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Abstract 

While corporations are increasingly engaging in corporate social responsibility (CSR), the 

impacts from CSR on the corporate financial performance (CFP) of a firm remain widely debated. 

The aim of this thesis was to investigate how substantial CSR efforts affect the financial value of a 

company by analyzing to what extent financial markets react to the release of the Global 100, a rank 

of the hundred most sustainable companies in the world. More specifically, we have examined 

shareholder wealth effects associated with the news that companies are either selected for or 

removed from the list. The analysis is carried out over the period 2005-2019 by the use of the event 

study methodology and supplemented by cross-sectional analyses. Aggregately, we conclude that 

the announcement returns associated with the Global 100 are non-significant. However, our results 

also indicate that certain sub-groups within the data sample experience significant stock price 

movements in response to the release of the list. In fact, we have found that a firm’s industry group, 

the book-to-market ratio and firm location have an impact on the announcement returns, while firm 

size, corporate governance structures and best-in-rank nominations do not significantly influence 

the abnormal returns. We conclude that the market reaction of companies from the pharmaceutical 

industry and companies with low book-to-market ratios (i.e. high growth firms) exhibit a negative 

relationship between CSR and CFP. In terms of firm location, the findings suggest that European 

firms are significantly rewarded when being removed from the Global 100, also indicating a negative 

relationship between CSR and CFP. However, by sub-grouping European firms into the countries in 

which their headquarters are located, it appears that the market reactions vary across the 

continent. Swedish stocks, for example, experience a price decline when being removed from the 

Global 100, suggesting a positive CSR-CFP relationship. On a global scale, also Canadian firms are 

significantly punished when taken off the list. The sparse significant effects on the financial value of 

a firm from engaging in substantial CSR efforts have implications for all relevant stakeholders, since 

it further motivates the debate on the role of the firm and to what extend there exists an optimal 

level of CSR. Furthermore, this thesis is one of the first to study the CSR-CFP relationship on a global 

scale. The study can therefore be viewed as an example of how to overcome the methodological 

challenges that emerge when applying the event study methodology to multiple countries, which is 

especially crucial in relation to the global phenomenon of CSR. 
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1 Introduction 

Over the last couple of decades, an increasing number of firms have been engaging in corporate 

social responsibility (CSR) activities. Despite of this trend, it has not yet been established how CSR 

efforts affect the financial performance of a firm. As a result, numerous researchers have studied 

the relationship between CSR and corporate financial performance (CFP). One of the reasons for the 

continuous attention around this topic is the fact that it echoes the debate about the role of the 

firm. On one side of the debate are those arguing that firms’ sole responsibility is to shareholders 

and who therefore are puzzled about the growing trend toward CSR efforts. In contrast, supporters 

of the concept of CSR claim that firms are obliged to take a social responsibility because they 

perceive firms to be accountable to a wider group of stakeholders, such as governments, consumers 

and employees. Some of the means employed by stakeholders to pressure companies to engage in 

CSR activities are global initiatives, frameworks and rankings that promote sustainable development 

(UN, 2019). An example is the Global 100, which is a rank of the hundred most sustainable 

companies in the world, published annually at The World Economic Forum in Davos. The Global 100 

was initiated in 2005 by Corporate Knights, a Canadian media and research company that produces 

the world’s most circulated magazine on corporate sustainability (Corporate Knights, 2019d; 

Certified B Corporation, 2019).  

Using the Global 100 as the key data source, this thesis investigates the CSR-CFP relationship 

further. The Global 100 is interesting to study because it can be perceived as an award of superior 

sustainability performance. Thus, it transmits a clear and credible signal of substantial CSR efforts 

to the market when a firm is included in the Global 100. Subsequently, if it is in fact value maximizing 

to act sustainably, the market is expected to react positively to the announcement that firms are 

selected for the Global 100 and negatively to the news that firms are removed from the list. The 

following section will elaborate on the research question that has guided our research approach. 

  

1.1 The Research Question 

 In order to investigate if and to what extent investors react to the release of the Global 100 as 

a means for CSR-related news, the analysis of this thesis is conducted using the event study 

methodology. The event study methodology is commonly used in economics and finance to test the 

statistical significance of stock price movements on a given day or number of days in response to a 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

6 
 

piece of news. As will be explained in subsequent chapters of this thesis, the event study 

methodology is based on the Efficient Market Hypothesis (EMH). In other words, it relies on the 

assumption that new information, such as the release of the Global 100, is immediately absorbed 

by the market and that the reactions fully reflect the companies’ future profitability (Klassen & 

McLaughlin, 1996). 

 Following the analysis of the event studies, we will test various sub-hypotheses. First, we run 

cross-sectional regressions on firm characteristics to test if subsamples of the data, such as firms 

from a particular industry or region, exhibit significant cumulative abnormal returns as a result of 

the announcement of the Global 100. Then, we challenge the very assumption of whether the 

selection and removal from the Global 100 is in fact where the largest news value of CSR efforts lie 

in relation to the Global 100 publication. We do this by also testing whether there are significant 

cumulative abnormal returns associated with being ranked as number one in the world on 

sustainability. The sub-hypotheses are built on theoretical insights from existing literature as well 

from an interview with the CEO and co-founder of Corporate Knights, Toby Heaps (see the interview 

transcript in Appendix 1).  

 

Taken together, the thesis sets out to answer the following research question: 

 

How do substantial CSR efforts affect the financial value of a company? More specifically, to what 

extent do financial markets react to the release of the Global 100? 

 

Because we are working with the most sustainable firms worldwide, the first step is to 

understand the concept of Corporate Sustainability (CS). CS is often used interchangeably with CSR 

because both terms deal with a corporation’s approach to balancing environmental, economic and 

social factors. However, the slight distinction between the two terms is crucial for how this thesis 

will proceed. 

Whereas CSR is viewed as reactive, CS is more strategic and proactive in nature. In other 

words, sustainability deals with “the ultimate goal” where all three dimensions - economic, 

environmental and social - are aligned to meet the needs of the present without compromising on 

the needs of the future. In contrast, CSR can be viewed as the intermediate actions required in order 
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to reach sustainability (Idowu, Capaldi, Fifka, Zu, & Schmidpeter, 2015). The proposed relationship 

between CS and CSR is illustrated below in Figure 1 (Marrewijk, 2003). 

 
Figure 1: The relationship between CS and CSR 

 
When Corporate Knights ranks companies’ sustainability performances each year, they do so 

on a number of KPIs that measure the companies’ actions towards sustainability. In other words, 

the way in which Corporate Knights evaluates a company’s degree of sustainability is through its 

CSR activities. Hence, when this thesis studies the market’s reaction to the release of the Global 

100, what is essentially being examined is the link between CSR and financial markets. This makes 

the Global 100 relevant for investigating the CSR-CFP relationship and justifies why the thesis will 

be based on literature on CSR rather than on sustainability. 

 Due to the intense debate and body of research existing on the topic of CSR, no clear all-

embracing definition of the concept yet exists. For the sake of this thesis, we will employ a definition 

of CSR often cited in literature, namely Davis’ (1973), which describes the concept as: 

“The firm’s considerations of, and response to, issues beyond the narrow economic, technical, and 

legal requirements of the firm. It is the firm’s obligation to evaluate in its decision-making process 

the effects of its decisions on the external social system in a manner that will accomplish social 

benefits along with the traditional economic gains, which the firm seeks” (Davis, 1973, p. 312) 

 As Davis’ definition suggests, there are numerous corporate activities a corporation can carry 

out in order to be described as responsible. This is reflected in the diversity of rankings and indexes 
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that exist with the objective to rate companies on their CSR performances. Because no single 

convention on how to quantify sustainability is yet developed, different providers employ different 

approaches. Overall, existent CSR rankings can be divided into those supplied by financial data 

companies and those provided by news agencies. The financial providers offer sustainable indexes 

to investors that are linked to investment funds. Today, several major sustainability indexes are 

present in the market with some of the most well-known being The Dow Jones Sustainability Index 

and FTSE4Good. Despite of the fact that the determinants of sustainability can differ, these financial 

indexes are all constructed from a quantitative, rule-based rating methodology based on KPIs called 

Environmental, Social and Governmental (ESG) ratings. ESG ratings are non-financial performance 

indicators such as how the company manages its carbon footprint; board diversity and structure; or 

whether there are systems set in place to ensure accountability (Idowu, Capaldi, Fifka, Zu, & 

Schmidpeter, 2015). In contrast to financial index providers, news agencies do not only seek to 

convince investors, but also other relevant stakeholders such as regulators and the general public, 

about the link between CSR and CFP. The methodologies behind these rankings, such as Forbes’ 

“The Just 100” are often less transparent.  

 The Global 100 is differentiated from both the rankings of financial providers and the rankings 

of other news agencies. On the one hand, Corporate Knights is distinguishable from financial 

providers by being a news company that seeks to inform other stakeholders than investors. On the 

other hand, they still attract the attention of investors through their quantitative and rule-based 

methodology that they employ to select the hundred most sustainable companies every year. The 

following section will elaborate further on our choice of the Global 100. 

 

1.2 The Global 100  

 There are four key reasons for why the Global 100 is ideal to study as a means for investigating 

the financial effects of CSR efforts. First of all, the Global 100 is relevant for this research due to the 

size and status of the event. Being selected as one of the world’s top hundred is a substantial event 

and something almost all companies advertise on their websites. Also, the fact that the event is 

announced at the World Economic Forum emphasizes the recognition from stakeholders. Second, 

the news value of the event used for event studies is crucial. It is therefore important that the news 

we use to represent the variable CSR cannot be anticipated by the market. Even though the Global 
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100 is released annually, it is a surprise to the market what companies are selected for the list and 

what companies are removed from the list. This is in contrast to e.g. an ESG index that traces stocks 

on a continuous basis. Additionally, the release date of the Global 100 is fixed annually with no prior 

information being leaked to the market, which further enables the news to be a surprise to investors 

on the announcement day. The third key reason is that there are no extra costs associated with 

being selected for or removed from the Global 100. In comparison, other studies have, for example, 

researched how the stock price is affected by a CSR scandal, which cannot be isolated from huge 

costs to the firms (Lott Jr., Karpoff, & Wehrly, 2005). Because this is not the case for firms that are 

removed from the Global 100, it allows us to successfully study the effects of CSR efforts in isolation 

from the costs expected on the firm. The last reason for why the Global 100 is a good case to study 

is the reliability of Corporate Knights’ approach in evaluating companies’ sustainability 

performances. As mentioned previously, all companies included on the list are rated according to 

clearly defined and transparent key performance indicators using quantitative data. All things equal, 

the transparency of the rating methodology must be assumed to increase the likelihood that 

investors react to the news if they value CSR as a driver of financial performance.  

Because the Global 100 is the key data source of our study, it is relevant to introduce their 

exact methodology and the assumptions behind the rankings. In order to establish the categories 

for CSR activities in which firms need to excel in order to be selected for the Global 100, we have 

critically assessed Corporate Knights’ official methodology publications and supplemented this 

information with information from the interview we conducted with the CEO of Corporate Knights, 

Toby Heaps. 

The first step in the Global 100 selection process is to determine the shortlist of companies 

eligible for the ranking. Companies need to have a gross revenue of at least $1bn ($PPP-currency) 

and they are screened out if they do not meet Corporate Knights’ sustainability disclosure criteria; 

are financially unhealthy; provide certain products (i.e. tobacco and weapons); or have received 

sanctions related to human rights, labor and environmental violations (see Appendix 2 for a full 

description). The shortlisted companies are evaluated on universal and industry specific KPIs and in 

total, they can be measured on up to 21 KPIs. Overall, the KPIs cover resource management, 

financial management and employee management (see Appendix 3 for a full description). The 

allocation of spots for each industry reflects the MSCI AWCI so that the performance of the Global 
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100 can be benchmarked up against a conventional index. All companies are scored relative to the 

industry they belong to.  

In the official methodology publications, it is stated that the methodology behind the Global 

100 is refined annually, “to improve the comparability and precision of the outcomes, and to 

leverage evolving data availability and understandings of key determinants of corporate 

sustainability” (Corporate Knights, 2019b). One of the most important changes to the methodology 

is the fact that the Global 100 went from being a list to a ranking in 2010. In this paper, we thus use 

list and ranking about the Global 100 interchangeably. The change into a ranking allows investors 

to differentiate between the selected companies. Another important change is the industry 

classification. It was changed in 2019 from GICS classification to Corporate Knights’ own industry 

grouping to be able to better compare companies. Lastly, the list of KPIs has also changed slightly 

over the years. The most important addition is the clean revenue metric, which was added in 2018 

and which now accounts for 50% of the score for all companies. Despite of its high predetermined 

weight, the metric is defined individually for each industry. 

The fact that there have been implemented significant changes to the methodology over the 

Global 100’s 15-year time period implies that we see certain challenges in comparing the individual 

companies’ rankings across the years. Nevertheless, this is not an issue for this thesis as it is not part 

of the overall objective. What is important is that investors perceive the ranking as credible when it 

is announced. The changes to the methodology have been transparent and right from the beginning 

the methodology has served the same overall purpose, namely to determine the most sustainable 

companies in the world. Therefore, we have no reason to assume that the changes to the 

methodology have decreased the credibility of the Global 100. To give the reader an overview of 

which companies that are selected for the Global 100, we have included the latest ranking in 

Appendix 4.  

 
1.3 Contribution of This Thesis 

Although many researchers before us have previously studied the CSR-CFP relationship, there 

are three central factors that make our study unique. First, no previous studies have investigated 

how stock prices react to the release of the Global 100. To our knowledge, this study is thereby the 

first to look at the financial effects from being rated among the top hundred in the world on 

sustainability. Second, most event studies that have previously investigated the CSR-CFP 
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relationship have mainly focused on the United States or been limited to another single market. In 

contrast, our study is a global event study and the event under investigation is affecting firms 

worldwide. This has provided us with both challenges and opportunities, while given us the change 

to help fill the current gap in literature related to global event studies on CSR. The third factor that 

makes our study unique is the fact that we in the analysis of our event studies utilize not only one, 

but three different economic models to estimate the normal returns used in the calculation of the 

abnormal returns. Specifically, it is unique that we incorporate the Fama French 3-factor model, 

which we show enhances the explanatory power of the prediction of the normal returns after 

adjusting for the additional number of predictors.  

 
1.4 Delimitations 

This study can help companies, investors and researchers in understanding the relationship 

between CSR and CFP. What it cannot do is directly examine how stocks that do well on CSR 

contribute to the risk and return of a portfolio. If this had been the purpose of our study, a portfolio 

analysis would have been more appropriate. That being said, the focus of this thesis is on returns, 

making it more directly linked to shareholder value than studies that are focused on accounting-

based measures, such as profits. Given that we are using the event study methodology, another 

delimitation of this thesis is that it is investigating short-term financial effects from substantial CSR 

efforts. In other words, we are not investigating long-term effects, such as whether CSR strategies 

can eventually lead to lower costs to the firm from less conflicts with stakeholders. Additionally, a 

noteworthy delimitation is the choice of explanatory variables in our cross-sectional analyses. The 

list of variables used is not exhaustive but based on theoretical insights from literature and empirical 

findings in the data.  

 
1.5 Structure of the Thesis 

 The thesis is structured as follows. Chapter 2 presents the theoretical background of the study. 

Chapter 3 introduces the reader to the field of CSR literature and provides a literature review of the 

CSR-CFP relationship. Chapter 4 develops the hypotheses that drives the research based on findings 

from the literature. Chapter 5 explains the methodology used and how it is applied in the analysis. 

Chapter 6 evaluates the quality of our research design by assessing reliability and validity. Chapter 

7 concerns data collection and processing. Chapter 8 presents the results of the event studies, 
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robustness tests and the results of the cross-sectional analyses. Chapter 9 discusses the results of 

the analyses in relation to the theoretical and empirical background. Finally, Chapter 10 concludes 

and provides the reader with suggestions for further research.   
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2 Theoretical Background  

 This chapter provides the reader with an overview of the theory applied for the analysis and 

discussion. First, the efficient market hypothesis and signaling theory are presented as these are 

essential for the event study analyses. Within signaling theory we also touch upon the valuation of 

intangible assets, which is useful in understanding investors’ perceptions and valuations of CSR-

related information. Then, shareholder theory and stakeholder theory are introduced, paving the 

way for a discussion of the responsibility of firms. The theoretical background and the subsequent 

assumptions constitute the framework for this thesis and for the formation of the hypotheses it 

seeks to test. 

 

2.1 The Efficient Market Hypothesis  

 The efficient market hypothesis describes the link between available information, investor 

competition and the impact these factors have on security prices. Fama (1970) defines the efficient 

market as a, “market in which prices at any time ‘fully reflect’ the available information” (Fama E. 

F., 1970, p. 383). Thus, the efficient market hypothesis is the idea that competition among investors 

eliminate all NPV positive trading opportunities. Investors valuate the securities based on expected 

future cash flows and the cost of capital and will attempt to buy positive NPV stocks and sell negative 

NPV stocks, which in turn impact the stock prices. This implies that securities will be fairly priced 

based on their future cash flows and all available information (Berk & DeMarzo, 2017).  

 There are, however, factors that can hinder the efficiency of the market. First, large 

transaction costs can decrease the leveling of the playing field and create situations where the prices 

do not reflect the fair expectation. Second, investors can evaluate risk differently, despite of the 

same access to information. Investors’ evaluation of risk is reflected in the cost of capital and under 

the efficient market hypothesis, securities with equivalent risk should have the same expected 

return. If investors evaluate risk differently, the market might not be completely efficient. Taken 

individually, the first two factors do not necessarily cause inefficiency. Even with large transaction 

costs, the prices can still reflect all available information. Also, disagreements about risk assessment 

does not in itself imply market inefficiencies unless some investors consistently make better 

assessments (Berk & DeMarzo, 2017; Fama E. F., 1970). In contrast, a third factor, namely 
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restrictions on access to information, can alone limit the efficiency of the market. Hence, barriers 

to information is the most important contributing factor to inefficiencies in the market.  

 To test the efficiency of the market, Fama (1970) has proposed three different levels of market 

efficiency. These are called the weak market efficiency, the semi-strong market efficiency and the 

strong market efficiency. In the weak form of market efficiency, the prices reflect all information 

about historical prices. The prices follow a random walk, which implies that successive price changes 

are independent. This makes it impossible to gain superior returns by using information about past 

returns. The semi-strong form of market efficiency is concerned with the speed of adjustment to 

obvious public information (i.e. stock splits, dividend announcements, etc.). Finally, the strong form 

of market efficiency investigates whether certain groups or investors have monopolistic access to 

any information relevant for security price determination (Fama E. F., 1970). There is empirical 

evidence in favor of both the weak and semi-strong form of market efficiency, but not the strong 

market efficiency in its strict form. Event studies have historically been used to test the semi-strong 

efficient market hypothesis by assessing the speed of price adjustments.  

 

2.2 Signaling Theory  

 Signaling theory was first presented by Akerlof (1970) to describe the relationship between 

uncertainty, quality and the economic cost associated with asymmetric information. This can 

potentially lead to inefficient markets. Akerlof exemplifies these relationships on the used car 

market to argue that bad cars, or “lemons”, sell at the same price as good cars because the 

consumer cannot distinguish between good and bad cars. Only the seller has that information and 

can thus exploit this asymmetry in information. The misvaluation of the different grades of cars tend 

to drive out the good quality cars, since the car seller has an incentive to sell the bad cars instead of 

the good cars to earn a higher profit. However, the buyer will also be aware of the seller’s intention 

and thereby not be willing to pay the price of a good car. The information asymmetry can be 

overcome if the seller sends a signal the buyer can use to interpret the quality of the car (Akerlof, 

1970).  

 Signaling theory has been used in different strands of theoretical literature. One of the most 

widely used applications is in the disclosing and corporate governance literature. The argument is 

that signals can help overcome misalignments between shareholders and managers, which arises 
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from asymmetry in information. Managers might engage in risky, undisclosed activities, favoring 

short-term results rather than long-term value creation. Since investors cannot observe these 

activities, they do not account for them in their risk assessment. Hence, they perceive the risk-

adjusted expected return to be the same across certain firms even though it might differ in reality. 

In other words, when managers do not release certain information, investors are exposed to 

adverse selection and moral hazards. Under these conditions, managers have an incentive to signal 

firm-specific knowledge to investors if they expect it to generate higher returns (Toms, 2002).  

 Signaling theory has also been deemed to be an extension of the resource-based view (RBV). 

The basic assumption of the RBV is that the firm has specific, inimitable resources that can generate 

a competitive advantage. The unique resources can both be intangible and tangible assets. 

However, especially intangible assets are claimed to be hard to imitate due to their resource 

immobility, i.e. their stickiness to an individual firm. CSR activities are typically categorized as 

intangible assets. The valuation of intangibles is often more uncertain than tangibles since they do 

not directly appear on the balance sheet. As a result, there are both examples of overreactions and 

underreactions to an announcement of investments in intangibles (Edmans, 2011). One way to 

overcome misvaluation of intangibles is to send quality signals to the market that are perceived 

credible. A quality signal is defined as something, which is hard to imitate, describes an observable 

relationship and is cost effective (Toms, 2002). In terms of CSR disclosure, quantifiable and verifiable 

public information is perceived to be a high-quality signal (ibid).  

 

2.3 Shareholder Theory 

As briefly presented in the introduction of this thesis, the question concerning the 

responsibility of firms has been widely debated by both researchers and practitioners throughout 

history (Wan-Jan, 2006). In modern economics, the debate took off in 1970 with the rise of the 

Chicago School of free market-economists led by Milton Friedman’s article “The Social 

Responsibility of Business is to Increase Its Profits” in The New York Times. With this article, 

Friedman argued that managers are agents of the firm and that their primary responsibility is to 

maximize firm value for shareholders. Friedman’s theory is commonly referred to as the shareholder 

theory. According to this theory, CSR is a result of agency costs, a misuse of corporate resources in 

order to pursue other interests than those most beneficial to the owners of the firm. In fact, when 
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a manager engages in CSR, according to Friedman, it is equivalent to imposing taxes on the owners 

of the firm and at the same time deciding, on their behalf, how the taxes should be distributed. If 

managers wish to spend resources on social problems, it is more efficient if they do so at their own 

expense and not in the role as agents of the firm (Friedman, 1970). 

 Many researchers have challenged the shareholder theory for its lack of ability to balance 

social concerns with shareholders’ interests. Some critics draw on classical economics, such as the 

Social Welfare Theorem and state that it should not be contradicting to maximize both social welfare 

and a firm’s own profits because any competitive equilibrium leads to a pareto-efficient allocation 

of resources. However, the social optimum can be difficult to reach in practice as it essentially 

incorporates interests of a variety of stakeholders (Renneboog, Horst, & Zhang, 2008). Within 

modern economic theory, it is thus widely acknowledged that the value-maximizing criterion does 

not necessarily maximize social welfare. Jensen (2001), for example, points to the case of 

externalities, which are defined as situations where the firm does not bear the full cost of its actions 

(Jensen M. , 2001). Friedman’s response to these claims is that it is the role of governments, not 

firms, to take care of the existence of externalities and provisions of public goods (Friedman, 1970).  

 
2.4 Stakeholder Theory 

Robert E. Freeman agrees with the idea of maximizing shareholder value but opposes the view 

that this should be the only objective for management. Instead, he believes that no stakeholder 

group should be prioritized over another.  

“In today’s world there is just too much uncertainty and complexity to rely on such a single 

criterion. Business in the twenty-first century is global and multifaceted, and shareholder value 

may not capture that dynamism" (Freeman, 2008, p. 58) 

According to Freeman, business can be viewed as a set of relationships between different 

stakeholders, such as customers, financiers and the local community, who have various demands. 

This theory, where the firm has a moral obligation to a broad array of stakeholders, is commonly 

referred to as the stakeholder theory (Freeman, 2008). A key argument of the stakeholder theory is 

that stakeholders are interdependent i.e. by increasing the value for one stakeholder, managers 

also increase the value for others (Freeman, 2010).  
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Critics of the stakeholder theory argue that it leads to issues of accountability and managerial 

incentives. In contrast to the shareholder theory, where the goal of managers is to invest until 

marginal return exceeds the cost of capital, the stakeholder theory does not provide a clear 

definition on how to make the trade-off between stakeholders. With no clear objective set for 

managers, it furthermore becomes difficult to evaluate managers’ performances, which can lead to 

agency problems and thereby destroy value for shareholders (Renneboog, Horst, & Zhang, 2008). 

In response to this critique, Freeman argues that the heart of the problem lies in the traditional way 

managers think about trade-offs between stakeholder groups. Rather than give into trade-offs, 

managers should try to reframe the firm’s issues so that stakeholders are cared for in the long run. 

He believes it will generate even larger value when the interests of stakeholders are served 

together, rather than treated separately (Freeman, 2010). 

In other words, Freeman’s side of the CSR debate does, in contrast with Friedman’s, provide 

opportunities for incorporating CSR into the business’ operations instead of engaging in CSR as a 

side act carried out by private principals. According to the stakeholder theory, CSR can help a firm 

with anticipating and minimizing potential conflicts with stakeholders and thereby help optimize 

overall value. However, it is important to keep in mind that CSR and stakeholder theory are not 

identical concepts. In fact, Freeman et al. (2017) argue that while stakeholder theory deals with 

corporate responsibilities as a whole, CSR prioritizes specific company responsibilities over others, 

namely those directed at society. Thus, while the two concepts often deal with similar issues, they 

are useful for different purposes. Stakeholder theory concentrates on the overall operations of the 

firm. In contrast, CSR is useful to raise attention around a given issue worthy of attention. However, 

what CSR and stakeholder theory have in common is that the corporation should be driven by a 

purpose and take into account other interests than merely shareholders (Freeman & Dmytriyev, 

2017).  

Summing up, the theoretical chapter has outlined the underlying assumptions of the market 

structures and investor behaviors necessary for the analysis. Furthermore, the debate on the 

responsibility of firms has been introduced. This debate is the foundation on which CSR literature is 

built, which leads us to the next chapter on empirical findings associated with CSR and financial 

markets. Taken together, the theoretical and empirical background chapters will later help us 

develop the hypotheses that guide our research. 
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3 CSR and Financial Markets  

 The aim of this chapter is to introduce the reader to the field of CSR literature and examine 

results of previous studies that have looked at the CSR-CFP relationship. First, the chapter presents 

recent trends in the field of CSR, why firms engage in CSR and the costs and risks associated with 

CSR. From this, existing literature on the link between CSR and financial markets is reviewed with 

an emphasis on both research methods and empirical findings.  

 
3.1 Trends in the field of CSR 

 Trends in the field of CSR are, either directly or indirectly, linked to the phenomenon of 

globalization. The concept of globalization has been researched by numerous scholars and as a 

result, it has multiple definitions. One of the famous scholars in the field of globalization is Steger 

(2013) who broadly describes globalization as “the expansion and intensification of social relations 

and consciousness across world-time and world-space” (p. 15). This thesis will not go further into 

the debate on globalization but point to three dominating trends characterizing the globalized world 

of today that have implications on the field of CSR.  

 

Increasing information availability  

It is well established that innovations in information technologies have had a drastic impact 

on world interconnectedness. Especially the development of the internet and access to the World 

Wide Web have immensely decreased people’s perception of world-time and world-space (Steger, 

2013). In relation to CSR, this development has provided investors with immediate access to a broad 

variety of information and thereby the opportunity to evaluate publicly-traded firms on non-

financial measures of performance (Taylor, Vithayathil, & Yim, 2018). The increasing demand for 

non-financial information has created attention around the value of intangibles, such as CSR. As 

shown on Figure 2, a Factiva search for the word 

“CSR” reveals the increasing interest in the concept, 

with only one news hit in 1976 and no less than 

35,335 news hits in 2018 (Factiva, 2019). Besides 

from the immense increase in attention on CSR, the 

Factiva graph also shows a peak of news related to Figure 2: News hits on the word "CSR" from 1976-2018 
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the concept in 2015. Hereafter, the amount of news around CSR appears constant at a lower level, 

which we will turn back to in section 3.5.4, “Has the Relationship Changed Over Time?”. The growing 

attention on the topic combined with improved information availability, puts firms under public 

pressure. This is supported by The United Nations Global Compact-Accenture Study, built on data 

from 1,000 respondents and interviews with more than 50 CEOs. The survey finds that in 2016, 97% 

“believe that sustainability is important to the future success of their business”. Additionally, 75% 

“see digital technologies enabling more sustainable business models” and 62% state that 

“digitalization has made trust a top priority for the company” (Barbara & Fenwick, 2016) McKinsey’s 

Global Survey supports these findings by showing that 39% of executives pick “communicating 

sustainability activities to customers” as one of the three most important activities for creating 

financial value (Bonini, & Bové, 2014). The calls for trust, transparency and enhanced 

communication around sustainability have increased the demand for CSR reporting. As an example, 

the number of firms that publish CSR reports grew from less than 20 in the 1990s to more than 

8,500 in 2014 (Taylor, Vithayathil, & Yim, 2018).  

 

Governance gaps and political CSR 

 Not only has the call for CSR increased, but the nature of the concept has also changed. 

Scherer et al. (2016) talk about a shift from instrumental to political CSR, referred to as PCSR, 

indicating that corporations undertake an increasingly political role in society. One way in which this 

political turn of CSR is apparent is through the growth in the amount of public-private partnerships 

and shared initiatives with political agendas, which we referred to in the introduction of this thesis. 

The launch of the UN Global Compact in 2000 is an example of such an initiative where the private 

sector is expected to deliver on political goals (Rasche, 2012). The increasing interest in the concepts 

of CSR and PCSR is also visible within the EU. On January 30, 2019, The European Commission 

released the reflection paper “Toward sustainable Europe 2030”, where they stated: 

“Businesses have a vital role to play in the sustainability transition. Over the last decades, both on 

a voluntary basis and spurred on by public authorities, an ever-growing number of companies have 

made environmental and social responsibility a core part of their corporate missions.” 

(The European Commission, 2019, p. 6) 
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When the European commission states that not all CSR activates are voluntary, but also 

“spurred on by public authorities”, they refer to the EU directive from 2013, which goal is to enhance 

transparency of corporate actions through requirements of public disclosure. In general, multiple 

governments worldwide have implemented regulations over the past years with the goal of 

encouraging further CSR (Berger-Walliser & Scott, 2018). Danish companies, for example, have since 

2009 been required to report on their CSR activities, a legal obligation called the comply-or-explain 

model (CSRgov, 2019). For the analysis of this thesis, it is important to keep in mind the differences 

in legal regulations across countries that might have an influence on why companies engage in CSR 

and thereby on whether the market is expecting them to act sustainably.   

Technological advancements  

With technological advancements new opportunities appear. Besides from the emergence of 

information technologies, the advancements in data analytics have allowed financial markets 

worldwide to develop improved data systems. In the introduction to this thesis we touched upon 

how especially financial ESG-indexes today measure companies’ sustainability performances 

through quantitative, rule-based rating methodologies. The emergence of ESG-indexes has 

contributed to the extensive debate among practitioners and researchers on whether CSR/ESG-

factors add value to investment decisions. Section 3.4 will provide a literature review of the research 

methodologies and findings that lay the ground for this debate. 

 

New conditions for CSR 

 Summing up, the increasing external pressure on companies from the media, consumers, 

politicians, regulators and financial institutions has significantly changed the field of CSR. Over the 

last decades, the concept seems to have transformed from nice-to-have into an important part of a 

firm’s license to operate (Berger-Walliser & Scott, 2018). The finding that there is a rising and 

changing demand for CSR naturally leads to a discussion of why firms engage in CSR. 

 

3.2 Why Do Firms Engage in CSR? 

 As mentioned previously, one of the most famous arguments for why to conduct CSR is 

connected to the RBV. Porter argues that if CSR, as with any unique resource, is integrated into the 

core strategy of the firm, instead of treated as an add-on element to the business, it can be a source 
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of competitive advantage. In other words, Porter does not perceive it as corporations’ responsibility 

to solve the world’s problems but emphasizes that each company ought to address the issues that 

fit with its unique capabilities and resources so that it optimizes shared value for both the company 

and society (Porter & Kramer, 2006).  

 Porter, however, is not the only scholar who has tried to explain why firms conduct CSR 

activities. In general, business benefits from CSR have been analyzed both theoretically and 

empirically by numerous researchers. One of the authors of such research, Weber (2008), divides 

the outcomes of existing literature into five categories:  

 

1. Conducting CSR improves the company’s image and reputation, which in turn can increase 

competitiveness. Weber argues that reputation-building is important for firms because 

reputation is a mental picture that the company builds up in people’s minds over time. 

2. CSR has a positive influence on a company’s ability to attract and retain employees. Part of 

this is caused by the reputational benefits of CSR, but parts are also a result of the increased 

motivation that employees experience when working under improved working conditions or 

on projects with a greater purpose.  

3. Weber points to the cost savings of CSR. For example, some governments subsidize CSR 

activities. Establishing good relations with governmental institutions can become essential for 

a firm, possibly benefitting other parts of the companies’ operations. Some suppliers and 

creditors are also keener to work with socially responsible firms due to the possibility of 

positive spillover effects.  

4. Research shows that CSR can lead to increased revenues due to its effect on customer-related 

motivation. The increased revenues can stem both from the fact that sustainable products 

may attract more customers and from the price premiums often placed on CSR products. Also, 

CSR activities can sometimes pave the way for first-mover advantages in emerging markets.  

5. CSR activities may reduce risks e.g. the likelihood of being attacked by nongovernmental 

organizations (NGOs) or scrutinized by the media in the event of negative CSR-related news. 

Moreover, CSR is a way of getting ahead of new regulations and legal requirements that might 

otherwise be enforced on the firm. 
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 Besides the benefits of CSR outlined by Weber, Sprinkle et al. (2010) additionally identify 

moral obligation and window-dressing as key reasons for why firms engage in CSR. In regard to 

moral obligation, they state that companies may engage in CSR because it is simply the right thing 

to do. Here they admit that it is difficult to disentangle profit-seeking intentions from the intentions 

of being good corporate citizens. This thesis will not discuss the link between CSR and philosophical 

moral theories in more detail but acknowledges that firms may work after philanthropic principles 

(Sprinkle & Maines, 2010). Window-dressing, also referred to as greenwashing, is the combination 

of poor environmental performance and positive communication about environmental 

performance (Delmas & Burbano, 2011). Sprinkle et al. argue that with the increasing attention 

around sustainability, some companies feel pressured to report on their CSR activities, leading to 

reports that contain “hot air”. In order words, companies might engage in CSR activities for cosmetic 

rather than strategic and operational reasons (Sprinkle & Maines, 2010). 

 Even though the abovementioned reasons for conducting CSR are the most cited in literature, 

we find it relevant to take a step back and critically assess whether these motives are also prevailing 

today. In section 3.1 on trends in the field of CSR, we concluded that there in recent decades has 

been a tremendous increase in the demand for CSR. Furthermore, we argued that in the globalized 

world of today, CSR is no longer viewed as purely nice-to-have but has grown into a necessary 

condition for a business to operate. Seen in this light, Porter’s argument that firms conduct CSR to 

build a competitive advantage can be claimed to be less relevant today. If most firms in an industry 

engage in some form of CSR, CSR in itself does not set one firm apart from the other unless the CSR 

activities are significantly different from competitors. Instead, CSR has changed character to 

mitigating activities, a way not to negatively differentiate from competitors, which is why it can be 

perceived as a part of the license to operate. We will explore further the possibility that the market’s 

perception of CSR has changed over time in both the analysis and the discussion of this thesis.  

 

3.3 Costs and Risks Associated with CSR 

 The costs of CSR can be hard to estimate because conventional accounting methods do not 

distinguish between costs that are related to CSR and costs that are not (Weber, 2008). One way of 

calculating the costs of CSR is by comparing conventional and sustainable approaches to business. 

However, this is not always doable in practice as the CSR costs are often indirect, long-term and a 
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matter of opportunity costs (Sprinkle & Maines, 2010). Nevertheless, Weber has tried to decompose 

CSR costs by separating them into one-time costs and continuous costs. One-time costs include 

investment costs, donations and other one-off costs related to the CSR activities, whereas 

continuous costs consist of recurring operational costs, continuous donations, licensing fees or costs 

related to marketing campaigns. In addition to the costs presented by Weber, Davis (1973) states 

that if the firm is not an expert in the social activities that it engages in, extra costs will occur. 

Businessmen are specialized in business and do not necessarily have the perceptions and skills 

needed to be involved in social activities. Furthermore, Davis argues that CSR activities can create 

inefficiencies and remove focus away from the core operations of the firm (Davis, 1973). 

The main risk associated with CSR activities is negative stakeholder behavior. When a 

company is actively communicating on its CSR performance, it is creating awareness toward the 

connection between its brand and CSR. If the company at the same time is involved in scandals or 

other forms of negative publicity, both NGOs, governments, suppliers and customers might oppose 

to, or even boycott, the brand for its insincerity (Weber, 2008). Similarly, the economic 

consequences of getting caught in window-dressing can be even larger than if the company had not 

gotten involved in CSR at all (Yoon, Gürhan-Canli, & Schwarz, 2006). Furthermore, CSR activities 

sometimes involve a political agenda, which may have negative effects on customers and 

employees, depending on whether they agree or disagree with the agenda (Sprinkle & Maines, 

2010). Following the same line of thought, the board of directors may disagree on the extent to 

which the firm should engage in CSR and in what projects the firm should be involved. This can 

create frictions and a hostile environment in which to carry out the social mission that as a result 

might fail to succeed (Davis, 1973). 

 
3.4 Empirical Studies on CSR and Financial Performance  

Numerous studies have been conducted on the relationship between CSR and CFP. In terms 

of research methodologies used, the literature can broadly be divided into three categories, namely 

regression analysis, portfolio analysis and event studies. Each research methodology has its 

strengths and weaknesses, implying that different research questions may be best answered using 

different methodologies. The following part of the thesis will give a review of the literature 

conducted within each category of analysis and justify why the chosen methodology for this thesis 

is the event study methodology.  
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3.4.1 Regression Studies 

 Many scholars have examined the CSR-CFP relationship by regressing a measure of CSR against 

a measure of long-term firm performance and a number of control variables. However, the variables 

for both CSR and firm performance have differed across studies (McWilliams & Siegel, 2000). 

Hirigoyen et al. (2015), for example, analyze how human resources, human rights in the workplace, 

societal commitment, respect for the environment, market behavior and governance affect return 

on equity, return on assets and the market-to-book ratio (Hirigoyen & Poulain-Rehm, 2015). 

Similarly, Waddock and Graves (1997) regresses index scores of CSR against measures of accounting 

profits, as for example return on assets (ROA), while other scholars, such as Qju et al. (2016), 

investigates the effect of environmental and social performance disclosures on measures of 

profitability and market values (Qiu, Shaukat, & Tharyan, 2014; McWilliams & Siegel, 2000).  

Even though the literature on regression studies is vast, the results and use of control variables 

are mixed. While both Hirigoyen et al. (2015) and McWilliams et al. (2000) claim the CSR-CFP 

relationship to be neutral, Waddock and Graves (1997) and Konar and Cohen (2001) arrive at a 

positive relationship. Qiu et al. (2014) further add to the debate by stating that the relationship is 

positive between social disclosures and market values, but not present between environmental 

disclosures and profitability. In terms of control variables, authors typically adjust for firm 

characteristics such as size, debt, risk or ownership, where size, for example, is measured by taking 

either the logarithm of the total workforce, total assets, the market cap or of net sales (Qiu, Shaukat, 

& Tharyan, 2014). Konar and Cohen additionally point to industry as a relevant control variable. In 

fact, they show that the loss in asset value associated with poor environmental performance is 

larger for firms that operate in traditionally polluting industries.  

 Due to the many inconsistencies in both the approaches and results across studies using 

regression analysis, critiques have pointed to several challenges of the methodology in the context 

of CSR research. One of the main concerns is the risk of omitted variable bias. McWillims et al. 

mention the specific example that several previous articles suffer from omitted variable bias 

because they have not incorporated R&D investments as a control variable in the regression, which 

McWilliams et al. assess to be an important determinant of financial performance. A second major 

challenge of regression analysis is that correlation does not necessarily imply causation. Many 

regression studies try to account for this problem by the use of Granger causality. However, Konar 
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and Cohen, for example, acknowledge that they cannot be certain of the causality direction of their 

findings. In other words, even though they show a link between environmental performance and 

market values, it might not be that positive environmental performance leads to increased market 

values, but instead it could be that managers of profitable firms are more likely to spend more 

resources on environmental activities (Konar & Cohen, 2001). Yet another potential issue of 

regression analysis in the context of CSR literature is the lack of direct implication for investors 

(Hvidkjær, 2017). The idea of studying the link between CSR and financial performance is essentially 

to understand how an investor can optimize his portfolio return. However, even if regression studies 

find a positive CSR-CFP relationship, a regression analysis in isolation cannot tell the investor 

whether the information is already incorporated in the market.  

 

3.4.2 Portfolio Analysis Studies 

 The most prevalent research method used in literature when studying the link between CSR 

and financial performance is to construct a portfolio based on individual stocks that perform well 

on specific ESG-measures and then investigate whether the portfolio generates risk-adjusted excess 

returns over a given time period. This approach enables the researcher to back-test whether specific 

ESG ratings are beneficial in the formation of the optimal portfolio, and thereby whether there is a 

link between ratings and return (Hvidkjær, 2017). The CSR characteristics used to form the portfolio 

can be either individual E, S or G indicators, overall ESG scores or other signals of CSR.  

 Edmans (2011), for example, studies the relationship between employee satisfaction and 

long-term stock returns. Similar to our study, Edmans examines a list of the “100 Best Companies 

to Work For in America”. In contrast to us, however, Edmans is interested in long-term effects. His 

hypothesis is that the relationship between the two variables is positive over the long-term, but that 

the market fails to immediately incorporate the value of intangibles, such as employee satisfaction. 

Therefore, he uses a value-weighted portfolio which he controls for risk, industries, firm 

characteristics and outliers. The portfolio earns a four-factor alpha of 0.29% per month, totaling to 

3.5% per year, and further outperforms industry-matched benchmarks with a statistically significant 

alpha of 2.1% from 1984 to 2009 (Edmans, 2011).  

 Derwall et al. (2005) and Cohen, Fenn, and Konar (1997) are examples of studies that also 

investigates the link between a CSR characteristic and portfolio performance. Instead of a social 
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screen, however, these studies are interested in the financial value of environmental performance. 

Derwall et al. construct two portfolios with high and low ratings on eco-efficiencies, respectively, 

based on Innovest Strategic Value Advisors’ corporate eco-efficiency scores. Again, the portfolios 

are adjusted for different parameters such as market risk, investment style and industry effects. 

Their main finding is that from 1995-2003 the portfolio with high eco-efficiency scores delivers 

superior returns (Derwall, Guenster, Bauer, & Koedijk, 2005). Cohen, Fenn, and Konar (1997) take a 

similar approach, constructing two industry-adjusted portfolios where one contains low polluting 

companies, and another contains highly polluting companies. However, in contrast to Derwall et al., 

they do not find any superior returns from green investing. Nevertheless, they do not find that the 

market penalizes portfolios with green investments either, suggesting no real performance 

difference associated with environmental responsibility (Cohen, Fenn, & Konar, 1997). Hence, a 

comparison of these two studies demonstrates the ambiguity of the findings within the field of 

environmental screens.  

 An alternative type of portfolio analysis is to conduct a mutual fund study where the 

performance of Socially Responsible Investments (SRI) funds is compared with the performance of 

conventional funds. This type of study has been carried out by numerous researchers, as for 

example Geczy et al. (2003) and Renneboog et al., (2008) and does not require the author to 

construct a portfolio on his own. However, as Kempf and Osthoff (2007) point out, the fund 

managers of the mutual funds can strongly bias the results because the ability of the performance 

of the fund cannot be isolated from the fund manager’s choice of stocks and the time he chooses 

to invest in the fund. Additionally, manager fees and incentive systems, which are both direct and 

indirect, can significantly influence a fund’s performance (Hvidkjær, 2017).  

 To overcome such challenges, another strand of literature has been focusing on the effect of 

overall socially responsible investments (SRI) on financial performance. Kempf and Osthoff (2007), 

for example, try to answer the research question of whether a trading strategy in stocks, based on 

past SRI ratings, leads to abnormal returns during the time period 1992-2004. Therefore, they create 

both positive, negative and best-in-class screenings. Negative screening policies exclude companies 

involved in controversial business areas such as tobacco, gambling and weapons. These are often 

referred to as shunned stocks and sin stocks. Positive screenings, on the other hand, pick the stocks 

with the highest ranked companies of socially responsible criteria such as diversity and human 
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rights. Their best-in-class screenings are defined as the same approach as positive screenings, but 

with the portfolio also being balanced across industries, similar to the screening of the Global 100. 

What they find is that investors can greatly benefit from the long-short value-weighted industry-

adjusted portfolios with an alpha of above 5% per year (Kempf & Osthoff, 2007). Stratman and 

Glushokov (2009) support Kempf and Osthoff (2007)’s finding that an investor can benefit from 

screening stocks on the basis of CSR characteristics. Similar to Kempf and Osthoff they find that 

positive screenings can yield higher returns. However, they suggest to refrain from shunning stocks 

and argue that the advantage from positive screens will be offset by the exclusion of shunned stocks, 

overall yielding no effect. In general, existing literature shows considerable evidence that shunning, 

or in other words negative screening, leads to underperformance. Hong and Kacperczyk (2009), for 

example, found that if investors do not include sin stocks in their portfolios, they are losing out on 

higher expected returns. The reason, they argue, is that more and more investors are beginning to 

exclude sin stocks from their portfolios due to social norms. Also, analysts are covering these stocks 

to a lesser extent than comparable stocks. This neglect of sin stocks leads to depressed prices, which 

in turn leads to higher future returns (Hong & Kacperczyk, 2009). Instead of shunning stock, it is thus 

suggested to merely tilt portfolios toward the companies with high SRI scores (Stratman & Glushkov, 

2009).   

 Despite of the previous findings in literature showing that excluding sin stocks from a portfolio 

will hurt performance, other scholars have claimed that SRI screenings do not make a difference for 

the financial performance of a firm. Humpfrey and Tan (2014)’s article “Does It Really Hurt to Be 

Responsible”, for example, find that screened portfolios, nonmatter whether the screens are 

positive or negative, do not differ from unscreened portfolios in terms of risk and return (Humphrey 

& Tan, 2014).  

 To summarize, the results from portfolio analysis is, similar to the results from regression 

analysis studies, not unambiguous. The review of the literature hints that including stocks that 

perform well in terms of CSR into an investor’s portfolio either yields positive or no excess returns. 

Especially, the link between environmental performance and financial performance is an area that 

shows both types of results. In contrast, the majority of literature on sin stocks suggest that negative 

screenings lead to underperformance, indicating that the CSR-CFP relationship is not exclusively 

positive or neutral, but could potentially hurt investor performance. The methodology of portfolio 
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analysis is useful as a means to directly examine how CSR contributes to the risk and return of a 

portfolio. The benefit of this type of analysis is that it can test how stocks perform together rather 

than individually. Still, this methodology also holds some limitations. First of all, a portfolio analysis 

is conducted on past data and the findings may therefore be less relevant for an investor today. We 

return to the effect of time on the CSR-CFP relationship in section 3.5.4. Second, even though 

authors try to adjust for external variables, portfolio analysis is not a controlled experiment. The 

performance of a portfolio over time may also be determined by factors not related to the ESG 

criteria studied. The risk of external variables in long-run studies is one of the reasons why we 

instead have chosen the event study methodology for the analysis of this thesis. 

 

3.4.3 Event Studies 

 The strength of short-run event studies is that they overcome the above-mentioned 

limitations of long-run studies, such as regression studies and portfolio studies. The short event 

period and the precise information provided about the event make it easier to isolate the event 

from external factors. Thereby, the researcher is able to identify whether the variable measured by 

the event is in itself causing excess abnormal returns. Despite the short event window, one should, 

however, still be careful about confounding events, which we will turn back to in section 8.4.1 under 

robustness tests.  

 As touched upon in section 3.4.1 on regression analysis, another major limitation in studying 

the relationship between CSR and financial markets is the possibility of reverse causality. In other 

words, it can be questioned whether CSR is impacting financial performance, or whether high cash-

flow firms are more likely to conduct CSR activities. Campell (2007), for example, argues that both 

the state of the economy, a firms financial performance and the level of competition influence a 

company’s probability of engaging in CSR (Campell, 2007) However, by using the event study 

method, the reverse causality concern is avoided because the market’s reaction comes after the 

announcement of the event and because the market reaction can be perceived as a direct 

estimation of the event’s NPV (Krüger, 2015). 

 A common type of event studies in literature is the investigation of how the market reacts to 

either positive or negative CSR-related news. An often-cited study is that of Krüger (2014) who finds 

that the market reacts negatively to negative news, which he attributes to the costs of social 
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irresponsibility. Additionally, he finds a slight negative market reaction to positive news and 

illustrates that the results are strongest when the news is related to communities or the 

environment. Furthermore, Krüger conducts a cross-sectional analysis and shows that CSR is more 

value-adding for firms with lower agency problems. He defines agency problems as the combination 

of high liquidity and low leverage. Also, he claims that when a positive CSR-event follows a previous 

negative event, the excess return is larger.  

 When Krüger states that a negative market reaction to negative news might be caused by the 

costs of social irresponsibility, he refers to previous studies that have connected market reactions 

from negative CSR news with the costs from being involved in CSR scandals. An example of a such 

study is Lott Jr. et al. (2005). They show that the market reacts negatively to the announcement that 

a firm is violating environmental regulations. More specifically, they find that when a firm is accused 

of violating environmental regulations, the average negative stock return is 1.69%. Further, they 

state that if the firm is already charged for violations of environmental regulations at the time of 

the announcement, the market reaction is slightly smaller. Lott Jr. et al. combine these findings with 

the value of legal penalties and show that the market value loss ties to the legal penalties that the 

company will have to pay. In other words, they conclude that the future costs associated with CSR, 

which were discussed in section 3.3, influence the market’s reaction to the news more than the 

reputational penalties (Lott Jr., Karpoff, & Wehrly, 2005).  

 Studies more directly relatable to the one we are conducting are studies that focus on the link 

between shareholder value and CSR performance rewards. Such studies are comparable to our 

study given the assumption that being selected for The Global 100 is a type of reward, which can be 

assumed to be true because Corporate Knights is an external agency and because the company itself 

does not influence whether they are selected as one of The Global 100.  Both Klassen et al. (1996) 

and Jacobs et al. (2010) examine the effect from environmental performance awards given by third-

party independent organizations. Findings from the two studies are, however, different. Whereas 

Klassen et al. associate environmental performance rewards with abnormal returns of 0.63%, Jacobs 

et al. do not find excess returns associated with the announcement of Environmental Awards and 

Certifications (EACs), nor do they find excess returns related to the announcements of Corporate 

Environmental Initiatives (CEI). Nevertheless, they discover positive market reactions associated 

with specific subgroups of the sample, as for example philanthropic gifts and ISO 14001 
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certifications. For voluntary emission reductions, they also find significant results but with the 

opposite outcome, namely a negative market reaction. Looking at these findings, it is crucial to keep 

in mind that Klassen et al.’s sample is from 1985 to 1991, whereas Jabocs et al. examine a more 

recent time period from 2004 to 2006 (Jacobs, Singhal, & Subramanian, 2010; Klassen & McLaughlin, 

1996) 

 The fact that Jacobs et al. (2010) find negative returns associated with voluntary emission 

reductions is in line with the results of Fisher-Vanden and Thorburn (2011). Fisher-Vanden and 

Thorburn investigate the announcement returns associated with memberships in voluntary 

emissions programs. Overall, they conclude that corporate commitments to reduce greenhouse 

gasses are in conflict with firm value maximization. What is especially interesting about their study 

is that they suggest that the negative market reaction associated with CSR commitments is larger 

for firms with lower corporate governance scores and for high growth firms, which they define as 

firms with a high market-to-book ratio. We will return to these findings in the hypothesis formation 

chapter of this thesis. 

 Another study important for this thesis is Flammer (2013). First, Flammer supports the 

observation that time is a determinant factor for the CSR-CFP relationship, which we identified by 

comparing the results of Klassen et al. and Jacobs et al. above. In fact, she finds that the stock 

market’s reaction to eco-friendly news is positive but that it has declined over time. Second, 

Flammer suggests that there are decreasing marginal returns to environmental performance. This 

is supported with evidence that companies with larger environmental resources experience smaller 

market reactions in the case of new environmental initiatives relative to companies with lower initial 

environmental performance. The relationship is tested through a cross-sectional analysis where 

environmental performance is proxied through KLD scores on environmental strengths and 

concerns (Flammer, 2013). If the finding of marginal decreasing returns to environmental 

performance also applies to CSR in general, this finding is highly relevant for our study because we 

are dealing with the most sustainable companies in the world. We will return to this in the discussion 

chapter. 

 Yet another relevant study to the one we are conducting is Becchetti et al. (2012). This study 

resembles ours in the way that the events are designed because it investigates the market’s reaction 

to the announcement that a firm enters or exits the Domini 400 index. The results of the study show 
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a decrease in a firm’s stock price from an exit announcement for all event windows tested. 

Concerning entries into the index, the effect on the stock price is non-significant. In terms of 

approach, Becchetti et al. stretch the possibility of endogeneity if the firms that exit the index are 

in financial distress. Therefore, they conduct robustness tests where they exclude stocks that can 

be associated with financial distress (Becchetti, Ciciretti, Hasan, & Kobeissi, 2012). As will be further 

elaborated on in the hypothesis formation chapter, the risk of financial distress is not a concern for 

the firms within our study because this factor is already included in the initial Global 100 screening.   

 To sum up, we have found it useful to apply the event study methodology for the analysis of 

this thesis because of its unique strengths when it comes to isolating and identifying the link 

between two specific variables. Furthermore, we have been inspired by previous scholars to 

supplement our event study approach with a cross-sectional analysis to test various sub-

hypotheses. The variables tested within the sub-hypotheses are also based on the reviewed 

literature and will be explained in chapter 4. For now, we will use the findings from the literature 

review to conclude on the link between CSR and financial performance.  

 

3.5 The Link Between CSR and Financial Performance 

As reviewed above, a large body of literature exists on the topic of CSR and financial markets, 

but the findings continue to point in various directions. The CSR-CFP link thus remains inconclusive. 

Overall, it has not been established whether the relationship is either positive, negative or non-

significant. This section will elaborate on the three possibilities to pave the way for the hypothesis 

formation in chapter 4. Finally, this section will also reflect on whether the time period studied 

influences the research results. 

 

3.5.1 “Doing Good While Doing Well” 

 The assumption that the relationship between CSR and financial performance is positive is the 

most widely presented in literature. Friede et al. (2015) have conducted a second level meta-study 

of 60 review studies that altogether combines findings from over 2,200 articles on the topic. They 

discover that “roughly 90% of studies find a nonnegative ESG-CFP relation” (p. 1) and further claim 

that the majority of those indicate a positive relationship. Their data sample is based on both vote-

count studies and meta-analyses and includes studies using a diverse range of research 
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methodologies (Friede, Busch, & Bassen, 2015). However, a large portion of the studies included in 

their review rely on the regression analysis methodology, which can entail various challenges, as 

described in section 3.4.1. Also, it should be noted that the articles were published in a wide variety 

of different journals, not all financial (Hvidkjær, 2017). Therefore, the fact that the “doing good 

while doing well” hypothesis is the most prevalent in literature, does not, in itself, make it true.  

 Even though one should be critical toward meta-analyses, it is noteworthy that several of the 

highly credible articles this thesis has reviewed, such as the studies conducted by Kempf and Osthoff 

(2007), Derwall et al. (2005), Edmans (2011) and Flammer (2013), have indicated a positive CSP-CFP 

relation. In addition, the event study literature, such as Karporff et al. (2005), Bechetti et al. (2012) 

and Krüger (2014), claim that negative-CSR related news events are correlated with strong negative 

excess returns.  

 
3.5.2 “Doing Good but Not Well” 

 The “doing good but not well” assumption indicates a negative relationship between investing 

in socially responsible stocks and expected return. This assumption will be true if the costs of 

conducting CSR presented in section 3.3 outweigh the benefits of section 3.2. The article “Doing 

Well by Doing Good. A Grand illusion” by A. Karnani (2011) presents a framework that explains how 

“doing well” and “doing good” are conflicting. In line with Friedman, Karnani argues that social 

welfare is optimized by optimizing shareholder value. In this context, which he calls the zone of 

opportunity, CSR is irrelevant. If, however, the firm conducts CSR, the firm moves from the zone of 

opportunity to the zone of trade-off. Similar to the neoclassical trade-off hypothesis (Hirigoyen & 

Poulain-Rehm, 2015), Karnani states that increased social welfare penalizes the firm, suggesting that 

CSR is ineffective (Karnani, 2011).  

 After a review of empirical studies, we can conclude that the fewest number of studies arrive 

at a negative CSR-CFP relationship. Nevertheless, it is noteworthy that several of the studies that 

apply the event study methodology, and thereby reassemble our research design, support a 

negative relationship. The recognized articles of both Fisher-Vanden and Thorburn (2011) and 

Krüger (2015), for example, find negative announcement returns associated with positive CSR news. 

The strongest empirical support of the negative relationship, however, is to be found in the 

literature on sin stocks where the majority of studies recommend investors to refrain from negative 

screenings.   
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3.5.3 A non-significant Relationship 

 A third possibility is that the relationship is non-significant. From reviewing the literature, we 

find that Bechetti et al. (2012) argue that no market reaction is observed when a company enters 

the Domini 400 Social Index. Moreover, Humpfrey et al. (2014) observe no differences in risk and 

return between screened and unscreened portfolios. Also, Cohen et al. (1997) find no performance 

differences associated with green investing and Jacobs et al. (2010) declare no significant excess 

returns associated with the announcement of Environmental Initiatives (CEI) or the Environmental 

Awards and Certifications (EAC). Furthermore, it is also important to mention that several of the 

studies mentioned in our literature review arrive at contradicting results depending on whether 

they look at positive or negative events, which overall could result in non-significant mean-effects. 

Krüger (2015), for example, finds that the market reacts negatively to negative news, indicating a 

positive CSR-CFP relationship, but he also finds a negative reaction to positive news, suggesting a 

negative CSR-CFP relationship. Similarly, we established that several studies suggest that positive 

screens yield abnormal returns, while negative screens are hurtful for the investor. Taken together, 

this suggests a long-short strategy of non-significant returns and highlights the ambiguity in the 

findings associated with the CSR-CFP relationship. Another factor that has possibly contributed to 

the ambiguity of the findings is time, which we will now examine further.  

 
3.5.4 Has the Relationship Changed Over Time? 

 Both the abovementioned differences in the results of Klassen et al. (1996) and Jacobs et al. 

(2010) and the findings of Flammer (2013) seem to be attributed to the time period studied. 

Additionally, Borgers et al. (2013) study whether portfolios formed from stocks that perform well in 

terms of stakeholder relations lead to higher risk-adjusted returns and whether this effect has 

changed over time. During the period of 1992-2004, they confirm previous literature’s findings that 

SRI investing indeed generates superior returns that are both economically and statistically 

significant. However, from the period 2004-2009, the relationship is largely non-significant. Borgers 

et. al. argue that their research findings are in accordance with the idea that the more investors 

learn about the relationship between specific variables and future earnings, the smaller are the 

chances of mispricing and thereby superior risk-adjusted returns (Borgers, Derwall, Koedijk, & Horst, 

2013). 
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In their study of the relationship between ratings and return, Halbritter and Dorfleitner (2015) 

largely support Borgers et al.’s findings. They apply portfolio analysis by using the Carhart (1997) 

four factor model. Additionally, they conduct a Fama and MacBeth (1973) cross-sectional analysis. 

The data used in the study is US data during the period from 1991 to 2001. During this period, they 

observe positive alphas for all ESG portfolios except those related to corporate governance scores. 

In fact, they conclude that investors would be able to obtain abnormal returns of up to 6.6%, which 

is in line with Kempf and Osthoff (2007) and Derwall et. al. (2005) as mentioned in previous sections 

of this paper. However, Halbritter and Dorfleitner contradict existing literature after 2001. From 

2002 to 2006, the abnormal returns is down to 2.5% for the value weighted-portfolio and close to 

zero for the equally weighted portfolio. After 2006, they find negative alphas, again with the 

exception of corporate governance scores. In fact, according to Halbritter and Dorfleitner, investors 

who followed the long-short strategy based on ESG criteria in the period from 2007 to 2012 lost up 

to 6% per year (Halbritter & Dorfleitner, 2015). Figure 3 broadly summarizes the main trends in the 

abnormal returns from ESG-focused portfolios in the presented articles. Despite from the fact that 

the liturature both finds evidence supporting a negative and a neutral CSR-CFP relationship during 

the last decade, it overall suggests that the explanatory power of ESG scores has declined. We will 

turn back to this finding in connection with the dicussion chapter. 

 

 
Figure 3: The development in abnormal returns from ESG portfolios over time 
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 The reflections on the association between time and the CSR-CFP relationship conclude the 

third chapter. The next chapter combines the insights from the theoretical background chapter and 

the current chapter on CSR and financial markets to develop the hypotheses underlying this thesis.    
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4 Hypothesis Formation  

 The hypotheses are created to help guide the research as they provide tentative explanations 

of the relationships that will be investigated further. In other words, we are working deductively 

from theory to data (Mourougan & Sethuraman, 2017). In the analysis, we make use of statistical 

hypothesis testing. Meanwhile, this section will present the economic propositions underlying the 

null hypotheses of the analysis.  

 The idea that we can use the Global 100 as a proxy for CSR efforts is related to signaling theory. 

As mentioned in the introduction, the underlying assumption is that if a company is included in the 

Global 100, it signals that the sustainability level of the company is high. This signal is a high-quality 

signal because the Global 100 relies on quantifiable and verifiable public information and because 

the inclusion in the Global 100 is impossible to imitate for competitors.  

 Furthermore, all hypotheses rely on the semi-strong form of market efficiency because we 

assess the stock market’s reaction to publicly available news over an event window. This implies 

that investors react to new information and immediately incorporate this into the valuation of the 

stock. In other words, the analysis is based on the assumption that investors track the Global 100, 

and that any substantial changes in relation to the announcement of the Global 100 are reflected in 

the abnormal return of these firms in the capital markets. We have constructed our hypotheses 

such that the news value of the release entails the strongest possible signal. This is done by focusing 

on the selection for and removal from the Global 100 relative to the year before. If a company is 

selected for the Global 100 for consecutive years, the assumption is that it is not an equally big news 

to the market in the years following the first year. The reason why we have chosen to focus on both 

companies that are selected for the Global 100 and companies that are removed from the list is 

based on existing literature. Even though current empirical findings on the CSR-CFP relationship are 

ambiguous, it is broadly suggested that negative CSR-related news lead to negative stock market 

reactions, while positive CSR-related news lead to positive or neutral stock-market reactions. As 

mentioned previously, this depends, among other things, on the research methodology used. For 

the purpose of formulating sound hypotheses, we will utilize these findings to propose the following 

main hypotheses: 
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H1a: The market reacts positively to the selection for the Global 100. 

H1b: The market reacts negatively to the removal from the Global 100. 

 

The reason why we boldly choose to hypothesize a positive market reaction to the selection of the 

Global 100 when literature suggests a neutral or positive relationship is because the firms in the 

Global 100 are assumed to be the absolute best in the world on CSR. Consequently, if a significant 

positive CSR-CFP relationship exists, it is fair to assume that the Global 100 assessment would help 

to describe it.  

 To provide further insights into the CSR-CFP relationship, we test various sub-hypotheses. The 

first sub-hypothesis is supported by Konar and Cohen (2001), who find that the CSR-CFP relationship 

varies across industry groups. As presented in the literature review, they show that the loss in asset 

value associated with poor environmental performance is larger for firms that operate in 

traditionally polluting industries. This leads us to the following sub-hypothesis:  

 

Sub-hypothesis 1: The market reacts more strongly toward firms within certain industries, such as 

the fossil fuel industry, when selected or removed from the Global 100. 

 

 Our second sub-hypothesis is related to the fact that this thesis is a global study, which makes 

it interesting to examine whether geographical areas have a significant impact on the extent to 

which investors react to CSR-related news. Because our study is one of the first to investigate the 

CSR-CFP relationship on a global scale, existing literature on the subject is very limited. 

Nevertheless, a few studies have suggested that the geographical area could be relevant to look at. 

A working paper by Schütze et al. (2018), for example, measure cumulative abnormal returns for 

green and brown companies as a result of the COP21 Paris Agreement and find that companies 

coming from developed countries react more strongly than emerging countries to the climate 

negotiations. The authors rationalize that this result might be caused by the fact that a larger share 

of investors based in the United States and Europe than elsewhere apply responsible investment 

criteria. Furthermore, Duuren et al. (2016) conduct an international survey of asset managers where 

they show large differences in European and US investors’ perception of SRI. More specifically, they 

show that US investors do on average not find ESG investing very beneficial to performance, 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

38 
 

whereas European investors are more optimistic toward ESG investments (Duuren, Plantinga, & 

Scholtens, 2016). Based on this, we hypothesize that European firms will experience stronger 

market reactions to the Global 100. Besides from regions, we also test the significance of individual 

countries to examine if e.g. Scandinavian countries are more significantly affected by the news. 

Overall, our sub-hypothesis is formulated as follows:  

 

Sub-hypothesis 2: The market reacts more strongly toward firms within certain geographical areas 

when selected or removed from the Global 100. 

 

 In contrast to geographical area, our next variable of interest, namely firm size, is a common, 

but still highly relevant, variable to mention. Existing literature, such as Hendricks et al. (2003) and 

Klassen et al. (1996), point out that when small firms engage in CSR, the surprise element of the 

news is larger because small firms are followed less closely by analysts. Also, the weight of the news 

is relatively bigger for smaller firms. As a result, they find that smaller firms generally generate 

stronger market reactions to news. Because all firms in the Global 100 by default are large firms, we 

do not expect huge differences in the cumulative abnormal returns based purely on size. However, 

because the Global 100’s methodology has varied across time, allowing for smaller firms to be part 

of the list in the earlier years of the initiative, we still find it interesting to test the sub-hypothesis: 

  

Sub-hypothesis 3: Stock market reactions to the announcement of the Global 100 are stronger for 

smaller firms. 

 

 Our fourth sub-hypothesis also relates to firm characteristics, namely the book-to-market 

(B/M) ratio. As highlighted in the literature review, this sub-hypothesis is inspired by Fisher-Vanden 

et al. (2011). They argue that the market reacts more negatively to growth firms that engage in 

voluntary environmentally friendly programs than to value firms. The finding is justified by the claim 

that investors perceive a voluntary commitment to reducing greenhouse gases as a cost to the firm, 

and that these costs hurt high-growth firms more than value firms. Hence, our hypothesis is 

formulated as follows: 
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Sub-hypothesis 4: The market reacts more negatively to CSR efforts carried out by growth firms 

relative to value firms. 

 

 As the literature revealed, companies’ corporate governance score is another interesting 

variable to investigate in connection to the CSR-CFP relationship. Some scholars believe that CSR is 

an indicator of bad corporate governance structures as managers who engage in CSR attain a better 

relationship with stakeholders at the expense of shareholders (Krüger, 2015). Krüger (2015) 

indirectly looks at corporate governance by examining the impact of agency problems on the 

market’s reaction to CSR-related news. From this analysis, he finds that CSR efforts are more value-

adding for companies that are perceived to have lower agency problems, measured by low liquidity 

and high book leverage. Another study that finds a relationship between corporate governance 

scores and stock price movements following a CSR-related event is Fisher-Vanden et al. (2011). In 

accordance with Krüger, they observe that a firm with weak corporate governance structures 

experiences more negative stock price reactions when joining the Climate Leaders Program, an 

environmentally friendly program. To build on these insights, we hypothesize that: 

 

Sub-hypothesis 5: Companies with poorer corporate governance structures experience a negative 

market reaction when they are selected for the Global 100 and a positive market reaction when they 

are removed from the list. 

 

 Our last sub-hypothesis differs from the rest because it is not based on a cross-sectional 

analysis, but on event studies. This sub-hypothesis challenges the very assumption of whether the 

selection and removal from the Global 100 is in fact where the largest news value of CSR efforts lie. 

Instead, we therefore test whether there are significant cumulative abnormal returns associated 

with being ranked as number one in the world on sustainability. We have found inspiration for this 

sub-hypothesis during our interview with Toby Heaps, the CEO of Corporate Knights. To our 

question on whether he would expect an immediate stock market reaction to the release of the 

Global 100, he answered the following:  
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“I think I would look at the company who ranks number one. That would be where I would expect a 

stock movement, if there was any.” (Heaps, personal communication, 2019) 

 

This quote has inspired us to formulate our last sub-hypothesis as follows: 

 

Sub-hypothesis 6: Financial markets react positively to the news that a firm is selected as number 

one in the Global 100. 

 

 As mentioned in delimitations in section 1.4, the list of variables that we have found relevant 

to include for the formation of this thesis’ hypotheses is not exhaustive. The chosen variables are 

deemed the most influential for our specific research question based on a careful assessment of 

empirical findings in the literature. An example of a variable that we have chosen not to include is 

financial distress. This is justified by the fact that firms with the risk of financial distress are not 

eligible for the Global 100. The established hypotheses will be applied in chapter 8 where we present 

the results of our analysis. However, before arriving at the analysis, it is essential to create an 

effective research design. Chapter 5 starts by presenting the research methodology and how it will 

be applied in the analysis. 

  



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

41 
 

5 Methodology 

 Ever since the event study methodology was first introduced in 1933 by James Dolley, several 

different approaches and models to measure the effects of an event have been developed 

(MacKinlay, 1997). This section will give an introduction to the event study methodology with an 

emphasis on the approach applied in this thesis. Furthermore, the cross-sectional regression 

methodology, used in the analysis to complement the event studies, is presented. Both the event 

study methodology and the cross-sectional regression methodology have their roots in 

econometrics, and it is therefore a prerequisite that the reader has a basic understanding of the 

underlying assumptions in this field of research.  

 

5.1 The Event Study Methodology  

The event study methodology has become a common tool to assess how an event impacts the 

value of the firm (Binder, 1998; MacKinlay, 1997). Examples of events could be announcements of 

mergers and acquisitions, stock splits or dividend announcements. The underlying idea of the event 

study methodology is that the effects of an event is immediately reflected in a firm’s stock price. 

Thus, the impact of the event on the value of the firm can be measured using financial market data 

over a relatively short time period. To do so, it is important to disentangle event specific information 

from other information that could potentially impact the stock price in the given period (Mitchell & 

Netter, 1994). When this is done effectively, the behavior of the stock price can be examined. The 

event study methodology is first predicting a firm’s “normal” share price in order to achieve a 

measure of what could be expected, had the event not occurred. Then, abnormal returns, either 

positive or negative, are calculated by taking the differences between the actual observed return 

and the predicted returns. 

The event study methodology that researchers still use today was conventionalized by Fama 

et al. (1969) in their famous study that examined the behavior of stock returns surrounding a stock 

split. The methodology has later been refined through numerous applications and reviews (Corrado, 

2011). One of the most cited reviews of the methodology is the one conducted by MacKinlay (1997). 

Here, MacKinlay outlines the steps to conduct an event study. MacKinlay’s study will function as the 

econometric skeleton of this paper with a few modifications.  
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5.2 The Timeline of an Event Study 

 The timeline of the event can be seen in Figure 3. It consists of three periods, namely the 

estimation window, the event window and the post-event window. The estimation window is 

defined as 𝜏 = 𝑇$ to 𝜏 = 𝑇% − 10. This is the period on which the calculation of the normal returns 

is based. The method for estimating the normal returns will be elaborated on in 5.7. The event date 

(𝜏 = 0) is known and defined as the public press release date for the Global 100. The event date is 

part of the event window, which is defined as 𝜏 = 𝑇% to 𝜏 = 𝑇). We let 𝐿% indicate the length of the 

estimation window and 𝐿) indicate the length of the event window. The post-event window can be 

used to test whether the abnormal return persists over a longer time span than the event window. 

However, this can be difficult to measure since it can be hard to distinguish the effect on the returns 

from other confounding events (Fama, Fisher, & Jensen, 1969). These considerations will be 

elaborated on in section 5.6 about the post-event window.  

 

 

Figure 4: The timeline of an event study 

 
5.3 Daily Data 

Previously, monthly data was used in most event studies, since it was argued that this type of 

data constitute a better foundation for the calculation of the normal returns (Fama, 1976; Binder, 

1998; Brown & Warner, 1980). One of the key arguments was that daily data is subject to non-

normality. This means that the distribution of daily data usually has thicker tails relative to the 

normal distribution and relative to what can be observed with monthly data. This implies that 

extreme values are more likely when using daily data. Another argument was that stock trading 

occurs in a nonsynchronous manner, which means different stocks trade at different frequencies 

and the intensity of the trading varies over the course of the day. When using daily data, however, 

Estimation window Event window Post-event window

𝑇0 𝑇# 0 𝑇$ 𝑇%
𝜏

𝐿# 𝐿$
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the closing price is the chosen price and this choice does not reflect the nonsynchronous nature of 

stock trading.  

Despite of its limitations, the use of daily data has become common practice due to the 

increased sensitivity benefits in the event window. Brown & Warner (1980) even shows that it does 

not make a significant difference for the result of the event study to use daily data or monthly data. 

Hence, Binder (1998) argues that for event studies with a known event date, the signal-to-noise 

ratio is greater for studies using daily returns than for those using monthly returns. Based on these 

insights, the frequency of the data in this study is daily, since we would like to calculate the 

sensitivity of the stock returns on the event day and on the days around the event day.  

 

5.4 The Event Window 

The event window in this study is the period in which the announcement of the Global 100 is 

published. This period is defined to one day before the announcement date and two days after the 

announcement date. Including the event date, we are thus working with an event window of four 

days. In previous event studies where the exact announcement date was unknown, the event 

window has typically been constructed to be longer in order to ensure that the market captured the 

information. In our case, the announcement date is clearly defined from the press release 

associated with the event. Despite of a clearly defined announcement date, however, it is best 

practice to include a few more days in the event window rather than just the event date. This is 

because the market might have received leaked information so that abnormal returns can be 

observed prior to the announcement date or because the market might need some days to fully 

absorb the information (Benninga, 2014).  

In order to establish the most appropriate event window for this study, we checked all the 

event dates in Factiva to ensure that the news was captured by the market. On all the event dates, 

we found global press releases and other related news articles announcing the Global 100. Yet, not 

all local news agencies published the news at the event date; some also waited until the following 

days. The market reaction might thus be slightly delayed for some firms depending on whether 

investors of the specific firms react more to global or local news. This emphasizes the point of 

including two extra days in the event window succeeding the event date.  In none of the cases did 

we find public available information prior to the official press release. Even though we did not find 
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published news before the event date, this does not exclude the possibility of information leakages 

to the market. Therefore, we follow Benninga (2014) and MacKinlay (1997)’s suggestion and choose 

an event window that includes one day before the announcement day. Because of the implications 

the length of the event window might have on the outcomes of research, we have in section 8.4.3, 

under robustness tests, re-run the event studies with different event windows. 

 

5.5 The Estimation Window 

The estimation window is the data period that is used to calculate the normal fluctuations of 

the stocks. In each of the variables estimated in the prediction models of the normal returns, 

measurement errors may arise. For small samples, measurement errors can introduce systematic 

biases in the event studies (Brown & Warner, 1980). Therefore, it is important to base the prediction 

of the normal returns on estimation windows that are long enough for the measurement errors to 

be minimized. However, there might also be restrictions on how long the estimation period can be 

in terms of data availability, confounding events, etc. Benninga (2014) states that the required 

number of days is considered to be between a full business year of 252 days and a half business year 

of 126 days. We have chosen to go with a 126-day estimation window for several reasons. First, the 

announcement of the Global 100 happens once a year. Thus, some companies will have event 

windows in two consecutive years if they enter one year and exit the next. If we had included a full 

business year in the estimation window, there would therefore be an overlap with last year’s event 

window when the announcement day was earlier than the previous year. This could potentially bias 

the estimation of the normal returns. Second, we have included a gap between the estimation 

window and the event window of 10 days to make sure that the estimation window does not include 

any of the effects from the announcement. Had the event window been placed within the 

estimation window or had there not been a gap between the two windows, the predicted normal 

returns could potentially be influenced by the event. This could bias the parameters used for 

predictions of the normal returns. Lastly, we wanted to minimize the risk that the normal returns 

are affected by confounding events. Since our data set includes some of the world’s largest 

corporations, they are subject to numerous events that can considerable impact their stock returns, 

but that are not necessarily a reflection of the normal returns. Ideally, firms with major confounding 
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events should be excluded from the sample. By making the estimation window longer, we would 

thereby risk excluding more firms.  

 

5.6 The Post-Event Window 

 An event might have a long-term effect on the stock price, which would mean that the event 

window would not capture the entire change in financial value. For events with significant long-

term effects, it can be difficult for the investors to correctly valuate the firm, which can lead to 

under- or overreactions. Previous studies on overreactions include DeBondt and Thaler (1985), who 

find that investors tend to put too much weight on past performance and too little attention to the 

fact that performance can mean revert (DeBondt & Thaler, 1985). An example of overreactions to 

an event is related to poor performance after the event of an IPO. In the literature, underreactions 

seem to be as frequently occurring as overreactions. Here, a common example is that investors can 

respond to earnings for about a year after they are announced (Fama F. E., 1998).  

 However, it can be difficult to isolate the effect from the event over the long-run and thereby 

measure the post-event abnormal returns. Fama (1998) shows that abnormal returns in previous 

studies are very sensitive to the way they are measured. In order to estimate long-term effects from 

event studies, it requires that the events are of a character that will have a greater impact than what 

we will expect the Global 100 to have. Therefore, we solely focus on the short-term effects of the 

Global 100. This will allow us to understand investors’ instant reactions to CSR efforts. The post-

event window will thus not be included in the analysis of this thesis.  

 

5.7 Estimating the Normal Returns 

 The normal returns can be defined as the expected returns of a given stock without the event 

taking place (MacKinlay, 1997). A number of different approaches are available to calculate the 

stocks’ normal returns. These can broadly be grouped into statistical and economic models 

(Campbell, Lo, & MacKinlay, 1997). Models within the first category follow some statistical 

assumptions about the behavior of the asset returns and do not depend on any economic 

arguments. On the contrary, economic models rely on economic assumptions about investors’ 

behavior. However, this does not imply that they are not based on statistical assumptions. The 

potential advantage of economic models is the opportunity to calculate more precise measures of 
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the normal returns using economic restrictions (ibid). In the following, we will present three 

different models to estimate the normal returns: one statistical model and two economic models. 

In section 8.2, we will determine the preferred model to use for the analysis.  

 
5.7.1 The Market Model 

 In event study literature, the market model is one of the most widely used models for the 

calculation of the normal returns (Campbell, Lo, & MacKinlay, 1997; Campell, 2007; MacKinlay, 

1997). The market model is an example of a statistical model. By using OLS, it estimates the normal 

returns with a market portfolio as the only explanatory variable. The market model for stock i can 

be expressed with the formula: 

 

𝑅,- = 𝛼/ + 𝛽/𝑅2- + 𝜀/- 

𝐸[𝜀/-] = 0								𝑉𝑎𝑟[𝜀/-] = 𝜎<=
)  

 

where 𝑅/- and 𝑅2- are the period-t returns on security i and the market index, respectively, and 𝜀/- 

is the disturbance term with a zero mean. 𝛼/  and 𝛽/  are the parameters of the model. The 𝛼/  is the 

intercept and the 𝛽/  parameter is the security’s sensitivity to the market. A high 𝑅) is preferred, 

since the model is used to predict the normal returns in the event window. To achieve a high 𝑅), it 

is essential to choose a relevant market portfolio, which typically is a broad-based index that reflects 

the market conditions the associated security is connected to (MacKinlay, 1997).  

 A potential drawback of the market model is that it relies on a constant beta. This means that 

the estimated beta in the market model is used to estimate the normal returns in the event window. 

However, the event can cause a change in the security’s estimated beta. This would result in a bias 

in the estimation procedure that can lead to wrong interpretations of the abnormal returns. If this 

is assumed to be the case, the market model can be estimated on data in the post-event window 

instead (Binder, 1998). However, that is not considered to be the case in this study, since the 

announcement of the Global 100 is not assumed to affect the securities’ sensitivities to the market.   

 Beside the market model, other one-factor models have also been used in connection to event 

studies. Examples of factors used in other one-factor models include an industry index or a company 

portfolio of similar size. However, the market portfolio is by far the most common choice for one-
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factor models in event studies due to the empirical fact that it is the most important factor in 

explaining stock price movements (MacKinlay, 1997). 

 

5.7.2 The CAPM 

 The Capital Asset Pricing Model (CAPM) was first presented by Sharpe (1964), Lintner (1965) 

and Black (1972) and builds on portfolio theory as it was laid out by Markowitz in 1959. The model 

is a set of predictions concerning equilibrium expected returns on risky assets. Similar to the market 

model, it is a one-factor model, but in contrast to the market model it relies on several important 

economic assumptions. Its assumptions are summarized in Table 1. Overall, these assumptions are 

concerned with individual investor behavior and the market structure. Many of these assumptions 

are restrictive and unrealistic. However, as every model, it seeks to simplify reality, so the concerns 

are not whether it fully resembles the complexity of real-life markets, but whether it is robust if 

some of these assumptions do not hold (Bodie, Kane, & Marcus, 2014). Hence, the model has been 

tested on empirical evidence ever since it was first presented to test the robustness of its 

predictions. It has failed many of these empirical tests, but it is still widely used in academia, as it 

provides a good benchmark on the expected asset price (Berk & DeMarzo, 2017).  

 

Individual investor behavior  

1. Investors are rational, mean-variance optimizers 

2. Their planning horizon is a single period 

3. Investors have homogeneous expectations (identical input lists) 

Market structure 

1. All assets are publicly held and trade on public exchanges, short positions are allowed, 

and investors can borrow or lend at a common risk-free rate 

2. All information is publicly available 

3. No taxes 

4. No transaction costs 

Table 1: Assumptions of the CAPM. Source: Bodie et al. (2014) 
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 The assumptions that all investors are mean-variance optimizers, have access to the same 

information, and therefore also have homogenous expectations, allow the CAPM to derive that all 

investors will choose the same risky portfolio. If all investors choose the same portfolio, it must be 

the market portfolio, that is, the value-weighted portfolio of all assets in the investable universe. In 

that way, the capital allocation line based on each individual investor’s choice of the optimal risky 

portfolio must in fact also be the capital market line. The appropriate risk premium for the individual 

security will thereby be determined by its contribution to the risk of the market portfolio. This is 

measured in terms of 𝛽: 

𝛽 =
𝐶𝑜𝑣[𝑍/, 𝑍2]
𝑉𝑎𝑟[𝑍2]

 

 

In other words, 𝛽 measures the contribution of the individual security’s variance to the market 

portfolio as a fraction of the total variance of the market portfolio.  If 𝛽 is equal to one, the security 

covaries perfectly with the market. If beta is above (below) one, the stock price increases 

(decreases) more than the market. The expected return of the individual security can be described 

by: 

𝐸[𝑅/,] = 𝑅C + 𝛽/2(𝐸[𝑅2] − 𝑅C) 

 

The Security Market Line (SML) depicts this relationship: 

 

 
Figure 5: The Security Market Line 
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Since the model predicts the expected return of risky assets, the security return and the market 

portfolio return are adjusted for the risk-free rate,	𝑅C, to predict the excess return required to 

compensate for the risk. The CAPM is estimated by OLS in the same manner as the market model 

and the regression equation is: 

 

𝑅/- − 𝑅C- = 𝛼/ + 𝛽/(𝑅2- − 𝑅C) + 𝜀/- 

 

In the estimation, the only difference between the market model and CAPM is the fact that the 

return in CAPM is adjusted with the risk-free rate. Theoretically, however, there is also the 

difference that the 𝛼/  of CAPM is zero in the long-term. The 𝛼/  is the difference between the fair 

price and the expected price. A positive difference between the fair and the expected price indicates 

an undervalued stock and a negative difference suggests an overvalued stock (see Figure 4 of the 

SML). The difference between the fair and expected price will converge to zero when investors 

invest in stocks with positive alphas and short stocks with negative alphas (Bodie, Kane, & Marcus, 

2014).  

 

5.7.3 The Fama French Three-Factor Model 

The CAPM has been under much scrutiny and received considerable criticism because of its 

deviations from empirical evidence. In 1993, Fama and French introduced a three-factor model, 

which aimed at improving predictability. Based on stock data from NYSE, AMEX and NASDAQ in the 

period 1963-1990, they found that size and the book-to-market (B/M) ratio explain well the cross-

section of the average stock returns. These two factors are not randomly picked firm characterizing 

variables but based on empirical evidence that small stocks and stocks with high B/M ratios have 

exhibited higher historical average returns than predicted by the SML (Fama & French, 1993). There 

are different explanations in the literature to why this could be the case. In terms of size, one 

explanation is that small companies are more sensitive to economic downturns and this results in a 

lower beta than what is reflected in the contemporaneous CAPM. Hence, small stocks are associated 

with higher risk and investors need to be compensated with a higher premium than what the CAPM 

predicts. On average, this leads to a positive alpha (Bodie, Kane, & Marcus, 2014). In terms of the 

B/M ratio, Fama & French (1993) argue that high B/M stocks (value stocks) fundamentally are riskier 
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with lower growth prospects, so investors need to be compensated more than CAPM estimates. 

Another explanation is represented by Lakonishok, Shleifer, and Vishny (1994) who claim that value 

stocks tend to produce superior returns because investors consistently overestimate the future 

earnings of low B/M stocks (growth stocks) relative to value stocks.  

Regardless of the true economic explanation, Fama and French (1993) use this empirical 

evidence to develop a multi-factor version of CAPM. To incorporate size and B/M, they construct six 

portfolios. First, they classify the American stocks into small and big companies. Among the listed 

companies in the US, there are few large companies and many small companies. To account for the 

asymmetry in the size distribution, they take the median of the stocks listed on the NYSE, where the 

bigger companies trade. They use the median to classify all US-traded stocks (on NYSE, AMEX and 

NASDAQ) as small or big and create a portfolio for small companies and another one for big 

companies. The portfolios are value-weighted for efficient diversification. Second, they divide the 

US stock population into three groups based on the B/M ratio: The bottom 30% of the B/M ratio 

(Low); the middle 40% of the B/M ratio (Medium); the top 30% of the B/M ratio (High). Hereafter, 

they combine the size and B/M factors and the six portfolios become: Small/Low; Small/Medium; 

Small/High; Big/Low; Big/Medium; Big/High. The returns of the small and big portfolios can be 

described as: 

 

𝑅F = 1/3 I𝑅J
K
+ 𝑅J

L
+ 𝑅J

M
N  and 𝑅O = 1/3 I𝑅P

K
+ 𝑅P

L
+ 𝑅P

M
N 

 

The return for the value (High) and growth (Low) stocks are: 

 

𝑅Q = 1/2 I𝑅J
M
+ 𝑅P

M
N  and  𝑅S = 1/2 I𝑅J

K
+ 𝑅P

K
N 

 

Based on the empirical evidence, Fama & French construct the SMB portfolio by going long 

in the Small portfolio and short in the Big portfolio. Likewise, the HML is constructed by going long 

in the High portfolio and short in the Low portfolio: 

 

𝑆𝑀𝐵 =	𝑅F − 𝑅O and 𝐻𝑀𝐿 = 𝑅Q − 𝑅S 
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These factors are interpreted as extra-market risk factors, since they consist of well-diversified 

portfolios. They are added as explanatory variables along with the market portfolio, and as a group 

these three variables should predict the total risk premium. Therefore, the Fama French three-factor 

model for asset pricing is: 

 
𝑅/- − 𝑅C- = 𝛼/ + 𝑏/Y𝑅2- − 𝑅CZ + 𝑠/𝑆𝑀𝐵- + ℎ/𝐻𝑀𝐿- + 𝜀/- 

 

There is evidence that the Fama French three-factor model is a clear improvement of the 

CAPM. Goyal (2012) tests the predictions of the CAPM and the Fama French three-factor model up 

against actual average returns in the period 1946-2010 and observes improvement in the 

predictions when using the Fama French three-factor model. Despite of the improvement, the alpha 

is still not zero, which would indicate that the model cannot explain the total risk premium (Goyal, 

2012).  

Because none of the three models mentioned in this paper have a history of capturing the 

asset pricing dynamics perfectly, we have chosen to assess all three models’ suitability to the study 

in section 8.2. The aim is to determine which model has the lowest possible standard errors and 

forecast errors. One thing the three models have in common is the fact that they mostly have been 

employed in the context of single-market indexes. However, because this thesis is conducting a 

global event study, there are additional implications to consider, which the following section will 

present.  

 

5.8 Implications of a Multi-Country Study  

The literature tends to concentrate on single-country event studies with a heavy weight on 

corporate events from American or European countries. Nevertheless, a few multi-country event 

studies have previously been carried out, helping us to understand the implications of working with 

a global data sample. In most of the existing literature on multi-country event studies there is a 

strong assumption that financial markets are not integrated. Thus, the countries are treated in 

isolation to determine the impact from the corporate events in question (Park, 2004). Yet, already 

in the 1970s, the international finance literature found evidence that international stock market 

movements affect stock returns due to active international trade and foreign direct investments. 

Globalization has become a phenomenon that cannot be disregarded, and many studies have 
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pointed to the fact that stock returns in most countries are affected by both domestic and global 

influences, such as the stock movements in other countries (Beckers, Curds, & Connor, 1996; Chan, 

Gup, & Pan, 1997; Fama & French, 2012).  

If countries are not treated independently in event studies, various challenges arise. First, the 

choice of market index needs to be a good indicator of the macroeconomic risk the individual 

company is exposed to. Even if certain financial markets are considered to be integrated, there can 

still be differences in market characteristics such as size, liquidity, trading volume, market-making 

mechanisms, accounting standards, security regulation, investor protection, ownership 

concentration and corporate governance standards, which can affect the stock returns. Second, 

integrated financial markets can span over large geographical areas and can therefore involve 

different time zones, which needs to be accounted for. Lastly, securities experience different non-

trading days due to differences in bank holidays (Campbell, Cowan, & Salotti, 2010; Park, 2004). In 

the following paragraphs, we will address each of these three challenges associated with a multi-

country event study. 

 
5.8.1 Choice of Market Indexes 

 The choice of market indexes is arguably the biggest difference from a single-country to a 

multi-country event study. As mentioned above, it is important that the market index is matched 

well to each individual security because the market index is a key explanatory variable in all the 

models, we use to determine normal returns. In the literature, some studies have applied domestic 

indexes, while others use regional and global market indexes. In the latest review of the multi-

country event study literature, Campbell et al. (2010) find that the majority of studies use local 

market indexes. Out of the 16 event studies they review, only two studies use either regional or 

global market indexes. This choice is partly supported by the asset pricing literature. Griffin (2002), 

for example, test three different models: 1) a global version of Fama & French (1993)’s three factor 

model; 2) a hybrid model that decomposes the risk factors into global and domestic factors and; 3) 

a domestic three-factor model. He finds that the domestic model works better than the global and 

hybrid model. The hybrid model has somewhat more explanatory power than the global model, but 

the economic impact is neglectable. Building on these findings, Fama & French (2012) examine if 

average returns from portfolios formed on size and value and size and momentum are better 

explained by regional or global factors. Consistent with Griffin (2002), they find little support for the 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

53 
 

global models. However, the regional models do a fairly good job in explaining the average returns 

from portfolios formed on size and value, especially for the North American, European and Japanese 

regions (Fama & French, 2012). 

 In this study, we build on Fama and French’s findings and use regional factors to explain the 

normal returns for the companies of the Global 100. This way, we also overcome the potential bias 

that might arise due to the large company sizes of our sample firms, which can result in 

disproportionable weights in their respective domestic market indexes (Park, 2004). Based on 

empirical findings, Fama & French (2012) construct regions with well-integrated financial markets. 

We follow their suggestions on regions and match our companies with Fama French’s four regional 

market indexes. The market indexes are value-weighted and in the Fama French three-factor model, 

the SML and HML risk factors are also constructed from regional portfolios. The regions on which 

the indexes are based are constructed as follows: 1) North America (Canada and the US); 2) Japan; 

3) Asia Pacific (Australia, Hong Kong and Singapore); 4) Europe (Austria, Belgium, Denmark, Finland, 

France, Germany, Italy, the Netherlands, Norway, Portugal, Spain, Sweden, Switzerland and the UK). 

This definition of regions forces us to exclude companies from Brazil, South Africa, South Korea, 

Taiwan and India even though companies from these countries have been included in the Global 

100 rankings over the sample period. In total, we exclude 23 companies on this background.  

 

5.8.2 Accounting for Time Differences in a Global Study 

 Even after the exclusion of the five countries, the sample still includes 20 different countries 

that are widely geographically dispersed. Therefore, it is extremely important to consider at what 

time the Global 100 announcement is released to the market and whether some market actors 

receive the news prior to others. In our Factiva search for the press releases, we found that the 

announcements had been released at 00:01 ET. This was later confirmed in our interview with the 

CEO of Corporate Knights, Toby Heaps, who told us we could assume this to be the case for the 

entire sample period (Heaps, 2019). The early release time in Canada implies that all four regions of 

our study receive the news on the same trading day. In other words, we do not need to differentiate 

in event days across regions.  
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5.8.3 Bank Holidays  

 The choice of regional indexes instead of domestic indexes implicates that we need to account 

for differences in bank holidays within the four regions. If bank holidays are not accounted for across 

the data set, it will downward bias the results of the event studies (Park, 2004). The practical 

approach to how we have handled non-trading dates is described in detail in section 7.4 on data 

processing. Overall, we determine non-trading values on a country level and treat non-trading days 

as missing values, which are removed from the data set. The returns of the securities are calculated 

on the remaining non-missing observations. Once the data set has been adjusted for the 

implications of a multi-country study, the next step is to calculate the abnormal and cumulative 

returns.  

 

5.9 Abnormal and the Cumulative Returns 

The abnormal return (AR) is the difference between the observed return on each day of the 

event window and the expected return predicted by the normal return model. It is interpreted as a 

measure of the impact the event under investigation had on the market value of the security on a 

given day. This assumes that the event is exogenous with respect to the change in the security’s 

market value. As discussed in the literature review, this characteristic is one of the advantages of 

the event study methodology since it lowers the risk of endogeneity. The formula for the abnormal 

return,	𝐴𝑅/-,  is given by: 

 

𝐴𝑅/- = 𝑅/- − 𝐸[𝑅/-] 

 

 The abnormal returns must be aggregated over time and across securities to conduct further 

statistical analyses, as proposed by Campbell et al. (1997). The cumulative abnormal return for each 

individual security over the event window is found by the formula: 

 

𝐶𝐴𝑅/- = ^ 𝐴𝑅/-

_̀

-a_b
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Another approach would be to calculate the average abnormal return (AAR) per day across 

securities. Calculating the AARs allow us to see the development in the abnormal returns across 

securities over the event window. 

𝐴𝐴𝑅- =^
𝐴𝑅/-
𝑁-

de

/a%

 

 

Lastly, the cumulative average abnormal return (CAAR) is found across securities and across time by 

cumulating the average abnormal returns over the event window. In the analysis, we use CAAR to 

estimate the short-term mean effect of the announcement of the Global 100. CAAR is measured by 

the formula: 

𝐶𝐴𝐴𝑅_b,_̀ = ^ 𝐴𝐴𝑅/-

_̀

-a_b

 

 

5.9.1 Testing for Significance 

The CAARs we obtain in the analysis need to be tested for statistical significance. If the CAARs 

are significantly different from zero, we can reject the null hypotheses of no impact from the release 

of the Global 100. There are generally many different significance tests but one of the most widely 

used tests in statistical analyses is the t-test, which has also been chosen in this study. The t-test is 

a parametric test, meaning that it assumes that the sample is approximately normally distributed. 

According to the central limit theorem (CLT), a sample of at least 30 observations can be considered 

to be normally distributed (Stock & Watson, 2015). In some years, there are slightly less than 30 

companies entering the Global 100 and the same is the case for the companies that are removed 

from the list. A small sample size can cause an imprecise estimation of the causal effect. Yet, for the 

years with less than 30 observations, the deviation from 30 is small, and thus, we deem the bias to 

be limited.  

Since we want to test if the CAARs are less or greater than zero for all our hypotheses, we use 

a two-sided t-test. We apply a significance level of 10%, which corresponds to a critical t-value of 

1.645. If the absolute t-value is greater than the absolute critical value of 1.645, the null hypothesis 

is rejected. Even though the significance level of 10% is the highest level we report, we also present 

if the CAARs are significant on a 5% or a 1% level. When we test the CAARs for significance, we use 
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heteroskedastic-robust standard errors. Empirical evidence supports this choice since it is common 

to observe event-induced variance in relation to event studies. Heteroskedastic-robust standard 

errors account for potential fluctuations in the variance and lead to valid statistical tests whether or 

not the standard errors are heteroscedastic (Kolari & Pynnönen, 2010).  

 

5.10 Cross-Sectional Analysis  

Cross-sectional analyses have become a standard part of almost every event study. The 

purpose of the cross-sectional analysis in this study is to examine what factors that can generate 

significant average cumulative abnormal returns. More specifically, the companies’ cumulative 

abnormal returns are regressed against indicators, such as firm characteristics, that can provide 

evidence to discriminate among different economic hypotheses (Kothari & Warner, 2008). 

Therefore, cross-sectional analyses are also relevant even if the mean stock price effect is zero, since 

cross-sectional analyses seek to investigate subsamples of the data to determine if cross-sections 

of the data are affected differently than the observed mean effect.  

Cross-sectional analyses are conducted by the use of OLS models. However, inferences from 

a standard OLS model have to be drawn with care. Two important assumptions of OLS models are 

that the dependent variable is cross-sectionally uncorrelated and homoscedastic. Sefcik & 

Thompson (1986) examine cross-sectional analyses in relation to abnormal returns. They find that 

OLS estimators are unbiased, but that the presence of cross-correlation and heteroskedasticity bias 

the standard errors. Their findings suggest that heteroskedasticity is the biggest challenge of the 

methodology, since it can induce biases in the standard errors even if no cross-sectional dependency 

is present (Sefcik & Thompson, 1986).  

In order to ensure that our cross-sectional analysis is unbiased, it has been essential for us to 

consider the abovementioned challenges of the methodology. Sefcik & Thompson (1986) argue that 

cross-correlation can be expected to be high when events are concentrated in particular industries 

or for firms with common production processes. Even though our events fall on the same event day, 

we expect the cross-correlation between the companies of our sample to be relatively minor 

because the firms are well-diversified across industries and countries. In terms of the issue related 

to heteroskedasticity, this can easily be overcome by using heteroskedastic-robust standard errors, 
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similar to the procedure described under section 5.9, testing for significance (Stock & Watson, 

2015).  
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6 Quality of Study 

 After having introduced the research methodology, the following chapter sets out to evaluate 

the research design, by addressing the concepts of reliability and validity. Reliability refers to 

whether a later study using the same research techniques would yield consistent findings. The 

concept of validity can be separated into internal and external validity, where internal validity deals 

with whether the research method indeed measures what it set out to measure and external validity 

examines whether the results of the study are generalizable (Saunders, Lewis , & Thornhill, 2012). 

The following paragraphs will go through each concept and critically evaluate the research approach 

applied for the analysis of this study. 

  

6.1 Reliability  

 According to Wilson (2010), threats to reliability often arise when the researcher adopts a 

subjective approach, indirectly favoring specific results. In the CSR-CFP debate, this threat is high 

because the researcher could be tempted to favor a positive relationship (Wilson, 2010). Because 

the link between CSR and financial markets is ambiguous, we have aimed at critically assessing the 

various findings from literature by including the different sides of the debate. Only peer reviewed 

articles in well-reputational, preferably financial, journals have been used in establishing the 

theoretical foundation for the analysis.  

 As presented in the methodology chapter, we have chosen to incorporate three different 

models in the predictions of the normal returns, despite the fact that the majority of studies solely 

rely on one model, namely the market model. The choice of including multiple models is based both 

on economic intuition, but also a way to enhance the reliability of our study. With results based on 

three prediction models showing similar results, we ensure consistency in the findings. 

Furthermore, it is essential for the consistency of results that the data is collected from a credible 

data provider such as DataStream, so that others would be able to achieve the same results if the 

research was to be repeated.  

 

6.2 Internal Validity  

 Whether an event study can accurately infer a causal relationship, i.e. whether the internal 

validity of the study is high, depends on the assumptions as well as the implementation of the study. 
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As mentioned in previous sections of this paper, the event study methodology is built on the 

assumptions that the Efficient Market Hypothesis holds, that the event under investigation is 

sudden news to investors and that no confounding events occur at the time of the event. Once these 

three assumptions are assumed to hold, the event study methodology can be argued to enable the 

researcher to isolate the causal relationship under investigation, which is why event studies are 

often associated with high internal validity.  Nevertheless, there are a few critiques of the event 

study methodology that a researcher ought to keep in mind in the implementation of the 

methodology. 

 

Constraints of the study 

 As with any study, it is important to assure that the chosen methodology is capable at 

answering the research question. The event study methodology is constrained to firm-level analyses 

because the stock price cannot be isolated to a single business unit. This is less of an issue for our 

study because the Global 100 is constructed to include publicly listed firms. Nevertheless, because 

the firms included in the Global 100 are multinational corporations, the fact that share prices do not 

exists on a business unit level posed a few challenges for the analysis, which we will turn back to in 

section 7.2 on excluded events. Also, because an event study measures an event’s impact on the 

stock price only, it is important to emphasize that a such study is valid solely to infer effects on 

shareholder wealth. In other words, this methodology cannot prove whether the event brings 

benefits to other stakeholders, which in the case of CSR could be relevant to also look at. 

 

Extreme outliers 

 In statistics, extreme outliers, whether high or low, can be a major concern for the mean and 

standard deviation estimates. Hence, it is common practice to adjust for extreme outliers by e.g. 

winsorizing the data. At the same time, however, the analysis of an event study deals with stock 

prices and these can be highly volatile. In fact, Fama (2012) argues that stock returns are distributed 

around a mean but that the tails of the distribution are fatter than in a normal distribution due to 

more outliers. Given the degree of non-normality, winsorizing is unlikely to correct the 

misspecification in the t-statistic for the returns. Also, removing outliers could potentially distort 
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the sample being analyzed. John Turkey, an early scholar of robust estimates, makes the following 

claim in relation to researchers who reject outliers: 

 
“One who does this commits two oversights, forgetting Winsor's principle that 'all distributions are 

normal in the middle,' and forgetting that the distribution relevant to statistical practice is that of 

the values actually provided and not of the values which ought to have been provided.” (p. 457) 

 
Hence, by modifying the data, the researcher risks to invalidate several statistical analyses. In the 

main analysis of this thesis, we have thus chosen not to delete or adjust for extreme observations. 

To account for the concern of outliers, we have, however, conducted a robustness test in section 

8.4.2 where we have winsorized the abnormal returns to see if this changes the results of the 

analysis. In other words, we have used top-coding and bottom-coding, which essentially means that 

the values above the top 1% and the bottom 1% of the cumulative abnormal returns are replaced 

with the values that define the 1st and 99th percentiles, respectively. In this way, data points in the 

robustness tests are not excluded, but merely adjusted for extreme outliers. 

 

Type I and type II errors 

 When testing for significance, two types of errors can occur, namely type I and type II errors. 

Type I errors refer to rejecting a null hypothesis of no abnormal returns, when it is in fact true. The 

probability of a type I error equals the significance level. In contrast, type II errors are when the null 

hypothesis is falsely not rejected in favor of a true alternative hypothesis (Stock & Watson, 2015). 

Overall, there is thus a trade-off between type I and type II errors in determining the statistical 

significance level of the t-tests, which is noteworthy for the discussion of the results of this analysis.  

 

Event-date clustering 

 Every year the event date is the same date for all the companies we examine, which means 

we have full clustering. Clustering can cause cross-sectional dependency, where the observations 

do not vary independently, and this can generate a potential bias in the standard errors. In previous 

literature, there are mixed findings of how serious a problem clustering is for the statistical 

correctness and how it affects the power of the available significance tests. The power of the test is 

defined as the probability that the test rejects the null hypothesis when the alternative hypothesis 
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is in fact true. I.e. 1 minus the probability of a type II error (Stock & Watson, 2015). Kolari & 

Pynnönen (2010) propose different significance tests to overcome problems stemming from 

clustering. Essentially, the suggested significance tests add more constraints to the t-statistic and 

the results will thus be less significant if the data is characterized by cross-sectional dependency. 

Since there is little that suggest a high degree of cross-sectional dependency in our data, the value 

from implementing substantially more complicated significance tests are estimated to be low. 

Therefore, we have chosen the widely used t-test to determine the statistical significance of our 

results. However, we acknowledge the challenges of full clustering and will thus turn back to this 

under the presentation of our findings of the main hypotheses.  

 

High internal validity  

 Given the considerations mentioned above, the internal validity of this study is high because 

the chosen research design is constructed in such a way that it indeed succeeds in answering the 

research question at hand. In setting up a research design that seeks to establish a sound cause-

effect relationship between substantial CSR efforts and CFP, we have ensured to incorporate the 

critiques of the event study methodology. If not included in the analysis or the discussion, we 

include the critique points, such as the possibility of confounding events and extreme outliers, in 

additional robustness tests in section 8.4 to further analyze whether a change of the research design 

would have influenced the results of the study.  

 

6.3 External Validity  

 In terms of external validity, we have found it relevant both to look at model validity and 

whether the study can be generalized to research other samples. Model validity defines whether 

the results of the study can be used to describe broader real-life relationships (Stock & Watson, 

2015). We have found it important to touch upon model validity because our analysis of the Global 

100 is meant as a means to examine the broader relationship between CSR and CFP. Thus, the 

question is to what extent the study can represent the more general debate related to CSR-CFP? 

 By studying the Global 100, we look only at firms that are of a certain financial caliber and that 

already are doing a lot within the area of sustainability. If these firms experience abnormal returns 

from additional CSR efforts, this is not necessarily applicable findings for all firms, but specific to 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

62 
 

firms with certain characteristics. Nevertheless, because the event of being selected for the Global 

100 functions as an award, this study can indeed be argued to help uncover whether the market 

reacts to CSR-related news and thereby help describe the CSR-CFP relationship.  

 Concerning the generalizability of the study to other samples, the research design could easily 

be applied to study the effect from another global sustainability reward due to its quantitative 

nature and the fact that we have documented our every move in the process. In fact, the research 

design could even be applicable to studies not related to sustainability, but to global news in general 

that affects a specific group of publicly listed firms.  
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7 Data Collection and Processing    

 In order to ensure that the quality of the study is high, it is crucial to document the study’s 

data handling. Therefore, the purpose of this chapter is to highlight the methodological 

considerations behind the choice of data and data collection techniques as well as guide the reader 

through how the data has been prepared for analysis. The chapter will also account for the choice 

of software used as well as justify for excluded events. 

 

7.1 Choice of Data  

 The data that lay the ground for this thesis are first and foremost the annual lists of the Global 

100. Because these lists are constructed by Corporate Knights and created for a different objective 

than this thesis, the data is per definition secondary data. However, within the category of 

secondary data, the lists of the Global 100 can be classified as raw data because they have not been 

processed for further analysis before now. Working with already existent data can be interesting 

and relevant both because it might lead to new findings within a contemporary field, but also 

because the results will be based on highly accredited and reliable data. In addition, the availability 

of secondary data is wider and often easier accessible than primary data (Saunders, Lewis , & 

Thornhill, 2012). In regard to this study, using the Global 100 has allowed us to investigate the 

relationship between CSR and financial markets on both a global scale and over an extensive period 

of time.  

 When working with secondary data, it is important to keep in mind how and with what 

purpose the data was initially collected. In particular, changes in the selection methodology behind 

the Global 100 has been essential for us to understand as it can influence the extent to which 

investors react to the release of the news. Therefore, we carefully assessed the research 

methodology behind the Global 100 in the introduction of this paper.  Additionally, we conducted 

the interview with Toby Heaps in order to supplement and support our findings from the secondary 

data with primary data. We chose to conduct the interview as a semi-structured interview because 

it was important for us to both obtain answers to specific technical questions regarding the 

methodology behind the Global 100, but also to allow for the CEO to talk freely on certain topics. In 

terms of the more open-ended questions, it was in particular crucial to hear Toby Heaps’ thoughts 

on whether he broadly perceives the methodology behind the Global 100 as comparable across the 
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years 2005-2019, how the Global 100 distinguishes itself from other rankings, and whether he would 

expect an immediate market reaction to the annual press releases. His answers to these questions 

confirmed the news value of the event, verifying the use of the event study methodology on the 

release of the Global 100. 

 In order to perform the event studies on the Global 100, we collected daily stock-prices as well 

as firm-specific data from Thomson Reuters DataStream within the period 01/01/2014 to 

01/02/2019. DataStream was chosen due to its credibility within financial research as well as its 

intuitive Excel add-in for extracting time series data (ThomsonReuters, 2019). As a check of the data, 

we also retrieved data from Bloomberg. However, for consistency purposes, we ended up using only 

firm data from DataStream. Market returns, risk-free rates as well as the Fama French factors used 

to construct the three-factor models were collected from Kenneth R. French’s website (French K. R., 

2019b). Kenneth R. French is a renowned expert in security prices. We chose to collect the market 

data from French’s website because we, as mentioned in the methodology section, base our choice 

of market indexes on Fama and French’s findings related to the extent to which asset prices can be 

assumed integrated across markets (Fama & French, 2012).  

 

7.2 Excluded Events 

 Additional to the companies excluded based on the choice of using Fama and French’s regional 

indexes, accounted for in the methodology chapter, 13 companies were removed from the data set 

in the data collection process. The reasons for exclusion were either that a company was no longer 

listed on a stock exchange and the historic data no longer available, or because the data did not 

cover the entire estimation period. As mentioned previously, it is crucial to incorporate a minimum 

amount of observations in the estimation window in order to avoid bias. Subsequently, companies 

that did not fulfill this criterion were excluded. The companies on which we could not find data were 

looked up to justify exclusion. ABN Amro Holding NV, for example, was delisted in 2008 and relisted 

again in 2015, making it impossible to follow its stock price in the years in between. Likewise, 

Aberdeen Asset Management PLC was delisted in April 2017, but appeared on the Global 100 in 

January 2018. Because the company was not listed in the event window, abnormal returns could 

not be calculated, and the company was excluded. Besides from delistings, a major reason for why 

historic data for certain companies cannot be retrieved is mergers and acquisitions. Arcelor, for 
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example, was taken over by Mittal in 2006 and is now part of ArcelorMittal, complicating data 

collection for the announcement of the 2005 and 2006 Global 100 lists (ArcelorMittal, 2019). As 

mentioned under the constraints of an event study in section 6.2, there was also one company, 

namely Phillips Electronics NV, that was listed twice on the Global 100 in the same year, but with 

different business units. Because the company today is traded as one entity, we decided to exclude 

the one observation and include Philips Electronics NV only once.  

 

7.3 Software  

 In general, there are numerous different software packages that can be used to conduct event 

studies such as Eventus in Wharton Research Data Services, the estudy package in Stata and the 

EventStudy package in R. These packages help to automatize the event study process, but the more 

complex the study is, the more limited the use of each of these packages becomes. In our case, 

there are three dimensions, which complicate the event study process. The first one is our long time 

period. We have collected data for all companies for the entire 15-year period, where some of the 

companies have multiple event days. Thus, it is a requirement that the software is able to account 

for this. The second dimension is closely connected to the first. Namely that we conduct the event 

studies conditioned on both year and whether the company was selected or removed from the 

Global 100 in the given year. In other words, the software package needs to be able to double-sort 

the data on year and company group. The last dimension is the multi-country nature of the study. 

This has been the most complicated dimension to manage since few packages allow for using more 

than one market index simultaneously. Moreover, few packages allow for flexibility in how regions 

are defined. Subsequently, we have ended up coding everything in Stata without a prespecified 

package (see Appendix 5 for an extract of the code).  

 

7.4 Data Processing 

 This section is meant as a step-to-step summary of the actions we have taken and assumptions 

we have made to best prepare the data for analysis. We deem it essential to document in detail the 

way in which we have handled the data in order to enhance the reliability and replication of our 

study.  
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The raw data 

 On Corporate Knights’ website, we were able to buy access to the Global 100 lists dating back 

to 2005. From these lists, we constructed two groups of events for each year, namely those that 

were concerned with selection to the Global 100 relative to the year before (the in-group) and those 

concerned with removal from the list relative to the year before (the out-group). Because the in-

group and out-group are defined as relative to the year before, a company can potentially have 

been part of the Global 100 in previous years other than the forgoing year. Consequently, there can 

be more in- and out-events for each company.  

 The next step was to retrieve daily stock prices as well as daily market index prices from 

DataStream. In order to account for dividends, we used the datatype RI, which is a return index that 

shows a theoretical growth in value of a share over a given period and which accounts for dividends, 

stock splits and similar events. The only problem with RI values is that they are padded values by 

default. Padded values mean that the closing price for a given stock is repeated in case of holidays 

or if the stock goes dead. As we wanted to account for holidays because stock exchanges in different 

countries are closed on different dates, we downloaded unpadded prices for all stocks as well. Then, 

we constructed excel files for each country and used the unpadded values to eliminate non-trading 

days from the RI data. Thus, when the daily RI values for all companies were loaded into Stata, the 

date range was the same for all ISIN codes, ranging from 01/01/2014 to 01/02/2019, with missing 

values for non-trading days.  

 

In Stata 

 In Stata, we defined a dummy variable called type_in to distinguish between the in-groups 

and the out-groups. Out-events were attributed 0 and in-events were attributed the value 1. We 

also needed to take into account that our data set was constructed on calendar days and not trading 

days. Therefore, we asked Stata to define the date of the event as ‘day 0’ and count how many days 

each stock price observation differed from this date, either positively or negatively. This variable, 

which we named t_trading, would later enable us to only look at a specific event window, e.g. {-

1;2}.  
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 Before converting the prices into returns, we deleted all missing values from the data. The 

missing values represented the non-trading days, which we had identified in excel. In order to 

convert the prices into returns, we used the following formula: 

 
	𝑅𝑒𝑡𝑢𝑟𝑛 = 100 ∗ (𝑅𝐼	 − 	𝐿. 𝑅𝐼)/𝐿. 𝑅𝐼 

 
The reason why we worked with percentages and not decimals is because Kenneth R. French has 

reported his market data and factor data in percentages. In order to double-check this, we 

compared French’s data with summary statistics from Wharton Research Data Services (WRDS). For 

the comparison, see Appendix 6. After having converted the RI values into returns, there were still 

missing values in our data set. We discovered that these were caused by the fact that Stata 

calculates returns based on the previous calendar date even if the given date had been removed 

from the data set. If the RI value on the previous date was zero, Stata would arrive at a missing 

value. Instead, we therefore programmed Stata to calculate the return based on the current price 

and the last available price other than 0. We also deleted 0 values from the market returns. Because 

Kenneth French lists the market returns as excess returns, we deleted only the null values that were 

equal to “- rf”. 

 To prepare the data set for running the market model, we generated a new variable called 

‘market’, which was defined as “mktrf + rf”. Similarly, we generated a variable for excess returns, 

‘eret’, as “ret – rf”, to use for CAPM and the Fama-French three-factor model. Table 2 shows a 

summary of the different variables: 

 

 
Table 2: Summary of variables 

 
 In order to construct the prediction models for the individual events, we created local 

variables that contained all the ISIN codes and event dates, respectively. Then, we looped over each 
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company-event pair within the estimation window. For each model, we saved the coefficients, their 

standard errors and 𝑅m)values. Likewise, we used a loop to winsorize the abnormal returns in the 

window {-30;30} and saved the winsorized variables so that we could use these in the robustness 

test in section 8.4.2. In order to create graphs showing the abnormal returns during the event 

window (AAR), we collapsed the data by taking the mean of the abnormal returns of all firms per 

day in the event window, sorted by year and type of event. Likewise, we arrived at the cumulative 

abnormal returns by collapsing the data on the sum of the abnormal returns by ISIN codes, type of 

event and event date. The CARs were tested for significance in the main analysis and later used in 

regressions against covariates to look for heterogeneity by those variables and thereby answer the 

sub-hypotheses. For further details on our exact approach, we have attached the code for the main 

hypotheses in Appendix 5. The following section will present the results of our analyses.  
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8 Results 

 After having laid out the theoretical and empirical foundation as well as established the 

research design, we will now present the findings of the study. The chapter begins with a descriptive 

analysis to highlight the most important features of the data set. Next, the three different models 

used to calculate the normal returns will be evaluated and the preferred model determined. 

Hereafter, the findings related to the main hypotheses will be presented and briefly discussed. Then, 

robustness tests are conducted in order to ensure the validity of our results. Following the 

robustness tests, the insights from the cross-sectional analyses are explored. Collectively, the 

findings will help answer our research question of to what extent financial markets react to the 

release of the Global 100 as a means to understand how substantial CSR efforts affect the financial 

value of a company.  

 
8.1 Descriptive Statistics  

 In total, the data set consists of 1,041 events with 565 events in the in-group and 476 events 

in the out-group. However, the number of distinct companies is much smaller, namely 391. This is 

because most companies are both selected for and removed from the Global 100, and because 

some companies are being re-selected across the time-period 2005-2019.  

 

 
Table 3: The in- and out-groups 

 

 The fact that the in-group is larger than the out-group can be justified because not all 

companies that enter the Global 100 are later removed. For example, the firms that enter the Global 

100 in 2019 have not yet had the chance to be removed from the list at the time of this study. Table 

4 shows the yearly distribution between the in- and the out-groups. Since 2005 was the first year of 

the initiative, all companies are included in the in-group in this year. In certain years, there is little 

replacement of companies in the Global 100 list. Due to the way in which we have defined an event, 

this leads to fewer events for those years. The number of observations is noteworthy for the 
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cumulative average abnormal returns calculated per year in the analysis of our main hypotheses. 

However, it does not affect the calculations of the individual abnormal returns, since these are 

measured for each security. 

 

 
Table 4: Yearly distribution of the in- and out-grouped events 

 

 
 If we look at the country distribution of the data set, the global scope of the paper becomes 

apparent. Table 5 below shows the 20 countries in which the companies are headquartered. A 

majority of events related to the Global 100 are present in the United Kingdom and the United 

States, which each represents around 18% of the data set. Another country with many companies 

included in the Global 100 over the years is Japan. The share of the total events that are 

headquartered in Japan amounts to 12%. The country that has contributed with the fewest number 

of companies is Portugal from which only two companies have been included since the initiation of 

the Global 100, leading to a total of four events. Hence, the distribution across countries is not 

proportional to country size, which can potentially have implications for the interpretations of the 

CAARs associated with the different regions.    
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Table 5: The distribution of events across countries 

 

 Overall, the companies’ headquarters are widely dispersed across the world. Nevertheless, 

the majority of the companies are located in the European or North American region with 56% and 

25% of the overall number of events, respectively. The uneven distribution across regions is slightly 

more skewed than what would be the case if Taiwan, India, South Korea, South Africa and Brazil had 

not been excluded from the data set. This is especially true if we could have included the Asian 

countries in the Pacific classification. However, as previously justified, these countries are not 

included in Fama and French’s (2012) defined regions and therefore, we have chosen to exclude 

them to be able to use the Fama and French market portfolios and their assumptions on regional 

integrated capital markets. This implies that Japan is treated independently, and that Asia Pacific 

includes Singapore, Australia and Hong Kong, which departs from the strict geographical definition 

of the Asian Pacific region where Taiwan, India and South Korea are included. 
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Table 6: Distribution of events across regions 

 
 In contrast to the distribution of countries, the distribution of industries is predetermined by 

Corporate Knights to reflect the MSCI AWCI. In recent years, the classification system, the Global 

100 has used to group the companies into the different industries, has been refined to make the 

best possible comparison of the companies. Today, the classification is broadly based on FactSet’s 

industry groups with a few modifications defined by Corporate Knights (Heaps, 2019).  

 In order to illustrate the industry distribution, we have not used the same industry 

classification as Corporate Knights uses for the Global 100. For the purpose of the overview of the 

data, the Global 100’s classification of industries become too detailed and we have therefore chosen 

to go with a broader classification. We use Thomson Reuters Business Classification (TRBC), which 

consists of five classifications, where we are using the second broadest. Table 7 below depicts the 

distribution, where it can be observed that the companies in our data sample for the in- and out-

groups taken together are well-diversified across industries. An interesting observation is the fact 

that 6.82% of the companies are related to the oil- and gas industry, categorized under “Energy – 

Fossil Fuels”. In contrast, renewable energy companies only consist of 0.48% of the total sample 

over the 15-year period.  
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 The controversy on whether to include oil-companies in the Global 100 is rooted in a deeper 

debate inside Corporate Knights. Certain industries, such as the weapons industry, that are more 

prone to greenwashing or cannot meet predetermined criteria for sustainability are screened out. 

However, the oil and gas industry is more complicated. According to the CEO, Toby Heaps, it would 

be wrong to exclude companies related to fossil fuels completely. This is because the Global 100 

seeks to reflect a market distribution of industries. Previously, oil and gas companies made up a 

significant part of the overall market and could therefore not be ignored. Today, these companies 

are less dominant in the market. However, the reason for still including them is that some are 

currently going through major transitions where they increasingly focus on renewable energy 

sources. Hence, for Corporate Knights it is important to make a distinction between companies that 

carry risk for greenwashing and companies that are part of a progress towards a greener future. 

There are now several examples of companies that are moving away from fossil fuels towards 

Table 7: Industry distribution of events 
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renewable energy sources. According to Heaps, Corporate Knights wants to keep incentivizing these 

companies to drive change:    

 

“The idea is, we want to find the companies that are actually not trying to hold back the future but 

are trying to move and invest toward it. Neste oil is a good example, a Finnish oil refinery company 

that now makes about 15-25% of their revenues, but 50% of their profits, from refining 

sustainable, certified biofuels, and they are investing over 25% of their new investments into 

biofuels” (Heaps, 2019). 

 

 Heaps also recognizes that the inclusion of oil and gas companies is a sensitive topic. Thus, it 

is an industry that is extra carefully examined. He expects that the criteria for inclusion will be 

further tightened next year, so companies that allocate less than 10% of their new investments to 

renewable energy sources will be excluded. This will have consequences for some of the oil 

companies that are included in the latest ranking, such as Total (Heaps, 2019).     

 Besides from country and industry specifications, we have also looked at other firm 

characteristics to get a better understanding of the data set at hand. Table 8 below shows a 

statistical summary of market capitalization ($m), the book-to-market ratio and net sales ($m). For 

a few of the companies, it was not possible to attain descriptive data on the book-to-market ratio 

and net sales, yielding observations for 1,020 events. 

 

 
Table 8: Descriptive statistics of firm characteristics of the events 

 
 Despite of Corporate Knights’ consistent focus on mid-, large-, and mega-cap companies 

(Corporate Knights, 2015), there is still a wide dispersion in the data in the two included size 

measures, market capitalization and net sales. Due to the large standard deviation, and the fact that 

the median varies greatly from the mean for both measures, we have constructed box plots to check 

for outliers over the sample period (see Appendix 7). The boxplots primarily display outliers among 

    Mean  Median  St.Dev  min  max  skewness 
 Market Capitalization, $m 38,153.38 16,528.99 64,038.68 58.87 898,100.1 5.55 
 Book-to-market .63 .52 1.39 -16.67 33.33 13.48 
 Net Sales, $m 30,571.76 14,529 46,614.76 1.05 461,910.6 4.08 
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the largest values. This can be explained by the fact that there is a lower restriction on the size of 

corporations, whereas there are no limitations on how big the companies can be. However, we also 

observe some extreme observations among the smallest values. Tracing back these outliers, they 

are mostly found in the initial years of the period where Corporate Knights did not have an explicit 

lower threshold on size (Heaps, 2019).   

 In terms of the book-to-market indicator, the distribution is skewed to the left with some 

significant, extreme values, while the average book-to-market ratio is 0.6. Stocks with high book-to-

market ratios are called value stocks and tend to be firms that the market judges to have poor 

prospects, signaled with low market value of equity relative to the book value of equity. Stocks with 

low book-to-market ratios are called growth stocks and the revenues and earnings growth rates of 

these companies are expected to be above the industry average (Fama & French, 1992). When 

examining the outliers closer, there are three extreme outliers out of the total number of 

observations. If these are excluded, the skewness is considerably reduced from 13.48 to 1.38 and 

the standard deviation is almost 2/3 lower, while the mean remains the same at 0.6.  

 

 After we have controlled for extreme outliers, we observe that few observations are negative 

or above two. The mean of 0.6 indicates that the data set entails mostly growth firms. However, 

due to the large standard deviation of the statistic, it is relevant to examine further. Thus, we have 

created a dummy variable, which is 1 if the book-to-market ratio is above 1 and 0 otherwise. As 

Table 6 illustrates, most of the observations are below one. Subsequently, the data sample is 

dominated by growth stocks, where the market capitalization is larger than common shareholders’ 

equity.  

 

    Mean  Median  St.Dev  min  max  skewness 
 Book-to-market w./outliers .63 .52 1.39 -16.67 33.33 13.48 
 Book-to-market w.o./outliers .6 .52 .48 -2.86 4.55 1.38 

 
Figure 6: Statistics on the book-to-market ratio with and without outliers 
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Figure 7: The dummy variable on the book-to-market ratio 

 
8.1.1 Summary of the Descriptive Statistics 

 To briefly summarize the main insights from this section, the data set entails some common 

characteristics, illustrating that we are analyzing global, large firms with positive growth prospects 

from a wide variety of industry groups. Despite of the similarities in the data set, the descriptive 

statistics have also revealed that the companies that are affected by the events of selection and 

removal from the Global 100 are more diverse than we first anticipated. For example, it appears 

that Corporate Knights’ restriction on the size of companies that can be included in the Global 100 

is a recent addition to the methodology. In other words, firm size is an interesting factor to look at 

when investigating heterogeneity in the CARs, in the cross-sectional analysis in section 8.5.3, 

because it is a variable that seems to differ significantly across firms in the data set. The same 

argument holds for industry, as the Global 100 is constructed to mirror the industry weights of the 

MSCI ACWI. Here, it is important to note that given the way in which we have defined the events, 

we do not include all firms in the Global 100 list each year, but solely those with a changed status 

on the list. This means that the above analysis of the distribution of industry groups in our data set 

does not fully echo the MSCI ACWI. Nevertheless, the diversity in industry groups is still apparent in 

the data set. Furthermore, the controversial finding of traditionally polluting industries within the 

Global 100 makes it interesting to investigate further whether certain industries react more strongly 

to the announcement of the lists. Additionally, the descriptive statistics have suggested that even 

though this is a global study, incorporating companies from 20 different countries, the majority of 

the firms on the Global 100 lists are European. This is in line with previously stated theory, as for 

example Duuren et al. (2016), that European investors are more interested in CSR efforts than for 

example American investors, encouraging European companies to engage in more sustainable 

activities. Furthermore, the institutional setting exemplified by the EU directive from 2013 referred 

to in section 3.1, fosters more CSR-related activities from European firms. Lastly, we discovered that 

the data set mostly consists of growth stocks. Growth companies are companies for which the 
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market anticipates positive future growth prospects, meaning that they are financially healthy 

companies. However, as emphasized in the hypothesis formation, investors might not react 

positively to the news of CSR-engagements of growth firms as it may be difficult for the firm to grow 

if a large amount of resources is spent on CSR. Whether investors view significant CSR efforts as a 

signal that growth firms do not have as many positive NPV-projects in the pipeline as previously 

anticipated will be interesting to examine further under the testing of our sub-hypothesis on the 

book-to-market ratio in section 8.4.3.  

 

8.2 Choice of Preferred Model 

 After having assessed the data set, the first step in conducting the event studies is to 

determine the preferred model for estimating the normal returns to use for the calculation of the 

abnormal returns. As discussed in the methodology section, we are comparing three different 

models: the market model, the CAPM and the Fama French three-factor model. With each model, 

we make regressions over the estimation window for the individual companies to determine the 

companies’ normal returns. In the event window, the models predict the normal returns of the 

stocks and calculate the abnormal returns by subtracting the normal returns from the observed 

returns. The regressions based on the market model and the CAPM are close to identical since the 

only difference is that CAPM uses excess stock and market returns, whereas the returns in the 

market model are not adjusted with the risk-free rate. Since the risk-free rates for several of the 

regions have been close to zero for long periods, the difference between the two models becomes 

even smaller. In contrast, the Fama French model stands out from the other models due to the two 

additional risk factors included to describe the stock returns. To be able to compare the models, we 

use the adjusted R2 measure, denoted as 𝑅m). 𝑅m) measures the fraction of the sample variance of 

the stock returns explained or predicted by the regressors, while also accounting for the number of 

regressors (Stock & Watson, 2015).  
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Table 9: The explanatory power of the normal return models 

 
 Table 9 above shows the average 𝑅m) for each model over the entire sample period. On 

average, the fit of the models is similar, which confirms the consistency of our findings and thereby 

strengthens the reliability of our study. Despite of the models’ consistencies in explaining the normal 

returns, the Fama French model can generally explain 3% more of the variation in the stock returns 

averaged over the 15 years. In fact, the table illustrates that the Fama French model has a consistent 

higher 𝑅m) in all the years of the sample period. It is possible that the fit of the Fama French model 

could be improved further if we had chosen a longer estimation window to estimate the parameters 

from. Yet, as discussed in section 5.5 about the estimation window, additional number of days in 

the estimation window have other implications that can bias the normal returns. Thus, we adhere 

from using a longer estimation window. When we later present the results of the event studies, the 

outputs will include results based on all three models, but in the cross-sectional analysis, we will use 

the CARs that are calculated from the Fama French model. 

 
8.3 Testing the Main Hypotheses 

 In this section, the results of the event studies are presented and discussed. We will start by 

examining whether there is a significant difference in the stock market’s reaction between the in-

group and the out-group. Then, we will look at the two groups separately and analyze shareholder 

wealth effects. Lastly, we will test a long-short equity strategy going long in the in-group and short 

𝑅"2 Fama French CAPM Market Model 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 

0.2654 
0.2466 
0.3381 
0.4123 
0.5036 
0.4441 
0.4266 
0.5770 
0.4193 
0.3038 
0.3602 
0.4642 
0.3449 
0.1829 
0.3602 

0.2311 
0.2312 
0.3116 
0.3894 
0.4720 
0.4191 
0.4086 
0.5626 
0.3877 
0.2753 
0.3297 
0.4128 
0.2748 
0.1348 
0.3183 

0.2314 
0.2313 
0.3116 
0.3894 
0.4720 
0.4191 
0.4086 
0.5626 
0.3877 
0.2753 
0.3297 
0.4128 
0.2748 
0.1348 
0.3183 

Total 0.3705 0.3373 0.3374 
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in the out-group. In sum, this section seeks to investigate whether our main economic hypothesis is 

true, namely that a firm’s stock price is impacted positively from being selected to the Global 100 

and negatively to the event of being removed from the list. 

 
8.3.1 Statistical Difference Between Selection for and Removal from the Global 100 

 The regression in Figure 7 is constructed to answer whether there is a significant difference 

between the in- and the out-groups in relation to the CARs when controlling for year. In other words, 

all 1,041 events are included in the regression, but separated into in- and out-groups via the dummy 

variable ‘type_in’. Building on the results from section 8.2, we have chosen the Fama French model 

to generate the CARs. Furthermore, the standard errors are adjusted for year-fixed effects in order 

to capture the effects from aggregate time-series trends that could otherwise bias the results 

(Friedman J., 2009).  

 Based on the output in Figure 7, the firms that are removed from the Global 100 experience 

a positive mean CAR identical to the intercept of 0.5314. The average CAR associated with the event 

of selection is also positive, namely 0.1295 (= 0.5314 + (-0.4018)). Because the coefficient on type_in 

measures mean CAR of the in-group minus mean CAR of the out-group, i.e. mean(in) – mean(out), 

the fact that the coefficient is significant at a 10% level indicates that there overall is a significant 

difference between CARs associated with the two groups of events.  

 

 
Figure 8: An overall statistically significant difference between the in- and the out-group at the 10% significance level 
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 The above results seem puzzling given the hypothesis that the market reacts positively to 

positive CSR-related news, such as the selection for the Global 100, and negatively to negative CSR-

related news, such as the removal from the list. In fact, Table 7 indicates that a negative CSR-related 

event would have a stronger positive market reaction than a positive CSR-related event. In order to 

understand better the inferences that can be drawn from these results, we need to look at the 

underlying analyses. Therefore, the following two sub-sections will investigate further the CAARs 

per year for the in- and the out-groups, respectively. 

 
8.3.2 Abnormal Returns Associated with Selection for the Global 100 

 First, we test shareholder wealth effects from the event that firms are selected for the Global 

100. The results are displayed below in Table 10. For each year, the cumulative average abnormal 

returns (CAARs) are listed in percentages with the estimates’ standard errors in parentheses. From 

the table, we can infer that the results are more or less consistent among the different prediction 

models, but that the findings of the Fama French model differ the most from the others. This is in 

line with the analysis of section 8.2 where we found that the three-factor Fama French model stands 

out from the others based on a higher  𝑅m). If we rely on this model for the results, only one of the 

15 CAARs is significant at the 10% significance level in Table 10. In contrast, using the market model 

would return two significant CAARs, which illustrates the sensitivity of the results to the estimation 

of the normal returns. Because one should not pick the estimation model based on the number of 

significant results, but based on what model is most reliable, we will stick to the results of the Fama 

French model.  
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Table 10: The CAAR per year for the in-group using three different estimation models of the normal returns 

 

8.3.2.1 Comments on the CAARs Associated with Selection to the Global 100 

 The statistical hypothesis we test for each year is H0a: There is no significant CAAR associated 

with being selected for the Global 100. In 2006, this hypothesis is rejected in favor of the alternative 

hypothesis H1a: There is a significant CAAR associated with being selected for the Global 100. The 

significant CAAR in 2006 thus suggests that the stock market reacts to the news in that year.   

14/05/2019, 14.45 Page 29 of 38

User: Ida Melbye

                      (1)             (2)             (3)   
                  CAAR MM       CAAR CAPM         CAAR FF   

y2005              -0.237          -0.237          -0.284   
                  (0.265)         (0.265)         (0.266)   

y2006              -0.700*         -0.705*         -0.679*  
                  (0.383)         (0.383)         (0.408)   

y2007              -0.303          -0.303          -0.237   
                  (0.514)         (0.514)         (0.517)   

y2008               1.318           1.315           1.366   
                  (0.898)         (0.898)         (0.957)   

y2009               1.215           1.213           1.488   
                  (0.994)         (0.994)         (1.032)   

y2010               0.503           0.503           0.353   
                  (0.362)         (0.362)         (0.369)   

y2011               0.121           0.121          -0.230   
                  (0.496)         (0.496)         (0.464)   

y2012              -0.232          -0.232          -0.316   
                  (0.504)         (0.504)         (0.499)   

y2013               0.277           0.277           0.202   
                  (0.294)         (0.294)         (0.278)   

y2014               0.381           0.381           0.376   
                  (0.490)         (0.490)         (0.461)   

y2015               0.799*          0.799*          0.501   
                  (0.427)         (0.427)         (0.428)   

y2016               0.568           0.568           0.650   
                  (0.553)         (0.553)         (0.495)   

y2017              -0.108          -0.108         -0.0899   
                  (0.372)         (0.372)         (0.360)   

y2018              -0.145          -0.145         -0.0896   
                  (0.446)         (0.446)         (0.451)   

y2019              -0.251          -0.251          -0.195   
                  (0.280)         (0.280)         (0.275)   

N                     565             565             565   

Standard errors in parentheses
* p<0.1, ** p<0.05, *** p<0.01
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 Because the associated CAAR for 2006 is negative, it could suggest that the market reacts 

negatively to positive CSR-related news. As mentioned in the literature review, a such relationship 

has been found before. Jacobs et al. (2010), for example, find that firms’ announcements of 

voluntary emission reductions are associated with negative abnormal returns. It is, however, 

important to mention that when a firm joins a voluntary emission program, the firm is expected to 

reduce its greenhouse gas emissions. Thus, the stock market might react negatively to the 

announcements of voluntary emission reductions solely due to the expected costs to the firm 

(Jacobs, Singhal, & Subramanian, 2010). In contrast, the Global 100 is not associated with any direct 

costs and it might therefore seem surprising if the market reacts negatively to a firm’s selection for 

the Global 100. Additionally, the underlying relationship being tested is the same every year, namely 

the stock market’s reaction to the Global 100 as a means of testing the connection between CSR 

and financial markets. The fact that there is just one significant result over the 15-year period, and 

that it is only at the 10% level, could suggest that the result of 2006 is random and most likely 

affected by confounding events.  

 As presented in the literature review, another argument of differing results across the years 

could be that the CFP-CSR relationship has changed over time. Nevertheless, this would not explain 

that only one result in Table 7 is significant. Had there instead been a trend in the signs of the CAARs, 

either positive or negative, this argument would be more plausible. Out of the 15 CAARs, eight are 

negative and seven positive for the Fama French model. Also, the magnitude of the CAARs are all 

below 1.5% with the majority being below 1%. Overall, it does thus not seem that the CAARs of the 

firms selected for the Global 100 are statistically different from zero. 

 

8.3.3 Abnormal Returns Associated with Firms that are Removed from the Global 100 

 Similar to the in-group, the CAARs of the firms that have been removed from the Global 100 

relatively to the year before are shown in percentages in Table 11 with the standard errors in 

parentheses. Because 2005 was the first year of the Global 100, no firms were removed from the 

list in this year, leaving 14 years of observations for the out-group. Again, we observe consistency 

between the results of the three estimation models with the Fama French model deviating the most 

from the other two. This time, five out of 14 CAARs are significant at a 10% significance level, with 
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three of the results also being significant at the 5% level and one of the results significant at the 1% 

significance level.  

 

 
Table 11: The CAAR per year for the out-group using three different estimation models 

 
8.3.3.1 Comments on the CAARs Associated with Being Removed from the Global 100 

 A significant result in Table 11 implies rejection of the H0b: There is no significant CAAR 

associated with being taken out of the Global 100 in favor of the alternative hypothesis H1b: There 

is a significant CAAR associated with being taken out of the Global 100. However, the significant 

20/05/2019, 15.20 Page 9 of 13

User: Ida Melbye

                      (1)             (2)             (3)   
                  CAAR MM       CAAR CAPM         CAAR FF   

y2005                   0               0               0   
                      (.)             (.)             (.)   

y2006               0.129           0.125           0.121   
                  (0.510)         (0.510)         (0.489)   

y2007              -0.438          -0.438          -0.337   
                  (0.362)         (0.362)         (0.370)   

y2008               1.892**         1.893**         1.871***
                  (0.743)         (0.742)         (0.694)   

y2009               3.395*          3.391*          2.831   
                  (1.847)         (1.847)         (1.838)   

y2010               0.716*          0.716*          0.762*  
                  (0.414)         (0.414)         (0.419)   

y2011              -0.648          -0.648          -0.612   
                  (0.459)         (0.459)         (0.460)   

y2012               0.874           0.874           0.829   
                  (0.568)         (0.568)         (0.558)   

y2013               0.207           0.207           0.298   
                  (0.411)         (0.411)         (0.341)   

y2014               0.470           0.470           0.440   
                  (0.443)         (0.443)         (0.442)   

y2015              -0.816*         -0.816*         -1.018** 
                  (0.471)         (0.471)         (0.481)   

y2016               0.696           0.696           0.754   
                  (0.931)         (0.931)         (0.941)   

y2017              -0.450          -0.450          -0.409   
                  (0.459)         (0.459)         (0.451)   

y2018               0.941**         0.941**         0.961** 
                  (0.447)         (0.447)         (0.441)   

y2019               0.593*          0.593*          0.576*  
                  (0.336)         (0.336)         (0.327)   

N                     476             476             476   

Standard errors in parentheses
* p<0.1, ** p<0.05, *** p<0.01
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CAARs are sprinkled across time, conveying no consistent trend. Also, the CAARs differ in relation 

to the signs of the estimates. In total, 10 out of 14 CAARs are positive with one of the significant 

CAARs being negative and the rest being positive. Similar to the in-group, the CAARs do thus not 

point to a clear CSR-CFP relationship, but do instead suggest that the CAARs are approximately zero. 

 Despite of the ambiguous results, it is relevant to recognize that the majority of the CAARs 

support a positive market reaction to the negative CSR-related news that firms are removed from 

the Global 100. When firms are no longer chosen for the Global 100, it signals that they are not 

spending as much resources on CSR efforts as when they were included on the lists. Thus, if the 

market’s reaction to this event is positive, it could indicate a negative CSR-CFP relationship, 

supporting the “Doing-well-but-not-good” hypothesis mentioned in the literature review. This 

hypothesis entails that investors view money spent on CSR as money taken away from shareholders 

in line with Friedman’s (1970) argument of the shareholder primacy.  

 Additionally, a positive market reaction to firms’ removal from the Global 100 would be 

expected if the market viewed the Global 100 as a tool for greenwashing and thus indirectly as a 

sign of weak corporate governance structures. Fisher-Vanden and Thorburn (2011), for example, 

points out that firms with poor corporate governance structures are more likely to join the Climate 

Leaders Program, an environmentally friendly program, because these firms are under less 

oversight from shareholders. However, because the Global 100 is not a voluntary program that firms 

can join, but a recognition made by an independent organization, it cannot in the same way be used 

as a tool for greenwashing. Furthermore, if the positive market reaction to the removal from the 

Global 100 is indeed driven by a link between weak governance structures and stronger CSR 

engagement, the market would likewise react negatively to entry announcements. As seen from 

section 8.3.2 this does not seem to be the case. In fact, it is an essential factor for our study that the 

underlying relationship tested for each year stays constant. As discussed above, this underlying CSR-

CFP relationship can have changed over time, but the shareholder wealth effects on the in-groups 

and the out-groups in each year will always be assumed to be connected if the market generally 

reacts to the news of the Global 100 as a proxy for CSR-related news.  

 In order to better answer the main hypotheses, we have therefore constructed a long-short 

equity strategy to test whether an investor significantly gains or loses from taking a long position in 

the in-group and a short position in the out-group. Later, under robustness tests in section 8.4.1, 
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we further test whether the significant results of the out-group in 2008 and 2019, respectively, can 

be attributed to confounding events. We choose these two years in order to account for potential 

changes in the CSR-CFP relationship over time, but they should also be seen as a more general test 

to help explain the varying results of the out-group.  

 

8.3.4 A Long-Short Equity Strategy  

 Table 12 shows the results of the long-short equity strategy. The tests for each year 2006-

2019 are two-sampled t-tests adjusted for heteroskedasticity, which determines the given year’s 

CAAR of the in-group minus the CAAR of the out-group.  

 
 Diff = mean(1) - mean(0) Robust Std. Err. P>|t| 

2006 -0.800 0.640 0.217 
2007 0.100 0.637 0.876 
2008 -0.505 1.185 0.672 
2009 -1.343 2.109 0.526 
2010 -0.409 0.556 0.464 
2011 0.381 0.655 0.563 
2012 -1.145 0.752 0.133 
2013 -0.096 0.439 0.828 
2014 -0.063 0.641 0.922 
2015 1.519** 0.644 0.021 
2016 -0.104 1.070 0.923 
2017 0.319 0.578 0.582 
2018 -1.051* 0.629 0.098 
2019 -0.771* 0.426 0.074 

Table 12: A long-short equity strategy with a long position in the in-group stocks and a short position in the out-group stocks 
 * p<0.1; ** p<0.05; *** p<0.01 

 
 From Table 12, it appears that this type of strategy overall leads to non-significant results. In 

other words, we cannot confirm the hypothesis that investing in the in-group and shorting the out-

group would lead to excess returns. In fact, only one year significantly indicates this relationship, 

namely 2015. In contrast, both 2018 and 2019 suggest that the opposite relationship is true, namely 

that shorting the in-group and investing in the out-group would lead to excess returns on these 

particular announcement dates. Potentially, the significance of both 2018 and 2019 could indicate 

that the CSR-CFP relationship has changed from non-significant to negative from 2018 and onwards. 

Hence, it could be interesting in the future to check if this relationship is consistent also in the 

following years. However, as seen from the above analysis, these results are driven by the out-group 
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CAARs and non-significant for the in-group. Also, the results are at the 10% significance level and 

the chance of committing a type I error is therefore high. Based on these considerations, we regard 

it more likely that the significant CAARs for the out-group in the later years have been triggered by 

confounding events. We return back to this in section 8.4.1. 

 

8.3.5 Summary of Results  

 Based on the results from the event studies, we find that the announcement of the Global 100 

does overall not result in statistically significant CAARs. In terms of the in-group, only the 2006 CAAR 

is significant and the signs of the 15 estimates are almost equally positive and negative. 

Furthermore, the CAARs fluctuate around zero, indicating that even if the estimates had turned out 

as significant, the gains from being selected for the Global 100 would be less than 1% over a four-

day event window. In comparison, the announcement of a spin-off can generate CAARs of 7% and 

an acquisition results in CAARs of -7% for acquiring firms (Amer, 2018). Seen in this light, the effects 

from the release of the Global 100 are relatively weak. Nonetheless, this is in line with literature, 

which finds that CAARs associated with social and environmental issues are much lower than those 

for e.g. M&A. Becchetti et al. (2012)’s study of entry and exit from the Domini 400 Social Index, for 

example, finds non-significant results associated with entry into the index and significant CAARs of 

-3% associated with deletion from the index during the period 1999-2004.   

 In relation to the out-group, we observe slightly more significance than for the in-group, 

mainly advocating for a positive market reaction in response to firms’ removal from the Global 100. 

Nevertheless, both the significance and the signs of the estimates vary across time, indicating no 

clear underlying CSR-CFP relationship. The finding that the market overall does not consistently 

react to the Global 100 is backed up by our long-short equity strategy from which we broadly attain 

non-significant excess returns. 

 Because our analysis broadly finds non-significant results based on a t-test adjusted for 

heteroskedasticity, there is no ground for further statistical testing. As mentioned in section 6.2, 

tests with additional restrictions can be beneficial to use in event studies with full clustering. 

However, these tests also impose additional constraints, meaning that they will not change a non-

significant result into being significant. Hence, we have not found it relevant to include these tests 

in the analysis of the results nor in robustness tests. 
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 It is noteworthy that the CAARs found from the event studies each year are average CARs. 

Hence, it is possible that certain subgroups are significantly impacted by the announcement of the 

Global 100, but that these effects are canceled out by other sub-group results. Therefore, we will in 

section 8.5 test whether specific subgroups within the sample experience significant CAARs from 

the release of the Global 100. However, first we analyze the impacts on our event studies from 

confounding events, extreme outliers and differing event windows to check if these factors have 

skewed our estimates.  

 

8.4 Robustness Tests 

This section seeks to conduct internal validity tests of our findings related to the main 

hypotheses to enhance the credibility of the study. In the presentation of the results for the main 

hypotheses, it became apparent that the announcement of the Global 100 does not significantly 

affect the movements in the companies’ stock prices. However, since both the significance and the 

signs of the CAARs vary across time, we first test if controlling for confounding events would change 

this outcome. Initially, we only conducted this test on 2008, but later, we chose also to check for 

confounding events in 2019. Both years entail significant CAARs for the out-group and in order to 

justify an overall non-significant relationship, we must therefore check whether these CAARs can be 

explained by external factors. Next, we winsorize our data at the top and bottom 1% to adjust our 

findings for extreme outliers. Finally, we extend our event window to account for the fact that it can 

take several days for local news agencies to publish the news of the Global 100. The section is 

concluded with a brief summary and discussion of the implications for the results of the main 

analysis.  

 

8.4.1 Analysis of Confounding Events 

 To test if our results are robust, we control for confounding events five days prior to the event 

date and three days after the event date. We have chosen this wide time span to account for the 

fact that potential big news can affect stock prices for several days (MacKinlay, 1997). As mentioned 

above, we first examine the event window in 2008. To control for confounding events, we have 

excluded companies, which have engaged in M&A activities, released financial reports, launched 

new products, opened new plants, experienced legal inquiries or other important firm specific news 
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during the defined period. Since all corporations are of a certain size, they have a considerable news 

flow and therefore, significant events appeared for many of the companies in the given period. On 

this background, 31 companies out of 63 were excluded. In Table 13 below, the CAARs for the in- 

and out-group are displayed for 2008 before and after controlling for confounding events. For the 

in-group, the magnitude of the CAAR changes considerably, but so does the standard error, overall 

yielding a non-significant estimate. For the out-group, the change in the magnitude of the CAAR is 

small. Additionally, by adjusting for confounding events it becomes less significant.  

 

 
Table 13: CAARs in 2008, before and after controlling for confounding events 

 
 To further analyze the impact of confounding events on the out-group, Figure 8 and 9 below 

depict the development in the abnormal average returns (AARs) before and after we have controlled 

for confounding events. The graphs show that the average movements in the abnormal returns are 

close to the same for both graphs. Also, it becomes apparent that both before and after controlling 

for confounding events, there is a spike in the AARs on the day prior to the event day. This could 

either indicate a leak of the Global 100 announcement or that several of the corporations have 

experienced another event on this day that contaminates the effects of the Global 100 release.  

 In Out 

2008 1.366 

(0.694) 

1.871*** 

(0.954) 

2008 - 

controlled 

0.434 

(1.232) 

1.962** 

(0.941) 

Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

89 
 

 

 

 

 Since our Factiva search and interview with Toby Heaps gave no indication of a leak of the 

Global 100 news (Heaps, 2019), we looked for other exogenous market events that could explain 

the peak in the AARs. On January 22nd, 2008, day -1 in the event window, the Federal Reserve in the 

United States cut the federal fund rate and the discount rate with 75 basis points each during an 

unscheduled meeting. This was the largest cut in the interest rates in 24 years and one of the initial 

responses to the markets’ fear of an economic slowdown prior to the financial crisis. Because the 

Fed’s actions was a signal to both the American market and the global market to restore faith in the 

economic outlook, we consider this event to be a confounding event for all the companies included 

in the Global 100 that year (CNN, 2008; The Federal Open Market Committee, 2008). Hence, this 

event can help explain the strong significance of the CAAR of 2008, potentially overshadowing the 

effect of the Global 100. It is, however, important to bear in mind that this external event is unique 

to 2008. Therefore, broader conclusions of whether confounding events in general are influencing 

the results of our analysis cannot be drawn purely based on an analysis of 2008.  

 To test for the impact of confounding events in a year where there is no common external 

event present, we also chose to take a closer look at 2019. Following the same approach as for 2008, 

we ended up excluding 43 out of 87 companies. In Table 14, the CAARs are presented for the in- and 

out-group before and after we have controlled for confounding events. The table shows that the 

CAAR of the out-group is no longer significant when adjusting for external events. For both types of 

events, the robustness test lowers the mean but increases the standard errors. These changes are 

very small, so the fact that they have an influence on whether the estimate is significant or not, 

underscores the high sensitivity of the CAARs to minor adjustments.          

Figure 10: 2008 before controlling for confounding events Figure 9: 2008 after controlling for confounding events 
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Table 14: The CAARs in 2019 before and after controlling for confounding events 

 

 Furthermore, the removal of confounding events in 2019 also means that our long-short 

equity strategy becomes insignificant, which can be observed from Figure 10. Thus, the results for 

2019 support the finding of the main analysis that the announcement of the Global 100 does not 

significantly impact the companies’ stock prices.  

 

 
Figure 11: The long-short equity strategy in 2019 becomes insignificant after controlling for confounding events 

 

  Summing up, the robustness test for confounding events shows that it can be extremely 

difficult to isolate the effect of the announcement of the Global 100.  For both 2008 and 2019, we 

had to exclude approximately half of the observations to control for interfering events. As 

mentioned above, the many confounding events could be caused by the fact that the companies 

are large and therefore have an extensive news flow. Moreover, the timing of the event window 

can also be an explanatory factor of why we observe many confounding events because several 

companies, for example, release Q4 results on dates close to the Global 100 announcement. Hence, 

the earnings releases will in some cases have a contaminating effect on the announcement returns 
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of the Global 100. Subsequently, there is a tradeoff between having to exclude a big portion of the 

data sample and adjusting for contaminating effects. This is the reason why we chose to include all 

the events in the main analysis and afterwards conduct tests to control for the extend of the impact 

from confounding events. 

 

8.4.2 Winsorizing 

 As mentioned in section 6.2, we deliberately chose not to winsorize the data used for the main 

analysis in order to not invalidate estimates like the mean, standard errors and confidence intervals. 

However, it is relevant to check whether removing extreme outliers would in fact have affected the 

results. Therefore, we have top- and bottom-coded the CARs at the 1st and 99th percentiles. As 

explained in section 6.2, this indicates that all observations outside these percentiles are replaced 

with the values at the 1st and 99th percentiles. The choice of winsorizing is inspired by Friedman 

(2009). But unlike Friedman, who winsorizes at the 5th and 95th percentiles, we have chosen to only 

winsorize at the top and bottom 1% in order to keep the data set as realistic as possible, while still 

adjusting for extreme outliers.  

 The results of the winsorized CAARs per year for the in- and the out-groups, respectively, are 

attached in Appendix 8. Looking at the CAARs estimated from the Fama French model, winsorizing 

has no major impacts on the results. However, one important insight is that the sign of the estimate 

for the in-group in 2018 changes from negative to positive when winsorizing the data while 

remaining insignificant. This emphasizes what we argued earlier, namely that the true estimate 

cannot be claimed to be statistically different from zero. Even though winsorizing does not change 

the significance of the out-group’s CAAR for 2018, the change in value of the 2018 in-group estimate 

has a noteworthy impact on the long-short equity strategy. When extreme outliers are removed, 

the result of the 2018 equity strategy as a whole, changes from significant to non-significant as well 

as makes the estimate less negative, decreasing from -1.051% to -0.908%, see Appendix 9. This 

indicates that the significance of the result of the 2018 equity strategy is largely affected by extreme 

outliers and leaves 2019 as the only significant result of the equity strategy that demonstrates a 

negative relationship. However, as shown in the above section, the significance of the 2019 CAAR 

can be attributed to confounding events. Hence, the potential change of the underlying CSR-CFP 

relationship after 2018 from non-significant to negative discussed in section 8.3.4 under the long-
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short equity strategy seems less plausible when taking into account these additional tests. This 

finding underlines the likelihood that even though occasional significant CAARs can be observed in 

the out-group over the years, the analysis overall shows a neutral market reaction to the release of 

the Global 100.  

 
8.4.3 Event Window Adjustments 

 Up until this point, we have worked with an event window of {-1;2}. As previously accounted 

for, the choice of event window is based on the nature of the release process behind the Global 100 

as well as sound event study methodology assumptions such as the fact that a short event window 

helps eliminate noise from confounding events. This section analyzes whether the results are robust 

to different event windows. More specifically, it compares the {-1;2} event window with two 

additional event windows. The chosen event windows are based on the interview we conducted 

with Toby Heaps. The fact that Heaps assured us that “The press releases are the first 

announcements to the public”, gives no reason for extending the event window prior to the -1 

trading day. In contrast, the statement that “(…)10-20% of the press releases are on the day that we 

release. The rest of the releases happens over the next three or four days” inspired us to choose the 

event windows {-1;3} and {-1;4} for the robustness test. By incorporating these extra days, we 

ensure that the news have been picked up by local news channels and absorbed by the local markets 

in the respective countries.  

 The results of the analysis are shown below in Table 15. One noticeable effect of changing the 

event window is the change that occurs in the signs of the estimates. For the in-group, six of the 

CAARs change sign when the event window is changed from {-1;2} to {-1;4). This finding shows the 

sensitivity of the CAARs to the event window and underlines the fact that the CAARs fluctuate 

around zero. Especially in regard to the out-group, the event window does also seem to have an 

impact on the significance levels of the estimates. If we discard the significance of the CAAR from 

2008, which we under confounding events established is influenced by the external event of a 

change in interest rates, only the 2015 CAAR is significant for the larger event windows. Given that 

the check for confounding events in 2008 was merely an example, it is possible that had we checked 

for confounding events also in 2015, we might have found a similar explanation for these results. 

What is more interesting in regard to this analysis is the fact that both the 2010, 2018 and 2019 

CAARs, which were significant under the {-1;2} event window, are not significant for larger event 
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windows. There are two possible explanations for this observation. On the one hand, extended 

event windows do not seem to capture additional effects from the release of the Global 100, which 

supports the use of the {-1;2} event window. On the other hand, if the extended event windows 

accurately capture the CAARs from the release of the Global 100, the results are non-significant, 

which tie well with the above analyses. Overall, the analysis of the event window confirms the 

sensitivity of the CAARs and support the main finding of a limited effect from the release of the 

Global 100.  

 

Table 15: CAAR per year for different event windows 
 

8.4.4 Summary of Robustness Tests 

 In order to enhance the reliability and internal validity of our study, we tested for confounding 

events, extreme outliers and different event windows. These analyses helped us to understand that 

the CAARs are largely influenced by noise from external events. Especially the CAARs of the out-

group in 2008 seem to have been impacted by a change in the US federal fund rate and the discount 

rate. Because this event is assumed to impact all firms, it cannot be isolated from the sample. 

Instead, we must be critical toward the 2008 estimates. If these estimates were excluded, it would 

emphasize the picture of a non-significant market reaction to the Global 100. In other words, when 

we find an underlying neutral market reaction after controlling for confounding events, outliers and 

Years 
IN OUT 

{-1;2} {-1;3} {-1;4} {-1;2} {-1;3} {-1;4} 
2005 -0.284  -0.103  -0.201 0 0 0 
2006 -0.679* -1.488*** -1.195** 0.121 -0.529 0.138   
2007 -0.237 -0.050 0.120 -0.337 -0.548 -0.935* 
2008 1.366 1.326 1.465 1.871*** 2.075*** 2.875*** 
2009 1.488 0.651 -0.433 2.831 1.971 1.858 
2010 0.353 -0.605 -0.382 0.762* 0.271 0.446 
2011 -0.230 -0.126 -0.140 -0.612 -0.794 -0.449 
2012 -0.316 -0.934* -0.390 0.829 -0.458 -0.818 
2013 0.202 0.234 0.354 0.298   0.125 0.029 
2014 0.376 0.514 0.491 0.440 0.394 -0.066 
2015 0.501 0.150 -0.002 -1.018** -1.362***     -0.884* 
2016 0.650 0.720 0.275  0.754 0.273 0.104   
2017 -0.089 0.198 0.344  -0.409 -0.313 -0.150    
2018 -0.089 -0.694 -0.736  0.961**   -0.016   -0.427 
2019 -0.195 0.018 0.049  0.576* 0.602   0.498 
N 565 565 565 476 476 476 
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different event windows we conclude that the market generally does not perceive the Global 100 

award as valuable for the future financial performance of a firm. 

 
8.5 Testing the Sub-Hypotheses 

As noted previously, the CAARs found from the event studies each year are average CARs. 

Therefore, we will use cross-sectional analyses to examine if subsamples of the data exhibit 

significant results. In conducting these analyses, we subsample across years. In other words, the 

parameters are estimated on data for the entire sample period in contrast to the analyses 

conducted up until this point in the thesis. However, we control for year-fixed effects in the 

estimation of the standard errors. This should decrease the risk of endogeneity, since it reduces the 

importance of exogenous, year-specific events and thereby leads to a lower chance of the 

independent variable being correlated with the error term. The goal of the cross-sectional analyses 

is to answer five of the sub-hypotheses of this thesis. The sixth sub-hypothesis is answered by 

conducting event studies on a different sample, namely on companies that are selected as number 

one in the Global 100. However, this sub-hypothesis will also be answered in this section of the 

thesis. Overall, the section is structured to match the order the sub-hypotheses were presented in 

the hypothesis formation in chapter 4.  

 

8.5.1 Sub-Hypothesis 1: Differences Across Industries 

 Both in the literature and in our section about descriptive statistics of the data, industry is 

deemed to be an interesting variable to examine further in relation to the CARs. As mentioned in 

section 8.1 on descriptive statistics, we use Thomson Reuters Business Classification for the analysis. 

The results are shown in Appendix 10, in a table displaying the CAARs from each industry for both 

the in- and the out-group. Out of all the 26 different industries, only one industry’s CAAR is 

statistically significant on a 10% level, namely the “Pharmaceutical and Medical Research” industry 

with a CAAR of -0.531% for the in-group. 

 The decline in pharmaceutical companies’ share prices when they enter the Global 100 can 

reflect a broader paradox between CSR and the pharmaceutical industry. The pharmaceutical 

industry brings drugs to the market that can cure life-threating diseases, but the industry has also 

been prone to heavy criticism on pricing strategies that seriously restrict access to medicine. Thus, 
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the pharmaceutical industry has been deemed to be both a blessing and a curse. Seen in this light, 

CSR has become a tool to mitigate public concerns about the social, economic and environmental 

impacts of large pharmaceutical companies rather than a way for the firms to create value 

(Nussbaum, 2009). This is in line with an NGO report created by Oxfam, Save the Children, and VSO 

Hope, which argues that major pharmaceutical companies are generally aware of the need for CSR, 

but reluctant to articulate what concrete and systematic actions they are taking to respond to the 

issues of the industry (Bluestone, Heaton, & Lewis, 2002). As a result, investors might view CSR 

efforts of pharmaceuticals as greenwashing and consequently react negatively to substantial CSR 

efforts. 

 Another reason why investors might react negatively to the announcement that 

pharmaceutical companies are admitted to the Global 100 is connected to the ranking methodology 

of the Global 100. In our interview with Toby Heaps, he mentioned that the methodology behind 

the sustainability score of pharmaceutical companies is not yet optimal. The clean revenue metric, 

for example, solely scores pharmaceutical companies based on the, “% of drugs that have equitable 

pricing strategies targeting priority countries under the Pricing, Manufacturing and Distribution 

Technical Area of the Access to Medicine Index” (Corporate Knights, 2019e). Because this metric 

accounts for 50% of the overall ranking, the social aspect of sustainability weights very high in the 

Global 100, but the environmental impact is not sufficiently incorporated due to limited 

transparency (Heaps, 2019). Subsequently, investors might not perceive the inclusion of the 

pharmaceutical companies in the Global 100 as truly reflective of sustainability. Moreover, social 

pricing strategies can be argued to be opposing of the shareholder primacy because it is not directly 

profit-maximizing for the firm. The importance of pricing strategies in the methodology might thus 

help explain the negative stock price reaction to firms that are selected for the Global 100. 

Nevertheless, it should be mentioned that the clean revenue metric is a fairly new addition to the 

ranking methodology. Because our study is conducted over time, conclusions on whether investors 

react more negatively due to the recent focus on social responsibility in the methodology is 

therefore hard to derive. Nonetheless, it could be an interesting point for future research.  

 Another controversial sustainability industry is the “Fossil Fuel Energy” industry. In the 

hypothesis formation chapter, we theorized that the market potentially could have a stronger 

reaction to firms from this industry following the release of the Global 100, since they are 
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unconventional sustainability leaders. This hypothesis became even more interesting to look at 

when we in the descriptive statistics section discovered that many companies from this industry 

have been included in the ranking over the sample period, meaning that the sample size is large 

enough for us to build a statistically sound analysis. Looking at the results of the analysis in Appendix 

10, however, we do not find evidence consistent with the hypothesis that the fossil fuels industry 

experience stronger market reactions to the announcement of the Global 100 with neither the in-

group nor the out-group’s CAARs being significant at a 10% significance level.  

 The more conventional sustainable “Renewable Energy” sector also came out insignificant. 

Yet, we need to interpret the CAARs for the “Renewable Energy” sector with caution. As we noted 

in the descriptive statistic section, there are only five renewable energy companies included in the 

sample. This is a very small sample size, which can cause an imprecise estimation of our statistical 

analysis. In other words, the risk of Type II errors increases because we cannot reject the null 

hypothesis of no CAARs associated with the release of the Global 100 even though CAARs might 

occur (Stock & Watson, 2015). Subsequently, we refrain from reading too much into these 

estimates. The “Uranium” and “Renewable Energy” industries are the only two industries with this 

little number of observations. In order to overcome the low sample size, we instead used a broader 

industry categorization where “Uranium”, “Renewable Energy” and “Fossil Fuel Energy” were 

grouped together. However, this did not change the result of insignificant CAARs.  

 Summing up, we find slight evidence consistent with the hypothesis developed in chapter 4 

that the market reacts more strongly toward firms within certain industries when selected or 

removed from the Global 100, since companies from the pharmaceutical industry are significantly 

affected by the release of the news. Our analysis shows that investors view substantial efforts of 

pharmaceuticals as hurtful to the firms. However, we can only speculate whether this reaction is 

caused by the fact that the market perceives CSR of pharmaceutical companies as a tool for 

greenwashing or whether investors do not perceive Corporate Knights’ score within this industry as 

a correct estimate for sustainability. In relation to what we initially hypothesized, we cannot reject 

that the CAARs of the fossil fuels industry are zero. In other words, this analysis suggests that 

investors do not react more strongly toward CSR efforts of fossil fuels companies than CSR efforts 

of companies from other industries. Again, the finding is conditioned on whether investors view the 

Global 100 news as an accurate indicator of sustainability. Some scholars, for example Jacobs et al. 
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(2010), argue that investors might be skeptical to the credibility of indicators that “dirty” industries 

have improved environmental performance. Subsequently, the market solely reacts to the news of 

substantial CSR efforts by “clean” companies. Following this line of argument, the non-significant 

market reaction might be explained by the fact that investors do not view it possible for fossil fuels 

companies to be among the world’s most sustainable. As mentioned in section 8.1, the CEO of 

Corporate Knights recognizes that including oil and gas companies on the list of the Global 100 is a 

sensitive topic. If he succeeds in changing the ranking methodology so companies that allocate less 

than 10% of their new investments to renewable energy sources will be excluded, this might change 

the market reaction toward the fossil fuels companies in the future.  

 

8.5.2 Sub-hypothesis 2: Region and Country Indicators 

The regions and countries of the individual companies are two other interesting categorical 

variables that allow us to subsample our data to analyze the CAARs. In terms of the analysis of the 

regions (see Appendix 11), only the out-group of European companies is significant on a 10% 

significance level with a CAAR of 0.942%. The scatterplot below in Figure 11 indicates that there 

seems to be a positive, extreme outlier within this subsample, which generates an upward bias in 

the CAAR. After excluding the outlier, the CAAR decreases to 0.743%, and the significance level 

improves to a 5% significance level. 

 

 
The observation that the stock market reacts positively to the event that European firms are 

removed from the Global 100, while there is no significant market reaction to the event that 

European firms are selected for the list, is an interesting finding. One explanation could be that firms 

are not punished for additional CSR efforts, but that the market would prefer if they spent their 

Figure 12: CARs for European companies across years 
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resources elsewhere. It is, however, noteworthy that “Europe” in this case only constitutes 14 

countries and that the number of events per country does not reflect the country size. We must 

therefore be careful with interpreting this result as a general indicator for Europe. To understand 

better what drives the result, we have conducted a country-level analysis. 

 The country-level analysis shows that 12 out of the 14 European countries have positive 

market reactions to the event that companies are removed from the Global 100, which could 

indicate something about the direction of the relationship. Nevertheless, only two out of the 

fourteen European countries on average experience significant market reactions within the out-

group (see Appendix 12). Austria has the largest and most significant CAAR of 7.49%, but this 

estimate is constructed as a mean of four companies only, so the same concerns related to a small 

sample size apply as discussed in relation to the Renewable Energy Sector. In contrast to Austria, 

companies headquartered in Sweden have an average negative CAR of -0.92% when removed from 

the Global 100. This result is the opposite of both Europe overall and Austria and suggests that 

investors are willing to pay for CSR in Sweden. This result is not surprising given that Sweden has 

taken major steps to push corporations to take corporate responsibility. The government has even 

appointed a CSR ambassador to deal with issues related to sustainable trade and business 

(RobecoSAM, 2018; sweden.se, 2019). Also, Sweden is known to be a CSR leader and has 

consistently ranked high in RobecoSAM’s “Country Sustainability Ranking”. In fact, in the latest 

update of the ranking, Sweden is the leader followed by Denmark and Switzerland. Thus, Sweden 

sets a high standard for CSR, which results in investors punishing Swedish companies harder if they 

no longer are selected among the most sustainable companies.  

 Even though the overall market reaction to European firms that enter the Global 100 is non-

significant, we have chosen also to conduct a country analysis for the in-group. The results show 

that there are two countries in the European region that exhibit significant CAARs. The first one is 

Spain where investors react positively when companies enter the Global 100 with a CAAR of 0.99%. 

This result is similar to the one for Sweden, reflecting a positive CSR-CFP relationship for companies 

of Spain. The second country with a significant outcome is the Netherlands with a CAAR of -4.63%. 

This estimate is based on 15 observations, which is a small sample size. There does not seem to be 

any extreme outliers to bias the mean, but more observations could change the magnitude of the 

CAAR and it should therefore be viewed with caution. 
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 Only one country outside of Europe shows up in our analysis with a significant CAAR, namely 

Canada. Based on a sufficient sample size of 33 observations, the CAAR for the out-group is -1.13%, 

suggesting a positive CSR-CFP relationship. Similar to Sweden, Canada is also ranked high on 

RobecoSAM’s “Country Sustainbility Index” (RobecoSAM, 2018). The Canadian government has a 

strong stance on CSR with clear guidelines to corporations on how they should act at home and 

abroad. Canada is a large player in the extractive sector worldwide and the government has 

especially strengthened their commitment to enhance extractive companies’ ability to integrate CSR 

into their business practices (Government of Canada, 2018). In the Global 100, about 30% of the 

Canadian companies are in the “Fossil Fuel Energy” sector, suggesting that these efforts have paid 

off. Furthermore, it is noteworthy that Canada is the country in which Corporate Knights is based. 

Thus, it would be a fair assumption that the Global 100 is more recognized in Canada, generating a 

stronger market reaction to Canadian firms. All in all, the negative CAARs associated with the out-

group suggest that firms in Canada are judged harder if they no longer are selected among the most 

sustainable companies.   

 Summing up, we find slight evidence consistent with the hypothesis that the market reacts 

more strongly toward firms within certain geographical areas when selected or removed from the 

Global 100. However, when constructing our hypothesis, we also rationalized that European 

investors would value CSR more than investors of other regions. While it is true that our analysis 

shows that Europe is the only region with significant explanatory power in relation to CARs, the 

relationship appears to be the opposite of our hypothesis. In fact, European companies experience 

no market reaction when they are selected for the Global 100 but are significantly rewarded when 

they are removed from the list. Whether this could potentially be caused by the fact that these 

companies are already doing a lot on sustainability and that the marginal value of doing slightly 

better is not valued for investors, is something we will return to during the discussion in chapter 9. 

On a country-level, the number of positive CAARs related to the out-group is large, but only Austria 

and The Netherlands exhibit significant results in relation to a negative CSR-CFP relationship and 

their CAARs are derived from small sample sizes. In contrast, it appears that investors from both 

Sweden and Canada view CSR efforts as a part of the license to operate, where firms are not 

rewarded for engaging in additional CSR activities but punished for pulling back on their 

sustainability efforts. 
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8.5.3 Sub-hypothesis 3: Stronger Market Reactions for Smaller Firms 

 The descriptive statistical analysis in section 8.1 established that the companies in the Global 

100 are on average large in terms of market capitalization. The analysis also showed that there is a 

dispersion in the size of the companies. In order to test our hypothesis that the market reaction to 

the Global 100 is larger for smaller firms, we constructed a dummy variable for size. In accordance 

with literature, we used the logarithm of the firm's market capitalization as a proxy for market size 

(Krüger, 2015) and defined big stocks as the top 90th percentile and small stocks as the bottom 10th 

percentile. The results of the analysis are shown in Table 16. Due to the insignificant estimates as 

well as the high standard error for the small stocks in the out-group, there is no evidence that size 

is a contributing factor to the CARs associated with the announcement of the Global 100.  

  

Table 16: CAARs for the 10% largest and 10% smallest companies 

 

 As developed in the hypothesis formation in chapter 4, the ground for including an analysis of 

whether firm size has an impact on the market reaction of firms affected by the announcement of 

the Global 100 is based on previous literature (Klassen & McLaughlin, 1996; Hendricks & Singhal, 

2003). However, it is noteworthy that these studies are conducted on earlier time periods and that 

scholars focusing on later time periods, for example Jacobs et al. (2010), find a non-significant effect 

from firm size, which is in line with our results (Jacobs, Singhal, & Subramanian, 2010). An alternative 

explanation for the insignificance could be that because our study is dealing with multinational 

corporations, smaller, i.e. mid-cap, firms in the sample can be argued to be more closely followed 

by analysts than national mid-cap companies. Thus, Hendricks et al.’s argument that the smallest 

firms are less frequently followed by analysts might not hold for this study. Furthermore, because 

of the nature of the study, it could be that the smallest companies in the data are not small enough. 

Table 17 shows the average market cap for the top and bottom sized firms. The average market cap 

 Bottom Top 
In 
 
 
Out  

-0.216%  
(0.374) 

1.353% 
(1.001) 

-0.176% 
(0.384) 

0.233% 
(0.324) 

Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 
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for the smallest companies is almost two billion dollars, which is above NASDAQ’s definition of small 

cap firms, defined as firms with a market capitalization above $1 billion (NASDAQ, 2019). 

 

Table 17: Average market cap. for the top and bottom sized firms 

 
 Summing up, we do not find evidence consistent with the hypothesis that the stock market 

reactions to the announcement of the Global 100 are stronger for smaller firms. Overall, the analysis 

does not show that firm size has an effect on the CAARs associated with the announcement of the 

Global 100 on either the in- or the out-group.  

 

8.5.4 Sub-hypothesis 4: The Book-to-Market Ratio 

 Following Fisher-Vanden and Thorburn’s (2011) example, we also test if the book-to-market 

ratio is influential in determining the CAARs. As described previously, we define growth companies 

as companies with a book-to-market value less than 1 and value companies as companies with a 

book-to-market value above one. Based on these definitions, the descriptive statistics in section 8.1 

showed that our data is dominated by growth companies. In terms of the cross-sectional analysis, 

the growth companies in the out-group have a CAAR of 0.56%, suggesting that the market reacts 

positively when growth companies are taken out of the Global 100. 

 

 
Table 18: CAARs of growth stocks relative to value stocks 

 
 The above results are in line with Fisher-Vanden and Thorburn (2011). Following their 

argument, when growth firms are removed from the Global 100 it is a signal that they are channeling 

 Growth stocks Value stocks 
In  
 
 
Out 

0% 
(0.146) 

 
0.556%*** 

(0.178) 

0.355% 
(0.241) 

 
1.021% 
(0.884) 

Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 

 Avg. log market cap. Avg. market cap. ($m) 
Bottom 
 
Top  

7.30 

12.00 

1,918 

183,740 
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less money into CSR. This is regarded as positive news since CSR is costly and these resources instead 

could be used on positive NPV projects. Because it is especially hurtful for firms that are expected 

to grow to not invest in positive NPV-projects, CSR is negatively viewed in relation to growth firms 

(Fisher-Vanden & Thorburn, 2011).  

 Concluding, we do not reject the hypothesis that the market reacts more negatively to CSR 

efforts carried out by growth firms relative to value firms. It appears that the value of a growth firm 

that is being removed from the list is positive, while it does neither add to nor decrease the firm’s 

financial value to be selected for the Global 100. Whether a firm is a value stock does not 

significantly influence the market reaction of the Global 100 announcement.  

 

8.5.5 Sub-hypothesis 5: Corporate Governance 

 In the literature, there have been different ways to measure the impact of corporate 

governance on the CSR-CFP relationship. Krüger (2015) measures it in terms of agency costs. In line 

with the free cash flow theory of Jensen (1986), he argues that high liquidity indicates high agency 

costs, since it can provide scope for wasteful spending. In contrast, high book leverage forces 

managers to use the limited resources sensibly and is associated with low agency costs. Fisher-

Vanden and Thorburn (2011) instead use the governance index developed by Gompers et al. (2003), 

which scores companies based on the number of provisions that constrain their shareholder rights. 

A high score is associated with a weak corporate governance structure and a low score suggests a 

strong corporate governance structure. This is a more direct measurement of the companies’ 

corporate governance structures. Therefore, we have chosen to take the same approach. However, 

because our study is a global study, it has been impossible to use Gompers et al.’s index, as it applies 

only to US firms. Instead, we have retrieved ASSET4’s overall corporate governance score for each 

company in the sample. This rating scores companies from 1 to 100 on five different corporate 

governance areas namely, board structure; compensation policy; board functions; shareholder 

rights; and vision and strategy. In contrast to Gompers et al.’s index, a high score suggests a strong 

corporate governance structure and a low score indicates a weak corporate governance structure.  

 Because we have theorized that poor corporate governance is associated with a stronger 

market reaction, we have identified the companies with the lowest corporate governance scores 

within the sample. We have also identified the companies with the highest corporate governance 
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scores in order to be able to compare the two groups. More specifically, we have created a dummy 

variable in the same way as with the firm size indicator, which is equal to 1 if the company is among 

the top 10% and 0 if the company is in the bottom 10%. Table 19 shows the CAARs for the in- and 

out-groups with the best and worst governance systems. In contrast to what we had hypothesized, 

we do not observe a significant strong stock market reaction when companies with poorer 

corporate governance structures are selected or removed from the Global 100. The CAARs are 

positive for both types of events, but insignificant. The same is the case for the companies with the 

best corporate governance structures. 

 

Table 19: CAARs for the companies with the 10% best and 10% worst corporate governance scores 

 

 The observation that the market reacts neutrally to companies associated with the worst 

corporate governance systems in the Global 100 is not in line with Fisher-Vanden and Thorburn 

(2014) and Krüger (2015)’s findings. However, the Global 100, as a piece of CSR news to the market, 

is different from Fisher-Vanden and Thorburn and Krüger’s investigated CSR news in three 

important ways. First, the Global 100 is a reward where there are no additional costs associated 

with being selected or removed from the list. Second, it is outside management’s control whether 

the companies are selected for the list or not and third, Corporate Knights conducts positive 

governance screenings on the eligible companies for the Global 100. The first two differences make 

it plausible that investors do not necessarily see the selection and removal from the Global 100 as 

something that create agency costs, since management does not take on additional costs that could 

harm firm value. The last difference suggests that the companies with the poorest corporate 

governance systems in the Global 100 may not be weak compared to their industry peers.  

 Another explanation for the neutral market reaction could be that the companies with the 

weakest and strongest corporate governance systems in the Global 100 are headquartered in 

markets where corporate governance plays different roles. Among the companies with the weakest 

 Bottom Top 
In 
 
 
Out  

0.249%  
(0.346) 

0.972% 
(0.659) 

0.528% 
(0.379) 

0. 649% 
(0.594) 

Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 
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corporate governance systems in the Global 100, 83% of them are headquartered in Japan, whereas 

66% of the companies with the strongest systems are located in the United States and the United 

Kingdom. Corporate governance literature has traditionally distinguished between Japan, that 

represents a stakeholder model of corporate governance, and the United States and the United 

Kingdom that represent a shareholder model. Overall, the stakeholder model favors a concentrated 

ownership by corporate networks with limited transparency, and the shareholder model is 

characterized by fragmented ownership of individual and institutional investors. The shareholders 

in Japanese corporations are typically stable investors, such as banks, with a stronger focus on long-

term value creation (Jackson & Moerke, 2005). Even though there might not be corporate 

governance measures in place, the stable investors can still be fully aligned with the overall 

corporate strategy, which may explain why they react neutrally to the selection and removal from 

the Global 100. For companies located in the United States and the United Kingdom, the fragmented 

investor base requires good corporate governance systems to avoid agency problems. When 

companies have such structures in place, it decreases the information asymmetry and thus, the 

news value from the release of the Global 100 can be assumed to be limited. Fisher-Vanden and 

Thorburn (2014) and Krüger (2015) focus solely on American companies, which can be one of the 

explanations to why these scholars find different results. 

 In conclusion, we do not find evidence consistent with the hypothesis that companies with 

poorer corporate governance systems generate a stronger market reaction to the release of the 

Global 100. Essentially, the market reacts neutrally when the companies have both weaker and 

stronger corporate governance systems in place.  

 

8.5.6 Sub-hypothesis 6: Ranked Number One in The Global 100 

 To test this hypothesis, we extracted all the companies that have been ranked number one in 

the Global 100 ever since Corporate Knights began to rank the companies in 2010. Despite of the 

low number of observations, we have conducted a t-test to see if the CAAR across the top companies 

is significantly different from zero. Table 20 shows the results. For a two-sided t-test, the CAAR is 

non-significant. To test that financial markets react positively to the news that a firm is selected as 

number one in the Global 100, we also look at the one-sided t-test, testing whether the mean is 

greater than zero. Even though this test is close to the cut-off limit, it is still rejected at a 10% level. 
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Table 20: T-test on the companies ranked number 1 in the Global 100 during the period 2010-2019 

 

 Since this analysis only entails a single observation for each year, we are not able to test the 

significance of the CARs for the individual top-performing companies. Instead, we have made a 

scatterplot to show the magnitude and the dynamics of the observations (see Figure 12). The 

scatterplot illustrates that most of the CARs are distributed closely around zero, except for the 

Norwegian oil company, Statoil, that experienced a CAR of 5.8% in 2011. This is an interesting 

finding, which could imply that the market was surprised that an oil company could receive the title 

as the most sustainable company in world. This observation is not part of our main data sample 

because the main data sample only includes new entrants and firms that are removed from the 

Global 100. Since Statoil had appeared on the Global 100 list in preceding years, it was not a new 

entrant in 2011. In fact, across the entire sample period only one company entered the Global 100 

in the same year that it became the most sustainable company in the world.  

 

 
Figure 13: CAARs of the companies that rank number 1 in the Global 100 
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 Summing up, we do not find convincing evidence supporting the economic proposition that 

financial markets react positively to the news that a firm is selected as number one in the Global 

100. However, given the small sample size and the fact that the t-test is close to not being rejected 

at a 10% level, the analysis suggests that there could be a larger news value in being nominated as 

number one in the world on sustainability. In other words, there could be some news value we do 

not capture by only focusing on the selection and removal from the Global 100. This suggests that 

a positive CSR-CFP relationship cannot be completely rejected. A further analysis of this, however, 

is outside the scope of this thesis. In the next chapter, we will instead combine our findings and 

apply different theoretical perspectives in a discussion of the causes and implications of our findings.  
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9 Discussion  

 The results chapter presented the outcomes of our analyses and enabled us to answer our 

main hypotheses as well as provide answers to each of the six sub-hypotheses of this thesis. Taken 

together, these analyses sought to answer the research question of how substantial CSR efforts 

affect the financial value of a company examined in depth through the question, to what extent 

financial markets react to the release of the Global 100. Broadly, the results of the analyses revealed 

that we cannot reject that the average CARs associated with the announcement of the Global 100 

are zero. A non-significant market reaction is apparent for both the event that firms are selected for 

the Global 100 and the event that firms are removed from the list. This result was supported by 

various robustness tests. From the cross-sectional analyses, we further established that subgroups 

of the companies included and removed from the Global 100, such as growth firms, experience 

significant market reactions different from zero. Most preeminently is that the market reaction to 

being removed from the Global 100 looks positive for several subgroups, indicating that the market 

prefers when these firms spend less resources on CSR. Our findings related to the announcement 

of the Global 100 lead us to a larger discussion of the CSR-CFP relationship. The aim of this discussion 

is to take the analysis to a higher level and discuss the implications of our study seen in relation to 

the broader CSR-CFP debate existent in literature.  

 The discussion is structured in four parts. First, our findings are placed into the broader debate 

of the responsibility of the firm, drawing on insights from both shareholder theory and stakeholder 

theory. Second, the optimal level of CSR is discussed, and it is debated whether there are 

diminishing marginal returns to CSR that could have implications for the market’s reaction to the 

Global 100. Third, our study is discussed in relation to the changing trend in previous empirical 

findings to evaluate to what extent our results are dependent on the timing of our study. Finally, all 

of the above is wrapped up in a reflection on where the CSR-CFP stands today with the goal of 

adding an extra dimension to our overall conclusion, which will follow the end of this chapter.  

 
9.1 The Shareholder Versus Stakeholder Debate 

 As highlighted in section 2.3 and 2.4 on shareholder theory and stakeholder theory, opposing 

theoretical views on the responsibility of the firm can be connected with different takes on the CSR-

CFP relationship. Shareholder theory is useful in explaining a negative relationship, since CSR is 
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viewed as a misuse of corporate resources, shifting focus away from what is beneficial to the owners 

of the firm. Therefore, investors are expected to react negatively to positive CSR-related news. In 

contrast, stakeholder theory can explain a positive relationship, since CSR efforts can improve the 

relationship to key stakeholders that can help drive firm performance and thereby generate a 

positive investor return. Since our main findings support a neutral or negative relationship, the 

results are mostly in line with the arguments presented by the shareholder theory. Because we 

observe a non-significant market reaction to firms that are selected for the Global 100, it indicates 

that investors do broadly not value the recognition of CSR awards. Moreover, the fact that investors 

react slightly positive when companies, such as growth firms, are removed from the list supports 

the argument that investors believe the resources spent on CSR could be used more optimally. 

 An alternative explanation for the results could be related to stakeholder theory. As revealed 

in section 3.1 about trends in the field of CSR, companies are increasingly engaging in CSR activities. 

In other words, companies still deem it worthwhile to make substantial CSR efforts despite of the 

insignificant impact on the stock prices. Advocates for stakeholder theory would argue that CSR 

activities improve stakeholder relations by establishing increased legitimacy. As mentioned in the 

section on CSR trends, the phenomenon of globalization furthermore implies that companies 

experience a greater variety of demands from numerous stakeholders. Therefore, CSR has become 

an essential tool to mitigate the heterogenous pressure that companies face today. In fact, CSR can 

be viewed as a part of many firms’ license to operate in the modern business world. This supports 

why the results of our analysis show that companies selected for the Global 100 are not rewarded 

positively by the market. In the case of Sweden, for example, the market does not react when firms 

are selected for the Global 100 but merely punishes firms that are lowering their CSR efforts relative 

to their industry peers.  

 

9.2 The Optimal Level of CSR 

 A basic assumption behind the analysis conducted in this thesis is that the CSR-CFP 

relationship is either exclusively negative, non-significant or positive, where we hypothesized a 

positive relationship. This assumption implies a linear relationship between the two variables CSR 

efforts and financial performance. Had we, for example, found a positive market reaction to the 

Global 100, the underlying assumption would be that conducting more CSR would yield a higher 
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financial performance. However, the link between CSR and financial performance, if existent at all, 

is most likely not completely linear. As presented in the literature review, Flammer (2013) suggests 

that there are decreasing marginal returns to environmental performance. This is supported with 

evidence that companies with larger environmental resources experience smaller market reactions 

in the case of new environmental initiatives relative to companies with lower initial environmental 

performance (Flammer, 2013). This reasoning is indirectly in line with Krüger (2015) who states that 

the excess return is larger when a positive CSR-event follows a previous negative event (Krüger, 

2015). If the argument of decreasing marginal returns to environmental performance also works for 

sustainability performance in general, it indicates that the additional value of engaging in more CSR 

activities is decreasing with the level of CSR that the firm is already carrying out. Flammer’s theory 

has inspired us to graph the CSR-CFP relationship as illustrated in Figure 13, suggesting that there 

might exist an optimal level of CSR. 

 

 

 The possibility that the CSR-CFP relationship is not linear has large implications for our study 

since the firms that are selected for the Global 100 are all firms that must be assumed to be doing 

well on sustainability even before they are awarded as among the hundred best in the world on 

sustainability. Following the argument of decreasing marginal returns to CSR, the added value to 

investors of conducting more CSR activities must thus be assumed to be low, which potentially can 

help explain the insignificant findings of the main analysis. Unfortunately, whether it is the case that 

Figure 14: An alternative view on the CSR-CFP relationship 
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individual companies have passed their optimal level of CSR is difficult to test empirically. Our study 

has investigated the market reactions from substantial CSR efforts. However, it could be interesting 

to examine firms that conduct less CSR activities to study whether the insignificant CAARs can be 

generalized to all firms – or whether firms that carry out less CSR would experience positive market 

reactions, supporting the existence of an optimal level of CSR. Hence, the discussion of the linearity 

in the CSR-CFP relationship is a valuable addition to our analysis. 

 

9.3 The Learning Effect of the Market 

 As discussed in section 3.5.4. about the association between time and the CSR-CFP link, 

previous literature suggests that the direction of the CSR-CFP relationship has not been constant 

over time. Several studies find that ESG portfolios yield superior abnormal returns in 1992-2004 

(Borgers, Derwall, Koedijk, & Horst, 2013; Halbritter & Dorfleitner, 2015). Hereafter, the relationship 

begins to change. Halbritter and Dorfleitner (2015), for example, claim that the abnormal returns 

from ESG portfolios begin to decrease after 2002 and from 2006, the relationship turns negative. In 

contrast, Borger et al. (2013) find a non-significant relationship from 2004-2009. Despite of the fact 

that these studies solely focus on American firms, they can still exemplify a broader trend in the 

CSR-CFP relationship. Our data sample is based on the time period 2005-2019 and supports Borger 

et al.’s findings of a neutral CSR-CFP relationship within this time period. 

 A possible explanation of the change in the trend of the CSR-CFP relationship from positive to 

neutral or even negative suggests that market participants are experiencing a learning effect. Borger 

et al. (2013) argue that their findings are in accordance with the idea that the more investors learn 

about the relationship between specific variables and future earnings, the smaller are the chances 

of mispricing and thereby superior returns. This indicates that there is indeed an underlying value 

of CSR, which the markets in the 1990s did not account for in their valuations, resulting in an 

underreaction to CSR news. This made it possible for CSR-focused portfolios to outperform the 

market. However, as the market begins to appreciate the value of CSR, the mispricing is corrected 

for. The learning effect is helped by the fact that CSR has received extensive attention and that 

stakeholders have pushed for accountability measures of sustainability. This has led many 

corporations to implement sustainability reporting to increase transparency and provide 
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quantitative measures of sustainability (Kolk, 2008). Subsequently, it has become easier for 

investors to price CSR investments even though they are classified as intangible assets. 

 

9.4 Substantial CSR Efforts Effect on Financial Value 

 The above discussions are value-adding for the debate on how substantial CSR efforts affect 

the financial value of a company in the world of today. Evidence from previous empirical studies 

suggest that there were superior returns associated with investing in CSR in earlier time periods. 

Our analysis states that such abnormal returns are no longer present. In this discussion, we have 

provided several possible explanations for a non-significant market reaction to substantial CSR 

efforts. The most straight-forward of these explanations is that the underlying relationship has 

changed from positive to neutral. In other words, shareholders do no longer perceive CSR as value-

adding. This argument supports the shareholder theory of the firm where the only value that 

matters for financial performance is that of shareholders.  

 Another explanation behind the insignificant CSR-CFP relationship observed in our study could 

be that CSR is indeed value-enhancing for a firm, but because CSR has become fairly priced it is not 

possible to observe abnormal returns in relation to substantial CSR efforts. In Figure 4 earlier in the 

thesis, we illustrated the security market line, explaining that when the demand for an undervalued 

stock increases, it converges toward its fair price. Seen in this light, where the value of CSR is 

recognized and thereby incorporated in the market, stakeholder management is consistent with the 

shareholder primacy. In order to capture additional value to what is already built-in to the valuation 

of CSR-stocks, it is necessary to use a piece of news more surprising to the market than stocks’ 

sustainability levels. Our analysis on the companies that are ranked number one in the Global 100 

suggested possible abnormal returns for the one-sided test with a 10% significance level. As 

mentioned under the analysis, we can only speculate that had the sample size been larger, this 

analysis might have provided a clearer result. However, the result helps indicate that CSR is 

fundamentally interesting for the financial performance of a firm even though the effects from CSR 

have decreased over time due to increasing demand and the nature of financial markets.  

 A whole different and more alternative explanation for the results found in this paper is the 

debate related to the optimal level of CSR. As discussed above, it would be unrealistic to assume an 

ever-increasing or ever-decreasing CSR-CFP relationship. This argument fits well with the fact that 
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the findings of existing literature on the CSR-CFP relationship are ambiguous. Scholars that find a 

positive relationship might be studying firms that have not yet reached the optimal level of CSR. 

However, because we are working with some of the best performing firms on sustainability 

worldwide, it is maybe not surprising that we largely find neutral or negative market reactions 

associated with CSR efforts. If the argument on decreasing marginal returns to CSR holds, these 

firms must be assumed to gain less value from additional CSR efforts. According to this line of 

thought, the answer to the question of how substantial CSR efforts affect the financial value of a 

company could be that this will depend on the definition of “substantial”. In this thesis, substantial 

CSR efforts have been exemplified by the Global 100 and at this level we can conclude that 

substantial CSR efforts have a neutral effect on firm performance, as assessed by the financial 

markets. However, had the definition of substantial CSR efforts been another, or had we looked at 

firms that carry out less than substantial CSR efforts, it could infer that the firms were closer to the 

optimal level of CSR, and thereby that they experienced positive market reactions. Hence, another 

interesting question to ask is how much should a firm spend on CSR? 

 The arguments presented above are all seen in isolation. Possibly the true explanation of the 

neutral market reaction to the Global 100 lies somewhere in between. While it is true that we are 

dealing with abnormally sustainable firms that could be expected to experience smaller market 

reactions to the news of additional CSR, the time perspective and the argument of efficient markets 

are also plausible explanations. Additionally, it is important to keep in mind that there are several 

ways to approach the question of how substantial CSR efforts affect the financial value of a 

company. In this thesis, we have defined firm value through short-term market reactions, which 

implies that the causes and implications of the results are restricted to examining short-term value 

creation rather than long-term effects.  
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10 Conclusion 

 Over the last couple of decades, a wide array of stakeholders, such as consumers, 

nongovernmental- and governmental institutions, have increasingly pressured companies to 

implement CSR strategies. The degree to which companies engage in CSR activities, however, will 

ultimately depend on the wealth implications for shareholders. The aim of this thesis was to 

investigate how substantial CSR efforts affect the financial value of a company by analyzing to what 

extent financial markets react to the release of the Global 100, a rank of the hundred most 

sustainable companies in the world. More specifically, we have examined shareholder wealth 

effects associated with the news that companies are either selected for or removed from the list. 

 The analysis was carried out by the use of the event study methodology over a four-day event 

window of the annual Global 100 announcements during the period 2005-2019. Our main 

hypothesis was that the market reacts positively to the event that firms are selected for the Global 

100 and negatively to the news that firms are removed from the list. Furthermore, we hypothesized 

that sub-groups of the data sample would experience different market reactions. To test this, we 

constructed six sub-hypotheses, each focusing on a potential influential factor of the market 

reactions, justified by existing literature and by an interview with the co-founder of the Global 100, 

Toby Heaps. Five of the six hypotheses were tested via cross-sectional analyses, while the last 

hypothesis was carried out by conducting event studies on a different data sample related to the 

Global 100, namely the firms ranked as number one on the list.  

 The results of the analysis show that the aggregate announcement returns are non-significant, 

implying that engaging in substantial CSR efforts neither benefits nor destroys firm value. However, 

a few positive significant results were also observed in relation to the event that firms are removed 

from the Global 100, which could suggest a negative CSR-CFP relationship. Overall, we can therefore 

infer that the link between CSR and financial performance appears to be either negative or neutral, 

and that the evidence of a positive relationship is limited. Throughout the thesis, we have discussed 

several potential causes of these results. The most plausible explanation is that the few significant 

returns related to the companies being removed from the Global 100 might be provoked by external 

events, meaning that the underlying relationship is in fact neutral. This assumption is backed up by 

robustness tests showing that the significance levels of the results are sensitive to confounding 

events, extreme outliers and changing event windows. Furthermore, we argue that if the underlying 
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CSR-CFP relationship is negative, we would not solely observe a positive market response to the 

event that firms are removed from the Global 100, but also a negative market reaction to the event 

that firms are selected to become part of the list. We test this by constructing a long-short equity 

strategy, which overall yields non-significant results, supporting our finding of a neutral CSR-CFP 

relationship.  

 Even though the overall mean effects from the release of the Global 100 were non-significant, 

certain subsamples of our data exhibited abnormal returns. More specifically, we have found that a 

firm’s industry group, the book-to-market ratio and firm location have an impact on the 

announcement returns, while firm size, corporate governance structures and best-in-rank 

nominations do not significantly lead to abnormal returns. Regarding a firm’s industry group and 

the book-to-market ratio, investors’ reactions to companies from the pharmaceutical industry and 

growth firms exhibit a negative relationship between CSR and CFP. The relationship is more 

ambiguous for firm location. The findings suggest that European firms are significantly rewarded 

when being removed from the Global 100, thereby also indicating a negative relationship between 

CSR and CFP. However, by sub-grouping European firms into the countries in which their 

headquarters are located, it appears that the market reactions vary across the continent. As an 

example, Swedish companies are significantly punished when they are removed from the Global 

100, indicating a positive CSR-CFP relationship. On a global scale, Canadian firms experience a 

negative market reaction similar to Swedish companies when they are taken off the list. This could 

suggest that societal pressure can significantly influence the behavior of capital markets. Generally, 

the magnitude of the observed stock price movements is in line with the existing CSR literature, but 

small compared to studies on other types of corporate events, such as mergers and acquisitions. 

Nevertheless, to answer our research question we can conclude that substantial CSR efforts affect 

the financial value for specific companies depending on their industry group, book-to-market ratio 

and headquarter location even though the overall mean effects are non-significant. 

 

10.1 Limitations 

As with all studies on CSR, a limitation of our study is that CSR is difficult to measure. We 

have tried to overcome the shortcomings of existing literature by focusing on the Global 100. The 

credibility of the Global 100, the news value of the event, the fact that it is provided by a third party 
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and the fixed release date, makes it a good indicator of whether investors are willing to pay for CSR. 

Nevertheless, because firms included in the Global 100 must be assumed to have engaged in CSR 

before being selected for the list, this study can only infer how the market reacts to additional CSR 

efforts of firms that are already engaged in CSR. What it cannot say is whether the CSR-CFP 

relationship would also turn out neutral if we examined firms that had never before implemented 

CSR strategies.  

 Regarding limitations of the study, it is also relevant to refer to the sample sizes on which we 

calculate the cumulative average abnormal returns. For example, the companies included in the 

Global 100 before 2010 were not ranked, but merely listed, which limited the sample size for the 

analysis of the sub-hypothesis concerning the best-in-rank companies. More importantly, however, 

is the fact that the companies selected for or removed from the list in some years resulted in small 

sample sizes of around 30 in each group, as many firms stay on the list for consecutive years. The 

small sample sizes possibly increase the standard errors and thus lowers the confidence of the 

results. However, due to the necessity of the news value within an event study, it would not be as 

good of a test to include all companies on the list each year. By including all new entrants as well as 

all removed firms, we optimized the sample size as much as possible without compromising on the 

news value of the event.  

 A final noteworthy limitation of our study is the risk of prediction errors, which could 

potentially distort the results. In event studies, prediction errors are prevalent because the 

methodology relies on predicting a stock’s normal returns in order to calculate the abnormal returns 

from the event under investigation (MacKinlay, 1997). We tried to overcome this limitation by 

comparing three different models for the predictions of the normal returns, namely the market 

model, CAPM and the Fama French 3-factor model. From a comparison of the three models, we 

found that the Fama French 3-factor model is the best predictor of the normal returns. However, 

no existing model can accurately predict stock returns, which evidently have implications for the 

results of research conducted by event studies.  

 

10.2 Research Implications 

 Taking into consideration the above-mentioned limitations of the research, this study has 

implications for several groups within society. Because the event study methodology is a firm-level 
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analysis, the biggest implication concerns companies. The key takeaway for companies is that 

substantial CSR efforts broadly do not bring added financial value to the firm. If companies do not 

experience shareholder wealth effects from investing heavily in CSR, it can furthermore 

disincentivize the companies to incur the costs associated with such investments, having 

consequences for society. However, given the argument that there are decreasing marginal returns 

to CSR, we also suggest that the value-adding aspect of CSR could potentially vary depending on 

how much CSR the firm is already conducting. Besides from shareholder wealth effects, this study 

has also presented arguments supporting potential benefits from CSR to other stakeholders. Even 

though we do not find that CSR has a positive effect on the financial value of a firm, we do therefore 

not exclude that it could add firm value in other intangible ways including brand loyalty or employee 

satisfaction.  

 In relation to academia, our study makes several contributions to literature. First of all, our 

research findings support previous studies that observe a non-significant market reaction to CSR-

related news. This is not yet the most dominant view in literature. However, by conducting a 

thorough literature review, we have found that there appears to be a trend within research 

converging towards a non-significant CSR-CFP relationship. Second, this study is one of the first to 

research the CSR-CFP relationship using the event study methodology on a global data sample. Thus, 

the study can be viewed as an example of how to overcome the methodological challenges that 

emerge when conducting event studies across multiple countries.  

 
10.3 Suggestions for Further Research 

While the findings of this thesis have provided interesting insights, it has also posed new 

questions worthy of further investigation. Our research and findings point towards two overall areas 

in which literature could fruitfully gain from additional insights. The first area concerns 

methodological considerations in relation to studying the CSR-CFP relationship and the second area 

relates to the unit of analysis, the Global 100. In the following, we will elaborate on two 

methodological suggestions for further research and one suggestion for another unit of analysis.  

The first methodological consideration is related to the global nature of our study. As 

previously mentioned, existing literature on multi-country event studies is sparse and consequently, 

the explanatory factors of the impact from geographical differences on the announcement returns 

are also limited. Thus, it would be interesting to investigate how the institutional setting in different 
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countries influence organizations and investor preferences. Through the lens of institutional 

theory, it would be possible to examine historical, cultural and regulative dissimilarities between 

the countries (Doh & Guay, 2006) and study whether these could influence why companies from 

certain countries experience significant market reactions to CSR-related news.  

Another methodological consideration is connected to how we have constructed our research 

design. We have previously alluded to the fact that there might be a larger news value in 

investigating the Global 100 differently, and thereby a potential for finding stronger market 

reactions to the release of the list. This could be done by examining market reactions to considerable 

changes in the companies’ ranking from one year to the next or analyze the impact on the stock 

prices for the best ranked companies in more detail. It is important to mention, however, that this 

construction of the research design would have certain restrictions, since the methodology behind 

the Global 100 has changed over the years. Consequently, the rankings would not be directly 

comparable every year.   

 The last suggestion for future research is solely connected to the unit of analysis. As discussed 

above, the observed non-significant market reactions of our analysis could be caused by the fact 

that we are working with firms who are already heavily engaged in CSR, limiting the abnormal 

returns associated with the news of additional CSR. To overcome this challenge, an alternative 

approach could be to conduct event studies on the event that unsustainable firms start to act 

sustainably. This would overcome the argument of decreasing marginal returns to CSR. However, 

such news is difficult to isolate as most firms gradually build up their CSR engagements over time.  

In conclusion, we have showed that the CSR-CFP relationship is highly relevant to study in a 

global setting, suggesting that academia could benefit from pursuing this direction further by, for 

example, adding elements of institutional theory. Moreover, the findings of this study have added 

to existing literature by examining the impact of substantial CSR efforts on the financial value of a 

firm. These findings would have implications for a larger number of companies if further research 

was conducted on the financial effects of small and moderate CSR efforts. This would reveal whether 

the neutral CSR-CFP relationship observed in the study is persistent for all types of firms. 

Alternatively, it could clarify whether an optimal level of CSR exists, incentivizing companies above 

this level to reduce their investments in CSR and likewise incentivize companies below this level to 

increase their investments in CSR without compromising on the financial value of the firm. 
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12 Appendices  
 
12.1 Appendix 1: Interview with the CEO of Corporate Knights, Toby Heaps 
(The interview was conducted over the phone, 10th of May 2019) 
 
Toby Heaps: 
Hello. Ida. How are you?  
 
Ida: 
Hello, fine thank you. And thank you very much for taking your time to talk to us. We really 
appreciate it – and we apologize for the confusion with the international call. 
So, as I wrote to you on email, we - me and my thesis partner who is also here today, Louise 
{Louise says hi}. - we are conducting a thesis on the Global 100. And as you are one of the 
cofounders of Corporate Knights and the Global 100 methodology, we are very interested in 
hearing a little more about the initial thoughts behind the initiative: Your objective of measuring 
the ESG performance through a media and news product company.  
 
Toby Heaps: 
Sure, so we do it because we thought Peter Drucker was right: what gets measured gets managed 
and we also believe in the value of persistence – you have to do it on an annual basis. If people 
know it will happen every year, then it can start to influence behavior and reward good behavior 
and give an incentive for excellent behavior. 
 
Ida: 
Right, and how do you see it differently compared to other providers, such as the Dow Jones index 
or other providers that do ESG measurements? 
 
Toby Heaps: 
I think there here are similarities on the big picture of trying to sort of make some sense of who is 
leading through a methodology. I think the two differentiating factors: One would be that our 
methodology is radically transparent. So, you could follow the directions and replicate to get the 
exact same results. That's not true for any of the other methodologies that I am familiar with. You 
know, there is some level of transparency, but it will be difficult to replicate.  
So, 1) radical transparency; 2) we do a straight out ranking 1 to a 100. And a lot of the other ones 
will do ratings or best in class lists. But it is not a sort of snappy, global, it’s not a branded exercise. 
So like the Forbes 500 or 400 or the Fortune 500, the Global 100 is a institution that companies 
want to get an entry into and I think it is true that there are companies who find value or get value 
out of being recognized by other research providers, but there is something kind of special about 
being part of the global 100 most sustainable corporations in the world. It’s a pretty literal, specific 
club that only 100 companies can attain entry into per year.  
 
Ida: 
So you would say it is the exclusivity and the fact that it’s almost like an award(..)? 
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Toby Heaps: 
Yeah. It is more that it is a branded institution that makes it easy for people to identify with cause 
similar to other lists of the Global 100, you have the FT 100 MBA schools people..  it is easier to 
create a branded institution when you have a clear number and a name. And the other ones are 
sort of more designed for investor consumption, rather than consumer media. There are other 
ratings that have been done, some of which we have participated in - and there are different 
national efforts and things. But I would say there are 3 {read: 3 ways that the global 100 
distinguishes itself from other providers}, it’s radical transparency; it’s persistence - that it comes 
up every single year since 2005 and then it’s this sort of branded nature of the Global 100. And 
that last one, you can argue that it is present in other rankings as well, because companies who 
become Dow Jones sustainability leaders, they get a logo and they use that logo as well. So, it’s 
just more of a subtlety. You have this Global 100, which is a straight out ranking of the top 100. 
Sort of like when you have “who is the top 10”, just taken to the top 100. That takes a little bit.  
I am not sure I clearly described that, but that would be how I see it.  
 
Ida: 
Right. So, what we are doing, we are conducting an event study where we are measuring in the 
stock price whether the stock price of a company actually reacts to this news. So, for us the actual 
news release is really essential(..) 
 
Toby Heaps: 
Yeah, you have those, right? 
 
Ida: 
yes, so the way we understand it, The Global 100 is released during the World Economic Forum, 
and we can find some, of course, press releases on the event. What would be interesting to know 
more about is whether the press release is the first announcement of the event, or if there is some 
kind of (…) 
 
Toby Heaps: 
No. The press releases are the first announcements to the public. 
  
Ida:  
Okay and where are those published? Is it Corporate Knights who releases the news first, or who 
publishes the press release? 
 
Toby Heaps: 
We usually use the Wire service and they are all available of the Corporate Knights’ website. I 
think in terms of time, in general, it goes out at(..) well, the timing is usually on the press release. 
 
Ida: 
Yes, so the ones we have found is around midnight, US time. Does that kind of make sense to you? 
 
Toby Heaps: 
Yeah yeah 
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Ida: 
Okay so you would assume that it is a news that is incorporated throughout the world on the same 
date? Because the US at midnight and then EU..  
 
Toby Heaps: 
Yeah exactly. So, you found the press releases all the way back to 2005? 
 
Ida: 
Yes, we found them, but the ones with dates on them are mostly those published since 2017.  
 
Louise: 
Like all the dates are there, but we cannot see the exact time of the release on the day. So, when 
we tracked it, we could just see, as you mentioned, Wire’s releases for the last couple of years. 
There, we could see that it was around midnight, US time. But going further back you could not 
see it. 
 
Toby Heaps: 
Yeah, but I would assume it is midnight, US time, for all the years. 
 
Ida: 
And then in terms of the methodology you use, we can see that it has changed slightly over the 
years. So just broadly, would you say that is a methodology that is comparable throughout the 
years. 
 
Toby Heaps: 
Yeah, from the get-go it has had the same big picture objective, which is to identify the 
sustainability leaders relative to their sector performance, the top 100 sustainability leaders of 
large companies relative to the sector performance and everything else is kind of details. There 
has been significant changes to the details, but the big objective of identifying the top 100 
leadership using a methodology that scores companies on a relative basis has remained 
consistent.  
 
Louise: 
Okay, so even though there has been some learning during the process, you would say the ranking 
is comparable over the years? 
 
Toby Heaps: 
Yeah. I would say we go through different, uh, like around every five years, we go through a period 
of methodology review and refinements and significant changes and updates are made to reflect 
the availability of new data and the credibility of the research process. So, I would say the direct 
comparability of a company’s rating of the methodology we use now compared to the 
methodology we used 5-7 years ago, there would be significant differences in many company 
scores as a result in the differences in methodology. But the objective has always been to come up 
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with that list of the best hundred companies using the best available data and research methods 
that are existing to the time of the ranking.  
 
Louise: 
That makes sense. So, more specifically, we were also trying to map down what KPIs you have 
been using throughout the years that the Global 100 has been published. Specifically, it has been a 
little bit difficult for us to see what KPIs you are using from 2005-2011. 
 
Toby Heaps: 
Yeah so, we didn’t use KPIs at all. We had outsourced the ranking for the first several years. 
Innovest, acquired by RiskMetrics, which became part of MSCI. I guess it is mentioned in the press 
releases. And the way Innovest did, um, at that time when we launched it was not a transparent 
methodology, it was just based on their assessment. And then they would give us, we would just.. 
It wasn’t even a ranked list. It was just this global 100 companies the first year. It wasn’t until 2010 
when we started ranking them. So, all the data we have readily available is up on the site. But 
there might be one or two years of KPIs that are not up there, but you can get in touch with 
Michael. It is just that Michael is off on sick leave right now. So, it would not be a quick response 
right now. Maybe it could be a few weeks. 
 
Louise: 
Okay, that is fair. Then, we also have a specific question to whether, we see that you distinguish 
between universal and industry specific KPIs and whether you have done this since the beginning? 
 
Toby Heaps: 
Nope, in the beginning we didn’t have any KPIs that were disclosed, they were just according to 
Innovest. So, in my mind anyways, universal and primary, it is not really, uh, I guess maybe it is a 
little bit helpful. You know, a universal CEO.. But since we changed the weighting two years ago, 
the weighting now is just a function of  - after we have the pre-set weights on clean revenue and 
gender diversity and sustainable supply chain - the rest of the factors are weighted according to 
the relative impact. So, in my mind there are sort of indicators, you know, that have more than 5% 
weighting and indicators that have less than 5% weighting for an industry. And so there’s like, 
significant, relevant indicators and then there are immaterial indicators. I guess yeah, universal 
means. Uhm. I don’t even know what the logic is of calling it universal and primary. I think at one 
point, maybe the universal are all from regulated filings. I am not sure. Michael would probably 
have a better insight on that. But it doesn’t seem to be that relevant anymore.  
 
Louise: 
Okay fair enough. We were also wondering… we can see that in 2018, you included the clean 
revenue metric for the first time and here in 2019, it has gained significant weight, like a 
predetermined weight of 50%, across all companies. So, we were wondering, how come this 
metric has received this high weight? 
 
Toby Heaps: 
We think that one of the most important things a company does. Basically a company impacts the 
world in two main ways. One is through its operations, how it does business, and the other is, you 
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know, what kind of, what is its products and services. It was a lot of work to come up with a 
transparent way to measure the clean revenue for each industry we look at. Once we had 
confidence that we could do that at a minimum level of quality, we put it into percentage weight. 
We knew it was a blind spot the whole time we were doing the ranking. It was just that the data – 
we didn’t have the means to do it. And now we do, so we put the weight on it because, you know, 
if a company is selling organic, Fairtrade food versus a company that's selling GMO non-organic, 
non-Fairtrade food, it’s a huge difference to a company’s sustainability. We're proud that we're 
making a better reflection now. I think the companies you see on the list, they are still… we are 
still working some things out for example for some industries, like pharmaceuticals, I don’t think 
we quite nailed yet. But when you look at the companies, you look at how they do business, how 
they make their money and the impact they have on the world, it is by far.. I really feel much 
better about the list this year than I have in any other year we have done it. 
 
Louise: 
Is that also why you are beginning to benchmark it up against the SDGs? I can see in the newest 
methodology that you are comparing it to the sustainable development goals for the first time. 
 
Toby Heaps: 
Yes, it has become the kind of the predominant refer ence point with SDGs. And I think it is a 
good, you know, the world signed up to it. And we're trying to figure out how much money does 
the company make from products and services that are in meaningful service of the SDGs. There is 
a lot of ways to discount that and we try to do as good a job as possible and recognize that there's 
always lots of room for improvement, and we welcome feedback.  
 
Louise: 
That makes sense. But it also seems like with this metric, that you are putting more weight on the 
E in the ESG performance indicators than, for instance, social performance. 
 
Toby Heaps: 
Yes I think that is true. That is a good point. We have more of the stuff that is possible to measure 
in a more or less objective way with respect to revenue in the E stake. However, if we take 
pharmaceuticals, again, where I am not super happy yet, there the metric is asymmetric. We look 
at the percentage of priority drugs sales that are equitably priced. That is pure social, and there is 
still an environmental component to the clean revenue in pharma, which states there is a portion 
that uses less than a quarter of the clean revenue, but proportionately we look at things like 
affordable housing and student loans as approximate rates and community investment, so there is 
a social component there. I think also, the new methodology with the weighting has, in some 
ways, put a lot more weight on social indicators. Some industries that used to have equally 
weighted things like interstate safety, like injuries, fatalities, with the way we weighted it was 1/20 
of the weight or something, now they are weighted 10% or 12%, where employee turnover was 
weighted, you know, 5%, now it is 10% or tax for banks would have been weighted 5%. Now it is 
weighted 10% or pension funds. So I think the changes in the methodology has also… the 
operational part of the score has placed more emphasis on the social factors that are more 
relevant for sectors like real estate, or taxes, pension funds. It has increased the emphasis on the 
social factors where it can be measured on the operational part. On the green part, social factors 
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are reflected, but it is skewed a little bit more towards the environmental, like when you look at 
the top 10 companies, thinking off the top of my head or whatever, well Chr. Hansen I guess that 
are an environmental thing they are making, sort of a bacteria that help to substitute for 
pesticides and preservatives. You can argue that there is a social benefit there for people - and the 
food. So you can argue from the SDG side that it is more about feeding people and, you know, 
there is an environmental component for sure, but you can argue that the social is the dominant 
one. Also, a lot of the stuff around sustainable sourcing deals with fair trade. So there is a social 
component there. But I think you are right. It’s skewed slightly, but not as much as some people 
may first assume. 
 
Louise: 
Yeah, we can see that you're also doing some screening, like negative screening, for instance, on 
sanctions and so on, which is also kind of in favor of social initiatives and so on. But yeah, Ida 
would you take the next one? 
 
Ida: 
Yes, so could you put some words on the fact that you, you have a list called the hundred most 
sustainable companies in the world, but at the same time, you are also including, for example, oil 
companies, and big, you know, companies that people wouldn't maybe not normally associate 
with the most sustainable? What are your thoughts on this choice?  
 
Toby Heaps: 
So first, if you haven’t read it already, but look at the Eyebrow Raisers, Global 100 Eyebrow 
Raisers. Just google and it should come up as the first hit. There is a pretty good explanation that 
might be better and more comprehensive. But in my own words, the Global 100, for us, we see it 
as a tool to empower companies to better behavior. We recognize that it's also a badge of honor 
for companies and it could be used to greenwash companies that have no intention to be part of 
the solution in the future. That could be really bad. And so, certain companies like thermal coal 
with significant thermal coal exposure, you know, they are out. So we used to just say tobacco, 
and then we went to thermal coal and now we have a whole range of screens we are using that 
you would see there. Where we think companies that are in those spaces are relatively incorrigible 
or carry more risk of having a greenwash effect than a positive impact effect in terms of the 
progress. For oil companies, we have had a lot of debate for several years now around and we’re 
evolving on them. And so, oil companies used to be a significant part of the stock market, you 
know, in 1980, they were 25% of the stock market. Today, they are about 5%, so they are going 
down.  They are not as significant as they were before. The idea is, we want to find the companies 
that are actually not trying to hold back the future but are trying to move and invest toward it. 
Neste oil is a good example, a Finnish oil refinery company that now make about 15-25% of the 
revenue, but 50% of their profit from refining sustainable, certified biofuels, and they are investing 
over 25% of their new investments into biofuels. You have companies for example a meat 
company in the Global 100 that makes 3% of their money form plant-based protein, the rest from 
sort of factory farm, but they’re investing 40% of their new investments into plant-based protein. 
So, the reason we include them is, we want to provide some incentive for almost all industries, 
except for the really egregious ones, to become part of the solution. And now oil companies we 
are looking at carefully. I expect that we will raise the threshold next year, probably we will not be 
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considering. Well, oil companies will not be… one of the screens we will have on the ranking will 
be for oil companies that allocate less than 10% of their new investments to new energy. And if 
they're still spending more than 90% of the new investments on old energies, then they'll be 
ineligible. That would exclude Shell, Total, Ecuador, etc. The only one that would still be eligible 
would be Neste. We want to provide a clear bar that is not fantasy land. I believe that oil makers 
have some potential to transition. I think it’s more of a belief held in my heart than in my brain. 
But I want to make sure that we are setting a bar that they can reach for and this is sort of the 
challenges they have for being part of the solution. And that bar may end up excluding all the 
major oil companies next year.  
 
Ida: 
Thank you. So just one more technical question. In 2019, the industry classification changed from 
the GICS to CKIG, and I am just a little unfamiliar with CKIG. What does it exactly stand for? And do 
you think that this change has an impact on what companies that are selected for the Global 100 
in 2019. 
 
Toby Heaps: 
It is a corporate identity ticker. It is based on the Factset industry groups. It is a modified version of 
one of the Factset, Factset is another global data provider. I think they are called RBICS. We 
wanted to have, when comparing companies on things like carbon intensity, it really matters that 
you are comparing companies that are similar. And so, as an example, you might have a company 
classified as travel and it includes both airlines and online travel agencies and the online travel 
agency obviously doesn’t have that many emissions directly and the airlines has a lot of emissions. 
So when you are comparing their emissions normalized by revenue, when you compare the two, 
the online travel agency gets 100 % and so the idea with the CKIG was to create more fit for the 
purpose buckets for the sustainability metrics, particularly resource intensity metrics, where if you 
have to wrong buckets, you end up just not having meaningful scores. And the standard industry 
classification did not allow for that, so we made our own.  
 
Ida & Louise: 
Ah okay!  
 
Toby Heaps: 
So does it change? Yes it does change, like the online travel agency company that previously got 
100% on carbon intensity now gets 20% now, so it definitely changes things, but that would be 
more accurate.  
 
Ida: 
Okay, thank you! So our last question is; who do you see as the main recipients of the index? Is it 
investors or do you seek to inform the greater public? Or who is the target recipients?  
 
Toby Heaps: 
Yeah, so I don’t want to falsely rank them, because I think it has changed over time, but we want 
the Global 100 ranking to be for everyone. The reason why we focus on publicly listed companies 
is that we want to proof a thesis that the companies that are better on sustainability can perform 
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as well or better than their peers and we now have 14 or 15 years of history showing that to be 
the case in terms of how the stock performance of the Global 100 have done against the index. 
You can look up the index. It is available, you can look it up. So, the thesis has been proved that 
you can invest sustainably with similar or even greater returns. We want to make that point to the 
investor community. So definitely investors, because ultimately, in our system, they hold the 
power. Definitely, CEOs as corporate leadership within companies we know pay attention to this 
Global 100. When they see they are on it or they are moved down or they are not on it. We get a 
lot of inquires. And employees. CEOs tell me that the most valuable part of the Global 100 is the 
moral booster for their place and to many companies, employees are the most valuable asset. And 
I think, down the list, that sort of governments are looking for companies that they think can be 
honest broker partners, and you will see that Global 100 companies will definitely communicate it 
extensively to their employees through newsletters and LinkedIn. It also becomes a standard 
feature of their Investor Relations deck and sort of reporting materials and things like that. And 
recruitment. So, sorry, back to recruitment, a lot of young people want to work for a company 
they have some pleasure meeting. And then, last, I think we would like to figure out how to better 
harness this, is customers. I think it already work a little bit on the B2B level, because you have a 
supply chain. So the Global 100 company with power supply contracts. It is still a recognition, sort 
of just an extra point or whatever on the procurement procedure. But also on the consumer side, 
we’ve seen some use of the Global 100 logo for consumers and we would like it to become bigger, 
but today it is the least relevant component, I would say. Although I remember one year where 
BMW was ranked well. That was before the big debate on e-vehicles. I have a larger skepticism 
about the auto industry in general, beside Tesla, and maybe now Volkswagen, we will see on 
whether they are holding up the progress towards the electric future. I remember talking to a 
friend that has a BMW and she was like, “Oh they make me feel better about having my BMW”. I 
think there is an untapped opportunity to be better at getting into the consumer power and it will 
part of the future of the Global 100. 
 
Ida: 
So when you say you've used it to test this relationship between CSR and financial performance, 
you're referring to the index movements relative to the MSCI world over time, correct?   
 
Toby Heaps: 
Yeah, so just to be clear, I’m referring to the ACWI over time, total return. When you are doing the 
comparison, you have to make sure you compare it to the right index. So there are all theses 
different price return, gross return, total return, including taxes, excluding taxes. There are all 
these different ways of calculating it. It has to be the right comparison. They have detailed how 
they have calculated it. But making the comparison apples to apples, compared to ACWI, the 
Global 100 has outperformed. 
 
Ida: 
Just out of curiosity, would you expect that the stock market reacts to the actual news of the 
release? Or do you think it is more of a long-term thing? 
 
 
 



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

132 
 

Toby Heaps: 
I think, I would look more on the companies that ranked number one, because usually they get 
more attention. Companies often will issue press releases, you know, it will trickle that they’ll be, 
let’s say, you know, like, 10-20% of the press releases are on the day that we release. The rest of 
the releases happens over the next three or four days. Then, they are sent to their specific 
analysts and all that kind of stuff. I think I would look at the company who ranks number one. That 
would be where I would expect a stock movement, if there was any, and obviously, you know, on 
a relative basis, it has to be relative to peers or something like that on that day. We have not 
looked at that, but that would be where, if there is an impact, that is where I would expect it to 
be, to find it. 
 
Ida: 
Thank you so much.  
Is it okay, if we quote you in our thesis? Would that be okay? 
 
Toby Heaps: 
Yeah sure! And if you can I would love to see it when you have it prepared when you have it 
prepared. When exactly do you have it prepared? 
 
Ida: 
It will be due in mid-June. And then we are defending it in August. 
 
Toby Heaps: 
Oh, so soon! I would love to see a copy. And so, where are you guys? In Sweden? 
 
Ida: 
We are in Copenhagen, Denmark 
 
Toby Heaps: 
Oh you are in Copenhagen! So did you see our story on Ørsted – going from black to green?  
 
Ida: 
Oh yes. Actually, when I finish my studies in August, I got a full time job for Ørsted in September. 
So that is really nice.  
 
Toby Heaps: 
Oh good! I really like them. The story is one of my favorite stories we have done ever. It’s like such 
an awesome story of how the company really went from.. 
 
Ida: 
Yeah they really did a full-round restructuring there… 
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Toby Heaps: 
Yes, they initially thought it would take 30 years and it only took six years. I mean lots of cool 
companies are in Denmark. Chr. Hansen. And then I guess you have Lisa Kingo, previously at Novo 
Nordisk, who is now head of the UN Global Compact. So, you girls might the future Lisa Kingo. 
 
Ida and Louise laugh 
 
Ida and Louise: 
Haha, we will see, but it is a really hot topic in Denmark in general. So it's really interesting that we 
could talk to you and get to work this case for our thesis. And so thank you very much for taking 
your time to talk to us. It was really, really helpful to get a better understanding also about the 
methodology, like more specifically, if we have understood it correctly, and so on. So it was really, 
really nice for you to take the time to talk to us.  
 
Toby Heaps: 
My pleasure! Thanks for taking the interest. I am looking forward to reading the thesis and good 
luck in preparing it and defending it and have a good summer. It is a small world, maybe our paths 
will cross someday, but in either case, good luck in your future careers too. 
 
Ida and Louise: 
Thank you so much 
 
Toby Heaps: 
Take care, bye. 
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12.2 Appendix 2: Negative Screening Criteria  
 

Screening area Description 

Sustainability disclosure practices Companies need to disclose at least 75% of the 

‘non-universal’ priority KPIs by weight in their 

respective industry group. Otherwise, they are 

excluded 

Financial health Companies with an F-score below five are 

eliminated. The F-score is the sum of nine 

different tests that measure the financial 

strength of the companies  

Product categories Corporate Knights excludes companies that 

are involved in tobacco and weapon 

productions and companies that lobby to block 

climate change policy 

Sanctions The screening measures the amount of money 

paid out in fines, settlements or penalties over 

the preceding year. The sanctions include but 

are not limited to human rights, labor or 

environmental violations. Companies are 

excluded if they are in the bottom quartile of 

the sanction screening. 
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12.3 Appendix 3: List of KPIs Used in the Selection of The Global 100 
 
Resource management KPIs: 

KPI Methodology 
Energy productivity Revenue (converted to USD using PPP 

exchange rate) / (Energy use – renewable 
energy use) 

GHG productivity Revenue (converted to USD using PPP 
exchange rate) / GHG emissions: scope 1 & 2 

Water productivity Revenue (converted to USD using PPP 
exchange rate) / water use 

Waste productivity Revenue (converted to USD using PPP 
exchange rate) / Non-recycled or reused waste 
generated 

VOC productivity Revenue (converted to USD using PPP 
exchange rate) / VOC emissions 

NOx productivity  Revenue (converted to USD using PPP 
exchange rate) / NOx emissions 

SOx productivity Revenue (converted to USD using PPP 
exchange rate) / Sox emissions 

Particulate matter productivity Revenue (converted to USD using PPP 
exchange rate) / Particulate matter emissions 

 
Financial management KPIs: 

KPI Methodology 
Innovation capacity R&D expenses / revenue – three year trailing 
Percentage tax paid Cash tax amount paid / EBITDA – five year 

trailing (2013-2017) 
CEO-average employee pay CEO compensation / average employee 

compensation 
Pension fund status 75% * (total DB and DC employer 

contributions/FTE employees percentile-
ranked against peers) + 25% * (fair value of DB 
plan assets/liability percentile-ranked against 
peers)). Note: DC contributions include 401 (k), 
RRSPs and equivalents 

Suppler sustainability score The weighted CK sustainability score of a 
company’s largest suppliers (up to 10 largest 
suppliers by spend) 

 
Employee management KPIs: 

KPI Methodology 
Injuries Lost time incidents rate 
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Fatalities  Fatalities / total number of fill-time equivalent 
employees 

Employee turnover Number of departures / average total 
employees 

Women in executive management Women representation in executive 
management team (percentile-ranked against 
all companies in the universe) 

Women on boards Women representation on board of directors 
(percentile-ranked against all companies in the 
universe) 

Sustainability pay link Mechanisms that link senior executive pay to 
sustainability targets 

 
Deductions due to sanctions KPIs: 

KPI Methodology 
Sanction deductions Total fines penalties and settlements / 

revenue (one year) 
 
Additional KPIs: 

KPI Methodology 
Clean revenue Percentage of total revenue derived from 

products and services that are categorized as 
“clean” according to the Corporate Knights 
open-source clean revenue taxonomy, which is 
informed by synthesis of the below sources 
and best practices: 

- Green Goods and Services (U.S. Bureau 
of Labor Statistics) 

- Environmental and clean Technology 
Products Economic Account (Statistics 
Canada) 

- Climate Bonds Taxonomy (Climate 
Bonds Initiative) 

- Sustainable Taxonomy (High-Level 
Expert Group in Sustainable Finance) 

- Environmental Goods and Services 
Sector (Eurostat) 

- China Green Bond Endorsed Project 
Catalogue 

- Green Bond Principles 
- TCFD recommended metrics 
- Other private sector rating agencies 

with green or sustainability taxonomy 
- Industry experts consultation covering 

all relevant CKIG subsectors with 
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solicited feedback on industry 
definition of clean from leading 
industry experts and government 
agencies 
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12.4 Appendix 4: The Global 100 Ranking 2019  
 

Rank Company Country Industry 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Chr. Hansen Holding A/S 
Kering SA 
Neste Corporation 
Ørsted 
GlaxoSmithKline plc 
Prologis, Inc. 
Umicore 
Banco do Brasil S.A. 
Shinhan Financial Group Co. 
Taiwan Semiconductor 
Pearson PLC 
Outotec Oyj 
McCormick & Company 
Cisco Systems, Inc. 
Natura Cosmeticos S.A. 
ERG S.p.A. 
Analog Devices, Inc. 
Novartis AG 
CEMIG 
Sanofi 
Ericsson  
Bombardier Inc.  
UPM-Kymmene Oyj 
BNP Paribas SA  
City Developments Limited 
bioMérieux SA 
Royal KPN NV 
Siemens AG 
Valeo SA 
LG Electronics Inc. 
Amundi SA 
Ecolab Inc. 
CapitaLand Limited 
Vestas Wind Systems A/S 
ING Groep NV 
Electrolux AB  
Teck Resources Limited  
Dassault Systemes SA 
HP Inc. 
Comerica Incorporated 
Sun Life Financial Inc. 
VERBUND AG  

Denmark 
France 
Finland 
Denmark 
UK 
U.S. 
Belgium 
Brazil 
South Korea 
Taiwan 
UK 
Finland 
U.S. 
U.S. 
Brazil 
Italy 
U.S. 
Switzerland 
Brazil 
France 
Sweden 
Canada 
Finland 
France 
Singapore 
France 
Netherlands 
Germany 
France 
South Korea 
France 
U.S. 
Singapore 
Denmark 
Netherlands 
Sweden 
Canada 
France 
U.S. 
U.S. 
Canada 
Austria 

Food or other Chemical Agents 
Apparel and Accessories 
Petroleum Refineries 
Wholesale Power 
Biopharmaceuticals 
Real Estate Investment Trusts  
Primary Metals Products 
Banks 
Banks 
Semiconductor Equipment  
Personal Professional Services 
Machinery Manufacturing 
Food and Beverage Production 
Communications Equipment 
Personal Care and Cleaning  
Wholesale Power 
Semiconductor Manufacturing 
Biopharmaceuticals 
Electric Utilities 
Biopharmaceuticals 
Communications Equipment 
Aerospace and Defense  
Forestry and Paper Products 
Banks 
Real Estate Invest.+ Services 
Diagnostics and Drug Delivery  
Wireless and Wireline Telecom  
Industrial Conglomerates 
Consumer Vehicles and Parts 
Computer Hardware 
Investment Services 
Food or other Chemical Agents 
Real Estate Invest.+ Services 
Electrical Equipment + Power  
Banks 
Household Appliances and Furn.  
Metal Ore Mining 
Software 
Computer Peripherals  
Banks 
Insurance 
Wholesale Power 
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43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 

Kone Oyj  
Suncor Energy Inc. 
ABB Ltd. 
Eli Lilly and Company 
Nordea Bank AB 
Autodesk, Inc. 
Metso Oyj 
AstraZeneca PLC 
KeyCorp 
Alphabet Inc.  
MetLife, Inc. 
Industria de Diseno Textil 
Danaher Corporation 
Halma plc 
Total SA 
Novo Nordisk A/S 
PNC Financial Services  
Schneider Electric SE 
Iberdrola SA 
Alstom SA 
Bank of America Corp 
Nokia Oyj 
Unilever PLC 
Ingersoll-Rand Plc 
Commerzbank AG 
Acciona SA 
Tesla Inc 
Itron, Inc. 
Westpac Banking Corp. 
ENGIE Brasil Energia S.A. 
Eisai Co., Ltd. 
National Australia Bank  
AAK AB 
Lloyds Banking Group plc 
OSRAM Licht AG 
Takeda Pharmaceutical Co. 
UCB S.A. 
Intesa Sanpaolo SpA  
Workday, Inc.  
Yokogawa Electric Corp. 
Samsung SDI Co., Ltd 
adidas AG 
Campbell Soup Company 
Advantech Co., Ltd. 
ANSYS, Inc. 
Kesko Oyj  

Finland 
Canada 
Switzerland 
U.S. 
Sweden 
U.S. 
Finland 
UK 
U.S. 
U.S. 
U.S. 
Spain 
U.S. 
UK 
France 
Denmark 
U.S. 
France 
Spain 
France 
U.S. 
Finland 
UK 
U.S. 
Germany 
Spain 
U.S. 
U.S. 
Australia 
Brazil 
Japan 
Australia 
Sweden 
UK 
Germany 
Japan 
Belgium 
Italy 
U.S. 
Japan 
South Korea 
Germany 
U.S. 
Taiwan 
U.S. 
Finland 

Machinery Manufacturing 
Integrated Oil and Gas 
Industrial Conglomerates 
Biopharmaceuticals 
Banks 
Software 
Machinery Manufacturing 
Biopharmaceuticals 
Banks 
Internet and Data Services 
Insurance 
Apparel and Accessories 
Medical Devices 
Machinery Manufacturing 
Integrated Oil and Gas  
Biopharmaceuticals 
Banks 
Industrial Conglomerates 
Wholesale Power 
Transportation Equipment  
Banks 
Communications Equipment 
Personal Care and Cleaning  
Machinery Manufacturing 
Banks 
Facilities and Construction 
Consumer Vehicles and Parts 
Machinery Manufacturing 
Banks 
Wholesale Power 
Biopharmaceuticals 
Banks 
Food and Beverage Production 
Banks 
Electrical Equipment + Power  
Biopharmaceuticals 
Biopharmaceuticals 
Banks 
Software 
Industrial Conglomerates 
Electrical Equipment + Power  
Apparel and Accessories 
Food and Beverage Production 
Computer Hardware 
Software 
Food and Beverage Retail 
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89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 

 

Sekisui Chemical Co., Ltd. 
VMware, Inc. 
Canadian Tire Corporation 
Kao Corp. 
Accenture Plc  
Celestica Inc. 
Toyota Motor Corp. 
Konica Minolta, Inc. 
Spectris plc 
L'Oréal SA 
Bayerische Motoren Werke 
Panasonic Corporation 

 

Japan 
U.S. 
Canada 
Japan 
Ireland 
Canada 
Japan 
Japan 
UK 
France 
Germany 
Japan 

 

Other Materials 
Software 
General Merchandise Retail 
Personal Care and Cleaning  
Technology Consulting Services 
Manufacturing Equipment 
Consumer Vehicles and Parts 
Computer Peripherals  
Machinery Manufacturing 
Personal Care and Cleaning  
Consumer Vehicles and Parts 
Computer Hardware 
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12.5 Appendix 5: An Extract of Our Code 

 

fama_french_example_v11* - Printed on 6/17/2019 2:37:39 PM

Page 1

1   /*
2   The code uses three files:
3   1. Stock price data: ri_values.dta
4   2. Market indices: market_indices.dta
5   3. Data set of events: event_dates.dta
6   4. Fama-French global factors: region_factors.dta
7   */
8   
9   *graph set window fontface "Lucida Sans"

10   graph set window fontface default
11   version 15.1
12   set more off
13   clear
14   
15   *1. Prepare the data for analysis
16   
17   *Load in stock data
18   use "ri_values.dta"
19   
20   *Merge with market portfolios (old)
21   merge m:1 date using "market_indices.dta", gen(mergemarkets)
22   
23   label var return "RI Values from Data Stream"
24   
25   *Merge with data set that has event dates and ISIN symbol
26   joinby ISIN using "event_dates.dta", unmatched(both)
27   keep if _merge == 3
28   
29   label var ann_date "Date of event"
30   
31   *Replace Hong Kong with Pacific
32   replace Regional = "Pacific" if substr(ISIN , 1,2) == "HK"
33   
34   *Keep only the 4 regions
35   keep if inlist(Regional, "Europe", "Japan", "North America", "Pacific")
36   
37   *Merge with fama french market portfolios
38   merge m:1 date Regional using "region_factors.dta", gen(famaglobal)
39   keep if famaglobal == 3
40   
41   *Define dummy for in vs. out
42   gen type_in = 0
43   replace type_in = 1 if inlist(INOUT, "In", "IN", "in")
44   
45   label var type_in "Indicator for type of event; 1 = added to list; 0 = removed from list"
46   
47   *Generate event time
48   *Define event time t = ...,-1,0,1,...
49   gen t = date - ann_date
50   label var t "Event time in calendar days"
51   
52   *Trading days
53   bys ISIN ann_date type_in (date): gen datenum=_n
54   bys ISIN ann_date type_in (date): gen target=datenum if date==ann_date
55   egen td=min(target), by(ISIN ann_date)
56   drop target
57   gen t_trading = datenum-td
58   label var t_trading "Event time in trading days"
59   
60   *drop any observations with missing price or 0 price
61   drop if return == .
62   drop if return == 0
63   drop if mktrf == - rf
64   
65   *Define percentage daily return for stock and market
66   egen comp_id = group(ISIN ann_date type_in)
67   xtset comp_id t_trading
68   
69   *Define the one day return as a decimal
70   xtset comp_id t_trading
71   gen ret = 100*(return - L.return)/L.return
72   replace ret = 100*(return-L2.return)/L2.return if L.return == .
73   replace ret = 100*(return-L3.return)/L3.return if L.return ==. & L2.return == .
74   replace ret = 100*(return-L4.return)/L4.return if L.return ==. & L2.return == . & L3.

return == .
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75   replace ret = 100*(return-L5.return)/L5.return if L.return ==. & L2.return == . & L3.
return == . & L4.return == .

76   replace ret = 100*(return-L6.return)/L6.return if L.return ==. & L2.return == . & L3.
return == . & L4.return == . & L5.return == .

77   replace ret = 100*(return-L7.return)/L7.return if L.return ==. & L2.return == . & L3.
return == . & L4.return == . & L5.return == . & L6.return == .

78   replace ret = 100*(return-L8.return)/L8.return if L.return ==. & L2.return == . & L3.
return == . & L4.return == . & L5.return == . & L6.return == . & L7.return == .

79   replace ret = 100*(return-L9.return)/L9.return if L.return ==. & L2.return == . & L3.
return == . & L4.return == . & L5.return == . & L6.return == . & L7.return == . & L8.
return == .

80   replace ret = 100*(return-L10.return)/L10.return if L.return ==. & L2.return ==. & L3.
return ==. & L4.return ==. & L5.return ==. & L6.return ==. & L7.return == . & L8.return ==
. & L9.return == .

81   replace ret = 100*(return-L11.return)/L11.return if L.return ==. & L2.return ==. & L3.
return ==. & L4.return ==. & L5.return ==. & L6.return ==. & L7.return == . & L8.return ==
. & L9.return == . & L10.return == .

82   replace ret = 100*(return-L12.return)/L12.return if L.return ==. & L2.return ==. & L3.
return ==. & L4.return ==. & L5.return ==. & L6.return ==. & L7.return == . & L8.return ==
. & L9.return == . & L10.return == . & L11.return == .

83   
84   label var ret "100*(return - L.return)/L.return"
85   gen eret = ret - rf
86   label var eret "ret - rf"
87   gen market = mktrf + rf
88   label var market "mktrf + rf"
89   
90   drop if date < date("20040106","YMD")
91   
92   *Check for outliers
93   sum ret eret market rf mktrf smb hml
94   
95   *Note: We define returns as "100*(return - L.return)/L.return"
96   *because Kenneth French have posted it as 100*decimal returns
97   
98   *2.Start some variables to use in the loop below
99   gen AR = .

100   label var AR "Abnormal returns from CAPM"
101   gen AR_3factors = .
102   label var AR_3factors "Abnormal returns from 3 factor model"
103   gen AR_market = .
104   label var AR_market "Abnormal returns from market model"
105   gen beta = .
106   label var beta "Coefficient on market from CAPM"
107   gen sebeta = .
108   label var sebeta "Standard error for coefficient on market from CAPM"
109   gen bmkt = .
110   label var bmkt "Coefficient on market from 3 factor model"
111   gen bsmb =.
112   label var bsmb "SMB coefficient from 3 factor model"
113   gen bhml = .
114   label var bhml "HML coefficient from 3 factor model"
115   gen sebmkt = .
116   label var sebmkt "Standard error for beta coefficient from 3 factor model"
117   gen sebsmb =.
118   label var sebsmb "Standard error for SMB coefficient from 3 factor model"
119   gen sebhml = .
120   label var sebhml "Standard error for HML coefficient from 3 factor model"
121   gen alpha_market = .
122   label var alpha_market "Intercept from market model"
123   gen sealpha_market = .
124   label var sealpha_market "Standard error for intercept from market model"
125   gen beta_market = .
126   label var beta_market "Coefficient on market from market model"
127   gen sebeta_market = .
128   label var sebeta_market "Standard error for coefficient on market from market model"
129   gen r2a = .
130   label var r2a "Adjusted r^2 from CAPM"
131   gen r2a_3factors = .f
132   label var r2a_3factors "Adjusted r^2 from 3 factor model"
133   gen r2a_market = .
134   label var r2a_market "Adjusted r^2 from market model"
135   
136   *3. This command creates a local variable that contains all of the company codes
137   qui levelsof ISIN, local(companies)



Louise Kragh-Jakobsen  1st of August 2019 
Ida Melbye 

143 
 

 

fama_french_example_v11* - Printed on 6/17/2019 2:37:39 PM

Page 3

138   
139   *4. Create a local variable that contains all of the announcement dates for each company
140   foreach nm of local companies {
141   qui levelsof ann_date if ISIN=="`nm'", local(approvals`nm')
142   }
143   
144   *5. Loop over each company event pair and estimate CAPM, 3 factor model, and a market model
145   foreach nm of local companies {
146   foreach ad of local approvals`nm'{
147   
148   *Run regression over estimation window of -137,-11 in trading days
149   *CAPM
150   qui cap reg eret mktrf if ISIN=="`nm'" & ann_date == `ad' & inrange(t_trading,-145,-11

), r
151   *Save coefficients
152   cap replace beta = _b[mkt] if ISIN=="`nm'" & ann_date == `ad'
153   cap replace sebeta = _se[mkt] if ISIN=="`nm'" & ann_date == `ad'
154   cap replace r2a = e(r2_a) if ISIN=="`nm'" & ann_date == `ad'
155   
156   *Geneate abnormal returns (residuals), save them as AR, and drop the new variable to 

prep for next iteration of loop
157   cap predict AR`nm' , resid
158   cap replace AR = AR`nm' if ISIN=="`nm'" & ann_date == `ad'
159   cap drop AR`nm'
160   
161   *3 factor model
162   qui cap reg eret mktrf smb hml if ISIN=="`nm'" & ann_date == `ad' & inrange(t_trading

,-145,-11), r
163   cap replace bsmb = _b[smb] if ISIN=="`nm'" & ann_date == `ad'
164   cap replace bhml = _b[hml] if ISIN=="`nm'" & ann_date == `ad'
165   cap replace bmkt = _b[mkt] if ISIN=="`nm'" & ann_date == `ad'
166   cap replace sebsmb = _se[smb] if ISIN=="`nm'" & ann_date == `ad'
167   cap replace sebhml = _se[hml] if ISIN=="`nm'" & ann_date == `ad'
168   cap replace sebmkt = _se[mkt] if ISIN=="`nm'" & ann_date == `ad'
169   cap replace r2a_3factors = e(r2_a) if ISIN=="`nm'" & ann_date == `ad'
170   cap predict AR`nm' , resid
171   cap replace AR_3factors = AR`nm' if ISIN=="`nm'" & ann_date == `ad'
172   cap drop AR`nm'
173   
174   *Market Model with an intercept
175   qui cap reg ret market if ISIN=="`nm'" & ann_date == `ad' & inrange(t_trading,-145,-11

), r
176   *Save coefficients
177   cap replace alpha_market = _b[_cons] if ISIN=="`nm'" & ann_date == `ad'
178   cap replace sealpha_market = _se[_cons] if ISIN=="`nm'" & ann_date == `ad'
179   cap replace beta_market = _b[market] if ISIN=="`nm'" & ann_date == `ad'
180   cap replace sebeta_market = _se[market] if ISIN=="`nm'" & ann_date == `ad'
181   cap replace r2a_market = e(r2_a) if ISIN=="`nm'" & ann_date == `ad'
182   cap predict AR`nm' , resid
183   cap replace AR_market = AR`nm' if ISIN=="`nm'" & ann_date == `ad'
184   cap drop AR`nm'
185   
186   }
187   }
188   
189   
190   *6. Generate winsorized abnormal returns
191   *Generate winsorized gains (y) and abnormal returns (AR)
192   *Winsorize on each day separately
193   foreach nm in AR AR_3factors AR_market{
194   gen `nm'_winsorized = `nm'
195   replace `nm'_winsorized = . if `nm' == .
196   label variable `nm'_winsorized "`nm' winsorized at 1st and 99th by day"
197   
198   *Loop through all the eventtimes
199   forvalues tm = -30/30{
200   
201   qui sum `nm' if t_trading == `tm' & type_in == 1 , d
202   qui replace `nm'_winsorized = r(p1) if `nm'<r(p1) & t_trading == `tm' & type_in ==1 &

!missing(`nm')
203   qui replace `nm'_winsorized = r(p99) if `nm'>r(p99) & t_trading == `tm' & type_in == 1

& !missing(`nm')
204   
205   qui sum `nm' if t_trading == `tm' & type_in == 0 , d
206   qui replace `nm'_winsorized = r(p1) if `nm'<r(p1) & t_trading == `tm' & type_in ==0 &
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!missing(`nm')
207   qui replace `nm'_winsorized = r(p99) if `nm'>r(p99) & t_trading == `tm' & type_in == 0

& !missing(`nm')
208   }
209   }
210   
211   *7.Summarize the abnormal returns generated from the three nomal return models
212   bys type_in: sum AR AR_winsorized AR_3factors AR_3factors_winsorized AR_market

AR_market_winsorized if inrange(t_trading,-1,2), d
213   
214   *8.Label data
215   label variable t_trading `"Event time"'
216   label variable AR `"Abnormal returns (capm)"'
217   label variable AR_winsorized `"AR_winsorized (capm)"'
218   label variable AR_3factors `"Abnormal returns (3 factors)"'
219   label variable AR_3factors_winsorized `"AR_winsorized (3 factors)"'
220   label variable AR_market `"Abnormal returns (market)"'
221   label variable AR_market_winsorized `"AR_winsorized (market)"'
222   
223   gen year = year(ann_date)
224   label variable year "Year that Event Occured"
225   
226   *9.Save data
227   drop mergemarkets _merge famaglobal
228   save ar_data.dta, replace
229   
230   *10. Draw graphs
231   preserve
232   collapse (mean) AR AR_winsorized AR_3factors AR_3factors_winsorized AR_market

AR_market_winsorized, by(t_trading type_in year)
233   *Label the variables
234   label variable t_trading `"Event time (trading days)"'
235   label variable AR `"Abnormal returns (capm)"'
236   label variable AR_winsorized `"AR_winsorized (capm)"'
237   label variable AR_3factors `"Abnormal returns (3 factors)"'
238   label variable AR_3factors_winsorized `"AR_winsorized (factors)"'
239   label variable AR_market `"Abnormal returns (market)"'
240   label variable AR_market_winsorized `"AR_winsorized (market)"'
241   *save the data
242   save ar_collapsed_data.dta, replace
243   
244   *Draw the graph
245   
246   twoway (connected AR t_trading if inrange(t_trading,-10,10) & type_in == 1 & year ==

2014, sort), xlabel(-10(2)10) xline(0)
247   *Save the graph
248   graph export graphs\eventstudy_type1.pdf, replace
249   *Draw the graph
250   twoway (connected AR_winsorized t_trading if inrange(t_trading,-10,10) & type_in == 1

& year == 2014, sort), xlabel(-10(2)10) xline(0)
251   *Save the graph
252   graph export graphs\eventstudy_winsorized_type1.pdf, replace
253   
254   twoway (connected AR t_trading if inrange(t_trading,-10,10) & type_in == 0 & year ==

2014, sort), xlabel(-10(2)10) xline(0)
255   *Save the graph
256   graph export graphs\eventstudy_type0.pdf, replace
257   *Draw the graph
258   twoway (connected AR_winsorized t_trading if inrange(t_trading,-10,10) & type_in == 0

& year == 2014, sort), xlabel(-10(2)10) xline(0)
259   *Save the graph
260   graph export graphs\eventstudy_winsorized_type0.pdf, replace
261   
262   *This command restores the file in memory
263   restore
264   
265   *11. Make data set of cumulative returns (CR) for further analysis
266   *4 day cumulative return = sum of AR for time between -1 and +2 (event window)
267   keep if inrange(t_trading,-1,2)
268   
269   collapse (sum) CR = AR CR_3factors = AR_3factors CR_market = AR_market, by(alpha_market

sealpha_market beta_market sebeta_market beta sebeta bsmb bhml bmkt sebsmb sebhml sebmkt
r2a r2a_3factors r2a_market ISIN ann_date type_in year)

270   
271   *12. Winsorize the CRs
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272   foreach var in CR CR_3factors CR_market {
273   gen `var'_winsorized = `var'
274   sum `var', d
275   replace `var'_winsorized = r(p1) if `var'<r(p1) & !missing(`var')
276   replace `var'_winsorized = r(p99) if `var'>r(p99) & !missing(`var')
277   
278   }
279   
280   label variable CR `"4 day cumulative return CAPM"'
281   label variable CR_winsorized `"4 day cumulative return (winsorized) CAPM"'
282   label variable CR_3factors `"4 day cumulative return 3 factors"'
283   label variable CR_3factors_winsorized `"4 day cumulative return (winsorized) 3 factors"'
284   label variable CR_market `"4 day cumulative return market model"'
285   label variable CR_market_winsorized `"4 day cumulative return (winsorized) market model"'
286   
287   egen companyid = group(ISIN)
288   label var companyid "Numeric id for each ISIN"
289   
290   
291   *13. Save the data
292   save cr_collapsed_data.dta, replace
293   
294   
295   
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12.6 Appendix 6: WRDS vs Fama French  
 
 
Summary statistics from the WRDS data (US only) 
 

 
 
 
 
Summary statistics from Ken French’s website, in percentages: 
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12.7 Appendix 7: Boxplots   
 
Market capitalization:      

 
 
Net sales: 

 
 
 
Book-to-market ratio: 
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12.8 Appendix 8: Winsorized CAARs 
 

 
Figure 15: CAARs of the in-group winsorized at the 1st and 99th percentiles to adjust for extreme outliers 

31/05/2019, 15.41 Page 27 of 34

User: Ida Melbye

                      (1)             (2)             (3)   
                  CAAR MM       CAAR CAPM         CAAR FF   

y2005              -0.220          -0.221          -0.269   
                  (0.259)         (0.259)         (0.261)   

y2006              -0.700*         -0.705*         -0.679*  
                  (0.383)         (0.383)         (0.408)   

y2007              -0.274          -0.275          -0.198   
                  (0.500)         (0.501)         (0.499)   

y2008               1.412*          1.409*          1.445   
                  (0.845)         (0.845)         (0.930)   

y2009               0.976           0.973           1.251   
                  (0.880)         (0.880)         (0.928)   

y2010               0.503           0.503           0.353   
                  (0.362)         (0.362)         (0.369)   

y2011               0.121           0.121          -0.230   
                  (0.496)         (0.496)         (0.464)   

y2012              -0.232          -0.232          -0.316   
                  (0.504)         (0.504)         (0.499)   

y2013               0.277           0.277           0.202   
                  (0.294)         (0.294)         (0.278)   

y2014               0.381           0.381           0.376   
                  (0.490)         (0.490)         (0.461)   

y2015               0.799*          0.799*          0.501   
                  (0.427)         (0.427)         (0.428)   

y2016               0.568           0.568           0.650   
                  (0.553)         (0.553)         (0.495)   

y2017              -0.108          -0.108         -0.0899   
                  (0.372)         (0.372)         (0.360)   

y2018             -0.0462         -0.0468         0.00124   
                  (0.390)         (0.390)         (0.401)   

y2019              -0.251          -0.251          -0.195   
                  (0.280)         (0.280)         (0.275)   

N                     565             565             565   

Standard errors in parentheses
* p<0.1, ** p<0.05, *** p<0.01
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Figure 16: CAARs of the out-group winsorized at the 1st and 99th percentiles to adjust for extreme outliers 

 
 
 
 
 
 

31/05/2019, 15.45 Page 30 of 39

User: Ida Melbye

                      (1)             (2)             (3)   
                  CAAR MM       CAAR CAPM         CAAR FF   

y2005                   0               0               0   
                      (.)             (.)             (.)   

y2006               0.129           0.125           0.121   
                  (0.510)         (0.510)         (0.489)   

y2007              -0.438          -0.438          -0.337   
                  (0.362)         (0.362)         (0.370)   

y2008               1.892**         1.893**         1.871***
                  (0.743)         (0.742)         (0.694)   

y2009               2.109**         2.103**         1.871*  
                  (1.028)         (1.029)         (1.008)   

y2010               0.716*          0.716*          0.762*  
                  (0.414)         (0.414)         (0.419)   

y2011              -0.648          -0.648          -0.612   
                  (0.459)         (0.459)         (0.460)   

y2012               0.874           0.874           0.829   
                  (0.568)         (0.568)         (0.558)   

y2013               0.252           0.251           0.298   
                  (0.386)         (0.386)         (0.341)   

y2014               0.470           0.470           0.440   
                  (0.443)         (0.443)         (0.442)   

y2015              -0.816*         -0.816*         -1.018** 
                  (0.471)         (0.471)         (0.481)   

y2016               0.669           0.667           0.736   
                  (0.797)         (0.797)         (0.796)   

y2017              -0.450          -0.450          -0.409   
                  (0.459)         (0.459)         (0.451)   

y2018               0.873**         0.873**         0.909** 
                  (0.405)         (0.405)         (0.408)   

y2019               0.593*          0.593*          0.576*  
                  (0.336)         (0.336)         (0.327)   

N                     476             476             476   

Standard errors in parentheses
* p<0.1, ** p<0.05, *** p<0.01
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12.9 Appendix 9: The Result of the 2018 Equity Strategy Using Winsorized Data 
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12.10 Appendix 10: The CAARs of Each Industry for the In-and Out Groups 
 

   
Industry In Out 
Applied Resources -0.972 1.047 
 (0.926) (1.329) 
   
Automobiles Auto Parts 0.467 0.981 
 (0.529) (0.591) 
   
Banking Investment Services 0.00307 1.837 
 (0.448) (1.086) 
   
Chemicals 0.204 0.935 
 (0.474) (0.752) 
   
Cyclical Consumer Products -0.281 0.392 
 (0.647) (0.671) 
   
Cyclical Consumer Services 0.520 1.302 
 (0.721) (1.026) 
   
Energy Fossil Fuels 1.021 0.634 
 (0.684) (0.590) 
   
Food Beverages 0.366 -0.348 
 (0.236) (0.667) 
   
Food Drug Retailing -0.850 0.559 
 (1.141) (0.335) 
   
Healthcare Services Equipment 0.947 1.363 
 (0.950) (1.109) 
   
Industrial Commercial Services -0.581 0.456 
 (0.753) (0.813) 
   
Industrial Conglomerates 0.186 -0.140 
 (0.793) (0.636) 
   
Industrial Goods 0.0415 -0.605 
 (0.696) (0.738) 
   
Insurance 0.112 0.177 
 (0.653) (0.778) 
   
Mineral Resources 0.133 0.137 
 (0.734) (1.535) 
   
Personal Household Products 0.713 0.389 
 (0.550) (0.748) 
   
Pharmaceuticals Medical Research -0.531* 0.199 
 (0.279) (0.567) 
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Real Estate -0.568 -0.161 
 (0.613) (0.730) 
   
Renewable Energy -0.0733 -2.234 
 (0.514) (1.833) 
   
Retailers 1.137 2.973 
 (1.012) (1.805) 
   
Software IT Services 0.0604 0.681 
 (0.526) (0.792) 
   
Technology Equipment -0.470 0.0719 
 (0.645) (0.744) 
   
Telecommunications Services -0.402 0.0508 
 (0.390) (0.499) 
   
Transportation -1.230 1.474 
 (0.775) (0.838) 
   
Uranium 3.558 -1.414 
 (.) (.) 
   
Utilities 0.765 0.637 
 (0.631) (0.551) 

Standard errors in parentheses 
* p < 0.10; ** p < 0.05; *** p < 0.001 
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12.11 Appendix 11: The CAARs of the Different Regions for the In- and Out Groups 
 

   
Regions In Out 
Europe 0.0759 0.942* 
 (0.143) (0.438) 
   
Japan -0.00695 0.601 
 (0.302) (0.575) 
   
North America -0.0855 0.0574 
 (0.317) (0.262) 
   
Pacific 0.368 0.328 
 (0.273) (0.546) 

Standard errors in parentheses 
* p < 0.10, ** p < 0.05, *** p < 0.001 
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12.12 Appendix 12: The CAARs of the Countries for the In- and Out-Groups 
 

   
Countries In Out 
Australia 0.354 0.278 
 (0.237) (0.777) 
   
Austria -1.708 7.487** 
 (1.385) (2.034) 
   
Belgium -2.664 2.309 
 (2.144) (1.434) 
   
Canada -0.00899 -1.126** 
 (0.804) (0.360) 
   
Denmark 0.291 0.428 
 (0.535) (0.958) 
   
Finland -0.190 1.087 
 (0.442) (0.969) 
   
France 0.250 0.559 
 (0.541) (0.490) 
   
Germany 0.481 0.488 
 (0.623) (0.358) 
   
Hong_Kong -0.554 0.116 
 (0.986) (0.945) 
   
Italy -0.645 0.526 
 (1.016) (0.583) 
   
Japan -0.00695 0.601 
 (0.307) (0.585) 
   
Netherlands -4.629* 4.836 
 (2.622) (3.066) 
   
Norway 0.362 1.350 
 (0.717) (0.860) 
   
Portugal 0.417 1.333 
 (0.716) (1.045) 
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Singapore 0.824 -0.526 
 (.) (0.675) 
   
Spain 0.991* 0.703 
 (0.483) (1.161) 
   
Sweden 0.356 -0.918* 
 (0.607) (0.426) 
   
Switzerland -0.258 -0.661 
 (0.555) (0.585) 
   
UK -0.653 0.985 
 (0.404) (0.583) 
   
US 0.453 1.348 
 (0.271) (0.916) 

Standard errors in parentheses 
* p < 0.10; ** p < 0.05; *** p < 0.001 
 


