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Abstract

This study provides empirical evidence on how ceaip® sustainability performance (CSP), as proxigd b
membership of the Dow Jones Sustainability Indexeflected in the market value of equity. Usintyeoretical
framework combining stakeholder theory and rescbiased perspectives, we develop a set of hypotlibaes
relate the market value of equity to CSP. For aptaraf North American firms, our preliminary resutkhow
that CSP has significant explanatory power for lsoiices over the traditional summary accountingasuees
such as earnings and book value of equity. Howefuether analyses suggest that we should not fagus
corporate sustainability itself. Our findings sugigihat what investors really do is to undervahargé profitable
firms with low level of CSP. Firms with incentivés develop a high level of CSP not engaging on siictegy
are, thus, penalized by the market.
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1. INTRODUCTION

In the last decade, society has begun to demanditires carry out policies that move toward susiie
development. Sustainable philosophy assumes thabaadon a narrow version of classical economiorthe
and develop corporate strategies that include gtheals go beyond just maximizing shareholders’ iesés.
Attention is directed to the demands of a widerugrof stakeholders, since the firm’s success depemd
stakeholder’s satisfaction (Lopez et al., 2007).

Sustainable developmemépresents an ethical concept related to fight reggboverty and protect the
environment simultaneously and on a macro-leveu(Bgartner and Ebner, 2010). When incorporated by th
firm, it is called corporate sustainability (CS)dait contains, like the former concept, three atpezconomic,
environmental and social (ibid.). Corporate susthility performance (CSP) measures the extent twtwh
firm embraces economic, environmental, social aodeghance factors into its operations, and ultityatiee
impact they exert on the firm and society (Artiattal., 2010).

Engagement in activities promoting sustainable gveent is increasingly analysed as a source of
competitive advantage. For example, some authgrgeathat “firms should pursue green managementipesc
only when it is in their self-interest to do so'i€8el, 2009, p.14) or that decisions regarding gageent in such
activities “should be considered as a form of sgat investment” (McWilliams et al., 2006, p. 4primanagers
to consider engaging in CS they need to have sontkdf expectations that it will bring improved fEmance.
Cochran and Wood (1984, p. 42) noted long ago ithiatwere possible to show that a positive relasbip
existed between engagement in socially and enviemtafly responsible activities and social perforogn
“management might be encouraged to pursue suckitesi with increased vigour or to investigate the
underlying causes of the relationship.”

An important stream of research tries to estabdighusiness case for sustainable activities by écafir
testing the relationship between corporate sudtdityaand firm performance. Researchers try to lgs@
whether firms which are perceived as sustainabigoetform or under-perform firms which are not méved in
the same way. Some mixed results can be found.eTiBeevidence both of a negative relation (L6pealgt
2007), no relation (Curran and Moran, 2007; Ga@datro et al., 2010; Surroca et al., 2010) and sitipe
relation (Lo and Sheu, 2007; van Dijken, 2007; esdi et al., 2009; Cheung, 2010; Wagner, 2010 &en

CSP and corporate financial performance (CFP).



This study contributes to the extant literaturettia issue by investigating the way as the marieavs CSP,
as proxied by membership of the Dow Jones Sustiityalmdex. Using a multi-theoretical framework wh
combines stakeholder and resource-based perspe®B®) (Hillman and Keim, 2001; Surroca, 2010; \W&ah
2008), a set of hypotheses are developed thaterétat market value of equity with CSP, considetting
interaction of size and profitability with CSP. tlmis study, companies are considered to engag&iadivities
to conform to stakeholder norms and expectatioosiahow their operations should be conducted, xthey
expect that having good relations with their staltéérs is susceptible of leading to increased fir@returns
by assisting in developing valuable intangible tsgeesources and capabilities) which can be ssuofe
competitive advantage because such assets caredtféde a company from its competitors.

The empirical analysis relies on the largest 60@difrom Canada and the United States of Ameridhen
Dow Jones Global Total Stock Market Index (DJGTSiM)jch includes two sets of firms, those that bgltm
the DJSI North America (higher level of CSP) andsththat belong to the DJGTSM but are not includetie
DJSI North America (lower level of CSP).

Our preliminary results indicate that CSP has $icgnit explanatory power for stock prices over the
traditional summary accounting measures such asnggrand book value of equity. However, furthealgses
suggest that we should not focus on the corponataimability itself. Our findings show that whatvestors
really do is to undervalue large profitable firmghalow level of CSP, which face greater publicugiry and
pressures from stakeholders.

This study contributes to the literature in sevewalys. First, we bring additional evidence on tlaug
relevance of non-financial information. Some prevgestudies has already find a significant relabetween the
market value of equity and non-financial informatiolike network advantages (Rajgopal et al., 2003),
environment performance (Hassel et al., 2005),efficiency (Sinkin et al., 2008) or technologicandlitions
(Matolcsy and Wyat, 2008). We extend these conohssito the issue of CSP. Second, we provide additio
evidence on the relationship between CSP and fifmahcial performance. Recent research providesdi
evidence on this issue (e.g. Consolandi et al.92@agner, 2010; Lépez et al., 2007; Surroca ekall0). This
paper reports evidence of a positive relation betw€SP and firm performance. Finally, we contribwith
new empirical evidence supporting that firms witisentives to develop a high level of CSP not engagin
such strategy are penalized by the market. Artiechal. (2010) have already demonstrated that size and

profitability are incentives to invest in sustaiilip. We also find that size and profitability aissues that



matter in terms of CSP. In addition, our resultggast that the information on the relation betwsee,
profitability and level of CSP is relevant for irsters.

The remainder of the paper is organized as foll&estion 2 analyses the concept of corporate sadtiity
and review the literature on the relationship betw€SP and financial performance. Section 3 desgelbp
theoretical framework of this study. Section 4 dibss the research design and section 5 analyeesntipirical

results. Finally, section 6 presents the summadycamcluding remarks.

2. BACKGROUND

2.1. CORPORATE SUSTAINABILITY

Engaging in activities to contribute to sustainatdéelopment has emerged as an important dimemsion
corporate voluntary practice. The concept of sostale development simultaneously integrates the
consideration of economic growth, environmentalt@etion, and social equity. Dyllick and Hockert9@2, p.
131) define corporate sustainability as “meeting tteeds of a company’s direct and indirect stakkdel
(employees, clients, pressure groups, commungies), without compromising its ability to meet theeds of
future stakeholders as well.” The notion of CS dsvadays related to issues such as environmenttgian,
health and safety at work, relations with local caumnities and relations with consumers.

Although other concepts have been proposed oveydhes to conceptualize business and society oakti
such as corporate social responsibility (CSR), @S become the concept used most widely to addnese t
relationships. Even though some authors proposgnctisns between CSR and corporate sustainability
(Cheung, 2010; Lo and Sheu, 2007; Lépez et al.72@&n Marrewijk, 2003), widely acknowledged detioms
of CSR relate it with sustainable development. Holamd Watts (2000, p. 10) have defined CSR asittimesf
commitment to contribute to sustainable economieltment, working with employees, their familiéssal
communities and society at large to improve theegarguality of life. According to the European Qoiasion
(2002, p. 7), these two concepts may be considasduking “intrinsically linked” and CSR can be sasnthe
business contribution to sustainable developméamndare seen as contributing to sustainable dpuetmt “by
managing their operations in such a way as to exthasonomic growth and increase competitiveneststwhi
ensuring environmental protection and promotingiadoesponsibility, including consumer interest#iiq.).
Thus, in this paper these concepts are consideraddress the same basic issues, in the sensihdlgaall are

about companies’ impacts on, relationships witll, @@sponsibilities to, society.



Some authors see the contribution of these conesppsst the reminder that the search for profitusth be
constrained by certain social considerations (&005). However, social and environmental perforoes are
increasingly seen as a source of competitive adganand not as an end in themselves. Perspectivéiseo
involvement of companies in socially and environtaliy responsible activities evolved from beingaeded as
detrimental to a firm’s performance, to being cdeséd as somehow benefiting the firm as a whole, (e
example, see, for example, Porter and Kramer, 2P0@6; Falck and Heblich, 2007; Sasse and Treha®i/;2
Heslin and Ochoa, 2008).

Engagement in activities leading to sustainableelbgpment is increasingly considered as somehow
benefiting the company as a whole (see, for exanffdeter and Kramer, 2002, 2006). Some authorseatfyat
decisions regarding engagement in such activithesilsl be treated by managers “precisely as thegt
investment decisions” (McWilliams and Siegel, 2091,125) or that “it should be considered as a fafm
strategic investment” (McWilliams et al., 2006 4).

Engaging in activities leading to sustainable depelent involves costs as it might require, for egkan
purchasing environmentally friendly equipment, iemknting stricter quality controls, or new headtifety and
environmental programs. Sustainability reportingoainvolves costs such as those related to datactioh,
communication and audit. The investments requirag mot have an immediate pay-off. In fact, whertas
costs involved are usually short term in natureamtinuous outflows, the benefits are often longite

For example, certifying an environmental managensgstem for ISO 14001 “is neither easy nor cheap”
(Bansal and Bogner, 2002, p. 274). Furthermore,r@dse the costs of such endeavour “are very reb#, t
benefits which accrue to the firm, either econoaritnstitutional, “are often long term, diffusedychsometimes
invisible”, and they are derived “not only from ingwed performance but also from avoiding damaging
impacts.” (op. cit., p. 278)

Disregarding aspects such as personal values, dagers to consider engaging in CS they need te hav
some kind of expectations that it will bring impeal performance. The question that arises is what ki
benefits CS has that can lead to improved perfoceaBenefits which accrue to firms from CS inclubese
associated to some kind of competitive advantagendy increase sales and profits by promoting a’§ir
products and services. Because consumers ofteer gighs that are or are seen to be socially resibtey it is
likely that social responsibility and disclosurencaso be helpful in preserving old clientele ofldbwp a new

one. It is also true that some firms select thepdiers according to their social performance.



The many cases in which engagement in activitieslifey to sustainable development are explained by
straightforward efforts to enhance sales or thealtgyand satisfaction of employees may reasonalgly b
assimilated to the normal profit seeking functiofisnanagement. However, there are many other ¢asesich
such direct association is impossible of being bdisfaed, but in which it is undoubtedly the creatiof a
publicly favourable corporate reputation that appees a likely reason. In fact, in spite of a finhich engages
in these activities and appear to receive nothingiurn could be said to be engaging in a purghjlanthropic”
activity, it remains that in most cases some intaedenefit is obtained, such as public appro¥alsomage as
a responsible citizen. As McWilliams et al. (2006,4) put it “even when it is not directly tied soproduct
feature or production process”, the engagementicdh activities “can be viewed as a form of repotatuilding

or maintenance”.

1.2. CORPORATE SUSTAINABILITY AND CORPORATE PERFORMANCE

The arguments that for some time have been prabémteCS arise, at least in part, from the cladsubea
that the objective of business is to maximise di@der wealth and that a firm should engage in adlyci
responsible activities only if it allows value te breated. Siegel (2009, p.14) contends that “fshwuld pursue
green management practices only when it is in safrinterest to do so”.

In this perspective, decisions regarding CS aresidened as a form of strategic investment (McWifisaet
al., 2006). Rather than being seen as a cost, & dgived as a valuable resource which can betasetprove
the future performance of the firm. The businessedar CS can be defined as “a strategic and padfien
corporate response to environmental and sociag$ssaused through the organization’s primary andrsary
activities” (Salzmann et al., 2005, p. 27).

An important stream of research on CS tries tobdistaa business case for socially responsiblevities by
empirically testing the relationship between CS &md performance. This relationship has been apartant
topic of debate at least since the 1970s. Earlykworthe link between CS and firm performance waslenby
Moskowitz (1972) and Vance (1975). Moskowitz (19%)ked at the relationship between social resilityi
and share prices based on 14 cases, arguablyngffigmited external validity. Vance (1975) took thé firms
studied by Moskowitz in 1972, finding that they handerperformed the Dow Jones and Standard and Poor
indices and concluding that socially responsibie$i were a poor risk for investors. However, aspearfe et al.

(1985) pointed out the subjectively selected sisathple makes these conclusions potentially unieliab



Given the vastness of the literature about thdiogiship between CS and firm performance and ttadityu
of extant reviews, a comprehensive review of tegearch is not offered in the discussion whiclofed. Rather,
we will focus on the extant reviews and on empir@ad theoretical studies deemed relevant to tlesemt
study.

It is difficult to say if firms which are perceivexs sustainable out-perform or under-perform fiwwhich are
not perceived in the same way. The most recent-amd/ses analysing the relationship between catpor
sustainable performance (CSP) and corporate finhpeirformance confirms the idea that they aretpety
linked (Roman et al., 1999; Orlitzky et al., 2008argolis and Walsh, 2003; Wu, 2006; van Beurden and
Gossling, 2008). However, although there may bees@wvidence of a positive association, assessmeats a
complicated in view of the imperfect nature of 8tadies (criticisms of omission of controls, ladkcausality
and other methodological problems) as well as efrdmge of qualitative factors which contributefitmncial
performance, including employee morale, corporatage, reputation, public relations, goodwill angylar
opinion (Lantos, 2001).

Surveys of the numerous studies about the reldtipisetween CSR and firm performance that have been
undertaken until the early 1980s and discussionh@fproblems with the measurement of CSR wereraxife
namely by Ullmann (1985) and Aupperle et al. (19&8)mann (1985, p. 549) refers to the findingsaihéd by
these studies as indicating “no clear tendencytrels Aupperle et al. (1985, p. 460) describe thindngs as
“varying results”.

Ten years later, Pava and Krausz (1996) and Woal James (1995) offered updated reviews of the
empirical evidence on the relationship between GBR firm performance. Wood and Jones (1995, p. 261)
qualified such relationship as “still ambiguous’daoffered several reasons for that: lack of theprgblems
with measures of social performance; lack of methmgical rigor in many studies; and “confusion abahich
stakeholders are represented by which measuresietNeless, they highlighted the clear evidence Ibiaat
social performance is detrimental to a firm’s fineh performance.

Pava and Krausz (1996, p. 322) revealed an impoasath unappreciated empirical regularity: “Nearly a
empirical studies to date have concluded that fimmich are perceived as having met social respditgib
criteria have either outperformed or performed aall vas other firms that are not necessarily sogiall
responsible.” Their own study’s findings suggedteat social responsible firms did not performed seothan
the other firms and that some evidence suggesfassiive relationship between social responsibgibd firm

performance.



Griffin and Mahon (1999), Margolis and Walsh (2008)litsky et al. (2003), and Roman et al. (1999)
provide more recent surveys of the empirical redean the relation between CS and firm performaRessults
from this research generally indicate a positivevieeak correlation between the two. These revidas suggest
that the empirical results, while positive overatlay prove to be illusory given the imperfect nataf the
studies (problems related to the measurement Ho@Soand financial performance, criticisms of ontasof
controls, lack of causality and other methodololgizablems).

In a more recent survey of the empirical reseaveh, Beurden and Gossling (2008) consider that tlere
clear empirical evidence for a positive correlatlmetween corporate social and financial performandey
argue that authors who contend the opposite refeutdated material. The majority of the studiealysed by
these authors found a positive relationship betwasporate social performance (CSP) and corpomatadial
performance (CFP) (68%), whereas 26% show no #gnif relationship between CSP and CFP. Only two
studies (6%) show a negative relationship betwe®ghR &nd CFP.

However, more recent research still provides mixegllts. There is evidence both of a negative ioglat
(Lépez et al., 2007), no relation (Curran and Me2007; Garcia-Castro et al., 2010; Surroca e28l0) and a
positive relation (Lo and Sheu, 2007; van Dijke@0?2; Consolandi et al., 2009; Cheung, 2010; Wa2&t0)
between CSP and CFP.

Lopez et al. (2007) analysed whether there arefiignt differences in performance between firmsichh
adopted sustainability practices, ratified by theélonging to the DJSI, and firms not included fwe tDJSI
because they have not fulfilled its requirementseyl analysed the link between the accounting-based
performance indicators and CS, and found that sbaom negative impact on performance is produced.

Curran and Moran (2007) used the announcementgeafdnstituents of the FTSE4Good UK 50 Index as the
proxy for CSR. They test whether inclusion in, @letion from, the FTSE4Good Index results in a {posi
(negative) impact on share price. Their resultswskotrend that positive announcements lead to igesit
movements in share price (daily returns) and negannouncements lead to negative movements ie ghige.
However, these results are not statistically sigaift.

Garcia-Castro et al. (2010) used the most complez panel data available at the time (1991-200%iT
results suggest that KLD does not impact perforraambey argue that the positive relationship foumohost of
the previous research on the link between SP anbeeBmes a non-significant or even a negativeioelsiip

when endogeneity is properly taken into account.



Surroca et al. (2010) used an international datapasvided by Sustainalytics Responsible Investrnaant
analysed 599 companies from 28 countries. Theultesdicate that there is no direct relationshéitween CS
and financial performance, rather an indirect reteghip that relies on the mediating effect ofrenfs intangible
resources.

Lo and Sheu (2007) examine whether corporate swadigity has an impact on market value using lduge
non-financial firms from 1999 to 2002. They usestitig in the DJSGI USA as the proxy for corporate
sustainability and the Tobin’s q as the proxy fomfvalue. Their key finding is that sustainablerfs are
rewarded with higher valuations in the market place

van Dijken (2007) analysed performance of 90 shareshe US Dow Jones Sustainability Index by
comparing their return with the relevant indexeshwhe respective industry and on a risk-adjustasis, for the
six years and the ten years ended 30 June 2006 .fdbimel that stocks from companies with high CSP
outperformed the market and their peers over exteqeriods of time, with reasonably low risk.

Consolandi et al. (2009) examine whether inclusmror deletion from, the Dow Jones Sustainabifitpxx
Index (DJSSI), an index for European corporatioesults in a stock market reaction. Their resulibich
namely show positive (negative) excess returnscéonpanies included in (deleted from) the DJSSI diier
period considered, suggest that the evaluatiohefiSR performance of a firm is a significant ciite for asset
allocation activities.

Cheung (2010) analyzes the impacts (measured imstaf stock returns, risks and liquidity) of index
inclusions and exclusions on corporate sustaini@ies by studying a sample of US stocks that ameddo or
deleted from the Dow Jones Sustainability Worldebnaver the period 2002-2008. Findings suggest Wisat
investors do value CS, but in a temporary way.

Wagner (2010) analyses the link between CSP andoedic performance. He uses the KLD ratings as a
CSP proxy and the Tobin’s g was chosen as thehlarimeasuring economic performance. Findings sugges
positive association of CSP with economic perforogams measured by Tobin's g, and that advertistagsity
moderates the association of CSP and economicrpafee.

Our study contributes to the extant body of literat by providing additional evidence on a positive
relationship between CSP and financial performakaether, we bring new evidence supporting thamdimith

incentives to develop a high level of CSP not eirgagn such strategy are penalized by the market.



3. THEORY AND HYPOTHESES DEVELOPMENT

The theoretical framework adopted in this study boms stakeholder theory and resource-based
perspectives (RBP). Some authors already providggbitant studies in which similar combinations were
attempted (see, for example, Bansal, 2005; Hillraad Keim, 2001; Ruf et al., 2001; Surroca et a01@
Wahba, 2008).

Post et al. (2002, p. 8) define the stakeholdera ebmpany as the “individuals and constituencies t
contribute, either voluntarily or involuntarily, tts wealth-creating capacity and activities, artbware therefore
its potential beneficiaries and/or risk bearers.t@mpany’s stakeholders are seen as those whoysagtital
resources, place something of value “at risk,” hade sufficient power to affect its performancee fhincipal
means of sustaining and enhancing a company’s hvesdtiting capacity are the linkages between thepeny
and its stakeholders (ibid.). Stakeholders haveetholes: they are the sources of expectationstalbat
constitutes desirable and undesirable company eaiace, defining the norms for corporate behavithey
experience the effects of corporate behaviour;theg evaluate the outcomes of companies’ behaviauerms
of how they have met expectations and have affettedjroups and organizations in their environnfévdod
and Jones, 1995, p. 231). From a stakeholder theengpective, CSP can be assessed in terms of paogm
meeting the demands of its multiple stakeholdeugsp and companies must seek to satisfy their désnas
an unavoidable cost of doing business” (Ruf et24lQ1, p. 143).

Stakeholder theory can be complemented by the R §irms may view meeting stakeholder demands as
a strategic investment, requiring commitments bdyiie minimum necessary to satisfy stakeholders$ €Ral.,
2001). Engaging in CS activities when these arecebgnl to benefit the company is a behaviour that e
examined through the lens of the RBP (Branco andriBoes, 2006; Gallego-Alvarez et al., 2010; Hussgj
and Salama, 2010; McWilliams et al., 2006; SieB@09; Surroca et al., 2010). The RBP suggest tdrapenies
generate sustainable competitive advantages bgtieHéy controlling and manipulating their resowsdbat are
valuable, rare, cannot be perfectly imitated, amdvihich no perfect substitute is available (see,example,
Barney, 1999; Bowman and Ambrosini, 2003; Kraaifamibet al., 2010; Pertusa-Ortega et al., 2010).

Companies engage in CS because it is acknowledgadsdme kind of competitive advantage accrues to
them. CS is seen as providing internal or extepeakfits, or both (Branco and Rodrigues, 2006;tgiyiet al.,
2003). Investments in socially and environmenta#igponsible activities have internal benefits biping a

company in developing new resources and capabilitibich are related to know-how and corporate oeltu
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These resources and capabilities, which are aatuirernally, would then lead to more efficient usk
resources. Investing in social responsibility dtitté has important consequences on the creaticiepletion of
fundamental intangible resources, namely thosecaesd with employees.

Effective human resource management can cut ceostseahance employees’ productivity. CS can be
demonstrated to have positive effects on employmesivation and morale, as well as on their comnaittrand
loyalty to the company (Peterson, 2004; Brammeal t2007; Carmeli et al., 2007). Sustainable eypknt
practices such as fair wages, a clean and safeingoekivironment, training opportunities, health @uldication
benefits for workers and their families, provisiminchildcare facilities, flexible work hours andbjsharing, can
bring direct benefits to a company by increasedateoand productivity, while reducing absenteeismi staff
turnover. As well as productivity benefits, commialso save on costs for recruitment and trainingew
employees (Vitaliano, 2010).

The external benefits of CS are related to itscefts corporate reputation (Branco and Rodrigué862
Gallego-Alvarez et al., 2010; Hussainey, and SaJa2040; Orlytzky et al., 2003; Orlytzky, 2008). @orate
reputation has been identified as one of the mopbitant intangible resources that provide a fiustainable
competitive advantage (Roberts and Dowling, 2002)effect, several studies found a positive refastup
between a firm’s reputation and its financial perfance (Fombrun and Shanley, 1990; Roberts and iDgwl
2002). Companies with a good CS reputation are #&blémprove relations with external actors such as
customers, investors, bankers, suppliers and catoyzetThey also attract better employees or irggeaurrent
employees’ motivation and morale as well as theinmitment and loyalty to the company, which in tanay
improve financial outcomes. Stakeholders ultimatmptrol a firm’s access to scarce resources antsfmust
manage their relationship with key stakeholdererteure that such access to resources is maintgRuodzbrts,
1992).

According to Fombrun et al. (2000), firms can obtdienefits from engagement in socially and
environmentally responsible activities becausetl@one hand, it helps firms and their employeebutid
community ties and become socially integrated, amdthe other hand, it assists firms in buildingutational
capital that improve their ability to negotiate ma@ttractive contracts with suppliers and goverrtsen charge
premium prices for goods and services offered,tamdduce its cost of capital. It not only genesatgputational
gains that improve a firm’'s ability to attract resces, enhance its performance, and build competiti

advantage, but also mitigates the risk of reputafitosses that can result from alienating keyedtalders.
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An important recent study by Hussainey and Sala?84 () investigates whether corporate environmental
reputation (CER) make investors more confident/lessertain when they anticipate firms’ future eags
change by analysing the association between CERslaaue price anticipation of earnings. They usefihgre
earnings response coefficient (FERC) as a proxytHerstock market’s ability to anticipate the firnfisture
earnings, and predict higher FERCs for firms withher levels of CER scores. They find that higlerels of
CER are associated with stock prices that are inéoemative about future earnings. They argue thatresults
obtained show that environmental reputation inaeabe stock market’'s ability to anticipate futenings
change, suggesting that CER provides value-relamémimation for investors to anticipate future rags.

In sum, CS can raise benefits in the long run nanttelough improved relations with stakeholders and
reduced cost of conflicts with them, reputationatian, employee productivity. All these aspects enfikms
more attractive to investors. Higher levels of G8P subject to lower economic uncertainty, moreligtable

earnings, and lower risk for investors. Thus, wpeet that:

H1: The market undervalues firms with a lower leveC&P, when compared with firms with a higher level

of CSP.

As companies grow larger their visibility increasesl they become more susceptible to the scrufitlyair
stakeholders and hence more vulnerable to the fmtedverse reactions of these groups. Large caiepaon
average, are more diversified across geographiwhlpaoduct markets which means that they have laagd
more diverse stakeholder groups (Brammer and Re\z804).

Artiach et al. (2010) demonstrate that larger fians more likely to have a higher level of CSP geafirms
are more visible politically and so draw greateterion from the general public, government andeoth
stakeholders. They are more likely to create cpording larger social problems because of the sbesde and
prominence of their activities. Thus, a passivew®n negative response to stakeholder’'s demandsikely to
be a successful strategy for big firms which faater public scrutiny and external pressures.

Godfrey et al. (2009, p. 430) suggest that firmghve larger market presence incur more risk thair th
smaller counterparts. They argue that a larger etgriesence translates into more transactions,hwead to a
higher probability of negative events (“there arapy more opportunities for negative outcomesBidi). The
consequence is that larger firms should be morkngito engage in socially and environmentally msgible

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

H2a: There is a negative relation between the mar&kievof equity and firm’s size for the group ofis

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

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

higher level of CSP.

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

with a higher level of CSP.

Waddock and Graves (1997) studied the link betviigars’ social and financial performance, hypothesiz
that social performance is both a predictor andseqonence of financial performance. They concluded t
corporate social performance depends on finanggbpmance and that the sign of the relationshipasitive
and interpret their findings as meaning that finmith slack resources potentially available fronosty financial
performance may have greater freedom to invesv@mabBy and environmentally responsible activitiaad that
those investments may result in improved socidioperance.

Artiach et al. (2010) demonstrate that profitabiten§ are more likely to have a higher level of C3Re
managers of non-profitable firms are asked to redoosts and maximize economic returns to financial
stakeholders, instead of meet social stakeholddgtmands through expenditure on sustainable aesvitin
periods of low economic performance, the companéeshomic objectives will be given more attentibart
social concerns (Uliman, 1985).

On the other hand, companies which present abnlyrrhadh levels of profits are just as exposed to
pressures from stakeholders as those of abnorrdaatig companies or those that operate in socialhsitive
industries (Branco and Rodrigues, 2008). Publiébiity may be related to high profits, with the meo

successful companies coming under more intenselstéder scrutiny (ibid.).

It follows that:

13



H3a: There is a negative relation between the mar&ktevof equity and firm’s profitability for the gup of

larger firms with a lower level of CSP

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

with a higher level of CSP.

H3b2: The market does not undervalue profitable lafgens 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 60@difrom Canada and the United States of Ameridhen
Dow Jones Global Total Stock Market Index (DJGTSjhe end of 2009. These firms are classified twim
groups, depending on whether they belong or noheoDow Jones Sustainability North America IndexX}$D
North America), as of September 2808his classification gives rise to the most impattindependent variable
for our study, a proxy for the level of CSP.

Firms included in DJSI North America consist of tbp 20% of the 600 largest firms from Canada dued t
United States in the DJGTSM that lead the fieldérms of sustainability (DJSI guidebook, 20L@irm’s
sustainability is evaluated by the Sustainable Ad4é&nagement (SAM) Group. The SAM’s methodology is
based on the application of criteria to asses®pp®rtunities and risks deriving from economic, iemvmental
and social dimensions for each of the eligible §rf@JSI guidebook, 2010). The integrity of the DaSk proxy
for CSP is highlighted in the report by Belebal. (2004), which recommends the SAM Group researdas
best practice in corporate social responsibilisesrch (Artiactet al.,2010. An increasing number of studies on
the relation between CSP and firm performance uk®l @s a proxy for CSP (Lo and Sheu, 2007; Légied.,
2007; Consolandit al, 2009; Cheung, 2010).

The accounting data used in the empirical analissithat reported in the annual consolidated financi
statements with year-end between September 2009Aagdst 2010. The period for market data is setecte
based on the one of accounting data. The accouatidgthe market data was collected from the Thomson
Worldscope Database. After excluding firms thakéat sufficient accounting or market value data, s@lid
firm observations remained. To ensure that theession results are not unduly sensitive to outli@esexclude
observations with studentized residuals absolutaevgreater than 2. This approach is consisterth sime
other value relevance studies (e.g. Hung and Subrgam, 2007) Thus, the final sample is composed of 118

firms that belong to the DJSI North America (DJ&td 360 firms that make no part of this index (ND&SI).

2 The DJSI North America is reviewed annually ancarterly. The annual review methodology selects lemaling
sustainability firms from the investable stockswamse and the resulting changes to the index areumted on the annual
review date in September. The quarterly reviewkecefthanges in the investable stocks universeedsas changes with
regard to the number of shares and free float fagtioJSI guidebook, 2010). The index annual revieves available at
http://www.sustainability-index.com.

® The DJSI Guidebook is available at http://www.airsbility-index.com.

4 See Curto et al. (2010) where the impact of inflisémbservations on regression results is discussed
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Table 1 presents the sample distribution acrosssinigs. When all the firms are considered togettier
industrial sector is the most dominant with 36%e Bmallest representations, with 8% and 10%, a&renihing,
the commercial and the services groups. As expebtati DJSI and Non_DJSI firms are found in eactustry
and the later predominates in all cases. The ptgerof DJSI firms in each industry is between 20% 30%,
except for the commercial and for the services gsowhere the percentage is somewhat higher ifirdtecase
and lower in the second one. Considering only tle_NDJSI firms, a different distribution of firmsrass
industry can be found when comparing the groufdr with the group of smaller firms. The propamtdf the
industrial sector (utilities and financial sectoishigher (lower) in the group of smaller firmshen compared
with the group of larger firms. The financial groisgpalso characterized by a significant proportidharge but
not profitable firms. However, the sensitivity aygé presented in Section 5 shows that our reanéisobust
and they are not affected by these differencebandistribution of industrial, utilities and finaatfirms across

different groups of firms based on their size angfofitability.

TABLE 1

4.2. RESEARCH METHOD

To test the hypotheses formulated in Section 3esténate several regressions based on the samd, mode
which relies on the accounting based valuation mddegeloped in Ohlson (1995), who shows how thm fir
value relates to accounting data and other infdomafThis approach is currently used in several idog)
studies on the value relevance of non-financiabrimition (e.g. Rajgopatt al, 2003; Hassekt al., 2005;
Matolcsy and Wyatt, 2008; Johnstet al., 2008; Sinkinet al., 2008; Schadewitz and Niskala, 2010). Our
primary model shows that the market value of eqista function of two summary measures of inforomati

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

MV, =ag +a; BV +a, NIy + & 1)
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whereMV is the market value of equityBV represents the book value of equity avidis the net operating
income. All the variables are on a per share bakigiever, the sensitivity analysis presented irtiSe® shows
that our results are not materially changed wherdeftate by lagged market value of equity, or ebgrsales,

instead of the number of common shares outstanding.

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

In order to access whether the market undervaluas fvith a lower level of CSP, when compared tmé§
with a higher level of CSP, we use a new regressiquation, Equation (2), that comprises the vagiabl
Non_DJSI, which assumes the value 1 if the firmasincluded in the DJSI North America and O othisewIf
the market undervalue firms with a lower level offworate CSP, we would expect the coefficient on N@JSI,

as , to be negative and statistically significant.

MVi, =ag + ay By +a,NI i + a3 Non_DJSk + & (2)

4.2.2. The association of market value of equity with 'Brgize for different groups of firms based on the

level of corporate sustainability performance

In order to access whether there is a negativéigelaetween the market value of equity and firsize for
the group of firms with a lower level of CSP but fior the group of firms with a higher level of CSke use a
new regression equation, Equation (3), that coraprisvo interaction terms, Non_DJSI x SIZE and DdSI
SIZE. The SIZE is the natural logarithm of totadets; Non_DJSI is a binary variable that assunesdtue 1 if
the firm is not included in the DJSI North Amerigad 0 otherwise; DJSI is a binary variable thatiags 1 if
the firm is included in the DJSI North America @hdtherwise.

If there is a negative relation between the mavkéie of equity and firm’s size in the group ofrfs with a

lower level of CSP, we would expect the coefficientNon_DJSI x SIZEg3 , to be negative and statistically

significant. In respect of the group of firms warhigher level of CSP, two scenarios are acceptébliénd no

relation or to find a positive relation between tharket value of equity and firm's size. In thesficase, we

® We use the market value of equity as of fiscaryeral. However, untabulated findings reveal thatinterences are not
sensitive to using prices as of fiscal year-endwof three months after fiscal year-end.
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would expect the coefficient on DJSI x SIZE, , to be statistically insignificant. In the secoseEnario, the

coefficient is expected to be positive and staiidly significant.

MViy = ag +aq BV +aoNI i +azNon_DJSI x SIZE; +a, DISI X SIZE; + & 3)

In spite of the empirical study referred above, geefurther to analyze whether the market distingess
groups of firms with a lower level of CSP baseds@®. In order to access whether, for firms witbwer level
of CSP, the market undervalues larger firms butantrast, it does not undervalue smaller firmdyath cases
when compared with firms with a higher level of CS® use a new regression equation, Equation If4j}, t
comprises two variables that split the Non_DJStwn groups based on the firm’'s size (Non_DJSI_Bid a
Non_DJSI_Small). The variable Non_DJSI_Big assuthesvalue 1 if the firm has a lower level of CSR és
SIZE is above the median and 0 otherwise. The bigrilon_DJSI_Small assumes the value 1 if the fiem a
lower level of CSP and its SIZE is below the mediad O otherwise. If the market undervalue onlyséhfirms
with incentives to present a higher level of CSPthat do not engage on such strategy, ie, thetdigns not

included in the DJSI North America, we would expdet coefficient on Non_DJSI_Bigy; , to be negative and

statistically significant and the coefficient ontNdJSI_Small,a, , to be statistically insignificant.

MVj; =ag +aq BV +asNI ¢ + a3z Non_DJSI_By;; +a, Non_DJSI_Ball; + ¢ (4)

4.2.3. The association of market value of equity with frmprofitability for different groups of firms

based on the size and on the level of corporat@asability performance

In order to access whether there is a negativdiorldetween the market value of equity and firm’s
profitability for the group of larger firms withlawer level of CSP, but not for the group of smaflems with a
lower level of CSP as well as for the group of firmith a higher level of CSP, we consider a newaggjon
equation, Equation (5), that comprises three iotara terms, Non_DJSI_Big x ROE, Non_DJSI_SmallQR
and DJSI x ROE.

The ROE is the firm’'s return on equity. If thereaisiegative relation between the market value oftg@nd

firm’s profitability in the group of larger firms ih a lower level of CSP, we would expect the cioéffit on
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Non_DJSI_Big x SIZE a3 , to be negative and statistically significant.réspect of the other groups of firms,

two scenarios are also acceptable: to find noioglair to find a positive relation between the nerkalue of
equity and firm’s profitability. In the first caseye would expect the coefficients on Non_DJSI_SmaROE,

as , and on DJSI x ROEgs , to be statistically insignificant. In the secosdenario, the coefficients are

expected to be positive and statistically significa

MVit = ag +a1BVit +asNI it + a3 Non_DJSI_ Big xROE; + a4 Non_DJSI_Small xROE; +a5DJSI xROE; + +¢&jt (5)

In spite of the analysis referred above, we agairfugther by analyzing whether the market distisgeis
groups of larger firms with a lower level of CSPsed on profitability. In order to access whether, larger
firms with a lower level of CSP, the market undémes profitable firms but, in contrast, it does natlervalue
non profitable firms, in both cases when comparéih firms with a higher level of CSP, we use a new
estimating equation, Equation (6), that comprisesvariable Non_DJSI_Small and two variables tpdit the
Non_DJSI_Big into two groups based on the firm’'sofpability (Non_DJSI_Big_Profit and
Non_DJSI_Small_Loss). The variable Non_DJSI_BigfiPassumes 1 if the firm has a lower level of C&®,
SIZE is above the median and its ROE is positivit @otherwise. The variable Non_DJSI_Big_Loss agsuin
if the firm has a lower level of CSP, its SIZE tso&e the median and its ROE is negative and 0 wiker If the
market undervalue only those firms with incentitegresent a higher level of CSP but that do ngiage on
such strategy, ie, in this case the larger andtplé firms not included in the DJSI North Americee would

expect the coefficient on Non_DJSI_Big_Profit; , to be negative and statistically significant atfe

coefficients on Non_DJSI_Big_Loss, , and on Non_DJSI_Smalks , to be statistically insignificant.

MVy; = ag +0q BVt +apNI it +ag Non_DJSI_Ry_Profity +a4 Non_DJSI_By_Losg + a5 Non_DJSI_8all; + &t (6)

Finally, and following previous literature on thalwe relevance of accounting numbers (e.g. Bartlalet
2008), control variables are used in this studgdntrol for profitability, leverage, size, interratal listing and
industry. Thus, equations (2), (3), (4), (5) an)Yl 4 estimated including the following variabl&DE, LEV,
SIZE, LIST and Industry. ROE is the return on egultEV is end-of-year total debt divided by endyafar

market capitalization, SIZE is the natural logaritbf total assets as of the end of the year andid s dummy
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variable that assumes the value 1 if the firmdteli in a foreign stock exchange and O otherwikerd are six
dummies for industry: théMining dummy which assumes one in the case of SIC 1 awth€rwise, the
Industrial dummy which assumes 1 in cases of SIC 2 or 3 asttdrwise, théJtilities dummy which assumes 1

in the case of SIC 4 and 0 otherwise, Bemmercialdummy which assumes 1 in cases of SIC 5 and 0
otherwise, thé=inancial dummy which assumes 1 in cases of SIC 6 and Owiterand, finally, theServices

dummy which assumes 1 in cases of SIC 7 or 8 attéwise.

5. RESULTS

5.1. DESCRIPTIVE STATISTICS AND CORRELATIONS

Table 2 presents the descriptive statistics forethiire sample as well as for the sub-samples 8f[0.1SI|
firms and 360 Non_DJSI firms. When comparing theugs of DJSI and Non_DJSI firms, we find that for a
the variables, except LEV, the mean and the medadures are higher for the DJSI firms. However, hotated
results for equality of means parametric t-testaskimat the mean values are significantly differenly for the
variables MV, NI, ROE and SIZE. These findings epesistent with those of Artiadt al. (2010) in their study
on the determinants of CSP. They found that lea@i8& firms are significantly larger and have a aigteturn

on equity than non-leading CSP firms.

TABLE 2

Table 3 presents correlations for the continuousalbes included in the regressions. Consistenh wit

established results in the accounting literatuhe, market value of equity is positively and sigrafitly

associated with BV and with NI. Not surprisingliret market value is also significantly associateth ROE

and LEV, with positive and negative relation, regpely.

TABLE 3

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

Table 4 presents regression summary statisticdtiresfrom the OLS estimation of Equation (2), inding
the estimated coefficients for the control variableThe regression in column C1 includes all theadates.
Columns C2-C4 drops individually from C1 three sdtsariables, the Non_DJSI, the accounting vagalaind
the control variables, respectively, in order tedh if there are interaction effects within theettrsets of
independent variables. The coefficient estimataHervariable Non_DJSI is negative and statistjcsifyjnificant
(coefficient = -5.043; p-value < 0.01), which meahat firms not included in the DJSI North Ameriage

associated with a lower market price, after congigethe competing variables included in the regjss.

TABLE 4

The estimates for the accounting information aagisttcally significant and they have the expectigph. For
example, in the main regression, the BV and NI ficiehts are 0.694 and 3.220, respectively, ancaisociated
p-valueis < 0.01 in both cases. The majority of the cointiariables are also statistically significant ahdir
sign is in accordance with the literature. For egkenprofitable firms and firms listed in a foreigock
exchange are associated with a higher market pBgeother hand, high leverage firms are associatitd a
lower market price. Contrary to the literature, #stimate for the variable SIZE is statisticallgrsficant but
with a negative sign. Further analysis show thigthriable is statistically significant but onlyhen the variable
Non_DJSI is also included in the regression (in B2, SIZE is not statistically significant), whicheans that
the relation between SIZE and MV is only observdbteone of the groups of firms based on the snatality

criteria. The next section provides more detaifédrmation on this issue.

5.2.2. The association of market value of equity with freize for different groups of firms based on the

level of corporate sustainability performance

Table 5 presents regression summary statisticdtiresfrom the OLS estimation of Equations (3) g#d,

respectively, in columns C1 and C2.

TABLE 5
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According to the results presented in column CTalfle 5, the coefficient estimate for the inter@ttierm
of SIZE with Non_DJSI is statistically significaahd negative (coefficient = -2.596;value< 0.01) while the
coefficient estimate for the interaction term oEZElwith DJSI is statistically insignificant. As exgted, in the
group of firms not included in the DJSI North Angaj the higher the firm’s size, the lower the maxiedue of
equity. The results presented in column C2 of &ablprovide additional information on this issuéheT
coefficient estimate for the variable Non_DJSI_Bigiegative and statistically significant (coefiot = -5.841;
p-value< 0.01), while the coefficient estimate for Non 9DJSmall is statistically insignificant. These risu
show that the market does not undervalue all thrasfiwith a lower level of CSP. By contrast, the kear
undervalue only those firms with incentives to présa high level of CSP (large firms) but that d¢ engage

on such strategy, ie, the group of the larger finosincluded in the DJSI North America.

5.2.3. The association of market value of equity with Brrprofitability for different groups of firms

based on the size and on the level of corporat@asability performance

Table 6 presents regression summary statisticdtiresfrom the OLS estimation of Equations (5) &6J,

respectively, in columns C1 and C2.

TABLE 6

According to the results presented in column CTalfle 6, the coefficient estimate for the interattierm
of ROE with Non_DJSI_Big is statistically signifishand negative (coefficient = -14.83%value< 0.01). In
contrast, the coefficient estimates for the intdoacterms of ROE with Non_DJSI_Big and with DJ% &oth
statistically significant and positive (Non_DJSI_&hx ROE coefficient = 5.43'h-value< 0.01; DJSI x ROE
coefficient = 7.633p-value< 0.01). As expected, in the group of larger firnwd included in the DJSI North
America, the higher the firm’'s profitability, thewer the market value of equity. The results press in
column C2 of Table 6 provide additional information this issue. The coefficient estimate for theialde
Non_DJSI_Big_Profit is negative and statisticallgnéficant (coefficient = -6.602p-value< 0.01), while the

coefficient estimates for Non_DJSI_Big_Loss andNon_DJSI_Small are both statistically insignifitahhese
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results show that the market does not undervaludallarger firms with a lower level of CSP, butly those
that are profitable.
Overall, our findings seem to suggest that sizef@ofitability is an issue that matters in termsG8P. The

information on the relation between size and pabflity and the level of CSP is value relevanttfor market.

6. SUMMARY AND CONCLUSIONS

In this paper, companies are considered to engag@sSibecause they expect that conforming to stdéteho
norms and expectations about how their operatibosald be conducted allows them to have good relatieith
them. This is likely to lead to increased performgnnamely by assisting in developing valuablengible
assets (resources and capabilities) which can bece® of competitive advantage because such asasts
differentiate a company from its competitors.

This study investigates the way as the market vie8®, as proxied by membership of the Dow Jones
Sustainability Index. Using a multi-theoretical rfrawork which combines stakeholder and resourceebase
perspectives, a set of hypotheses is developeddtme the market value of equity with CSP, coesity the
interaction of size and profitability with CSP.

Our preliminary results indicate that CSP has $icgmt explanatory power for stock prices over the
traditional summary accounting measures such asnggrand book value of equity. However, furthealgses
suggest that we should not focus on the corporataimability itself. Our findings show that whatvestors
really do is to undervalue large profitable firmghMow level of corporate sustainability perfornean which
face greater public scrutiny and pressures frokesialders.

The findings in this study are important to the @ing debate about the financial consequences gbcate
investment in sustainability activities. The cutrstudy focuses on the impact of incentives to $nve 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 SIC2and 3 44 37% 128 36% 172 36%
Utilities SIC 4 19 16% 52 14% 71 15%
Commercial SIC5 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_DJSfirms

Industry SIC Code n % n % N %
Mining SIC1 10 6% 17 9% 27 8%
Industrial SIC2and 3 46 26% 82 45% 128 36%
Utilities SIC 4 38 21% 14 8% 52 14%
Commercial SIC5 12 7% 21 12% 33 9%
Financial SIC 6 60 34% 18 10% 78 22%
Services SIC7and 8 13 7% 29 16% 42 12%

179 100% 181 100% 360 100%

Non_DJSI_Big_ Non_DJSI_Big_Loss

Profit firms firms Non_DJSI_Big firms
Industry SIC Code n % n % n %
Mining SIC1 6 4% 4 11% 10 6%
Industrial SIC2and 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 SIC7and 8 10 7% 3 8% 13 7%

143 100% 36 100% 179 100%

DJSlfirms are those included in the DJSI North Ameridan_DJSffirms are those not included in the DJSI North AiceeNon_DJSI_Big
are those firms not included in the DJSI North Aiceevhose size is above the medibion_DJSI_Smalkre those firms not included in the
DJSI North America whose size is below the medNon_DJSI_Big_Profiare the profitable firms not included in the DJSIrth America
whose size is above the medialun_DJSI_Losare the non profitable firms not included in theSDBlorth 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

DJSlfirms are those included in the DJSI North Ameridan_DJSfirms are those not included in the DJSI North Aiceer

MV is the market price at the fiscal year-eB¥is the book value of equity as of the end of tearyNI is the net income of the ye®®OE
is the return on equity.EV is end-of-year total debt divided by end-of-yeaarket capitalizationSIZEis 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%*  (.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 0304+ 1

MV is the market price at the fiscal year-eB¥.is the book value of equity as of the end of tharyNI is the net income of the ye®®OE
is the return on equity.EV is end-of-year total debt divided by end-of-yeaarket capitalizationSIZEis 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 corprate sustainability performance

Exp. Sign Cc1 Cc2 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 R 0.596 0.586 0.156 0.520
F-Value 59.639*** 64.432*** 9.801***  173.578***

Dependent variabléV (market price at the fiscal year-end).

Independent variableBV (book value of equity as of the end of the yelt)(net income of the yeaNon_DJSKan indicator that equals 1
if the firm is not included in the DJSI North Amegi and O otherwiseROE (return on equity)LEV (end-of-year total debt divided by end-
of-year market capitalizationgIZE (natural logarithm of total assets as of the einth@ year),LIST (an indicator that equals 1 if the firm is

listed in a foreign stock exchange and 0 otherwikgjustry variablesMining (SIC 1); Utilities (SIC 4); Commercial(SIC 5); Financial
(SIC 6) andServiceqSIC 7 and SIC 8).

** % and * indicate significance at the 0.01,@b and 0.10 levels respectively.
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TABLE 5
Second hypothesis test:

the association of market value of equity with firms size for different groups of firms based on théevel of CSP

Exp. Sign Cc1 Cc2

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 B 0.597 0.599
F-Value 59.790*** 55.708***

Dependent variabléV (market price at the fiscal year-end).

Independent variableBV (book value of equity as of the end of the yelt)(net income of the yearpJSI(an indicator that equals 1 if the
firm is included in the DJSI North America and Gi@twise);Non DJSI (an indicator that equals 1 if the firm is not imbéd in the DJSI
North America and 0 otherwisé)lon_DJSI_Biggn indicator that equals 1 if the firm is not irsdal in the DJSI North America and his size
is above the medianilNon_DJSI_Smallah indicator that equals 1 if the firm is not irddul 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 kearcapitalization)SIZE (natural logarithm of
total assets as of the end of the yeBIRT (an indicator that equals 1 if the firm is listeda foreign stock exchange and O otherwise);
Industry variablesMining (SIC 1);Utilities (SIC 4);CommercialSIC 5);Financial (SIC 6) andServicegSIC 7 and SIC 8).

** % and * indicate significance at the 0.01,@b and 0.10 levels respectively.
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TABLE 6
Third hypothesis test
the association of market value of equity with firms profitability for different groups of firms based on the size and
on the level of CSP

Exp. Sign Cc1 Cc2
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 B 0.599 0.601
F-Value 55.848*** 52.380***

Dependent variabléV (market price at the fiscal year-end).

Independent variable®V (book value of equity as of the end of the yehif){net income of the yearNon_DJSI_Big &n indicator that
equals 1 if the firm is not included in the DJSIrloAmerica and his size is above the mediaion_DJSI_Smallah indicator that equals 1
if the firm is not included in the DJSI North Amesi and his size is below the mediaBJS!(an indicator that equals 1 if the firm belongs to
the DJSI North America and O otherwisBlpn_DJSI_Big_Profitgn indicator that equals 1 if the firm is not irddd in the DJSI North
America, his size is above the median and ROE sg&tipe); Non_DJSI_Big_Lossa( indicator that equals 1 if the firm is not irddal in the
DJSI North America, his size is above the mediahROE is negativeROE (return on equity)LEV (end-of-year total debt divided by end-
of-year market capitalizationgIZE (natural logarithm of total assets as of the enth®@ year),LIST (an indicator that equals 1 if the firm is
listed in a foreign stock exchange and O otherwikeustry variablesMining (SIC 1); Utilities (SIC 4); Commercial(SIC 5); Financial
(SIC 6) andServiceqSIC 7 and SIC 8).

** ** and * indicate significance at the 0.01,@b and 0.10 levels respectively.
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