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Abstract

The primary objective of profit-maximizing companies has long been seen as satisfying its
shareholders. However, this orthodox view of corporate governance has been modernized as
corporate social responsibility have become more relevant. In essence, corporate sustainability
performance has evolved and is now divided into environmental, social and corporate

governance, also known as ESG, closely scrutinized by all stakeholders.

The main purpose of this study is to investigate how ESG disclosures about Swedish-listed
companies affect their market value. By analyzing these results, using both conventional and
complementary theories in behavioral finance, the researchers in this study also aspires to add
new perspectives to the research field on why and how the market reacts as it does. This aim
was then fulfilled by quantifying the impact of 195 ESG news on market capitalization using

three-event studies.

The results are sufficiently reliable to confirm both hypotheses of the study. The findings
support both theories and previous research in the sense that deviations from the social contract
between firms and stakeholders damage firms' legitimacy. Furthermore, the study’s results
show that market reactions are asymmetric. Firstly, with the implication that the negative
impact of negative news exceeds the corresponding positive impact of positive news. Secondly,

with the meaning that positive news results in a negative impact on market value.

This can be attributed to market psychological factors and other factors, such as Swedish
investors' valuation of sustainability work. In addition, the opposite market reaction to positive
news is consistent with studies suggesting that certain ESG news are perceived as
greenwashing. Against this background, the study concludes that companies' sustainability
work and ESG compliance are not profitable to the extent previously advocated. However, the

indirect cost of not acting in a socially responsible manner is greater than the opposite.

Keywords: Abnormal Returns, Average Abnormal Returns, Behavioral Finance, CSR,

Cumulative Average Abnormal Returns, ESG, Event Study, Social Contract, Sustainability.



Abstract in Swedish

Det primara malet for vinstmaximerande bolag har lange ansetts vara att tillfredsstélla
aktieagarna. Denna ortodoxa syn pa bolagsstyrning har dock moderniserats i takt med att
hallbarhet och samhallsansvar blivit mer aktuellt. I huvudsak har bolagens hallbarhetsarbete
utvecklats och delas numera upp i miljéfragor, sociala fragor och bolagsstyrning, dven kallat

ESG, ndgot som noga granskas av intressenter.

Det primara syftet med denna studie &r att undersoka ESG nyheters inverkan pa svensknoterade
bolags borsvarden. Genom att analysera dessa resultat, med saval konventionella som
kompletterande teorier inom beteendeekonomi, &mnar forfattarna &ven att kunna bidra med nya
perspektiv till forskningen om hur, men &ven varfér, marknaden reagerar som den gor. Detta
syfte har sedan uppfyllts genom att kvantifiera 195 ESG nyheters inverkan pa bérsvarde med

hjalp av tre eventstudier.

Resultaten ar tillrackligt tillforlitliga for att bekrafta studiens bada hypoteser. Fynden stodjer
saval teorier som tidigare forskning, i den mening att avvikelser fran det sociala kontraktet
mellan foretag och intressenter skadar foretagens legitimitet. Vidare visar studiens resultat att
marknadsreaktionerna &r asymmetriska. | forsta hand i det avseendet att den negativa inverkan
fran negativa nyheter Gverstiger den positiva inverkan fran positiva nyheter. I andra hand i den

bemarkelsen att positiva nyheter leder till en negativ inverkan pa marknadsvarde.

Detta kan hanforas till marknadspsykologiska faktorer och andra faktorer, som exempelvis
svenska investerares vardering av hallbarhetsarbete. Vidare dr den motsatta
marknadsreaktionen till positiva nyheter i linje med studier som antyder att vissa ESG nyheter
kan tolkas som gronmalning. Mot denna bakgrund konkluderar studien att bolagens
héllbarhetsarbete och efterlevnad av ESG inte &r lonsamt i den utstrackning som tidigare
foresprakats. Dock ar den indirekta kostnaden for att ej agera socialt ansvarsfullt storre &n

motsatsen.

Nyckelord: Abnormal avkastning, Beteendeekonomi, CSR, ESG, Eventstudie, Genomsnittlig
abnormal avkastning, Hallbarhet, Kumulativ genomsnittlig abnormal avkastning, Socialt
kontrakt.



1. Introduction

The introductory chapter provides context for the study by outlining the research topic and how
previous studies have approached it. Then, both general problems and gaps in previous
research are narrated, resulting in the study's purpose, expected contribution and two research

questions.

1.1 Background

Poor Corporate Social Responsibility (CSR) can result in devastating consequences for a
company's both short-term and long-term value. This is historically demonstrated in cases such
as the Deepwater Horizon oil spill in 2010, the Fukushima Daiichi nuclear disaster in 2011, and
a more recent, less extensive example, the Moncler scandal in 2014. However, the preceding
are generally extreme cases. In terms of history, we know that most companies do relatively
well despite the bad news published about them (Capelle-Blancard & Petit 2017).

As the world evolves, the importance of CSR and Economic, Social, and Governance (ESG)
factors increases. This has piqued researchers' interest in investigating how more everyday ESG
disclosures affect the market (Capelle-Blancard & Petit 2017). Recent studies have utilized
event studies to quantify the short-term economic effects of various ESG news on company
value. In the middle of the previous decade, Krueger (2015) published an article examining
how the market reacts to positive and negative ESG news. A year later, Endrikat (2016)
published a meta-analysis investigating a similar relationship using a sample of 8660 ESG news
articles. Both studies indicate that companies can no longer disregard the possibility that
everyday ESG-factors may affect their market value. Indeed, the finding demonstrates a

significant positive relationship between negative news and a negative abnormal return (AR).

Considering that even minor, seemingly insignificant deviations from society's expectations can
impact company values, has prompted researchers to investigate the topic further. In contrast
to early theoretical contributions in social science, where companies’ sole social responsibility
was to maximize shareholder value (Friedman 1970), recent research has instead taken an
opposite position. To comprehend why non-financial news can have an economic impact on a

company's value, existing literature has reasoned that the company should value its



relationships with all stakeholders, not just its shareholders (Freeman 1984). Stakeholders are
presumed to be agents of social control; consequently, positive relationships with them may
increase the company's value (Donaldson & Preston 1995; Freeman 1984; Godfrey, Merrill &
Hansen 2009; Kacperczyk 2009). Positive ESG news will later be perceived as the company's
commitment to promoting and protecting stakeholders' interests, resulting in lower costs in the
long term (Freeman 1984). Negative ESG news, on the other hand, may result in stakeholder
distrust, perceptions of corporate two-facades (Du, Bhattacharya & Sen 2010; Maignan &

Ralston 2002), and ultimately a decrease in value (Jiao 2010).

1.2 Problem Discussion

Although research on the relationship between ESG events and market value is still in its early
stages, there are several studies on the topic. Klassen and McLaughlin (1996) made the first
attempt to quantify the impact of daily ESG news on firms during the mid-1990s. Since then,
several studies have examined similar relationships; see e.g., Flammer (2013), Krueger (2015),
Endrikat (2016), and Capelle-Blancard and Petit (2017). The most prominent study is
Endrikat’s (2016), who found significant short-term effects through a meta-analysis of 32 event
studies based on over 8660 observations between the years 1990-2013. These findings were
mostly in line with the studies mentioned above, i.e., positive news increases market value, and
similarly, negative news leads to a decrease in value. All studies except Flammer's (2013) also
proved that the market reaction is asymmetric in the sense that the negative impact from
negative news exceeds the corresponding positive impact from positive news. However,
Capelle-Blancard and Petit (2017) only managed to demonstrate a link between negative news

and negative AR, while Kruger (2015) even found that positive news damaged market value.

Despite the existing collection of research and seemingly consistent results, the empirical frame
of reference should still be considered somewhat limited. Although it is a popular topic among
researchers, relatively little research has been conducted outside the US. To the best of our
knowledge, there has been no previous qualified research conducted on the Swedish market. In
fact, of the 32 studies analyzed by Endrikat (2016); 20 are based on the US market; ten are
based on data from Asia, the UK, Canada, and the world; two are based on Europe; and one is
based on the Finnish market. Given that the market reactions can be influenced by country-
specific factors such as a country's economic, political, or social environment (Endrikat 2016),

there are reasons to believe that previous research is not fully representative of other markets.



The Nordic countries are at the forefront of sustainability, especially Sweden, as it ranks second
behind Finland in the SDG Index Ranking; which scores all UN-members based on the 17
global goals (UN 2022). Furthermore, Sweden’s inhabitants are renowned for being
sustainability-conscious, as they are ranked number one in Europe (Cucchiella, D’Adamo,
Gastaldi, Koh & Rosa 2017). As a result, Swedish organizations emphasize sustainability (PwC
2018), and the interest has significantly increased as the government has proposed new

regulations for companies regarding their sustainability reporting (Regeringskansliet 2021).

Equally, Swedish consumers have shown a growing interest in sustainability (Svensk Handel
2018). According to Lagerkvist, Edenbrandt, Tibbelin and Wahlstedt (2020), sustainability
strategies and environmental focus are the essential fund characteristics for Swedish private
investors. In addition, the Swedish financial market is relatively small, with a limited number
of actors indicating that financial information and ESG news may be distributed more quickly,
making it more appealing to study. Furthermore, it is also considered relatively influenced by
ESG factors (Lidén 2006). An example is Swedbank'’s involvement in money laundering that
resulted in a loss of one-third of the company's market value (Juhlin 2019). In this framework,
we find a reason to believe that Swedish investors are more sensitive to ESG news or rather

have a different attitude towards ESG factors.

Apart from the geographical gap in previous research, considerations of market efficiency and
rationality have also been omitted. These factors would be particularly interesting to include as
research shows that the market's sensitivity and attitude towards sustainability varies in
different countries (Kilbourne, Beckman & Thelen 2002), and that psychological factors may
influence how investors react to different types of information (Schepers 2006; Shleifer 2000).
These frameworks could possibly have provided a satisfactory explanation for why reverse or
asymmetric market reactions exist, as demonstrated in previous research. In light of this
seemingly theoretical and empirical gap, it is interesting to investigate this further, particularly
in a market different from those previously studied. Consequently, the question arises as to how

the disclosure of ESG news influences the market value of Swedish-listed companies.



1.3 Goal and Expected Contribution

By examining news published by Dagens Industri, the main purpose of this study is to
investigate how ESG disclosures about Swedish-listed companies affect their market value. By
analyzing these results, using both conventional and complementary theories in behavioral
finance, the researchers in this study also aspires to add new perspectives to the research field
on why and how the market reacts as it does.

1.4 Research Question

In order to investigate the impact of ESG news on market capitalization, and to determine
whether there is an asymmetric market reaction, the following research questions have been

formulated:

Does ESG news affect the market value of companies on the Swedish stock market?

Does negative ESG news have a larger impact than positive ESG news?

1.5 Outline

Acting as a foundation of this study, chapter one introduces the background, problem
discussion, purpose and research questions. Building on chapter one, the second chapter
includes a theoretical framework that seeks to explain the primary objectives of a company and
its relationship with both shareholders and all stakeholders. In addition, it provides a summary
of behavioral finance and ESG. It concludes with previous research regarding the relationship
between ESG and a company's market value, followed by formulating the hypotheses. The third
chapter describes the data collection and methodology used to conduct this study. Furthermore,
the fourth chapter provides the results, empirical analysis, a theoretical discussion of them, and
a comparison to prior research. Lastly, the fifth chapter ends with conclusions based on the

findings and recommendations for future research.



Chapter 1 — Introduction

Chapter 2 — Literature Review

Chapter 3 — Method
Chapter 4 — Analysis and Findings

Chapter 5 — Conclusion

Figure 1: The outline of this study henceforth.



2. Literature Review

The second chapter covers the theoretical framework to create a deeper understanding of how
the market may react to various ESG news. The chapter progresses into previous research and
hypothesis formulation. Initially, fundamental theories about the main objective of profit-
maximizing companies are presented. Furthermore, different theoretical perspectives are
described as to how these objectives may interfere with stakeholders' interests. Finally, the
theoretical framework for how pricing is conducted in an efficient market explains why ESG
news may impact share prices. This view is then supplemented by market psychology, and

ultimately, sustainability concepts central to this and previous studies are presented.

2.1 Theoretical framework

This study's theoretical framework will begin with an explanation of the Shareholder theory
and Stakeholder theory, which are the most debated theories within social science on profit-
maximizing companies' objectives. The purpose is to illustrate how the former, in which CSR
is viewed as costly and interferes with shareholder value maximization, has been pushed aside
as sustainability and stakeholders' interests have become more critical. These theories aim to
build a bridge between theory and empirical evidence to explain why deviations or compliance
with the social contract—in this study, represented by how the Swedish market reacts to various

ESG news—can be detrimental to businesses' legitimacy and market value.

Subsequently, The Efficient Market Hypothesis will be presented, which provides
comprehensive premises regarding how new ESG information may affect the stock market
based on the various forms of market efficiency. This capital market theory helps comprehend
how and why the market responds differently. However, since empirical evidence does not
always conform to the theoretical assumptions, market psychology and behavioral finance will
be discussed next. These expanding paradigms aim to provide a deeper understanding of why
reverse or asymmetric market reactions occur. Lastly, this chapter will culminate with
definitions and explanations of sustainability-related terms to facilitate comprehension of the

primary focus of this study.
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2.1.1 The Company’s Main Objective — A Facilitated Portrayal of the Same Coin

The long-term goal of a company should be to satisfy its shareholders and thus maximize
market value, right? According to Jensen (2001), this is known as value maximization and is a
more than 200-year-old thesis in economics and finance. Proponents of this strategy include,
among others, the economist Milton Friedman, who also established his Shareholder theory on
this concept (Friedman 1970). However, as the world has changed and concepts such as CSR
and ESG have become more relevant (Capelle-Blancard & Petit 2017), researchers have
attempted to understand the firm's primary goal by developing new models. According to
Jensen (2001), a company can no longer maximize market value unless all stakeholders are
considered. This concept is not new, as it has been shared by most academics for several
decades and is the foundation for, among other things, Edward Freeman's Stakeholder theory
(Freeman 1984).

2.1.1.1 Shareholder Theory

Friedman’s theory of the company’s objective can be summarized with the following quotation
from his literary work “Capitalism and Freedom” (Friedman 1962, p. 133), which he also had
published in the New York Times under the heading “The Social Responsibilities of Business

is to Increase its Profits” (Friedman 1970):

[...] there is one and only one social responsibility of business — to use its resources
and engage in activities designed to increase its profits so long as it stays within the
rules of the game, which is to say, engages in open and free competition without
deception and fraud. (Friedman 1962, p. 133).

In his literary work, Friedman (1970 see Mansell 2013) argues that decision-makers should not
necessarily act socially responsible. CSR is considered to interfere with the contract between
managers and shareholders, i.e., to maximize profits — suggesting that the cost of satisfying all
stakeholders exceeds the cost of deviating from ESG. To comprehend this argument, it is
necessary to understand the background against which Friedman (1970) formed his beliefs.
First, Friedman (1970) assumed that all labor in a free and privately owned market is voluntary
(Mansell 2013). Consequently, there are no participation requirements or social values or

responsibilities to adhere to other than the mutual responsibility within the market between
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individuals, i.e., the “rules of the game”. Mansell (2013) concludes that two different moral
axioms can defend Friedman's theory based on this argument. First, in a free market, an
individual has the right to exercise his freedom as he pleases, provided that he does not impede
the equal rights of others. Second, the individual is granted the right to own private property

and, based on the first axiom, use this as he pleases.

Mansell (2013) contends that, according to Friedman, there is no such thing as "corporate™
social responsibility. With an emphasis on "corporate”, the individual's freedom of choice is
based on his moral principles. Therefore, only the individual can have a moral responsibility,
not the corporation itself. Likewise, by the individual right to property ownership, Friedman
believes that since the shareholders own the company, it is their privilege to determine the
purpose of all assets. The argument implies that the managers, i.e., the agents, are obligated to
obey the shareholders, i.e., the principals. Hence, the managers must run the company according
to the shareholders' desires. Against this background rests the Shareholder theory. Based on
this, there can only be a social responsibility for those who run the company; they must do this
in accordance with the owners' wishes, which is to maximize the profits of a for-profit company
(Mansell 2013).

2.1.1.2 Stakeholder Theory

Subsequent research disproved Friedman's assertion that CSR is a costly way of conducting
business. Freeman's (1984) Stakeholder theory is a business and economics model that broadens
the view of which actors have legitimate influence over a company (Flammer 2013). The
theory's distinguishing characteristics include knowing how to engage and create value for
stakeholders, the interaction of human actors in value-creating processes, and the ability to
adapt processes based on value, norms, and ethics (Freeman, Phillips & Sisodia 2020). The
theory can be represented by a network in which each actor is connected to the business.
Therefore, companies should not only consider the needs of shareholders but also those of
customers, suppliers, employees, communities, and financiers — that is, everyone who can
affect or be affected by the company's welfare (Flammer 2013; Freeman, Phillips & Sisodia
2020).

According to this theory, stakeholders are considered agents of social control, with both implicit

and explicit expectations of companies. Compliance with these expectations, which also
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represent companies' obligations in the social contract (Deegan 2019), can provide businesses
with competitive advantages in terms of resources (Flammer 2013). It can also increase
legitimacy, which is essential to the long-term prosperity of businesses (Aouadi & Marsat
2018). For instance, positive CSR may increase a company's value (Donaldson & Preston 1995;
Godfrey, Merrill & Hansen 2009; Kacperczyk 2009). It is perceived as a commitment to and
protection of stakeholders’ interest (Freeman 1984). In contrast, disclosures of deviations from
the social contract may provoke stakeholders' skepticism and the perception of company
hypocrisy (Du, Bhattacharya & Sen 2010; Maignan & Ralston 2002), deteriorating their
credibility (Godfrey, Merrill & Hansen 2009). Accordingly, Stakeholder theory can uncover a
link between ESG news and company value (Jiao 2010).

Porter (1991), who primarily questioned the logic behind Friedman's (1970) argument that CSR
was incompatible with value maximization, was among the proponents of Freeman's (1984)
viewpoint. Porter argued that companies that invest sustainably, for instance, by reducing
emissions, contribute to a minor environmental impact and improve their competitiveness, as
emissions are a waste of resources (Porter 1991 see Flammer 2013). In contrast to the preceding
argument, Mulligan (1986) contends that Friedman (1970) is correct regarding CSR being an
expensive business practice. Indirectly, he is correct, as businesses incur costs when they invest
money, partly in sustainable solutions but also in the time required to evaluate the potential
outcomes of various alternatives. However, Mulligan (1986) argues that Friedman (1970) is
mistaken in asserting that socially responsible decision-makers will regularly disregard profit
maximization. Without concrete evidence to the contrary, he argues that Friedman's (1970)

arguments are too bold and that he does not give a representative picture of CSR.

2.1.2 Efficient Market Hypothesis

A well-known theory within financial economics is Eugene Fama's (1970) Efficient Market
Hypothesis (EMH), which implies that the prices of securities always fully reflect all
information and are therefore efficient. As new information emerges, it spreads quickly and is
priced in the market without delay. Thus, according to EMH, an average investor cannot count
on consistently beating the market or predicting future share prices, neither through technical
nor fundamental analysis. Fama's (1970) hypothesis is associated with the idea that pricing in
the market follows a so-called “"random walk," which means that pricing is random and

independent of time. The logic is that pricing always reflects the information available at the
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time, a condition that differs from day to day. Moreover, since the information is unpredictable,
the pricing must also be random. Consequently, it is impossible to achieve a higher risk-adjusted
return, i.e., AR, than someone who randomly selects an equally risky portfolio (Malkiel 2003;
Shleifer 2000).

The theoretical foundation on which EMH rests is three assumptions, which independent of
each other, creates an efficient market (Shleifer 2000). First, all investors are rational, meaning
that they value assets at their fundamental value, i.e., at the net present value of future cash
flows discounted with a rational discount rate. Secondly, any deviations from rationality are
independent, i.e., irrational investors act uncorrelated with the actions of other irrational
investors. Hence, their influence over the market is limited and eliminated by each other.
Finally, any under or overvaluations caused by irrational investors are expected to be erased by
professional investors. The latter are assumed to systematically identify these “arbitrage”,
against which they take an opposite position while hedging themselves through buying similar
assets, so-called substitutes. This strategy is expected to generate a profit and, simultaneously,

force down the misvalued assets to their fundamental value.

In practice, new information is expected to be implemented quickly and correctly in the market
(Shleifer 2000). "Quickly" means that those who receive the news late should not be able to
profit from it, while "correctly” means that the price adjustment should neither overreact nor
underreact; it must be, on average correct. Against this background, it follows that "stale
information”, i.e., old information, has no value for "making money", i.e., making a superior
risk-adjusted return or simply AR. Moreover, Fama (1970) defines three types of stale
information, giving rise to three forms of market efficiency or sub-hypotheses for EMH. The
first is the weak form, within which “stale information” is defined as historical prices and
returns. The second is semi-strong—which implies the weak form as well, in the same way as
the strong form implies the previous two—in which all public information is considered useless.
The third, and last form is the strong form, in which even insider information is considered

insufficient to make superior risk-adjusted returns.

The semi-strong form, which in this study is most relevant—partly because all ESG information
is expected to be priced quickly by the market, partly because only insider information is
expected to be able to generate AR—has been proven efficient through event studies. This is

explained by the fact that early insider trading, indicated by the market slowly pricing valuable
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information, raises the market price before the news reaches the public. As the news later
becomes public, similar to the publication of an ESG news, the asset's price almost
instantaneously reaches its peak. It then stops and quickly adapts to its new equilibrium, quickly
and correctly, without any far-reaching under or overreactions, in accordance with the semi-
strong form (Shleifer 2000).

2.1.3 Market Psychology and Behavioral Finance

While serving as a foundation for financial economics, EMH is not without its critics. One such
critic claims that the theory’s assumption of homogeneous expectations is unrealistic (Shostak
1997). EMH does imply that all market participants have the same knowledge and expectations,
which, according to Shostak, is impossible. There would, in that case, be no trading as the latter
implies that market participants have heterogeneous expectations. Despite its longevity, the
theory is criticized as being one-dimensional and failing to account for the irrationality of
market participants. It also implies that new, second-hand information should not produce

abnormal returns, which has prompted additional research into this claim.

In contrast to EMH, where it is narrowly assumed that the market itself is efficient, there is a
contradictory paradigm called behavioral finance. Within the paradigm, it is instead proposed
that the market is inefficient in certain circumstances due to cognitive biases among investors
(Ritter 2003). The main arguments against EMH are based on and directed at the very
assumptions that create an efficient market. For instance, it is proposed that the market is not
entirely rational and that deviations from rationality are not random. Among other things,
investors tend to misjudge the probability of favorable and unfavorable outcomes (Shleifer
2000); they tend to have a skewed attitude to losses (Kahneman & Tversky 1979); as well as
that they tend to trade in flocks (Bikhchandani & Sharma 2000; Shleifer 2000) — influenced by

and similar to other irrational investors.

2.1.3.1 Herding Behavior

Behavioral finance suggests that people do not deviate from rationality at random; instead, they
deviate systematically and in response to others (Shleifer 2000). This is called herding behavior,
and according to the theory, an investor is "herding" when they act solely based on other
investors' actions (Bikhchandani & Sharma 2000). An investor who exhibits this trait in their

behavior may not be thinking critically, which increases the likelihood of making poor
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decisions. This phenomenon occurs in the financial markets when, for example, an investor
buys or sells a security based on the decision of another investor. Herding behavior is classified
into two types: intentional and unintentional. Intentional herding occurs when investors
intentionally imitate the behavior of other investors, which Bikhchandani and Sharma (2000)
argue can be inefficient and result in significant market volatility. Conversely, unintentional
herding occurs when investors react similarly to publicly available information, such as

earnings announcements, which Bikhchandani and Sharma (2000) argue can be efficient.

2.1.3.2 Loss Aversion

The concept of loss aversion was developed by Kahneman and Tversky (1979), which suggests
that the pain of losses outweighs the delight of gains. According to Kahneman and Tversky
(1979), sensitivity to loss is evolved when the thought of loss is developed in a person’s mind.
Instead of seeing the final value of an investment, investors tend to attach greater importance
to the individual gains and losses relative to some reference point that often varies. This displays
loss aversion — a convex loss function that is fairly steeper than a concave gain function
(Shleifer 2000). This can occur when investors tend to hold on to losing stocks for too long for
fear of realizing or admitting a loss. Similarly, investors tend to get rid of winning stocks
prematurely for fear of losing an identified return. This results in loss-making trades becoming
larger than necessary and, correspondingly, profit-making trades becoming small but numerous
(Ritter 2003).

2.2 Sustainability
2.2.1 Corporate Social Responsibility

Corporate Social Responsibility (CSR) is a growing business practice that incorporates
sustainability into a company's operations (Perez & Rodriguez del Bosque 2016). CSR can be
defined in various ways as it is viewed as a broad concept. Dahlsrud (2008) defines CSR in 37
different ways, narrowed down to five dimensions: environmental, social, economic,
stakeholder, and voluntariness. Perez and Rodriguez del Bosque (2016) suggest that CSR work
is a way for companies to showcase their position regarding sustainability at work and ethical
and moral questions. Holmes (1976) claims that companies initially incorporated CSR because

it provided a competitive advantage.
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Consequently, interest in sustainability and sustainable investments has developed in recent
years, which has resulted in several terms being used, one of which is Socially Responsible
Investments (SRI). This term involves companies' investment processes in which they should,
except for financial gain, intend to uphold environmental and social goals (Hellsten & Mallin
2006). Furthermore, SRI has been developed into ESG — a highly used term in sustainable
investments (Escrig-Olmedo, Rivera-Lirio, Mufioz-Torres & Fernandez-lzquierdo 2017).

2.2.2. Environmental, Social, and Governance

Environmental, social, and governance are the three main pillars of ESG (Nordea 2021). These
pillars represent all the aspects that the organization must consider to be sustainable. The
distinction between SRI and ESG is that the latter accounts for a more extensive perspective
concerning the due diligence inquiries within the three main pillars (RBC n.d). ESG also refers
to the management of potential risks that an organization brings to society and how the company

manages to mitigate these effects (Nordea 2021).

The first pillar is environmental, which describes how an organization's operations affect the
environment and how they mitigate the negative impact. This pillar has a more significant
impact on some branches than others, such as the oil industry, where there have been
environmentally damaging scandals, such as the Deepwater Horizon oil spill in 2010 (Miller,
Fulop & Sherwood n.d.). The social pillar represents the organization's responsibilities
regarding working conditions, employee rights, and diversity. Banks have become more
relevant in this pillar in recent years. Capelle-Blancard and Petit (2017) provide an example of
Riggs Bank, which assisted a former Chilean director in laundering money. Finally, the
governance pillar denotes how the organization operates in corruption, bribery, and
management control (Nordea 2021). General Electric is an example of this pillar because of
poor investment decisions made by management that resulted in significant issues for the

organization (Miller, Fulop & Sherwood n.d.).

2.3 Related Empirical Papers
2.3.1 Long-term Relationship Between Sustainability and Market Value

The relationship between corporate financial performance, on the one hand; CSR, and more
recently, ESG, on the other, has been a subject of extensive research for decades (Flammer

2013). In the mid-1980s, Cochran and Wood (1984) found no evidence to support a positive
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relationship between CSR and financial performance. A few years later, however, Waddock
and Graves’ (1997) findings of a positive relationship between corporate social performance
and future financial performance contradict this assertion. Although earlier research has yielded
inconclusive results, more recent empirical evidence has produced conclusive outcomes. In
their meta-analysis of 42 studies conducted between 2003-2012, Wang, Dou, and Jia (2016)
successfully demonstrated this. In their study, the authors revealed that compliance with ESG
and previously good CSR improved financial performance, and against this background, they

supported Freeman's (1984) Stakeholder theory.

Abovementioned findings are consistent with research that emphasizes that ESG factors reduce
the company-specific risk and thus increase the risk-adjusted return (Kumar et al. 2016).
Additionally, the transparency of ESG factors in accounting can help investors in company
assessment, which has later been shown to have a positive impact (Yu, Guo & Luu 2018).
Similarly, studies show that extreme deviations from stakeholders' expectations have fatal
consequences for companies (Capelle-Blancard & Petit 2017). One such example was the
Deepwater Horizon oil spill in 2010, which resulted in the responsible company losing more
than half of its market value in the next three months after the event. Other examples include
the Fukushima Daiichi nuclear disaster in 2011, where poor corporate governance in the
aftermath of an earthquake resulted in the company's market value collapsing. Other less
extreme events, such as the Moncler Scandal in 2014, have also generated significant negative
AR. The company's value fell by 6% due to the news of the company's unethically treated geese

becoming public.

2.3.2 Short-Term Relationship Between ESG News and Market Value

In contrast to the previous examples, where long-term—rather extreme, and thus seemingly
noticeable—connections have been found, several studies have aimed to assess the short-term
market reaction to more everyday events. Common to these studies is that they, through event
studies, isolate how shareholders react to extra-financial news regarding companies' CSR and
compliance with ESG (Capelle-Blancard & Petit 2017). Such events could be product recalls
(Jarrell & Peltzman 1985), unethical behavior (Gunthorpe 1997), corporate fraud (Chaney &
Philipich 2002), or social movements and protests (King & Soule 2007). These early
contributions revealed that the market also punishes minor, or less extreme, deviations from the

social contract. Likewise, research indicated that compliance with ESG and CSR pays off. This
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was confirmed by Klassen and McLaughlin (1996), who examined how 22 negative and 140
positive events linked to the environment affected market value. In addition to adverse events
being linked to negative AR, their results showed that positive events led to a significant

positive AR of 0.82%, equivalent to $0.37 per share.

Despite early contributions, previous studies indicate that deviations from the social contract
can be costly for companies, and that compliance can be beneficial. Apart from the fact that
these findings suggest that Friedman's (1970) idea of profit-maximizing companies might be
wrong—as both deviations and compliance entailed an indirect cost and income in the form of
share capital—these also speak in favor of Freeman's (1984) Stakeholder theory. The findings
indicate that the shareholders not only care about the companies' financial performance but also
about how the latter lives up to all stakeholders' interests in the social contract (Deegan 2019).
In particular, the studies that displayed a positive relationship between compliance with the
social contract and positive AR indicates that positive relationships with stakeholders could add
value to the company (Donaldson & Preston 1995; Freeman 1984; Godfrey, Merrill & Hansen
2009; Kacperczyk 2009). Likewise, the studies that demonstrated a corresponding negative
relationship for bad CSR provide indirect evidence for the notion that active promotion and
protection of stakeholders' interests aid companies in controlling and keeping costs down in the

long run (Freeman 1984).

As the relevance of ESG and CSR increases, several studies have examined this short-term
relationship. In line with Klassen and McLaughlin (1996), Flammer (2013) conducted a similar
study in which she examined how investors reacted to eco-friendly and eco-harmful news. In
her study, she discovered that investors react strongly negatively to negative news regarding
the environment. In her three-day event window, which included the event day, as well as the
day before and the day after, she measured a significant negative average cumulative AR
(CAAR) of -0.76%. Her findings were consistent with subsequent research that examined how
the market reacted to ESG news in general; see e.g., Capelle-Blancard and Petit (2017). In their
study, they discovered that negative news was associated with significant negative CAARs
during the same event period. These findings were also confirmed by Endrikat (2016), who
performed a meta-analysis of 32 different event studies, consisting of 8660 observations during
1990-2013. Similar to previous studies, Endrikat (2016) discovered that the market reacted
strongly negatively during the three-day event window as he computed a significant change in

market capitalization of -0.294% for all studies in the sample.
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In line with Flammer (2013), both Endrikat (2016), Capelle-Blancard and Petit (2017), and
Krueger (2015) found similar connections for the positive news, although this connection for
the latter two was not as convincing. However, convinced by Endrikat's (2016) meta-analysis,
the results indicate that the magnitude and the statistical significance are strongest close to the
event. Apart from the fact that these findings advocate the importance of nurturing the
relationship with stakeholders, they also suggest that the market is semi-strongly efficient in
accordance with Fama's (1970) EMH. This conclusion can be supported by empirical evidence
from prior research indicating that pricing occurs quickly and correctly. Firstly, the significant
short-term AR before the event indicated that insider trading had taken place. This is consistent
with the empirical assumptions for the hypothesis, as "stale information” corresponds to all
information other than insider information. Secondly, the declining magnitude and the level of
significance after publication indicated that pricing is almost instantaneous, which further

complemented the evidence that pricing is correct, at least on average (Shleifer 2000).

2.3.3 Asymmetric Short-Term Relationship Between ESG News and Market Value

Recent research also strengthens the evidence for an asymmetric market reaction. Capelle-
Blancard and Petit (2017) found that companies that deviate from the social contract experience
a significant 0.1% drop in their market value, while the corresponding effect from positive news
was partly weaker, partly less significant during a three-day event window. Partially consistent
were the findings from Krueger's (2015) study, who found that the negative impact measured
over 21 days around the event corresponded to a loss of $76 million, translated into market
capitalization. In contrast to earlier studies, his finding was that positive news surprisingly
prompted a weak negative decline in market value. This reverse market reaction is consistent
with Wang and Chen (2015), who implied that the market does not necessarily appreciate
positive sustainability news. The findings were is consistent with Du (2015), who demonstrated
that positive corporate initiatives led to negative reactions, referred to as greenwashing. In
accordance with the following definition, the results indicated that the market perceived the

news as false; solely as an attempt to create a positive corporate image.

Selective disclosure of positive information about a company’s environmental or social
performance, without full disclosure of negative information on these dimensions, so

as to create an overly positive corporate image. (Lyon and Maxwell 2011, p. 9)
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Furthermore, the weak or reverse reaction to positive news could also be explained by the fact
that positive news is a requirement rather than an expectation from the market. This can be
supplemented by findings indicating that CSR yields a diminishing positive return when viewed
as a competitive asset (Flammer 2013). However, the previous results are overall consistent.
This is confirmed by Endrikat's (2016) meta-analysis, which showed that negative news led to
a significant negative CAR of -0.294%, while positive news only led to an equally significant
CAR of 0.120% during the same period. In contrast to the theoretical assumptions of an efficient
market (Fama 1970), the asymmetric market reactions may indicate that the market is not
entirely rational. According to behavioral finance, investors are presumed to be irrational or
bounded rational. Firstly, this can be partly explained by the fact that investors tend to misjudge
the probability of favorable and unfavorable outcomes (Shleifer 2000). Secondly, investors
weigh losses heavier than profits (Kahneman & Tversky 1979) and lastly, investors tend to
trade based on the actions of others (Bikhchandani & Sharma 2000; Shleifer 2000). In light of
this theoretical evidence, it would later be possible to explain why solid adverse reactions exist,

as the aforementioned empirical evidence shows.

As negative ESG information emerges, investors are more likely to hold on to assets despite
falling prices, while selling directly at the slightest indication of price increases because they
are afraid of losing profits (Ritter 2003). Similarly, Arnold, Bassen and Frank (2012)
determined that investors adjust company valuations asymmetrically based on the nature of
ESG information. The positive news resulted in no valuation adjustments, while the negative
news resulted in negative valuation adjustments. The latter reaction was attributed to loss
aversion, as the investors appeared to be overthinking it (Arnold, Bassen & Frank 2012).
Furthermore, if this market reaction is not random, i.e., if the deviation from rationality is not
uncorrelated among investors, this herding behavior may result in a strong one-way market
reaction as everyone panics when they realize that the market is not recovering. The previous
reasoning is partly consistent with Saastamoinen (2008). He analyzed the Helsinki Stock
Exchange and found evidence of herding during an ascending market day, although the market

instead declines in this case.
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2.4 Hypothesis Formulation

It is virtually impossible to open the business section of the New York Times, the Wall
Street Journal, The Economist, or any business publication today without seeing

mention of measures being taken by some company to become more “socially

responsible”. (Portney 2008 see Capelle-Blancard & Petit 2017, p. 546).

In recent times, there has been increased attention in the media towards CSR and ESG-factors,
in both absolute terms—number of mentions—and relative terms—number of mentions in
relation to the number of newspapers (Capelle-Blancard & Petit 2017). This has resulted in a
growing interest in the importance of these factors and, particularly, the consequences of non-
compliance. Research is not yet unanimous on the causal relationships, as studies have
succeeded in proving both opposite and asymmetric market reactions (Aouadi & Marsat 2018;
Krueger 2015). Nonetheless, early and more recent research indicates that there is at least a
consensus that a relationship exists, regardless of its direction and magnitude (Capelle-Blancard
& Petit 2017; Endrikat 2016; Flammer 2013; Klassen & McLaughlin 1996). The empirical
evidence also supports the idea that the market is efficient to the extent that prices reflect all
public information, that pricing is done quickly and correctly, and that insider trading alone

leads to superior risk-adjusted returns (Shleifer 2000).

In contrast to the earliest theoretical contributions, where CSR was considered costly and
something that interfered with the company's main objective (Friedman 1970), recent empirical
research has rather confirmed the latter idea that companies should safeguard the relationship
with all stakeholders (Freeman 1984). This more contemporary view of companies' objectives
corresponds with the idea of a social contract (Deegan 2019), where compliance with both
implicit and explicit expectations from stakeholders’ can be detrimental to companies'
legitimacy and long-term welfare (Aouadi & Marsat 2018). Not least, this has been proven in
cases where extreme deviations from these have occurred, but also in less extensive and more
everyday cases. Moreover, in contrast to the existing research, Sweden is renowned for being
sustainable (Cucchiella et al. 2017; UN 2022) and places great importance and interest in it
(Svensk Handel 2018). Existing evidence suggests that sustainability is one of the most crucial
factors for a Swedish investor (Lagerkvist et al. 2020). This renders the premises to believe that
ESG news has a significant impact on the market value of Swedish companies. Against this
empirical background, as well as the theoretical framework, the first hypothesis of the study

has been formulated as follows:
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Hai: ESG news has a significant impact on Swedish listed companies' market value.

Does it hurt less to be bad than it costs to be good? The second hypothesis of the study has
been derived from the growing paradigm of behavioral finance, within which the reaction to
positive and negative information has been proven asymmetric (Schepers 2006). In contrast to
the EMH, where the market is considered efficient, the market within this paradigm is
considered relatively inefficient in certain circumstances due to cognitive biases among
investors (Ritter 2003). This is consistent with previous studies investigating the relationship
between ESG news and AR. The vast majority of studies in the literature have shown that
market reaction to positive ESG news is less extensive than the corresponding negative reaction
to negative news; see e.g., Capelle-Blancard and Petit (2017), Endrikat (2016) and Flammer
(2013).

According to behavioral finance, investors are not always rational. Individuals are typically
irrational or boundedly rational in the sense that risk, experience, and prejudice hurt their
decision-making (Flammer 2013; Kahneman & Tversky 1979; Ritter 2003; Shleifer 2000).
Firstly, investors have tendencies to place a greater emphasis on losses than gains (Kahneman
& Tversky 1979). Secondly, investors are incline to trade without rational anchors, but rather
based on the actions of others, which can amplify market trends (Saastamoinen 2008). Thirdly,
investors’ tend to "punish” negative news more than they "reward" positive news (Bird, Hall,
Momente & Reggiani, 2007; Endrikat 2016; Lorraine, Collison & Power 2004). Lastly, the
positive news may be a requirement rather than an expectation from investors (Flammer 2013).
This can have an asymmetric effect in comparison with negative news that deviates from the
social contract (Deegan 2019). The asymmetrical responses to sustainability-related news
indicate that investors may not always act rationally and may place differing values on ESG

news. In light of this, the second hypothesis is formulated as follows:

H2: The impact of ESG news is larger for negative than positive news on the Swedish stock

market.
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3. Method

The third chapter of the study will present the study's methodological and scientific approach.
The study's method for hypothesis testing, mathematical calculations, and answering research
questions will be presented in a chronological order. Furthermore, the study's method for
collecting data, followed by selection and dropout, will then be presented. Finally, the

reliability and validity of the study will be evaluated, followed by a discussion of its limitations.

3.1 Scientific Perspective and Research Design

The main purpose of this study was to establish the effects of ESG news on companies listed
on the Swedish stock exchange. Therefore, in line with previous research; see e.g., Capelle-
Blancard and Petit (2017), Flammer (2013), and Krueger (2015), this study adopted a
quantitative method with a deductive approach derived from existing theories and premises.
Later, hypotheses were formed using these established frames of reference and were confirmed
or rejected based on the data collected. The deductive approach is associated with positivism,
a research philosophy that highlights observations from social reality and emphasizes data and
facts devoid of researcher interpretation or bias (Saunders, Lewis & Thornhill 2019). Bell,
Bryman, and Harley (2019) explain that positivism is an epistemological perspective inspired
by an ontological perspective. The ultimate objective is to refute or contribute to existing
theories and premises. The method chosen is motivated primarily by the ability to process large
amounts of data to generalize, which is challenging to do using a qualitative approach.
Consequently, a deductive approach is the most appropriate method as similar methods have

been used in previous studies, confirming our method of choice.

For this study, a set of 195 ESG news published by Di during the period 2017-2020 was
collected, together with share prices and associated share indexes for the companies concerned.
In line with Capelle-Blancard and Petit (2017) and Krueger (2015), the direct impact on the
share price was investigated using the event study methodology. The exact method for this is
based on MacKinlay's (1997) paper on investigating the economic impact of a specific event
on a company's value. Furthermore, by the standard procedure of event studies, the data was
divided into an estimation window of 90 days before each news publication and two event
windows that extended from five days before to five days after the event, and one day before
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the event and one day after the event, respectively. Also, a market index was used for each stock
market to estimate the economic effect of each event. The market index used was the OMX
Stockholm Large Cap Gross Index, OMX Stockholm Mid Cap Gross Index, OMX Stockholm
Small Cap Gross Index, and First North Sweden SEK Gross Index.

3.2 Event Study

An event study can be used to determine the economic impact of a specific event and, in the
meantime, control for other variables. Consequently, event studies help to mitigate the risk of
endogeneity and establish whether there is any causal relationship (Endrikat 2016). In
particular, MacKinlay (1997) describes how an event study can be used to determine the impact
of an event on the value of a company. Concerning the aim of this study, which is to investigate
the short-term impact of ESG news on the value of Swedish-listed companies, an event study

is considered to be the most appropriate method for this purpose.

According to Mackinlay (1997), the initial task is to determine an event window within which
the economic impact is to be measured. The next step is to determine an estimation window
from which the asset's expected return is calculated using historical data and a market model.
The last step is to calculate the abnormal return (AR), computed by subtracting the asset's
expected return from the observed return during the event window (MacKinlay 1997). Since
hypotheses about the population have been derived, the event study aims to test these.
According to MacKinlay (1997), this will be done by further calculating the average abnormal
return (AAR), as well as the cumulative average abnormal return (CAAR). The CAAR will
then be used to test the hypotheses using a significance test. A t-statistic is finally compared to

a critical value to either reject or retain them.

3.2.1 Event Window

The first step to determining whether ESG news has any economic impact is defining the event
window within which the effect is to be measured. Within this window, denoted T, the ESG
news corresponds to the "event”, which occurs at time zero denoted t, (MacKinlay 1997).
However, a disadvantage of this denotation is that it entails a risk that the actual event differs
from the time when the news is published (Flammer 2013). This is due to the fact that ESG
news can be published at any time of the day, denoted d, even the day after the actual event,

resulting in an inaccurate calculation of the effect. This is called "event uncertainty” and can be
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easily prevented by extending the event window to two days, i.e., T = [t_q, t,], @ measure that

also allows the identification of any insider trading before the event (MacKinlay 1997).

Although the motivation and period vary, MacKinlay (1997) also supports a two-day event
window. The reason is that the economic effects that an event triggers are rarely limited to the
event day. MacKinlay (1997) mentions a "price shock" that continues the day after the news is
published. This is also consistent with previous research within behavioral finance which
suggests that investors react differently to information because the market is not as fully
efficient as the EMH suggests (Ritter 2003; Shleifer 2000). The solution proposed by
MacKinlay (1997) is to expand the window to include the day before the event, in addition to
the day of the event, i.e., T = [t,, t4].

Consistent with the above reasoning, this study has designed a three-day event window, i.e.,
T, = [t_1, t1]. In addition to this window, it is common in previous research to develop a second,
longer window (Capelle-Blancard & Petit 2017; Flammer 2013; Krueger 2015). A longer
window allows for the comparison of results and better captures market inefficiency tendencies.
However, according to Flammer (2013), it is important not to extend the window too far, as the
risk of including confounding significant events increases, affecting the stock price.
Considering the aforementioned, this study, consistent with Capelle-Blancard and Petit (2017),

as well as Krueger (2015), has chosen to establish a second eleven day event window, i.e., T,

= [t_s, ts].

3.2.2 Estimation Window

Furthermore, to calculate the economic impact of ESG news during the event windows, the
next step is to find out how the stock is usually performing (MacKinlay 1997). The practice
was to calculate this using data provided from an estimation window before the event window.
Using a market model, the expected return on the share was later calculated based on the
historical stock data from the estimation window. The economic impact could be calculated
using the expected return, i.e., the AR, by subtracting this ex ante measure from the stock'’s

actual return during the event window (MacKinlay 1997).

There is no exact indication of how long this window should be, other than a rule of thumb

between 90-250 days (MacKinlay 1997). However, this window must not overlap with the
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event window, as this may impair the stock’s expected return estimate. Against this background,
an estimation window of 90 days, Ty = [t_100, t—10], has been chosen in this study; see Figure
2 below. The length is similar to the ones used in previous studies; see e.g., Capelle-Blancard

and Petit (2017), Flammer (2013) and MacKinlay (1997).
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Figure 2: Event study estimation and event window. Source: Own figure.

3.2.3 Market Model

A market model is used to calculate the expected return on the stocks. The market model is a
one-factor model that calculates a stock's return in relation to the market portfolio. The market
model also assumes a linear relationship between the stock and the index, which MacKinlay
(1997) explains reduces the variance of AR. Similar to standard models such as the Capital
Assets Pricing Model (CAPM), the market model fulfills this function. The difference is that
deviations have been proven from the previous one, which can lead to poorer validity in the
event study, which can easily be avoided by using the latter instead (MacKinlay 1997). The

expected return is calculated as follows (1):

Rit = a; + BiRme + & (1)

E(gj, = 0) var(gy) = o4

where:
Rit= expected return for stock i during period t;
Rmt = return on the stocks index during period t;
&it= zero mean disturbance term;

oi, Bi, 0% = parameters for the market model.
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3.2.4 Abnormal Returns

The next step was to calculate the AR given the stock's expected return. The AR on a stock was
defined as the expected return on a chosen stock during the event window subtracted from the
actual, observed return during that same period (MacKinlay 1997). In this study, the AR
determines whether information about ESG impacts the day the information reaches the market.
Investors who disapprove of this information are expected to sell their assets, from which the
stock price falls, and thus a negative AR is created. Correspondingly, the price is expected to
rise in the event of positive news. The calculation of AR was performed using the formula (2),

depicted and explained in Figure 3 below.

ARy = Ryt — 4, — BiRme (2)

where:
AR;; = abnormal return for stock i during period t;
Ri: = observed return for stock i during period t;
3a; = calculated alpha for stock i;

B; = calculated beta for stock i;

R, = market index on the same day as Rj;.

Abnormal Return Observed Return Expected Return

Figure 3: Simplification of formula (2). Source: Own figure.

3.2.5 Average Abnormal Returns

Since the AR solely measures how a particular ESG news affects a stock’s price, the Average
Abnormal Return (AAR) must be calculated for each day in the event windows. AAR is
calculated by summing all observations for a specific time point and then calculating its mean
(MacKinlay 1997). This calculation also provides a better overview of how the market, on
average, reacts to positive or negative, or positive and negative, news for a specific day during

the respective event window; see formula (3) below.
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i=1

where:
AAR, = average abnormal return during period t;
AR;; = abnormal return for stock i during period t;

N = number of observations.

3.2.6 Cumulative Average Abnormal Returns

The measure used to answer the study's research question and test the hypotheses was the
Cumulative Average Abnormal Return (CAAR). MacKinlay (1997) suggests that CAAR
enables the calculation of the total impact of all events during all or part of the event period.
This is beneficial as, with the help of CAAR, it is also possible to investigate whether any
insider information was leaked before the news reached the public, so-called insider trading
(MacKinlay 1997; Shleifer 2000). Furthermore, the tool can also be used to capture so-called
price shocks after the event (MacKinlay 1997), which in that case would indicate that the market
does not price information "quickly" and "correctly™ per the empirical assumptions for EMH
(Shleifer 2000). To calculate the CAAR, an aggregation must be performed over time and

across stocks. The calculation for each event window is as follows; see formula (4) below:

tg
CAART = Z AAR, (4)

t=tyq

3.2.7 Hypothesis Test

Since hypotheses about the population were formulated, this event study sought to test these.
In line with MacKinlay (1997), a two-sided t-test was conducted to examine whether CAAR is
statistically different from zero and whether CAAR is greater for negative than positive news.
The t-value was calculated using the following formula (5) for the respective event window, T,
and was compared against a critical value to determine whether the hypotheses could be

accepted with at least a 95% confidence level. It is worth noting that the AR’s were assumed to
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be independent and normally distributed with a constant variance.

CAARy

Var,/(CAAR~T)

(5)

e1,2 =

where:
04, = test-statistic for testing H;: E(CAAR = 0), and H,: E(CAAR pegative > CAAR pqsitive )

As the denominator in formula (5), i.e., the variance of the population was unknown, an estimate
was made using the variance of the sample, which was calculated using formula (6). The
formula was used to calculate the variance for AAR, i.e., the difference in AR between different
days in each event period, derived from the residual in the market model. Furthermore, the
denominator in the t-test could be calculated, i.e., the variance for CAAR, by aggregating the

variance for AAR for each event window; see formula (7) below.

1 N
Var(AAR,) = = > ok (6)

tq

var(CAAR,) = Z var(AAR,) (7)

t=tg

The last step in hypothesis testing was to compare the calculated t-variable from formula (5)
against a critical value. In line with the standard procedure in research (Mellinger & Hansson
2017), a confidence level of 95% were chosen. Using this confidence level would imply a 95%
certainty that the study's hypotheses were accepted correctly (Lind, Marcal & Wathen 2019).
Moreover, since a two-sided t-test was performed, the hypotheses were accepted if the
calculated t-variable exceeded or fell below the corresponding critical value of + 1.96. In
addition, to indicate the reliability of the study's results, they were be marked with a "*" for
significance at 5 %, a "**" for significance at 2%, corresponding to a critical value of 2.334,

and a "***" for significance at 1%, corresponding to a critical value of 2.576.

3.3 Criticism of Event Studies

Despite several benefits, event studies encompass uncertainties that, in most instances, can only

be managed rather than eliminated (Henderson 1990). Reasonably, these may vary depending
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on what is intended to be investigated. However, regardless of purpose, these frequently stem
from uncertainty regarding the events' time, mathematical calculations, and the selection of
various event windows. Since the purpose of this study's methodology was to test hypotheses
derived from previous research employing similar methods, it is essential to highlight previous

examples of problems.

This study chose relatively short event windows to isolate the economic effect as effectively as
possible. However, this may result in the omission of complex and therefore prolonged market
reactions (Oler, Harrison & Allen 2008) and the miscalculation of less complex events
(McKinlay 1997). Although events, for instance, ESG news, are often easy to identify, the
difficulty lies in matching when the news was published and when the actual event took place
(Henderson 1990). However, this can quickly be addressed by specifying a longer event
window, although, this guarding carries a risk that other significant events will inevitably be
included in the calculation (Flammer 2013), which compromises the quality of the study
(Henderson 1990).

While the methodological process of event studies is well-established and easy to follow, there
is a possibility that specific mathematical calculations provide an inaccurate picture or that they
vary between studies. In this study, AR was calculated by subtracting the expected return from
the observed return, where the former was calculated using regression on historical data. On
the one hand, there are numerous methods for calculating the expected return, which can
therefore vary between studies examining the same issue (McWilliams, Siegel & Teoh 1999).
On the other hand, the theoretical assumptions for regression are frequently unrealistic and
rarely reflect the empirical data accurately. According to Henderson (1990), these estimates are
predicated on assumptions that the residuals are normally distributed with a zero mean, are not

serially correlated, and have a constant variance.

3.4 Data
3.4.1 News Source and Definition of the Business Magazine

Based on previous research; see e.g., Endrikat (2016) and Flammer (2013), where ESG news
was obtained from reliable databases within which news publications from several well-known
business magazines and other sources were collected, a similar collection method was chosen

in this study. However, unlike many previous studies, a historical archive published by a
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Swedish business magazine, Dagens Industri (Di), was chosen instead, within which only the

business magazine's articles were archived.

Di is a business magazine that publishes various business news in the form of a newspaper and
electronic articles on its website (Di 2020). The selection of a news source was based partly on
the website's focus on publishing business news about Swedish companies. Furthermore, the
source was selected due to its searchable database, which allows the user to adjust search
options according to the desired time frame and search for specific keywords. In addition,
studies have shown that investors are more receptive and sensitive to ESG news from the media
than from the companies themselves or other non-governmental organizations (Capelle-
Blanchard & Petit 2017). This speaks in favor of collecting news from Di, as the magazine is
well known and considered trustworthy in the Swedish business and investment society (Rex
2021).

3.4.2 Data Collection

Accordingly, all news articles in this study were obtained from Di’s historical archive,
published by Di from January 1st, 2017 to December 31st, 2020. All news was related to public
companies listed on Nasdaq Stockholm and other trading platforms in Sweden, such as First
North. Moreover, in line with previous research; see e.g., Flammer (2013), a predetermined set
of keywords was used to quickly identify news related to ESG, demarcate the study, and
maintain its replicability; see Table 1 below. However, the keywords were initially in Swedish,
as is the language of the news articles. Therefore, a translated version of the keywords is
included below. In addition, to avoid duplicates and enable comparison of the data, the obtained
data was later categorized by date of publication and expected effect, i.e., positive or negative,
depending on the nature of the news. Finally, the data were also classified according to the stock

exchange on which the company to which the news concerned was listed.

Based on the day the news was published and on which stock exchange the company in question
was listed, each company's share price and associated index were retrieved from Nasdag OMX
Nordic's website (Nasdaq 2022:a—€). The share price and the index were retrieved from 100
days before the news was published, i.e., the event, until five days later. This was done to

determine the possible impacts of the news on the company's market value. However, several
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objectives disqualified companies with ESG news from being included in the data collection.

One was, for instance, if the company had no stock price history 100 days before the event.

Table 1: Related keywords

Environmental Governance Social
Waste Salaries Corporate governance
Spillage Workplace Shareholders
Renewable Customer satisfaction Conflict of interest
Sustainability Diversity Transparency
Carbon dioxide Money laundering Commission
Environmental objectives Labor standards Insider

Affirmative action CEO

Action Bribery

Me too

3.4.3 Population and Sample size

The study's population consisted of companies listed on a Swedish stock market, which
included Small-, Mid, and Large Cap and First North. The main reason only listed companies
were chosen is based on data availability, as both stock data and the associated index are public
and easily accessible. This is essential, as it enabled us to analyze the news effects on their
stocks and subsequently measure the effects on their market value. Furthermore, higher
requirements are placed on listed companies, such as reporting and transparency. The
management is also expected to be experienced, and adherence to ESG is also required (Avanza
2022). Therefore, it was also reasonable to expect these companies to have a higher frequency

of sustainability news than those not listed.

After excluding several news articles, which will be explained further in chapter 3.5, the sample
size for this study amounted to 195 ESG news. Among them, 67 were positive news, and 128
were negative news published during 2017-2020. The period chosen was predicated on the
ability to collect sufficient data. In addition, none of these years were exposed to any significant
event or financial crisis. As shareholders are less sensitive to non-financial news during global

crises, the risk of biased returns is reduced (Capelle-Blancard & Petit 2017).
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3.5 Reliability and Validity

A study's reliability is concerned with the possibility of receiving identical results if the same
study is replicated (Bell, Bryman & Harley 2019). In combination with the fact that secondary
data in this study is easily accessible, and that the method is easy to replicate, the reliability is
considered high. Additionally, the gathered information was also obtained through trusted
sources. To avoid errors, all information and data gathered were rechecked and recalculated.
However, one factor that could negatively influence the study's reliability is the researcher's
interpretation (Saunders, Lewis & Thornhill 2019). Firstly, there is a possibility that the reporter
skews the news. Secondly, there is a risk that an ESG news was misinterpreted or incorrectly
identified by us, the researchers. Each researcher verified 50 ESG news twice to mitigate this
risk to ensure they were correctly identified. All of this would imply that the results would be

the same if this study was to be replicated.

Validity is defined as how well the research reflects what is intended to be measured (Bell,
Bryman & Harley 2019). Event studies are a well-known procedure that has been used as a
foundation in previous studies, particularly concerning the effect of events on stock prices.
According to MacKinlay (1997), an event study can be used to determine the economic impact
of a specific event and, in the meantime, control for other variables. Consequently, event studies
help to mitigate the risk of endogeneity and establish whether there is any causal relationship
(Endrikat 2016). To further ensure that the event study measured what it intended to measure,
all data during the event period were examined to prevent colliding significant events that could

interfere with the intended calculation.

3.6 Delimitations, Limitations and the Study’s Dropout

Numerous delimitations and limitations were identified both before and during the conduction
of this study. One limitation with the study is the active choice to delimit the study to only
examining ESG news published by a single newspaper, namely Di. This may have led to an
increased risk of angled news, in comparison with using a more diversified database.
Additionally, the data collection period was limited to 2017-2020, as was the decision to
analyze only companies listed on the Swedish stock market. Generally, the companies met the
criteria of publishing ESG news and being listed on a Swedish stock exchange. However,
companies had to be excluded due to them not having sufficient stock data for the event and

estimation windows. Furthermore, several news articles were published on public holidays—
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meaning that there was no stock data available on the event day—which resulted in them being

omitted from the sample.

Additionally, ESG news were not separated into the categories of Environmental (E), Social
(S), and Governance (G) because, in many cases, it was difficult to determine which category
the news corresponded to. Few previous studies have proceeded with this. Flammer (2013) and
Klassen and McLaughlin (1996) have only analyzed environmental news, whereas Capelle-
Blancard and Petit (2017) have analyzed each of the pillars. These two studies differ from ours
in both methodology and purpose. The separation of each pillar was intended for multiple
regression analysis. Lastly, extreme values were excluded to avoid distortions, consistent with
Capelle-Blancard and Petit (2017) and Flammer (2013). For instance, SCA had a share split in
2017, which affected its share price significantly (SCA 2017). As a result, 105 companies were

excluded from the study.

In the same way that uncertainty regarding whether the date of the event corresponds with the
date the news was published is a common criticism of event studies (Henderson 1990), this
study had a similar limitation. In instances where these matching issues manifested as extreme
values prior to the event, they were easily identifiable from the data. However, it was difficult
to control whether other matching errors existed. In addition, as event studies are not
standardized in terms of measurements and examination periods, both mathematical
calculations and interpretations of results may vary from study to study (McWilliams, Siegel &
Teoh 1999). This hampered our ability to compare our results to previous research, as previous
studies, such as Endrikat (2016) and Krueger (2015) for instance, only examined CAR and not
CAAR. In addition, different lengths of estimate and event windows were used in previous
studies, which leads to an uncertainty in the comparison of results as this can lead to different
outcomes (McWilliams, Siegel & Teoh 1999).

Furthermore, it is not possible to measure the number of news readers. Hence, it is difficult to
know how broad its reach is. Another limitation of this study is that it only examines short-term
stock market reactions and does not consider long-term effects, as Flammer (2013) also implies
in her study. Furthermore, a larger sample size would have increased the study’s reliability.
Lastly, as this is an event study, it did not analyze the correlation or causality between ESG

news, trading volumes, and other financial ratios, as previous studies have done through
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regression analysis. This would have been a method to extend the perspective of the relationship
between ESG news and behavioral finance. For instance, the trading volumes would provide

an enhanced view of herding behavior and loss aversion.

Table 2: Study selection and dropout

Initial sample size 300

Reason for dropout

Published on a holiday 55
Reported regarding the same event 35
Extreme values 5

Insufficient data for the estimation window 10

Definitive sample size 195
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4. Analysis and Findings

The following chapter of the study include empirical results and hypothesis testing and analysis.
The chapter is divided so that each hypothesis is treated separately with associated results and
analysis. Each analysis will also be carried out in two parts, where the results are first

compared with previous research and then compared with theory.

4.1 Descriptive Statistics

As shown in Table 3, the total number of observations in this study amounts to 195 ESG news,
with 67 being positive and 128 being negative. The significant disparity between the number
of positive and negative news is mainly due to more negative news was observed. In addition,
the distribution of news among the various stock exchanges is distinct. Not only are most
observations from Large-cap companies, but the gap between them is significant. A possible
explanation for this disparity is that the larger a company is, the more they are observed and
receive attention; consequently, more events are about them. Nevertheless, previous studies
have demonstrated differences in the gathered data, which shows that it does not hinder the
execution of an event study (Capelle-Blancard & Petit 2017; Endrikat 2016; Krueger 2015).

Table 3: Amount of ESG news sorted after stock exchange and expected outcome

Stock exchange Positive Negative Total
Large Cap 56 98 154
Medium Cap 7 22 29
Small Cap 1 7 8
First North 3 1 4

Total 67 128 195
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4.2 Empirical Evidence from the Event Studies

In the next section, the results of the combined news will initially be presented. Thereafter, the
study's first hypothesis will be either confirmed or rejected based on whether the calculated t-
value for CAAR is below or exceeds the critical value of + 1.965. These results will then be
compared to previous research and finally to the study's theoretical framework. The same
approach is then applied to the study's second hypothesis.

The results will be presented in tabular and graphical format. AAR and CAAR are the measures
used in the result, with AAR primarily serving to explain CAAR. Due to the lack of distinction
established by previous research, only CAAR will be used for comparison with previous
conducted research. Occasionally, the AAR will be included in the same manner as a result, but
only for clarification purposes. In addition, several earlier studies only analyze CAR instead of

CAAR; however, the latter is the most common measure.

As a reminder, both AAR and CAAR will be demonstrated for each event day, during both
event periods, and for the respective hypotheses to clarify the study's findings. All statistically
significant values are marked with asterisk stars "*" depending on the significance level. "*"
corresponds to 5%, and a critical value of 1.965; "**" corresponds to a 2%, and a critical value

of 2.334; "***" corresponds to 1%, and a critical value of 2.576.

4.2.1 Event Study Results for the Combined News

Below are the results of the combined news event study. The result intends to test the first
hypothesis of the study, which proposes that the CAAR is statistically significantly different

from zero, i.e., that ESG news has a statistically significant impact regardless of the direction.

Hai: ESG news has a significant impact on Swedish-listed companies' market value.

As presented in Table 4 below, the AR aggregated across all shares (AAR) for combined news
during publication day, t,, is -0.043%, with a t-value of -0.492. The result is neither strong nor
significant, as this value is lower than the decision rule chosen for a 95% confidence interval.
The additional event days that stand out are t_; and t_;, where AAR is measured at -0.192%
and -0.508% with corresponding t-values of -2.176 and -5.764, respectively. These significant

results, and in particular t_,, later drive up CAAR, which from day minus one, t_;, is
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significantly negative during the remaining event period, as visualized in Figure 4 where a
negative trend in CAAR can be discerned throughout the entire event period. Concerning
hypothesis 1, Hi, this measure is of the essence, especially for the entire event period,
corresponding to event window T,, and the shorter window denoted T,. Table 5 exhibits AAR
summed to CAAR isolated for each event windows. As shown, CAAR is higher for T, than T,
which is reasonable as the sum of AAR for eleven days naturally exceeds the corresponding
sum for three days. However, the statistical significance is higher for T, which would indicate
sufficient evidence that ESG news has a substantial impact on the market value of companies,

thus confirming Hu.

Table 4: Event study results for positive and negative ESG news combined

Source: Own calculation based on data from Nasdaq (2022:a—e).

Event day AAR t-value CAAR t-value

-5 0.025% 0.280 0.025% 0.280

-4 -0.155% -1.758 -0.130% -1.045

-3 -0.192% -2.176* -0.322% -2.110**
-2 0.114% 1.288 -0.209% -1.183

-1 -0.508% -5.764*** -0.717% -3.636***
0 -0.043% -0.492 -0.761% -3.520***
1 -0.072% -0.820 -0.833% -3.569***
2 0.118% 1.343 -0.715% -2.864***
3 -0.047% -0.533 -0.761% -2.878***
4 -0.247% -2.800*** -1.008% -3.615***
5 -0.117% -2.174* -1.200% -4.102***

Table 4: Demonstrates AAR and CAAR [%] for the shares during the period of publication of positive-
and negative ESG news combined. The sample consists of 195 ESG news published during 2017-2020.
“[ 1” contains the t-value of the AAR or the CAAR. * p<.05; ** p<.02; *** p< .01
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Table 5: CAAR for combined ESG news during each event window

Source: Own calculation based on data from Nasdaq (2022:a—).

Event window Period CAAR t-test

T1 t=1[-1,1] -0.624% -2.359**
t=0 -0.043% -0.201

T t=[-5, 5] -1.200% -1.237

Table 5: Demonstrates CAAR [%] for the shares during the period of publication of an ESG news. * p <
.05; ** p<.02; ***p < .01

Figure 4: CAAR for positive and negative ESG news combined
Source: Own figure based on data from Nasdaq (2022:a—€).
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Figure 4: Visualizes CAAR [%] for the shares during the period of publication of positive and negative

ESG news combined.

4.2.2 Analysis of the Combined News with Regard to Empirical Papers

The market’s general reaction to both positive and negative ESG news combined, is negative.
This is supported by the fact that the average market capitalization decline during the longer
eventwindow, T, is -1.2%, as demonstrated in Table 5. Although this CAAR is not statistically
significant, it can be deduced that the majority of this decline can be attributed to two significant

AARs during t _; and t _;. These days resulted in an average market capitalization decline of
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-0.7% (-.192 + -.508) for the analyzed companies. Furthermore, it can be inferred that these
aforementioned days, and t_; in particular, caused the CAAR to become, in turn, strongly
negative and statistically significant at a 1% level throughout the remaining event period from

t _, and onward, as shown in Table 4 and illustrated in Figure 4.

The findings in this study are partly in line with previous research. Firstly, a vast majority of
the studies examined have succeeded in demonstrating a significant impact, regardless of
magnitude and direction, within a few days around the event. To be precise, it was displayed
during t = [-1, 1] by Capelle-Blancard, and Petit (2017), Endrikat (2016) and Flammer (2013),
and lastly during t = [-5, 5] by Krueger (2015). Secondly, our negative CAAR for combined
news implies that negative market reactions exceed the corresponding positive reaction from
positive news, in accordance with Capelle-Blancard and Petit (2017), Endrikat (2016) and
Krueger (2015). However, our results diverge with the implication that the CAAR for both our
event windows, T; and T,, is of greater magnitude than any of the aforementioned studies,

except for Flammer’s (2013).

As for the shorter event window, T, the absolute difference in negative strength is greatest
between our and Capelle-Blancard and Petit’s (2017) study. In this regard, the difference
amounts to .52% (.605 - .085). Moreover, the least is the difference between our and Endrikat’s
(2016) study, where the difference amounts to .311% (.605 - .294). However, most noticeable
is the difference for the long event window, T,, where the largest absolute difference is 1.773%
(1.912 — 0.139) between our and Capelle-Blancard and Petit's (2017) study, and as lowest
between our and Krueger's (2015) study, 1.032% (1.912 - .88). Consequently, it is possible that
early market reactions, based on not yet public information, have taken place and that these
reactions later, judging by the longer window, are more persistent than previous research.
Furthermore, judging by the relatively dominant-negative reaction, it is evident that the

Swedish market does not react as positively to positive news.

4.2.3 Analysis of the Combined News with Regard to the Theoretical Framework

In particular, the higher CAAR for the longer window, T,, suggests that the Swedish market
does not price information as efficiently compared to other markets in previous studies; more
precisely, it displays tendencies for more far-reaching deviations from fundamental

prices. Hence, in contrast to Fama's (1970) hypothesis of efficient markets, it is reasonable to
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argue against the strong form, as superior risk-adjusted returns are likely to be generated based
on trading with insider information. Nevertheless, the results provide partial support for the
semi-strong form, which in contrast to the strong form implies that information can cause short-
term deviations from fundamental values in the market. However, the long period of significant
negative CAARs, particularly the continued significant decline after the event, which is also
visualized in Figure 4, indicates that the market does not price the new information quickly and
correctly. Consequently, it is impossible to confirm the semi-strong form, which tends to be

more relevant for previous research, unlike in this study.

A feasible explanation for this could be that the Swedish market is significantly smaller than
the larger financial markets (Lidén 2006). Hence, this could denote that information spreads
more quickly between market participants, resulting in a rapid information leakage that quickly
reaches many investors. This may be a plausible explanation for the result of early and more
negative CAARs before the event compared to the aforementioned studies. In particular, the
early AAR during t_; and t_,, which customarily causes a relatively strong CAAR during t_,,
indicates that information spreads rapidly. Although this market reaction could be based on
rational grounds, there is still reason to believe that the market does not act fully rationally and
that these deviations are not random, in contrast to the theoretical assumptions for EMH (Fama
1970).

In line with Shleifer (2000), this might occur when investors, instead of trading uncorrelated,
communicate and take advice from other irrational investors. This could later drive market
prices above their fundamental values before and during the event. Correspondingly, the
relatively persistent CAAR after the event could be explained by the fact that investors trade in
flocks and that their fear of losses outweighs the corresponding delight for gains. Indeed, after
the news publication, the persistent negative CAAR could be supplemented by the fact that
investors are loss-averse and overthink (Arnold, Bassen & Frank 2012; Ritter 2003). As shown
in Table 4, the AAR is insignificant and more or less unchanged in the next few days after the
event, indicated by the market either reacting fully or holding on to assets in the hope of an
upturn. Given the latter, this could trigger a minor panic in the market as prices do not recover,
as shown in Figure 4. Consequently, when a few investors begin to realize their losses, indicated
by a significant AAR during t5, there is reason to believe that more investors follow the same

path. This could explain the significant and strong negative AAR during t4, shown in Table 4.
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Compared to previous studies, the relatively strong market reaction could further imply that
Swedish investors are more sensitive to ESG news and, in particular, more sensitive to negative
news. This, in turn, can be strengthened by studies that prove that Sweden as a country is
relatively more sustainable (UN 2022); that Swedes are more aware of sustainability
(Cucchiella et al. 2017); and that organizations are thus required to act sustainably as Swedish
investors place a high priority on it (Lagerkvist et al. 2020). This speaks in favor of protecting
all stakeholder’s interests (Aouadi & Marsat 2018)—especially in a market where sustainability
plays a significant role—which underpins the importance of complying with the social contract
(Deegan 2019). Similarly, judging by the generally strong negative reaction to ESG news, it is
evident that the Swedish market does not react as positively to positive news as one may expect.
A plausible explanation may be greenwashing, which will be discussed further in the analysis
of Ha.

Nevertheless, deviations from the social contract are viewed negatively and harm those with
legitimate influence over the company. Indeed, our results suggests all stakeholders are of vital
importance (Freeman 1984), and that negative ESG news will result in stakeholder skepticism
and perceptions of corporate hypocrisy (Du, Bhattacharya & Sen 2010; Maignan & Ralston
2002) and, ultimately, a decline in value (Jiao 2010). This can be justified by our empirical
evidence showing that deviations from the social contract, and consequently the stakeholders'
expectations, result in the market value declining by -0.624% during T; = [t_;, t;], and by -

1.2% during T, = [t_g, ts], even though the latter cannot be statistically confirmed.

4.2.4 Event Study Results for Positive and Negative News

Below are the event study results for the separated data consisting of positive and negative ESG
news. The results aim to test the study's second hypothesis, Hz, which suggests that the negative

CAAR for the negative news exceeds the positive CAAR for the positive news.

H2: The impact of ESG news is larger for negative news than positive news on the Swedish

stock market.

As shown in Table 6 below, the AAR during the event day, t,, for positive and negative news

is -0.190 and -0.259, with corresponding t-values of -0.763 and -1.866, respectively. As with
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the combined news, it is later t_; and t_, that stand out for the separate data, explained by
strong negative AAR during these days for the negative news. Unique for both the negative and
positive news is t_,, where a significant positive and an almost significant negative AAR for
the negative and positive news were observed. Consequently, these values later result in the
AAR generated t_; for the negative news being eliminated. As for the positive news, this
negative AAR is the culmination of the previously negative trend during the beginning of the

event period.

Accordingly, these AARs reflect CAAR, which for the negative news is statistically significant
during t_s, and then return to more normal levels during t_,, as shown in the right-hand column
in Table 6. However, the highly significant negative AAR during t_, drives up the CAAR to
be statistically significant at a 1% level for the negative news during the remaining days of the
period. For the positive news, the initial negative AARs during the event period
correspondingly result in a significant negative CAAR during t_, which continues during t,,

t,, and returns during t; and tg; as also visualized in Figure 5.

As for Hi, CAAR is of utmost importance in testing H2. By examining Table 6 and Table 7, it
can be concluded that the negative effect during T,, as well as T,, is stronger than the
corresponding positive effect for positive news; in fact, the positive effect is non-existent, which
demonstrates how there prevail asymmetrical reactions from the market. It is significantly more
substantial for the negative news during T,, as it exhibits a significant value of -1.211 % during
those three event days. A careful examination of Table 6 would reveal that investors not only
punish reckless behavior but also do not reward positive such. Furthermore, by observing Table
7, it is evident that the negative effect for T, is statistically significant at a 1% level, which

strengthens the motives for accepting Ho.
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Table 6: Event study results for positive and negative ESG news separately

Source: Own calculation based on data from Nasdaq (2022:a—e).

Positive news

Negative news

Event day AAR CAAR AAR CAAR

. -0.209% -0,208% -0.075% -0.075%
[-0.840] [-0.840] [-0.543] [-0.543]

y -0.117% -0.326% -0.213% -0.288%
[-0.469] [-0.926] [-1.533] [-1.468]

3 -0.071% -0.397% -0.295% -0.583%
[-0.285] [-0.921] [-2.123%] [-2.424]%*

, -0.453% -0.850% 0.309% -0.274%
[-1.823] [-1.708] [2.224%] [-0.988]

4 -0.238% -1.088% -0.838% -1.113%
[-0.958] [-1.957]* [-6.032%** [-3.581]***
-0.190% -1.278% -0.259% -1.372%

0 [-0.763] [-2.098]* [-1.866] [-4.031]***

. -0.038% -1.316% -0.113% -1.485%
[-0.154] [-2.000]* [-0.815] [-4.040]***

, 0.115% -1.201% 0.099% -1.386%
[0.464] [-1.707] [0.710] [-3.528]***

5 -0.326% -1.526% -0.085% -1.471%
[-1.310] [-2.046]* [-0.612] [-3.530]%**

. 0.085% -1.441% -0.251% -1.723%
[0.343] [-1.832] [-1.810] [-3.921] ***

- -0.332% -1.773% -0.264% -1.987%
[-1.335] [-2.150]* [-1.901] [-4.312] ***

Table 6: Demonstrates AAR and CAAR [%] for the shares during the period of publication of positive- and

negative ESG news separately. The sample consists of 195 ESG news published during 2017-2020. “[ ]”

contains the t-value of the AAR or the CAAR. * p <.05; ** p <.02; *** p<.01
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Table 7:CAAR for positive and negative ESG news during each event window

Source: Own calculation based on data from Nasdaq (2022:a—).

Positive news Negative news
vert Period CAAR t-test CAAR  tiest
T: t=1[-1,1] -0.466% -0.625 -1.211% -2.904***
t=0 -0.190% -0.763 -0.259% -0.762
T t=[-5, 5] -1.773% -0.648 -1.987% -1.300

Table 7: Demonstrates CAAR [%] for the shares during the publication of positive- respectively negative
ESG news. * p<.05; ** p<.02; ***p < .01

Figure 5: CAAR for positive and negative ESG news separately

Source: Own calculation based on data from Nasdaq (2022:a—).
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Figure 5: Visualizes CAAR [%] for the shares during the period of publication of positive and negative ESG

news separately.

4.2.5 Analysis of Positive and Negative News with Regard to Empirical Papers

The findings of this study undeniably confirm that there is an asymmetric response to ESG
news, regardless of nature and magnitude. These have infused the chapter where both the
combined and separate data demonstrate that the predominant effect on CAAR is negative. The

discoveries are thoroughly in line with both early and later research regarding the market's
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reaction to negative ESG news is greater than the corresponding positive reaction to positive
news (Capelle-Blancard & Petit 2017; Endrikat 2016; Klassen & McLaughlin 1996; Krueger
2015). However, our results deviate from previous research on two levels. First, our findings
imply that the asymmetric response and, mainly, the negative impact of negative ESG news is
more prominent than what has been previously observed. Second, it is impossible to observe
statistical evidence nor indications of a positive market reaction. This can be justified by
studying Table 6, where both AAR and CAAR are compiled for individual days and Table 7,

where CAAR is summed for the respective event windows, T; and T,.

First, although the negative response to negative ESG news is in line with previous research,
the asymmetric response differs significantly from these. In line with previous resonances
during the analysis of Hi, the absolute difference in CAAR for our negative and positive news
is significantly different from previous studies. During the shorter event window, it is possible
to distinguish, for example, that the impact of our negative news exceeds both Endrikat’s (2016)
meta-analysis, as well as Capelle-Blancard and Petit’s (2017), Flammer’s (2013), and
Krueger’s (2015) studies. As with our combined news, it also follows that this difference is
most significant for the longer event window, T,. Indeed, the most considerable absolute
difference for the negative news can be observed compared to Capelle-Blancard and Petit
(2017), where the difference amounts to 1.902% (1.987 - 0.085). The lowest is the difference
between our and Krueger's (2015) study, which amounts to 1.107% (1.987 - 0.88). The findings
are thus consistent because the magnitude differs, regardless of the set of data, which

strengthens the case that Swedish investors may be more sensitive toward negative ESG news.

Second, the asymmetrical and paradoxical negative reactions to positive news are inconsistent
with prior research. Capelle-Blancard and Petit (2017), for instance, were unable to demonstrate
statistical significance because the responses to positive news were only moderately positive
(.016%) during t = [-1, 1]. However, Krueger (2015) found that positive news led to negative
CARs (-.47%), during t = [-5, 5] making our findings (-.466%) during t = [-1, 1] consistent
with his. The lack of a positive market response to positive ESG news may be because the
market does not view this information as legitimate. This is consistent with Krueger's (2015)
conclusion that the market interprets positive news as negative, depicting management as
focusing solely on ESG for self-serving reasons. Moreover, the results support Wang and

Chen's (2015) claim that positive sustainability news is not always valued. Despite the difficulty
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in determining the underlying cause, the results support Flammer's (2013) assertion that CSR

produces diminishing positive returns.

The preceding reasoning is consistent with Schepers’ (2006) findings suggesting that investors
react differently to negative and positive information. It is also in line with Endrikat's (2016)
contention that different country-specific factors differentiate the market's response in different
countries. In contrast to the findings of Flammer (2013), Capelle-Blancard and Petit (2017),
and Klassen and McLaughlin (1996), the results indicate that CSR and ESG are not as profitable
as previously demonstrated. A further explanation for the non-existent positive market reaction
could be based on the fact that the Swedish market is fundamentally distinct from those
previously examined. As mentioned in the analysis for Hi, the Swedish market deviates in size
(Lidén 2006), sustainability (Cucchiella et al. 2017; UN 2022), and expectations of the latter
(Lagerkvist et al. 2020). Even though Sweden is known for its high level of sustainability work,
the results of this study would suggest that Swedish investors may not value positive ESG news
as much as investors in other countries do or that they react differently depending on the nature

of the news.

4.2.6 Analysis of Positive and Negative News with Regard to the Theoretical Framework

Moreover, the asymmetrical results can be reflected upon and explained theoretically. In
accordance with Du's (2015) findings, which he referred to as greenwashing, the fundamentally
negative reactions of investors to positive news could be explained. As Lyon and Maxwell
(2011) implied, this would suggest that Swedish investors are aware of companies' tendencies
to promote an exaggeration of environmentally friendly claims in order to mislead consumers,
or in this case, the stakeholders. This provides additional support for the claim that ESG may
not necessarily result in profitable outcomes for companies. However, the reaction cannot
definitively be attributed to greenwashing, as it would require a thorough analysis of the

company’s entire sustainability work to establish its impact.

Although the results prove the notion that stakeholders are agents of social control (Freeman
1984), it also contradicts prior research suggesting that positive CSR, and protecting
stakeholders interests, will increase the value of the company (Donaldson & Preston 1995;
Freeman 1984; Godfrey Merrill & Hansen 2009; Kacperczyk 2009). Nor is it possible to prove
that compliance with ESG would increase the companies' legitimacy (Deegan 2019), as the



48

positive effect is insignificant and virtually non-existent, as seen in Table 6. In contrast, the
results support Friedman's (1970, see Mansell 2013) contention that CSR interferes with profit
maximization. However, the significant negative response to the negative news would suggest
that violating the social contract is more costly than attempting to appear sustainable. This is
evident as the negative CAAR for positive news (-1.773%) is less than the CAAR for negative
news (—1.987%) during the longer event window, T,. Consequently, this would argue against
the notion that CSR work is costly (Friedman 1970; Mulligan 1986), as it demonstrates that not
acting in accordance with social expectations can be more costly.

There is an asymmetry in the market's reaction to positive news, which may be due to
fundamental differences in the Swedish market, as demonstrated by the results of the positive
news separately. Tables 6 and 7 support the argument that the market is not efficient based on
the theoretical and empirical assumptions of EMH, as was previously discussed during the
analysis of Ha. Specifically, the evidence suggests that investors may be irrational or boundedly
rational (Ritter 2003); that they weigh losses more heavily than gains (Kahneman and Tversky
1979); that they trade in flocks (Bikhchandani & Sharma 2000); and that they tend to "punish™
negative news more than they "reward” positive news (Bird et al. 2007; Endrikat 2016;
Lorraine, Collison & Power 2004). In accordance with the findings of Arnold, Bassen, and
Frank's (2012) study, loss aversion may also account for the market's asymmetric response,

including over- and underreactions.

Consistent with the results of the combined news, the early reactions to the negative news would
suggest that the strong form of EMH should be refuted in this case. As shown in Table 6, the
risk-adjusted returns prior to publication are likely the result of insider trading. Furthermore,
due to the market's asymmetrical responses, the semi-strong form of efficiency could neither
be confirmed nor refuted. This supports the argument made previously in the analysis of Ha.
However, the results are consistent with previous research in behavioral finance, indicating that
both the market overall and individual investors exhibit loss aversion and herding behavior,
with the latter being evidence that deviations from rationality are not random. This becomes
clear from examining the CAAR caused by the negative news, which grew exponentially on
event day t_; and then maintained at significant values for the remainder of the event window;
see Table 6.
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The findings further suggest that investors perceive negative information to be riskier than it is.
In addition, they typically mirror market fluctuations, resulting in a significant price decline.
The results do not provide evidence as to whether changes in market capitalization are result
from investors' actual interest in ESG or whether they are a result of future financial
performance expectations. Furthermore, the results suggest that, in the short term, sustainability
news publications may not always be profitable. However, it is essential to note that the result
does not account for the long-term effects, which could produce a different outcome. Positive
news may initially appear to be exaggerations or attempts to gain legitimacy among
stakeholders in an unethical manner, i.e., greenwashing. Nevertheless, it may be a genuine
publication of a sustainable activity that is misinterpreted, which our results cannot prove.
Altogether, it is evident that Swedish investors value negative ESG news highly and either do

not value positive ESG news or value them slightly low in the short term.
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5. Conclusion

The following chapter concludes the study with a presentation of the findings and their
connections to relevant theories. Finally, the study's practical implications which serve as the

basis for suggestions for future research, are discussed.

The main purpose of this study was to investigate how ESG disclosures about Swedish-listed
companies affected their market value. Also, the study indented to supplement the existing
literature by complementing with new perspectives, partly on how the market could react and
why. This was accomplished by quantifying the impact of 195 ESG news, published by the
Swedish business magazine Dagens Industri during 2017-2020, on market capitalization. Using
event studies, results were produced to either confirm or reject the study's hypotheses, Hi and
H2. Subsequently, the results of the study were analyzed in two steps for each hypothesis.
Firstly, the results were compared to previous research, and secondly to theories. The theories
utilized were partly consistent with prior research and, in part unique, as neither EMH nor

market psychology had been central to prior research.

Hi: ESG news has a significant impact on Swedish listed companies' market value

H2: The impact of ESG news is larger for negative than positive news on the Swedish stock
market.

The results of this study imply that both hypotheses H, and H, can be confirmed, which is
consistent with the findings of numerous prior studies. Regarding H,, the CAAR is significant
for nearly every day during both event windows and, interestingly, prior to the publication date.
This indicates that insider information may have prompted market reactions. Consequently, the
results do not support the strong form of EMH. However, they do provide some support for the
semi-strong form as this type of information, in accordance with the theoretical assumptions,
could give rise to superior risk-adjusted returns, or AR. In addition, some of the study's findings
are consistent with those of prior studies. Coherent with the implication that both our
hypotheses could be confirmed. However, incoherent in the sense that both our event windows,
and in particular T,, indicates that the Swedish market does not price information as efficiently

as previously studied markets.
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Our analysis emphasizes the size of the market, irrationality among investors, dependent
deviations from the rationality, or attitude toward sustainability, as explanatory factors for these
results. As for the latter, the generally significant negative market response to the Hi analysis
could also be attributed to Sweden's sustainable nature and greenwashing. Furthermore, the
persistently negative CAAR throughout the event period could be explained by Swedish
investors' tendency to be loss-averse or to possible herding tendencies. Overall, this indicates
that deviations from the social contract, which involved non-compliance with ESG factors,

could harm their legitimacy and, consequently, deteriorate the relationship with stakeholders.

The results from our separate data and later analysis of Hz reveal the asymmetric reaction to
ESG news. These findings proves that the negative impact of negative ESG news exceeded the
corresponding positive impact of positive ESG news. We highlight possible explanatory factors
in the analysis derived from behavioral finance, wherein previous studies had suggested that
investors were irrational or boundedly rational; that losses outweighed the delight of gains; and
that negative news were "punished” more than positive news were "rewarded"”. Moreover, in
accordance with the analysis for Hi, the strong form of EMH is refuted in the analysis of Ha.
However, neither sufficient support nor sufficient counter-evidence for the semi-strong form is

found.

The lack of positive reactions to ESG news is explained by the fact that they are likely not
perceived as legitimate, but rather as unfounded attempts to create a green image, consistent
with previous research that labeled the phenomenon greenwashing. Moreover, our findings
contradict the premise that a positive relationship should exist between sustainability work,
legitimacy, and company value, as Swedish shareholders do not appear to place the same value
on these actions as investors in other markets do. However, as the results suggest that negative
news had a more significant impact than positive news, it is reasonable to conclude that
sustainability work is more beneficial than avoiding it altogether, as positive news may have
been misinterpreted. It is necessary to consider that the results only reflect the short-term effects

of the events, and therefore the long-term effects can produce different results.

Lastly, the main practical contributions of this study are the findings that ESG news has a
substantial impact on Swedish-listed companies and that this effect is asymmetric. Asymmetric

with the implication that the negative impact from negative news exceeded the corresponding
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positive impact from positive news. In addition, the study contributes to a comprehension of
the role of market psychology and market efficiencies. This is most evident in our results which
shows that positive news results in negative market reactions, suggesting that the market prices
information irrationally. Ultimately, do the goal sanctify the mean? The answer to that question
is perhaps yes. Although the general market reaction proves to be negative, the negative impact
of deviation from the social contract and stakeholders’ expectations is still more significant than

anything else.

5.1 Future Research

Considering that the chosen sample for this thesis primarily comprises negative ESG news, a
more balanced level of news would result in a more comprehensive study. Further research
could include multiple news sources to determine if one source is more relevant than others, in
terms of ESG news. Another interesting approach to this subject would be to combine event
studies with regression analysis, where, for instance, trading volume is considered. This would
allow a comprehensive analysis to support the behavioral finance theories regarding investors'

herding behavior and their tendency to be loss-averse.

Furthermore, it would be interesting to split up the data into each pillar within ESG. As Flammer
(2013) and Du (2015) emphasized the environmental pillar in their study, it would be of interest
to focus on the other two as well in order to investigate which pillar has the greatest effect on
investors. Additionally, variables that could be included are the ESG-grade for the companies,
as this could consider the company's general sustainability work and therefore provide a more
comprehensive understanding regarding greenwashing. This would have enabled an additional
dimension within which an in-depth analysis could be conducted. In particular, it would be
possible to analyze whether greenwashing is responsible for the anomaly in which positive ESG
news results in negative AR’s. On this basis, we propose the two following ideas for further

research:

ESG news affect on the market value of a company, depending on E, S, and G.

Does greenwashing have a significant impact on the abnormal returns of companies?
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Appendix 1: List of Companies used as Sample.

ABB
Academedia
AFRY

Alfa Laval
Ambea

Arctic Paper
Assa Abloy

Astra Zeneca
Atlas Copco
Atrium Ljungberg
Avanza Bank Holding
Bergman och Beving
Billerud Korsnés
Boliden

Bure Eqiuty

C Rad

Castellum

Cloetta

Corem property
Cortus Energy
Dustin Group

Electrolux
Eltel

Eniro Group
EQT
Ericsson
Essity
Fagerhult
Fastighet Balder
Fingeprints
Fingerprint
Haldex
Heimstaden

Kinnevik

Lifco

Lindab International
Loomis

Lucara Diamond Corp
Lundin Gold

Minesto

Munters Group

NCC

Nordea

Oasmia Pharmaceuticals

Oscar Properties Holding

Hennes & Mauritz Power Cell Sweden

Hexagon
Hexpol
Holmen
Humana
Husqgvarna
Industrivarden
Investor

Karo Pharma

Pricer

Ratos

SAAB

Sandvik

SAS

SBB

SCA

Scandic Hotels Group

SEB

Securitas

Sensys Gatos Group
Serneke Group

Skanska

SKF

SSAB

Stora Enso

Svenska Handelsbaknen
Sweco

Swedbank

Swedish Orphan Biovitrum
Tele2

Telia Company
Trelleborg

Viking Supply Ships
Volvo

Volvo Cars
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