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Abstract

Modern corporate social responsibility ideology formed in the early 20th century.
As a means of corporate socia responsibility, charitable donations are becoming the
hot research aspect in recent years. A lot of normative and empirical research appears.
This paper investigates the relationship between charitable donations and implied cost
of capital. Firstly, from the perspective of signal theory, reputation or goodwill is so
important to firms that it can influence the behavior of investors. Investors aiso collect
information from all kinds of information channels to assess the firnmi's reputation.
Listed firms deliver a positive signal through charitable donations. The philanthropic
expenditures play an important role in shaping the perception of good reputation
among the investors. As a result, the implied cost of capital decreases. On the other
hand, from the perspective of information asymmetry, listed firms disclose the socia
responsibility information through donaiion, which decrease the information
asymmetries between firms and investors. The paper obtains the implied cost of
capital from Ohlson residual income valuation model and dividend discount model. In
the end, the implied cost of capital is expressed in the way of P/B, P/E, PEG ratios As
aresult; the implied cost of capital links the absolute valuation model-residual income
valuation model, dividend discount model and relative valuation model-B/B, P/E,
PEG ratios. The empirical results demonstrate that charitable donations have
significant negative correlation with the implied cost of capital. In the firms without
major irregularities punishment events, the negative correlation is more significant.
The empirical results prove the hypotheses. A good reputation through philanthropic

expenditure will decrease implied cost of capital.
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