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Abstract 

The primary purpose of this thesis is to research the informativeness of MSCI ESG ratings for 

investor decisions, decision of a current or future investors to keep, buy or sell a company share. A 

fixed effect regression model is performed on 704 NASDAQ listed companies for the period 2012 to 

2018, in which the investor decision is operationalized by means of abnormal share return. The study 

finds that investors do take the CSR ratings in consideration, but value the information provided by 

the rating as negative. Secondly, of the single CSR aspects environmental, social, and governance, 

only the governance aspect has a significant, but negative impact on investor decisions. The main 

findings in this study are corrected for heteroskedasticity by using a robust standard error and the 

results are robust for various estimation windows.   
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1. Introduction 

In the last decade the objectives of firms diversified from merely accomplishing a profit 

yearly, to operating in a more socially profiling manner. This additional objective became important 

through the constant pressure of outside stakeholders, employees, suppliers of goods and services 

and governmental bodies. This pressure has brought about that companies invested more in 

sustainable and socially responsible endeavors (Hartzmark & Sussman, 2019; McWilliams & Siegel, 

2000). These sustainable and responsible endeavors are summarized under the term Corporate 

Social Responsibility, which is a way a firm ensures its stakeholder that it fulfills its obligations 

towards society and environment (Khan et al., 2012). 

Nonetheless, investors differ in their opinion about the impact of CSR on companies. Several 

investors say that CSR investments in companies are a good innovation for companies. CSR 

investments are not seen from a social environmental way but seen as a new chance or opportunity 

to maximize the company’s profit (Hartzmark et al., 2019; Lindgreen & Swaen, 2019). Others state 

that an increase in social environmental resources only provide more additional costs and withstand 

the primary goal of maximizing profits. A well-performing company in this decade, should invest in 

resources to help the environment and provide social resources. As a result, CSR has moved from 

ideology to reality according to certain research (Cho et al., 2015, Hartzmark et al., 2019).  

More firms have started to report on their CSR activities. Research performed by Dhaliwal et 

al. (2011) showed that in the mid-1990, a few United States listed companies published a standalone 

CSR report, an annual report on the environmental, social and governance information of a company, 

alongside a financial report. Since that period forward, more and more United States listed 

companies made the step to publish standalone CSR reports. In 2007 10% of United States listed 

companies reported on their CSR activities. Ten year later this amount has increased fivefold. 

Although information in standalone CSR reports differs in format and amount of information, due to 

a lack of an enforced CSR reporting framework, the beginning of a more corporate socially 

responsible manner of reporting, is made (Perrini, 2005; Muslu et al., 2017; Dhaliwal et al., 2011). 

Researchers question themselves what the impact of CSR reporting is on companies’ capital 

or financial performance. Evidence shows that the reputation of companies can be harmed, because 

of poor CSR reporting or neglecting to report on CSR. The harmed reputation could lead to a 

decrease or slowdown of the financial performance growth of a company (Dhaliwal et al., 2011). For 

example, in 2015 Volkswagen neglected to report on their corporate environmental impact. Instead, 

Volkswagen used software to cover the real emission of the diesel engines, due to a strict time frame 

and budget to develop a diesel engine conform U.S. emission standards. The decision for not correct 

reporting on the corporate environmental issues, caused a decrease in transparency and 

accountability of the company towards its stakeholders (Li et al., 2018). Another example is Nike, 
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which struggled for years to regain its reputation after the child labor scandal in 1997. It cost Nike a 

great amount of financial resources to overcome this scandal. The short-term focus deteriorated the 

long-term performance of the company (Dhaliwal, 2011; Li et al., 2018). Reporting CSR facilitates 

improvement to transparency of a company and results in reduced information asymmetry between 

the company and stakeholders. Furthermore, most research that studied the effect of CSR, focused 

on the financial performance of a company. Dhaliwal et al. (2011) found a significant negative 

relation between CSR and firms cost of equity capital. Others found that CSR improves the accuracy 

of analyst forecast and reduces capital constraints, restrictions on capital spending, significantly 

(Dhaliwal et al., 2012; Cheng et al., 2014).  

Less studies have investigated the relationship between CSR and the investors. Cheng et al. 

(2014) and Awaysheh et al. (2020) indicate that there is room for future research on the effect of CSR 

on decision making of stakeholders. Cho et al. (2015) performed a research to study whether the CSR 

disclosure is valued by market participants. They found that CSR disclosure is not valued by investors. 

As a limitation Cho et al. (2015) indicated that the research only focused on a specific industry. In this 

study the relation between CSR and investors decision is studied, whether CSR ratings provide useful 

information for investors. Different from prior literature, this thesis uses MSCI ESG ratings, instead of 

company’s CSR disclosure and various industries, to provide results with higher external validity. This 

research will answer the following question:  

 

‘To what extent does corporate social responsibility ratings have an impact on investor decisions?’ 

 

The objective of this research is to study whether CSR ratings provide useful information for 

investors to make decisions about investments in the capital market. To answer the research 

question, an event study is performed in which the market reaction, for NASDAQ listed companies, is 

measured around the announcement date of the MSCI ESG ratings, for the period 2012 to 2018. The 

panel data consists of cumulative abnormal stock return and MSCI ESG ratings, which eventually led 

to a research sample of 704 NASDAQ listed companies. The research question is operationalized by 

measuring whether the information increase in MSCI ESG ratings is correlated with a change in 

cumulative abnormal stock returns. To mitigate the possibility of endogeneity concerns, a fixed effect 

model is used, in which company aspects are used as fixed effect.  

 The results of the fixed effect regression model indicates that investors do take the MSCI ESG 

ratings in consideration by making investment decisions for NASDAQ listed companies, but in a 

negative sense. Furthermore, the research tested also the single CSR aspects, environmental, social 

and governance, and found only a significant and negative effect of the governance aspect on 
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investor decisions. The environmental and social aspect are not valued as informative by the 

investors. 

 The study performed in this thesis will contribute to the existing literature in various ways. 

First, the subject of CSR is a much-discussed topic in the last decade, whether it is valuable for 

stakeholders. Most studies were performed on company’s CSR reports (Dhaliwal et al. 2012; Sheehy, 

2015; Chiu et al., 2020). In this study, CSR ratings are used as a way of CSR disclosure. CSR ratings are 

not produced by a company and it is a fast way to find out whether a company performs well on 

their CSR performance. It is a less studied CSR disclosure manner for providing information to 

stakeholders. Therefore, it contributes to the literature of CSR, by adding evidence about how 

valuable a CSR rating is. Secondly, most studies performed in prior years on CSR were focused on the 

capital market or financial performance of a company. For instance, research provided results that 

CSR improves the access to equity capital, reduces the cost of equity and provide new chances for 

financial performance growth (Dhaliwal et al., 2011; Chiu et al., 2020; Cheng et al., 2014). Other 

studies found that CSR negatively affected the financial performance of a company, because it 

unnecessarily raised firm’s cost (Friedman, 1970). In this study the emphasis is on the 

informativeness of CSR towards the shareholders and future investors of the company and not on 

the financial performance or conditions of a company. It is a less studied subject, which uses research 

sample with companies from various industries, instead of focusing on a specific industry.  

 In the remainder of the thesis the following paragraphs are presented. Chapter 2 presents a 

literature review and the hypotheses. Chapter 3 describes the statistical method and sample 

selection. Chapter 4 presents the results and discussion of the analysis. Finally, chapter 5 presents 

the conclusion of the thesis and answers the research question.  

 

  



Corporate Social Responsibility Ratings and Investor Decisions 

Maxime Noverraz, s4856155 4 

2. Literature review and hypotheses development 

The literature review discusses prior research to be able to understand the concept of CSR 

and to develop hypotheses which are used in the thesis. Firstly, it explains CSR more in depth. 

Secondly, it discusses the stakeholder engagement, a general approach, and the agency theory, 

solely focused on the shareholder. Afterwards, the investor decision concept is discussed and lastly, 

the hypotheses are substantiated. 

 

2.1 Corporate Social responsibility 

In 1929, the Dean of Harvard Business School, Walter B. Donham raised the point “that 

business have been long centuries before the dawn of history, but business nowadays is broadening 

its scope towards society significant” (Calderon, 2011). Until then, there was no clear idea if 

companies had an inherent responsibility towards society. Contemporary literature defines 

Corporate Social responsibility (CSR) in various ways, which led to different contributions of CSR in 

prior research (Khan et al., 2012).  

Sriramesh et al. (2007) wrote in their article that in 1953 Bowen (1953) was one of the first 

who used the term CSR in his research. Before his research people referred to social responsibility or 

to corporate responsibility, instead of CSR. Bowen (1953) explained that the field around CSR evolved 

which led to various names of the concept. In 1970, CSR was often called corporate social 

responsiveness and in 1980 it was defined as corporate social performance. The evolution of the of 

the concept CSR indicated an increase in awareness, which proved that the earlier denominations, 

overlooked important areas of action and performance of CSR. Hopkins (2004) clarified that until 

1970, business performed largely along a self-determined path, despite regulations and legislations. 

Businesses ignored critics from outsiders and listened only to the stakeholders, to whom it felt 

responsible. The decade following, 1980, was a period of enlightenment for many, in which people 

became more aware of the earths’ fragile nature and became more cognizant of human rights (Khan 

et al., 2012). According to Ismail (2011), the roots of CSR were already formed during the Industrial 

Revolution, but the subject of CSR is still a questionable subject until today. It seems difficult to 

define a universally accepted definition of the concept and there is no overall agreement or 

consensus in the ideal meaning of CSR.  

A simple definition, provided by Reinhardt et al. (2008), defines CSR as sacrificing profits in 

the interest of society. Therefore, a company goes beyond its contractual and legal obligations on a 

voluntary basis, to use generated profit to be more, for example, environment friendly, employee 

friendly or mindful of ethics. Reinhardt et al. (2008) discusses that CSR enables a company to create a 

business with better corporate behavior. Khan et al. (2012) provides an opposite opinion, in which he 

indicates that stakeholders could experience it as a waste of liquid assets, which could be used to 



Corporate Social Responsibility Ratings and Investor Decisions 

Maxime Noverraz, s4856155 5 

generate more profit in future years. According to Hopkins (2004) and Koestoer (2007) is CSR a way 

in which companies addresses various social issues in their operating areas and treating the 

stakeholders of the firm in a responsible and ethical manner. Sheehy (2015) describes it with an 

emphasis on the social aspect of a company. It is defined as a way of corporate conduct, in which 

social aspects of stakeholders are considered important (Sheehy, 2015). Additionally, Khan et al. 

(2012) describes CSR as a way in which a firm ensures its stakeholders that it is fulfilling its 

obligations towards society and environment. Kim et al (2011) concluded in their research that all the 

different descriptions of CSR have the definition of Bowen (1953), that defines CSR as a method used 

by corporations to pursue policies, decisions and actions for the social purpose and value, as their 

fundament. The central concern of a company in CSR is, in which manner it should react on the social 

and environmental demands of its shareholders, to perform with respect to social, environmental 

and governance issues. Besides, the extension of the focus on more issues than wealth creation for 

stakeholders, growth opportunities for corporations and yearly profit maximization, has created new 

opportunities to grow in a social sustainable manner (Miller & Guthrie, 2007; Khan et al. 2012; 

Hartzmark et al., 2019).   

The important aspects of CSR are explained by John Elkington (1997), who believed that 

companies have to focus on social, environmental and governance issues, besides focusing on 

generating profit (Milne & Gray, 2011). Social aspects of CSR are issues related to the employees and 

stakeholders who are influenced by the firm. Stakeholders, including the shareholders, of a company 

require a firm to have a social system which is legitimate to operate (Deegan & Unerman, 2006). This 

means that the company is part of a wider societal system in which their value system functions. The 

social aspects could be seen from an explicit or implicit perspective. Explicit social aspects refer to 

company policies regarding their responsibility for the social interest. It contains strategies of 

corporations and voluntary programs to combine social and business value and address issues 

perceived as part of the social responsibility of a firm. For instance, policies regarding labor 

management and human capital development. The implicit societal aspects concern the role of the 

corporation in social interest of the stakeholders, within the wider formal and informal institutions. 

The implicit societal aspects could be seen as the expectations of company stakeholders, such as 

expectations that the company is good for their community relations and make responsible 

investments. These expectations result in unwritten policies and regulations for a company (Khan et 

al., 2012; Milne & Gray, 2006; Beerens, 2019). The environmental aspect is related to the impact of a 

company on the environment in which it performs. Examples of an environmental aspect of CSR are 

carbon footprint, water stress or renewable energy (Lindgreen & Swaen, 2010; Beerens, 2019). 

Lastly, the governance aspects contain mandatory and voluntary policies and regulations which 
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concerns the corporate governance of the company. For instance, the diversity of the board, ethics of 

a business or remuneration of the board (Beerens, 2019). 

CSR has gained incomparable momentum during prior years in business and public debate 

and has become a strategic issue for companies in which manner they do business (Sharma et al., 

2009). It became an irresistible worldwide trend to meet the needs of stakeholder and to disclose 

non-financial information (Chiu, Chen & Hu, 2020). Studies found that CSR unnecessarily raised a 

firm’s cost, which led to a competitive disadvantage, compared to its competitors (Friedman, 1970). 

Others found that due to CSR, a company employs valuable firm resource, which results in significant 

managerial benefits rather than financial benefits to the shareholders (Brammer & Millington, 2008). 

In contrast, other research indicated that CSR has a positive effect on better access to valuable 

resources, attracting and retaining higher quality employees and creating unforeseen opportunities 

(Waddock & Graves, 1997; Cheng et al. 2014; Bernanke & Gertler, 1989). CSR contributes to 

improvement in social reputation, competitive advantages and brand image. These aspects give the 

company better chances to generate better performance, which could lead to higher financial results 

(Bowman & Haire, 1975). Although, other research indicates an inverse relation between CSR and 

financial performance. These conflicting results were due to several theoretical and empirical 

limitations, such as stakeholder mismatching or omitted variable bias (Cheng et al., 2014; Wood & 

Jones, 1995; Waddock & Graves, 1997). Furthermore, the CSR activities amplify the willingness and 

confidence of investors to invest in the company, which reduce the cost of equity capital (Chiu et al., 

2020). Although, the percentage of companies reporting on CSR activities has five folded in 5-year 

time and certain regulations on non-financial information reporting were implemented, there is still 

much flexibility for companies in the way of reporting. This causes a discrepancy in the quality of CSR 

information between companies (Dhaliwal, 2012).  

 

2.2 Stakeholder engagement 

Economics show that CSR could be described conform several economic theories. The 

stakeholder engagement theory is one of the theories. The stakeholder theory is a general economic 

view, which is focused on capitalism. The interconnected relation between the company and all the 

company’s stakeholders is central in the theory. Stakeholders consist out of investors, customers, 

suppliers, employees, communities and others who have a stake in the company (Jimena, 2018). 

Nowadays a company cannot exist solely to generate profit for their shareholders.  The aspirations of 

business reach beyond the financial dimension to encompass contribution to a larger set of societal 

goals, including goals focused on social responsibility and environmental imperatives (Jimena, 2008).  

To assess the impact of the activities, opportunities and the risk of the company’s products, services 

and activities, a company must engage with all the stakeholders. By engaging with the stakeholders, 
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a company learns and understands the expectations and the needs of them (Cheng et al., 2014; 

Jimena, 2008). Besides, it understands what a stakeholder demands of a company.  

CSR enables an organization to engage in a stakeholders’ network and understand the 

potentially conflicting demands of the stakeholders. These conflicting demands are translated in CSR 

objectives and policies (Lindgreen & Swaen, 2010). To achieve a successful implementation of the 

CSR objectives, a key action has to be increasing the accountability of the company. Managers must 

build a bridge, through formal and informal dialogues and practices, with their stakeholders, to 

convince them to support organization’s chosen strategic course (Andriof & Waddock, 2002). The 

increased accountability has a possibility to reduce the managers opportunities to pursue their own 

interest and increase the trust of the stakeholders in the company (Jimena, 2008). It is a possibility, 

because Cooper & Owen (2007) and Cheng et al. (2014) indicate that the incentives between the 

manager and the stakeholders could still be different. CSR could improve the accountability of a 

company towards its stakeholders, but it has no effect on aligning the incentives of the two parties. 

Furthermore, due to the increased accountability, the expectations and needs of stakeholders are 

known. Subsequently, managers should try to generate the greatest inclusivity, accountability to all 

stakeholders. It is of high value, because inclusivity concerns the reflection of the aspirations and 

needs of all stakeholders. Managers try to accomplish as many expectations and needs of 

stakeholders. Except from-self-interested managers, who only look at stakeholders with the same 

objectives, such as realizing financial results. The self-interested managers approach, use power to 

achieve their own objectives, that prevent the company from achieving accountability by discussion 

and dialogue (Cooper & Owen, 2007; Roberts, 1996; Weberman et al., 1992).   

Therefore, CSR should reduce the power of managers and work as a device to retain the 

support of stakeholders and increase the inclusivity.  Cheng et al. (2014) prove in their research that 

firms with better CSR performance face lower capital constraints, due to a better stakeholder 

engagement. The better stakeholder engagement limits the likelihood of a manager performing short 

term opportunistic behavior, to increase profit of a company. Besides, as result, it decreases the 

overall contracting costs (Jones, 1995). Secondly, it contributes to a long-term focus. Firms with 

better CSR performance are more likely to disclose their CSR activities, to differentiate from 

competitors and signal their long-term focus. CSR reporting increases the transparency around the 

social and environmental impact of companies and their governance structure (Cheng et al., 2014; 

Andriof & Waddock, 2002; Jones, 1995).  
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2.3 Agency theory 

Another perspective in which CSR could be seen, is a more focused economic perspective, 

the agency theory, also called the principal-agent relationship (Sheehy, 2015). The agency theory 

addresses the agency relationship, a relation in which one or more persons engages another person 

to perform services on behalf of them. The principal is the person, who delegates to perform a 

service, but retains the ultimate decision power and authority. In this research the shareholders of a 

company are the principals. The agents are persons who perform services on behalf of the principals. 

In this study, the managers or board of directors of the companies are the agents (Hill & Jones 1992; 

Jensen & Meckling, 1976). The main issue in the agency theory is that the interest of the agent and 

principal differs. Baiman (1990) indicates that agents act solely in their own interest. The agents will 

perform actions beneficial for themselves, such as accomplishing objectives which contributes to 

compensations. The interest of the principal is profit maximization. Such an agency problem arises if 

the self-interested behavior of the agent, is not consistent with the behavior of the principals, which 

has incentives for group welfare maximization. (Baiman, 1990). The agency problem starts with one 

principal who deviates from the agent’s behavior. Eventually more principals will follow, which leads 

to a discrepancy between the agent and the principals in a company. This problem between the two 

parties is also known as moral hazard (Müller & Brammertz, 1986; Baiman, 1990; Sheehy, 2015)). A 

situation in which an agent, with complete information, benefit over principals with incomplete 

information, due to more access to information. Most often it occurs in a risky situation, in which the 

manager is protected against the risk and the shareholders will incur the costs. It results in efficiency 

losses in the company. 

The information asymmetry between the managers and the shareholders causes an increase 

in cost for the company. Due to the information asymmetry, principals lose their trust in the 

company and foresee an increased risk to invest in the company. As result, principals are willing to 

pay less for a company share or want to receive a higher return (Jensen & Meckling, 1976). Conform 

the agency theory, the principal tries to limit the divergence from his interests by establishing 

appropriate incentives for the agent, for instance by compensating the agent if certain objectives are 

achieved. Or by monitoring costs, cost to prevent an agent from performing opportunistic behavior 

(Jensen & Meckling, 1976; Hill & Jones, 1992). Furthermore, it could pay the agent to spend 

resources, such as financial assets, to guarantee that the agent will not take harmful actions for the 

principals (Hill & Jones, 1992). These resources are seen as the bonding costs. Ex-ante bonding costs 

arise when principals want to be appropriately compensated if an agent takes harmful actions (Hill & 

Jones, 1992). Despite the different methods to reduce the information asymmetry and the increased 

perceived risk to invest by the principal, a residual loss will remain (Hill & Jones, 1992). The total of 
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the principal’s monitoring cost, the agent’s bonding costs, and the remaining loss are the agency 

costs (Hill & Jones, 1992; Baiman, 1990).  

Research indicated that an agent who use CSR disclosure, reduces the information 

asymmetry between the agent and the principal (Dhaliwal et al, 2011; Dhaliwal et al., 2012; Sheehy, 

2015; Chiu et al., 2020). The disclosure of non-financial information, such as provided in CSR 

reporting, improves the transparency of the company. It reduces the information asymmetry 

between the agent and the principals, and it keeps shareholders informed of the strategy. A 

secondary result showed that the decreased information asymmetry, provide shareholders with 

more information to understand and predict firms’ value and their capability in business 

sustainability. It adversely affects the shareholders perceived risk to invest (Sheehy, 2015). 

Furthermore, it contributes to regaining principal’s confidence as agent. Principals receive more 

information about the performed actions of the agent and the possible consequences of the actions, 

which contributes to more trust in the actions of the agent. Research indicated that the provided 

information positively influences shareholders confidence that a certain investment is a proper 

investment (Chiu et al., 2020). Conform Chiu et al. (2020), the reduced agency problem leads to 

reduced cost of capital, cost of debt, as well as cost of equity. On the opposite, research (Bowman & 

Haire, 1975; Ullmann, 1985) argues that CSR damages the interest of shareholders and future 

investors, because CSR increases funding costs and corporate costs, which affects a company’s 

profitability and competitive ability. It results in less willingness of shareholders, and future investors, 

to invest in the company (Chiu et al., 2020). 

 

2.4 Investor decisions 

An investor decision is the decisions of a current or future investor, whether it should keep, 

sell or buy a share in the company (Alhakami & Slovic (1994). The decision of an investor is mainly 

based on the relation between the perceived risk and the perceived benefit of investing in a 

company. Research (Dreman, 2004) found that the judgement of risk and benefit are correlated. For 

instance, if a company has a high risk, the company tries to tempt investors with a higher benefit. 

The lower the perceived risk, by an investor, the greater the perceived benefit. Additionally, 

Alhakami & Slovic (1994) proved that the relation between the perceived risk and perceived benefit 

of an activity was linked to the negative or positive affect linked to the activity. If an investor likes the 

activity, it is tended to decrease the risk and increase the benefit. If the activity is disliked by 

investors, it will affect their judgement of the situation, a higher risk and a lower benefit (Alhakami & 

Slovic, 1994). During the investors’ life, the investors’ situational perception is continually learning 

and develops images of possible, perceptual and symbolic representations, outcomes, which will be 

connected to positive or negative feelings about an activity. A negative feeling of an activity of a 
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company is linked with a negative image and affects negatively the risk and benefit relation. A 

positive feeling of an activity or company’s direction is linked with a positive image, which positively 

affects the risk and benefit relation. Furthermore, investors could influence their judgments of risk 

and return on investment attitudes. An investment attitude is a future outlook of a company share. If 

stocks are perceived to have a good future outlook, investors think that the expected return would 

increase and the risk decrease. Vice versa, if future outlooks are not promising, investors expect 

lower returns and higher risks (Dreman, 2004; Alhakami & Slovic, 1994). The perceived risk is 

affected by the individual state of mind during the judgment. Dreman (2004) mentioned as well that 

the stock price should be considered. The stock price influences the benefits of a stock as well. If a 

stock price is relatively high, compared to the firm’s risk, investors are not willing to buy the stock. 

The stock price will decrease until the benefits are aligned with the risk. In such situation’s investors 

have less feeling that a company is overpriced and that there is less chance that the company, in 

which the investors invested, will collapse in future years.  

Detailed CSR reporting potentially provides information which affects the perceived risk and 

benefit for investors. Voluntary disclosure of CSR information demonstrates firm’s confidence in their 

CSR performance. It sends positive information to investors, about the non-financial information of a 

company. In case of poor CSR performing, it is an efficient way to provide explanation for the poor 

CSR performance, such as in the case of the 1997 child labor scandal of Nike (Dhaliwal, 2011).  A 

second effect of CSR information is that it could attract new investors to the company. Khan et al. 

(2012) indicates that CSR is a way of going further than only the standard operations and compliance, 

actions that are in interest of the company and required by corporate law. It is a way of positioning, 

to further develop the branding strategy. To show investors that the company takes the 

responsibility to develop the society by envisioning future plans for socio-economic justice and be 

conscious about their responsibility for the welfare of society around them. CSR should have lowered 

the perceived risk and increased the perceived benefit, due to future company plans, whereby 

investors will gather more trust in the company (Khan et al., 2012: Ismail, 2011). 

Finucane et al. (2000) investigated the relation between risk and benefit under time 

restrictions and what the influence of non-financial information is on the judgement of the risk and 

benefit of an investment. They found that the inverse relation was stronger under time restrictions. It 

means that in a shorter time period, stakeholders make a judgment about the perceived risk and 

benefit using less non-financial information. The use of less non-financial information negatively 

affects the perceived risk by a stakeholder. Furthermore, Finucane et al. (2000) found a stronger 

inverse relation between perceived risk and perceived benefit, of an investment, under time 

pressure. This means that with a short time period to gather information, a greater negative 

correlation exists between perceived benefit and perceived risk. This indicates that in a longer time 
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period, investors take more non-financial information in consideration for their judgment about the 

perception of benefits and risks.  

 As indicated above, information could positively influence the perception of risks and 

benefits. However, Simon (1959) wrote in his article that information overload, i.e., more 

information than needed, could decrease decision making of investors, due to inability of humankind 

to effectively process large amounts of information. Dreman (2004) adds that professional and 

individual investors, in the stock market, suffer from information overload. Analysts provide 

information about companies, industries, markets and other financial and economic information, 

which saturate the stock market with available information. Eventually, information overload 

adversely impacts the decision making of investors, because investors cannot separate between 

useful and not useful information. Chiu et al. (2020) and Ullmann (1985) points out that CSR could be 

interpreted as extra information which causes overload of information. Yu et al. (2017) examines the 

market reaction on CSR information in mandatory CSR reports and find evidence of a negative 

significant effect on the stock returns. Rather those investors are positively influenced by the CSR 

information, investors anticipate greater costs than benefits of the CSR activities. Ullmann (1985) 

shows that CSR negatively affect the company’s relationship with the stakeholders. Stakeholders 

could incorporate CSR as additional corporate costs, which affects and impedes the competitiveness 

of the firm. 

 

2.5 Hypotheses 

 In this study CSR is measured conform the rating of Morgan Stanley Capital International 

Environmental, Social and Governance index (hereafter: MSCI ESG). It produces a yearly rating of the 

CSR performance of listed companies. In order to measure investor decisions, this paper uses the 

measurement of Ball & Brown (1968). In their research investor decisions were operationalized by 

the abnormal stock return for listed companies. In an efficient market a company’s stock price 

reflects the market’s expectations of the discounted value of all future cash flows expected to flow to 

a company. The stock price will then reflect all available information related to the performance of 

the firm. Investors change their expectations about future performance of a company, when new 

information becomes public. This results in buying or selling stocks (Fama, 1970). Ball & Brown (1968) 

showed that income numbers of a company contain information valuable to investors, by 

researching the correlation between unexpected earnings and abnormal stock returns.  

As discussed above, prior research indicated that CSR provides valuable information to the 

capital market (Dhaliwal et al., 2012; Sheehy, 2015; Cheng et al. 2014). The disclosure of non-

financial information, such as provided in CSR reports, improves the transparency of the company. It 

keeps stakeholders informed of the strategy and allows shareholders to use the information in 
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understanding and predicting the firms’ value and their capability in business sustainability (Sheehy, 

2015). Besides, CSR improves the accountability of a company as well. Andriof & Waddock (2002) 

provided evidence that CSR disclosure enables formal and informal dialogues with stakeholders. It is 

a manner of convincing the stakeholders that the CSR reporting has increased the accountability and 

reduced the chance of managers to pursue their own interest. It increases the stakeholder’s 

engagement and reduce the moral hazard between the company and, current and future 

stakeholders (Chiu et al., 2020; Bowman & Haire, 1975; Ullmann, 1985; Jimena, 2008; Dhaliwal et al., 

2011; Dhaliwal et al., 2012).  

 CSR ratings can send positive information to investors, about the non-financial information of 

a company and it is able to attract new investors. It is a way of providing more current and future 

information about a company than is expected (Khan et al., 2012). Benlemlih et al. (2018) indicated 

that a CSR rating is a rapid manner to find out if a company has improved or deteriorated in its CSR 

performance, compared to prior year. Instead of reading a company’s CSR report, all the information 

is bundled in a single rating, provided by MSCI ESG (MSCI ESG Research, 2018). Kim et al. (2012) 

provided evidence that a change in CSR rating affects the information asymmetry, tarnish the brand 

image of a company and impacts the perceived risk by an investor. Investors may prefer companies 

that put effort in their CSR performances, to provide more complete information, which could be 

used for a better CSR rating. Investors might take a socially responsible company, with a decreased 

information symmetry, in consideration, because it contributes to a lower perceived risk by an 

investor (Benlemlih et al., 2018). Companies with an increased CSR rating will decrease their financial 

risk and increase their investor base (Benlemlih et al., 2018). An increased investor base signifies that 

investors perceive less risk, which positively affect the investors’ decisions (Simon, 1959). Hence, 

investor that focus on companies with an increased CSR rating, could have a portfolio that 

underperforms due to too less diversification between the various company shares. Investors are 

concerned about the risk return of a company share. The risk return could be optimized by 

diversification (Markowitz, 1952). Investors who focus on increased CSR ratings, reduce their 

diversification opportunities. To study whether investors value an increase in CSR rating in decision 

making or experience it as corporate ‘greenwashing’, unnecessary spending financial assets for 

creating an ecologic responsible company image that does not corresponds with reality (Khan et al. 

2012), the research states the following hypothesis: 

 

H1: An increase in CSR rating has a positive impact on cumulative abnormal stock return. 

 
The research of Cheng et al. (2014) differentiates from others, due to the analysis in which 

the research looked at separate CSR components, environmental, social, and governance 
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performance, on capital constraint (Dhaliwal et al., 2011; Dhaliwal et al., 2012; Khan et al., 2012; Chiu 

et al., 2020; Ullmann, 1985). The individual effect of the three components is all significantly negative 

related to capital constraints. Added to that, Cheng et al. (2014) looked at the simultaneous effect of 

the three components and found that both environmental and social performance are significant and 

negative related to capital constraints. The governance component exhibits an insignificant relation 

to capital constraint. This insignificant relation could explain that governance is driven by variation in, 

nation level, institutional structures and the capital constraints are beyond company boundaries. 

Cheng et al. (2014) discuss that there is room for future research on the informativeness of the 

separate CSR components. In their opinion more research needs to be undertaken on how capital 

markets perceive, evaluate and reward or punish firms that engage in CSR initiatives. Another 

research, performed by Cho et al. (2015), studied if the informativeness of CSR disclosure has 

changed since 1970 until 2010. The research looked at the change in informativeness of CSR 

disclosure and studied the separate social and environmental disclosure. The results indicated that 

the information provision of social disclosure increased more during the time period, than the 

environmental disclosure. Patten & Zhao (2014) argues that a lot of companies rely on the GRI, 

Global Reporting initiative, guidelines, which empathically focus on the disclosure of environmental 

information. This caused that the initial reports contained more environmental information than 

social information and during the time period the social information became more important (Cho et 

al., 2015). Additionally, the research looked at the association between environmental and social 

disclosure with market value and found a significant different effect between environmental and 

social disclosure. The market values the social information provision better than the environmental 

information provision of the disclosure (Cho et al., 2015). A limitation of the study of Cho et al. (2015) 

is that the research takes only industrial firms in account for the sample and as such the results 

cannot be generalized to companies in other industries. In this research the informativeness of the 

single components of a CSR rating on investor decisions are studied, in a sample which contains 

companies from various industries. Therefore, the study uses the following hypothesis, which is 

divided in 3 sub-hypotheses: 

 

H2a: An increase in the environmental aspect of the CSR rating has an impact on cumulative 

abnormal stock returns.  

H2b: An increase in the social aspect of the CSR rating has an impact on cumulative abnormal stock 

returns. 

H2c: An increase in the governance aspect of the CSR rating has an impact on cumulative abnormal 

stock returns. 
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3. Research Methodology 

 This paragraph describes the statistical model used in this thesis. Secondly, it presents the 

methods used for the calculation of the independent and dependent variables. Lastly, the data 

sources for the sample and adjustments to come to the final sample are discussed.  

 

3.1 Statistical Model 

 To assess the influence of CSR rating on investor decisions, this thesis performs an event 

study, to analyze if stock returns of NASDAQ listed companies experience an abnormal trend around 

the announcement dates of CSR ratings. An event study is typically used to study a return behavior of 

a group of companies experiencing a certain event (Kothari & Warner, 2006). In the event study 

panel data is used. Panel data captures the behavior of entities across a period of time. With the 

panel data the abnormal return (ARi,t) and the cumulated abnormal stock returns (CARi,t) were 

calculated. The research calculates ARi,t according to the equation (8), and CARi,t according to the 

equation (9) to (11), presented in 3.2 measurement of the variables. Secondly, the event study 

research the abnormal stock returns around t = 0, the announcement of the CSR ratings, from year 

2012 to 2018. Around t = 0, the research uses four different estimation windows to check the 

robustness of the results. The estimation windows are t = 0, t= -3 to t= +3, t = -5 to t = +5 and t= -10 

to t= +30. The days before the announcement are included in the research to check whether 

investors already have expectations about the CSR ratings and use these expectations to make 

decisions. The days after the announcement are the days taken to capture the market reaction of the 

NASDAQ on the increase in CSR information. The smaller the estimation window, the stronger the 

results could indicate a causal relation between CSR ratings and cumulative abnormal stock returns 

change. A larger estimation window signifies an association between CSR ratings and cumulative 

stock abnormal returns, instead of a causality.  

 To study the information increase of CSR ratings, a traditional statistical method, in which the 

variation between units is estimated, would have the potential for heterogeneity and maximized 

omitted variable bias (Hill et al., 2020). In a fixed effect model the statistical approach only takes the 

variation within units, called within-variance, in consideration to minimize the potential of 

unobserved heterogeneity and omitted variable bias. A fixed effect model makes it possible to 

control for variables which cannot be measured or directly observed, but are constant for a certain 

sample (Allison, 2009; Hill et al., 2020). Keeping several variables constant over time, creates the 

possibility of a fixed effect model to study the effect of a variable that changes over time, CSR ratings 

(Allison, 2009; Hill et al., 2020). The regression equation used in this research is the following: 

            
CARi,t = β0 + β1INT_CSRi,t + β2COMP + β3ROAi,t + β4ROEi,t + β5MTBi,t + β6DIVi,t 

+ ε 
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(1) 

INT_CSRi,t is a dummy variable with value 1 indicating an increase in CSR rating in regard to 

prior year. Value 0 indicates a decrease or a stagnation of INT_CSRi,t. In this research company 

(COMP) is used as fixed effect. COMP contains unobservable aspects as different type of industries or 

variation in company size, which are kept constant, so that the possible changes in this variable does 

not influence the effect of the independent variable INT_CSRi,t on the dependent variable CARi,t. 

Besides, to test hypothesis 1, the analysis controls for three financial ratios; ROAi,t, ROEi,t and MTBi,t, 

and controls for DIVi,t. These controls are further explained in section 3.3 sample selection. For the 

analysis of the second hypothesis, in which the effect of the single CSR components is analyzed, three 

fixed effect models are used as well. Although the single CSR aspects are rated independently and 

would not case multicollinearity, the thesis uses 3 separate fixed effect regression equations, to 

provide more clear results. In the fixed effect regression equations, the independent variables are 

the single CSR rating components dummies, environmental (INT_ENVRI,t), social (INT_SOCRi,t) and 

governance (INT_GOVRI,t). For hypotheses 2, the following regression equation is used: 

 

(2)  

 

 

(3) 

 

 

(4) 

 

3.2 Measurement of the variables 

As indicated by Fama (1970), in an efficient market the company’s stock price reflects all 

available information related to the performance of a company. Investors shall only alter their 

expectations about a company, in which they invested, when unexpected information becomes 

available to the capital market (Fama, 1970). Ball & Brown (1968) used the assumption made by 

Fama (1970) to measure the unexpected change in information on investors decisions. In this thesis, 

the measurement of unexpected change by Ball & Brown (1968) is followed. To calculate the MSCI 

ESG rating, all the different binary datapoints of the key issues, for each firm, each year (CSRn,i,t) are 

added. This is calculated according to the following equations: 

 

T_CSRi,t = ∑ "#$!,#,$%&
!'(         (5) 

CARi,t = β0 +β1INT_ENVRi,t + β2COMP + β3ROAi,t + β4ROEi,t + β5MTBi,t + β6DIVi,t 

+ ε 

 
CARi,t = β0 +β1INT_SOCRi,t + β2COMP + β3ROAi,t + β4ROEi,t + β5MTBi,t + β6DIVi,t 

+ ε 

 
CARi,t = β0 + β1INT_GOVRi,t + β2COMP + β3ROAi,t + β4ROEi,t + β5MTBi,t + β6DIVi,t 

+ ε 
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T_CSRi,t is the total score of all the underlying binary evaluations of n key issues for firm i in 

year t. T_CSRi,t is used to analyze the informativeness of the CSR ratings for investment decisions. 

Therefore, the unexpected part of the CSR rating is calculated, according to the following equation: 

 

CH_CSRi,t = T_CSRi,t – T_CSRi,t-1        (6) 

 

CH_CSRi,t is the unexpected part of the CSR rating, which is calculated by the total CSR rating 

minus the prior year total CSR rating. In the fixed effect model, it is used as a dummy variable 

(INT_CSRi,t). Value 1 indicates a positive CH_CSRi,t, which means that the CSR rating has increased 

compared to prior year and value 0 indicates a negative or neutral CH_CSRi,t, which means that the 

CSR rating has decreased or remained the same, compared to prior year.  For the study regarding 

hypothesis 2, the separate key issues underlying the environmental (ENVRi,t), social (SOCRi,t) and 

governance aspect (GOVRi,t), are summed up. This results in a separate total CSR score for the 

environmental (T_ENVRi,t), social (T_SOCRi,t) and governance aspect (T_GOVRi,t) of a NASDAQ listed 

company each year, which are calculated in the same manner as the T_CSRi,t  (3). T_ENVRi,t consists 

of 10 key issues, T_SOCRi,t of 12 key issues and T_GOVRi,t of 7 key issues. Also, from the three 

separate total scores the unexpected change is calculated and afterwards a dummy variable is 

created (INT_ENVRi,t, INT_SOCRi,t and INT_GOVRi,t), in which value 1 indicates an increase in the 

separate rating in regard to prior year and value 0 a stagnation or decrease in the separate rating. 

 According to the research of Ball & Brown (1968), the investment decision is operationalized 

as abnormal stock return, which is the difference between the actual return (Ri,t) and the expected 

return (ERi,t) that investors earn on an asset. To calculate the abnormal stock return, the research 

follows the Capital Asset Pricing Model (hereafter: CAPM). The CAPM, developed by Sharpe, Treynor, 

Lintner and Mossin in the early 1960s, is a financial model which takes the relation between 

systematic risk and expected return, of a capital market, in consideration. The CAPM is based on the 

idea that not all risks affect the share price, especially a risk that can be diversified due to other 

investments in a portfolio, is not a risk essentially. This is called an unsystematic or specific risk. A 

systematic risk, a risk that cannot be diversified away from the whole capital market, has always an 

influence on the expected return of a company’s share (Perold, 2004). The expected return is 

calculated as follows (Jeong & Yoo, 2015): 

 

ERi,t = Rf,t + βi(ERm – Rf,t)        (7) 

 

ERi,t is the expected return for a share in company i at the time t, which is in days. Rf,t is the 

risk-free rate on time t, which accounts for the rate of return on an investment that would be 
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received with zero risk. βi, is the coefficient which captures the sensitivity of asset i on the security 

market, also described as the risk that an investment contains. (ERm – Rf,t) is calculated by taking the 

equal weighted market return of the NASDAQ (ERm) minus the risk-free rate (Rf,t) on time t. It 

captures the market risk premium of the overall equity market. It determines the differences 

between the risk-free rate (Rf,t) and the expected return (ERi,t). Secondly, the actual return (Ri,t) is 

calculated according to the following equation (Jeong & Yoo (2015): 

Ri,t = )!,#$)!,#$%)!,#$%
          (8) 

 

Ri,t is calculated by using the stock price of a company i at time t, in days, (Pi,t) minus the stock 

price of a company i at time t - 1 (Pi,t-1). It is divided Pi,t-1. The subsequent step is to calculate the 

abnormal share return, according to the following equation:  

 

 ARi,t = Ri,t – ERi,t          (9) 

 

ARi,t is the abnormal stock return for company i on time t, which is in days. Ri,t is the actual 

return for firm i on time t, in days. To be able to use the ARi,t with the CSR ratings, the research 

calculates the CARi,t. It is calculated for the various estimation windows according to the following 

equations (Jeong & Yoo, 2015): 

 

CAR1i,t = ∑ %$#,$*
$'*          (10) 

CAR3i,t = ∑ %$#,$+
$',+          (11) 

CAR5i,t = ∑ %$#,$-
$',-          (12) 

CAR10i,t = ∑ %$#,$+*
$',(*         (13) 

 

CARi,t is the cumulative abnormal stock return for company i in different estimation windows 

of; t = 0 (8), t= -3 to t= +3 (9), t = -5 to t = +5 (10) and t= -10 to t= +30 (11). On t = 0 the 

announcement of that year new CSR rankings is made. The exact date of the announcement differs 

for the period 2012 to 2018, but the announcement is made around the last weeks of October and 

the first weeks of November. CARi,t is calculated for every separate estimation window, as the sum of 

the abnormal stock return (ARi,t) of the days included in the time window. 
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3.3 Sample selection 

To measure the relation between CSR ratings and the investor decisions, the research uses 

panel data. The first part of the panel data consists of the CSR ratings from Morgan Stanley Capital 

International Environmental, Social and Governance index (hereafter: MSCI ESG). MSCI ESG Index 

assess thousands of datapoints, analyzed by MSCI ESG and classified across 35 key issues, focusing on 

the intersection between a company’s core business and the industry issues that create significant 

risks and opportunities for the company. Key issues are criteria’s that MSCI ESG uses to analyze the 

CSR performance of a company (MSCI ESG Research, 2020). The datapoints are obtained by publicly 

available information from listed companies, such as 10-K reports, 8-K reports and sustainable 

reports. All the obtained data points are binary evaluated. Value 0 indicates neutral, the company is 

not performing bad on a specific key issue. Value 1 means that a company performs accordingly to 

the key issues (Awaysheh, 2020). For instance, for a carbon footprint key issue, value 0 indicates that 

the company has no policies or regulations to reduce the carbon footprint and value 1 indicates that 

the company has designed policies and regulations to reduce the carbon footprint of the company. 

Examples of other key issues are green building, reducing water pollution, no child labor or board 

diversity. MSCI ESG Research (2020) indicates that the MSCI ESG Ratings are created to help investors 

and future investors to understand the ESG risk and opportunities. Thereafter these factors are 

integrated into the investor’s portfolio construction and management process. The MSCI ESG Rating 

is not fully available, but the underlying binary evaluations are available through Wharton Research 

Data service (hereafter: WRDS). Via WRDS the MSCI ESG KLD STATS, formerly known as the Kinder, 

Lydenberg and Domini databases, are accessible. The data from the NASDAQ listed companies, for 

the period 2012-2018, is extracted, which amounts in 198,940 key issue year observations. This 

contributes to 812 firms analyzed over 35 key issues. These 35 key issues are related the MSCI ESG 

Rating and other key issues of MSCI ESG KLD STATS are excluded in the research, conform Dhaliwal et 

al. (2011). For the other NASDAQ listed companies, no binary evaluations of the key issues were 

available in the MSCI ESG KLD STATS database for the period 2012 to 2018. Afterwards, this study 

uses a 70% binary score key issue benchmark. Key issues with more than 30% missing values were 

removed from the sample. 6 key issues did not meet the 70% binary score benchmark and were 

removed from the research sample. These key issues are; Recycling, Climate change vulnerability, 

Chemical safety, Community relations, Access to communication and Tax transparency. After 

removing the 6 key issues, the research consists of 812 NASDAQ listed firms evaluated over 29 key 

issues for the period 2012 to 2018. The total research sample consist of 164,836 key issue year 

observations. MSCI ESG has a significant number of missing values, due to not available information 

of the evaluated companies. The remaining missing values included in the total research sample 

were replaced by value 2, which were not included to count the total CSR rating. Eventually, for the 
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CSR data the actual dates of the press releases (DatePRi,t) were added to the sample, in which MSCI 

ESG announced the CSR ratings for that specific year. The dates of the press releases are manually 

obtained from the website of MSCI ESG (MSCI ESG Research, 2020).  

The second part of the panel data consist of the abnormal stock return (ARi,t) of the NASDAQ 

listed companies. For the calculation of ARi,t  (9), the underlying stock prices (Pi,t) were found in the 

Center for Research in Security Prices database (hereafter: CRSP), via WRDS. CRSP contains the most 

extensive database of security prices, volume data and returns for the leading stock markets. In this 

thesis the daily stock price is obtained for the sample of listed NASDAQ companies for the period 

2012-2018, to calculate the actual daily stock return (Ri,t) (8). For the calculation of the expected daily 

stock return (ERi,t) (7), the data of the risk-free rate (Rf,t), which are the T-bill rates for the NASDAQ, 

for CAPM formula is gathered as well from CRSP, the beta (βi) is estimated for the NASDAQ based on 

the NASDAQ stock prices, which are gathered from Yahoo Finance. Afterwards, the missing values of 

companies CARi,t were removed and merged the CARi,t data with the CSR rating data (INT_CSRi,t, 

INT_ENVRi,t, INT_SOCRi,t and INT_GOVRi,t), the sample consist of 812 NASDAQ listed companies .  

To increase the internal validity of the research between CSR ratings (T_CSRi,t) and 

cumulative abnormal stock returns (CARi,t), the study uses several control variables. The research 

controls for market-to-book ratio (MTBi,t), return on equity (ROEi,t) and return on assets (ROAi,t). MTB 

is the measurement of the value of a stock, calculated by dividing the stock price by the book value 

of the stock. A higher MTB has an inverse effect on stock returns. The ROE is a performance measure 

of a company, which is the net income divided by total shareholders’ equity. A higher ROE is related 

to a higher stock return. The ROA, net income divided by the total amount of assets, shows how 

efficient a company can use its assets to generate profit. The higher the ROA, the higher the stock 

return (Chiu et al., 2020). The three financial control variables were gathered from CRSP/Compustat 

Merged. Furthermore, the research controls for dividend payout ratio paid by a company (DIVi,t), 

percentage of profit paid by a company per share. At the time a dividend is paid to the shareholders, 

the stock price reduces and it will affect the actual stock return (Ball & Brown, 1968). The data of 

DIVi,t is gathered from CRSP/Compustat Merged. Besides the control variables, the research uses 

fixed effects. Fixed effects are used for variables which are not directly observable or measurable, 

but should be controlled for in the research to mitigate endogeneity. Company (COMP) is fixed to 

control for the changes in company related aspects. For instance, Lee & Wu (2015) proved that the 

market keeps more track on larger company’s than on smaller companies. For COMP, total asset data 

is collected from Compustat. A dummy variable is created for COMP, with a different dummy for 

each company included in the research (Cho et al., 2015, Jeong & Yoo, 2015). Lastly, the CARi,t, CSR 

ratings, control variables and fixed effects data was merged in a sample of 704 NASDAQ listed 

companies with 3.078 observations. Only companies with data observations for every year included 
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in the research, 2012 to 2018, are kept in the final research sample. In the final sample six of the ten 

industries included in the NASDAQ, are in the sample. The sample is divided as follows; 341 

companies in ‘Technology’, 137 companies in ‘Consumer Service’, 75 companies in ‘Health Care’, 57 

companies in ‘Financial Services’, 55 companies in ‘Industrial Services’ and 39 companies in 

‘Consumer Goods’. Therefore, the results have a higher generalizability than previous studies, who 

focused on a single industry (Cho et al., 2015). ‘Utility services’, ‘Telecommunication’, ‘Oil and Gas’ 

and ‘Basis Materials’ are the not represented industries of the NASDAQ, due to incomplete binary 

CSR evaluations. In appendix 3 a table is included with all the used variables in the various fixed 

effect regression models. 
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4. Results 

 In this paragraph the results of the fixed effect regression model are discussed. First, in 

appendix 2, the correlation matrix is included for all the variables used in the fixed effect regression 

model, to test for multicollinearity. Secondly, in appendix 2 the descriptive statistics are presented, 

which are briefly discussed. Thirdly, table 1 is discussed, which contains the cumulative abnormal 

stock returns from 2012 to 2018 around the announcement date (t = 0) of the CSR ratings, for four 

different estimation windows. Table 2 contains the statistical results of the fixed effect regression 

model used to test hypothesis 1. Lastly, table 3, 4 and 5 are discussed which contains the statistical 

results for hypothesis 2a-c. 

 
 
4.1 Descriptive statistics 

 In appendix 1 table 6 the descriptive statistics are presented. First, in panel B of table 6 the 

NASDAQ listed companies, included in the research sample, are presented. The research sample 

consist of 704 NASDAQ listed companies spread over six industries. 341 companies belong to the 

industry ‘Technology’, 137 companies to ‘Consumer Service’, 75 companies to ‘Health Care’, 57 

companies to ‘Financial Services’, 55 companies to ‘Industrial Services’ and 39 companies to 

‘Consumer Goods’. Therefore, the found results in the fixed effect regression models are 

generalizable to six of the ten industries included in the NASDAQ. Secondly, in table panel A the 

descriptive statistics of the used variables are shown. The independent variables (INT_CSR, 

INT_ENVR, INT_SOCR and INT_GOVR) all have 3,983 observations. The mean for the independent 

variables is low, with values between 0.029 to 0.114. This signifies that the included companies in the 

research sample have an average CSR rating between 0.029 to 0.114. The means are low, because 

the research only looks to the increase in CSR rating or increase in a single CSR rating aspect, which 

has a much smaller range of values than looking to the total CSR rating or aspect of the CSR rating. 

This is conform the research of Cheng et al (2013), who also had a low CSR mean. Besides, the 

medians of the four independent variables are all 0.000, which is lower than the means. In this 

research it is probably caused by only a few companies with an increase in CSR rating or in an aspect 

of the CSR rating. These companies had a value 1 and the majority of the companies had no increase 

in CSR rating and got a value 0.  

 Lastly, the dependent variables (CAR1, CAR3, CAR5 and CAR10) are calculated for 12.574 

observations and have a slight positive mean for CAR1 and CAR5 and slight negative mean for CAR3 

and CAR10. The means of the different CAR are in line with the medians of the CAR estimations. This 

could indicate that the cumulative abnormal stock returns are properly estimated. This is according 

to the research of Chiu et al. (2020), who found a mean and median as well in line with each other   
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Table 1: Cumulative Abnormal Stock Returns using various estimation windows 

 
 
 
 
 
 
  
and around 0.000. Furthermore, as the estimated window for the CAR increases, the standard 

deviation and the range between the minimum and maximum value increase. This is according to the 

results of Chiu et al. (2020).  

 
 
4.2 Cumulative abnormal stock return 

In table 1 the estimations of cumulative abnormal stock returns (CARi,t) are presented. As the 

thesis looks to the complete sample, 2012 to 2018 included, there is only a significant CARi,t  for the 

estimation window of 10 days, which is t = -10 to t = +30 around the announcement date (t = 0). The 

CARi,t has a coefficient of -2.735% with a p-value of p = 0.030, significant at 0.05 significance level (p < 

0.05). This signifies an underperformance of the share, actual return lower than expected return 

(Jeong & Yoo, 2011), by -2.735% for the 10-day estimation window. For the other estimation 

windows, 1 day (t = 0), 3 days (t= -3 to t= +3) and 5 days (t= -5 to t= +5), there are no significant CARi,t 

at a significance level of p = 0.1 (p < 0.1).  

 Furthermore, the thesis looks to the different estimations of CARi,t for each separate 

year from 2012 to 2018. The results in table 1 show that only in 2012 and 2014 there were no 

Estimation 
window 

 
1 day (%) 

 
3 days (%) 

 
5 days (%) 

 
10 days (%) 

Years     

Complete 
sample 

0.023 
(0.137) 

-0.378 
(0.413) 

0.312 
(0.496) 

-2.735** 
(1.262) 

2012 -0.127 
(0.850) 

-2.678 
(2.937) 

1.295 
(3.641) 

-6.535 
(7.848) 

2013 -0.677*** 
(0.095) 

-1.394*** 
(0.293) 

-1.851*** 
(0.345) 

-2.878** 
(1.145) 

2014 0.022 
(0.089) 

0.397 
(0.701) 

0.733 
(0.664) 

-1.256 
(0.811) 

2015 -1.099*** 
(0.085) 

-2.472*** 
(0.514) 

-1.704*** 
(0.590) 

1.722 
(5.000) 

2016 1.518*** 
(0.111) 

6.624*** 
(0.939) 

6.267*** 
(0.931) 

3.932** 
(1.608) 

2017 0.717 
(0.539) 

-0.885 
(0.628) 

-0.081 
(0.692) 

-3.269** 
(1.310) 

2018 -0.431*** 
(0.094) 

-2.692*** 
(0.322) 

-2.418*** 
(0.609) 

-10.275*** 
(1.719) 

Note: Table 1 presents the Cumulative Abnormal Stock Returns (CARi,t) for 812 NASDAQ listed companies from 
2012 to 2018, with the standard error between parentheses. The CARi,t is calculated according to the Capital Asset 
Pricing model (CAPM), explained in 3.2 Measurement of variables. CARi,t is estimated for four different estimation 
windows to check the robustness of the results. CARi,t is the dependent variable used in the fixed effect regression 
model, to study the impact of the increase in CSR ratings on investment decisions. The CARi,t coefficient is presented 
with the standard deviation between parentheses, both as percentage (%). *** p < 0.01, ** p < 0.05, * p < 0.1. 
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significant CARi,t. In all other years, CARi,t is significant at significance level of 0.05 (p < 0.05) and 0.01 

(p < 0.01). Every calculated significant CARi,t, for various estimation windows are negative, except for 

the CARi,t calculated in year 2016. For the negative CARi,t years, it may indicate that the expected 

return is fairly high, compared to the actual return, or that the actual return is quite low, compared 

to the expected return. The expected return is determined by the beta (β) and the market return, 

which may be driven by market optimism. This means that market expects that positive results will 

continue for an extended time period (Jeong & Yoo, 2011; Chiu et al., 2020), which increase the 

expected return. The actual return is influenced by company specific aspects, such as poor financial 

company performance or poor corporate governance (Dhaoui & Khraief, 2014). An explanation for 

the positive CARi,t in 2016, is that the market return is influenced by a pessimistic market, which 

decreased the expected return. A pessimistic market is a market with more expectations for negative 

events than positive events (Dhaoui & Khraief, 2014). The actual return is influenced, such as for a 

negative CARi,t, by company specific aspects, but then positive aspects. Besides, in table 1 the most 

significant CARi,t are found in the 3 smallest estimation windows. Lane & Jacobsen (1995) explain that 

this is an indication of a reasonably efficient market, in which the available information is captured in 

the stock price of a company share, in the days around the announcement.  

 

 
4.3 Total CSR rating 

 In order to test hypothesis 1, an increase in CSR rating has a positive impact on cumulative 

abnormal stock returns, a fixed effect regression model is performed on 704 NASDAQ listed 

companies, in which the CARi,t estimations from table 1 are used. The test of the CARi,t calculation is 

insufficient to answer hypothesis 1, because it does not control for other variables that could 

influence the relation between CSR rating and CARi,t. A fixed effect regression model controls for 

other variables and endogeneity concerns, by only analyzing the within variance. Results of the test 

are presented in table 2. In table 2 the independent variable is the increase in CSR rating (INT_CSRi,t), 

which is tested for 4 models, with each another estimation window. INT_CSRi,t is significant for the 

four models at a significance level of 0.05 (p < 0.05) or 0.01 (p < 0.01). The impact of INT_CSRi,t on 

CARi,t has a coefficient from -0.603%, for model 1 with a 1-day estimation window, to -1.689% for  

model 4 with a 10-day estimation window. This means that in all the four models, CSR ratings 

negatively impact CARi,t. Therefore, hypothesis 1, whether INT_CSRi,t has a positive impact on  CARi,t 

is not accepted. There is a significant impact, but the impact is negative. The results could indicate 

that investors think that CSR ratings are a waste of liquid asset or ‘greenwashing’, creating an 

ecologic responsible company image that does not corresponds with reality, as Khan et al. (2012) 

called it. It may create skepticism among investors, in which they doubt companies’ information. It 
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Table 2: Fixed effects model explaining cumulative abnormal stock returns using an increase in the total CSR rating  

 
 

Dependent = Cumulative 
abnormal stock return 

Model 1 
1 day Estimation 

Window 

Model 2 
3 days Estimation 

Window 

Model 3 
5 days Estimation 

Window 

Model 4 
10 days Estimation 

Window 
Key Independent variable:     

Increase in CSR rating 
(1=Yes)  
(%) 

-0.603*** 
(0.134) 

 

-1.062** 
(0.514) 

 

-1.266*** 
(0.447) 

 

-1.689*** 
(0.604) 

 
Control variables:     

Return on Assets (%) 
-2.041 
(2.394) 

 

-2.186 
(4.789) 

 

-5.211 
(4.160) 

 

-11.010* 
(5.573) 

 

Return on Equity (%) 
-0.036 
(0.107) 

 

-0.185* 
(0.102) 

 

-0.086 
(0.095) 

 

-0.884*** 
(0.132) 

 

Market-to-Book  
(%) 

-0.121 
(0.351) 

 

2.499** 
(1.240) 

 

4.750*** 
(1.253) 

 

10.012*** 
(2.332) 

 

Dividend Payout  
(%) 

-0.003 
(0.451) 

 

-0.016 
(0.000) 

 

-0.048 
(0.017) 

 

-2.497 
(1.738) 

 
Fixed effects:     

Company fixed effects Yes Yes Yes Yes 
Within R squared  0.009 0.006 0.015 0.028 
Between R squared 0.002 0.003 0.004 0.000 
Overall R squared 0.005 0.004 0.009 0.003 
Number of observations 3,078 3,078 3,078 3,078 
Number of companies 704 704 704 704 
Note: Table 2 presents the fixed effect regression model for 704 NASDAQ listed companies from 2012 to 2018. The dependent variable is the Cumulative Abnormal Stock 
Return (CARi,t), calculated according the Capital Asset Pricing Model (CAPM) described in 3.2 Measurement of variables. The independent variable is the increase in CSR 
rating (INT_CSRi,), the total sum of 29 key issue binary evaluations from MSCI ESG relative to the prior year total sum of 29 key issue binary evaluations. The control 
variables are; Return on Assets (ROAi,t), company’s efficiency to use asset to generate profit, Return on Equity (ROEi,t), performance measurement of a company, Market-
to-Book (MTBi,t), measures of stock value, and Dividend Payout (DIVi,t), percentage of profit paid by a company per share. Company is used as a fixed effect, which 
controls for the unobservable changes in the variable company. The fixed effect regression coefficient is presented as a percentage, with the robust standard error between 
parentheses, both as percentage (%). *** p < 0.01, ** p < 0.05, * p < 0.1. 
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will affect the company’s stock price and as consequence the actual return decreases (Yu et al., 

2017). Additionally, by wasting liquid assets, companies have higher CSR expenses and a lower profit, 

and therefore these companies are less attractive for investors, according to this thesis and Yu et al. 

(2017). Additionally, by wasting liquid assets, companies have higher CSR expenses and a lower 

profit, and therefore these companies are less attractive for investors, according to this thesis and Yu 

et al. (2017). Furthermore, the results are in line with Cheng et al. (2014) and Chiu et al. (2020). They 

indicate that firms have negative stock returns after the announcement of the CSR ratings. This leads 

to negative attitudes of investors, as they believe that expenses incurred for CSR activities after 

publication of the CSR ratings, may damage shareholders’ equity (Chiu et al., 2020). The higher the 

rating, the more negative the effect of CSR rating is on abnormal return (Hartzmark & Sussman, 

2019).  

 The results presented in table 2 are tested on the robustness by using various estimation 

window models. The results are robust, due to significant and negative results for all four models 

used, which could indicate effect stability and a reduced model uncertainty, whether there are 

mistakes made in the estimation models (Durlauf et al., 2012). 

Besides, the company fixed effect, various control variables are included in the fixed effect 

regression model to test hypothesis 1. The financial control variables are according to the research of 

Chiu et al. (2020) and Cho et al. (2015). The Return on Assets (ROAi,t) is only significant for model 4 at 

0.05 significance level (p < 0.05), with a coefficient of -11.010% and a p-value of 0.049. This signifies 

that an increase in ROAi,t negatively effects the cumulative abnormal stock return by 11.010%. The 

Return on Equity (ROEi,t) is for all four models negative, but only significant for model 2, at 0.1 

significance level (p < 0.1), and model 4, at a 0.01 significance level (p < 0.01). This is not in line with 

Tsoutsoura (2004), who found that CSR increased the ROEi,t. An increase in ROEi,t, decrease the CARi,t 

with -0.185%, for model 2, to -0.884%, for model 4. The last financial control variable is Market-to-

Book (MTBi,t), which is significant for model 2, model 3 and model 4. Model 2 is significant at a 0.05 

significance level (p < 0.05) and has a MTBi,t coefficient of 2.499% with a p-value of 0.044. Model 3 

and model 4 are both significant at a significance level of 0.01 (p < 0.01). Model 3 and model 4 have a 

positive coefficient of 4.750% and 10.012%. A greater MTBi,t, provides a greater CARi,t. This is 

according to the research of Chiu et al. (2020). The control variable Dividend Payout (DIVi,t) is not 

significant for one of the four models.  

 
 
4.4 Environmental Rating 

In table 3, the fixed effect regression model results are presented to test hypothesis 2a, an 

increase in the environmental aspect of the CSR rating has an impact on cumulative abnormal stock  
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Table 3: Fixed effects model explaining cumulative abnormal stock returns using an increase in the environmental aspect of the CSR rating 
Dependent = Cumulative 

abnormal stock return 

Model 1 
1 day Estimation  

Window 

Model 2 
3 days Estimation  

Window 

Model 3 
5 days Estimation  

Window 

Model 4 
10 days Estimation  

Window 
Key Independent variable:     

Increase in 
Environmental rating 
(1=Yes) (%) 

-0.124 
(0.241) 

 

1.469  
(2.312) 

 

-0.897  
(0.958) 

 

-0.107  
(1.334) 

 
Control variables:     

Return on Assets 
(%) 

-2.130  
(2.476) 

 

-2.514  
(4.932) 

 

-5.330  
(4.257) 

 

-11.281**  
(5.634) 

 

Return on Equity 
(%) 

-0.025  
(0.109) 

 

-0.167  
(0.106) 

 

-0.061  
(0.096) 

 

-0.851***  
(0.129) 

 

Market to Book 
(%) 

-0.198  
(0.350) 

 

2.413*  
(1.246) 

 

4.567***  
(1.265) 

 

9.803***  
(2.378) 

 

Dividend Payout  
(%) 

-0.002**  
(0.001) 

 

-0.015  
(0.009) 

 

-0.047***  
(0.017) 

 

-0.049  
(0.022) 

 
Fixed effects:     

Company fixed effects Yes Yes Yes Yes 
Within R squared  0.002 0.004 0.012 0.026 
Between R squared 0.001 0.003 0.005 0.000 
Overall R squared 0.002 0.004 0.008 0.003 
Number of observations 3,078 3,078 3,078 3,078 
Number of companies 704 704 704 704 
Note: Table 3 presents the fixed effect regression model for 704 NASDAQ listed companies from 2012 to 2018. The dependent variable is the Cumulative Abnormal Stock 
Return (CARi,t), calculated according the Capital Asset Pricing Model (CAPM) described in 3.2 Measurement of variables. The independent variable is the increase in 
environmental rating (INT_ENVRi,t), the total sum of 10 environmental key issue binary evaluations from MSCI ESG relative to the prior year total sum of 10 environmental 
key issue binary evaluations. The control variables are; Return on Assets (ROAi,t), company’s efficiency to use asset to generate profit, Return on Equity (ROEi,t), 
performance measurement of a company, Market-to-Book (MTBi,t), measures of stock value, and Dividend Payout (DIVi,t), percentage of profit paid by a company per share. 
Company is used as a fixed effect, which controls for the unobservable changes in the variable company. The fixed effect regression coefficient is presented as a percentage, 
with the robust standard error between parentheses, both as percentage (%). *** p < 0.01, ** p < 0.05, * p < 0.1. 
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returns. The relation between the independent variable, increase in environmental rating 

(INT_ENVRi,t), and CARi,t is tested by using 4 different models to check the robustness of the results. 

These models are the same as for the statistical analysis of INT_CSRi,t. As indicated in table 3, 

INT_ENVRi,t  is not significant for either one of the four models at a significance level of 0.1 (p < 0.1).   

INT_ENVRi,t  has no effect on CARi,t by 90% confidence interval. Therefore, hypothesis 2a is 

not accepted. Investors do not value the environmental aspect of the CSR rating as important for 

decision making. The results are not in line with the research of Cheng et al. (2014), who found a 

significant and negative effect of the environmental aspect. The results are in accordance with Cho et 

al. (2020). They found that investors do not value environmental aspects of CSR. A potential 

explanation is that the used fixed effect regression model does not control for the company’s 

environmental performance in the research sample. Companies with higher environmental 

performance in the research time interval from 2012 to 2018, will have a less chance to have an 

increase in environmental aspect of the CSR rating. This reduces the chance for a significant effect 

(Patten, 2002). Furthermore, the results are in line with Hartzmark & Sussman (2019) who found a 

not significant effect of environmental ratings on investors. This may signify that in the research 

sample, the amount of interested investors in environmental ratings is too small or that investor 

already reacted on the environmental information in CSR reports or annual reports, disclosed by a 

company. MSCI ESG uses the company’s disclosed environmental information to produce the 

environmental aspect of the CSR ratings (Khan et al., 2012).  

Secondly, the influence of the control variables, in hypothesis 2a, on CARi,t is according to the 

control variables regression results of hypothesis 1, presented in table 2. The results of the control 

variables only differ in the effect of Dividend Payout (DIVi,t) on CARi,t. In the fixed effect regression 

model of INT_ENVRi,t on CARi,t, the control variable DIVi,t is significant for model 1 and model 3. 

Model 1 is significant at a 0.05 significance level (p < 0.05), with an INT_ENVRi,t coefficient of -0.002% 

and a p-value of p = 0.039 and model 3 is significant at a significance level of 0.01 (p < 0.01), with an 

INT_ENVRi,t coefficient of -0.047% and a p-value of 0.007. This corresponds with the research of Ball 

& Brown (1968). At the time a dividend is paid, it reduces the actual return of a share.  

 

 

4.5 Social rating 

  To test hypothesis 2b, an increase in the social aspect of the CSR rating has an impact on 

cumulative abnormal stock returns, a fixed effect regression model is performed on 704 NASDAQ 

listed companies with company as fixed effect. The impact of the independent variable, increase in 

social rating (INT_SOCRi,t), is studied on the dependent variable, CARi,t, by using 4 models as in the 

previous tests. Table 4 presents the results of the performed fixed effect regression model.  
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Table 4: Fixed effects model explaining cumulative abnormal stock returns using an increase in the social aspect of the CSR rating 

Dependent = Cumulative 
abnormal stock return 

Model 1 
1 day Estimation 

Window 

Model 2 
3 days Estimation 

Window 

Model 3 
5 days Estimation 

Window 

Model 4 
10 days Estimation 

Window 
Key Independent variable:     

Increase in Social 
rating (1=Yes) 
(%) 

-0.298*  
(0.160) 

 

-0.764  
(0.521) 

 

-0.658 
(0.594) 

 

-0.502  
(0.801) 

 
Control variables:     

Return on Assets 
(%) 

-2.103  
(2.472) 

 

-2.263  
(4.913) 

 

-5.336  
(4.271) 

 

-11.226**  
(5.638) 

 

Return on Equity 
(%) 

-0.027  
(0.109) 

 

-0.172  
(0.107) 

 

-0.068  
(0.098) 

 

-0.856***  
(0.130) 

 

Market to Book 
(%) 

-0.172  
(0.353) 

 

2.427*  
(1.250) 

 

4.644***  
(1.268) 

 

9.844***  
(2.368) 

 

Dividend Payout  
(%) 

-0.002**  
(0.001) 

 

-0.197  
(1.102) 

 

-0.047***  
(1.024) 

 

-0.048  
(1.760) 

 
Fixed effects:     

Company fixed effects Yes Yes Yes Yes 
Within R squared  0.003 0.004 0.013 0.026 
Between R squared 0.001 0.003 0.005 0.000 
Overall R squared 0.002 0.004 0.008 0.003 
Number of observations 3,078 3,078 3,078 3,078 
Number of companies 704 704 704 704 
Note: Table 4 presents the fixed effect regression model for 704 NASDAQ listed companies from 2012 to 2018. The dependent variable is the Cumulative Abnormal Stock 
Return (CARi,t), calculated according the Capital Asset Pricing Model (CAPM) described in 3.2 Measurement of variables. The independent variable is the increase in social 
rating (INT_SOCRi,t), the total sum of 12 social key issue binary evaluations from MSCI ESG relative to the prior year total sum of 12 social key issue binary evaluations. 
The control variables are; Return on Assets (ROAi,t), company’s efficiency to use asset to generate profit, Return on Equity (ROEi,t), performance measurement of a 
company, Market-to-Book (MTBi,t), measures of stock value, and Dividend Payout (DIVi,t), percentage of profit paid by a company per share. Company is used as a fixed 
effect, which controls for the unobservable changes in the variable company. The fixed effect regression coefficient is presented as a percentage, with the robust standard 
error between parentheses, both as percentage (%). *** p < 0.01, ** p < 0.05, * p < 0.1. 
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INT_SOCRi,t is only significant for model 1 at a significance level of 0.1 (p < 0.1). Model 1 has an 

INT_SOCRi,t coefficient of -0.298% with a p-value of 0.063. As the social aspect of the CSR rating 

increases, the CARi,t decreases with 0.298%. The result of model 1 is conform the research of Cho et 

al. (2015), who found a significant and negative effect of the social aspect of CSR on the market 

return, which means that the market negatively values this information provision. The other three 

models are not significant and not in line with Cho et al. (2015). For the three models’ social ratings, 

such as regulations for employees related to human capital development or labor management, do 

not influence the investor. Richardson & Welker (2001) indicate that only socially conscious investors 

are focused on the social performance of a company and are willing to pay a premium for a share of 

a socially responsible company. The used fixed effect regression models do not control for the social 

investors. Secondly, the same as for the environmental rating, a company reports on the social 

aspect already for several years. Therefore, an investor could already react on the disclosed social 

information in a company’s CSR or annual report and then the CSR rating will not be informative for 

the investor.   

 The robustness of the results for the social aspect are rather in dispute, due to one model 

with significant results, compared to the other not significant results. This may indicate 

measurement error or the use of wrong data.  

 Furthermore, the used control variables in the fixed effect regression model are in line with 

the control variables presented in table 3. The same control variables are significant in the fixed 

effect regression model of INT_ENVRi,t, as for the fixed effect regression model of INT_SOCRi,t and the 

coefficients are comparable in strength. Therefore, the results are in line with Cho et al. (2020), Chiu 

et al. (2020) and Ball & Brown (1968). 

 

 

4.6 Governmental rating 
 For hypothesis 2c, an increase in the governance aspect of the CSR rating has an impact on 

cumulative abnormal stock returns, a fixed effect regression model is performed on 704 NASDAQ 

listed companies, in which company is used as a fixed effect. The results of this fixed effect 

regression model are presented in table 5. The independent variable, increase in governance rating 

(INT_GOVRi,t), is tested on the dependent variable, cumulative abnormal stock return (CARi,t). All four 

models are significant at a significance level of 0.01 (p < 0.01). The results show that the found 

significant effect is robust for the various estimation window models, which reduces the chance of 

biased results. Model 1 has an INT_GOVRi,t coefficient of -0.883% with a p-value of 0.000. Model 2 

has an INT_GOVRi,t coefficient of -1.832% with a p-value of 0.000. Model 3 and model 4 have an 

INT_GOVRi,t coefficient of -1.451% and -3.109% with a p-value of 0.005 and 0.001. The bigger the 
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Table 5: Fixed effects model explaining cumulative abnormal stock returns using an increase in the governance aspect of the CSR rating 

 

Dependent = Cumulative 
abnormal stock return 

Model 1 
1 day Estimation 

Window 

Model 2 
3 days Estimation 

Window 

Model 3 
5 days Estimation 

Window 

Model 4 
10 days Estimation 

Window 
Key Independent variable:     

Increase in 
Governance rating 
(1=Yes) (%) 

-0.883***  
(0.170) 

 

-1.832***  
(0.477) 

 

-1.451***  
(0.520) 

 

-3.109***  
(0.890) 

 
Control variables:     

Return on Assets 
(%) 

-2.049  
(2.454) 

 

-2.170  
(4.801) 

 

-5.270  
(4.214) 

 

-10.964**  
(0.890) 

 

Return on Equity 
(%) 

-0.030  
(0.111) 

 

-0.177*  
(0.102) 

 

-0.071  
(0.095) 

 

-0.871***  
(0.133) 

Market to Book 
(%) 

-0.135  
(0.346) 

 

2.495**  
(1.224) 

 

4.694***  
(1.254) 

 

10.019***  
(2.350) 

Dividend Pay out  
(%) 

-0.002**  
(0.001) 

 

-0.015*  
(0.009) 

 

-0.047***  
(0.017) 

 

-0.049** 
(0.021) 

 
Fixed effects:     

Company fixed effects Yes Yes Yes Yes 
Within R squared  0.013 0.007 0.014 0.031 
Between R squared 0.001 0.003 0.005 0.000 
Overall R squared 0.007 0.005 0.009 0.003 
Number of observations 3,078 3,078 3,078 3,078 
Number of companies 704 704 704 704 
Note: Table 5 presents the fixed effect regression model for 704 NASDAQ listed companies from 2012 to 2018. The dependent variable is the Cumulative Abnormal Stock 
Return (CARi,t), calculated according the Capital Asset Pricing Model (CAPM) described in 3.2 Measurement of variables. The independent variable is the increase in 
governance rating (INT_GOVRi,t), the total sum of 7 governance key issue binary evaluations from MSCI ESG relative to the prior year total sum of 7 governance key issue 
binary evaluations. The control variables are; Return on Assets (ROAi,t), company’s efficiency to use asset to generate profit, Return on Equity (ROEi,t), performance 
measurement of a company, Market-to-Book (MTBi,t), measures of stock value, and Dividend Payout (DIVi,t), percentage of profit paid by a company per share. Company is 
used as a fixed effect, which controls for the unobservable changes in the variable company. The fixed effect regression coefficient is presented as a percentage, with the 
robust standard error between parentheses, both as percentage (%). *** p < 0.01, ** p < 0.05, * p < 0.1. 
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estimation window becomes, the greater the negative influence of INT_GOVRi,t is on CARi,t. The 

results presented in table 5 indicate that hypothesis 2c is accepted for all four models. These results 

are in line with Chiu et al. (2020). They found negative stock returns on the announcement date of 

the governmental aspect of the CSR rating in various estimation windows. Cheng et al. (2014) found 

as well, for the governmental aspect, a highly significant and negative effect on share returns. The 

found results could be explained by the line of reasoning of Cremers & Nair (2006), who indicated 

that the government aspect consist of aspects, that investors perceive as internal and external 

governance aspects. External governance aspects are aspects, such as director independence and 

transparency. Investors perceive these aspects as important aspects to increase the company’s 

transparency towards the stakeholders. The internal governance aspects are perceived by the 

investors as governance aspects in the interest of management and not in the interest of 

stakeholders (Cremer & Nair, 2006). Examples of internal governance aspects are board-

remuneration or business ethics, in which a company has rules and policies in the favor of 

management to provide management with higher remuneration or ultimate power (Cremers & Nair, 

2006). The internal governance aspect adversely affects the perceived risk by an investor. Therefore, 

as the governance aspect of the CSR rating increases and investors do not notice any improvement in 

a favorable relation with the company, investors may experience it as an increase in internal 

governance aspects. It negatively affects the perceived risk and eventually the actual return. The 

explanation of Cremers & Nair (2006) is conform this thesis that an increase in the governance aspect 

of the CSR rating, negatively affects the CARi,t. Secondly, Cremers & Nair (2006) found that political 

accountability, negatively affected CARi,t, because investors might experience political involvement as 

a disadvantage for the growth opportunity of a company. Therefore, the investors’ reaction is 

negative.  

 Secondly, in the fixed effect regression model, to test hypothesis 2c, the same control 

variables are used. The statistical results are the same as in the previous tables. The only difference is 

for the Dividend Payout (DIVi,t). DIVi,t is significant for all four models, as in the previous tables it was 

only significant for two of the four models.  Although, the DIVi,t coefficient is in line with previous 

results. DIVi,t reduces the CARi,t with 0.002% to 0.049%.  
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5. Conclusion 

This study is motivated by the increased popularity that CSR has received the last decade, 

due to the constant pressure of stakeholders, governments, employees or suppliers. It is an attempt 

to contribute to the CSR literature, which is mainly focused on the relation to financial company 

performances. Therefore, in this thesis the impact of CSR ratings on investor decisions is studied. The 

research question answered is, to what extent does corporate social responsibility ratings have an 

impact on investor decisions? To provide an answer on the research question a fixed effect 

regression model is performed, in which the sample consists of NASDAQ listed companies for the 

period 2012 to 2018. The increase in total CSR rating, or single CSR aspect rating, is the independent 

variable and the cumulative abnormal stock return is the dependent variable.  

The results in the study indicate that the CSR rating has a significant effect on investors’ 

decisions, but in a negative way. This could mean that investors take the CSR rating in consideration, 

but consider increased CSR rated companies, as companies that unnecessarily increase their 

expenses, instead of generating a greater profit and realizing an improved actual return. The study of 

the single CSR rating aspects, environmental, social and governance, found only a significant, and 

negative, relation for the governance aspect on cumulative abnormal stock returns. Investors may 

experience companies with an increased governance score, as companies with increased focus on 

the internal aspect of governance, such as board remuneration, and not focus on external 

governance aspect, such as company transparency. Therefore, as the governance aspect of the CSR 

rating increases and investors do not notice any improvement in a favorable relation with the 

company, investors may experience it as an increase in internal governance aspects, which negatively 

affect the perceived risk by an investor. Furthermore, CSR ratings use underlying information which 

has been disclosed by companies earlier than the published CSR ratings and companies disclose on 

the environmental and social aspect already for years. Therefore, investors do not take the 

environmental and social information in consideration and only value the governance aspect of the 

CSR rating. The governance aspect is a newer CSR aspect on which companies disclose less years and 

this could mean that investors value this aspect more in the CSR rating, than other two aspects. 

Overall, based on this thesis, the CSR rating has a negative effect on the investors’ decisions and 

investors only take the governance aspect in consideration to make a decision. The results have a 

reasonable external validity for the NASDAQ, due to six out of ten industries, included in the 

NASDAQ, represent in the research sample. The results are not generalizable to ‘Utility services’, 

‘Telecommunication’, ‘Oil and Gas’ and ‘Basis Materials’ industries, included in the NASDAQ. On the 

other hand, the results are only generalizable for the NASDAQ. To be able to provide results with a 

higher external validity, industries from different capital indexes should be included, such as the Dow 

Jones or S&P500. 
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In the thesis a fixed effect model is chosen to control for as many possible aspects that could 

influence the relation between CSR rating and cumulative abnormal stock returns. Using a fixed 

effect regression model has certain limitations. A fixed effect model only looks at the within-variance. 

The focus on a smaller part of the research sample, reduces the total variance in the research. As a 

consequence, less variance of the research sample is explained in the study, which increases the 

standard error of the estimated beta’s (β) and decreases the statistical power. For future research, a 

regression model with more variance included may improve the results. Secondly, the research focus 

on the time period 2012 to 2018, because this is the most recent time interval available for the MSCI 

ESG data. Unfortunately, the MSCI ESG data has a high number of missing values in this time interval. 

In upcoming years, the MSCI ESG will be capable to rate more companies, due to more companies 

disclosing on their CSR information. For future research a more recent time interval might provide 

results with higher external validity. Thirdly, the dependent variable ‘investor decision’, is 

operationalized by cumulative abnormal stock returns, estimated according to the Capital Asset 

Pricing Model. Using an estimation as dependent variable has a limitation that it is imperfect, a high 

possibility of measurement error. Therefore, for future research it is interesting to use a more 

accurate calculation of the dependent variable and compare the results of both studies. 

Lastly, it is interesting to research the relation between CSR and the investors in the other reversed 

direction. Does an investor has influence on the disclosed CSR information of a company and to what 

extent? 
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Appendix 1. Descriptive statistics 

 Table 6: Descriptive statistics for the used variables in the analysis 
Panel A: Descriptive statistics     

Variable Observations Mean Std. Dev. Median Min Max 

INT_CSR 3,983 0.192 0.394 0,000 0 1 

INT_ENVR 3,983 0.029 0.170 0.000 0 1 

INT_SOCR 3,983 0.114 0.318 0.000 0 1 

INT_GOVR 3,983 0.101 0.301 0.000 0 1 

ROA 22.945 0.016 0.335 0.080 -13.093 2.668 

ROE 22.013 0.160 36.531 0.077 -293.71 5303.745 

MTB 22,261 0.799 1.152 0.596 0.001 50.151 

DIV 16,087 1.282 20.673 0.117 -5.988 1409.727 

CAR1 12.573 0.001 0.153 0.0005 -1.967 10.764 

CAR3 12.574 -0.004 0.463 -0.001 -11.915 15.596 

CAR5 12.575 0.003 0.556 0.002 -9.384 15.465 

CAR10 12.579 -0.027 1.415 -0.010 -23.423 87.249 

Panel B. Sample distribution across Industries    

SIC code     Number of companies  

1 Technology    341 

2 Consumer service    137 

3 Health care    75 

4 Financial service    57 

5 Industrial service    55 

6 Consumer goods    39 

 Total     704 

Note: Panel A of table 6 contains the descriptive statistics for the used variables in the fixed effect regression 
models. INT_CSR is the dummy variable of the increase in CSR rating, compared to prior year. INT_ENVR is the 
dummy variable of the increase in environmental rating, compared to prior year. INT_SOCR is the dummy 
variable for the increase in social rating, compared to prior year. INT_GOVR is the dummy variable for the 
increase in governance rating, compared to prior year. Furthermore, the control variables are included in table 7. 
ROA is the Return on Assets; how efficient a company uses its assets to generate profit. ROE is the Return on 
Equity, how well a company performance. MBT is the Market-to-Book, which captures the valuation of the share. 
Lastly, DIV is the Dividend Payout, percentage of profit paid by the company on each share. The dependent 
variables are cumulative abnormal stock return for the various estimation windows (CAR1, CAR3, CAR5 and 
CAR10). All the variables provide the number of observations, mean, standard deviation (how much variance the 
variable contains), median (the middle value of the observations), minimum value and the maximum value. Panel 
B of table 6 contains the industries, of the NASDAQ, included in the research sample. The research sample, used 
in the fixed effect model regressions, consist of 704 NASDAQ listed companies, which are spread over 6 of the 
10 possible industries included in the NASDAQ index. 
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Appendix 2. Correlation matrix 

Table 7: Pairwise correlation of all the used variables 
 CAR 

1 

CAR 

3 

CAR 

5 

CAR 

10 

INT_ 

CSR 

INT_ 

ENVR 

INT_ 

SOCR 

INT_ 

GOVR 

ROA ROE MTB DIV 

CAR1 1.000            

CAR3 0.524*** 1.000           

CAR5 0.454*** 0.857*** 1.000          

CAR10 0.235*** 0.393*** 0.443*** 1.000         

INT_CSR -0.065*** -0.033** -0.034** -0.023 1.000        

INT_ENVR -0.002 0.008 -0.010 -0.007 0.249*** 1.000       

INT_SOCR -0.010 -0.016 -0.014 -0.001 0.629*** -0.021 1.000      

INT_GOVR -0.065*** -0.033** -0.027 -0.033** 0.553*** -0.004 -0.007 1.000     

ROA 0.010 0.004 0.006 0.038*** 0.019 0.057*** 0.004 -0.003 1.000    

ROE -0.001 0.002 0.003 0.016 -0.010 -0.016 0.011 -0.011 0.019*** 1.000   

MTB -0.006 0.003 0.013 -0.012 0.007 -0.027 0.008 0.005 -0.010 -0.004 1.000  

DIV -0.044*** -0.013 -0.002 -0.037*** -0.017 -0.004 -0.011 -0.0145 0.001 -0.001 0.00 1.000 

Note: Table 7 contains the pairwise correlation of all variables used in the fixed effect regression model. The dependent variables are cumulative abnormal stock return for the various 

estimation windows (CAR1, CAR3, CAR5 and CAR10). INT_CSR is the dummy variable of the increase in CSR rating, compared to prior year. INT_ENVR is the dummy variable of the 

increase in environmental rating, compared to prior year. INT_SOCR is the dummy variable for the increase in social rating, compared to prior year. INT_GOVR is the dummy variable for 

the increase in governance rating, compared to prior year. Furthermore, the control variables are included in table 7. ROA is the Return on Assets; how efficient a company uses its assets to 

generate profit. ROE is the Return on Equity, how well a company performance. MBT is the Market-to-Book, which captures the valuation of the share. Lastly, DIV is the Dividend Payout, 

percentage of profit paid by the company on each share. The correlation coefficient is presented and the * indicates whether it is significant. * p < 0.1, ** p < 0.05 and *** p < 0.01. 
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Appendix 3. Variable overview 

Table 8: Explanation of all the used variables in the various regression models 

Variable 
Type 

Variable 
Name 

Label Description Source 

Main variables 

Independent INT_CSR Total CSR rating  Dummy (1 = unexpected 

information in the CSR rating 

by the increase in CSR rating) 

MSCI ESG KLD 

STATS 

Independent INT_ENVR Total environmental 

rating 

Dummy (1 = unexpected 

information in the 

environmental aspect of the 

CSR rating by the increase in 

the environmental aspect of the 

CSR rating) 

MSCI ESG KLD 

STATS 

Independent INT_SOCR Total social rating  Dummy (1 = unexpected 

information in the social aspect 

of the CSR rating by the 

increase in the social aspect of 

the CSR rating) 

MSCI ESG KLD 

STATS 

Independent INT_GOVR Total governance 

rating  

Dummy (1 = unexpected 

information in the governance 

aspect of the CSR rating by the 

increase in the governance 

aspect of the CSR rating) 

MSCI ESG KLD 

STATS 

Dependent CAR Cumulative 

abnormal stock 

return 

Sum of abnormal stock returns 

for the estimation window 

CRSP 

Control variables 

Control ROA Return on Assets Net income divided by total 

assets 

CRSP/Compustat 

Control ROE Return on Equity Net income divided by total 

shareholders’ equity 

CRSP/Compustat 

Control MTB Market-to-Book Stock price divided by book 

value per share 

CRSP/Compustat 

Control DIV Dividend Payout Total dividend divided by net 

income 

CRSP/Compustat 

Fixed effect 

Fixed effect COMP Company size Total Assets Compustat 

 


