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Abstract
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In today's society there is an increasing globalization. This may create a challenge for publiclyowned firms to make its stocks more attractive in the market for the investors all around the
world. One method firms could use to attract new investors is through engagement in Corporate
Social Responsibility (CSR) activities; which has in the recent years received a lot of notable
attention. On the occasion that there exist different types of CSR activities it would be beneficial
for firms to receive broader knowledge about the different impacts that the different activities
have on a firm's stock price. Therefore, the purpose of this thesis is to contribute to the literature
by investigating if different types of CSR activities have different degree of impact on a firm’s
stock price; and if so, which type of activity that would be more preferable for firms to undertake
in order to increase their stock price.
The effect of a firm’s engagement in CSR activities was studied by the use of an event study. The
event study was centered on a firm’s announcements of CSR activities of type environmental,
ethical and philanthropic. All the firms considered in the study are American firms and they
were all listed on the New York stock exchange (NYSE). The time period used in the study were
the years between 2006 and 2016. However, the year of 2008 was excluded because of the
financial crisis. To measure whether CSR has an effect on a firm’s stock price a t-test was
conducted based on the cumulative average abnormal return (CAAR). A sign test was also
performed based on the number of positive CAR’s in the estimation window compared to those
in the event window. The cumulative abnormal return (CAR) was also considered in order to
draw further conclusions.
The study found that a firm’s engagement in CSR did overall, have a positive effect on a firm’s
stock price. Further, by studying the results from the various activities; the results show that a
firm’s engagement in environmental and ethical CSR activities also have a positive effect on the
stock price. Meanwhile, it appeared that philanthropic CSR had no impact on the stock price. To
answer the question of which type of CSR activities that is the most beneficial for a firm to
engage in if they intend to increase its stock price is to invest in environmental CSR activities.
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Definitions
Abnormal return
The abnormal return is found by taking the actual return minus the expected return.
Actual return
The actual return is the return that is generated by an investor, it could either be a loss or a gain.
It is thus the gain or loss that an investor actually receives.
Alpha (α)
Alpha represents the return that is not related to the market.
Beta (β)
Beta is used as a measure for systematic risk of a security compared to the market.
Corporate social responsibility (CSR)
A firm’s initiative to undertake activities that helps to create a more sustainable world.
Cumulative abnormal return (CAR)
The cumulative abnormal return is the sum of all the abnormal returns.
Estimation window
The estimation window is the period used before the announcement to find the expected return
through a regression of the single stock and the market data.
Event window
The event window represents the days that are used to measure the effect that a specific event
has on the stock price.
Expected return
The expected return is the amount that an investor is anticipating to receive from an investment.
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Symbols
α= Alpha
β= Beta
Rmt= Market return
Ri= Actual return
σ2 = Variance
σ = Standard deviation
εi= Residuals
w= Number of positive CARs in the event window
𝐧= Number of stocks
𝐩
̂= Number of positive CARs in the estimation window
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1

Introduction

This section will cover a broad introduction to the CSR topic describing the growing
importance for firms to engage in CSR activities. There will be a background section to the
topic, a problem section describing the problem that the thesis is aiming to solve, as well as a
purpose formulation for the thesis. This section will also cover the three research questions
that the thesis will be formed after. A delimitation is also included, which yields a short
description of the thing that will be excluded in the thesis.

1.1

Background

The world is becoming more and more globalized; and globalization tends to continue to
increase. Many firms get listed on the stock market, which could be one of the reasons for the
increasing globalization (Welford, 2005). Globalization may bring positive opportunities for
businesses, among other things, an opportunity for businesses to expand through trade across
borders whereby businesses can segment new customers. However, globalization could also
bring challenges whereas one challenge could be the increase of competitors. Competition is not
always a negative issue but it does tend to create stricter requirements for firms to increases
their performance in the marketplace. In order for firms to increase their competitiveness it is
important that they succeed in establishing a strong relationship between its operation and its
customers (Bolton & Tarasi, 2007).
As firms get listed on the stock market they also enter a new market; namely the stock market.
One of the main goals for a firm is to increase its profits in order to maximize shareholders’
value (Kokemuller, 2016). On the stock market the firms not only have to face an increasing
competition but they also have to work with increasing their stock price. However, there do exist
divided attitudes towards the stock market. Having a fairly negative attitude to the stock market
could generally be due to the investors’ previous losses. Whereas having a positive attitude
towards the investment in stocks could be due to the ability to successfully generate profit from
the investment. Regardless of the different attitudes that exist towards the investments in
stocks, there is no doubt that the stock market has grown essentially throughout the last decades
(Greenwood & Scharfstein, 2013). Since the stock market is a place where the society can
interlink themselves with different firms the publicly-owned firms also obtain greater
opportunity to establishing new relationships with customers and increase their competitiveness
on the market (Potras, 2012).
One question is then, how can a firm increase its stock price? There are potentially many ways to
do this, there are however one technique that has received notable attention during the last
years; namely the concept of CSR (Harjoto & Jo, 2011). The concept of CSR started in the 1920’s
(Smith, 2011) and the definition of it has been a bit diffuse through time. The overall purpose of
CSR is however for firms to voluntarily take social responsibility in order to obtain a more
sustainable world (David, 1973). The reason for a firm’s engagement in CSR has also been a bit
diffuse. Some argue that it is due to the potential increase in profit that may arise from it
(Friedman,
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1970), whereas others argue that it could be due to the fact that firms and people actually do
have a genuine care for a sustainable world (Pollard, Stewart & Sun, 2010). Previous research
has been conducted about CSR and its effect on a firm’s stock price. Evidence from the American
market shows that American publicly traded firms has managed to increase their stock price
through the use of CSR engagements (Flammer, 2012). Similar results have also been reported
for the Nordic market (Andersson & Preteni, 2011) as well as the European market (Cellier &
Chollet, 2010). Nevertheless, there seem to be a tendency for a firm’s engagement in CSR to
have an effect on a firm’s stock price. This topic is however, still under discussion and this will be
investigated further throughout this thesis.

1.2

Problem

In view that the business market today seems to be to a large extent globalized means that it
may create a challenge for publicly-owned firms to make its stocks more attractive in the market
for the investors all around the world (Welford, 2005). It is argued that one of the main goals for
a firm is to increase its profit and to expand their business. For this reason, they need to be
better than and differentiate themselves from their competitors. They have to differentiate
themselves in the market and work hard to create good relationships between its investors as
well as its customers (Armstrong, Kotler & Parment, 2013). One thing that probably is
important for a firm to become successful is that they should be able to “think” like an investor
or as a customer or other stakeholders.
As already mentioned, a firms engaging in CSR could be a tool for increasing its stock price. It is
therefore important for the firm to understand and to know whether the investors actually do
care about a firm’s engagement in CSR or not. Another thing that should be considered is the
fact that investors are people that most certainly have different values and norms. This may
likely result in them valuing things differently. There are different types of activities that can be
attributed to social responsibility such as environmental, ethical and philanthropic. Whether
these activities affect a firm’s stock price differently are issues still under discussion. There are
also different views and ongoing discussions whether CSR has an impact on the firm’s stock
price at all.
Since there are several different types of CSR activities, it would be beneficial for firms to get
knowledge whether there are some activities that do tend to have a greater impact on its stock
price than others. Maybe it is the case that some activities yield a negative effect on the stock
price compared to others? If that is the case, it would then be crucial for a firm to know this
before undertaking that specific CSR activity. Due to this, it is interesting to clarify whether
these activities can influence the stock price or not, and if there are any activity that is more
beneficial than others.
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1.3

Purpose

There is no notable evidence in previous research suggesting which type of CSR engagement
that has the biggest impact on a firm’s stock price. Therefore, the purpose of this thesis is to
contribute to the literature by investigating if different types of CSR activities have different
degree of impact on a firm’s stock price. Namely; investigating which type of CSR activity that
has the biggest impact on a firm’s stock price and thus would be the most beneficial to use if a
firm’s intention is to increase its stock price.
The firms investigated in the study will be American firms and the different types of CSR
examined will be environmental, ethical and philanthropic. This research could be a
contribution to knowledge by filling the gaps from the existing knowledge. In order to give a
more accurate picture different industries will be considered as well. However, this will not be
the main focus but it is important to consider since the result may differ depending on the
industry the firm operates in.
In order to fulfil the purpose, an analysis of whether CSR engagement have an actual impact on
a firm’s stock price will also be examined. If the investigation indicates a relationship between
the CSR engagement and a firm’s stock price, subsequent investigation should be done to see if
the various CSR activities do affect the firm’s stock price in different ways and to different
degrees.

1.4

Research questions

There are two research questions that has been formulated to provide an insight and
understanding of the influence that a firm’s engagement in CSR has on its stock price. The
research questions are as follows:
1.

Does an American firm’s engagement in CSR activities affect its stock price?

2.

How does an American firm's engagement in three different types of CSR activities;
environmental, ethical and philanthropic, affect its stock price?

In order to fully fulfil the purpose a sub question to the last-mentioned question was
formulated. Namely; which of the three different types of CSR activities; environmental, ethical
or philanthropic, is the most beneficial activity to use if an American firm intends to increase its
stock price the most?

1.5

Delimitations

There are several different factors that may affect a firm’s stock price, this thesis however, will
focus on CSR announcements. The thesis will not include any types of CSR ratings.
Furthermore, other marketing activities of the firm will not be taken into consideration. Since
the study aims to answer what type of CSR activity that is most useful for a firm to use if they
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want to increase their stock price, only positive announcements will be considered and therefore
all negative announcements will be excluded.
CSR can impact a firm in various ways such as financial performance, reputation and such a
like. In this thesis, the impact on a firm's stock price will be investigated. The thesis will only
consider environmental, ethical and philanthropic CSR activities and thereby exclude other
types of activities. The thesis will only consider American firms that are listed on the New York
Stock Exchange .
The time period selected for the investigation is extending over a period of time where the year
2008 is included. In order to avoid any potential impact from the financial crisis that took place
during this period, the year of 2008 has been excluded from the investigation.
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2

Theoretical framework

This section will cover the definitions regarding CSR and how it has changed over time. The
different CSR activities that will be considered in this study will also be carefully explained.
This section will also consider the existing literature of a firm’s engagement in CSR and the
impact it has on the stock price, both for firms all around the world and for American firms
only. The literature is founded to be divided, and this will be investigated further through this
thesis. Furthermore, the existing theory will be presented, where different theories are
explained in order to yield a better understanding of the research that will be conducted.

2.1

Definition and meaning of CSR through time

The concept of CSR has existed for a long period of time (Smith, 2011) and there seem to be an
increase in the interest of CSR, mainly from the public, investor as well as from the firms
themselves (Harjoto & Jo, 2011). Lately studies around CSR and its impact on the society as a
whole and on the firms has been a well discussed topic. Not to overlook; one of the major
discussion around CSR has been to try to reach a conclusion of what CSR really mean and to
find its true definition. Further, the impacts that CSR has on the society and on the firms are still
under debate and results tend to differ across different studies. The meaning and the definition
of CSR has also remained a bit diffuse trough time as well, below follows a discussion about the
different definitions that CSR has acquired through time.
A common definition of a firm’s engagement in CSR and its meaning is that firms undertake the
commitment beyond the economic, technical and regulatory requirements imposed on a firm
naturally (Davis 1973). Namely that a firm’s commitment to CSR is not regulated by laws and
constraints. David (1973) therefore argues that CSR means that “social responsibility begins
where the law ends". Mc Williams & Siegel (2001) also argues that CSR are a commitment that
firms undertake that is beyond the scope of laws and constrains, where the purpose of the firm’s
engagement is to promote the society with properly ways to help it and create a better world. An
important factor considered in this case is that firms should not operate under their own
interest, instead they should focus on what is good for society and the world (Mc Williams &
Siegel, 2001).
The view that the reason for firms to undertake CSR engagement are due to make the world a
better place is contrasted with another argument from Friedman (1970). Friedman (1970)
argues instead that the real purpose of a firm is to generate as high profit as possible and that
firms’ engagement in CSR are due to the potential profits that lies behind it. Furthermore, it
could be argued that the underlying reasons that exist for firms to engage in CSR are somehow
not that important; because the most important thing is that firms actually do engage in CSR
which will tend to make the world a better place. As argued by Doane (2005), the most
important thing that CSR tends to symbolize is that the firms intend to contribute to a better
social and more environmental sustainability than what governments have statutory.
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Although the definition of CSR and its purpose from a firm’s point of view is still a bit diffuse,
the overall outcome of a firm’s engagement in CSR do tend to be to create more sustainability
where the focus is on the society and the world. However, it is also argued that it is used to
increase profits. From this it can be concluded that CSR is an area that is still under discussion.
However, many opinions tend to describe the overall purpose of CSR as an act that a firm
voluntarily takes to increase their social responsibility towards the society.

2.2

Definition of different types of CSR

Achievement of a sustainable development in today's society can be a challenge. Sustainable
development mainly consists of three parts: environmental sustainability, social sustainability
and economic sustainability. Environmental sustainability mainly includes that the earth's
ecosystem should be defended. Social sustainability is about respecting human rights and create
opportunities for people to achieve a better living. Further, economic sustainability is primarily
about getting the economic development in the world balanced so that the elaboration of longterm work is achieved without destroying the living standards of people or the environment
(varldskoll.se).
Due to the fact that different things tends to be interpreted differently, the different types of CSR
has many different definitions and meanings. Therefore, in this thesis, the environmental CSR
will be regarded as environmental friendly actions that are taken by firms. The actions taken are
also considered to be taken voluntarily and are not required by law. This definition of
environmental CSR is the same definition used by Portney (2008).
Similarly, the ethical responsibility taken by a firm goes under the same conditions as the
environmental; where the actions are taken voluntarily and not regulated by law. It could be
described as the unwritten codes, norms and also actions that are value creating for the society
(Aupperle, Carroll & Hatfield, 1985). Ethical responsibility could be explained by firms doing the
“right” thing for their employees as well as their customers and for the society as a whole
(Aupperle, Carroll & Hatfield, 1985).
Finally, Philanthropy just as the previous types also goes under the condition of being
voluntarily taken by firms and is not regulated by law. Philanthropy could be defined as “love of
humanity”, since the word "philos" means love, and the word "thropos" means humanity
(McCully, 2008). From this, the engagement of philanthropy generally means that firms tend to
donate money as well as giving time that will benefit charities and also the society (Sulek, 2010).

2.3

Literature review, an overview of a firm’s engagement in CSR

During the last decades the involvement in CSR is playing a greater importance in firms,
especially for shareholder (Harjoto & Jo, 2011). Not to forget is that there is a cost associated
with CSR and thus the benefits of it must exceed the costs in order to be profitable (Servaes &
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Tamayo, 2013). The awareness of CSR has also increased and the research about it has increased
through time as well, people seem to be eager to get more knowledge of the degree of impact
that CSR has on both the firm and the shareholders’ value (Giannarakis & Theotokas, 2011).
Whether a firm’s engagement in CSR has an actual impact on its stock price or not is a well
discussed topic. Further, the degree of the impact that a firm’s engagement in CSR has on the
stock price is also a well discussed topic.
Freeman (1984) is one of the key authors in the field when it comes to studies around the
relationship between CSR commitment and a firm’s stock price. Freeman (1984) is the person
that developed the key concepts of stakeholder theory. He argues that firms should not only
consider the shareholder’s interests. The stakeholder theory means that a firm has the
responsibility to consider stakeholders interest when operating their business and not only
consider the shareholders needs of maximizing the profit. Jensen (2001) has extended the
meaning of the stakeholder theory to the so-called enlightened stakeholder theory. This theory
explains that the firm must not only take into account the interests of its stakeholders in the
firm’s decision process and generate maximum profits, but it also means that the firm must give
the organization the tools and structure required to achieve the common objectives. In contract
to Friedman (1970), Jensen (2001) argues that if firms only consider to maximize the profit for
shareholders, it will most likely lead to an unsuccessful business. Due to this perspective a firm
could increase its firm value by considering all their stakeholders. However, there may be
different strategies and different types of actions to do this. A potential action could be through
the use of CSR activities, for example ethical labour practices (Jensen, 2001).
Other researchers have generated similar results and conclusions as Friedman (1970). One of
them is Walley & Whitehead (2004), which argues that the costs associated with the
engagement in CSR should be considered when predicting the relationship between CSR and
firm value. This give rise to the following question; whether the increased costs through
involvement in CSR activities can demonstrate a stronger relationship between CSR and firm
value? Namely, does higher cost associated by CSR engagement result in a higher impact on the
stock price? The study of Walley & Whitehead (2004) investigated this question further. They
found that firms that did engage in CSR activities often face soaring costs and despite their
involvement in CSR they did not generate any particularly higher financial gains. They further
argue that a potential reason for this could be that the society sets tough requirements on firms
wanting them to take responsibility but they do not really care about the firms obtaining higher
costs. By obtaining higher costs, it may result in firms having lower revenues and thus a lower
firm value. From this Walley & Whitehead (2004) argued that it could be inferred that the
engagement in CSR activities affects the firm value negatively. Hence, a negative relation
between CSR engagement and changes in stock price.
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Another study conducted by Aupperle, Carroll & Hatfield (1985) illustrated similar results where
the study focused on how a firm’s engagement in CSR affected the profitability of a firm. In
order for the study to generate as accurate result as possible the investigation of any existing
relation was conducted both in the short and long term. The conclusion from their tests was also
that firms that did engage in CSR did not tend to be more successful compared to firms that did
not engage in CSR.
Despite all founding about a negative existing relationship between a firm’s engagement in CSR
and stock price, other studies have found the relationship to be neutral. Jaggi & Freedman
(1992) claimed that CSR engagement tended to have a negative effect on both the firm value and
the performance of the firm; this effect was however, only occurring in the short run whereas in
the long run the relationship remained neutral.
Mc Williams & Siegel (2001), who also emphasizes the importance of incurring the costs
associated with the engagements in CSR also found a neutral relation. They argue that the result
often is that firm’s that do engage in CSR tend to have higher cost than firms that do not invest
in CSR. Meanwhile, they still tend to generate the same rate of profit. In other words, they argue
that if a firm invests in CSR they may get higher profits but at the same time they also tend to
obtain higher costs. Moreover, they argue that a firm that does not invest in CSR may generate
lower profits but at the same time they still tend to keep their costs lower. Further, it was also
argued that the firms that perform the worst tend to change their strategies and thus these firms
will generate profits comparable with their costs. For that reason, no evidence of any existence
of a relationship between CSR and the firm’s financial value and its performance could be
discovered (Mc Williams & Siegel, 2001).
The neutral view of CSR engagement was also persistent with other studies made, of for example
Bowman & Haire (1975). Their study considered two main issues, namely; why it may be
difficult to define if there exist any relationship between CSR and the firm value as well as a
firm’s financial performance. The second problem discussed was the relationship between costs
and benefits. The first problem identified was that the CSR activities may be in conflict with
what the investors would like the firm to invest in. If the firm still choose to invest in CSR
activities that will not benefit the shareholders, it would mean that the firm is indirectly
financing the investments directly from the shareholder’s wallet. The second issue regards the
question of how much a firm should invest in CSR activities to generate as much as possible
from the investment. Is investing more always better than investing less? From this study
however, it was concluded that it is not possible to say for sure that more involvement in CSR
activities would generate higher profit. At the same time, it could neither be concluded that it
would generate less profit to increase its involvement in CSR activities. Therefore, Bowman &
Haire (1975) argued that the relationship that was found between a firm’s engagement in CSR
and the value of the firm and its financial performance was considered to be neutral.
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Furthermore, other studies conducted found that some types of CSR engagements did affect the
stock price positively whereas others affected the stock price negatively. A study that was
conducted by Andersson & Preteni (2011), that was based on the Nordic market, found that
there did exist a positive relationship between a firm’s engagement in CSR concerning the
employees and the stock price. Whereas firm’s engagement in CSR of the type concerning
environmental and community involvement did in fact have a negative impact on the stock
price.
This conclusion is contradicted by another study where it was argued that positive
announcements of CSR concerning the environment did instead have a positive effect on the
firm, whereas negative announcements of CSR activities concerning the environment had a
negative effect on the firm (Wagner, 2001). Klassen & McLaughlin (1996) also conducted a
research where they based their study on the concept that both individuals and shareholders
have an interest in the environment and that they therefore are willing to pay more for a product
if the extra cost of the product was due to investments in environmentally friendly activities. The
conclusion from this study was that the stock price tended to move with the market, but that
various corporate events; such as investment in environmentally friendly activities could have
an impact on the stock price. The study was based on public announcements regarding a firm’s
CSR activities. They found that the environmental performance of a firm tended to affect the
value of the firm in a positive way. From this the authors draw the conclusion that there do
exists a relationship between a firm’s engagement in CSR and its stock price. However, the study
also supports the conclusion from Wagner (2001); that environmental crises had a tendency to
negatively affect the return on a stock.
Another study based on the European market found that with the use on an event study that a
firm’s engagement in CSR had a positive impact on a firm’s stock price. Further, this impact
could be determined just after a two days’ period after the firm’s announcement about their
engagement of CSR (Cellier & Chollet, 2010).
Jones & Murell (2001) used a similar type of study; where they performed an event study on
family friendly firms and when they first receive a public announcement in a newspaper that
advertises social responsibility activities. In order to investigate whether there existed a
relationship between a firm’s engagement in CSR and a firm’s value the authors consider the
changes in the stock prices. They compare the changes from the day before the announcement,
the day of the announcement and the day after the announcement. Through the study they
found that potential investors consider a firm’s engagement in CSR as something positive and
thus that it will give the firm a continued sustainable future life. Jones & Murell (2001) therefore
concluded that investors are likely to act positively to a firm’s CSR activities.
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Waddock & Graves (1997) also concluded from their study that there existed a positive
relationship between a firm’s engagement in CSR and its firm value. They further argued that a
firm’s actions of social performance may strengthen the moral of and the productivity of the
firm which most certainly would strengthen the value of the firm. Hence, a positive relation
between a firm’s engagement in CSR and its stock price.

2.4

Literature review, American market

Since this study will be focused on the relation between an American firm’s engagement in CSR
and its stock price, it is important to investigate what has been concluded from this market in
previous studies. All of the previous studies discussed below are studies based on American
firms.
A lot of research has been conducted about American firms; whether their engagement in CSR
activities affect the stock price or not. From the previous studies different results have been
found trying to solve this question. Not surprisingly, there are different ways of conducting a
research based on CSR with relation to the stock price, some argue that there only exist three
ways of conducting it; either through event studies, econometric approaches and portfolio
analyses (von Arx & Ziegler, 2008). From these three, the most commonly used methodology is
to conduct the study with the use of an event study (Hendersson, 1990). However, there are
research that is not based on none of the techniques listed above, where a popular method is
done by taking a closer look at the firms CSR ratings that has been published in trustworthy
sources (Vujicic, 2015).
In some previous studies conclusions has been made based on just a few firms, for example the
study conducted by Dula (2009). The study was conducted through the use of an event study
were only one firm and 41 events was taken into consideration (Dula, 2009). The conclusion
from that study was that a firm’s engagement in CSR of the type philanthropy was proven to
have a negative effect on the stock price. From this, it could be argued that a firm’s engagements
in CSR could have a negative effect for some firms and a positive effect on other firms.
Considering a larger study based on 273 CSR announcements about different firms engaging in
environmental activities, the study did find a clear positive relationship between the firm’s
engagement in CSR and its stock price (Flammer, 2012). Further, the study also found that all
types of negative CSR announcements regarding the environment did instead have a negative
effect on the stock price (Flammer, 2012). The study was conducted through a period between
the years 1980 and 2009. By comparing this to the previous discussed study of Dula (2009),
where the study was conducted within a time period of two years, an important thing to reflect
on is that this study was conducted during the years of the financial crisis. The negative results
that was found from the study of Dula (2009) might be due to the financial crisis.
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The results generated from Dula (2009) and Flammer (2012) have been further investigated by
other studies. Where some could not found neither a positive nor a negative relation between
the firm’s engagement in CSR and its stock price. A study based on 139 firms during a time
period between years 2002-2008 found no significant relationship between a firm’s engagement
in CSR and its stock price (Cheung, 2009). Cheung (2009) found that a firm’s engagement in
CSR could influence the stock price right after the announcement. However, these changes were
only temporarily and did not create any significant impact in the long run (Cheung, 2009). The
final recipient from the study was that there was a neutral relationship between commitment in
CSR and a firm’s stock price.
Other researchers found that different CSR rating for firms had different effects on the stock
price, but the overall conclusion was that the higher a firm’s CSR rating the lower was the stock
return for that firm. Meaning that a firm’s engagement in CSR was always a disadvantage for a
firm when comparing it to the stock price (Vujicic, 2015). Another interesting study focus on
American CSR stocks; where the researchers found that the stocks tended to have significantly
lower variance and daily returns. Likewise, they also found that combined portfolios of the same
type of stocks had fairly low mean returns compared to others (Becchetti & Ciciretti, 2008).
From a study based on three American fast food chains different results for all of the three firms
were found. Where one result was that a positive relationship between a firm’s engagements in
CSR existed, one with a negative relationship and at last one concluding a neutral relationship
(Kurilets, 2014). The firms investigated within this study were of completely different sizes. This
may be a reason for the different results that was generated through this study.
Another study did however consider a large number of firms, 317, between the years 20032006. The research methodology where based on an econometric approach where all types of
CSR announcements were considered. The study yielded the conclusion that it did exist a
positive relationship between the firm’s engagement in CSR and its stock price (von Arx &
Ziegler, 2008).
After reviewing the literature most of the positive relationships found between the firm’s
engagement in CSR and its stock price were found by studies consisting of large samples with a
longer time period. Meanwhile, the negative and the neutral relationships were found through
studies based on a weaker number of samples and a shorter time period.
Another interesting finding from some of the previous studies was that a firm’s engagement in
CSR did not have any significant effect on the firm’s stock price. However, it seemed that as a
firm engaged in CSR activities its competitors tended to react negatively to those events
(Kurilets, 2014). Meaning that although the firm’s engagement in CSR did not have a direct
positive effect on its stock price they could still gain from it since it would affect its competitors
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negatively. This conclusion was however, based on a sample of three firms and due to this small
sample the results could be questioned.

2.5

Literature summary

Through this literature review it could be concluded that some researchers did find that a firm’s
engagement in CSR had a positive impact on the firm value and a firm’s stock price.
Contrariwise, other researchers found the relationship to be either neutral or even negative.
Some argues that CSR only yield short term effects on stock price which eventually fades
(Cheung, 2009); whereas others argue that the effect from a firm’s engagement on stock price
are rather persistent (Flammer, 2012).
For this reason, a question on why researchers acquire different results arises? There seem to
exist several answers to this question. It could potentially be due to the different time periods
used, as well as which types of firms that are examined. However, it could be argued that the
main reason for the different results are that it is difficult and even not fair to make an overall
conclusion that humans react the same towards all different types of CSR engagements. Namely,
a potential reason could be that people do not value the different types of CSR engagement to
the same degree. Therefore, it is of great importance to extend the already existing knowledge
into a further explanation of this issue. For that reason, it may be of great importance to
investigate how the different types of CSR engagements affect the stock price individually rather
than as a group. Therefore, the main purpose of this study is to investigate three different types
of CSR engagements; environmental, ethical and philanthropy and examine the effects these
activities has on the stock price and to see which of these activities that would be the most
beneficial for a firm to undertake if they want to increase its stock price.
Researchers from the previous studies tend to disagree on several aspects. There are however,
one aspect that they do seem to agree upon; that the importance of CSR for American firms is of
central importance even if it has a positive, neutral or negative relationship with the stock price.
Due to this, it is still a topic that is important to consider and study further by suggesting new
technologies and research to create new results of its impact on the firm as well as the society.

2.6

Agency theory

Agency theory is one of the oldest theories existing and there is an increase interest of this
paradigm in the financial literature (Ross, 1973). An agency relationship is primarily a contract
where one or more persons; namely the principal (s) which gives the other person, the agent, the
right to perform certain obligations in their interest (Jensen & Meckling, 1976). Oviatt (1988)
argues that managers act as agents while the shareholders acts as principals. This theory mainly
describes the relationship between managers and shareholders (Hill & Jones, 1992).
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One obvious problem within the agency theory is that the interests of the principals and agents'
interests often diverge from each other (Hill & Jones, 1992). In the process of decision making,
the agent can choose to act according to their own interests or to meet the interests of the
principals (Beliveu, Cottrill & O' Neill, 1994). However, the differences that may arise from the
deviation of interests of the parties could be overcome by maintaining a contract or such
between the two (Jensen & Meckling, 1976), which means that any deviation from agreements
results in agency costs (Hill & Jones, 1992).
Shapiro (2005) argues that all relationships based on the agency theory experiences agency
costs in some degree. Furthermore, Shapiro (2005) argue that the agents most likely have
several principals whose interests should be taken into consideration at the same time. As the
principals’ interests most certainly also differ from each other this complicates the process even
further. However, the problem arises if the agents still choose to take decisions that are in line
with their own interests and thus disregard the principals’ interests (Shapiro, 2005).
Beliveu, Cottrill & O' Neill (1994) argues that managers may within their operations face a risk of
losing their employees. They argued that this risk could be overcome by a good reputation which
may arise from financial performance, but also through the use of CSR. Thereof, if managers
decide to invest in CSR to achieve a good reputation that can reduce the risk of losing their
employees, this could disregard the interests of shareholders (Beliveu, Cottrill & O' Neill, 1994).
Hence, a rise of agency costs.
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3

Methodology

The methodology chapter covers the different procedures used in the thesis for the data
collection as well as the different models and techniques used to generate accurate conclusions
and results. There is first an explanation of the paradigm used followed by the hypothesis that
the thesis aims to answer, then a detailed explanation of how the study will be conducted is
stated where the two main sections are model selection and data collection.

3.1

Positivism paradigm

The study will be designed under a positivism paradigm. By implying the positivism paradigm, it
is mainly assumed that a sample is representing the entire population; and it is generally about
measuring social phenomena (Collis & Hussey, 2014). Positivism originated from the
philosophy known as realism and it basically originates from the assumption that social reality
is singular and objective (Collis & Hussey, 2014). When working under a positivism paradigm
the goal is to established different theories around a certain topic based on empirical research
(Collis & Hussey, 2014). Additionally, one of the main conclusion based on the positivist
paradigm is that in order for something to be considered scientifically true the data has to be
collected through the scientific model. By referring to the scientific model it means that data had
to be collected from experiments or observations (Rohmann, 1999).

3.2

Deductive reasoning

Due to the choice of a positive paradigm, the research will follow a deductive reasoning. The
deductive reasoning could be considered to consist of four different steps. The first step in
deductive reasoning begins with developing a theory. There are several different ways in which a
theory could be developed, one common way is through the use of existing knowledge and
studies. The theory step is then followed by a set of hypotheses that are formed around the
theory. The hypotheses should be based on the theory but should be narrowed down to more
specific questions. The next step is observation; observation basically means observing the data
that will been gathered for the study. After the data has been observed it should be possible to
draw a conclusion based on the observations. The hypotheses are then tested in order to
distinguish whether they should be rejected or accepted (Collis & Hussey, 2014).
This study will be conducted through the deductive reasoning, where previous research has been
studied carefully in order to find exiting gaps in the literature that could be filled with new
theories. Two research questions has been formed that are going to be investigated in order to
fulfil the purpose of the study, from these research questions there has also been hypotheses
formulated. The hypothesis are as follows;
Hypothesis 1:
H0: A firm’s engagement in CSR do not affect the stock price of the firm. CAAR=0.
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H1: A firm’s engagement in CSR do affect the stock price of the firm. CAAR≠0.
Hypothesis 2:
H0: A firm’s engagement in environmental CSR do not affect the stock price of the firm.
CAAR=0
H1: A firm’s engagement in environmental CSR do affect the stock price of the firm. CAAR≠0.
Hypothesis 3:
H0: A firm’s engagement in ethics CSR do not affect the stock price of the firm. CAAR=0
H1: A firm’s engagement in ethics CSR do affect the stock price of the firm. CAAR≠0.
Hypothesis 4:
H0: A firm’s engagement in philanthropy CSR do not affect the stock price of the firm.
CAAR=0
H1: A firm’s engagement in philanthropy CSR do affect the stock price of the firm. CAAR≠0.

3.3

Event study

Now that the theory and the hypotheses has been developed the next stage is observation. For
the observation there will be a data collection, due to the positivism paradigm the research will
be conducted by the use of quantitative data. Since the thesis aims to measure the effects of an
economic event on the stock price of a firm, one of the most useful methods of performing this is
through the use of an event study. Event studies have provided researchers with an effective way
to measuring the effects a certain event has on a firm and therefore this study will use this type
of research method due to its effectiveness (Konchitchki, E. O’Leary, 2011). Although there are
some drawbacks with using an event study when it comes to finding the abnormal returns it is
still considered to be an efficient method. Further, it is also one of the most commonly used
method when performing a study like this (Hendersson, 1990).
The event study will be centered around the announcements from American firms, listed on the
NYSE, which is related to CSR. One major benefit of an event study arises from the fact that a
certain event, in this case announcements of CSR activities, are immediately reflected in the
stock price (MacKinlay, 1997). Therefore, to measure an event’s impact on the stock price there
is no need to use a long period of time, rather a relatively short time period could be considered
in order to find the effects (MacKinlay, 1997). Due to this, the study will consider ten trading
days before the announcement and ten trading days after the announcement to examine its
effect on the stock price. All stock data information will be gathered from Yahoo finance
(finance.yahoo.com, 2016).
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The announcements regarding a firm’s engagements in CSR activities will be gathered online
from the corporate social responsibility newswire (CSRwire). There will only be collection of
positive CSR announcements since the study aims at answering the question of which type of
CSR activity that a firm should undertake in order to raise its stock price. CSRwire provides the
latest news, announcements and reports within CSR and has been operating since the late
1990s. CSRwire provides this information on a wide range of traditional and social media
services. By making use of these services they successfully achieved to reach a wide range of
audiences. CSRwire currently has about 70,000 readers per month and approximately 60,000
news writers that deliver the latest news in CSR activities. This makes them one of the world's
largest and most reliable providers of CSR news (www.csrwire.com, 2016). Since the thesis also
aims at answering the question whether there is any relationship between a firm’s engagement
in CSR activities and its stock prices, it is essential that information about CSR activities reach
out to potential investors. Due to the fact that CSRwire provides information on a wide range of
traditional and social media, it can be assumed that the information most likely becomes
available to potential investors.

3.4

Abnormal return

The most central thing for an event study is to first find the abnormal return (AR). By
considering the AR, it makes it possible to exclude other factors that may impact the stock price;
thus by finding the AR it is managed to find the return that is generated from the CSR
announcement (MacKinlay, 1997). One crucial question is whether it is actually possible to find
the return, in this case the AR, which is only influenced by the CSR announcement? How can it
be sure that there aren’t other potential things influencing the abnormal returns? These
questions could be considered to be almost impossible to answer; since it is something that is
difficult to predict. Although there could be other factors affecting the AR, it is still possible to
exclude one of the major thing that influences the stock price; namely the market (Sharpe,
1963); since the single index model is used. By excluding that major factor, it is managed to get
one step closer to finding the real effect that CSR has on a firm’s stock price by observing the AR.
It is therefore of importance to consider the AR since it will tend to demonstrate the true effects
that CSR announcements has on stock price; since an event study tries to solve the question
whether returns at the time of an event is abnormal or not (Kothari & Warner, 2006). The
formula for the AR is as follows:

ARiτ = Riτ − (αi + βiRmt)
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The above formula means that the actually return, Rit, is subtracted by the expected return (αi +
βiRmt). The expected return is composed of alpha, αi, the market beta, βi, and the market return,
Rmt (MacKinlay, 1997).

3.5

Model selection

In order to find the AR, the expected return has to be found first and this is done through the
use of a model; in this case the single index model. The single index model consists of the
following components:

Ri = αi + βiRm
The model is a statistical model and its main assumption is that there is only one
macroeconomic factor that allows the systematic risk to cause changes in stock returns
(MacKinlay, 1997). The single index model was chosen partially since its main assumption is
that co variation of a stock's yield is affected mostly by the market (Sharpe, 1963). Another
reason for choosing the single-index model is because this model tends to indicate less variation
of the abnormal return and correlation between various securities (Beaver, 1981; Strong, 1992).
However, one major drawback with the single index model is that it only takes one factor into
account; rather than multiple factors. Another issue is that some industries tend to be more
sensitive to market changes than others (Brown & Reilly, 2012); which is another factor that is
not taken into account in this model. However, it is many times argued that the major factor that
influences the stock price is the market (Sharpe, 1963), and due to this it could still be
considered that the single index model is an accurate model to use. Also, by reviewing previous
literature, the single index model tends to be the most commonly used model in an event study.
The alpha and the beta from the single index model has to be found in order to generate the
expected returns, and these are found through the use of an Ordinary Least Square regression
(OLS). The reason for choosing the OLS method is that “The ordinary least squares method is a
consistent estimation procedure for the market model parameters” (MacKinlay, 1997). The goal
of the regression is to manage to find the best line that can describe the relationship between the
two variables, in other words; the line that minimize the distance between itself and the current
events.
The regression is performed on an index representing the market return as the independent
variable, and the firm’s individual stock return as the dependent variable. From the regression
the alpha and the beta will be found and the market return is found by taking an average return
of the market return for the same period. The returns used in the regression will be gathered
from 100 trading days before the CSR announcements in order to generate the expected return
for each stock, this may however, change in order to take into consideration the fact that some
firms might make multiple of announcements during a year. If for example an announcement is
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made in June, August and in September, the regression for the expected return will be
performed on 100 trading days before the announcement in June, and the expected return
generated from this will also be used as the expected return in August and in September. This is
done in order to find the expected return of a stock that are based on data that do not include
any other CSR announcements.
When the expected return is found, it will be evaluated how the stock price changes by looking at
ten trading days before the announcement and ten trading days after the announcement. During
this period the AR will be considered. By taking the AR into consideration it makes it possible to
examine if there will be a change in the stock price when a firm engages in CSR activities.

3.6

Cumulative abnormal returns

In order to be able to make overall inferences for the events the ARs must be summed together.
This is called the cumulative abnormal return (CAR), CAR = ∑ AR (MacKinlay, 1997). The CSR
announcements will then be divided into the three different CSR activities. The three different
types of announcement will then be investigated by examine how the stock price reacts to each
of the different announcements in each of these categories. In order for an announcement to be
classified under one of the three different categories they will have to follow the characteristics
that is described in the theory part.
Furthermore, the cumulative average abnormal return, (CAAR), CAAR=∑ CAR, will be used to
perform a parametric test; a t-test. This test aims to examine whether the CSR has an effect on
the stock price or not; hence, the hypotheses already mentioned will be tested. The variance
(var) is generated from the regression that is made in the estimation window for each
announcements; var(εit) = σ2εi, which is used to calculate the variance for CAAR through the
following formula: var(CAAR (τ1,τ2)) = ∑τ2
τ = τ1 var(AARτ). The t-statistic for CAAR is:

CAAR(τ1,τ2)
(τ1,τ2)0,5

t=var(CAAR

(MacKinlay, 1997).

The t-test will be performed with a 95% confidence interval. The critical values for the t-test are
1,968 for the 300 observations and 1,984 when the number of observations are 100 (Andersson,
Sweeney & Williams, 2011).
There are however, some drawbacks when it comes to using a t-test in event studies, and this is
because it is a parametric test which means that assumptions about the distribution of the
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abnormal returns have to be made (MacKinlay, 1997). Assumptions for a t-test could be for
example having data that is normally distributed, as well as having data that is independent
across time. In this study the data could be considered to be independent across time since there
is no overlapping in the announcements. Further, the data will be assumed to be normally
distributed which means that the standard deviation of the data is close to zero (Andersson et al.
2011). Despite the t-tests drawbacks it still tends to be a commonly used tool in event studies in
order to draw conclusions. To cope with this issue even further, a nonparametric test will also be
considered; since the nonparametric test are free of specific assumptions of the distribution of
returns (MacKinlay, 1997). Due to this it could be argued that it is possible to draw conclusions
that could be considered to be of greater accuracy.

3.7

Generalized sign test

As mentioned, a nonparametric test will be considered in order to examine what effect that the
various events are causing on the stock price (MacKinlay, 1997). It is therefore important to
consider which type of relationship that exist between the two. In order to draw further
conclusions on whether the effect on the stock price is positive or not a generalized sign test is
conducted. When conduction a generalized sign test the null and alternative hypotheses of
interest are:
H0: CAARD1,Dd≥ 0
HA: CAARD1,Dd <0
By use of a generalized sign test it will be investigated whether the number of stocks with
positive CAR within the event window exceeds the number of positive CAR in the estimation
window (Cowan, 1992). The generalized sign test statistic is:

ZG =

w − np
̂
.
[𝑛p
̂ (1−p
̂ )]0,5

When calculated the Z-value it will be compared to the critical value in order to draw conclusion
on whether to reject the null hypothesis or not (Cowan, 1992). Hence, draw conclusion if CSR
has a positive impact on the stock price or not. The test will be performed under a 95%
confidence interval, where the critical value for z is then-1,645 (Andersson et al. 2011).
Some researchers have argued that the generalized sign test is not that powerful when compared
to another nonparametric test; for example the rank test. Cowan (1992) concluded from his
research that the rank test is more powerful than the generalized sign test but only when an
event window is very small. However, if the event window is larger, the generalized sign test is
considering to be a more powerful test. Also the generalized sign test does not suffer as much
dilution as the rank test; since it only considers whether the signs of the CAR’s for each
announcements is positive or negative. Regardless of the drawbacks existing for the generalized
sign test, it is still considered to be one of the most powerful nonparametric tests, especially over

25

event windows of several days (Cowan, 1992). As this thesis have an event window of 21 days,
the generalized sign test will be useful for reliable inferences.

3.8

Data collection

Since the previous literature consists of a large number of different sample sizes used, it may be
argued that there do not exist any requirements for how large the sample size should be. Due to
this a collection of 300 announcements in total have been made, where 100 announcements of
each different types are gathered for environmental-, ethical- and philanthropic CSR activities.
It could however be more preferable to have a greater amount of data collection than the 300
announcements in order to draw more accurate conclusions. Especially when considering the
different types of CSR activities where 100 announcements are used to draw conclusions.
Anyway, due to the limited number of announcements on the CSRwire, the greatest amount that
could have been collected of CSR announcements that fell under the criteria for selection were
these 300 announcements. The 300 announcements are still considered to be quite large when
comparing it to the sample sizes in previous literature.
In order to prevent clustering the announcements will not overlap in time (MacKinlay, 1997). 67
firms will be included in the study, and all the firms are listed on the NYSE. The 67 firms could
also be divided into 11 different industries. The reason for choosing 67 firms and 11 different
industries is because then the results obtained from the study most certainly could be more
applicable to larger part of American firms. This helps the study to become broader and taking a
larger perspective into account.
The reason for choosing the NYSE is because it is one of the stock exchanges in America. NYSE
also works as an auction market; meaning that the highest bid of a security will win the auction.
Other exchange markets may use dealers to set the prices for the investors. As this thesis aims to
answer the question whether investors respond to a firm’s engagement in CSR it is of great
importance to consider the accurate price of the stock from the investor point of view.
Therefore, the NYSE is chosen since it does not reflect a dealer’s price; rather it represents the
true value of what the investor is willing to pay (Fabozzi & Petersson Drake, 2009). Due to the
use of NYSE market, the market index that will be considered in this study will be the NYSE
Composite. The reason for choosing the NYSE Composite index is because the firm’s
investigated will mostly be included in that index.
The focus of this study will be based on American firms and the reason for this is because
considering firms from many different countries could lead to ambiguous results. If focus would
have been on the entire would, it would be extremely difficult to make an overall conclusion to
our research problem. It may be that developing countries do not tend to engage themselves in
different CSR activities as much as developed countries do. This thought is consistent with the
theory of Maslow’s hierarchy; where for example caring about the environment and taking on
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philanthropic actions are not one of the first priorities for developing countries (Landfeld &
Maslow, 1943). Due to this, the study will be focused on only one country in order to generate
results that will tend to be of greater accuracy. There do however, exist some drawbacks when
considering firms from one specific country since the result will be limited towards those firms.
This could be a limitation of this thesis as the aim of the study, as already mentioned is to
answer which CSR activity that a firm should undertake in order to increase its stock price the
most. Therefore, it should be remembered that this study is based on American firms, which
potentially could make it difficult for firms in other markets to draw the same conclusions of
which type of CSR activity they should engage in to increase their stock price; since it may not be
the same one for them as for American firms. The result from this study could therefore
potentially be misleading for firms across other countries.
The time period that will be used through the study is between the years 2006 and 2016. The
existing literature has provided studies with a lot of different time periods used; all from 2 years
(Dula, 2009) to 29 years (Flammer, 2012). Since the concept of CSR has grown essentially the
last decade this particular time period was chosen, also because it is important to not consider a
too broad time period in order to generate more accurate results (Harjoto & Jo, 2011). The
announcements will also be equally divided across the time period chosen.
Not to forget is that in year 2008 one of the worst stock market crash occurred (Folkinshteyn &
Meric, 2014). The financial crisis could influence the results in a negative way. Due to this, it
may be difficult to generate truthful results since the stock price will most certainly be
influenced by the financial crash. To cope with this issue announcements and news about a
firm’s engagement in CSR activities from year 2008 will not be considered in the study.
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4

Results

This section covers the major findings that has been generated throughout the thesis. It will
first provide the reader with the main results found which are interlinked with the research
questions and the different hypothesis. Later it will be considered if the main results differ
depending on the industry that the firm is operating in, to give a more accurate result.

4.1

Main results

One of the main objective with this thesis is to answer the hypotheses formed in the
methodology chapter. The hypotheses are based on the research questions and are therefore
crucial to answer in order to fulfil the purpose. The t-statistics for every hypothesis has been
found in order to be able to reject the null hypothesis or not.
Further, the CAR of each announcement for the ten days before and the ten days after the
announcements was calculated. The CAR was used to test for the abovementioned hypotheses.
Based on the CAR the test statistic for the CAAR was also calculated and tested thereafter. Table
1 represent the CAAR for the different CSR activities and for the all the CSR types summed
together.

Days
-10
-9
-8
-7
-6
-5
-4
-3
-2
-1
0
1
2
3
4
5
6
7
8
9
10

CAAR philanthropy CAAR ethics CAAR environment CAAR All data
0.170%
0.12%
0.22%
0.17%
0.476%
0.27%
0.09%
0.28%
0.336%
0.06%
0.08%
0.16%
0.409%
0.12%
-0.22%
0.10%
0.303%
0.38%
-0.16%
0.17%
0.339%
0.44%
0.10%
0.29%
0.288%
0.57%
0.28%
0.38%
0.152%
0.60%
0.15%
0.30%
-0.093%
0.47%
0.32%
0.23%
0.240%
0.75%
0.21%
0.40%
0.375%
0.60%
0.49%
0.49%
0.141%
0.99%
0.87%
0.67%
0.310%
1.23%
1.12%
0.89%
0.225%
1.40%
1.55%
1.06%
-0.059%
1.42%
1.49%
0.95%
-0.106%
1.59%
1.58%
1.02%
-0.142%
1.70%
1.87%
1.14%
-0.233%
1.59%
1.85%
1.07%
-0.287%
1.59%
1.85%
1.05%
-0.261%
1.82%
1.86%
1.14%
-0.045%
1.76%
1.99%
1.24%

Since all the standard deviation for the AAR were calculated to be close to zero the earlier
assumption made about the distribution of the AR data was estimated to be correctly. This is
indicated in table 6 in appendix 2.
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The t-statistic for hypothesis 1 was calculated to be 2.66 indicating that the null hypothesis is
rejected with a 95% confidence interval since the critical value of t is 1.968. Due to this there is a
95% certainty that an American firm’s engagement in CSR do affect the firm’s stock price. As
seen in the figure 1, the t-statistic falls within the rejection area and therefore the null hypothesis
can be rejected since it is larger than the critical value.

From the rejection of the null hypothesis a conclusion has been drawn about a firm’s
engagement in CSR activities and its effect on the stock price. Due to this further investigation
can be made. Investigations whether the three different types of CSR activities affect the stock
price will be investigated in order to examine if the different activities individually affect a firm’s
stock price or not.
The t-statistic for the environmental type of CSR was calculated to be 2.18. In this case there is a
rejection of the null hypothesis of hypothesis 2 at a 95% confidence interval, with a critical value
of 1.984. The conclusion from this is that a firm’s engagement in environmental CSR do affect
the firm’s stock price with a 95% confidence interval.
The ethical type of CSR also yields similar results as the two mentioned already. It has a tstatistic value of 2.45 which also falls into the rejection area of the null hypothesis of hypothesis
3. The conclusion is then that a firm’s engagement in ethical CSR activities also affect the stock
price with a 95% confidence interval.
The philanthropic CSR activities on the other hand yielded different results compared to the
previous results. The t-statistic of the philanthropic CSR activities was calculated to be smaller;
with a value of -0.06. Due to this the null hypothesis of hypothesis 4 cannot be rejected. From
this it is possible to conclude that a firm’s engagement in philanthropic type of CSR do not have
an effect on a firm’s stock price. Hence, a neutral relationship is therefore established between
the two.
Furthermore, by looking at the t-statistics and comparing them to their critical values, the
conclusion is that an American firm’s engagement in CSR activities when all announcements are
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added together has an effect on a firm’s stock price. This is also the case for the environmentaland ethical type of CSR. Whereas a neutral relationship is found by investigating a firm’s
engagement in philanthropic type of CSR and its stock price.
To make an interference between a firm’s engagement in CSR activities and its stock price the
CAAR has to be considered as well as the generalized sign test. They both help to determine the
exact relationship that exist between the two variables (MacKinlay, 1997).
The general sign test has been applied when all the CSR activities was summed together and also
on the environmental- and ethical type of CSR. The results from this was that the null
hypothesis could not be rejected since the z-values from the three tests did not fall into the
rejection area, where the critical value is -1.645 with a 95% confidence interval. The z-values for
the three tests was calculated to be 0.814 for all the CSR summed together, 0.203 for the
environmental type of CSR and 0 for the ethical type of CSR; see figure 2.

Further, by observing the CAAR for the different types it becomes possible to draw the same
conclusions as from the sign test. CAAR for all CSR announcements summed together was
calculated to be 1.236%, the CAAR for environmental CSR was calculated to be 1.994% and the
CAAR for the ethical CSR was calculated to be 1.760%. All these CAAR indicates a positive
relationship between a firm’s engagement in CSR and its stock price. The philanthropic type of
CSR had a CAAR that was calculated to be -0.045%, which indicates a slightly more negative
relationship, however, since the CAAR is not significantly different from zero the general
conclusion is that the relationship is neutral between a firm’s engagement in CSR and the stock
price. The CAAR for the different types are demonstrated in the graphs 3-6.
By observing the CAAR with all the CSR announcements summed together, as see in graph 3,
there is a positive relationship between a firm’s engagement in CSR and its stock price.
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By observing the AAR’s for the event window for all the announcements there seem to be an
increase in the stock price before the announcements (appendix 1, table 2). However, there is
still an even greater increase in the average abnormal return of 0.07% per day for the ten days
after the announcements compared to the 0.04% increase in the average abnormal return before
the day of the announcement.
In order to answer the second research question the individual CAAR for each different type of
CSR activity was calculated. As seen in graph 2 the CAAR for the environmental type of CSR
yielded a positive relationship between a firm’s engagement in environmental and its stock
price. Also, the increase in AAR for each of the ten days before the CSR announcement was
calculated to be 0.02%whereas for the ten days after the announcement the increase in AAR was
calculated to be 0.15% (appendix 1, table 3). Due to this and because of the rejection of the null
hypothesis of hypothesis 2 and the generalized sign test; it could be concluded that there exists a
positive relationship between a firm’s engagement in environmental CSR and its stock price.
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The CAAR of the ethical type of CSR also indicates a positive relationship between a firm’s
engagement in ethical CSR and its stock price as seen in graph 3. Although there was an increase
in the firm’s AAR before the announcement of 0.08% there was an even greater increase after
the announcement of 0.12% (appendix 1, table 4); indicating that the CSR announcement did
effect the stock price even further. Due to this and because of the rejection of the null hypothesis
of hypothesis 3 and the generalized sign test the conclusion is that there exists a positive
relationship between a firm’s engagement in ethical CSR and its stock price.

The philanthropic type of CSR had a very low value of CAAR. Due to this the philanthropic type
of CSR did not demonstrated any effect on a firm’s stock price, which is indicated by graph 4.
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Because of the results mentioned above it is now possible to consider the sub question of
research question 2. The question is which type of CSR activity; environment, ethics,
philanthropy, is the most beneficial to use if an American firm wants to increase its stock price.
As already concluded, philanthropic CSR seem to have no impact on the stock price, therefore
the environmental and the ethical CSR has to be compared. By observing the CAAR for the two
types there are justifications to declare that environmental activities tend to have the greatest
effect on the stock price. This is the case since the CAAR for environmental activities is greater
than the CAAR for ethical activities; 1.994%>1.760%. The same conclusion could also be drawn
by observing the changes in the AAR before and after the announcements. It is clear that the
increase in the AAR for the environmental activities is greater than the increase for the ethical
activities; (0.15%-0.02%) > (0.12%-0.08%). This conclusion is also in line with graph 5 which
represent the CAAR for the three different types of CSR.
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Therefore, if a firm want to increase its stock price as much as possible, through the use of CSR,
the most beneficial activity to use seem to be the environmental type. However, engaging in
ethical CSR activities is also beneficial for a firm if it wants to increase its stock price, although it
is not as efficient as the environmental activities. Engaging in philanthropic CSR activities, on
the other hand, is not beneficial if a firm wants to increase its stock price.

4.2

Different industries

In order to draw more reliable results, it is important to consider different factors that could
affect the outcome of a firm’s engagement in CSR. Since all of the firms used in the study are
listed on the stock market, it generally means that they are all firms with a well-established
market (www.NYSE.com). Due to this it may therefore not be of importance to examining
whether firms with well-established markets differ to the firm’s with less established markets.
However, one factor that is highly relevant and that could be considered in this thesis are the
different industries that the firms operates within. Although the main focus of the thesis will be
on the overall effect that a firm’s engagement in CSR has on its stock price there will be a short
section covering the issue with the different industries.
There has been, as already mentioned, 67 firms included in the study where the firms could be
further divided into 11 industries in total. The different firms could be divided into the following
industries: Financial services, pharmaceutical and health, utilities, telecommunication,
transportation and travel, retail, business services, real estate and construction, manufacturing,
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beverage and food and automotive. The different types of CSR have been fairly equally divided
among the different industries and also across time.
When studying the results from the different industries it could also be seen that these results
tend to follow the results presented regarding American firms in general. Thus, that there is a
relation between CSR and changes of the stock price. Further, by dividing the CSR into the
different categories it can also be seen that the various industries for the most part also follows
the results concerning the different types of activities. Hence, that environmental and ethical
activities have a positive effect on the stock price and that philanthropic activities have a neutral
relation. However, the primary purpose of this thesis is not to investigate the difference in the
various industries. There has not been a deeper investigation of this and it has not been enough
announcements analyzed in the various industries. For this reason, any adequate conclusion
cannot be drawn regarding the relationship between CSR and its effect on the stock price in the
different industries. Thus, in order to be able to draw this conclusion more announcements from
the various industries should have been needed to be examined.
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5

Analysis

The analysis section discusses and interpret the results; it discusses potential reason for why
the results turned out the way they did. There will first be a discussion regarding the different
types of CSR activities, followed by a discussion about the overall CSR affect. Most of the
discussions are compared to the previous literature and tries to give an explanation to why the
result across previous literature has been divided.

5.1

Analysis of the different CSR activities

The purpose of this study has been to find whether there actually do exist a difference between a
firm’s engagement in different types of CSR and the effect it has on the firm’s stock price, and
also to examine which type that is the most beneficial for a firm to use it they intend to increase
its stock price. The results have proven to be efficient and the study has generated a result that
could answer this question. A firm’s engagement in different types of CSR activities actually do
affect the stock price differently.
One thing that may confuse readers when reading through the existing literature about the
effects that CSR has on a firm’s stock price, is the different opinions and the different results
demonstrated. The reason for this could be because the reader may look at the affect that CSR
has all around the entire world. This study has been on the American firm and as previously
mentioned, it has also within this area been divided opinions and different results concluded.
Because of all the different opinions and different results demonstrated it may occur a further
question; why does the results and the relationship from a firm’s engagement in CSR and its
stock price differ across previous studies? The general idea from this, may be that people do
consider all the CSR activities to be the same, when in fact they are different from each other.
The fact that people do react differently depending on the different activities firms undertake
should be considered. Therefore, the aim of the study was also to find whether there actually did
exist a difference between a firm’s engagement in different types of CSR. A firm’s engagement in
different types of CSR activities actually do affect the stock price differently.
One question is then, why different types of CSR activities have different degrees of effect on a
firm’s stock price. Why for example does a firm’s engagement in environmental and ethical
CSR has a positive effect on a firm’s stock price compared to a firm’s engagement in
philanthropic CSR activities? Although the relationship between philanthropic activities and a
firm’s stock price demonstrated a neutral relationship through the t-test, it still indicated a
tendency to have a slightly more negative effect rather than a positive effect on the stock price;
due to its CAAR of -0.045%. The study conducted by Dula (2009) is about philanthropic type of
CSR and it demonstrated that there existed a negative relationship between philanthropic CSR
activities and stock price. From this it can be argued that there seem to be the case that
philanthropic type of CSR tends to have a slightly negative effect on the stock price.
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Why is it then that philanthropic type of CSR tends to have a neutral or even a slightly
negative effect on the stock price? One potential reason could be that since engaging in CSR of
the philanthropic type generally means that a firm is donating money (Sulk, 2010), this could be
something that could potentially lower the number of investors (Bowman & Hair, 1975). From
the profit maximization view, Friedman (1970) argues that the firm’s main task is to generate
high profits and that the main reason for investing in CSR is to generate higher profit. Further,
investors want to generate as much profit as possible from their investments and would thus
probably invest in a firm that has high profits. The investor may thus think that it is not a good
idea to invest in a firm that gives their money away through philanthropic activities, because if a
firm gives money away it means less money to the investors. Hence, investor may consider
philanthropic from a “money-point-of-view” as a waste of money. This type of CSR activity could
therefore be an example of an agency conflict. Where the managers instead of working according
to the interest of the shareholders (Shapiro 2005), they work according to their own interest in
order to for example; increase their own reputation (Beliveu, Cottrill & O' Neill, 1994). This
essentially causes a conflict to occur between the principals and the agents; where the results of
it leads to agency costs (Hill & Jones, 1992).
Another reason why philanthropic CSR activities does not have a positive effect on the stock
price could be that when investors invest their money in stocks they wish to generate as much
profit as possible. This makes it possible to think that some investors value activities that may
generate benefits in the future. Philanthropic could be considered to be an activity that do not
generate much profit back to the firm, in this case at least not in the short run. Mc Williams&
Siegel (2001) argued that it is important to keep in mind the increased costs by engagement in
CSR. In order to still be successful, the costs should be lower than revenues. Philanthropy is
mostly about a firm donating money (Sulk, 2010), the amount of money donated may differ
from time to time, however, the donations tend to be quite large. Therefore, the results for a
firm’s engagement in philanthropic CSR activities could be due to this; that the expenses are
greater than the incomes. Walley and Whitehead (2004) draw similar conclusions and argue
that these activities could probably from investor's perspective be considered as an activity that
benefits the community but perhaps not something that will benefit the firm itself and thus not
the investors in the future.
There are still many other arguments for this neutral relationship, another argument to consider
is that during the collection of philanthropic data it was notice that there are a lot of firms
engaging in philanthropic CSR activities. The engagement in philanthropic activities appear to
be one of the most common activity for a firm to engage in. The fact that many firms engage in
philanthropy may be another reason to why this type of activity differs from the other two types
of activities. Meaning that as the philanthropic type of CSR activity is so common for firms to
undertake that investors may not tend to care that much when they read about a firm’s
engagement in philanthropic type of CSR. Another reason could be that the people themselves
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are donating money to various organizations and therefore consider philanthropy as an
everyday activity that not only companies can undertake.
When contrasting the previous arguments to the environmental and ethical CSR it will yield a
different result, why is this the case? There is no doubt that firms also spend a lot of money
when undertaking the activities of environmental and ethical CSR. So why does then a firm’s
engagement in CSR differ so much between the philanthropic activity compared to the
environmental- and ethical CSR activities? First of all, the spending of money on the
environmental- and ethical CSR activities seems not to be that apparent compared to the
philanthropic CSR activities. The fact that the cost of these activities often tend to be lower
could, for example, be due to as a firm implement a new environmentally friendly program the
installation may extend over a longer period of time. Meaning that the costs may thus be
distributed in different stages of the implementation. Meanwhile, philanthropic activities tend
to have a non-recurring amount which therefore may have a greater impact on the firm at the
exact time.
The results for the environmental type of CSR demonstrated is consistent with the results
Flammer (2012) demonstrated in its study. Even though Flammer (2012) used a different time
period than the period used in this thesis the results still seems to be consistent. From this it
could be argued that there is a strong interest from the society to obtain a more sustainable
environment (Pollard, Stewart & Sun, 2010). The results obtained from this study are also
consistent with the previous studies of Wagner (2001) and Klassen & McLaughlin (1996). These
previous studies argued that a potential reason for environmental CSR activities to actually have
an effect on a firm's stock price could be that in today's society there is an increasing interest to
care of the sustainability of the environment (Harjoto & Jo, 2011).
It is important not to forget that the objective behind an investor investment is in most cases for
sure the potential gain that could arise from it. Investors may tend to invest where they believe
they can generate the most profit from the investment. Hence, an investor may consider a firm’s
engagement in environmental CSR activities to be beneficial because of the potential increase in
sales of the firm’s products. For example, consider a car industry that is starting to produce
environmental cars. That is something that could definitely make the number of cars sold to
increase, since people tend to care for the environment (Harjoto & Jo, 2011). Therefore, an
investor may view a firm’s engagement in environmental CSR activities as a method of attracting
new customers and increase their competiveness (Potras, 2012). Thereof increasing the profit
for the firm; which could later be reflected upon the investors. Investors may therefore tend to
see the environmental CSR activities as an incentive for the managers to work in the interest of
the shareholders. Due to this there is probably no potential agency conflict occurring between
the two parties (Belivieu, Cottrill & O´Neill, 1994). Instead the managers operate in the interest
of the shareholder and the shareholder respond positively toward their actions.
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Andersson & Preteni (2011) demonstrated in their study that a firm’s engagement in
environmental type of CSR activities in fact yielded a negative effect on the stock price on the
Nordic market. Flammer (2012) on the other hand found the relationship between a firm’s
engagement in environmental CSR activities to have a positive effect on the stock price for
American firms. How does it come then, that the results from previous studies still differ
through the same type of CSR activities? Maybe it is the case that the impacts that the different
types of CSR activities have on stock price differ depending on which market the firm is
operating in. There may be a tendency for investors with different cultures to value things
differently, which could be in line with the theory of Maslow’s hierarchy. Although, not to forget
is that the stock market is considered to be a global market (Welford, 2005) and it may therefore
be a bit ambiguous to draw a conclusion like that. However, there could be a tendency for
investors to invest in firms that originally is founded and operates within the same country as
the investor originates from. Investors may be more familiar with firms from their own country
and therefore maybe tend to invest more in those firms. Therefore, this conclusion could still be
considered to be logical after all. From this it could therefore be argued that for an American
firm to be mostly profitable through the use of CSR, the most beneficial activity to use is the
environmental type of CSR; regardless of how other firms in different markets react to this
activity.
From the results similar conclusions can been drawn regarding ethical CSR activities. Aupperle,
Carroll & Hatfield (1985) have defined ethical activities as actions that can be taken which is
preferable for employees, customers and the society as a whole. If a firm for example makes a
campaign about not using child labour, then more stakeholders may be attracted to their
business. As argued by both Freeman (1984) and Jensen (2001) it is important to consider
stakeholders interest in order to be successful. Jensen (2001) argue that ethical labour practice
is one way to take stakeholders interest into account. By not using child labour customers would
probably be more willing to buy their products since they most likely do not want to support
business where child labour is used. This is in line with Klassen & McLaughlin (1996) argument
that if investors appreciate a certain activity they are more willing to pay for it. Hence, it can also
be argued that engagement in ethical CSR activities are a method for firms to try to attract more
customers. By doing this, the firms most certainly want to achieve a higher firm value and thus
get higher profit which then could be reflected on the investors (Potras, 2012). Once again, the
managers manage to work in the interest of the shareholders, and there is no tendency for
agency conflicts to occur in this case (Belivieu, Cottrill & O´Neill, 1994). The managers work in
the interest of the shareholder and also trying to maximize the profit of the company and the
shareholders therefore responds positively towards their decisions.
The environmental and ethical CSR activities could therefore be considered to be more
concentrated around a firm’s product. This in turn means that the investor may become more
eager to invest in a firm that is engaging in CSR activities of this type, since it could lead to an
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increased number of customers. Philanthropy on the other hand, generally has nothing to do
with the product of the firm; rather it could be seen just as a commercial thing that firms
undertake to attract new investors, which could in fact tend to have the opposite effect.
McWilliams& Siegel (2001) argues that a potential reason for the different impacts that the
different types of CSR activities has on the stock price could be because of the different costs
that lies behind the commitment in the different types of CSR activities. They argue that a firm
gets higher costs by engaging in CSR but still manage to keep the same profit as firms that do
not involve in CSR. The investors probably want to invest in a firm with high profits in order to
generate as much as possible to themselves. Since the firms involved in CSR activities have the
same profit as other firms that is not involved in CSR activities, it could result in that the chance
to get investors is the same regardless of the engagement in CSR or not. Hence, the results may
vary since the different types of CSR activities may receive different major expenses which will
generate different profits and thereby get different amount of investors who are willing to pay
different price for a firm’s stocks.
Another interesting question to consider is; why does a firm’s engagement in environmental
CSR has the highest effect on the stock price? The reason for the more positively effect that
environmental CSR activities has on a firm’s stock price could be due to the fact that the
environmental CSR is the CSR activity that may influence the investor the most. It can be argued
that as firms commit themselves to engaging in environmental CSR they want to create a better
environment which will result in a more sustainable world (David, 1973), thus the investor can
generate a positive externality.

5.2

CSR overall

The results from this study also demonstrates that when adding all the CSR announcements
together there exists a positive relationship between a firm’s commitment to CSR and its stock
price. A potential reason to why CSR has an overall effect on a firm's stock price could be that in
today's society there is an increasing pressure from the people towards the firms to undertake
activities that enhances sustainability of the society (Harjoto & Jo, 2011). Furthermore, when an
investor invest money into a firm it is likely that the investor would like to invest in a firm with a
good reputation. The result is consistent with several previous studies, for example previous
studies conducted by Cellier & Chollet (2010) and Jones & Murell (2001); which also used the
same type of event study.
By studying the CAR for the different types of CSR activities the largest price change occurs
within the first three days. Cellier & Chollet (2010) concludes similarly results where they argue
that the relationship can be discovered after just a two-day period. Jones & Murell (2001) argue
that this may be because investors consider the commitment as something positive that will give
the firm a positive future. Another potential reason for the change to be evident immediately
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after the announcement could be because humans tend to react more when things are new and
are thus more attracted to it when a firm publishes an announcement. Another reason for why
there seem to be an immediate change reaction could be because investors get aware of the firm
because of the announcement and therefore may decide to invest in it.
Waddock & Graves (1997) also concluded similar results in their previous study. Where all the
firms used in their study had multiple employees. It can be argued that the employees most
certainly value things differently. There are probably some employees that believe that CSR is an
important concept that should be taken into consideration. According to the stakeholder theory
both Freeman (1984) and Jensen (2001) argues that a firm should consider all stakeholders
interest in order to be successful. Therefore, it may be beneficial for a firm to undertake CSR
activities within their business. If a firm invests in CSR activities it is likely to be appreciated and
thus make the employees more satisfied. In businesses, it is probably important for the firm to
have satisfied employees. Satisfied employees could possibly lead to higher efficiency; which
could result in having higher productivity and thus higher revenue for the firm (Waddock &
Graves, 1997). It could also be the case that if a firm has satisfied employees it would possibly be
reflected out onto the public. Due to this, a firm could manage to attract new shareholders
through the use of CSR that could be reflected onto the employees and later on to the public.
Further, this could potentially lead to an increased positive reputation about a firm’s brand
name. A strong brand with high productivity often results in a higher profit. Hence, more
investors may be attracted to a firm like this and the relationship between CSR and stock price
get stronger.
One reason for why different results have existed across the literature could be because a lot of
studies in the past has considered various types of firms and different sizes of the firms. Further,
the different firms have also been performing their business activities in several different
industries. Moreover, as the firms have different characteristics it could be argued that this
could influenced the result differently since they have different strong brands and different types
of investors. It may also be that there are past events in a firm that can affect investors, both in a
positive or a negative way, before their decisions to invest, which could also be a reason why the
results vary.
There are in the previous studies divided opinions on an existing relationship between CSR and
stock price. The results demonstrated in this thesis shows however, that such a relationship do
exist. That the results may differ from some previous studies may be due to that the current
study is based on a time period that is close in time, and it is therefore a potential increase
interest in CSR now than before. This is something that Harjoto & Jo (2011) also noted. There is
an increasing trend for firms to engage in CSR (Harjoto & Jo, 2011), which may also make it
easier for investors to opt out of those firms that do not engage in CSR. The investors may think
it would be absurd for a firm to not engage in CSR, since then the firm may be viewed as a firm
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that is not committed to the society and therefore may not be prepared to actually do something
extra for their investors.
Another interesting thought is, what if the environmental CSR types would have been excluded
from the selection, would it still yield the same result? Probably not, maybe it would have
yielded a more neutral relationship. Based on the result and the analysis it is not fair to draw
conclusions whether CSR affects the stock price in a positive way or not if different CSR
activities are considered to be interpreted the same from the investor’s perspective. It is
therefore crucial to take into consideration that investors will respond differently depending on
the type of CSR activity the firm is engaging in. The different results existing in the literature
could be due to this; that all types of CSR activities are considered to yield the same affect, when
they do not.
Another interesting point to reflect on is whether it is actually possible to state whether it is
beneficial for a firm to engage in CSR when the costs that lies behind the commitment of CSR is
not taken into account? As argued by Mc Williams & Siegel (2001), it is important to consider
the costs when drawing any conclusions. But, it could still be difficult to draw any conclusion
right now about that issue, since a firm engaging in CSR activities could be something that yield
a more long run effect of profitability. Still, costs need to be taken into consideration for a firm
before committing themselves to activities that they in general cannot afford to. However, as
argued by Waddock & Graves (1997) that still; a firm’s action of CSR activities could strengthen
the moral and the productivity of the firm which most certainly would strengthen the value of
the firm in the long run; even though the cost may exceed the benefits at the beginning.
Remember that the stock price reacts positively to a firm's engagement in environmental CSR
and even though the cost may exceed the benefits from it at first glance; it would still be possible
to argue that it could be considered to be beneficial for a firm to engage in environmental CSR in
the long run. This because it seems to be is a notable reaction from the public indicating its
positive attitude towards it.
Jaggi & Freedman (1992) argue that it is important to consider the long run effects that CSR has
on the stock price. In this thesis the event window was 21 days and it may be interesting to
extend it a bit further for further research. However, the focus of the thesis was to examine if a
firm’s engagement in CSR activities yielded an effect on a firm’s stock price. Although the thesis
reached a result it is difficult to conclude that this may be persistent in the long run since it is
difficult to predict future outcomes. There may be several different factor affecting a firm’s
engagement in CSR activities and its effect on the stock price. But still, it cannot be escaped that
some CSR activities do affect the stock price immediately and therefore it is still through this
study possible to draw reliable results. How the result would change in the long run and if it still
is worth investing in CSR; whether the cost of it exceeds the benefits is something that each firm
has to consider for themselves since each firm differs from another in their operations as well as
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their markets. Since this thesis is focused on a more general overview of CSR effects and does
therefore not take these factors into account, it could be considered to have generated
trustworthy results.
Also, although in some cases the costs of CSR would exceeds its benefit from the firm’s point of
view, it could also be the case argued by Kurilets (2014) that the competitors would suffer a loss
due to the other firm’s engagement in CSR. If this was the “right” conclusion, it would then
always be beneficial for a firm to engage in CSR activities. Once again, the question of cost
emerges, because still, the cost of the CSR activity must be lower than the benefits that arises
from a competitor suffering due to the firm’s engagement in CSR activities.
Another interested fact is that, as already mentioned, most of the positive relationships found
between the American firm’s engagement in CSR and the stock price were found by studies
consisting of large samples with a longer time period. Whereas the negative and the neutral
relationships were found through studies that in general were based on a weaker number of
samples and a shorter time period. In this thesis, the sample size could be considered to be quite
large compared to previous studies and also the time period could be considered as long. This is
something that may increase the credibility of the thesis compared to other previous studies.
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6

Conclusion

The conclusion part goes through the different conclusions that have been drawn both from the
results part as well as the analysis part. It is then followed by a section covering the
limitations of the study. Lastly there is a section that gives suggestions to future research.

6.1

Conclusion of the overall result

There is no doubt that CSR is a topic that has been spoken a lot about in previous studies, as well
as in many firms. Although the definition of CSR has been a bit diffuse through time, the overall
definition and its meaning seem to have become clearer and clearer through time. Investors
tend to appreciate a firm’s engagement in CSR, they seem to in most cases react positively to it.
The overall purpose of the thesis has been to find the CSR activity that the investors seem to
appreciate the most. Thus, the activity that is the most beneficial to use for a firm if their
intention is to increase its stock price. By finding that particular CSR activity firms could
manage to make use of that information to increase their stock price.
From this thesis a conclusion that could be drawn is that a firm’s engagement in different types
of CSR activities actually do affect the stock price differently. Some activities do not have an
influence on the stock price at all, whereas others influence the stock price positively. Depending
on which type of industry a firm is operating in could to some extent influence the result as well.
But generally a firm’s engagement in environmental- and ethical CSR activities do affect the
stock price positively, whereas engaging in philanthropic type of CSR activities tend to yield a
neutral effect on a firm’s stock price. A firm that wishes to increase its stock price as much as
possible should at first invest in environmental CSR. However, the firm could also invest in
ethical CSR since these activities also have a positive effect on the stock price.
There are many arguments for why the results of the thesis appeared the way it did and why it
has differed across previous literature. Due to this it could be argued that there are many
different potential conclusions to why this is the case. However, overall the major conclusion
could be that the different studies across time considers different times periods, different
markets, as well as the most important thing that; many studies considers the investors to react
the same toward all different types of CSR activities; which this thesis has claimed not to be the
case.
The overall conclusion is then that regardless of why some things tends to be the way they are,
and regardless of previous results there is still strong arguments that investors react differently
depending on which type of CSR activities a firm is engaging in. Investors tend to react most
positively towards the environmental type of CSR, and that activity is therefore considered to be
the most beneficial to use by firms if they want to increase their stock price.
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This thesis has been a contribution to previous literature by filling some gaps from the existing
knowledge. The thesis has managed to generate a reason for why the different results may have
differed across the previous literature. Moreover, it has managed to reach a theory that suggests
that investors actually do react differently to a firm’s engagement in different types of CSR
activities.

6.2

Societal and Ethical impact

This thesis has touched upon several social and ethical issues since the focus of the thesis has
been on CSR. Because of firms’ investments in different types of CSR activities, regardless of the
intention that lies behind this action, it is still considered to be something beneficial for the
society as a whole. It could be considered to be a good thing if the investors invest in companies
that actually take on some responsibility regarding the sustainability of the world. This could
potentially encourage other firms to undertake similar activities. Due to the announcements
made from firms about their engagements in different types of CSR activities investors are able
to respond to these activities and be part of the developing of a more sustainable world
development.
From this thesis it is also desirable that it should lead to an increased interest for firms to decide
to engage in CSR. If a firm decided to engage in CSR the choice of which type of activity that
should be involved in is most certainly an election that is being considered carefully. This thesis
will therefore serve as an instrument for firms to gain a greater understanding of CSR and its
impact on the stock price. Thus, a better and deeper understanding of which type of CSR activity
that would be the most beneficial activity to use if the firm’s intentions is to increase its stock
price.

6.3

Limitations of the study

There are of course some limitations to the study conducted. One important question is whether
the expected return generated from the single index model really reflects the “true” expected
return. This is an issue that many researchers encounter by using different models to predict
different things. However, it is possible to influence the expected return by trying to make the
right choice about the parameters used in the regression. In this case, the aim has been to
exclude factors that could have influenced the expected return by using 100 trading days that
are free from any additional announcements made. This procedure has then lead to the
calculation of the expected return that is sometimes subtracted from the actual return from a
time period that is set from a former time than from the time where the actual announcement
was published. Further, the calculated expected return could therefore be used for multiple
announcements across time. This could potentially be an issue; it could be managed to calculate
an expected return that is free from other announcements. Although, it still could be questioned
if it is fair to use the expected return generated multiple times on the same stock, but at different
time periods.
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Another important issue to consider could be if there are other things influencing the abnormal
return during the event window that not arise from the CSR announcements. This is an
important issue to consider, although it almost seems impossible to figure out whether it is
manageable to find the true abnormal return or not; it could still be managed if choosing the
right model when calculating the abnormal return. In this case, the single index model was used,
although it seems to be the most frequently model used there might still be a problem with
finding the “true” expected return. After conducting a research like this, the true importance of
collecting the most suitable model could be realized. For future research that is something that
should be considered more carefully.
Another limitation to the result could be the potential increase in CSR activities across firms. As
already mentioned, nowadays there is an increase in the use of CSR among firms and maybe in
the upcoming future most of the firms will engage in CSR activities. Due to this it may be the
case that a firm’s CSR engagement is somehow expected to be apparent in a firm from the
investor’s point of view. This could potentially lead to the issue that a firm’s engagement will not
tend to yield that much effect on a firm’s stock price. Anyway, at least for today it seems that
some CSR activities actually do affect the stock price and that is where the focus should be; since
it is challengeable to predict the future.

6.4

Further research suggestions

Despite the great amount of studies around the topic of CSR and what affect it has on the stock
price, there is still room for further research. The purpose of this study was to find whether there
exist different responses of a firm’s engagement in CSR and its stock price, depending on the
different CSR activities that is undertaken. Thus, which activity that would be the most
beneficial activity to use if a firm’s intention is to increase its stock price. The main conclusions
were mostly based on the CAR that was generated from the abnormal returns. There is however
another measure that could be used that are also based on the abnormal return, which is the
buy-and-hold abnormal return. The buy-and-hold abnormal return could be argued instead to
better represent an investor’s actual investment experience (Kothari & Warner, 2006).
Furthermore, due to the limitations that exist with the abnormal returns, an idea could be to use
different approaches to conduct a similar study. As already mentioned, there exist many
different ways of performing a research like this; through an event study, econometric
approaches, portfolio analyses and by observing CSR ratings. Therefore, an interesting and
crucial thing to consider could be to make a comparison between the different approaches and
to examine whether the different approaches generate the same results and thereby examine if
they differ from each other. If such a study would generate the same results across the different
approaches it could be argued that this could make it possible to draw more reliable conclusions.

46

Since the study has been performed on American firms it could be difficult for firms in other
markets to draw conclusions based on these results. Due to this it gives an opportunity for
further research to be done on other parts of the world. An interesting market to consider could
be the developing market, where a comparison between the developed and the developing
market could be considered. Another suggestion could be to conduct a larger study with the
possibility to make an interference over the entire world.
The selection of a time period for a study can be critical and can affect the results obtained in a
study. In the current study the year of 2008 was excluded on the grounds that it would probably
influenced the results in an ambiguous way, due to the financial crisis. Because of its exclusion a
further study concerning the year of 2008 and a test whether it would yield different results for
this time period could be investigated. Thus, if there is a noticeable difference, or if investors
despite the bad economy seems to evaluate CSR activities sufficiently to be willing to pay more.
From that it may be possible to observe the true effects of CSR, that maybe it is the case that
regardless of financial crises investors may still be appreciating CSR activities and are therefore
willing to pay more for a stock that has CSR connections.
In the current study the focused was on the direct effect on the stock price that a firm’s
engagement in CSR activities had. Hence, it can be said that the study primarily investigating
the impact from the short term perspective. It could on the other hand, be considered to be
crucial for the firms to know whether their engagement in CSR activities are also beneficial in
the long run. Thus, a further suggestion for further research is to examine the impact in the long
run.
Another interesting thing that could be considered on a deeper basis is how the results would
differ depending on which industry the firm operates within. This could then potentially be
useful for firms in different industries even further as they would get knowledge of which type of
CSR activity they should undertake if they would like to increase their stock price, as well as
affecting the rumor positively of the firm.
A further crucial research suggestion is that it would be important for a firm to know whether
the profits from their engagement in CSR activities does exceed the cost associated with it.
Hence, although the stock price rises, firms may still wonder whether their engagement in CSR
would result in a profit or not in the end. Because although the firm may attract new investors
and manage to increase their stock price, they maybe lose even more due to the costs that lies
behind it. Therefore, a study about the cost behind CSR activities and the reaction on the stock
market could be a crucial thing to consider for firms, otherwise firms may end up with a bunch
of engagement in CSR but a lot of losses instead.
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Appendix 1

days

AR
-10 50.61%
-9 32.70%
-8 -35.74%
-7 -16.61%
-6 20.52%
-5 35.67%
-4 26.94%
-3 -23.99%
-2 -20.30%
-1 49.90%
0 26.58%
1 53.73%
2 65.82%
3 51.93%
4 -32.67%
5 22.28%
6 35.23%
7 -21.80%
8
-5.60%
9 26.81%
10 28.87%

All data
CAR
AAR
average CAR
50.61%
0.17%
0.17%
83.30%
0.11%
0.28%
47.56%
-0.12%
0.16%
30.96%
-0.06%
0.10%
51.47%
0.07%
0.17%
87.14%
0.12%
0.29%
114.08%
0.09%
0.38%
90.09%
-0.08%
0.30%
69.78%
-0.07%
0.23%
119.68%
0.17%
0.40%
146.26%
0.09%
0.49%
199.99%
0.18%
0.67%
265.81%
0.22%
0.89%
317.74%
0.17%
1.06%
285.07%
-0.11%
0.95%
307.35%
0.07%
1.02%
342.58%
0.12%
1.14%
320.77%
-0.07%
1.07%
315.17%
-0.02%
1.05%
341.98%
0.09%
1.14%
0.10%
370.85%
1.24%
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days

Environment
AR
CAR
AAR
Average CAR
-10 21.88% 21.88%
0.22%
0.22%
-9 -13.26%
8.63%
-0.13%
0.09%
-8 -0.17%
8.45%
0.00%
0.08%
-7 -30.44% -21.98%
-0.30%
-0.22%
-6
5.69% -16.29%
0.06%
-0.16%
-5 26.02%
9.73%
0.26%
0.10%
-4 18.47% 28.20%
0.18%
0.28%
-3 -13.05% 15.15%
-0.13%
0.15%
-2 16.78% 31.93%
017%
0.32%
-1 -11.36% 20.56%
-0.11%
0.21%
0 28.32%
48.88%
0.28%
0.49%
1 38.36% 87.24%
0.38%
0.87%
2 24.81% 112.05%
0.25%
1.12%
3 43.24% 155.30%
0.43%
1.55%
4
-6.33% 148.97%
-0.06%
1.49%
5
9.48% 158.45%
0.09%
1.58%
6 28.12% 186.58%
0.28%
1.87%
7
-1.34% 185.24%
-0.01%
1.85%
8
-0.46% 184.77%
0.00%
1.85%
9
1.69% 186.46%
0.02%
1.86%
10 12.93% 199.39%
0.13%
1.99%
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days

AR
-10 11.69%
-9 15.42%
-8 -21.56%
-7
6.51%
-6 25.44%
-5
6.01%
-4 13.59%
-3
2.67%
-2 -12.63%
-1 27.93%
0 -15.17%
1 38.75%
2 24.13%
3 17.14%
4
2.11%
5 17.42%
6 10.75%
7 -11.41%
8
0.29%
9 22.48%
10
-5.61%

Ethics
CAR
AAR
11.69%
27.12%
5.56%
12.06%
37.51%
43.51%
57.10%
59.77%
47.14%
75.07%
59.91%
98.66%
122.79%
139.93%
142.04%
159.46%
170.21%
158.80%
159.09%
181.57%
175.96%

0.12%
0.15%
-0.22%
0.07%
0.25%
0.06%
0.14%
0.03%
-0.13%
0.28%
-0.15%
0.39%
0.24%
0.17%
0.02%
0.17%
0.11%
-0.11%
0.00%
0.22%
-0.06%

Average CAR
0.12%
0.27%
0.06%
0.12%
0.38%
0.44%
0.57%
0.60%
0.47%
0.75%
0.60%
0.99%
1.23%
1.40%
1.42%
1.59%
1.70%
1.59%
1.59%
1.82%
1.76%
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Days

AR
-10
-9
-8
-7
-6
-5
-4
-3
-2
-1
0
1
2
3
4
5
6
7
8
9
10

17.03%
30.53%
-14.01%
7.32%
-10.62%
3.64%
-5.11%
-13.61%
-24.45%
33.33%
13.43%
-23.38%
16.87%
-8.45%
-28.46%
-4.62%
-3.64%
-9.05%
-5.43%
2.64%
21.55%

Philanthropy
CAR
AAR
Average CAR
17.03%
0.17%
0.17%
47.56%
0.31%
0.48%
33.55%
-0.14%
0.34%
40.87%
0.07%
0.41%
30.25%
-0.11%
0.30%
33.89%
0.04%
0.34%
28.78%
-0.05%
0.29%
15.17%
-0.14%
0.15%
-9.29%
-0.24%
-0.09%
24.04%
0.33%
0.24%
37.48%
0.13%
0.37%
14.09%
-0.23%
0.14%
30.97%
0.17%
0.31%
22.52%
-0.08%
0.23%
-5.94%
-0.28%
-0.06%
-10.56%
-0.05%
-0.11%
-14.21%
-0.04%
-0.14%
-23.26%
-0.09%
-0.23%
-28.70%
-0.05%
-0.29%
-26.05%
0.03%
-0.26%
0.22%
-4.51%
-0.05%
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Appendix 2
All data
t critical VAR AAR
0.0053%
1,968 VAR CAAR 0.002153%
test statistic
2.664

Environment
t critical VAR AAR
0.0004%
1,984 VAR CAAR 0.008361%
test statistic
2.181

Ethics
t critical VAR AAR
1,984 VAR CAAR
test statistic

Philanthropy
t critical VAR AAR
1,984 VAR CAAR
test statistic

0.0002%
0.005176%
2.446

0.0003%
0.005837%
-0.059

Generalized sign test All data
P
0.56
w
175
Z
0.814

Generalized sign test Environment
P
0.58
w
59
Z
0.203
Table 12 General sign test statistics for ethical CSR activities

Generalized sign test Ethics
P
0.59
w
59
Z
0
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Appendix 3

Abbott
AECOM
AETNA
Alliancedata
Allstate

Firms used in the study
JC Penney
JLL
Johnson controls
JPMorgan chase & co.
Keybank

American Eagle Outfitters

Kimberly Clark

American electric power
Aramark corporation

Kohl’s
Mastercard

AT&T Inc
AVON
Caterpillar
Center point energy
Cigna
Clorox company
Coca-Cola enterprises
CVS
Disney
Dow chemical company
Dr. pepper Snapple group
eaton
Ecolab
Exelon
FedEx corporation
Foot locker
Ford motor company
Gap inc.
General electric company
General mills
Hannon Armstrong
Hormel foods corporation
Hp inc
Humana inc
IBM
ITT corporation

McDonald’s
Merck & co. inc.
MGM resorts international
Molson coors brewing company
Morgan Stanley
Neenah paper
New mining corporation
Nike
NRG energy
Owens corning
Pepsico
Philips-Van Heusen corporation
Raytheon
Republic services
Rockwell automation
Sealed air
Tesoro
Tiffany and co.
The mosaic company
Ups
Verizon communications
Wells fargo
Western union
Wyndham worldwide
Xerox
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