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Abstract

The announcement of Corporate Social Responsibility (OG@R)gs dfers a good opportunity to assess the impact of CSR on
financial markets. Using an event study methodology, weyaeahe influence of Vigeo CSR rating announcements from 2004
2009 on short term European stock returns. The results shimgitive significant ffect of the announcement on the stock returns
over two days prior and two days following. Thus, CSR prosida additional information (in respect to financial onektak
into account by markets, modifying investors beliefs anahdirvaluation. We investigate the relation between the eatnof the
announcement and the Abnormal Return (AR). The overall ohisgpositive. A limited number of CSR components explaia th
reaction that depends of the sign of the score (strengthrvsecn). Moreover, some components have a positive influgthocgan
rights), others have a negative (Environment, Human ressjior a mixed one (Community involvement). Our study shitas
CSR really matters for financial markets and that the readfiariven by disaggregated measures for corporate goveerand

varies according to the aggregation level for others topics
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1. Introduction

The development of Socially Responsible Investment (SRI)

consideration of sustainability, risk and returns are sgpp to
depend of extra-financial information.
Over the last two decades CSR ratings agencies have com-

and more generally the consideration by shareholders of Nogeted on the basis of fierentiation of ratings’ methodologies.
financial performance puts CSR into the light. Investor®car Rating agencies assess firms on their Corporate SocialrPerfo

increasingly about ethical, social, environmental, angomate

mance (CSP) and for some of them, as Vigeo, on their man-

governance decisions and performances. Environment@giSo agement performance from a CSR point of view. Recently, the
and Governance (ESG) criteria are today inescapable. In Eygctor concentration is increasing in the United Statesravhe
rope, according to Eurosif at the end of 2009 the SRI assets UikiskMetrics Group acquired in 2009 Innovest Strategic ¥alu
der management w5 trillion“representing 10% of total as- Adyisors and KLD Research & Analytics and in Europe where
sets under management in Europe. This development gesieraiggeo became in the last years the European leader of extra-
a growing interest for CSR rating so as o satisfy the investo financial analysis. This evolution confirms the interestdfi-

demand (mainly socially responsible ones), for an addition

cial world for such rating and should yield some standardiza

formation to take and support their decisions. Beyond the so iy of the methodologies. So, it would be interesting towno
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if these ratings imply a market reaction and a modification of
investors’ behavior. The aim of the paper is to answer theque
tion: Do CSR ratings have an impact on stock prices?

Studies about CSR rating agencies are growing up in recent
years. Some papers based on CSR ratings document a link be-
tween CSR and financial performadcdor example, on US
market Derwall et al. (2005) use rating from Innovest, Galem
et al. (2008) from KLD and on European markets Dupré et al.
(2006) employ rating from Vigeo. However, a few studies on
global impact of rating sharply contrast with a surge ofrgti
activity.

Rather that searching for an impact of the broad rating, sev-

3In a related study, Scalet and Kelly (2009) evidence lititgact from the
CSR rating on the CSR firms’ behavior.
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eral studies focus on one component the CSR rating: The cobetween firms’ risk adjusted returns. AR provided by the an-
porate governance. On the US using the rating of the threrouncement can be explained either by an mispricing or by the
premier agencies from 2003 to July 2006 Ertugrul and Hegdemergence of a new risk. A stock is mispriced (Derwall et al.,
(2009) state a poor predictive power of corporate govermanc2005) if it valued using a current model (for example Fama
summary score. Nevertheless, they document a higher infoFrench factors models) missing a relevant risk factor sich a
mation content for 8 sub-ratings on key dimensions. On Eurothe CSR. Although CSR can also induce the appearance of
pean markets from 1999 to 2003 Renders et al. (2010) find mew risk factor adding non-sustainability risk @descu, 2010).
significant positive relationship between corporate goaace We could also consider a sustainability risk, link to a styon
ratings and performance. This result occurs after comigpfor ~ CSR activity (too much in the mind of investors).

econometric concerns obscuring the relation like seladtias This paper contributes to the literature dealing with two
and endogeneity. main questions.

No study, to our knowledge, deals with the announcement
impact of CSR ratings on financial markets and investors be-
havior. The closest paper to our scope (Ducassy and Je&annico
2008) measure the impact of announcement of social regortin We measure the AR associated to Vigeo CSR rating announce-
ranking on share prices on the French market during the gherionents on the European market from 2004 to 2009. This en-
2005-2007. They find a market reaction, but stronger for thébles us to analyze a large sample including 1588 events and
modifications than for the rankings themselves. Lastly, tevo 581 firms. We choose an event study methodology in the aim to
centresearches on US are also close to our topic. Kriige200measure the financial performance through the market oeacti
study market reaction to public news about social respditgib ~ This methodology is used in flierent studies on CSR impact
He particularly examines theffect of the news announcement on financial performance, for example on corporate news dif-
and the concordance between the market reaction and the KLfDsion (Hall and Rieck, 1998), environmental awards (Kéass
rating. Manescu (2010)ffers a long term study of stock returns and McLaughlin, 1996) and recently on mergers and acquisi-
in relation with CSP. She examines thédient é¢fects of sus- tions announcements (Aktas et al., 2010). Based on previous
tainability attributes and explain them either by misprigior ~ elements, on the development of SRI and on the increasing in-
by the non-sustainability risk level of firms. terest of investors in CSR, we expect a significatea of the

In this paper we fier an exploratory study of European announcement of CSR ratings on the stock market.
stock markets reaction to announcement of CSR ratings.ig his
an innovative and relevant way to study CSReets on financial
performance for three reasons. First, we are dealing wigh th
still open question of the pricing (or not) of CSR by the marke We use a two steps regression methodology to analyze the re-
but unlike the existing literature on the incorporation @R  lationship between AR and CSR scores. Following Ertugrul
in the share prices (for a survey, see Renneboog et al., 2008and Hegde (2009) and &mescu (2010) we expect no market
we focus on CSR rating announcement. Second, aiming to umeaction to aggregated scores. Then we study how the mar-
derstand CSR ratinglects, the analysis of their announcementket reacts (what is the investors' interpretation) to thagpby
offers a good opportunity to assess the overall impact of CSBomponents, taking in account thefdirent aggregation levels
on financial markets. Third, focusing on European markegs, wand their signs. This last pointfers the opportunity to com-
use ratings disclosed by Vigeo, which are published thraligh pare with concern and strength of KLD rating.
year, while others agencies (e.g. KLD) rate whole firms annu-  Our study dfers four main results.
ally. Every month Vigeo rates a few sectors. This periodgicit
enables us to use an event study methodology to measure AR
associated with rating announcements.

Relying on the #iciency hypothesis, there are two ways to
analyze the CSR announcemetfieet.

On one hand, infeicient markets any new information is incor-
porated in prices. So, we should expect fiee&. Nevertheless,
several reasons can explain a market reaction. Since thgsat
(sold mainly to institutional investors) are not fully pidit
could reduce fficiency. Moreover, rating are based not only on
public information but also on non-public information eaited

by rating agencies. Thus, rating can bring new informatdmnt e Second, we find that there is no reaction to aggregated

e Does the CSR rating announcement produce gfece
on the stock prices (AR), and how to interpret it?

e How to quantify and analyze thgfect of the informa-
tional content of the announcement?

e First, we show that CSR rating announcement have a
significant impact on stock prices. We suggedfedt
ent interpretation, particularly that CSR rating gives ad-
ditional information to the market, modifying investors
believes and decisions. Our study reinforces the inter-
est of approach in terms of CSR risk (or ESG risk). For,
each CSR component there is a risk of weak CSR (nhon-
sustainability risk), but also a risk of too much CSR (sus-
tainability risk). This also reinforces the need to incoerpo
rate CSR into valuation model.

the market. At last, rating agencies can have a superidtyabil rating scores. Aggregated score incorporates too many
to extract information from these mainly qualitative measu elements leading to ambiguity. This result is in line with
and to provide a relevant assessment of the risk including im Vigeo views since they do not provide aggregated scores.
material. Investors can use such additional informatiorake

and support (justify) their decisions, to reduce theirsisk 4(Galema et al., 2008) show that there is non trivial relatiop between

On the other hand, infcient markets there is noffierence CSR and financial risk factors.
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e Third, we document that the market reaction is multivari-revenues, reduction of business risk and particularly tizees
ate, depending on the field, on the aggregation level antiolder risk. Results are dependent on measures of perfaesan
of the sign of the components’ score. Reactions to comas shown by the synthesis of Margolis and Walsh (2003). CSR
ponents are complex and must be analyzed with cautiorseems to be more related to accounting measures of financial
A detailed analysis of market reactions allows us to sugperformance than capital markets measures. Allouche amatha
gest that the reaction can be interpreted mainly in term$2006) point out that reputation indexes are correlatedi ¥4t
of value (excess or shortage) for some components andancial market measures more than accounting ones. But, the
in terms of risk for others. These reactions are expectedelationship between CSR and financial performance is mot co
to evolve, according to the investor's demand for CSR, togpletely determined due to the action of many moderatord) suc
the learning of pricing CSR elements taking into accountas characteristics of firms, industry and economic sitmafibore-
both the sustainability and the non-sustainability risk.  over, CSR interact with financial risk factors, for instamgth

Fama & French factors, as demonstrated by Galema et al. J2008

o Last,we shovv_thatmarketwews env!ronmentand huma'?—'urther, some authors underline ambiguity of the links. So,
resources mainly as a cost, human rights as benefit, com;

itv invol i ived. C i . even where positive relation can be shown, more research is
munity involvement as mixed. Lorporate governance 19,00qeq to better understand the links and interactionseeeiw
significant but at a disaggregated level.

CSR and financial performance. The existence of a non-linear
The remainder of the paper is organized as follows. Secrelationship between CSR and financial performance is an in-
tion 2 develops background and hypotheses. Section 3 sletaileresting perspective opened by Bowman and Haire (1975).
our data and the methodology used. Section 4 gives oursesult  The literature focusing on the impact of CSR on capital
Lastly, section 5 provides our conclusions. market performance and shareholder wealth reveals ctedras
results. Studies on specific aspects, as announcementaf-cor
rate donation or producing environmentally friendly protiu
show a positive link (Hall and Rieck, 1998). But is CSR glob-
A large literature exits on the relationship between CSRally incorporated in share prices or in other words are itores
CSP and financial performance, but very few on CSR ratingpaying for CSR remains a question? A first answer is given by
effects on markets. Dupré et al. (2006). Using an aggregated measure based on Vi-
The CSP, as defined by Wood (1991), is a larger concepgeo components ratings of European firms from 1999 to 2004,
than CSR. It Includes organizational processes of environmen-they found that ethical firms have a lower medium term return
tal assessment, stakeholder management, and issues manatien non-ethical firms. Thus, investors pay for CSR. They sug
ment, but also, and perhaps most important, various measurgyest that this result is explained more by a financial saerific
of its external manifestations and societgieets, such as social accepted by investors to hold ethical stocks than a risk jor@am
impacts (Orlitzky, 2008). requirement of purely financial rational investors faciogial
Many papers deal with the links between CSP and financialisk. Based on the literature, the increasing interestwé#siors
performance. Allouche and Laroche (2006) survey the main hyin CSR and the development of SRI we state our first hypothe-
potheses and theoretical models. Some authors like M@nifli ~ sis:
and Siegel (2001) argue for no relationship, but most cemsid
that one exists. Some models establish a positive link. Thé&lypothesis1. The announcementof CSR ratings induces a sig-
CSP increases the financial performance because of the satiificant reaction of the stock market.
faction of goals of stakeholders (Freeman, 1984) and the im- i ) .
provement of public image and reputation of the firm (Wad- AS shown by Renneboog et al. (2008D) in their review of
dock and Graves, 1997). Other models state a negative lin€MPirical literature, the pricing of CSR by financial masket
The costs expand due to the CSR of the firm (Friedman, 1962S Still an open question. Galema et al. (2008) suggest that
1970) reduces the firms competitiveness and its financitdper the dificulty in bringing to the fore the impact of CSR on re-
mance. Finally, models based on Preston and O’Bannon (199?rns could be explained by the use of aggregated measures of
suppose a synergy, positive or negative. On one hand, a vi _SR. Such aggregation offﬂaren.t components cquld lead to
tuous circle is considered by Waddock and Graves (1997). /gonfounded fects, d_ue to opposite r_eactlons. Thl_s_ confoun_d—
high level of CSP leads to a better financial performance whic N9 &fect argument is documented in many empirical studies
authorized new CSR actions. On the other hand, a poor csanescu, 2010), but remain to explore. Indeed Galema et al.

reduces financial performance and thus CSR expenditures. (2008) found alittle evidence of this explanation in thefrer-
Empirical studies give results much debated. They afe di ical study. Scholtens and Zhou (2008) highlight the antiltom

cult to compare directly because of limits concerning cpise impacts on expected returns of environmentally friendtydar

methodologies and data used (Allouche and Laroche, 2006YCtS (POsitive) and employee relations (negative). Yely #lso

Based on a meta-analysis of literature Orlitzky et al. (JGO®- ind a little empirical evidence of their study of US portfudi

ports a positive link between CSR and financial performancd €Urns. Bird et al. (2007) suggest that share values arerpt

CSR"helps improve managerial knowledge and skills and en_influenced by CSR components, but also by the whole CSR

hance corporate reputation(Orlitzky, 2008). Diferent bene- activities, in a way varying over time. Nevertheless fongsi .
fits are obtained, mainly: Increasetlieiency, increased sales O corporate governance rating Ertugrul and Hegde (2009) fin
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a poor predictive power of summary score, compare to suba) The field rated.

scores. This leads to our second hypothesis: b) The score aggregation level (fields, subfields or itéms)

Hypothesis 2. The market does not react to aggregated CSRC) At last, the sign of the component’ score, whether it is posi-

score. tive (an investment, a strength) or negative (a divestrnaent,
concerny.

Most studies distinguishing components document an het-

erogeneous reaction depending on CSR component. The main As offset by the literature, investors are mainly reacting to
finding summarized by Renneboog et al. (2008i§obd cor-  some components. These ones could be considered at a mo-
porate governance, sound environmental standards and, to gent as more relevant than others (for example on envirohmen
lesser extent, care of stakeholder relatibase associated with or corporate go\/ernance), but also more informative. Euhg
higher shareholder value. But, environmental performaoes  and Hegde (2009) show that component sub-ratings focusing
not systematically increases the share price, as evenéstad  on some key dimensions (8) of corporate governance steictur
announcement of corporate environmental news tends to shoy¢ovide the information to predict firm performance. We try
it>. Derwall et al. (2005) formulate, to explain best returns oftg verify if this important result is transferable to all C$6p-
portfolios invested in high environment scores, the hypsith jcs. The fact that investors take into account a limited nemb

of undervaluation of environmental information by the nerk  of information to form their decisions, specially in a cortte
Such hypothesis could also be considered about corporate gopf short term context trading decision could also suppdst th
ernance information. For stakeholder relations the resa®  assumption. Our last hypothesis is:

various. Hillman and Keim (2001) distinguish two aspecthwi

opposite implications on financial performance. They sh@att Hypothesis4. Areduced number of detailed components (sub-
"stakeholder management" dealing with direct stakeheldér fields, items) of CSR ratings is taken into account by investo

the firm (employees, customers, suppliers and communities)

has a positive impact on shareholder values. Reversealssci
sue participation" corresponding to relationship with foirect
stakeholder and usual excluding factors in SRI (nucleargne We first present our data in subsection 3.1 then we turn to
military, "sin” industries (alcohol, tobacco, and gamglirhu-  the methodology in subsection 3.2.

man rights violations..) has often a negative impact on firm

value. _ _ _ 3.1. Data
The reaction is depending on CSR informational content of - . . .
rating and on score level (or concgatrength). The ability of Our initial sample comprises all regular ratings (Equitics
. ) . . stocks belonging to the STOXX Europe 600) broadcast by Vi-

scores elements to summarize the past or to predict theefigur ; ’ .
; . N geo from 2004 until end 2009: 778 firms and 1945 announce-
important. For example on environment Chatterji et al. @00
: . . ments (events). Stock data are extracted from Datasfream
find that KLD concern ratingsfter a good representation of . . : .
the past performance, but that in contrast strengths arpiead We mainly use the shares and index prices, shares’ dividends

' and from Worldscope the market value and the book to market.

dictors of pollution levels and compliance violations. het . . . . :
. . . . First, we review the content of Vigeo ratings in subsectidnB3
same way Kriger (2009) find negative AR associated to new X .
en we present our event sample in subsection 3.1.2.

about negative social responsibility, but no systematctien
to positive news. Bad news and by extension scores are easi

to interpret than good ones. Vi he E leadi lier of f il
The market reaction depends of the (main) interpretatidhenf . Igeo, the European _ea’ INg SUpplier o extra-financi ana
S, measures companies’ performance in the area of Sustai

score of CSR components whether the score is considered aé/%fl Devel & Social R ibility. Th ing isdat
benefit (reputation, increase of cash-flows and risk redoyti able Development & Social Responsibility. The rating | S

or as a cost (future expenses, increase of risk about cdeporaon internationally recognized CSR standards.figixisare cov-
responsibility...). A low rating of a component can be viewe ered.

as the consequence of a cost cutting strategy (beneficiad bu 1) Business BehavioBB);

high rating could be interpreted as a profitable investmasd(  2) Corporate Governanc€@);

_benef|C|aI); thus both Iqw and high score c;ould have a p@SItIV3) Community Involvement@IN):

influence. From such line of reasoning it is s_tralghtforvvar_d 4) EnvironmentENV);

understand that strength and concern could induce any Kind
market reaction (positive or negative). These argumerds an

evidences allow us to formulate our third hypothesis:

HypOtheSiSS. The market reaction varies according to three SFor instance, on fielBBthere are 3 subfields, we expect that some of them

di . fthe CSR rati t have a positive impact whereas others have a negative.
Imensions of the raling announcement. “For instance, strengtBB+ can be rewarded while at the same time concern

BB- is also rewarded thus a positive influence whatever the news.

3. Dataand Methodology

P11 Vigeo Ratings

) Human Resource$iR);

5A positive reaction to environmental performance can aksinterpreted 8Refer to Ince and Porter (2006) for a comparison betweensivatm and
as relating to anticipated cash-flows taking in accounsrisid future costs link  CRSP data. Campbell et al. (Available online July 2010) aise and detail
to environmental regulation or litigation. Datastream’s data.



6) Human RightsiRTS). investment irCG, a lower onCIN whereatHR andHRT Sare

The fields are disaggregated in &ibfields themselves made clearly negl_ect_ed. . S . .
Each criterion is applied in relation to its sector relevanc

up of 37 generic criteria (hereaftitems detailed in appendix and is given a consideration representing the relative hteify

in tables 13 though 15. Thus, the ratings can be viewed as a__. - o ) .
: . i social responsibility objectives relating to it. The maesnt
hierarchical tree:

systems are rated according to three dimensionsrdleeance
Vigeo CSR rating of their policies; thecoherenceof implementation and thef-
fectivenessf results.
Vigeo provides two figures: A score [0, 100]) and a rating
BB CG CIN ENV HR HRTS |n five categories{+, +, =, —, ——) which represents the rank
of the firm within its’ sector 5% best, 25% following, 40% cen-
tral, 25% following 5% worst. The score is relative to a secto
and a production date since Vigeo continuously improves it’
methodology. Thus even for the same firm two scores at two
BB11 BB12 BBL3 different dates are not dlrectly.comparf’ible. With an absolute
score, the score itself has no information content beyord th
variation. However, with a relative score (to the sectot th#o
say to others firms), the score has itself an informationaterct
beyond the variation since it enables to locate the firm withi

BB1 BB2 BB3

Table 1 provides the correlation between the fields.

Table 1: Correlation among CSR Fields

Variable BB CG CIN ENV HR HRTS its’ sector that is impossible with the variation only. Cens
BB 37 53 59 60 61 quently, we expect that the score itself (not only the vangt

CG 37 37 34 19 31 to be informative.

CIN 53 37 57 49 54 Table 3 provides the ratings by countries. To give an over-
ENV 59 34 87 66 €0 all image of the rating for a firm we compute an aggregated
HR 60 19 49 66 72 ] .

HRTS 61 31 54 60 72 measureACS Rthe average of fields.

Four countries have an noticeably above the mean CSR:

This tab_Ie gives,_on_the studied sample, the correlatiowdst the 6 fields. All France, United Kingdom, Netherlands and Norway; Germany

correlation are significant at a 1% level. is close to zero. The worst countries are Austria, Denmaek, |

land and by far Greeé® There are change among the fields.

From table 1, we notice a strong correlation between thd.ooking at the Fisher tesCG is the field with most impor-

fields. All correlations are significant at a 1% levelG is the  tant variations among the countries. In Frar@€6,is quite low

least correlated field, all other fields have a correlaticratgr ~ whereasHR is the highest, UK as an opposite behavior: High

than 53%.HR andHRT Sare the most correlated (72%). Such CG and lowHR. Translating this into the factors UK has both

results suggest a common component among fields, whereashighFactor; andFactor, whereas France has a highactor;

firm choose CSR as a management way and apply it, more @nd a negativé actor,.

less, among all the fields. Table 2 provides the first two princ

pal components among the fields. 3.1.2. Event Sample
Almost every month Vigeo broadcasts the rating on one (or
Table 2: Factorial Analysis of CSR Fields a few) sector. To select the relevant events, we use 6 exclu-

sion criteria: We exclude firms, without data in Datastream,
not traded over the whole period, with conflicting Vigeo ceun
try and Datastream country, with low valuation (penny stock

Factog  Factop

Contribution (%) 59.39 14.61
BB 0.23 0.01

oG 014 0.94 < 1 currency unit), we exclude abnormal cases: Iceland and
CIN 0.21 0.15 Nokia'l. At last we exclude events with missing data in the es-
ENV 0.23 -0.09 timation or event window. Table 4 gives the numbers of firms
HR 023 -0.42 and events excluded by these filters.

HRTS 024  -0.21

From table 4 we notice that these exclusion criteria albeit

This table gives, on the studied sample, the first two facioteng the 6 fields. ~ Strict do not exclude too much firms (202) or events (357).
First line provides the contribution of the factor and fallog lines the contri-
bution of each field.

SWe try to take into account this decomposition. The threegmies are
The first component explains 59% of the variation. all ﬁeldsrarely significant and quite unstable. Thus they do not pi@vaccording to us,
. 0 T interesting patterns and we do not report this analysis.
have similar contribution exce@G that has a lower gontrlbu- 10 yuxembourg is special since there is a very few events.
tion. The second factor account for 14@G has a high con- 1sland since the Worldscope coverage is ndtisient and Nokia since it
tribution, CIN a lower wherea$iR and HRT Shave a nega-  represents atoo big part of the Finnish stock market. o
tive one. others fields are negligible. Thésctor; reflects the Since these shares are highly liquid a day without tradirabisormal and
" . . probably reflect a corporate event.
general investment in CSR wheregaactor, represents a high

5



Table 3: CSR Ratings by Countries

Country # ACSR E Fo BB CG CIN ENV HR HRTS
United Kingdom 442 4312 023 110 4168 6502 4522 3593 3010 4255
Norway 28 4268 028 -0.05 4114 5071 4032 3489 3846 5057
Netherlands 73 4326 022 035 4299 5481 4245 3364 3540 4486
France 269 420 027 -0.72 4218 3990 4449 3506 4337 4761
Germany 149 392 006 -0.61 3934 3986 3877 3613 3814 4426
Spain 92 383 -0.07 -0.49 4068 4023 3774 2993 3651 4190
Switzerland 103 3@4 -0.16 -0.16 3981 4356 3461 3305 3003 3996
Sweden 90 368 -0.13 -0.42 4068 4096 3081 3200 3087 4539
Finland 43 343 -0.20 -0.13 3609 4747 2677 3102 3644 4077
Portugal 25 3@l -0.19 -0.64 4028 3488 4180 2984 3340 3708
Belgium 43  3%47 -0.25 -0.63 3672 3630 3558 3177 3351 3895
Italy 86 3508 -0.25 -0.85 3937 3348 3543 2606 3607 4005
Austria 22 3195 -0.53 -041 3041 3918 2950 2141 3055 4064
Denmark 47 302 -0.58 -0.84 3474 2991 2938 2613 2643 3772
Ireland 36 2%6 -0.77 039 3383 4772 2525 1731 2231 3094
Greece 35 2D2 -0.88 -0.89 3160 2566 2894 2334 2260 3000
Luxembourg 5 260 -0.94 -0.36 3480 3200 2980 1400 1720 3120
Fisher Test 128+ 9.76"* 1381 3.68"* 1099 1031 6.26"* 1205 7.54

This table provides the results of an AnovaA@S Rand each field by countries. # is the number of announceméhésfirst lines give the mean score by countries,
and the last one (Fisher Test) gives the overall significance

Table 4: Filters ings through a newsletter and an electronic platform at tite e

of each month to it's clients (all majors financial instituts).

Filter #Firms  #Event . .

— Thus, there are waves of social rating and the number of rated
Initial Sample 8 1945 firms depends on the sector. We distinguish the productiten da
No data in Datastream _ 3 6 (the date when Vigeo releases the rating) and the event date:
g%e”rzﬂf‘\jﬁg‘g;ﬁz Végi’;it‘::g;dcountries 1799 31211 The first trading day on the production date or the first trgdin
Penny Stock 2 5 day after when the market is closed_on the announcement. Fig-
Abnormal cases 1 3 ure 1 details the numbers of rated firm according to the events
Missing days in estimation or event window 8 11 date.

3 202 357 _
Final Sample 581 1588 Figure 1: Number of Announcements per Day

This table provides the numbers of firms and events exclugethd filters
we use. Since the filter "missing days" is on an event basisantdfect a
firm without excluding all events (thus the firm remains in ganple). This
induces that the final number of firms is not equal to the initianber minus
the excluded number.

80 q
60

Moreover, most of the deletion come from the filter "not trdde
over the whole period". It proves the quality of the data we
are working on. The remaining sample contains 581 firms and
1588 events.

Vigeo covers stock belonging to the STOXX Europe 600
thus the final sample closely follow the index compositioa- T }
ble 16 in appendix details the geographic composition of the ol H‘ |
sample and the sectors covered. We see that the final sample
encompass 17 countries. Mains countries are United-Kimgdo
France, Germany. We clearly view a predominance of the finanrhis figure gives the number of announcements on each evést(iiading
cial sector: 332 events (21% of the sample). Following sscto day).
are industrial (305) and consumer services (279). A more de-
tailed analysis reveals the occurrence of sector undettiega
screening by SRI funds as tobacco, alcohol, weapons oraucle
(belongs to electric & gas utilities). At last, we shouldinet
interactions between countries and sectors.

In accordance with an agenda, Vigeo broadcasts it's rat- 13ror a given sector the event date can change among firms ifiteeyuoted
in different markets and one of the markets is closed on the produddte.

40 -

Frequency

20 H

04/07
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T

T T
04/04 04/05 04/06 04/08 04/09

Figure 1 shows that there are great variations of the num-
bers of firms rated on a given event day. The minimumtfs 1




the maximum 72, the average 25 and the standard deviation 18uto-correlation using the Durbin Watson test and the Lragga
Moreover, over a few month Vigeo does not broadcast any ratmultiplier test for arch fect. All tests are made on an event

ing. basis and then compared on the sample. On the 1588 reference
windows the KPSS reject the stationarity in 3% of the cases.
3.2. Methodology The Jarque Bera’s test rejects the normality in about 67%eof t

First, we present the event study methodology in subsecases. With one lag, the Durbin Watson reject the absence of
tion 3.2.1. Then we present the analysis of tifiieet stock auto-correlation in 21% of the cases (15% with a diagnostic o
features on ratings in subsection 3.2.2. At last, we deltail t negative auto-correlation and 6% with a positive one) &t las
analysis of relationships between Cumulative Abnormal Rethe Lagrange multiplier highlights the presence of artéa in

turn (CAR) and ratings in subsection 3.2.3. 15% of cases.
On the event window we compute the AR following equa-
3.2.1. Event Study tion (2):

Event study is a widely used methodology in finance (for = — —
surveys see for instance Khotari and Warner, 2006; Campbell ARt =Rt = (0‘ + Rt + Bi(Rme = Re) + Bi.smp X S MB+

et al., 1997). However, exact choices about main methodolog Bipmi X HML + 5 mom X MOMt) )
ical steps remains an empirical question. The estimation wi ’ ’
dows covers six months:—[13Q -10], the event windows is In this analysis, there are a few important point to take into

eleven days: §5 : 5]. On these windows we compute the account:
returns taking into account dividends using the followiog-f
mula: R, = m whereP; andD are respectively the price e The §tudy encompass several countries wiffedent cur-
and dividend on date rencies

Event studies can use severdfelient models: Among oth-
ers the mean model, the market model, the CAPM, the Fama
and French (1993) three factors or Carhart (1997) four facto
To compute the factors for the last two models, we follow the
procedure detailed by Renneboog et al. (2088aYo tackle
possible error measurement, all models include an intércep
We consider several candidates as benchmark the STOXX Eu- e The rating &ect can change according to the firm. The

e Event date are clustered in time: figure 1 shows that the
there are several ratings on the same day, this numbers
has great variation from 1 rating to 72. This induces
cross-correlation among the firms th&eet the test statis-
tics.

rope 600 (this choice is natural since Vigeo follows thisexy event can induce change in variance Harrington and Shrider
the emblematic index of each country (for instance the CAC 40 (2006). Thus tests must be robust to change of the vari-
in France, the FTSE 100 in UK, or the DAX 30in Germany...), ance.

and a self made country capital weighted index based on the

shares covered by WorldscdpeTo choose among these mod- e The normality of the AR is strongly rejected on the esti-

els and benchmarks, we retain the best combination on the es- ~ Mation window.
timation window using adjusted R-square. Results clealy f
vor the Carhart (1997) model since the adjusted R-square m
about 36% (on average) whereas it is about 32% with the may;.
ket model. Consequently, in the remainder, we use the Garh
(1997) model four factor model given in equation (1).

According to Campbell et al. (Available online July 2010),
such a multi-countries (and currencies) event study, deho
th local index, no currency conversion (and preferably bu
nd hold returns) are adequate. Moreover, results favor the
Cowan (1992) and Corrado (1989) tests. Numerous studies an-
Rt =a+ Rf +Bi(Rnt — Rf) + Bi.smbX SMB alyze the tests features (see for instance, among otherarCow
t B e xHML + B « MOM: + & (1) (1992), Giaccotto and Sfiridis (1996), Seiler (2000), Hamil
B ¢+ Bi.mom LT At et al. (2002), Corrado and Truong (2008)). Major conclusion
There is a concern using Fama French Carhart's model iA€ the superiority of non-parametric tests (Corrado amdesi
such framework since Galema et al. (2008) evidence that thigl992), Cowan (1992)) and tests that account for changein va
model includes risk premia that interacts with the CSR. Theance (Boehmer et al. (1991))
remainder of the methodology (cf. subsection 3.2.2) dets w ~ One drawback of the Corrado and Zivney (1992) is that it is
this topic. a one day test (not suited for the CAR since to aggregatealever
On the reference windows, we check the AR stationarityAR one need to hypothesis that they are independents!)idn th

with the KPSS test, the normality using the Jarque-Berattest  case, we use the adjustment proposed by Kolari and Pynndnen
(2009) that standardizes the returns before computatidheof

test and re-base the number of days to obtain a properly spec-
ified test. According to the authors, theses tests are rabust

14T avoid influence of extreme abnormal values we winsorizividual
data prior to computation of the Fama French factors. Adogrtb the features
we observe, we winsorize returns at a 0.25% level, markdtat@ation at a
0.5% and market to book value at a 1%. Following these operstive obtain

for theS MB HML andU MD values in the range-{L8%; 19%. 16They also recommend a equal weighted index however, no suielx iis
15This index is the only one used for Fama and French (1993) amdat available during all the period and in all countries. Conmmyisuch index could
(1997) models. lead to significant dierences.



serial correlation, eventinduced volatility and crossretation  we necessarily loose the first event for all firms. The resglti
due to event day clustering. sample contains 1007 events.

However, one strength of the parametric tests is that they Since the rating belongs to ,[D00], we use truncated re-
able to quantify the phenomenon. Thus we also compute pargression to estimate equation{3)This regression enables us
metric test: The standard Patell (1976) t-téstnd Boehmer to estimate the expected CSR according to the firms’ features
et al. (1991) test that account for induced variance. HoweveWhat really matters in the announcement is not the announced
none of this test is robust to cross-correlation. Thus we usgalue, but the surprise (the innovation). In the remainder,
the simple adjustment proposed by Kolari and Pynndnen (200®nly use the residuak(;) from equation (3). A critical ques-
that takes into account the cross-correlation among thetgve tion is how to translate the ratings into variables. The prop
on a same daté, translation relies on the true (unknown) relationship feetv

All computation use the Standardized Abnormal Return (SA&R} and the CSR. Moreover, as several studies (Galema et al.,
and Standardized Cumulative Abnormal Return (SCAR), the008; Kriiger, 2009) underline affirent reaction according to
standardization account for the prediction error (see Grathp good and bad news (positive or negative; strength or cojcern
etal., 1997, for details) and are done using the SAS software we construct two variables:
the remainder we only report parts of the results, wholeltgsu

are available upon request. ACSR+ =6t whene ¢ >=0
This analysis enables us to check our main hypothesis (hy- ACSR— = —6¢ whene ¢ <0 (4)
pothesis 1)

ACS R- corresponds to a good score from a CSR point of view
3.2.2. Analysis of CSR Ratings (an investment of the firm into the CSR, a strength) AG®b R-
Here, without loss of generality we illustrate the methedol to abad one (a divestment from CSR activities, a concern). Us

ogy using theACS Rvariable. The same methodology is useding this transformation enables a simple interpretatiopaf

for all elements of the rating¥CS R factors, fields, subfields rameters of AR regressions. Whatever the variable, if we ob-

and items). tained a positive parameter then the market view this agtivi
One advantage of the event study methodology we use igither a strength or a concern) as a benefit whereas negative

that it controls for stock features. More specifically, givee  values show a costly interpretatfén

use the Fama French Carhart's model, AR are adjusted accord- The parameters interpretation have to be made with caution,

ing to market return, systematic risk, book to market, markedue to the sign of variables. Then, on the one hand a postive p

value and momentum. rameter orACS R- and a negative parameter ACS R- means
Thus, to assess the impact of CSR on the stock returns wat the market interprets investments of the firm into CSR ac

should also control for the influence of these features on thévities as beneficial for the firm. On the other hand a negativ

CSR. Following the literature, market value has a positive i Parameter oCS R- and a positive one 0ACS R- evidences

fluence on the CSR (Orlitzky, 2008), even if the link is lessthat the market considers investments of the firm into these a

clear book to market and beta are also related to CSR behativities as detrimental for the firm.

ior (Galema et al., 2008). Moreover, the economics secrars a

very different in terms of stock features thus the relationship be3.2.3. Analysis of CAR

tween the stock features and CSR behavior can vary according In order to analyze the influence of the CSR on AR we use

to the sector. Consequently, we estimate the following rhode the model given in equation (5).

9 CAR:=A+BXVIGEQ +Cx Xt + & (5)
ACS Rt =a+ Z DSS X (Mvi,t—l XBMV,S,S
=0 whereCAR ; is the cumulative abnormal return of firhon
+BTMV, 1_1 X BeTmyus.s + BETA (1 X BBETAS.8) datet, VIGEQ; is a vector containing the ratings of the ffttn
©) and the vectok; ; contains several control variables.
We initially consider a set of control variable similar to

whereDS; are sector dummies that are equal to 1 if the firmGalema et al. (2008), after removing non significant vagapl

belongs to the sectar(first level of the ICB classification) and We use:Date> 07-2007 a dummy variable that is equal to 1 if
0 otherwise. MV is the firm market value (in In millior€),
BT MV is the firm’s book to market value arBET Ais the

s : : : 19Factors are by construction free from this constrain, they estimated
CAPM firm SB. These variables are Iagged in event time tha'{as usual. For details about the estimation process refero @im in SAS

is to sayMV;_; is the capitalization measured during the esti-gocumentation, option truncated.
mation window of the previous event. Since there is one lag, 2°At last, one can ask whether the change of rating has an im#uefihus
we also compute the change of ratingCS R = ACSR- ACS R_3, to avoid
loosing too many observations, we consider that when noiqrewating is
available, AACSR = 0. However, these changes of rating do not produce
significant results thus we do not include them into the prieskresults.

21The exact content varies among regressions, we study thallinéluence
(one variable), the fields influence (6 variables), the sidsfier the items.

+ €t

17Also referenced ad2 test in Campbell et al. (1997).
18Roughly speaking, this adjustment deflates the test staligtthe value
induced by the correlation among observations.



the date is after July 208% Abnormal Volumehe percent de-
viation of the monetized daily trading volume on that dayniro
the reference peridé the S ector Returithe country sector re-
turn extracted from Datastream according to the clasdificat

of the firm (variabldNDXEG). This variable enables to con- Figure 2: Standardized Average Abnormal Returns (SAAR)

trol for several features: A sectoffect, a country fect and S

also a historical ffec?*. @ 1
We also try to include control variables for others phenom- 3 )

ena for instance a short term momentum behavior of investors % 0.8

We thus compute the total return of the share on a window be- & AN

fore the event (11, —6] or [-16, —6] or [-21, —6]) and include S o06f

this variable into the regression (one at a time). However, t 3 /7

result is barely significant. Thus, short term momentum is no % 0.4 N '

significant here and we prefer not to include it in the presgént g ’

models. fj 0.2 ST - / N\
Since, the rating is nested it is not possible to include the & " ’

different levels of the rating (for instance field and subfields) g O N ;

into the same regression due to a collinearity problem. Thus & N 95% Confidence Intervat-—-----

on a given regression we include content of the CSR rating ac- & -0-2_5 _'4 _'3 _'2 —I1 5 '1 '2 '3 4 s

cording to their level: OverallACS Ror factors), fields, sub-
fields or items. All these variables are residuals obtaineoh f
equation (3) and split according to their sign (cf. equatipn

Relative Time (Days)

This figure gives the SAAR in the event window. 95% confidenterial is
build using a reversed t-test.

4. Results

We first present results on thé&ect of announcements on
returns in subsection 4.1. Second we take into account the ef
fects of stocks features on CSR ratings in subsection 4.8nTh
we review the impact of the overall CSR behavior of the firm in
subsection 4.3. Following, we then turn to a detailed arnslys
of the announcement in subsection 4.4. At last we present the
robustness check we run in subsection 4.5.

Figure 3: Standardized Cumulative Average Abnormal Return
AR)

4.1. Hfect of Announcements on Returns

Figure 2 and 3 provides the SAR and Standardized Cumula-
tive Average Abnormal Returns (SCAAR) over the event win-
dows.

Figure 2 shows that SAAR are significant a 5% level (us-
ing a cross-sectional t-test also known as J1) over the windo
[-2,2]. The overall reaction is firmly positive. The sequence
of SAAR generates SCAAR fromb5 in figure 3: They are first
slightly negative and thus grow up until 2 to become positive
and significant, then they slightly decrease from 3. Table5 d
tails the statistical tests on these data.

Table 5 highlights that SAAR are significant and positive
over the window {2, 2]. Even accounting for the induced vari-
ance, the ffect remains positive (Boehmer test). This one is
not an artifact of event clustering since the Adjusted Boehis
also significant. The reaction is particularly concentiate the

22This variable comes from a Chow test evidencing the influesiaie fi-
nancial crisis on the stock market.

Z3\e first compute on the reference period the average daijngaolume
(uv) then, on the event day(s) we compute abnormal vojuree(volume; —
M)/ Hy-

2Anterestingly, we also tried the AR but this variable was significant.
Thus abnormal shares’ returns are not influenced by the ataisector return.
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This figure gives the SCAAR in the event window. The variousA8R only
change according to the beginning date.



Table 5: Standardized Abnormal Return (SAR) Tests

Variable Average (%) % Positive Patell Boehmer  Adj. BoehmerCorrado Corrado-Zivney
SARs 0.20 54.28 B6+* 4.08* 2,90 1.09 138
SAR4 -0.05 46.41 -2.07" -1.23 -0.87 -0.75 -0.82
SAR3 -0.06 49.62 -2.41* -1.37 -0.98 -0.44 011
SAR> 0.30 61.02 171 6.78"* 4,82 2.27* 3.27*
SAR 0.26 58.12 10" 4,81 342 217 2,75
SAR 0.30 55.10 184 6.69"* 476" 1.85° 2.10™
SAR 0.77 69.27 297" 1473 1048 573" 6.46"*
SAR 0.38 58.82 187" 8.47 6.03* 2.86"* 3.16"*
SAR 0.11 53.72 40 2.06" 1.46 083 155
SAR 0.08 57.56 P8 141 100 106 232
SAR -0.09 50.31 -3.50"* -1.89° -1.34 -0.25 Q16
SCAR-2:-1] 0.38 62.34  105** 7.92%* 5.63"* 2.82** 3.63%*
SCARO: 2] 0.83 69.65 3242 16.75"* 1192 6.16"* 6.49"*
SCAR-2:2] 0.88 7091 3824 17.33** 12.33* 5.71% 6.30"*

This table provides the test of the SAAFCAAR significance. When a cumulative return is studied,Gberado and Corrado-Zivney statistics have been adapted
to the multi-day framework following Kolari and Pynnoner0@). The adjusted Boehmer test account for event day diugtéollowing Kolari and Pynnodnen
(2005).* 10%,**, 5% and™* 1% significance.

days following the announcement. Moreover, SCAAR show Table 6: Cumulative Abnormal Return (CAR) Distribution
a significant anticipation on the two days preceding the an-
nouncement. Hence, the announcement of social rating (good

CAR[-2,-1] CAR[0,2] CAR[-2 2]

or bad) induces a positive reaction of the stock price, shgwi Mean o 090 191 281
the strong demand of investors for these information. Thie-an ?tg?aciard Deviation 753*** 1i;§** 1§8é**
ipated éfect of ratings can be explained by information sources  gjgn stat 1990  31200™ 33200
of rating agencies. Vigeo uses public information and atsa d Min -4381 -3335 -39.26
directly obtained from stakeholders and firms. Anticipatiat- Median 080 196 272

) o S M 2524 1 754
ings on the base of public information, investors could buy o & > °418 345

sell stocks before ratings announcement, operating ondyva f This table provides the distribution (mean, standard dieviaminimum, me-
days before the announcement limits their risk. In that ibns dian and maximum) of the AR. Moreover t-stat gives the studgatistic and

: ; PR ; ; sign stat the sign test statistic with the associated caméeléevels:* 10%,**,
eration a part of information is mcluded.ln stock pnce_:opthe 59 and* 1% significance,
announcement date. Another explanation could be linkeukto t
data collection from rated companies and stakeholders- The
ses exchanges between firms and rating agencies are a abtenﬂ' .

. L . L2 . 2. f ks F r n CSR Ratin
way for dissemination of information (insider trading). Bects o S_toc S eatfj ?S ° C_S ) at gs_ )

Table 6 gives the Cumulative Average Abnormal Return Table 7 provides descriptive statistics of variables idel
(CAAR) distribution. The distribution and tests (t-tesigrs 1N €quation (3)in panel Aand in equation (5) in panel B. As one
test) shows that, over the windowZ, 2], the CAR are posi- ©an notice from table 7. Variables in panel B have extreme val
tive and significant albeit dispersed (the minimum is negati  UeS- To avoid the influence of these observations in estimati
Thus, these evidences confirm the results obtained on SARf €quation (5) control variables are winsorized at a 1%lleve
they strongly support hypothesis The announcement of CSR Table 8 summarizes the results from est|mat!on_ of equa-
rating induces a significant reaction of the markdoreover, ~ tion (3). From table 8, we see that market capitalization is
this reaction is firmly positive and partly anticipated. overwhelmingly significant. Whatever the sector or the aspe

The rating announcement seems to satisfy expectation gfnder review, the gre_ater_the firm _the_ gr(_aater its’ investriren
investors looking for information about social resporiiippf ~ CSR. However, considering the distribution (average, tire m
the firms and especially about the risks attached (sustiitgab MUM, maximum and dispersion) we not|<_:e variations between
risk or unsustainability risk). Given the development ol 8R  the sectors and between the aspects (for instantéandCIN
the last years this additional information could reinfafoede- &€ more influenced by the size of firm). Beta is less significan
mand for these stocks and explain an increase of transactiorlt Nas a positive o€G (and consequently oRactor,) and neg-
Another interpretation could be the portfolio re-balancof ~ ative but mostly not significant influence on the CSR. Thus firm
institutional SR investors, to show appropriate composito ~ With high risk may investirG and improve their rating. Book -
their customers, that is to say have companies with good CSF® market has a changing influence with the same number sig-
scores. This explanation is to explore in other researcincesi Nificantly of positive and negative cases. Firms with higbloo
this study clearly shows that théect is concentrated over the {0 market tend to invest iENV andHR while they disinvest

window [-2, 2], in the remainder of the analysis, we only con- from BBor CG. _ _ _
sider this window. Looking at the detailed parameters estimates we notice clea

differences between sectors about book to market. Indeed in
10




Table 7: Descriptive Statistics

Variable # u o Min. P1 Median P99 Max.
Panel A: Rating Regression Lag Stock Variables
B (CAPM) 1007 0.89 0.36 0.01 0.16 0.88 198 356
Book to Market 1003 049 0.27 0.00 0.06 044 130 1.87
Market Value (In 16 €) 1006 852 125 489 583 841 115 121
Panel B: Abnormal Returns Regression Market Variables

Sector Return (%) 995 121 3.76 -11 59 1.20 6.67 35.9
Abnormal Volume (% deviation) 1007 0.18 48.7 -99 -70 -9.4 159436

This table describes variables entering in equation (3aimepA and equation (5) in panel B.

B (CAPM) is the CAPM beta, book to market is the ratio book valumarket value, market value is the In market value in milké&n

Sector Return is the country sector return extracted fromafda@am, Abnormal Volume is the percent deviation of tHame compared to the estimation window.
Panel B figures refer to the window2, 2].

Table 8: Summary of fects of Stocks Features on CSR Ratings

Variable u o Min. Median Max. # Significant - 5%
>0 <0
ACSRp?Z 0.33
Btmv - Sector 0.18 9.71 -14.18 0.97 16.40 2 2
Capitalization - Sector 5.21 0.72 4.25 5.30 6.14 10 0
Beta - Sector -1.19 547 -14.24 -1.12 6.84 1 1
FACTOR1p% 0.22
Btmv - Sector -0.19 0.78 -1.26 -0.09 0.91 3 2
Capitalization - Sector 0.35 0.07 0.22 0.38 0.43 10 0
Beta - Sector -0.22 0.47 -1.00 -0.35 0.75 1 2
FACTOR2p%: 0.08
Btmv - Sector -0.66 1.01 -2.98 -0.43 0.72 0 3
Capitalization - Sector 0.07 0.05 0.02 0.06 0.18 3 0
Beta - Sector 0.24 0.43 -0.58 0.42 0.65 2 0
BB p?: 0.22
Btmv - Sector -4.34 8.85 -18.24 -4.01 10.66 1 3
Capitalization - Sector 4.06 0.64 3.16 3.84 5.12 10 0
Beta - Sector -1.31 5.14 -8.25 -2.27 7.40 0 0
CIN p2: 0.22
Btmv - Sector -496 1050 -19.58 -5.81 8.99 0 0
Capitalization - Sector 6.91 1.05 5.49 6.81 8.63 10 0
Beta - Sector 054 1227 -31.35 3.39 11.39 0 1
CGp?: 0.16
Btmv - Sector -9.46 13.49 -28.65 -7.70 6.48 0 3
Capitalization - Sector 3.32 1.23 1.79 3.35 5.70 9 0
Beta - Sector 0.88 9.56 -12.37 0.65 17.44 3 0
ENV p% 0.31
Btmv - Sector 10.76  10.70 -9.24 11.26 27.05 4 0
Capitalization - Sector 7.39 1.23 6.14 7.04 10.17 10 0
Beta - Sector -1.51 11.17 -31.40 1.71 5.68 0 1
HR p?%: 0.28
Btmv - Sector 6.63 17.56 -23.89 8.87 31.31 4 2
Capitalization - Sector 5.95 1.32 3.63 5.98 7.80 10 0
Beta - Sector -7.78 9.35 -30.74 -5.63 4.48 0 2
HRTSp?: 0.21
Btmv - Sector 1.69 12.03 -14.49 2.72 24.86 2 1
Capitalization - Sector 4.73 0.76 3.58 4.78 5.74 10 0
Beta - Sector -1.41 4.37 -7.89 -1.12 6.46 0 0

This table summarizes the results from estimation of eqng8) onACS Rfactors and fieldso? is the squared correlation between observed and prediatadss
(a rough estimate of the R-square).

First five columns give the meap)( the standard deviatiorr§, minimum (Min.) median Mediar) and maximum [lax) of the estimated parameters.

Last two columns count the number (out of the 10 sectors) @fmaters significant (likelihood ratio test) at least a a 6%l

Estimation takes care of the truncation of the ratiA@ & Rand fields) over the range,[000] using proc glim (SAS).
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sectorgonsumers goods, consumers servaradfinancialsthe
effect is positive (and significant at a 5%) BNV, HR, HRT S

Factor,. On ACS Ronly consumers goods, consumers services

are positive and o8B consumers good$n the contrary, in
sectordelecomsandutilities the efect is negative (and signifi-
cant at a 5%) oMCS R BB, HR, Factor;. OnBBwe also ob-
tain a negative parameter fimdustrials onCG for industrials,
health careandutilities and onHRT Sfor consumers services
Consequently, it seems that in sectors with direct publiz-re
tions (consumers goods, consumers serviaadfinancialg a

high book to market induces a investment in CSR while in net

work infrastructure sectorgglecoms and utilitiesthe higher
the book to market the lower the investment in CSR.

4.3. Influence of Overall Score

Tables 9 provides the parameters’ estimation considering ACSR+

the overall influence of CSR.

From table 9 panel A evidences that there is not a signifi-

cantimpact of aggregated scoré&(S R on stock market. This
result is in line with the findings of Ertugrul and Hegde (2D09
on corporate governance ratings and reinforce the exibtéarg
ature on confoundingfiect. Panel B confirms this result since
the dominantactor; reflecting the general investment in CSR
has no significant influence.

However, panel B also reveals a positive influence at 5%
on the entier window of the second factor. Representingla hig FACTOR1+

investment inCG and a low one irHR andHRT Sthis factor
explain only 14% of the score variation. This result is tyttel
the impact of the factor components, among otiG¥es
Moreover, we observe a significarffect of sector returns
on market reaction to rating announcements. Thiexgis linked
to the period and to the Vigeo methodology, that is to saydo th

announcement waves of ratings by sector. The financiakcrisi
also dfect the AR. Lastly the abnormal volume has a signifi- Sector Return

cant impact but very weak. fiects of these three control vari-

ables will be also observed on the next regressions (table 10

through 12).

Table 9: Influence oACS Rand Factors on Abnormal Return

(AR)
Variable SCAR-2,-1] SCARO0,2] SCAR-272]
Panel A:ACSR
Adj. R? 0.56 048 048
F test 261 187 190
-0.000 Q029 Q031
0.93 046 048
ACSR - 0.012 Qo3 0031
0.58 036 037
Abnormal Volume (#) ®02 Q011 0.007
0.61 001 015
Sector Return xir 1427 1.557*
0.00 Q00 000
Date> 07-2007 02 0.583** 0.567**
0.03 Q00 000
Panel B: Factors
Adj. R? 0.56 048 048
F test 187+ 134 136+
0.023 -0.05 -0.03
0.92 091 096
FACTOR1- 0.021 Q211 Q016
0.93 064 097
FACTOR2+ 0.236 Q606° 0.773*
0.21 Q006 003
FACTOR2- -0.15 0457 Q319
0.45 022 041
Abnormal Volume (#) @®02 Qo1 0.007
0.60 Q00 014
13+ 1.444* 1.558**
0.00 Q00 000
Date> 07-2007 208" 0.569** 0.567**
0.02 Q00 000

These findings allow us to validate hypothesis 2 since théhis table reports the estimation of model (5).

aggregated score does not directly influence the AR.

4.4. Influence of Components’ Score

First two lines Adj. R and F test provide respectively the regression’s adjusted
R-square and the Fisher test. Following lines provide tharpaters estimate
with significance { 10%,**, 5% and™* 1%) and below the p-value.

Panel A considers only the influence A€ S R the average of the fields.

Table 10 through 12 provide the parameters’ estimation oPanel B decomposes the CSR between the first two factors {eefigble 2 for

equation (5) considering respectively the influence of &gt
subfields and at last of iterffss Due to size constraint in sub-
fields and items we only present elements when at least one
the components (strength or concern) is significant at 10&b.le
However, we always use in the regression all (filled) sulsdield
and item$°.

the meaning)

In each panel, the variable is the residual from equatiordif8rentiated ac-
cording to the sign (cf. equation 4).

abntrol variables arébnormal VolumeThe percent deviation from the refer-
ence window;S ector ReturnThe country sector return aridate A dummy
variable taking value 1 if the date if after July 2007.

To obtain robust inference, we use MacKinnon and White (18$85C 3 esti-
mator.

A cross analysis of tables 10 to 12 shows that two fields

provide a significant influence whatever the aggregatiosifév
Market views mainlyENV as a cost an#lRT Sas a benefit.

2\We only use items filled in at least 33% of cases. Refer to tabléor
details.

26Results remains qualitatively similar when we select ofgyificant vari-
ables in the regression.

2'In comments, we only consider parameters significant at a 186546
level.
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Table 11: Influence of Subfields on Cumulative Abnormal Re-

turn (CAR)
Variable SCAR-2,-1] SCARD0,2] SCAR-2,2]
Table 10: Influence of Fields on Cumulative Abnormal Return Adj. R? 0.57 Q49 049
(CAR) F test 36" 28+ 28+
CG1+ 0.002 Q051+~ 0.051*
- 0.88 Q01 002
Variable SCAR-2,-1] SCARO0,2] SCAR-22] CGl- —0.02 0022 0.00
Adj. R? 0.56 049 049 0.16 032 099
F test 88" 66.7** 66.7** CG4+ 0.012 -0.03* -0.02
BB + -0.000 Q056* 0.045 0.11 Q002 032
0.98 008 021 CG4- -0.02f -0.01 -0.03
BB - 0.022 Q03 0029 0.07 056 029
0.21 038 041 CIN2 + 0.019 -0.03 0009
CIN + 0.008 -0.04* -0.02 0.11 011 068
0.46 003 Q025 CIN2 - 0.007 -0.05** -0.02
CIN - 0.002 -0.06"* -0.05* 0.52 001 027
0.85 000 Q04 ENV1 + -0.01 0015 Q011
CG+ 0.006 Q02 003 0.62 058 071
0.63 038 021 ENV1 - 11E-4 0.072* 0.06*
CG- -0.03 0.011 -0.01 0.99 Q01 006
0.06 067 Q79 ENV2 + 3.0E-5 0.006 Q006
ENV + -0.01 0005 Q005 1.00 Q085 087
0.60 087 088 ENV2 - 0.037 -0.01 0027
ENV - 0.017 Q09 0.099** 0.05 082 043
0.28 000 Q00 ENV3 + 0.005 -0.05° -0.04
HR + 0.02 -0.06" -0.04 0.69 006 013
0.15 002 Q17 ENV3 - -0.01 0009 Q007
HR - 0.017 -0.01 Q005 0.69 Q75 083
0.32 Q78 088 HR3 + -0.01 -0.06* -0.06*
HRTS+ -0.01 0101+ 0.083* 0.47 001 002
0.55 001 Q05 HR3 - -0.00 -0.05 -0.05
HRTS- -0.01 0005 -0 0.82 Q15 017
0.68 088 094 HRTS2+ 0.007 Q107+ 0.1**
Abnormal Volume (#) @02 Q012+ 0.008 0.70 Q01 002
0.58 000 011 HRTS2- 0.007 Q028 Q029
Sector Return X27+* 1.409** 1.545+* 0.72 Q045 046
0.00 000 Q00 Abnormal Volume (#) o1 Q012+ 0.008*
Date> 07-2007 (0200) I 0.615** 0.592-* 0.66 Q00 009
0.02 000 Q00 Date> 07-2007 0204+ 0.609** 0.563**
0.02 Q00 000
This table gives the influence of the fields on the CAR. Sector Return 21 1.365** 1.58**
Report to table 9 for full legend and to table 13 for the megmihthe fields. 0.00 000 0.00

This table gives the influence of the subfields on the CAR.

Report to table 9 for full legend and to table 14 for the megmifithe subfields.
In this table even if all subfields are included in the regmegswe only report
subfields of which one of the components is significant at lega 10% level.
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Some fields are significant only for some aggregation levels.
As Ertugrul and Hegde (2009) we find that the market does not
react toCG on the summary level (field), but only on subfields
and items. This point emphasizes the specificityC field
shown in data analysis (see subsection 3.1.1). A confogndin
effect or the use by investors of specialize@ information (for
instance broker reports, corporate governance ratingsan

Table 12: Influence of Items on Cumulative Abnormal Returnexp|ain the irrelevance of summary informatiddB is Weak|y

(CAR)
Variable SCAR-2,-1] SCAR0,2] SCAR-22]
Adj. R? 0.57 049 049
F test 25 19 194
BB1-1 + 0.004 Q042 0.043
0.81 008 012
BB1-1- -0.01 0032 Q004
0.66 026 087
BB2-4 + -0.00 -0.06 -0.06
0.89 013 014
BB2-4 — 0.038* -0.01 0027
0.03 075 050
CGl+ 0.001 Q047 0.047*
0.90 002 005
CG1l- -0.02 0032 Q008
0.20 018 074
CG4+ 0.012 -0.03" -0.01
0.10 005 051
CG4- -0.02 -0.01 -0.02
0.05 083 043
ENV2-2 + 0.005 -0.03 -0.02
0.70 039 054
ENV2-2 - 0.027* -0.02 0026
0.04 041 026
ENV2-5 + -0.01 -0.03 -0.03
0.52 047 039
ENV2-5 - -0.00 -0.03 -0.05*
0.80 034 008
ENV2-7 + 0.006 Q067 0.06*
0.71 001 005
ENV2-7 - 0.009 Q03 0024
051 020 036
ENV3 + 0.004 -0.05" -0.05
0.75 006 011
ENV3 - -0.02 0015 Q001
0.34 066 097
HRTS2-4 + -0.01 005* 0.036
0.61 008 025
HRTS2-4 — 0.006 Q035 Q031
0.73 028 037
Abnormal Volume (#) ®02 Q011 0.008
0.57 000 012
Date> 07-2007 0181 0.556"* 0.542*
0.03 000 000
Sector Return 47 1.456™* 1.596™*
0.00 000 000

This table gives the influence of the items on the CAR.

Report to table 9 for full legend and to table 15 for the megmifthe items.

In this table even if all filled items are included in the reggien, we only report
items of which one of the components is significant at leaat18% level.
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significant and not on subfields. F&IN and HR a detailed
scoring in items is not relevant.

The sign of the component’ score, whether it is positive (an
investment, a strength) or negative (a divestment, a capdsr
a crucial dimension of CSR rating to analyze market reaction
We underline the main results and compare them with the rela-
tive literature. We validate some previous results but s
new and contrasted results. Theseedences are related to
main features of our research: we focus on short term market
reaction; we use scores with positive or negative valuesxahd
strength and conceth

The market views only one fieldRT Sas beneficial due to
the positive influence of good score. This result contratis w
the negative mispricingfiect found by Manescu (2010). Two
fields are corresponding to detrimental activitieENVandHR.
For ENV a bad score has a positive influence, suggesting that
the market rewards firms with bad environmental practices. A
low investment inENV can be view by investors as a way of
cost minimization. Only an investment BNV2 — 7 (Man-
agement of environmentimpacts from transportation) ikien
cial. Except for this item our results contrast with growerg-
pirical literature showing a positive relation betweenpmate
environmental performance and firm value (Renneboog et al.,
2008a) and Scholtens and Zhou (2008). A good scordRf
which seems to be perceived mainly as a cost, induces a neg-
ative reaction after the announcement. THedt is driven by
HR3 (Quality of working conditions). Our results confirms the
one of Scholtens and Zhou (2008) an@ih&scu (2010) on the
recent period but dlier from those of Galema et al. (2008).

ForCGandCIN the relationship is mixed. A good score on
CGl1 (Independence andfiency of board of directors) and a
bad one on CG4 (Transparency on executive remuneration) in-
duce positive AR. Community involvemer@ [N) is also inter-
preted as mixed. The market reacts negatively to bad and good
CIN scores. Thus, to avoid a negative market reaction, firms
have to make investment @IN according to the norm of the
sector (neither less nor more). This illustrate the two tacé
risk: non-sustainability and sustainability. The benefigiart
seems to be driven bgIN2 (Responsible societal behavior).
So we do not verify the positiveiect documented by Ehescu
(2010).

We validate hypothesis 3. The results shoffedences of
market reaction to the CSR rating announcement between the
fields, within a given topic according to the aggregatiorelev

28\We work on numerical scores whereas analysis based on KL assmts
of positive CSR firms’ realizations (strength) and countsegfative CSR firms’
realizations (concern). Interested reader can referdoeédcu (2010) who de-
tails the methodological concern using KLD measures.



(fields, subfields or items) and at last according to the sfgn o
the elements’ score (strength vs concern).
Only 6 subfields out of 17 are significant at 5%, and very
few items. More details induce more noise due to missing in-
formation. So a few items (4 out of 37) are relevant. SomeFigure 4: Standardized Average Abnormal Returns (SAAR) us-
of detailed elements give the needed information. Subfellds ing the Mean Model

low to offset the confoundingfiect for some topic. That is the S
right level forCG. Two subfields are releva@G1 (Board of g 035r
directors) andCG4 (Executive remuneration). On others fields 2 0.3 F
it gives also valuable informatiol€ IN2 (Responsible societal % 025k
behavior) andHRT & (Respect for human rights in the work- £ 02l
place) are significant. Items give useful information tceistors § os |
on the most important topics for investors at a time, likeienv < '
ronment. Items on non-discrimination and on integratiosamf g Oir
cial factors in supply chain management are also relevamt. O % 0.05 -
findings are in line with those of Ertugruland Hegde (2009 an o 0 s
allow to validate hypothesis 4: A reduced number of detailed & _gg5[ \'
components of CSR ratings is taken into account by investors g o1l /
o] 95% Confidence Intervat-—-—-->>._
4.5. Robustness Checks o T 2 1 o 1 2 3 a4 l5
To check for a selection bias, we use the Heckman selection Relative Time (Days)

model with: o . : . .
This figure gives the SAAR in the event window using a constagan model.

. T % fi i I'is buil i -test.
selection= f(BOOktO Marke,tMarketCapltallzatlobl 95% confidence interval is build using a reversed t-test

. This model underlines that the sample we study is more fo-
cused on bigger firm than the population of the rated firms.
However, in the latter steps (regression 3 and 5) the inverse
mills ratio is not significant. Thus, the selection does nfiti
ence the results we obtain and we do not include this addition
step into the analysis.
To ensure that results of the event study is not driven by
the methodological choices we made, we try other lengths of
estimation windows for instance 26Q —10] and [-72, —10]U Figure 5: Standardized Average Abnormal Returns (SAAR)
[10,72], we use other indexes (the emblematic index of eaci\djusted Day of the Month

country for instance the CAC 40 in France, the FTSE 100 in &£
Great Britain, or the DAX 30 in Germany...) and obtain al- £ o7r
most identical results. To check for an influence of the Fama & 06
French model we also compute the SAAR using the constant % 0.5
mean model and obtain figure (4). As one can see comparing g 04t
figure 4 and 2, the AR patterns and significance remain. 5 o3l ; / O\

Since Vigeo broadcast it's rating on the last business day of s s
the month, the results we obtain heretofore could be due to an & 02 B
end of month or a day of the weekfect. To confirm the ro- o1 \
bustness of our results, we first compute the average vplatil 2 U / 5
(squared return) according to the day of the month (ordinal p % -0.1f /
sition of the day within the monthrg), we then standardize the 2 o2} Y/
raw return:Ragj: = Rrawt + 0'd Whered is the ordinal position g _oa ., 95% Confidence Intervat--———
of dayt within the month. We then use the adjusted return to -5 -4 -3 -2 -1 0 1 2 3 4 5
perform the event study. Figure 5 gives the standardized av- Relative Time (Days)

erage AR obtained adjusting day of the month (analogous to
figure 2 on the raw returns). As one can see, even if there i h_|s flggre gives the SAAR in the event window. 95% confidemterval is
e . . . uild using a reversed t-test.
some modifications (for instance the AR on day 0 is lower), the
main results (positive influence of the announcement) remai
almost unchanged.
On the regression part, we also run robustness checks.rRathe
than using the sector’s return to control for historical ecter
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effect, we use a panel regression with a fix@@e (according univocal but not necessarily. There are elements (e.g. asmm

to the Haussman'’s test) for the production date. The re=ult, nity involvement) where being in the norm is rewarded wherea

mains quite similar (even slightly better). However, witick  having a good or a bad score are both penalized.

approach, the interpretation of the fixeflleet is quite dificult Fourth, we show that the market reaction is mainly deterchine

thus we prefer to present the linear regression model wih thby a reduced number of elements and that more detailed scores

sector return. are often needed to overpass ambiguity of the overall figure o
The specification we present in table 9 through 12 uses ambiguity of the corporate governance field. Field corporat

transformation of the initial score splitting the varialletwo  governance has no influence whereas subfield independeshce an

components according to the sign of the residual. One can agfficiency of board of directors (transparency on executive re-

whether others transformation lead to the same resultse®¥e t muneration) is valued (penalized).

alternative specifications, a non parametric transf8rof the Our results underlines both the growing role of CSR and the

initial score, a dummy transformation (thatis to @SR+ =  cleverness of the market since the reaction really disodteis

1 if the score is positive and 0 and converselyA@SR-) and among the fields, subfields and items, varies according to the

others splitting scheme according to the ratfhgWe obtain  investment in or divestment from the CSR activities.

qualitatively similar results however, significance is é&ngince Our conclusions are of course relative to the sample and pe-

it does not account for the magnitude of the rating (dummy) oriod studied. The relationships we evidenced should eviolve

it cut away the impact of the rating=" which represents 40% the future as the knowledge and importance of CSR is growing.

of the sample. We use CSR ratings considering that they are good proxies of
At last, we also check for others phenomena by includindirms’ CSR behavior and performance. Such assertion could be
relevant variables into the regression (3) and (5). questioned. We focus on short term market reaction, acogrdi

In equation (3) we tried the growth of the sector, the firm finan to market éiciency the expectation of long term impact. How-
cial leverage or the specific risk of the firm. In equation (5)ever, the &ects we observed could be influenced by short term
we check whether the results are similar for continentabger (transitory) market dynamics. Future research about thekst
and UK. liquidity around the event should enable us to distinguish b
These analysis reveal that our results are robust to these phtween a value creation (linked to permanent informationalc
nomena. Since these variables are note significant we excludent of the announcement) or to a transitory buy pressumeg
them from the estimated models. to portfolio re-balancing).
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Appendix
Table 13: Vigeo Fields
Field Content
BB Business Behavior

CG

CIN

ENV

HR

HRTS

Consideration of the rights and interests of clients, irgggn of
social and environmental standards in the selection oflgrpp
and on the entire supply chairffective prevention of corruption
and respect for competitive practices

Corporate Governance

Effectiveness and integrity, guarantee of independence find e
ciency of the Board of Directors ffectiveness andfiéciency of
auditing and control mechanisms, in particular the incnspf
social responsibility risks, respect for the rights of ehalders,
particularly minority shareholders, transparency andmnate for
the remuneration of directors

Community Involvement

Effectiveness, managerial commitment to community involve-
ment, contribution to the economic and social developmént o
territories/ societies within which the company operates, posi-
tive commitment to manage the social impacts linked to petziu
or services and overt contribution and participation insesuof
public or general interest

Environment

Protection, safeguarding, prevention of damage to ther@mvi
ment, implementation of an adequate management stragy, e
design, protection of biodiversity and co-ordinated mamagnt

of environmental impacts on the entire life-cycle of produar
services

Human Resources

Continuous improvement of professional relations, laksa-r
tions and working conditions

Human Rights

Respect for freedom of association, the right to collecbee-
gaining, non-discrimination and promotion of equalityireéha-
tion of illegal working practices such as child or forceddgb
prevention of inhumane or degrading treatment such as kexua
harassment, protection of privacy and personal data

Following the Vigeo website httffwww.vigeo.com, this table gives the mean-
ing of the fields.


http://www.vigeo.com

Table 14: Vigeo Subfields

Subfield # Content

BB1 1250 Customers

BB2 1243  Suppliers and contractors

BB3 1461 Business integrity

CG1 1588  Board of directors

CG2 1588  Audit and internal controls

CG3 1588  Shareholders

CG4 1588  Executive remuneration

CIN1 776  Impact on local communities

CIN2 1200 Responsible societal behavior

ENV1 1588 Integration of environmental issues into corfora
strategy

ENV2 1585 Incorporation of environmental issues into thenma
facturing and distribution of products

ENV3 645  Environmental consideration in the use and didpdsa
productgservices

HR1 1553  Continuous improvement of industrial relations

HR2 1573  Career development

HR3 1490  Quality of working conditions

HRTS1 790 Respect for human rights

HRTS2 1588 Respect for human rights in the workplace

This table provides the meaning of the Vigeo subfields anditimeber of filled
subfields within the studied sample (1588 events).
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Table 15: Vigeo Items

Items # Content

BB1.1 727  Product safety

BB1.2 643  Information to customers

BB1.3 557 Responsible Contractual Agreement

BB2.2 280 Sustainable Relationship with suppliers

BB2.3 1001 Integration of environmental factors in the $upp
chain

BB2.4 825 Integration of social factors in the supply chain

BB3.1 1202  Prevention of corruption

BB3.2 814  Prevention of anti-competitive practices

CGl.1 Subfield  Board of directors

CG2.1 Subfield  Audit and Internal Controls

CG3.1 Subfield  Shareholders’ Rights

CG4.1 Subfield  Executive Remuneration

CIN1.1 Subfield  Promotion of social and economic develogmen

CIN2.1 838 Social impacts of company’s products and ser-
vices

CIN2.2 520 Contribution to general interest causes

ENV1.1 1588 Environmental strategy and eco-design

ENV1.2 463  Pollution prevention and control

ENV1.3 425  Development of "Green" products and services

ENV1.4 511  Protection of biodiversity

ENV2.1 530 Protection of water resources

ENV2.2 1513 Minimizing environmental impacts from energy
use

ENV2.4 641 Management of atmospheric emissions

ENV2.5 1010 Waste management

ENV2.6 175 Management of environmental nuisances: dust,
odor, noise

ENV2.7 1099 Management of environmental impacts from
transportation

ENV3.1 Subfield Management of environmental impacts from th
use and disposal of products

HR1.1 1531  Promotion of labor relations

HR1.2 269 Encouraging employee participation

HR2.3 691 Responsible management of restructurings

HR2.4 1219 Career management and promotion of employa-
bility

HR3.1 188  Quality of remuneration systems

HR3.2 1381 Improvement of health and safety conditions

HR3.3 420 Respect and management of working hours

HRTS1.1 Subfield Respect For Human Rights and prevent cé-viol
tions

HRTS2.1 1454  Respect for freedom of association and the righ
to collective bargaining

HRTS2.4 1588  Non-discrimination

HRTS2.5 26  Elimination of child labor and forced labor

This tables details the items included in the Vigeo ratingd the number of
filled items within the studied sample (1588 events).

"Subfield” designates an item that is identical to the cgroesling subfield
(there only one item within the subfield).

In the analysis, we use only items with enough data (at |28t & 529 obser-
vations). Thus we exclude: BB2.2 CIN2.2 ENV1.2 ENV1.3 ENY/ENV2.1
ENV2.6 HR1.2 HR3.1 HR3.3 HRTS2.5.



Table 16: Sectors and Geographic Coverage

Sector Total Countries
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Oil and Gas 54 3 0 8 1 0 6 0 6 0 0 16
Basic Materials 104 2 6 10 12 17 0 0 2 6 0 12 21
Industrials 305 5 4 11 10 46 30 11 11 0 11 0 7 18 27 86
Consumer Goods 210 0 4 55 33 3 1 0 16 4 0 2 12 47
Healthcare 82 0 4 14 7 12 4 0 0 18 15
Consumer Services 279 1 8 66 16 4 7 12 3 12 1 2 9 7 1 124
Telecommunications 69 4 4 4 4 0 4 4 4 4 4 4 12
Utilities 83 2 0 0 3 6 9 0 11 0 28
Financials 332 5 13 37 20 11 31 12 5 8 29 25 77
Technology 70 0 0 28 7 0 0 4 16
> 1588 22 43 47 43 269 149 36 86 73 28 25 92 103 442

This table provides the number of announcements accorditigetfirm’s sector (first level of ICB classification) and fisxountry. The first column (Total) gives
the total number of firms by sector while the last lij¢)(sums up firms by countries.
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