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Abstract 

 

This study provides empirical evidence on how corporate sustainability performance (CSP), as proxied by 

membership of the Dow Jones Sustainability Index, is reflected in the market value of equity. Using a theoretical 

framework combining stakeholder theory and resource-based perspectives, we develop a set of hypotheses that 

relate the market value of equity to CSP. For a sample of North American firms, our preliminary results show 

that CSP has significant explanatory power for stock prices over the traditional summary accounting measures 

such as earnings and book value of equity. However, further analyses suggest that we should not focus on 

corporate sustainability itself. Our findings suggest that what investors really do is to undervalue large profitable 

firms with low level of CSP. Firms with incentives to develop a high level of CSP not engaging on such strategy 

are, thus, penalized by the market.  
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1. INTRODUCTION 

 

In the last decade, society has begun to demand that firms carry out policies that move toward sustainable 

development. Sustainable philosophy assumes that we abandon a narrow version of classical economic theory 

and develop corporate strategies that include goals that go beyond just maximizing shareholders’ interests. 

Attention is directed to the demands of a wider group of stakeholders, since the firm’s success depends on 

stakeholder’s satisfaction (Lopez et al., 2007).  

Sustainable development represents an ethical concept related to fight against poverty and protect the 

environment simultaneously and on a macro-level (Baumgartner and Ebner, 2010). When incorporated by the 

firm, it is called corporate sustainability (CS) and it contains, like the former concept, three aspects: economic, 

environmental and social (ibid.). Corporate sustainability performance (CSP) measures the extent to which a 

firm embraces economic, environmental, social and governance factors into its operations, and ultimately the 

impact they exert on the firm and society (Artiach et al., 2010).  

Engagement in activities promoting sustainable development is increasingly analysed as a source of 

competitive advantage. For example, some authors argue that “firms should pursue green management practices 

only when it is in their self-interest to do so” (Siegel, 2009, p.14) or that decisions regarding engagement in such 

activities “should be considered as a form of strategic investment” (McWilliams et al., 2006, p. 4). For managers 

to consider engaging in CS they need to have some kind of expectations that it will bring improved performance. 

Cochran and Wood (1984, p. 42) noted long ago that if it were possible to show that a positive relationship 

existed between engagement in socially and environmentally responsible activities and social performance, 

“management might be encouraged to pursue such activities with increased vigour or to investigate the 

underlying causes of the relationship.” 

An important stream of research tries to establish a business case for sustainable activities by empirically 

testing the relationship between corporate sustainability and firm performance. Researchers try to analyse 

whether firms which are perceived as sustainable out-perform or under-perform firms which are not perceived in 

the same way. Some mixed results can be found. There is evidence both of a negative relation (López et al., 

2007), no relation (Curran and Moran, 2007; García-Castro et al., 2010; Surroca et al., 2010) and a positive 

relation (Lo and Sheu, 2007; van Dijken, 2007; Consolandi et al., 2009; Cheung, 2010; Wagner, 2010) between 

CSP and corporate financial performance (CFP).  
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This study contributes to the extant literature on this issue by investigating the way as the market views CSP, 

as proxied by membership of the Dow Jones Sustainability Index. Using a multi-theoretical framework which 

combines stakeholder and resource-based perspectives (RBP) (Hillman and Keim, 2001; Surroca, 2010; Wahba, 

2008), a set of hypotheses are developed that relate the market value of equity with CSP, considering the 

interaction of size and profitability with CSP. In this study, companies are considered to engage in CS activities 

to conform to stakeholder norms and expectations about how their operations should be conducted, because they 

expect that having good relations with their stakeholders is susceptible of leading to increased financial returns 

by assisting in developing valuable intangible assets (resources and capabilities) which can be sources of 

competitive advantage because such assets can differentiate a company from its competitors.  

The empirical analysis relies on the largest 600 firms from Canada and the United States of America in the 

Dow Jones Global Total Stock Market Index (DJGTSM), which includes two sets of firms, those that belong to 

the DJSI North America (higher level of CSP) and those that belong to the DJGTSM but are not included in the 

DJSI North America (lower level of CSP).  

Our preliminary results indicate that CSP has significant explanatory power for stock prices over the 

traditional summary accounting measures such as earnings and book value of equity. However, further analyses 

suggest that we should not focus on the corporate sustainability itself. Our findings show that what investors 

really do is to undervalue large profitable firms with low level of CSP, which face greater public scrutiny and 

pressures from stakeholders.  

This study contributes to the literature in several ways. First, we bring additional evidence on the value 

relevance of non-financial information. Some previews studies has already find a significant relation between the 

market value of equity and non-financial information, like network advantages (Rajgopal et al., 2003), 

environment performance (Hassel et al., 2005), eco-efficiency (Sinkin et al., 2008) or technological conditions 

(Matolcsy and Wyat, 2008). We extend these conclusions to the issue of CSP. Second, we provide additional 

evidence on the relationship between CSP and firms’ financial performance. Recent research provides mixed 

evidence on this issue (e.g. Consolandi et al., 2009; Wagner, 2010; López et al., 2007; Surroca et al., 2010). This 

paper reports evidence of a positive relation between CSP and firm performance. Finally, we contribute with 

new empirical evidence supporting that firms with incentives to develop a high level of CSP not engaging on 

such strategy are penalized by the market. Artiach et al. (2010) have already demonstrated that size and 

profitability are incentives to invest in sustainability. We also find that size and profitability are issues that 
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matter in terms of CSP. In addition, our results suggest that the information on the relation between size, 

profitability and level of CSP is relevant for investors.  

The remainder of the paper is organized as follows. Section 2 analyses the concept of corporate sustainability 

and review the literature on the relationship between CSP and financial performance. Section 3 develops the 

theoretical framework of this study. Section 4 describes the research design and section 5 analyzes the empirical 

results. Finally, section 6 presents the summary and concluding remarks. 

 

2. BACKGROUND 

 

2.1. CORPORATE SUSTAINABILITY 

 

Engaging in activities to contribute to sustainable development has emerged as an important dimension of 

corporate voluntary practice. The concept of sustainable development simultaneously integrates the 

consideration of economic growth, environmental protection, and social equity. Dyllick and Hockerts (2002, p. 

131) define corporate sustainability as “meeting the needs of a company’s direct and indirect stakeholders 

(employees, clients, pressure groups, communities, etc.), without compromising its ability to meet the needs of 

future stakeholders as well.” The notion of CS is nowadays related to issues such as environmental protection, 

health and safety at work, relations with local communities and relations with consumers.  

Although other concepts have been proposed over the years to conceptualize business and society relations, 

such as corporate social responsibility (CSR), CS has become the concept used most widely to address these 

relationships. Even though some authors propose distinctions between CSR and corporate sustainability 

(Cheung, 2010; Lo and Sheu, 2007; López et al., 2007; van Marrewijk, 2003), widely acknowledged definitions 

of CSR relate it with sustainable development. Holme and Watts (2000, p. 10) have defined CSR as the firm’s 

commitment to contribute to sustainable economic development, working with employees, their families, local 

communities and society at large to improve the general quality of life. According to the European Commission 

(2002, p. 7), these two concepts may be considered as being “intrinsically linked” and CSR can be seen as the 

business contribution to sustainable development. Firms are seen as contributing to sustainable development “by 

managing their operations in such a way as to enhance economic growth and increase competitiveness whilst 

ensuring environmental protection and promoting social responsibility, including consumer interests” (ibid.). 

Thus, in this paper these concepts are considered to address the same basic issues, in the sense that they all are 

about companies’ impacts on, relationships with, and responsibilities to, society.  
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Some authors see the contribution of these concepts as just the reminder that the search for profit should be 

constrained by certain social considerations (Valor, 2005). However, social and environmental performances are 

increasingly seen as a source of competitive advantage and not as an end in themselves. Perspectives on the 

involvement of companies in socially and environmentally responsible activities evolved from being regarded as 

detrimental to a firm’s performance, to being considered as somehow benefiting the firm as a whole (see, for 

example, see, for example, Porter and Kramer, 2002, 2006; Falck and Heblich, 2007; Sasse and Trehan, 2007; 

Heslin and Ochoa, 2008).  

Engagement in activities leading to sustainable development is increasingly considered as somehow 

benefiting the company as a whole (see, for example, Porter and Kramer, 2002, 2006). Some authors argue that 

decisions regarding engagement in such activities should be treated by managers “precisely as they treat all 

investment decisions” (McWilliams and Siegel, 2001, p. 125) or that “it should be considered as a form of 

strategic investment” (McWilliams et al., 2006, p. 4). 

Engaging in activities leading to sustainable development involves costs as it might require, for example, 

purchasing environmentally friendly equipment, implementing stricter quality controls, or new health, safety and 

environmental programs. Sustainability reporting also involves costs such as those related to data collection, 

communication and audit. The investments required may not have an immediate pay-off. In fact, whereas the 

costs involved are usually short term in nature or continuous outflows, the benefits are often long term. 

For example, certifying an environmental management system for ISO 14001 “is neither easy nor cheap” 

(Bansal and Bogner, 2002, p. 274). Furthermore, whereas the costs of such endeavour “are very real”, the 

benefits which accrue to the firm, either economic or institutional, “are often long term, diffused, and sometimes 

invisible”, and they are derived “not only from improved performance but also from avoiding damaging 

impacts.” (op. cit., p. 278) 

Disregarding aspects such as personal values, for managers to consider engaging in CS they need to have 

some kind of expectations that it will bring improved performance. The question that arises is what kind of 

benefits CS has that can lead to improved performance. Benefits which accrue to firms from CS include those 

associated to some kind of competitive advantage. It may increase sales and profits by promoting a firm’s 

products and services. Because consumers often prefer firms that are or are seen to be socially responsible, it is 

likely that social responsibility and disclosure can also be helpful in preserving old clientele or build up a new 

one. It is also true that some firms select their suppliers according to their social performance.  
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The many cases in which engagement in activities leading to sustainable development are explained by 

straightforward efforts to enhance sales or the loyalty and satisfaction of employees may reasonably be 

assimilated to the normal profit seeking functions of management. However, there are many other cases in which 

such direct association is impossible of being established, but in which it is undoubtedly the creation of a 

publicly favourable corporate reputation that appears as a likely reason. In fact, in spite of a firm which engages 

in these activities and appear to receive nothing in return could be said to be engaging in a purely “philanthropic” 

activity, it remains that in most cases some intangible benefit is obtained, such as public approval of its image as 

a responsible citizen. As McWilliams et al. (2006, p. 4) put it “even when it is not directly tied to a product 

feature or production process”, the engagement in such activities “can be viewed as a form of reputation building 

or maintenance”.  

 

1.2. CORPORATE SUSTAINABILITY AND CORPORATE PERFORMANCE 

 

The arguments that for some time have been presented for CS arise, at least in part, from the classical idea 

that the objective of business is to maximise shareholder wealth and that a firm should engage in socially 

responsible activities only if it allows value to be created. Siegel (2009, p.14) contends that “firms should pursue 

green management practices only when it is in their self-interest to do so”.  

In this perspective, decisions regarding CS are considered as a form of strategic investment (McWilliams et 

al., 2006). Rather than being seen as a cost, CS is perceived as a valuable resource which can be used to improve 

the future performance of the firm. The business case for CS can be defined as “a strategic and profit-driven 

corporate response to environmental and social issues caused through the organization’s primary and secondary 

activities” (Salzmann et al., 2005, p. 27).  

An important stream of research on CS tries to establish a business case for socially responsible activities by 

empirically testing the relationship between CS and firm performance. This relationship has been an important 

topic of debate at least since the 1970s. Early work on the link between CS and firm performance was made by 

Moskowitz (1972) and Vance (1975). Moskowitz (1972) looked at the relationship between social responsibility 

and share prices based on 14 cases, arguably offering limited external validity. Vance (1975) took the 14 firms 

studied by Moskowitz in 1972, finding that they had underperformed the Dow Jones and Standard and Poor 

indices and concluding that socially responsible firms were a poor risk for investors. However, as Aupperle et al. 

(1985) pointed out the subjectively selected small sample makes these conclusions potentially unreliable.  
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Given the vastness of the literature about the relationship between CS and firm performance and the quality 

of extant reviews, a comprehensive review of this research is not offered in the discussion which follows. Rather, 

we will focus on the extant reviews and on empirical and theoretical studies deemed relevant to the present 

study. 

It is difficult to say if firms which are perceived as sustainable out-perform or under-perform firms which are 

not perceived in the same way. The most recent meta-analyses analysing the relationship between corporate 

sustainable performance (CSP) and corporate financial performance confirms the idea that they are positively 

linked (Roman et al., 1999; Orlitzky et al., 2003; Margolis and Walsh, 2003; Wu, 2006; van Beurden and 

Gössling, 2008). However, although there may be some evidence of a positive association, assessments are 

complicated in view of the imperfect nature of the studies (criticisms of omission of controls, lack of causality 

and other methodological problems) as well as of the range of qualitative factors which contribute to financial 

performance, including employee morale, corporate image, reputation, public relations, goodwill and popular 

opinion (Lantos, 2001).  

Surveys of the numerous studies about the relationship between CSR and firm performance that have been 

undertaken until the early 1980s and discussions of the problems with the measurement of CSR were offered 

namely by Ullmann (1985) and Aupperle et al. (1985). Ullmann (1985, p. 549) refers to the findings obtained by 

these studies as indicating “no clear tendency”, whereas Aupperle et al. (1985, p. 460) describe those findings as 

“varying results”. 

Ten years later, Pava and Krausz (1996) and Wood and Jones (1995) offered updated reviews of the 

empirical evidence on the relationship between CSR and firm performance. Wood and Jones (1995, p. 261) 

qualified such relationship as “still ambiguous” and offered several reasons for that: lack of theory; problems 

with measures of social performance; lack of methodological rigor in many studies; and “confusion about which 

stakeholders are represented by which measures”. Nonetheless, they highlighted the clear evidence that bad 

social performance is detrimental to a firm’s financial performance.  

Pava and Krausz (1996, p. 322) revealed an important and unappreciated empirical regularity: “Nearly all 

empirical studies to date have concluded that firms which are perceived as having met social responsibility 

criteria have either outperformed or performed as well as other firms that are not necessarily socially 

responsible.” Their own study’s findings suggested that social responsible firms did not performed worse than 

the other firms and that some evidence suggested a positive relationship between social responsibility and firm 

performance. 
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Griffin and Mahon (1999), Margolis and Walsh (2003), Orlitsky et al. (2003), and Roman et al. (1999) 

provide more recent surveys of the empirical research on the relation between CS and firm performance. Results 

from this research generally indicate a positive but weak correlation between the two. These reviews also suggest 

that the empirical results, while positive overall, may prove to be illusory given the imperfect nature of the 

studies (problems related to the measurement both of CS and financial performance, criticisms of omission of 

controls, lack of causality and other methodological problems).  

In a more recent survey of the empirical research, van Beurden and Gössling (2008) consider that there is 

clear empirical evidence for a positive correlation between corporate social and financial performance. They 

argue that authors who contend the opposite refer to outdated material. The majority of the studies analysed by 

these authors found a positive relationship between corporate social performance (CSP) and corporate financial 

performance (CFP) (68%), whereas 26% show no significant relationship between CSP and CFP. Only two 

studies (6%) show a negative relationship between CSP and CFP.  

However, more recent research still provides mixed results. There is evidence both of a negative relation 

(López et al., 2007), no relation (Curran and Moran, 2007; García-Castro et al., 2010; Surroca et al., 2010) and a 

positive relation (Lo and Sheu, 2007; van Dijken, 2007; Consolandi et al., 2009; Cheung, 2010; Wagner, 2010) 

between CSP and CFP.  

López et al. (2007) analysed whether there are significant differences in performance between firms which 

adopted sustainability practices, ratified by their belonging to the DJSI, and firms not included in the DJSI 

because they have not fulfilled its requirements. They analysed the link between the accounting-based 

performance indicators and CS, and found that short-term negative impact on performance is produced. 

Curran and Moran (2007) used the announcements of the constituents of the FTSE4Good UK 50 Index as the 

proxy for CSR. They test whether inclusion in, or deletion from, the FTSE4Good Index results in a positive 

(negative) impact on share price. Their results show a trend that positive announcements lead to positive 

movements in share price (daily returns) and negative announcements lead to negative movements in share price. 

However, these results are not statistically significant.  

García-Castro et al. (2010) used the most complete KLD panel data available at the time (1991–2005). Their 

results suggest that KLD does not impact performance. They argue that the positive relationship found in most of 

the previous research on the link between SP and FP becomes a non-significant or even a negative relationship 

when endogeneity is properly taken into account.  
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Surroca et al. (2010) used an international database provided by Sustainalytics Responsible Investment and 

analysed 599 companies from 28 countries. Their results indicate that there is no direct relationship between CS 

and financial performance, rather an indirect relationship that relies on the mediating effect of a firm’s intangible 

resources.  

Lo and Sheu (2007) examine whether corporate sustainability has an impact on market value using large US 

non-financial firms from 1999 to 2002. They used listing in the DJSGI USA as the proxy for corporate 

sustainability and the Tobin’s q as the proxy for firm value. Their key finding is that sustainable firms are 

rewarded with higher valuations in the market place. 

van Dijken (2007) analysed performance of 90 shares of the US Dow Jones Sustainability Index by 

comparing their return with the relevant indexes, with the respective industry and on a risk-adjusted basis, for the 

six years and the ten years ended 30 June 2006. She found that stocks from companies with high CSP 

outperformed the market and their peers over extensive periods of time, with reasonably low risk. 

Consolandi et al. (2009) examine whether inclusion in, or deletion from, the Dow Jones Sustainability Stoxx 

Index (DJSSI), an index for European corporations, results in a stock market reaction. Their results, which 

namely show positive (negative) excess returns for companies included in (deleted from) the DJSSI over the 

period considered, suggest that the evaluation of the CSR performance of a firm is a significant criterion for asset 

allocation activities.  

Cheung (2010) analyzes the impacts (measured in terms of stock returns, risks and liquidity) of index 

inclusions and exclusions on corporate sustainable firms by studying a sample of US stocks that are added to or 

deleted from the Dow Jones Sustainability World Index over the period 2002–2008. Findings suggest that US 

investors do value CS, but in a temporary way. 

Wagner (2010) analyses the link between CSP and economic performance. He uses the KLD ratings as a 

CSP proxy and the Tobin’s q was chosen as the variable measuring economic performance. Findings suggest a 

positive association of CSP with economic performance, as measured by Tobin's q, and that advertising intensity 

moderates the association of CSP and economic performance.  

Our study contributes to the extant body of literature by providing additional evidence on a positive 

relationship between CSP and financial performance. Further, we bring new evidence supporting that firms with 

incentives to develop a high level of CSP not engaging on such strategy are penalized by the market.  
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3. THEORY AND HYPOTHESES DEVELOPMENT 

 

The theoretical framework adopted in this study combines stakeholder theory and resource-based 

perspectives (RBP). Some authors already provided important studies in which similar combinations were 

attempted (see, for example, Bansal, 2005; Hillman and Keim, 2001; Ruf et al., 2001; Surroca et al., 2010; 

Wahba, 2008).  

Post et al. (2002, p. 8) define the stakeholders of a company as the “individuals and constituencies that 

contribute, either voluntarily or involuntarily, to its wealth-creating capacity and activities, and who are therefore 

its potential beneficiaries and/or risk bearers.” A company’s stakeholders are seen as those who supply critical 

resources, place something of value “at risk,” and have sufficient power to affect its performance. The principal 

means of sustaining and enhancing a company’s wealth-creating capacity are the linkages between the company 

and its stakeholders (ibid.). Stakeholders have three roles: they are the sources of expectations about what 

constitutes desirable and undesirable company performance, defining the norms for corporate behaviour; they 

experience the effects of corporate behaviour; and they evaluate the outcomes of companies’ behaviours in terms 

of how they have met expectations and have affected the groups and organizations in their environment (Wood 

and Jones, 1995, p. 231). From a stakeholder theory perspective, CSP can be assessed in terms of a company 

meeting the demands of its multiple stakeholder groups, and companies must seek to satisfy their demands “as 

an unavoidable cost of doing business” (Ruf et al., 2001, p. 143).   

Stakeholder theory can be complemented by the RBP since firms may view meeting stakeholder demands as 

a strategic investment, requiring commitments beyond the minimum necessary to satisfy stakeholders (Ruf et al., 

2001). Engaging in CS activities when these are expected to benefit the company is a behaviour that can be 

examined through the lens of the RBP (Branco and Rodrigues, 2006; Gallego-Álvarez et al., 2010; Hussainey, 

and Salama, 2010; McWilliams et al., 2006; Siegel, 2009; Surroca et al., 2010). The RBP suggest that companies 

generate sustainable competitive advantages by effectively controlling and manipulating their resources that are 

valuable, rare, cannot be perfectly imitated, and for which no perfect substitute is available (see, for example, 

Barney, 1999; Bowman and Ambrosini, 2003; Kraaijenbrink et al., 2010; Pertusa-Ortega et al., 2010). 

Companies engage in CS because it is acknowledged that some kind of competitive advantage accrues to 

them. CS is seen as providing internal or external benefits, or both (Branco and Rodrigues, 2006; Orlitzky et al., 

2003). Investments in socially and environmentally responsible activities have internal benefits by helping a 

company in developing new resources and capabilities which are related to know-how and corporate culture. 
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These resources and capabilities, which are acquired internally, would then lead to more efficient use of 

resources. Investing in social responsibility activities has important consequences on the creation or depletion of 

fundamental intangible resources, namely those associated with employees.  

Effective human resource management can cut costs and enhance employees’ productivity. CS can be 

demonstrated to have positive effects on employees’ motivation and morale, as well as on their commitment and 

loyalty to the company (Peterson, 2004; Brammer et al., 2007; Carmeli et al., 2007). Sustainable employment 

practices such as fair wages, a clean and safe working environment, training opportunities, health and education 

benefits for workers and their families, provision of childcare facilities, flexible work hours and job sharing, can 

bring direct benefits to a company by increased morale and productivity, while reducing absenteeism and staff 

turnover. As well as productivity benefits, companies also save on costs for recruitment and training of new 

employees (Vitaliano, 2010).  

The external benefits of CS are related to its effect on corporate reputation (Branco and Rodrigues, 2006; 

Gallego-Álvarez et al., 2010; Hussainey, and Salama, 2010; Orlytzky et al., 2003; Orlytzky, 2008). Corporate 

reputation has been identified as one of the most important intangible resources that provide a firm sustainable 

competitive advantage (Roberts and Dowling, 2002). In effect, several studies found a positive relationship 

between a firm’s reputation and its financial performance (Fombrun and Shanley, 1990; Roberts and Dowling, 

2002). Companies with a good CS reputation are able to improve relations with external actors such as 

customers, investors, bankers, suppliers and competitors. They also attract better employees or increase current 

employees’ motivation and morale as well as their commitment and loyalty to the company, which in turn may 

improve financial outcomes. Stakeholders ultimately control a firm’s access to scarce resources and firms must 

manage their relationship with key stakeholders to ensure that such access to resources is maintained (Roberts, 

1992). 

According to Fombrun et al. (2000), firms can obtain benefits from engagement in socially and 

environmentally responsible activities because, on the one hand, it helps firms and their employees to build 

community ties and become socially integrated, and, on the other hand, it assists firms in building reputational 

capital that improve their ability to negotiate more attractive contracts with suppliers and governments, to charge 

premium prices for goods and services offered, and to reduce its cost of capital. It not only generates reputational 

gains that improve a firm’s ability to attract resources, enhance its performance, and build competitive 

advantage, but also mitigates the risk of reputational losses that can result from alienating key stakeholders. 
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An important recent study by Hussainey and Salama (2010) investigates whether corporate environmental 

reputation (CER) make investors more confident/less uncertain when they anticipate firms’ future earnings 

change by analysing the association between CER and share price anticipation of earnings. They use the future 

earnings response coefficient (FERC) as a proxy for the stock market’s ability to anticipate the firms’ future 

earnings, and predict higher FERCs for firms with higher levels of CER scores. They find that higher levels of 

CER are associated with stock prices that are more informative about future earnings. They argue that the results 

obtained show that environmental reputation increases the stock market’s ability to anticipate future earnings 

change, suggesting that CER provides value-relevant information for investors to anticipate future earnings. 

In sum, CS can raise benefits in the long run namely through improved relations with stakeholders and 

reduced cost of conflicts with them, reputation creation, employee productivity. All these aspects make firms 

more attractive to investors. Higher levels of CSP are subject to lower economic uncertainty, more predictable 

earnings, and lower risk for investors. Thus, we expect that:  

 

H1: The market undervalues firms with a lower level of CSP, when compared with firms with a higher level 

of CSP. 

 

As companies grow larger their visibility increases and they become more susceptible to the scrutiny of their 

stakeholders and hence more vulnerable to the potential adverse reactions of these groups. Large companies, on 

average, are more diversified across geographical and product markets which means that they have larger and 

more diverse stakeholder groups (Brammer and Pavelin, 2004).  

Artiach et al. (2010) demonstrate that larger firms are more likely to have a higher level of CSP. Larger firms 

are more visible politically and so draw greater attention from the general public, government and other 

stakeholders. They are more likely to create corresponding larger social problems because of the sheer scale and 

prominence of their activities. Thus, a passive or even negative response to stakeholder’s demands is unlikely to 

be a successful strategy for big firms which face greater public scrutiny and external pressures. 

Godfrey et al. (2009, p. 430) suggest that firms with a larger market presence incur more risk than their 

smaller counterparts. They argue that a larger market presence translates into more transactions, which lead to a 

higher probability of negative events (“there are simply more opportunities for negative outcomes”) (ibid.). The 

consequence is that larger firms should be more willing to engage in socially and environmentally responsible 

activities to cover this increased risk than smaller firms.  
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It follows that:     

 

H2a: There is a negative relation between the market value of equity and firm’s size for the group of firms 

with a lower level of CSP but not for the group of firms with a higher level of CSP. 

 

H2b1: The market undervalues larger firms with a lower level of CSP, when compared with firms with a 

higher level of CSP. 

 

H2b2: The market does not undervalue larger firms with a lower level of CSP, when compared with firms 

with a higher level of CSP. 

 

Waddock and Graves (1997) studied the link between firms’ social and financial performance, hypothesizing 

that social performance is both a predictor and consequence of financial performance. They concluded that 

corporate social performance depends on financial performance and that the sign of the relationship is positive 

and interpret their findings as meaning that firms with slack resources potentially available from strong financial 

performance may have greater freedom to invest in socially and environmentally responsible activities, and that 

those investments may result in improved social performance.  

Artiach et al. (2010) demonstrate that profitable firms are more likely to have a higher level of CSP. The 

managers of non-profitable firms are asked to reduce costs and maximize economic returns to financial 

stakeholders, instead of meet social stakeholder’s demands through expenditure on sustainable activities. In 

periods of low economic performance, the companies’ economic objectives will be given more attention than 

social concerns (Ullman, 1985). 

On the other hand, companies which present abnormally high levels of profits are just as exposed to 

pressures from stakeholders as those of abnormally large companies or those that operate in socially-sensitive 

industries (Branco and Rodrigues, 2008). Public visibility may be related to high profits, with the more 

successful companies coming under more intense stakeholder scrutiny (ibid.).  

 

It follows that:     
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H3a: There is a negative relation between the market value of equity and firm’s profitability for the group of 

larger firms with a lower level of CSP  

 

H3b1: The market undervalues profitable larger firms with a lower level of CSP, when compared with firms 

with a higher level of CSP. 

 

H3b2: The market does not undervalue profitable larger firms with a lower level of CSP, when compared 

with firms with a higher level of CSP. 
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4. RESEARCH DESIGN 

 

4.1. SAMPLE AND DATA 

 

The empirical analysis relies on the largest 600 firms from Canada and the United States of America in the 

Dow Jones Global Total Stock Market Index (DJGTSM) at the end of 2009. These firms are classified into two 

groups, depending on whether they belong or not to the Dow Jones Sustainability North America Index (DJSI 

North America), as of September 20092. This classification gives rise to the most important independent variable 

for our study, a proxy for the level of CSP.    

Firms included in DJSI North America consist of the top 20% of the 600 largest firms from Canada and the 

United States in the DJGTSM that lead the field in terms of sustainability (DJSI guidebook, 2010)3. Firm’s 

sustainability is evaluated by the Sustainable Asset Management (SAM) Group. The SAM’s methodology is 

based on the application of criteria to assess the opportunities and risks deriving from economic, environmental 

and social dimensions for each of the eligible firms (DJSI guidebook, 2010). The integrity of the DJSI as a proxy 

for CSP is highlighted in the report by Beleo et al. (2004), which recommends the SAM Group research as the 

best practice in corporate social responsibility research (Artiach et al., 2010. An increasing number of studies on 

the relation between CSP and firm performance use DJSI as a proxy for CSP (Lo and Sheu, 2007; López et al., 

2007; Consolandi et al., 2009; Cheung, 2010). 

The accounting data used in the empirical analysis is that reported in the annual consolidated financial 

statements with year-end between September 2009 and August 2010. The period for market data is selected 

based on the one of accounting data. The accounting and the market data was collected from the Thomson 

Worldscope Database. After excluding firms that lacked sufficient accounting or market value data, 507 valid 

firm observations remained. To ensure that the regression results are not unduly sensitive to outliers, we exclude 

observations with studentized residuals absolute value greater than 2. This approach is consistent with some 

other value relevance studies (e.g. Hung and Subramanyam, 2007)4. Thus, the final sample is composed of 118 

firms that belong to the DJSI North America (DJSI) and 360 firms that make no part of this index (Non_DJSI).  

                                                           
2 The DJSI North America is reviewed annually and quarterly. The annual review methodology selects the leading 
sustainability firms from the investable stocks universe and the resulting changes to the index are announced on the annual 
review date in September. The quarterly reviews reflect changes in the investable stocks universe as well as changes with 
regard to the number of shares and free float factors (DJSI guidebook, 2010). The index annual reviews are available at 
http://www.sustainability-index.com. 
3 The DJSI Guidebook is available at http://www.sustainability-index.com. 
4 See Curto et al. (2010) where the impact of influential observations on regression results is discussed.  
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Table 1 presents the sample distribution across industries. When all the firms are considered together, the 

industrial sector is the most dominant with 36%. The smallest representations, with 8% and 10%, are the mining, 

the commercial and the services groups. As expected, both DJSI and Non_DJSI firms are found in each industry 

and the later predominates in all cases. The percentage of DJSI firms in each industry is between 20% and 30%, 

except for the commercial and for the services groups, where the percentage is somewhat higher in the first case 

and lower in the second one. Considering only the Non_DJSI firms, a different distribution of firms across 

industry can be found when comparing the group of larger with the group of smaller firms. The proportion of the 

industrial sector (utilities and financial sectors) is higher (lower) in the group of smaller firms, when compared 

with the group of larger firms. The financial group is also characterized by a significant proportion of large but 

not profitable firms. However, the sensitivity analysis presented in Section 5 shows that our results are robust 

and they are not affected by these differences in the distribution of industrial, utilities and financial firms across 

different groups of firms based on their size and/or profitability.   

 

TABLE 1     

 

4.2. RESEARCH METHOD 

 

To test the hypotheses formulated in Section 3, we estimate several regressions based on the same model, 

which relies on the accounting based valuation model developed in Ohlson (1995), who shows how the firm 

value relates to accounting data and other information. This approach is currently used in several empirical 

studies on the value relevance of non-financial information (e.g. Rajgopal et al., 2003; Hassel et al., 2005; 

Matolcsy and Wyatt, 2008; Johnston et al., 2008; Sinkin et al., 2008; Schadewitz and Niskala, 2010). Our 

primary model shows that the market value of equity is a function of two summary measures of information 

reflected in financial statements, namely the book value of equity and earnings, given by equation (1). 

 

itititit  INVBVM εααα +++= 210      (1) 
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where MV is the market value of equity5, BV represents the book value of equity and NI is the net operating 

income. All the variables are on a per share basis. However, the sensitivity analysis presented in Section 5 shows 

that our results are not materially changed when we deflate by lagged market value of equity, or even by sales, 

instead of the number of common shares outstanding. 

 

4.2.1. The association of market value of equity with corporate sustainability performance 

 

In order to access whether the market undervalues firms with a lower level of CSP, when compared to firms 

with a higher level of CSP, we use a new regression equation, Equation (2), that comprises the variable 

Non_DJSI, which assumes the value 1 if the firm is not included in the DJSI North America and 0 otherwise. If 

the market undervalue firms with a lower level of corporate CSP, we would expect the coefficient on Non_DJSI, 

3α , to be negative and statistically significant.    

 

ititititit DJSINon INBVVM εαααα ++++= _3210     (2) 

 

4.2.2. The association of market value of equity with firm’s size for different groups of firms based on the 

level of corporate sustainability performance 

 

In order to access whether there is a negative relation between the market value of equity and firm’s size for 

the group of firms with a lower level of CSP but not for the group of firms with a higher level of CSP, we use a 

new regression equation, Equation (3), that comprises two interaction terms, Non_DJSI x SIZE and DJSI x 

SIZE. The SIZE is the natural logarithm of total assets; Non_DJSI is a binary variable that assumes the value 1 if 

the firm is not included in the DJSI North America and 0 otherwise; DJSI is a binary variable that assumes 1 if 

the firm is included in the DJSI North America and 0 otherwise.  

If there is a negative relation between the market value of equity and firm’s size in the group of firms with a 

lower level of CSP, we would expect the coefficient on Non_DJSI x SIZE, 3α , to be negative and statistically 

significant. In respect of the group of firms with a higher level of CSP, two scenarios are acceptable: to find no 

relation or to find a positive relation between the market value of equity and firm’s size. In the first case, we 

                                                           
5 We use the market value of equity as of fiscal year-end. However, untabulated findings reveal that our inferences are not 
sensitive to using prices as of fiscal year-end or as of three months after fiscal year-end. 
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would expect the coefficient on DJSI x SIZE, 4α , to be statistically insignificant. In the second scenario, the 

coefficient is expected to be positive and statistically significant. 

 

itititititit  SIZEx DJSI SIZEx DJSINon INBVVM εααααα +++++= 43210 _    (3) 

 

In spite of the empirical study referred above, we go further to analyze whether the market distinguishes 

groups of firms with a lower level of CSP based on size. In order to access whether, for firms with a lower level 

of CSP, the market undervalues larger firms but, in contrast, it does not undervalue smaller firms, in both cases 

when compared with firms with a higher level of CSP, we use a new regression equation, Equation (4), that 

comprises two variables that split the Non_DJSI in two groups based on the firm’s size (Non_DJSI_Big and 

Non_DJSI_Small). The variable Non_DJSI_Big assumes the value 1 if the firm has a lower level of CSP and its 

SIZE is above the median and 0 otherwise. The variable Non_DJSI_Small assumes the value 1 if the firm has a 

lower level of CSP and its SIZE is below the median and 0 otherwise. If the market undervalue only those firms 

with incentives to present a higher level of CSP but that do not engage on such strategy, ie, the larger firms not 

included in the DJSI North America, we would expect the coefficient on Non_DJSI_Big, 3α , to be negative and 

statistically significant and the coefficient on Non_DJSI_Small, 4α  , to be statistically insignificant. 

 

    itit4it3it2it10it εmallNon_DJSI_SαigNon_DJSI_Bα NIαBVααMV +++++=      (4) 

 

4.2.3. The association of market value of equity with firm’s profitability for different groups of firms 

based on the size and on the level of corporate sustainability performance 

 

In order to access whether there is a negative relation between the market value of equity and firm’s 

profitability for the group of larger firms with a lower level of CSP, but not for the group of smaller firms with a 

lower level of CSP as well as for the group of firms with a higher level of CSP, we consider a new regression 

equation, Equation (5), that comprises three interaction terms, Non_DJSI_Big x ROE, Non_DJSI_Small x ROE 

and DJSI x ROE.  

The ROE is the firm’s return on equity. If there is a negative relation between the market value of equity and 

firm’s profitability in the group of larger firms with a lower level of CSP, we would expect the coefficient on 
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Non_DJSI_Big x SIZE, 3α , to be negative and statistically significant. In respect of the other groups of firms, 

two scenarios are also acceptable: to find no relation or to find a positive relation between the market value of 

equity and firm’s profitability. In the first case, we would expect the coefficients on Non_DJSI_Small x ROE, 

4α , and on DJSI x ROE, 5α , to be statistically insignificant. In the second scenario, the coefficients are 

expected to be positive and statistically significant. 

 

   ititititititit ROE x DJSIROE x SmallDJSIon_NROE x BigDJSIon_N INBVVM εαααααα +++++++= 543210 __  (5) 

 

In spite of the analysis referred above, we again go further by analyzing whether the market distinguishes 

groups of larger firms with a lower level of CSP based on profitability. In order to access whether, for larger 

firms with a lower level of CSP, the market undervalues profitable firms but, in contrast, it does not undervalue 

non profitable firms, in both cases when compared with firms with a higher level of CSP, we use a new 

estimating equation, Equation (6), that comprises the variable Non_DJSI_Small and two variables that split the 

Non_DJSI_Big into two groups based on the firm’s profitability (Non_DJSI_Big_Profit and 

Non_DJSI_Small_Loss). The variable Non_DJSI_Big_Profit assumes 1 if the firm has a lower level of CSP, its 

SIZE is above the median and its ROE is positive and 0 otherwise. The variable Non_DJSI_Big_Loss assumes 1 

if the firm has a lower level of CSP, its SIZE is above the median and its ROE is negative and 0 otherwise. If the 

market undervalue only those firms with incentives to present a higher level of CSP but that do not engage on 

such strategy, ie, in this case the larger and profitable firms not included in the DJSI North America, we would 

expect the coefficient on Non_DJSI_Big_Profit, 3α , to be negative and statistically significant and the 

coefficients on Non_DJSI_Big_Loss, 4α  , and on Non_DJSI_Small, 5α , to be statistically insignificant. 

 

   itit5it4it3it2it10it εmallNon_DJSI_Sαig_LossNon_DJSI_Bαig_ProfitNon_DJSI_Bα NIαBVααMV ++++++=    (6) 

 

Finally, and following previous literature on the value relevance of accounting numbers (e.g. Barth et. al, 

2008), control variables are used in this study to control for profitability, leverage, size, international listing and 

industry. Thus, equations (2), (3), (4), (5) and (6) are estimated including the following variables: ROE, LEV, 

SIZE, LIST and Industry. ROE is the return on equity, LEV is end-of-year total debt divided by end-of-year 

market capitalization, SIZE is the natural logarithm of total assets as of the end of the year and List is a dummy 
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variable that assumes the value 1 if the firm is listed in a foreign stock exchange and 0 otherwise. There are six 

dummies for industry: the Mining dummy which assumes one in the case of SIC 1 and 0 otherwise, the 

Industrial dummy which assumes 1 in cases of SIC 2 or 3 and 0 otherwise, the Utilities dummy which assumes 1 

in the case of SIC 4 and 0 otherwise, the Commercial dummy which assumes 1 in cases of SIC 5 and 0 

otherwise, the Financial dummy which assumes 1 in cases of SIC 6 and 0 otherwise and, finally, the Services 

dummy which assumes 1 in cases of SIC 7 or 8 and 0 otherwise.    

 

5. RESULTS 

 

5.1. DESCRIPTIVE STATISTICS AND CORRELATIONS 

  

Table 2 presents the descriptive statistics for the entire sample as well as for the sub-samples of 118 DJSI 

firms and 360 Non_DJSI firms. When comparing the groups of DJSI and Non_DJSI firms, we find that for all 

the variables, except LEV, the mean and the median values are higher for the DJSI firms. However, untabulated 

results for equality of means parametric t-test show that the mean values are significantly different only for the 

variables MV, NI, ROE and SIZE. These findings are consistent with those of Artiach et al. (2010) in their study 

on the determinants of CSP. They found that leading CSP firms are significantly larger and have a higher return 

on equity than non-leading CSP firms. 

 

TABLE 2 

 

Table 3 presents correlations for the continuous variables included in the regressions. Consistent with 

established results in the accounting literature, the market value of equity is positively and significantly 

associated with BV and with NI. Not surprisingly, the market value is also significantly associated with ROE 

and LEV, with positive and negative relation, respectively.  

 

TABLE 3 

 

5.2. REGRESSION RESULTS 
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5.2.1. The association of market value of equity with corporate sustainability performance 

 

Table 4 presents regression summary statistics resulting from the OLS estimation of Equation (2), including 

the estimated coefficients for the control variables.  The regression in column C1 includes all the covariates. 

Columns C2-C4 drops individually from C1 three sets of variables, the Non_DJSI, the accounting variables and 

the control variables, respectively, in order to check if there are interaction effects within the three sets of 

independent variables. The coefficient estimate for the variable Non_DJSI is negative and statistically significant 

(coefficient = -5.043; p-value < 0.01), which means that firms not included in the DJSI North America are 

associated with a lower market price, after considering the competing variables included in the regressions.  

 

TABLE 4 

 

The estimates for the accounting information are statistically significant and they have the expected sign. For 

example, in the main regression, the BV and NI coefficients are 0.694 and 3.220, respectively, and the associated 

p-value is < 0.01 in both cases. The majority of the control variables are also statistically significant and their 

sign is in accordance with the literature. For example, profitable firms and firms listed in a foreign stock 

exchange are associated with a higher market price. By other hand, high leverage firms are associated with a 

lower market price. Contrary to the literature, the estimate for the variable SIZE is statistically significant but 

with a negative sign. Further analysis show that this variable is statistically significant but only when the variable 

Non_DJSI is also included in the regression (in C2, the SIZE is not statistically significant), which means that 

the relation between SIZE and MV is only observable for one of the groups of firms based on the sustainability 

criteria. The next section provides more detailed information on this issue.    

 

5.2.2. The association of market value of equity with firm’s size for different groups of firms based on the 

level of corporate sustainability performance 

 

Table 5 presents regression summary statistics resulting from the OLS estimation of Equations (3) and (4), 

respectively, in columns C1 and C2.  

 

TABLE 5 
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According to the results presented in column C1 of Table 5, the coefficient estimate for the interaction term 

of SIZE with Non_DJSI is statistically significant and negative (coefficient = -2.596; p-value < 0.01) while the 

coefficient estimate for the interaction term of SIZE with DJSI is statistically insignificant. As expected, in the 

group of firms not included in the DJSI North America, the higher the firm’s size, the lower the market value of 

equity.  The results presented in column C2 of Table 5 provide additional information on this issue. The 

coefficient estimate for the variable Non_DJSI_Big is negative and statistically significant (coefficient = -5.841; 

p-value < 0.01), while the coefficient estimate for Non_DJSI_Small is statistically insignificant. These results 

show that the market does not undervalue all the firms with a lower level of CSP. By contrast, the market 

undervalue only those firms with incentives to present a high level of CSP (large firms) but that do not engage 

on such strategy, ie, the group of the larger firms not included in the DJSI North America. 

 

5.2.3. The association of market value of equity with firm’s profitability for different groups of firms 

based on the size and on the level of corporate sustainability performance 

 

Table 6 presents regression summary statistics resulting from the OLS estimation of Equations (5) and (6), 

respectively, in columns C1 and C2.  

 

TABLE 6 

 

According to the results presented in column C1 of Table 6, the coefficient estimate for the interaction term 

of ROE with Non_DJSI_Big is statistically significant and negative (coefficient = -14.839; p-value < 0.01). In 

contrast, the coefficient estimates for the interaction terms of ROE with Non_DJSI_Big and with DJSI are both 

statistically significant and positive (Non_DJSI_Small x ROE coefficient = 5.437; p-value < 0.01; DJSI x ROE 

coefficient = 7.633; p-value < 0.01). As expected, in the group of larger firms not included in the DJSI North 

America, the higher the firm’s profitability, the lower the market value of equity.  The results presented in 

column C2 of Table 6 provide additional information on this issue. The coefficient estimate for the variable 

Non_DJSI_Big_Profit is negative and statistically significant (coefficient = -6.602; p-value < 0.01), while the 

coefficient estimates for Non_DJSI_Big_Loss and for Non_DJSI_Small are both statistically insignificant. These 
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results show that the market does not undervalue all the larger firms with a lower level of CSP, but only those 

that are profitable.  

Overall, our findings seem to suggest that size and profitability is an issue that matters in terms of CSP. The 

information on the relation between size and profitability and the level of CSP is value relevant for the market.  

 

6. SUMMARY AND CONCLUSIONS  

 

In this paper, companies are considered to engage in CS because they expect that conforming to stakeholder 

norms and expectations about how their operations should be conducted allows them to have good relations with 

them. This is likely to lead to increased performance, namely by assisting in developing valuable intangible 

assets (resources and capabilities) which can be sources of competitive advantage because such assets can 

differentiate a company from its competitors.  

This study investigates the way as the market views CSP, as proxied by membership of the Dow Jones 

Sustainability Index. Using a multi-theoretical framework which combines stakeholder and resource-based 

perspectives, a set of hypotheses is developed that relate the market value of equity with CSP, considering the 

interaction of size and profitability with CSP.  

Our preliminary results indicate that CSP has significant explanatory power for stock prices over the 

traditional summary accounting measures such as earnings and book value of equity. However, further analyses 

suggest that we should not focus on the corporate sustainability itself. Our findings show that what investors 

really do is to undervalue large profitable firms with low level of corporate sustainability performance, which 

face greater public scrutiny and pressures from stakeholders.  

The findings in this study are important to the ongoing debate about the financial consequences of corporate 

investment in sustainability activities. The current study focuses on the impact of incentives to invest in CS on 

the market valuation of CSP strategy.  
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TABLE 1 

Sample composition by industry 

 

  DJSI firms Non_DJSI firms All firms 

   Industry SIC Code n % n % n % 

   Mining    SIC 1 10 8% 27 8% 37 8% 

   Industrial    SIC 2 and 3 44 37% 128 36% 172 36% 

   Utilities    SIC 4 19 16% 52 14% 71 15% 

   Commercial    SIC 5 16 14% 33 9% 49 10% 

   Financial    SIC 6 22 19% 78 22% 100 21% 

   Services    SIC 7 and 8 7 6% 42 12% 49 10% 

        118 100% 360 100% 478 100% 

 

  Non_DJSI_Big firms Non_DJSI_Small firms Non_DJSI firms 

   Industry SIC Code n % n % N % 

   Mining    SIC 1 10 6% 17 9% 27 8% 

   Industrial    SIC 2 and 3 46 26% 82 45% 128 36% 

   Utilities    SIC 4 38 21% 14 8% 52 14% 

   Commercial    SIC 5 12 7% 21 12% 33 9% 

   Financial    SIC 6 60 34% 18 10% 78 22% 

   Services    SIC 7 and 8 13 7% 29 16% 42 12% 

        179 100% 181 100% 360 100% 

 

  

Non_DJSI_Big_ 

Profit firms 

Non_DJSI_Big_Loss 

firms Non_DJSI_Big firms 

   Industry SIC Code n % n % n % 

   Mining    SIC 1 6 4% 4 11% 10 6% 

   Industrial    SIC 2 and 3 39 28% 7 20% 46 26% 

   Utilities    SIC 4 36 25% 2 6% 38 21% 

   Commercial    SIC 5 12 8% 0 0% 12 7% 

   Financial    SIC 6 40 28% 20 56% 60 34% 

   Services    SIC 7 and 8 10 7% 3 8% 13 7% 

        143 100% 36 100% 179 100% 

 

 
DJSI firms are those included in the DJSI North America; Non_DJSI firms are those not included in the DJSI North America; Non_DJSI_Big 
are those firms not included in the DJSI North America whose size is above the median; Non_DJSI_Small are those firms not included in the 
DJSI North America whose size is below the median; Non_DJSI_Big_Profit are the profitable firms not included in the DJSI North America 
whose size is above the median; Non_DJSI_Loss are the non profitable firms not included in the DJSI North America whose size is above the 
median. 
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TABLE 2 

Descriptive statistics 

 

 Mean Median SD Min Max Skewness Kurtosis 

All firms (n = 478)        

   MV 34.421 31.805 18.252 1.530 98.420 0.608 0.045 

   BV 17.713 14.703 12.488 0.062 79.096 1.365 2.365 

   NI 1.535 1.629 2.307 -10.570 10.551 -0.670 4.487 

   ROE 0.126 0.110 0.314 -1.425 3.201 3.729 35.424 

   LEV 0.711 0.312 1.746 0.000 29.536 11.030 163.876 

   SIZE 7.223 7.158 0.569 6.092 9.347 0.789 0.924 

DJSI firms (n = 118)        

   MV 39.986 36.590 19.330 3.310 83.490 0.380 -0.607 

   BV 18.630 17.285 11.477 0.966 48.962 0.751 0.069 

   NI 2.151 2.149 1.917 -4.914 6.917 -0.334 1.132 

   ROE 0.186 0.131 0.371 -0.587 3.201 5.451 39.978 

   LEV 0.598 0.273 1.119 0.000 9.020 5.106 31.802 

   SIZE 7.533 7.448 0.574 6.370 9.308 0.850 0.755 

Non_DJSI firms (n = 360)        

   MV 32.597 30.350 17.530 1.530 98.420 0.674 0.387 

   BV 17.412 13.732 12.803 0.062 79.096 1.526 2.920 

   NI 1.333 1.501 2.390 -10.570 10.551 -0.660 4.831 

   ROE 0.107 0.104 0.291 -1.425 2.641 2.483 28.391 

   LEV 0.748 0.320 1.908 0.000 29.536 10.889 151.280 

   SIZE 7.121 7.054 0.530 6.092 9.347 0.796 1.036 

        
DJSI firms are those included in the DJSI North America; Non_DJSI firms are those not included in the DJSI North America. 
 
MV is the market price at the fiscal year-end; BV is the book value of equity as of the end of the year; NI is the net income of the year; ROE 
is the return on equity; LEV is end-of-year total debt divided by end-of-year market capitalization; SIZE is the natural logarithm of total 
assets as of the end of the year. 
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TABLE 3 

Correlation matrix 

 
 

 MV BV NI ROE LEV SIZE 

   MV 1 - - - - - 

   BV 0.531*** 1 - - - - 

   NI 0.478*** 0.312*** 1 - - - 

   ROE 0.263*** -0.139*** 0.434*** 1 - - 

   LEV -0.232*** 0.003 -0.167** -0.132*** 1 - 

   SIZE 0.053 0.362*** 0.072 -0.059 0.304*** 1 

 

MV is the market price at the fiscal year-end; BV is the book value of equity as of the end of the year; NI is the net income of the year; ROE 
is the return on equity; LEV is end-of-year total debt divided by end-of-year market capitalization; SIZE is the natural logarithm of total 
assets as of the end of the year. 
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TABLE 4 

First hypothesis test: 

the association of market value of equity with corporate sustainability performance 

 

 
 Exp. Sign C1 C2 C3 C4 

Intercept  36.581*** 20.310** -0.956 21.367*** 

Main variables:      

   BV + 0.694*** 0.676***  0.546*** 

   NI + 3.220*** 3.319***  3.929*** 

   Non_DJSI - -5.043***  -4.858** -3.510*** 

Control variables:      

   ROE + 5.165** 5.531*** 11.779***  

   LEV - -0.694** -0.805** -2.050***  

   SIZE + -2.372* -0.670 5.197***  

   LIST + 4.144* 4.516** 4.285  

   Mining  3.580* 3.973* 3.386  

   Utilities  -5.611*** -5.703*** -3.490  

   Commercial  -7.132** 3.274 -9.886**  

   Financial  -7.691*** -8.329*** -7.514***  

   Services  -0.982 -0.932 -3.825  

      

Adjusted R2   0.596 0.586 0.156 0.520 

F-Value  59.639*** 64.432*** 9.801*** 173.578*** 

 

 
Dependent variable: MV (market price at the fiscal year-end).  
 
Independent variables: BV (book value of equity as of the end of the year); NI (net income of the year); Non_DJSI (an indicator that equals 1 
if the firm is not included in the DJSI North America and 0 otherwise); ROE (return on equity); LEV (end-of-year total debt divided by end-
of-year market capitalization); SIZE (natural logarithm of total assets as of the end of the year); LIST (an indicator that equals 1 if the firm is 
listed in a foreign stock exchange and 0 otherwise); Industry variables: Mining (SIC 1); Utilities (SIC 4); Commercial (SIC 5); Financial 
(SIC 6) and Services (SIC 7 and SIC 8). 
 
***, ** and * indicate significance at the 0.01, 0.05 and 0.10 levels respectively. 
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TABLE 5 

Second hypothesis test:  

the association of market value of equity with firm’s size for different groups of firms based on the level of CSP 

 
 

 Exp. Sign C1 C2 

Intercept  33.013*** 21.872* 

Main variables:    

   BV + 0.695*** 0.703*** 

   NI + 3.212*** 3.201*** 

   Non_DJSI x SIZE - -2.596**  

   DJSI x SIZE  -1.904  

   Non_DJSI_Big -  -5.841*** 

   Non_DJSI_Small   -2.485 

Control variables:    

   ROE + 5.182** 5.079** 

   LEV - -0.690** -0.708** 

   SIZE +  -0.518 

   LIST + 4.218* 4.669** 

   Mining  3.595* 3.449 

   Utilities  -5.572*** -5.229*** 

   Commercial  -6.979** -6.242* 

   Financial  -7.678*** -7.896*** 

   Services  -0.975 -0.867 

    

Adjusted R2   0.597 0.599 

F-Value  59.790*** 55.708*** 

 

 
Dependent variable: MV (market price at the fiscal year-end).  
 
Independent variables: BV (book value of equity as of the end of the year); NI (net income of the year); DJSI (an indicator that equals 1 if the 
firm is included in the DJSI North America and 0 otherwise); Non_DJSI (an indicator that equals 1 if the firm is not included in the DJSI 
North America and 0 otherwise); Non_DJSI_Big (an indicator that equals 1 if the firm is not included in the DJSI North America and his size 
is above the median); Non_DJSI_Small (an indicator that equals 1 if the firm is not included in the DJSI North America and his size is below 
the median); ROE (return on equity); LEV (end-of-year total debt divided by end-of-year market capitalization); SIZE (natural logarithm of 
total assets as of the end of the year); LIST (an indicator that equals 1 if the firm is listed in a foreign stock exchange and 0 otherwise); 
Industry variables: Mining (SIC 1); Utilities (SIC 4); Commercial (SIC 5); Financial (SIC 6) and Services (SIC 7 and SIC 8). 
 
***, ** and * indicate significance at the 0.01, 0.05 and 0.10 levels respectively. 
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TABLE 6 

Third hypothesis test 

the association of market value of equity with firm’s profitability for different groups of firms based on the size and 

on the level of CSP 

 
 

 Exp. Sign C1 C2 

Intercept  17.630** 22.876* 

Main variables:    

   BV + 0.667*** 0.690*** 

   NI + 3.723*** 3.498*** 

   Non_DJSI_Big x ROE - -14.839***  

   Non_DJSI_Small  x ROE + 5.437**  

   DJSI  x ROE + 7.663***  

   Non_DJSI_Big_Profit -  -6.602*** 

   Non_DJSI_Big_Loss   -1.429 

   Non_DJSI_Small   -2.419 

Control variables:    

   ROE +  4.974** 

   LEV - -0.859** -0.724** 

   SIZE + -0.293 -0.677 

   LIST + 4.528** 4.447** 

   Mining  3.864* 3.438 

   Utilities  -5.375*** -4.915*** 

   Commercial  -3.925 -6.136* 

   Financial  -8.589*** -8.033*** 

   Services  -0.877 -0.834 

    

Adjusted R2   0.599 0.601 

F-Value  55.848*** 52.380*** 

 

 
Dependent variable: MV (market price at the fiscal year-end).  
 
Independent variables: BV (book value of equity as of the end of the year); NI (net income of the year); Non_DJSI_Big (an indicator that 
equals 1 if the firm is not included in the DJSI North America and his size is above the median); Non_DJSI_Small (an indicator that equals 1 
if the firm is not included in the DJSI North America and his size is below the median); DJSI (an indicator that equals 1 if the firm belongs to 
the DJSI North America and 0 otherwise); Non_DJSI_Big_Profit (an indicator that equals 1 if the firm is not included in the DJSI North 
America, his size is above the median and ROE is positive); Non_DJSI_Big_Loss (an indicator that equals 1 if the firm is not included in the 
DJSI North America, his size is above the median and ROE is negative); ROE (return on equity); LEV (end-of-year total debt divided by end-
of-year market capitalization); SIZE (natural logarithm of total assets as of the end of the year); LIST (an indicator that equals 1 if the firm is 
listed in a foreign stock exchange and 0 otherwise); Industry variables: Mining (SIC 1); Utilities (SIC 4); Commercial (SIC 5); Financial 
(SIC 6) and Services (SIC 7 and SIC 8). 
 
***, ** and * indicate significance at the 0.01, 0.05 and 0.10 levels respectively. 
 


