. In Panel A 

of Table 3, we examine the ratio of targets for M/B quartiles. Largely, toxic firms have lower 

acquisition ratios across the various groups, indicating that valuation differences do not likely 

confound the takeover rate. 

                                                           
8
 For example, Bae et al. (2011) show that employee-friendly firms maintain low debt ratios, which is consistent 

with the view that reputation may credibly influence corporate policies and, consequently, financial ratios.   
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[Insert Table 3 about here]   

There is also the possibility that the lower acquisition ratio for green and toxic firms is 

driven in part by differences in firm sizes. Specifically, green and toxic firms are relatively larger 

than neutral firms, and this feature is typically negatively correlated with the probability of being 

acquired. In order to partially alleviate this concern, we examine the ratio of targets for Sales 

quartiles in Panel B of Table 3. While the acquisition ratio tends to decrease with Sales quartiles, 

we largely continue to find lower acquisition ratios for the toxic subsamples relative to neutral 

and other reputational firms in all quartiles. Although the differences are not statistically 

significant in part due to lack of power in the subsamples of Sales quartiles, these findings 

suggest that the lower acquisition ratios are not driven by purely by size.  

Differences in M&A volume of green, toxic and neutral industries could also contribute 

to our findings on the lower acquisition ratios for green and toxic firms. If toxic firms cluster in 

industries that have lower M&A volume, the results might be an artifact of industry groupings. 

Thus, we study the ratio of target firms for Industry M&A Liquidity quartiles in Panel C of Table 

2. Industry M&A Liquidity for each 3-digit SIC code industry is computed as the sum of 

Acquisitions Value for each year divided by the Total Assets of all Compustat firms in the same 

three-digit SIC and year. While the ratio of target firms gradually increases with Industry M&A 

Liquidity, we continue to find a lower likelihood of being acquired for green and toxic firms 

relative to neutral firms. This finding indicates that the lower acquisition ratios of green and toxic 

firms are less likely to be generated by the variation in industries across the reputation categories. 
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Finally, we generate one-on-one matching samples of neutral firms for green, toxic and 

gray firms that share the same one-digit SIC.
9
 We then select the industry-matched neutral firm 

with the closest Sales figure of the sample firm with the restriction that the difference in Sales 

between the firms must be within +/-5%. We find that the difference in Sales of sample and 

matching firms is not statistically significant, verifying the efficacy of the size match. Panel D of 

Table 3 reports the acquisition ratios of target firms for green, toxic and gray firms minus the 

acquisition ratios of target firms in the corresponding sub-samples of matching neutral firms. 

Toxic firms continue to have a lower ratio of target firms relative to matching neutral firms. This 

finding suggests that differences in industries and sizes of toxic and neutral firms are less likely 

to explain the toxic firms’ lower likelihood of being acquired.   

We also examine the ratio of acquirers for environmental reputational groupings in Table 

4. Toxic firms largely attain lower ratios of being an acquirer in the whole and matching samples 

as well as quartiles of Sales, Market-to-Book and Industry M&A Liquidity. Collectively, these 

findings indicate that toxic firms are less likely to undertake an acquisition, which is consistent 

with the view that managers account for their own firm’s environmental reputation in acquisition 

decisions.  

While these univariate analyses generate valuable insights on acquisition behavior, they 

do not provide conclusive evidence as they do not control for other factors that are related to 

takeover likelihood. Thus, we employ a probit analysis in Table 5. The dependent variable is a 

dummy equal to one if the sample firm is acquired in a given year for Models 1 and 3. In 

                                                           
9
 Replications of the matching methodology based on two and three-digit SIC generate small samples. For example, 

gray firms have matching samples of 59 and 219 based on two and three-digit SIC, respectively. As unconditional 

probability of being acquired is 4.2%, even the latter sub-sample unconditionally has 9 target firms. Thus, these 

subsamples are small, and inferences from these small samples are very sensitive to the choice of treatment and 

matching sub-samples. Nonetheless, toxic firms continue to have a lower ratio of being acquired when we conduct 

the matching based on two-digit SIC. The difference is not statistically significant in part due to lack of power in this 

sub-sample.  
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estimation of significance levels, we adjust p-values for standard errors clustered by firm to 

account for correlations among error terms within firm (Petersen, 2009). 

In the probit model, we account for several factors that had been found to be important 

determinants of probability of being acquired and being an acquirer. For example, large firms are 

less likely to be acquired (Song and Walkling, 1993). Thus, we control for firm size by including 

Sales in the probit analysis. As firms that have free cash flow are less likely to attract acquirers 

(Harford, 1999), the probit model has Market Leverage and Log(Cash/TA). Furthermore, 

acquirers are likely to be concerned about overpayment (Moeller, Schlingemann, and Stulz, 

2004) and might shy away from acquiring firms with high Market-to-Book ratios (Harford, 

1999), leading us to include Market-to-Book ratio in our analysis. Furthermore, our probit 

analysis considers the influence of stock and accounting performance (Stock Return and 

EBITDA/TA) on the probability of being acquired (Harford, 1999). Following Schlingemann et 

al. (2002), we also control for the liquidity of the market for corporate assets within an industry 

by including the Industry M&A Liquidity measure in the probit model. Moreover, we add Ratio 

of Green Firms in the firms industry to control for overall environmental reputation of the 

industry. In addition, we account for the exchanges of firms in our estimation of a firm’s 

likelihood of being an acquisition target (NASDAQ Dummy). We follow Hong and Kacperczyk 

(2009) and include industry dummies based on one-digit SIC to disentangle the potential 

confounding effects of industries. Finally, we add year dummies in the analysis to account for 

macroeconomic changes in the time series. 

[Insert Table 5 about here] 

The probit analysis shows a negative and significant effect of Toxic Firm Dummy on the 

likelihood of being acquired even after controlling for firm and industry characteristics. 
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Specifically, Model 1 of Table 5 reports that Toxic Firm Dummy has a negative and significant 

coefficient estimate of -0.113, which translates into a lower likelihood of being acquired by 0.8% 

relative to non-toxic firms, corresponding to 19% decrease relative to unconditional probability 

of being acquired (4.2%). The effect of Toxic Dummy continues to be negative and significant 

relative to that of neutral firms when we include dummy variables for green and gray firms in 

Model 2. Though our univariate analysis showed that green firms have a lower acquisition ratio 

than the neutral and gray groups, this effect does not transcend to the multivariate analysis. Both 

Green and Gray Firm Dummy variables are negative in the probit model, but lack statistical 

significance.   

There is also the possibility toxicity is endogenous as suggested by the systematic 

differences in firm characteristics among environmental reputation groups in Table 2. In Model 

3, we estimate an instrumental probit model by using the ratio of toxic firms in an industry as an 

instrument.
10

 We conjecture and show that firms in industries that have a large fraction of toxic 

firms are more likely to be toxic while industry toxicity is less likely to influence a firm’s 

likelihood of being acquired. 

There are also significant effects of other explanatory variables. Firms with higher M/B 

ratios are less likely to be acquisition targets (Cai and Vijh, 2007). Large firms also have lower 

probability of being acquired. Profitability (EBITDA/TA) and cash holdings (Log (Cash 

Holdings/TA)) are also positively associated with the likelihood of being acquired. Furthermore, 

firms are more likely to be acquired during periods of high liquidity of corporate assets (Industry 

M&A Liquidity). These findings are generally consistent with previous studies on the likelihood 

of being acquired. 

                                                           
10

 The first stage of the instrumental probit analysis is in Appendix III. 
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Next, we consider whether a firm’s environmental reputation influences its likelihood of 

undertaking an acquisition. Specifically, we conduct a multivariate analysis including several 

important factors that are not accounted for in the univariate analysis, but may potentially affect 

the likelihood of making an acquisition. For example, we add EBITDA/TA in our regressions, as 

better performing firms are more likely to undertake acquisitions (Roll, 1986; Harford, 1999). 

We also include the natural logarithm of sales to control for firm size as large firms are more 

likely to make acquisitions (Almazan et al., 2010). Including a proxy for firm size also facilitates 

disentangling the effects of firm size and environmental reputation since large firms are both 

more likely to have an environmental reputation and to undertake acquisitions. We add Market 

Leverage in the regressions because leveraged firms are more likely to be toxic and are less 

likely to undertake an acquisition (Uysal, 2011). To account for potential effects of investment 

opportunities and misevaluation, we add Stock Return and M/B variables in multivariate analysis. 

Furthermore, the regressions include Log(Cash Holdings/TA) since Harford (1999) shows that 

firms with large cash holdings are more likely to undertake acquisitions. Following 

Schlingemann et al. (2002), we also control for the liquidity of the market for corporate assets 

within an industry by including the Industry M&A Liquidity measure in our regressions. Industry 

concentration could also influence acquisition decisions: firms in a highly concentrated industry 

have fewer targets available for acquisitions within the industry, which may limit within-industry 

acquisitions, while enhancing the likelihood of cross-industry acquisitions. Therefore, the 

regressions include the Herfindahl Index. We also account for differences in exchanges by 

including NASDAQ Dummy in the analysis. Finally, we add industry fixed effects and year 

dummies as controls. 
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Table 6 reports the probit analysis. Following Petersen (2009), we estimate p-values in 

probit models based on clustering by firm to account for correlations among error terms within 

the firm. Consistent with the evidence presented in the univariate results, the probit analysis 

shows a negative and significant effect of Toxic Firm Dummy on the likelihood of undertaking 

an acquisition even after controlling for firm and industry characteristics. Specifically, Model 1 

of Table 5 reports that Toxic Firm Dummy has a negative and significant coefficient estimate of -

0.136, which translates into a lower likelihood of pursuing an acquisition by 1.8% relative to 

non-toxic firms, corresponding to 20.5% decrease relative to unconditional probability of making 

an acquisition (8.8%). The effect of Toxic Firm Dummy continues to be negative and significant 

in relative to that of neutral firms when we include dummy variables for green and gray firms in 

Model 2. Both Green and Gray Firm Dummy variables are negative in the probit model, but lack 

statistical significance. The presence of the statistical and economically significant results for 

Toxic Dummy, even after controlling for industry and firm characteristics such as acquirer Sales 

and Market-to-Book, suggests that the influence of environmental reputation is not a reflection of 

firm size or of valuation differences. Nonetheless, we examine this issue more carefully by 

implementing the instrumental probit analysis in Model 3. The negative and significant effect of 

Toxic Firm Dummy remains intact when we use the ratio of toxic firms in an industry as an 

instrument. Collectively, these findings lend support to the notion that environmental reputation 

influences acquisition decisions. Moreover, the potential for negative reputational spillovers has 

the strongest effect.   

[Insert Table 6 here] 

The coefficient estimates for the explanatory variables are largely consistent with 

previous studies. For example, the coefficient estimates for Sales is positive and significant, 



23 

 
 

indicating that large firms are more likely to be acquirers (Cai and Vijh, 2007). We also confirm 

a result reported by Almazan et al. (2010) with our finding that Market Leverage decreases the 

likelihood of undertaking an acquisition, suggesting that leveraged firms are less likely to be 

acquirers. Furthermore, firms with higher Stock Return are more likely to make acquisitions. 

Industry M&A Liquidity and Herfindahl Index have a positive and a negative effect, respectively, 

on the probability of making an acquisition (Uysal, 2011).  

 4.2 Are Pairs of Acquirers and Targets Random? 

In the previous section, we show that, in general, firms with lower environmental 

reputations have a decreased probability of participating in the market for corporate control. In 

this section we examine whether the relative environmental reputation of the acquirer and target 

influences the pairing decision. To test this possibility, we examine whether acquirers seek 

(avoid) targets that are similar (dissimilar) to their existing environmental reputation. 

Panel A of Table 7 reports the distribution of pre-acquisition environmental reputation of 

both acquirers and targets for the sample of 289 takeovers.11
 Green, toxic and gray acquirers 

constitute 7.3%, 17.6% and 11.1% of the sample, respectively. In the target group, 6.6%, 12.1% 

and 6.2% of the firms are green, toxic and gray, respectively. The remaining sample of acquirers 

and targets are considered neutral according evidence provided by the KLD dataset. 

[Insert Table 7 about here] 

                                                           
11

 In an unreported analysis, we also examine whether newly appointed CEOs change the scope of the firm by 

acquiring targets in different reputational groupings. Out of 289 acquisitions in our sample, only 30 targets are 

acquired by CEOs that are appointed a year prior to the acquisition, and 10 of these acquisitions (30%) fall in the 

Different Environmental Reputation group. As 30.4% of the whole sample is in the Different Environmental 

Reputation category and is very similar to the percentage of Different Environmental Reputation acquisitions 

undertaken by newly appointed CEOS (30%), it is unlikely that our results are generated by newly appointed CEOs. 
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Panel B of Table 7 shows the joint distribution of acquirers and their targets in the pre-

acquisition period. Most striking is that green firms never acquire a toxic firm during our sample 

period. This finding suggests that green firms value their environmental reputation and do not 

risk harming it by acquiring firms that engage in toxic practices. Green acquirers buy neutral 

targets 71.4% of the time and other green targets 23.8% of the time. This evidence is consistent 

with Diamond (1998) who notes that firms might turn down certain investments if it could 

adversely affect their reputation and its ability to extract surplus from transactions with other 

parties. 

We also observe a similar pattern for other environmental reputation groups. Toxic and 

neutral firms rarely acquire green firms (5.9% and 2.7%, respectively). Even though green firms 

might have positive reputational spillover effects on non-green acquirers, the difference in 

reputation appears to make them an unattractive takeover target. This finding is consistent with 

the idea that implementation of pro-environmental implicit contracts are costly for non-green 

firms.  

Panel C of Table 7 shows post-acquisition environmental reputation distribution for the 

acquirer firms. Acquirers typically preserve their environmental performance: 58.8% of green 

acquirers are still green in the post-acquisition period while 78.1% of toxic and 90.0% of gray 

acquirers remain unchanged. This finding suggests either the loss of its current reputation or the 

act of fulfilling the target’s implicit contracts is too costly for an acquirer in a different 

reputational grouping. Thus, acquirers shy away from targets that do not share the same 

reputational capital. 

Panel C of Table 7 also indicates the challenges for transforming the environmental 

reputation of the combined company. Although toxic and gray firms occasionally do acquire 
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green targets, these acquisitions do not translate into superior environmental reputation in after 

the consummation of the deal. Specifically, none of toxic and gray companies become green 

after the implementation of the acquisition. This finding is not consistent with the positive 

spillover hypothesis. 

Panel D of Table 7 examines the source of the post-acquisition change in environmental 

reputation. Green firms only experience a reputation reduction when they acquire target 

companies with a different (lower) reputation. Specifically, 53.8% of green acquirers that 

purchase non-green targets lose their greenness in the post-acquisition period, while none of the 

green firms acquiring a green target experience a change in their environmental classification. 

This finding suggests that maintaining pro-environmental reputation becomes challenging when 

green firms acquire non-green firms and provides further evidence why they might shy away 

from acquiring firms with other reputations. Furthermore, this finding is not consistent with the 

positive spillover effect. 

Overall, the findings in this section suggest that pairings of acquirers and their targets are 

not random. In particular, acquirers consider the potential spillover effects of the target firm’s 

reputation. Moreover, acquirers often incur changes to their reputation when the target does not 

share the same environmental reputation. These findings provide a potential explanation for why 

toxic firms in particular have lower takeover rate – the negative reputational cascades and the 

adverse implications for the costs of implicit contracts limit the set of potential acquirers. The 

next section extends the analysis to include deal characteristics and examines whether pairings of 

acquirers and their targets influence the deal characteristics.  
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4.3 Do managers account for differences in environmental performance in structuring 

acquisition offers? 

  In this section, we examine whether the reputational capital dissimilarities of the acquirer 

and its target is related to the method of payment.  We conjecture that deals with the higher 

potential for negative reputational spillovers (to either the target or acquirer) will use a greater 

portion of stock due to the increased uncertainty about how the deal will affect the ability to 

extract surplus from future transactions with other parties. Moreover, we anticipate this concern, 

and therefore, the propensity to pay with stock is greater when the target and acquirer have 

different reputations. Our main variable of interest is Different Environmental Reputation, which 

is a dummy variable equal to 1 if the target and acquirer reside in different environmental 

reputation groups. We then regress this variable on the ratio of stock offered as payment to the 

target firm shareholders.  

It is important to note that the potential negative association between Different 

Environmental Reputation and ratio of stock in the acquisition offer could also be explained by 

higher uncertainty associated with cross-industry acquisitions. This concern is particularly acute 

if the different reputation is actually picking up the effect of the acquirer and target residing in 

different industries. To control for a potential confounding effect of a cross-industry acquisition, 

we add a dummy variable, Cross-Industry Acquisition that takes a value of 1 if the target and 

bidder do not share the same 3-digit industry grouping and zero otherwise.    

In the multivariate analysis, we also account for several factors prior work has shown to 

be important determinants of payment choices. Specifically, the previous studies (e.g., Hansen, 

1987; Travlos 1987; Eckbo, Giammarino, and Heinkel, 1990) indicate that acquirers tend to 

increase the stock component in their acquisition offers if acquirers are not well-informed about 
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targets. Furthermore, Berkovitch and Narayanan (1990) show that the percentage of cash 

increases when there are multiple bidders for the target. We control for these factors by including 

several acquirer (e.g., size, profitability, stock return, market leverage, and market-to-book ratio), 

target (e.g., relative deal size and target’s profitability and growth opportunities), deal (e.g., 

dummy variables for hostility of the deal and multiple public bidders), and industry 

characteristics (e.g., Industry M&A Liquidity) in the multivariate analysis. Finally, the regression 

includes year fixed effects to account for macroeconomic changes in the time series. 

Table 8 reports the coefficient estimates of a regression where the dependent variable is 

the ratio of stock in the acquisition offer. There is a significant and positive effect of Different 

Environmental Reputation on the ratio of stock. We find that the stock portion of the offer is 

9.1% higher if acquirers and their targets have different environmental reputations. This finding 

is consistent with the notion that firms incorporate potential spillover effects in the structuring 

acquisition offers. When there is a greater uncertainty about the deal outcome, offering less cash 

and more stock forces target shareholders to bear more of the post-integration risk. 

[Insert Table 8 about here] 

Our analysis does not generate conclusive findings that pro-environmental firms 

predominantly finance their acquisitions by stock. While the coefficient of Green Firm Dummy 

is positive, it lacks statistical significance. This finding is not fully consistent with the positive 

spillover hypothesis. 

Next, we examine whether valuation differences between an acquirer and its target 

confound the effect of dissimilar environmental reputation on the payment method. In earlier 

analyses, we observed that M/B ratios vary across the environmental reputation groups. 

Consequently, an acquisition of a target with a different environmental reputation may also 
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reflect differences in valuations. To exploit valuation differences, high M/B firms could be more 

likely to use stock in their acquisitions of low M/B targets. While we control for market-to-book 

ratios of an acquirer and its target separately in the regression, we take further steps to 

disentangle this alternative explanation. First, we add the difference in market-to-book ratios of 

acquirer and its target in Model 2. Second, Model 3 includes a dummy variable that takes value 

of one if the difference in market-to-book ratios falls in the lowest quartile.
12

 Results remain 

intact even after including these variables in the regressions.    

4.4 Do Different Environmental Reputations Affect Acquirer Returns? 

In this section, we examine whether the return to acquirer shareholders varies depending 

on whether the acquirer and its target are in the same or different environmental reputation 

groups. Thus, we study the effect of Different Environmental Reputation on the bidder’s CAR. 

Acquiring a firm with a different reputation will lead to lower returns if the negative spillover 

effect associated with the added risk on future contracting outweighs the synergies gained from 

the acquisition. In contrast, an anticipated positive spillover effect could generate higher stock 

returns if an acquirer and its target do not fall in the same environmental reputation group.   

In our analysis, we also account for alternative explanations. For example, a negative 

association between Different Environmental Reputation and CAR could be due to higher 

integration costs associated with a cross-industry acquisition. To control for the potential 

confounding effect of higher integration costs of Different Environmental Reputation 

Acquisitions, we add Cross-Industry Acquisition in our analysis. 

                                                           
12

 Findings are robust to alternative specifications. For example, the findings are qualitatively similar in an 

unreported analysis when we add a dummy variable which takes the value of one if the difference in market-to-book 

ratios is in the top quartile. 
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Table 9 reports coefficient estimates of acquirer returns (CAR) and includes a large 

number of explanatory variables. Leveraged firms could be likely to make better acquisition 

decisions since managers of these firms have lower free cash available. Consistent with this 

view, Maloney, McCormick, and Mitchell (1993) show that acquirer returns increase with 

leverage. Thus, we include Market Leverage in our regressions. According to Moeller et al. 

(2004, 2005) large firms and large acquisitions are more likely to destroy acquirer shareholder 

value. Therefore, we control for firm size and acquisition size by adding Sales and Relative Size 

in our regressions. The regressions also include proxies for growth opportunities (Market-to-

Book), and accounting performance (EBITDA/TA) for both the acquirer and its target. We also 

control for method of payment (All Stock), merger waves (Industry M&A Liquidity), multiple 

public bidders (Competition) and hostility of the deal (Hostile). In addition, the analysis includes 

annual dummies to account for macroeconomic changes in the time series.  

[Insert Table 9 about here] 

The results from Table 9 show that the Different Environmental Reputation dummy has a 

negative and significant effect on CAR even after accounting for these explanatory variables. 

Returns to acquirers that buy targets with different reputations decrease by 190 basis points 

(Model 1). Next, we examine whether valuation differences between an acquirer and its target 

confound the findings. We successively add the difference in market-to-book ratios and the 

dummy variable that takes the value of one if the difference falls in the lowest quartile. Results 

remain intact even after accounting for the valuation differences between acquisition pairs. 

Finally, we examine whether the effect of Different Environmental Reputation is prominent 

when acquisition involves a toxic firm. Model 4 presents evidence that acquirers receive further 

unfavorable market reaction when acquisition pairs do not share the same environmental 
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reputation and one of them is a toxic firm. Collectively, these results are consistent with the 

negative spillover effect hypothesis and further indicate that acquisitions involving a toxic firm 

amplify the spillover effect.  

Other explanatory variables are largely consistent with previous studies. We confirm a 

result reported by Uysal (2011) with our finding that CAR increases with Market Leverage. The 

Target M/B ratio decreases CAR. This finding is not fully consistent with the halo hypothesis 

effect.  

4.5 Robustness 

In previous sections, we examine the role of environmental reputation in planning and 

structuring acquisitions. In this section, we conduct robustness checks by considering a broad 

range of measures for reputational capital. The KLD dataset reports 5 social measures of 

reputation (community, human rights, employee relations, diversity and customers). We use 

generate a dummy variable for each reputation dimension which takes the value of one if KLD 

reports a concern for the underlying firm. We also establish an index of our own by summing all 

dummy variables for these reputation concerns. Finally, we include nuclear concerns dummy in 

our analysis.    

To estimate the influence of different aspects of reputational capital on the likelihood of 

being acquired, we replicate the probit analysis in Table 5 in which the dependent variable takes 

the value of one if the firm is acquired in a given year. In table 10, we successively include 7 

reputation measures.  Out of 7 measures, 6 have a negative effect on the likelihood of being 

acquired while only the Nuclear Concern Dummy is statistically significant. Notably, this 

measure is mostly related to environmental reputation. 
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[Insert Table 10 about here] 

Next, we examine the effect of these reputations on the probability of undertaking an 

acquisition. In Table11, the dependent variable takes the value of one if a firm makes an 

acquisition in a given year. Similar to Table 10, we sequentially add reputation measures and 

find that all of the reputation but diversity concern measures have negative signs while Social 

Concerns Index, Community Concern and Employee Concern Dummies are significant. In 

particular, negative effect of Employee Concern Dummy is consistent with Bae et al. (2011) 

which show that employee concerns influence capital structure decision. As employee retention 

is a factor contributing to M&A success (DePamphilis, 2010), firms with employee concerns are 

less likely to keep the employees of the target in the post-acquisition which may lead to 

acquisition failures. In response, these firms are more likely to shy away from acquisition. 

Collectively, these findings lend support to the view that negative reputational capital influence 

managers decisions in structuring and planning decisions. 

[Insert Table 11 about here]   

5. Conclusion 

A firm’s reputation influences its ability to enter into implicit agreements and the amount 

of surpluses extracted from those transactions. Holmstrom and Roberts (1998) note that 

transactions with one party are likely to influence the nature of transaction with a different party. 

We note that relationships can produce either positive or negative spillovers onto other 

agreements. Given that acquisitions represent a dramatic alteration of these interdependencies, 

we expect the anticipated changes to reputational capital of the combined firm will be important 

considerations in the pairing and financing decisions of acquirers  
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We capture reputation by classifying targets and bidders into four environmental 

reputation categories – green, neutral, grey, and toxic. Using these categories we can examine 

whether negative and positive reputations have differential effects on acquisitions. Consistent 

with negative reputation concerns, only toxic firms exhibit a significant and robust difference in 

their probability of participating in the market for corporate control. In particular, toxic firms 

have lower acquisition ratios than neutral companies even after controlling for industry and size 

effects.  

Further analyses show that acquirers tend to eschew targets with dissimilar environmental 

classifications. The most striking evidence of this result is that green firms never acquire toxic 

targets during our sample period.  We also find that post-acquisition changes in environmental 

grouping mostly occur when the acquirer and its target belong to different environmental 

categories. Green firms, for example, only lose this reputation if they acquire firms with different 

reputations. This evidence indicates that acquisition decisions can lead to changes in reputation, 

which in turn influences who bidders choose to acquire. Acquirers seem particularly keen to 

avoid negative reputational spillovers. These findings provide additional insight into the factors 

that influence investment (Banerjee and Duflo (2000), Atanasov et al. (2012)), and in particular, 

merger pairing decisions (Bena and Li (2011) and Sevilir and Tian (2011)).  

We then study whether similarities/differences in reputations between the acquirer and its 

target influence the financing of the deals. We find that acquirers use a higher percentage of 

stock in their offers when they acquire targets with differing environmental policies, suggesting 

that stock is used when acquirers could be more concerned about reputational risk. Our analysis 

also shows that returns to acquirers are lower when they acquire targets with different 

reputational capital.  
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This evidence also adds to the extant literature that examines the effect of reputation and 

social norms on stock prices (Hong and Kacperczyk (2009) and Aktas, de Bodt, Cousin (2011)). 

By showing that the returns at the acquisition announcement are sensitive to the differences in 

environmental reputation, this paper indicates that capital markets incorporate social norms in 

stock valuation. Furthermore, our finding that environmental reputations are significantly related 

to acquisition and financing choices suggests that managers also incorporate social norms in 

investment and financing decisions.  

Overall, these results shed light on the importance of interdependencies of transactions in 

investment and financing decisions. The results are consistent with the predictions of prior work 

by Diamond (1998) that firms with higher reputations would be more cautious in their 

investment choices. It also further expands our knowledge about the value of reputation. Though 

Karpoff et al. (2005) did not find a significant effect from environmental disasters, our results 

suggest the important factor might be whether the environmental factor is expected to 

permanently change or just become a temporary blip in the firm’s history. 
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Appendix I. Examples of Environmental Reputations 

Reputation Type Strengths Weaknesses 

Green   

Agilent Technologies 

Beneficial products and 

services, pollution prevention, 

clean energy and management 

systems strengths 

None 

Disney  Recycling practice None 

   

Toxic   

DuPont None 

Hazardous waste, regulatory 

problems, ozone depleting 

chemicals, substantial emissions, 

agricultural chemicals and other 

environmental concerns 

 

Boeing None 

Hazardous waste, regulatory 

problems, substantial emissions, 

climate change and other 

environmental concerns  

   

Gray   

Dow Chemical 

Beneficial products and 

services, pollution prevention, 

clean energy and management 

systems strengths, other 

environmental strength 

Hazardous waste, regulatory 

problems, Substantial emissions, 

agricultural chemicals, other 

environmental concerns  

General Motors 
Pollution prevention, recycling 

practice, clean energy 

Hazardous waste, regulatory 

problems, climate change 
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Appendix II. Variable Definitions 

Acquisitions refers to all domestic transactions in the U.S. for $1 million or more over a year listed  in the 

SDC M&A database as an acquisition of majority interest or as a merger, where Transaction Value is 

greater than $200 million, and Relative Size is greater than 5%. 

Acquirer is a dummy variable that takes a value of one if the firm is identified as an acquirer in 

Acquisitions by the SDC M&A database and zero otherwise. 

Acquisitions Value / TA is the ratio of the total dollar volume of (All) Acquisitions made by the firm 

during a year to the firm’s Total Assets (Item AT) at the beginning of the year. 

All Cash takes a value of one if the transaction is paid with all cash. 

All Stock refers to all-stock financed All Acquisitions. 

Analyst Coverage Dummy takes value one if the firm is covered by an analyst in the I/B/E/S dataset. 

Book Debt is Total Assets (Item AT) minus Book Equity. 

Book Equity is defined as Total Assets (Item AT) minus liabilities (Item LT) plus balance sheet deferred 

taxes and investment tax credit (Item TXDITC) minus Preferred Stock. 

Book Leverage is Book Debt over Total Assets (Item AT). 

CAR is the cumulative abnormal returns to acquirers which are calculated over a three-day event window 

(one day before and one day after the announcement date). The benchmark returns are obtained from 

a 200-day estimation window [-205,-6] in which the market returns are  the value-weighted index of 

returns including dividends for the combined New York Stock Exchange, American Stock Exchange 

and NASDAQ. 

Cash Flow Std. is the standard deviation of EBITDA/TA over the sample period. 

Cash/nTA is cash and marketable securities (Item CHE) over Total Assets (Item AT) minus cash (Item 

CHE).   

Combo takes a value of one if the transaction is paid with a mix of cash, equity, and other considerations. 

Competition takes a value of one if there is more than one bidder.  

Cross-Industry Acquisition refers to All Acquisitions in which the acquirer and the target do not belong to 

the same 3-digit SIC. 

Different Environmental Reputation takes a value of one if an acquirer and its target do not fall into the 

same environmental grouping. 

EBITDA/TA is operating income before depreciation (Item OIBDP) over Total Assets (Item AT).  

Established Green Reputation takes a value of one if an acquirer has consistently had a green reputation 

for 3 or more years.   

Gray takes a value of one if a firm has both environmental strengths and concerns 

Green takes a value of one if a firm has at least one environmental strength, while having no 

environmental concerns. 

Herfindahl Index is the sum of the squares of the market shares of all firms sharing the same three-digit 

SIC, in which market share is defined as sales of a firm (Item Sale) to sum of sales with the industry. 

Hostile Offer takes value one if the target board identifies the acquisition offer as hostile.  

Industry M&A Liquidity is sum of Acquisitions Value for each year and three-digit SIC code divided by 

the Total Assets (Item AT) of all COMPUSTAT firms in the same three-digit SIC and year. 
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Lost Gray Reputation takes a value of one if an acquirer is a gray firm prior to an acquisition and 

becomes a non-gray firm following the acquisition. 

Lost Green Reputation takes a value of one if an acquirer is a green firm prior to an acquisition and 

becomes a non-green firm following the acquisition. 

Lost Neutral Reputation takes a value of one if an acquirer is a neutral firm prior to an acquisition and 

becomes a non-neutral firm following the acquisition. 

Lost Toxic Reputation takes a value of one if an acquirer is a toxic firm prior to an acquisition and 

becomes a non-toxic firm following the acquisition. 

Market Equity is common shares outstanding (Item CSHO) times the stock price (Item PRCC_F). 

Market Leverage is Book Debt over Market Value (as defined below). 

Market-to-Book is Market Value (as defined below) over Total Assets (Item AT). 

Market Value is defined as liabilities (Item LT) minus balance sheet deferred taxes and investment tax 

credit (Item TXDITC) plus Preferred Stock (as defined below) plus Market Equity (Item CSHO x 

Item PRCC_F). 

NASDAQ Dummy takes value one if the firm trades at the NASDAQ Stock Exchange. 

Neutral takes a value of one if a firm has neither strengths nor concerns. 

Percentage of Cash is the percentage of cash offered in the acquisition offer. 

Preferred Stock is equal to liquidating value (Item PSTKL) if available, else redemption value (Item 

PSTKRV) if available, else carrying value (Item PSTK). 

Public Acquisitions refers to All Acquisitions in which the target (as defined by the SDC M&A database) 

is a public firm. 

R&D Dummy is a dummy variable that takes a value of one if COMPUSTAT reports R&D expense (Item 

XRD) as missing, and of zero otherwise. 

R&D / TA is defined as R&D expenses (Item XRD) over Total Assets (Item AT).  

Ratio of Acquirers is the proportion of firms that are listed as acquirers in acquisitions of majority 

interest, mergers, asset acquisitions or acquisitions of certain assets as defined in the SDC M&A 

database.  

Rating Dummy takes a value of one if the firm has a long term debt rating. 

Relative Size is the natural logarithm of the ratio of Transaction Value to Total Assets of the acquirer at 

the end of the fiscal year prior to the acquisition announcement.  

Sales is the natural logarithm of sales (Item SALE) in 1990 dollars. 

Stock Percentage is the percentage of stock offered in the acquisition. 

Stock Return is the firm’s annual stock return. 

Tangible Assets / TA is net property, plant and equipment (Item PPENT) over Total Assets (Item AT). 

Total Assets (TA) is measured as the book value of assets (Item AT) 

Toxic takes a value of one if a firm has at least one environmental concern while having no environmental 

strengths. 

Transaction Value is the total value of considerations paid by the acquirer, excluding fees and expenses. 
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Appendix III. Instrumental Probit Analysis 

Table presents coefficient estimates of the first stage of the instrumental probit analysis in which the dependent 

variable is Toxic Firm Dummy. The instrument for this variable is ratio of toxic firms in the firm’s industry. The p-

values are given in parenthesis and are adjusted for standard errors clustered by firm. All models include year and 

industry dummies. Industry dummies are generated based on one-digit SIC. Variable definitions are in the Appendix 

II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, respectively. 

 P(Toxic Firm Dummy=1)

Ratio of Toxic Firms 0.967**

(0.000)

Sales 0.012**

(0.000)

Market Leverage 0.080**

(0.000)

Stock Return -0.000

(0.999)

Market-to-Book 0.005*

(0.011)

EBITDA/TA 0.003

(0.913)

NASDAQ Dummy -0.014*

(0.044)

Industry M&A Liquidity 0.053

(0.369)

Herfindahl Index -0.033

(0.104)

Log(Cash Holdings/TA) 0.015*

(0.036)

Observations 20610

Log Likelihood -3172.341  
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Table 1. Descriptive Statistics and Distribution of Environmental Reputation 
The table reports descriptive statistics for the sample of 20,610 firms that are covered by the KLD dataset with non-

missing information on CRSP and Compustat over the 1996 to 2011 time period. Panel A includes general 

descriptive statistics on the overall sample of firms. Panel B is the subset of firms where both the bidder and target 

are in the general sample but also underwent and acquisition during the sample period. The overall sample includes 

289 takeover transactions. Panel C reports the distribution of environmental reputation for the sample of 20,610 

firms that are covered by the KLD dataset with non-missing information on CRSP and Compustat.  Variable 

definitions are provided in Appendix II.  

 

<< Table on the next page >> 
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Panel A. Firm Characteristics

Variable Obs Mean Std. Dev. Min Max

Target Dummy 20,610   0.042 0.201 0 1

Acquirer Dummy 20,610   0.088 0.283 0 1

Green Firm Dummy 20,610   0.077 0.266 0 1

Toxic Firm Dummy 20,610   0.106 0.307 0 1

Gray Firm Dummy 20,610   0.059 0.236 0 1

Neutral Firm Dummy 20,610   0.759 0.428 0 1

Log (Sales) 20,610   6.762 1.660 2.304 12.499

Market Leverage 20,610   0.342 0.229 0.021 0.955

Stock Return 20,610   0.190 0.551 -0.847 3.476

Market-to-Book 20,610   2.023 1.364 0.603 8.980

EBITDA/TA 20,610   0.129 0.102 -0.244 0.439

Rating Dummy 20,610   0.497 0.500 0 1

Analyst Coverage Dummy 20,610   0.965 0.185 0 1

NASDAQ Dummy 20,610   0.381 0.486 0 1

Industry M&A Liquidity 20,610   0.020 0.039 0.000 0.236

Log (Cash Holdings/TA) 20,610   0.217 0.295 0.000 1.355

Herfindahl Index 20,610   0.189 0.166 0.012 1

Ratio of Green Firms 20,610   0.076 0.133 0 0.933

Variable Obs Mean Std. Dev. Min Max

CAR(-1, +1) 289 -0.023 0.073 -0.270 0.275

Different Reputation Dummy 289 0.304 0.461 0 1

Relative Size 289 0.526 0.485 0.051 2.520

Ratio of Stock 289 0.496 0.389 0 1

Within-Industry Acquisition 289 0.561 0.497 0 1

Competition Dummy 289 0.059 0.236 0 1

Hostile Offer 289 0.014 0.117 0 1

Target Market-to-Book Ratio 289 1.887 1.059 0.752 7.285

Target EBITDA/TA 289 0.139 0.093 -0.175 0.422

Target Rating 289 0.522 0.500 0 1

Target Stock Return 289 0.205 0.507 -0.842 2.064

Panel C. Distribution of Environmental Reputation

Obs Green Toxic Gray Neutral

Agriculture, Forestry, and Fishing 58          0.121 0.052 0.052 0.776

Mining 999        0.072 0.375 0.090 0.462

Construction 281        0.057 0.085 0.018 0.840

Manufacturing 8,866     0.110 0.118 0.080 0.692

Transportation and Public Utilities 2,654     0.095 0.199 0.129 0.577

Wholesale Trade 548        0.053 0.086 0.044 0.818

Retail Trade 1,609     0.056 0.050 0.009 0.885

Finance, Insurance and Real Estate 2,139     0.027 0.014 0.000 0.958

Services 3,401     0.024 0.008 0.005 0.963

Non-classifiable Establishments 55          0.018 0.309 0.218 0.455

Panel B. Deal and Target Characteristics
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Table 2. Firm Characteristics Across Environmental Reputation Groups 
The table shows mean values of firm measures in a sample of 20,610 firm-years that are listed in the sub-samples of green, toxic, gray and neutral reputation 

groups in the whole sample of Compustat and KLD datasets. Variable definitions are in the Appendix II. **, *, and + stand for statistical significance at the 1%, 

5%, and 10% level, respectively. 

Toxic Non-Toxic Green Gray Neutral

1 2 1-2 3 4 5 1-5 3-5 1-3

Target Dummy 0.029 0.044 -0.014 ** 0.033 0.029 0.046 -0.016 ** -0.013 * -0.003

Acquirer Dummy 0.077 0.089 -0.012 + 0.091 0.117 0.086 -0.010 0.005 -0.014

Log (Sales) 7.762 6.644 1.119 ** 7.453 8.746 6.398 1.364 ** 1.055 ** 0.310 **

Market Leverage 0.454 0.329 0.125 ** 0.352 0.457 0.317 0.137 ** 0.036 ** 0.101 **

Stock Return 0.180 0.191 -0.011 0.167 0.132 0.198 -0.018 -0.032 * 0.014

Market-to-Book 1.530 2.081 -0.552 ** 1.871 1.539 2.145 -0.615 ** -0.274 ** -0.342 **

EBITDA/TA 0.129 0.129 0.001 0.138 0.133 0.127 0.002 0.011 ** -0.009 **

Log (Cash Holdings/TA) 0.075 0.234 -0.159 ** 0.150 0.070 0.255 -0.180 ** -0.105 ** -0.075 **

Whole Sample Other Environmental Groups

 

 

 

 

 



45 
 

Table 3. Ratio of Target Firms Across Environmental Reputation Groups 
The table shows the ratio of target firms in a sample of 20,610 firms that are listed in Compustat, CRSP and KLD datasets. Panel A reports the ratio of target 

firms in the sub-samples of green, toxic, gray and neutral firms for each Market-to-Book quartile.  Panel B reports the ratio of target firms in the sub-samples of 

green, toxic, gray and neutral firms for each Sales quartile. Panel C report the ratio of target firms in the sub-samples of green, toxic, gray and neutral firms for 

each Industry M&A Liquidity quartile. Panel D reports the difference in the ratio of target firms for the sub-sample of matched firms. The matching is conducted 

based on industry (one-digit SIC) and Sales. Variable definitions are in the Appendix II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% 

level, respectively. 
 

Panel A. Ratio of Target Firms for Market-to-Book Quartiles

Toxic Non-Toxic Green Gray Neutral

Market-to-Book Quartiles 1 2 1-2 3 4 5 1-5 3-5

1 (Smallest) 0.026 0.042 -0.016 * 0.035 0.030 0.044 -0.018 * -0.009

2 0.038 0.046 -0.007 0.037 0.033 0.048 -0.010 -0.011

3 0.029 0.048 -0.019 + 0.042 0.028 0.050 -0.021 + -0.008

4 (Largest) 0.017 0.039 -0.022 + 0.014 0.015 0.042 -0.025 + -0.027 *

Panel B. Ratio of Target Firms for Sales Quartiles

Sales Quartiles

1 (Smallest) 0.028 0.054 -0.026 0.050 0.000 0.054 -0.026 -0.004

2 0.019 0.046 -0.027 * 0.036 0.067 0.047 -0.027 * -0.010

3 0.032 0.045 -0.013 0.039 0.055 0.045 -0.013 -0.006

4 (Largest) 0.031 0.026 0.005 0.021 0.020 0.030 0.001 -0.008

Panel C. Ratio of Target Firms for Industry M&A Liquidity Quartiles

1 (Smallest) 0.023 0.033 -0.010  0.025 0.032 0.034 -0.011  -0.009

2 0.022 0.041 -0.019 * 0.026 0.017 0.045 -0.023 ** -0.019 +

3 0.035 0.042 -0.007 0.038 0.030 0.044 -0.009 -0.006

4 (Largest) 0.045 0.057 -0.012 0.047 0.039 0.059 -0.014 -0.012

Panel D. Difference in the Ratios of Target Firms for the Sub-sample of Matched Firms (Industry and Sales)

Toxic - Matched Neutral -0.017 **

Green - Matched Neutral -0.002

Gray - Matched Neutral -0.002

Industry M&A Liquidity Quartiles
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Table 4. Ratio of Acquirer Firms Across Environmental Reputation Groups 
The table shows the ratio of acquirer firms in a sample of 20,610 firms that are listed in Compustat, CRSP and KLD datasets. Panel A reports the ratio of acquirer 

firms in the sub-samples of green, toxic, gray and neutral firms for each Market-to-Book quartile.  Panel B reports the ratio of acquirer firms in the sub-samples 

of green, toxic, gray and neutral firms for each Sales quartile. Panel C report the ratio of acquirer firms in the sub-samples of green, toxic, gray and neutral firms 

for each Industry M&A Liquidity quartile. Panel D reports the difference in the ratio of acquirer firms for the sub-sample of matched firms. The matching is 

conducted based on industry (one-digit SIC) and Sales. Variable definitions are in the Appendix II. **, *, and + stand for statistical significance at the 1%, 5%, 

and 10% level, respectively. 
 

Panel A. Ratio of Target Firms for Market-to-Book Quartiles

Toxic Non-Toxic Green Gray Neutral

Market-to-Book Quartiles 1 2 1-2 3 4 5 1-5 3-5

1 (Smallest) 0.064 0.051 0.012 0.050 0.060 0.050 0.014 0.000

2 0.081 0.084 -0.003 0.090 0.111 0.081 0.000 0.009

3 0.089 0.102 -0.013 0.091 0.173 0.099 -0.009  -0.007

4 (Largest) 0.089 0.114 -0.024 0.139 0.230 0.108 -0.019 0.031 +

Panel B. Ratio of Acquirer Firms for Sales Quartiles

Sales Quartiles

1 (Smallest) 0.064 0.072 -0.008 0.044 0.000 0.073 -0.009 -0.029

2 0.048 0.077 -0.029 + 0.073 0.033 0.078 -0.030 + -0.006

3 0.059 0.086 -0.027 * 0.074 0.069 0.089 -0.029 * -0.014

4 (Largest) 0.099 0.126 -0.027 * 0.127 0.136 0.123 -0.024 * 0.005

Panel C. Ratio of Acquirer Firms for Industry M&A Liquidity Quartiles

Industry M&A Liquidity Quartiles

1 (Smallest) 0.058 0.068 -0.010 0.075 0.090 0.065 -0.007 0.010

2 0.075 0.074 0.001 0.076 0.083 0.073 0.003  0.004

3 0.057 0.093 -0.036 ** 0.102 0.160 0.088 -0.032 * 0.014

4 (Largest) 0.126 0.118 0.008 0.118 0.172 0.115 0.010 0.003

Panel D. Difference in the Ratios of Acquirer Firms for the Sub-sample of Matched Firms (Industry and Sales)

Toxic - Matched Neutral -0.032 **

Green - Matched Neutral -0.012

Gray - matched Neutral -0.056 **  
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Table 5. Does Environmental Reputation Influence the Acquisition Probability of the Target? 
The table presents the coefficient estimates of probit analysis. The dependent variable takes a value one if the firm is 

acquired in a given year. Models 1 and 2 include all firms that are listed in the KLD, Compustat and CRSP datasets. 

Model 3 implements the instrumental probit analysis in which the ratio of toxic firms in an industry is used as an 

instrument. The p-values are given in parenthesis and are adjusted for standard errors clustered by firm. All models 

include year and industry dummies. Industry dummies are generated based on one-digit SIC. Variable definitions are 

in the Appendix II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, respectively. 
 

(1) (2) (3)

Toxic Firm Dummy -0.113+ -0.122* -0.212+

(0.058) (0.045) (0.052)

Ratio of Green Firms -0.199 -0.185

(0.225) (0.300)

Sales -0.065** -0.062** -0.062**

(0.000) (0.000) (0.000)

Market Leverage 0.239* 0.238* 0.251*

(0.031) (0.031) (0.024)

Stock Return -0.071* -0.071* -0.070*

(0.041) (0.041) (0.044)

Market-to-Book -0.100** -0.100** -0.099**

(0.000) (0.000) (0.000)

EBITDA/TA 0.637** 0.630** 0.636**

(0.002) (0.002) (0.002)

NASDAQ Dummy 0.039 0.038 0.036

(0.321) (0.340) (0.364)

Industry M&A Liquidity 0.863* 0.857* 0.906*

(0.024) (0.024) (0.017)

Herfindahl Index -0.408** -0.411** -0.412**

(0.001) (0.001) (0.001)

Log(Cash Holdings/TA) 0.225** 0.225** 0.223**

(0.001) (0.001) (0.001)

Green Firm Dummy -0.015

(0.835)

Gray Firm Dummy -0.056

(0.502)

Industry FE Yes Yes Yes

Year FE Yes Yes Yes

Observations 20,610 20,610 20,610

Pseudo R-square 0.041 0.041

P-value 0.000 0.000 0.000  
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Table 6. Does Environmental Reputation Influence the Acquisition Probability of the Acquirer? 
The table presents the coefficient estimates of probit analysis. The dependent variable takes a value one if the firm 

makes an acquisition in a given year. Models 1 and 2 include all firms that are listed in the KLD, Compustat and 

CRSP datasets. Model 3 implements the instrumental probit analysis in which the ratio of toxic firms in an industry 

is used as an instrument. The p-values are given in parenthesis and are adjusted for standard errors clustered by firm. 

All models include year and industry dummies. Industry dummies are generated based on one-digit SIC. Variable 

definitions are in the Appendix II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, 

respectively. 

(1) (2) (3)

Toxic Firm Dummy -0.136** -0.139** -0.291**

(0.006) (0.007) (0.002)

Ratio of Green Firms -0.257* -0.242+

(0.041) (0.082)

Sales 0.160** 0.161** 0.163**

(0.000) (0.000) (0.000)

Market Leverage -0.851** -0.852** -0.830**

(0.000) (0.000) (0.000)

Stock Return 0.075** 0.075** 0.077**

(0.003) (0.004) (0.002)

Market-to-Book -0.011 -0.011 -0.010

(0.471) (0.471) (0.495)

EBITDA/TA -0.244 -0.246 -0.248

(0.158) (0.156) (0.151)

NASDAQ Dummy 0.102* 0.101* 0.096*

(0.015) (0.015) (0.022)

Industry M&A Liquidity 1.392** 1.391** 1.444**

(0.000) (0.000) (0.000)

Herfindahl Index -0.268* -0.269* -0.271*

(0.021) (0.020) (0.017)

Log(Cash Holdings/TA) 0.056 0.056 0.053

(0.391) (0.392) (0.413)

Green Firm Dummy -0.017

(0.797)

Gray Firm Dummy -0.011

(0.872)

Industry FE Yes Yes Yes

Year FE Yes Yes Yes

Observations 20,610 20,610 20,610

Pseudo R-square 0.059 0.059

P-value 0.000 0.000 0.000  
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Table 7. Distribution of Acquirer and Target Environmental Performance in Pre and Post-

Acquisition 
Panel A reports distribution of pre-acquisition acquirer environmental groupings in the sample. Panel B reports 

distribution of pre-acquisition acquirer and target environmental groupings. Panel C reports distributions of pre- and 

post-acquisition acquirer environmental groupings. Panel D reports the change in environmental performance 

groupings following acquisitions. Variable definitions are in the Appendix. **, * and + stand for statistical 

significance at the 1%, 5% and 10% level, respectively. 
 

 Obs Mean Std. Dev. Min Max

Acq. Green Dummy 289 0.073 0.260 0 1

Acq. Toxic Dummy 289 0.176 0.382 0 1

Acq. Gray Dummy 289 0.111 0.314 0 1

Acq. Neutral Dummy 289 0.640 0.481 0 1

Target Green Dummy 289 0.066 0.248 0 1

Target Toxic Dummy 289 0.121 0.327 0 1

Target Gray Dummy 289 0.062 0.242 0 1

Target Neutral Dummy 289 0.751 0.433 0 1

Panel B. Distribution of Pre-acquisition Acquirer and Target Acquirer Reputation

 Green Toxic Gray Neutral Total

Green 0.238 0.000 0.048 0.714 1

Toxic 0.059 0.353 0.157 0.431 1

Gray 0.188 0.313 0.219 0.281 1

Neutral 0.027 0.038 0.011 0.924 1

Total 0.066 0.121 0.062 0.751 1

Panel C. Distribution of Post-Acquisition Acquirer Environmental Reputation

 

  Green Toxic Gray Neutral Total

Green 0.588 0.059 0.177 0.177 1

Toxic 0.000 0.781 0.125 0.094 1

Gray 0.000 0.050 0.900 0.050 1

Neutral 0.061 0.069 0.023 0.847 1

 Total 0.090 0.180 0.140 0.590 1

Panel D. Change in Acquirer Environmental Reputation

All 

Acquisitions

Different            

Reputation

Same 

Reputation

Green 0.412 0.538 0.000

Toxic 0.219 0.273 0.100

Gray 0.100 0.133 0.000

Neutral 0.153 0.500 0.130

Panel A. Pre-Acquisition Environmental Reputation

Target Environmental Reputation

Acquirer Environmental 

Reputation

Post-Acquisition Acquirer Environmental Reputation

Pre-Acquisition Acquirer 

Environmental Reputation

Pre-Acquisition Acquirer 

Environmental Reputation

Post-acquisition Change in Reputation
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Table 8. Ratio of Stock in Acquisition Offers 
The table presents an OLS regression of the method payment in acquisitions for our 289 deals where both the bidder 

and target have information on their environmental reputation from the KLD dataset. The dependent variable is the 

ratio of stock in the acquisition offer. The p-values are given in parenthesis. Variable definitions are in the Appendix 

II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, respectively. 
 

(1) (2) (3)

Different Reputation Dummy 0.091* 0.091* 0.095*

(0.042) (0.042) (0.035)

Green Firm Dummy 0.090 0.090 0.087

(0.327) (0.327) (0.352)

Ratio of Green Firms -0.143 -0.143 -0.136

(0.451) (0.451) (0.475)

Acquirer Market Leverage 0.115 0.115 0.120

(0.451) (0.451) (0.435)

Relative Size 0.166** 0.166** 0.168**

(0.001) (0.001) (0.001)

Acquirer Sales -0.012 -0.012 -0.011

(0.481) (0.481) (0.510)

Acquirer Market-to-Book 0.031 0.052+ 0.023

(0.275) (0.090) (0.448)

Acquirer EBITDA/TA -0.281 -0.281 -0.305

(0.427) (0.427) (0.391)

Acquirer Stock Return 0.062 0.062 0.057

(0.360) (0.360) (0.401)

Cross-Industry Acquisition -0.077 -0.077 -0.076

(0.101) (0.101) (0.105)

Competition Dummy -0.040 -0.040 -0.047

(0.568) (0.568) (0.503)

Hostile 0.002 0.002 -0.000

(0.991) (0.991) (0.999)

Herfindahl Index -0.224 -0.224 -0.225

(0.251) (0.251) (0.246)

Industry M&A Liquidity -1.163* -1.163* -1.118*

(0.031) (0.031) (0.039)
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Table 8, continued.

(1) (2) (3)

Target Rating Dummy 0.189** 0.189** 0.184**

(0.000) (0.000) (0.001)

Target Market-to-Book 0.021 0.037

(0.374) (0.194)

Target EBITDA/TA -0.415 -0.415 -0.397

(0.117) (0.117) (0.146)

Target Stock Return -0.023 -0.023 -0.019

(0.685) (0.685) (0.737)

Acquirer - Target  Market-to-Book -0.021

(0.374)

Low Acquirer - Target  Market-to-Book Dummy -0.056

(0.363)

Year FE Yes Yes Yes

Observations 289 289 289

R-squared 0.343 0.343 0.345
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Table 9. Regressions of Acquirer Returns 
The table reports coefficient estimates of acquirer returns which are calculated over a three-day event window (one 

day before and one day after the announcement date). Variable definitions are in the Appendix. The p-values are 

given in parenthesis. **, * and + stand for statistical significance at the 1%, 5% and 10% level, respectively. 
 

(1) (2) (3) (4)

Different Reputation Dummy -0.019* -0.019* -0.019*

(0.045) (0.045) (0.045)

Different Reputation x Toxic Acquisition -0.021*

(0.047)

Green Firm Dummy 0.014 0.014 0.014 0.003

(0.435) (0.435) (0.436) (0.882)

Ratio of Green Firms 0.036 0.036 0.036 0.024

(0.374) (0.374) (0.383) (0.536)

Acquirer Market Leverage 0.082* 0.082* 0.082* 0.083*

(0.022) (0.022) (0.021) (0.020)

Relative Size -0.016 -0.016 -0.016 -0.015

(0.262) (0.262) (0.261) (0.305)

Acquirer Sales -0.003 -0.003 -0.003 -0.004

(0.301) (0.301) (0.306) (0.224)

Acquirer Market-to-Book 0.007 -0.003 0.008 0.008

(0.186) (0.595) (0.197) (0.175)

Acquirer EBITDA/TA -0.038 -0.038 -0.037 -0.040

(0.664) (0.664) (0.674) (0.647)

Acquirer Stock Return 0.002 0.002 0.002 0.003

(0.866) (0.866) (0.859) (0.816)

Cross-Industry Acquisition 0.008 0.008 0.008 0.008

(0.424) (0.424) (0.425) (0.445)

Competition Dummy -0.023 -0.023 -0.023 -0.023

(0.119) (0.119) (0.123) (0.110)

Hostile 0.010 0.010 0.010 0.018

(0.692) (0.692) (0.690) (0.460)

All Stock 0.001 0.001 0.001 0.001

(0.998) (0.998) (0.997) (0.999)

Herfindahl Index 0.030 0.030 0.030 0.026

(0.485) (0.485) (0.485) (0.544)

Industry M&A Liquidity 0.215 0.215 0.214 0.210

(0.140) (0.140) (0.136) (0.149)
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Table 9, continued.

(1) (2) (3) (4)

Target Rating Dummy -0.005 -0.005 -0.005 -0.004

(0.608) (0.608) (0.619) (0.669)

Target Market-to-Book -0.011+ -0.011 -0.011+

(0.079) (0.105) (0.078)

Target EBITDA/TA 0.079 0.079 0.078 0.080

(0.330) (0.330) (0.340) (0.323)

Target Stock Return 0.008 0.008 0.008 0.008

(0.494) (0.494) (0.515) (0.512)

Acquirer - Target  Market-to-Book 0.011+

(0.079)

Low Acquirer - Target  Market-to-Book Dummy 0.002

(0.921)

Year FE Yes Yes Yes Yes

Observations 289 289 289 289

R-squared 0.108 0.108 0.108 0.107
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Table 10. Components of  Reputation and the Acquisition Probability of the Target 
The table presents the coefficient estimates of probit analysis. The dependent variable takes a value one if the firm is 

acquired in a given year. Models include all firms that are listed in the KLD, Compustat and CRSP datasets. The p-

values are given in parenthesis and are adjusted for standard errors clustered by firm. All models include year and 

industry dummies. Industry dummies are generated based on one-digit SIC. Variable definitions are in the Appendix 

II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, respectively. 

 

  Pr( Target=1) 

  (1) (2) (3) (4) (5) (6) (7) 

Community Concerns Dummy -0.007 

      

 

(0.912) 

      

        Diversity Concerns Dummy 

 

-0.005 

     

  

(0.895) 

     

        Employee Concerns Dummy 

  

-0.026 

    

   

(0.454) 

    

        Human Rights Concerns 

Dummy 

   

-0.126 

   

    

(0.120) 

   

        Consumer Concerns Dummy 

    

0.035 

  

     

(0.452) 

  

        Social Concerns Index 

     

-0.011 

 

      

(0.561) 

 

        Nuclear Concerns Dummy 

      

-0.464** 

       

(0.004) 

        Controls Yes Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes Yes 

        Observations 20610 20610 20610 20610 20610 20610 18623 

Pseudo R-square 0.040 0.040 0.040 0.040 0.040 0.040 0.043 

P-Value 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
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Table 11. Components of Reputation and the Acquisition Probability of the Acquirer 
The table presents the coefficient estimates of probit analysis. The dependent variable takes a value one if the firm 

makes an acquisition in a given year. Models include all firms that are listed in the KLD, Compustat and CRSP 

datasets. The p-values are given in parenthesis and are adjusted for standard errors clustered by firm. All models 

include year and industry dummies. Industry dummies are generated based on one-digit SIC. Variable definitions are 

in the Appendix II. **, *, and + stand for statistical significance at the 1%, 5%, and 10% level, respectively. 

 

  Pr (Acquirer=1) 

  (1) (2) (3) (4) (5) (6) (7) 

Community Concerns Dummy -0.179** 

      

 

(0.004) 

      

        Diversity Concerns Dummy 

 

0.023 

     

  

(0.467) 

     

        Employee Concerns Dummy 

  

-0.085** 

    

   

(0.005) 

    

        Human Rights Concerns Dummy 

   

-0.024 

   

    

(0.718) 

   

        Consumer Concerns Dummy 

    

-0.003 

  

     

(0.950) 

  

        Social Concerns Index 

     

-0.033* 

 

      

(0.047) 

 

        Nuclear Concerns Dummy 

      

-0.154 

       

(0.119) 

        Controls Yes Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes Yes 

        Observations 20610 20610 20610 20610 20610 20610 18623 

Pseudo R-square 0.059 0.058 0.059 0.058 0.058 0.058 0.058 

P-Value 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

 
 
 
 
 
 


