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PURPOSE OF THE STUDY

Corporate social responsibility (CSR) has become a current issue for companies when making
economic decisions. The studies of CSR on market returns have received special attention from
scholar and there is a need to examine the pulp and paper industry in Finland in relation to CSR.
The purpose of this thesis is to study and evaluate the impact of the CSR announcements made by
UPM-Kymmene and Stora Enso on their stock returns, as well as on the returns of the OMX
Helsinki Forestry and Paper Index.

The daily stock returns between 2™ January 2004 and 30 December 2014 were used for this study.
The sample consisted of 63 CSR announcements, of which 38 were collected from UPM and 25
were collected from Stora. The impact of CSR on the market was tested using the event study
methodology.

RESULTS

There were no signs of any significantly abnormal average return (AAR) for the companies and
the index. However, based on the cumulative abnormal average return, there were significant
negative and positive responses to the CSR announcements in the market. The results of the
Environmental, Social and Governance (ESG) tests show that investors responded significantly
more to corporate governance news than to environmental and social information. There was also
some evidence of CSR announcements having a spillover effect on the index. While the spillover
effect was documented for the Stora stock rising because of UPM news, the reverse spillover did
not occur. It was found that investors generally do not react quickly to eco-friendly corporate
initiatives and to bad corporate social initiatives; there is a delayed reaction. On the period 5 to 10,
good news generated a cumulative abnormal return of 0.61%, and bad news caused the stocks to
drop by —0.57%.

KEYWORDS
Corporate social responsibility (CSR); sustainability; stock market reaction; event study (ES);
cumulative abnormal average return (CAAR); environmental, social and governance (ESG)
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1. INTRODUCTION

1.1 Background

CSR has been a topical issue for companies as they make economic decisions in this global world.
Particularly in the developing economies, no day passes without reports of environmental pollution
and unethical misconduct or corporate misbehaviour. This is because of the companies that operate
in the oil industry, chemical industry, tobacco industry and mining industry cause harm to the
environment and endanger the lives of the inhabitants either directly or indirectly. These corporate
practises have led to institutional reforms and strong government regulations that pose
disadvantages to corporations. For corporations to survive in society and remain in business there
is a need to be economically, politically and socially responsible to the stakeholders in the society.

(Tobias, 2011)

CSR has been translated and used by various organisations within a context that represents their
business models. The origin and current meaning of the term as it stands now is not clear, which
gives researchers and practitioners the opportunity to define it to their advantage. An immense
number of papers have explored the practise and involvement of CSR in business today and
businesses have debated whether to invest in CSR activities. Researchers who are in favour of
CSR argue for the benefits from involving corporate social activities rather than setting policies
that will maximise only the value of the firm or its profits. Tobias, (2011) argues that companies
involved in CSR are more profitable than their peers who are not socially responsible to their
stakeholders. Critics argue that CSR is an activity that distracts the managers attention from the
objectives of the organisation. Managers are the stewards of an organisation and their task is to

invest the assets received from creditors and stockholders to increase profits and dividends.

However, when they turn their attention to activities that are partly done by the government, it
distracts them from operational activities. Friedman (1970) argues that ‘the social responsibility
of business is to increase its profit’ and companies are referred to by law as artificial legal body.
As artificial entities, if they have any responsibilities to the society then it should be artificial social
responsibility, which implies that the responsibility of corporations is not to society, but it is the

work of the government.



Considering the issue with CSR and business performance, other researchers have found that, the
more companies are involved in CSR, the more the company performance increase. However,
most findings suggest that CSR has a positive, negative as well as neutral impact of the financial

performance. (Foote, Gaffney and Evans, 2010)

Furthermore, CSR has three different effects on the business performance. However, companies
today are all resorting to the practise and involvement of social activities due to the belief of its
benefits. Subsequently, it is worthwhile to investigate whether the announcements of CSR affect
company’s stock prices. There has been a fair amount of researchers that have been conducted on
many large stock markets that have their operation in the developed countries, whereas small
number of researchers have investigated the behavioural of the capital market in emerging
economies or the smaller market in the developed countries. (Grogorios, 2002). As the Finnish
market is not considered to be a large stock market, there is a need to investigate how company’s

sustainability activities affect their stocks.

Nevertheless, Finland is neither emerging market nor developing country, but rather a well-
developed economy. The Finnish economy was earlier dominated by the farm activities and forest
economy but it has shifted towards an industrial economy, which is now a highly developed and
educated European union member state. The population of the country is about 5.2 million which

makes their market around the globe very small.

This research focuses on an industry that has been the leading sector in the country’s development.
This area directly employed about 70,000 people in the country which corresponds to 2.8 percent
of employees in the country. It is one of the key supporters of the country’s economy. (Finnish
Forest Association, 2015). However, there is a need to know how efficient the market is when

there is news in the public domain with regards to CSR.

Ross, Westerfield and Jaffe (2005), describe efficient market (EM) to be the market of which the
stock prices automatically reflect the available information in the economy. This explains that
whenever there is any good or bad news in the markets by any organisation, that information must

reflect in the stock prices of that company and the stock value of its competitors. There is empirical



evidence by Cao, Liang and Zhan (2015), which suggests that there is a competitive advantage in
practising and adopting CSR. The market returns of a firm drops when their peer firms make a
CSR proposals or announcement. Hiller, Grinblatt and Titman, pp. 681, (2008), argued that a
company stock price will also decline when there is an announcement of dividend decrease.
Furthermore, Conroy, Eades and Harris (2000) found out that earnings changes announcement
caused a significant shift in the stock prices but the effect of dividend changes whether increase,

decrease or omission have a marginal impact on stock prices.

However, investors are slow to immediately react to any news that comes to the public, although
announcement related to earnings and dividend policy is that kind of information that should have
a direct impact on market values of firms. If this sort of information affects stock prices, then will
information on CSR have an impact on the share prices? The investments in corporate social
responsibility may be non-profit and negative NPV investments that will yield any monetary
returns to the shareholders as well as the firm at large. But due to the growing rate of involvement

by organisation in CSR activities, there is the need to investigate their impact on the stock prices.

1.2 Research problem and objectives

The research paper is on the topic “Stock market response to corporate social responsibility (CSR)
announcements”. The purpose of the thesis is to describe and analyse the possible effect on stock
prices when corporate social responsibility news is released. It will also investigate the effect of
the good and bad news on the stock prices. Furthermore, all the news is categorised into
environmental, social and governance and each category is tested on the stock prices. The target
market is the Finnish pulp and paper industry. The research will investigate only the pulp and paper

firms listed on Nasdaq OMX Helsinki.

Nine companies are classified under the pulp and paper industry in Finland. The listed ones out of
the nine are Alhstrom, UPM, Stora Enso and Metsa Board. For this study, two out of these five
listed ones are included in the empirical analysis, namely UPM and Stora Enso. Alhstrom and
Metsa Board were not included because of the scope of the research work. These two companies

will be studied separately with the sector index.



1.3 Research methodology

The thesis is based on Event study methodology (ESM). An event study is viewed as a method
that analyses the impact of any form of news on the reaction of security prices. ESM is the oldest
methodology in economics and finance, and many studies have employed this method, MacKinlay,
(1997) investigated Event studies in Economics and Finance giving different emphasis in using

the method. However, this research paper will as well adopt a similar approach.

The sample data consist of daily stock prices from 01.01.2004 to 31.12.2014. After determining
the steps and defining all the necessary parameters for the event study model, the event study can
be started using the CAR. CAR (cumulative abnormal returns) is then calculated over the event
window that has been estimated. Since CAR is an aggregate of the AR, we first determine AR. In

the estimation of the expected return, the market return approach will be utilised.

1.4 Organization of the study

The research plan is structured as follows: In section 2, I will summarise and analyse the findings
of other studies on the topic and introduce theoretical background of the survey. In the 3™ section,
the hypothesis of the study will be presented. In section 4, the empirical research methodology and
the details of the event study methodology are presented. In section 5 and 6, the empirical analysis
and the findings will be analysed respectively. Finally, the last section will conclude with the

summary of the results and recommendations of future studies.



2. THEORETICAL BACKGROUND

The relevant literature that will be used will be described shortly in this section. Relevant academic
articles/papers which have certain writings on, corporate social responsibility and event study
methodology will be introduced. Though there is some research that has been investigated on the
capital market and CSR announcement in the Nordic market, however, those that have been
studied will be employed into this thesis as well as other researches done globally to help measure

the outcome of the argument.

2.1 Concept of Corporate Social Responsibility

The term ‘corporate social responsibility’ (CSR) has become very popular and interested area of
concern in today’s business. In the past decades, CSR has received an enormous attention by both
practitioners and researchers, but till date, the term remains ambiguous and unclear. It has been
distorted by different researchers in such a way that the core meaning and understanding of the

word becomes baseless. (Olayinka and Temitope, 2012).

Due to external pressure that companies received in today’s global dispensation, organisations
devote part of their resources to CSR activities without properly knowing how much resources the
organisation is willing to forgo to fulfil the external pressure demands. Corporate social
responsibility has been one of the oldest concepts from 20th Century, and both business and
academia have used it for more than fifty years (Carroll 1999). Archie Carroll’s article probably
gives a clear understanding of the concept of CSR. The idea started in the United States, and it was
notably accepted and practised all over the world. Many companies outside the U.S. such as
Bertelsmann, Nokia, GlaxoSmithKline or Siemens have adopted the practise of CSR; when
Corporations started to take the language of CSR, most of the companies dealt with the 'corporate
responsibilities' and ignored the 'social'. The companies saw CSR from a broader perspective;
speaking about corporate responsibility and omitting the social was an attempt to include other
aspects of responsibility in the context. The environmental, political as well as economic
responsibilities have become part of corporation's responsibilities. (Crane, Matten and Spence,
2008).



The demand and calls for companies to act responsibly are not of today's issue. A famous case of
the origin of corporate social responsibility is the case of chocolate and slavery. This case is in
early 1909 that involves Lord Cadbury because the London Evening Standard accused his
company of making an abnormal profit by buying cocoa produced by slaves. Cadbury reacted by
suing Evening Standard, the accuser, but during the trial, he was forced to admit the fact that the
Portuguese colony used slaves on the cocoa plantation. A famous company like Cadbury was not
expected by society to take due advantage of the slave trade, but the company regarded that practise

of their producer of the cocoa as essential for the company’s prosperity.

In 2000, the same Lord Cadbury was again dragged to court because the company was accused of
as quoted by ‘buying slave-farmed cocoa beans from West Africa in a media assault by the full
spectrum of the British press’ (Blowfield and Murray 2011). In this regard, the company denied
the allegation but was not having enough evidence to prove their stand that slave trade was not
used again. (Blowfield and Murray, 2011). The issue of corporate responsibility goes beyond being

responsible towards the environment or society in which the companies operate.

The advocacy of community activists in developed countries raised the awareness of the use of
child labour in developing countries which led to the protest and accusation of corporations that
were involved. Companies are expected to be responsible not only in the society but to all
stakeholders that are involved in the operation. For instance, in the case of Cadbury, the demand
for social responsibility came from heterogeneous sources including the international bodies such
as the Anti-Slavery International. Per the anti-slavery latest research, child trafficking in the form
of modern slavery has not yet stopped in Cote-d’Ivoire cocoa farms which produce 40% of the
world’s cocoa. Anti-slavery International initiated a campaign to tackle child slavery in Africa
cocoa industry in collaboration with Mondelez International (an owner of Cadbury) to take
responsibility to help eliminate the use of child slaves in their supply chain of cocoa production.
The demand by the society for businesses to be responsible led corporations to re-shape their
legitimacy by embracing corporate social responsibility style and strategies into their business
activities. Uzbekistan is another country where labours are forced to work in the cotton production.
According to the anti-slavery international, a cotton campaign coalition was initiated which
mobilise over 250 businesses including H&M and Nike to stop using Uzbek cotton for their work

until they act responsibly in the society.



A clear majority of researchers have suggested that company’s involvement in corporate social
responsibility can affect their stock prices. Possibly one of the most typical examples of
environmental unfriendliness is the BP oil spill which occurred in April 2010, the amount of oil
that spilt into the ocean was estimated to be 3.19 million barrels of oil. As it was named, the Gulf
oil spill, this was the worst oil spill in the history of the United States. This spill damaged four
lines of Gulf state- Louisiana, Alabama, Mississippi and Florida. The magnitude of the damages
this spill caused, the company, as well as other stakeholders, were also affected in different areas.
Another damage is the loss of wildlife, it also cost the company a huge sum of money for the clean-

up exercise as well as paying of penalties.

On the very day, the incident happened, 11 workers were killed on site out of 126 employees. Also,
the stock price of BP that was $59.5 dropped to $28.9 by the end of June 2010. This decline had

an impact on the stock price of the company, about half price of its pre-incident value.

Furthermore, another example of the oil spill which also affected the share price of the company
is a case in point backed in the 80s. This oil spill was by Exxon in March 1989. This case was also
one of the most damaging oil spills to the environment; it destroyed about 1,300 miles of coastlines
with about 250,000 barrels of oil. The number of barrels that was spill by BP is far more than the
number of barrels of oil that was spilt by Exxon, but Exxon spill is the most damaging spill to the
environment because of the rapid impact to the environment. The spill killed at least 140 eagles,
302 harbour seals, 25,000 seabirds in few days after the spill and during the clean-up, four people
lost their lives. The stock price of Exxon on the day of the incident was $44.5 in a month time the
stock price dropped to $41.75. But in the case of Exxon Valdez, the share price rapidly rose back
to its pre-incident level in June 1989 the share price was affected approximately for two months.
From these two illustrations, one can tell that irresponsible companies that do not act well in an
environment may have implications on their stock prices. This scenario is just two out of other
businesses that have been involved in oil spills. The diagram below illustrates the magnitude of

the effect of oil spills by three major companies. (The Economist, 2016).



Companies involved in large oil spills
Share prices, $ terms, day of spill=100

ExxonMobil*

Halliburtont.

0123 45 6.7 89 10111213 14151617 18 19 2021,22 23 24 25 26 27 28 29 30 31
9 Days after spill

- *Exxon Valdez spill on March 24th 1989
Source: Thomson Reuters 1BP/Halliburton spill on April 20th 2010

Figure 1. Companies involved in massive oil spills and their share price (sources: the

economist.com)

Also, one typical example of a company environmental actions that has led to a change in their
stock price is Talvivaara mine in Finland. Talvivaara mine is a mining company that is into open
pit operation and the extraction of low-grade nickel sulphide. They also extract other metal such
as cobalt, zinc and copper. In November 2012, Finland happened to experience the worst toxic
spill ever in the history of spillovers in the country. Talvivaara company failed and allowed quite
an amount of toxic nickel to spill into the waterway when the amount of discharge was tested, it
was estimated that 350 micrograms per litre of uranium were in the water, while the recommended

level is 100 micrograms. (Nuclear Heritage, 2016)

Consequences of the irresponsible actions of the company led to the shutdown of the mine in few
days when Talvivaara discovered the amount of spill or the wastewater leakage. Other issue was
environmental concerns which also led to the death of one worker in the year after. One major
concern consequence of irresponsible act by the company is the effect on their stock market and
the reaction of stakeholders. Talvivaara London stock fell sharply by 11 percent to 108.58 pence
after the announcement of the spill while the OMX Helsinki also fell to 10.5 percent to 1.36 euros.
(Nuclear Heritage, 2016)



As discussed earlier, debates on CSR commenced in the United States in the mid-1950s. CSR has
come and stayed in the circles of business in a way that no business type does not face the demand
from pressure groups, customers or society to act responsibly. How do companies respond to this
call? The term CSR is often used interchangeably by academia and people in business in a different
context. It has been part of management decision making which it is treated as a primary concern

in an organisation, while others regard it as just being a corporate citizen.

However, understanding the modern corporation, an individual or family do not own it. It is owned
by a group of persons called shareholders who have entrusted their business in the hands of a
manager. As a corporation limited by shares, it is an artificial body that can be sued. Therefore the
managers are separate from the company as well as the owners. The responsibility of the owners
is to manage the business and render account for their stewardship at the end of the accounting
year to the owners. Consequently, the primary objective of business is to maximise shareholder

value and maximise profit, especially with the private companies.

With the development of corporate social responsibility in companies, it has been argued by
various researchers of which this question is being asked. Are managers to pursue the interest of
society or it is the government who are knocking on the doors of corporations to be responsible?
or Are managers to continue the interest of the owners who are expecting high returns on their
investment? (Crane, Matten and Spence 2008). Corporations are artificial legal bodies whose
affairs and operations are administered by managers who have been appointed or employed to do
so. Friedman (1970) argued in his article by stating that, ‘The social responsibility of business is
to increase its profit’ since corporations are seen in the eyes of the law as an artificial legal body,
if they have any responsibilities to the society then it should be artificial social responsibility.
According to Friedman (1970), it is only people who are presumed to have responsibilities but not
corporations or businesses. Therefore, it is the individuals and the government that is responsible

for the society but not the corporation.

In addition to the above argument, Crook (2005), stated ‘The proper guardians of the public interest
are governments, which are accountable to all citizens’. Politicians have all the reserve right to
intercede between all the stakeholders. They do such by providing adequate resources for the

citizens as well as to provide infrastructure for foreign and local companies that invest in the



country. One may ask, are societal facilities the work of businesses or corporations? These services
are vital in creating a community and developing a nation. These facilities such as schools, shops,
public transport, hospitals, good roads, electricity etc. support the people in the community to live
a happily. When corporations are forced to do all these amenities in a society in which they operate
what will be left for the government to do with the taxes collected and the companies? Moreover,
countries are expected to have excellent social infrastructure in place to attract foreign direct
investments (FDI’s) from external investors. Therefore, companies are not to come into the country

and start to build roads and provide electricity and other social amenities before they operate.

Nevertheless, the most outcome of CSR discussions reveals that incorporating CSR practises in
business has a tremendous influence on the performance of a business. Social responsibility is one
of the effective way corporations behave and interact with its stakeholders and that firms have a
duty to its customers, workers, suppliers, the society and the environment. (Blowfield and Murray,
2008.). In their poll conducted in 2005, Murray and Blowfield stated that eighty-one percent of
executives from different corporations’ attest to the fact that corporate responsibility is important

to their business.

As managers are stewards and account for their stewardship to the owners of the corporations, it
is on the same way business should also serve as stewards of the society and the environment in
which they operate. Companies publicly report on their social and environmental performance
which has become a trend in corporations today. The framework of Friedman’s was interpreted in
different ways. John Mackey, CEO of US retailer Whole Foods and a self-proclaimed libertarian,
has said 'The enlightened corporation should try to create value for all of its constituencies.'
Creating value for the various constituencies should have a long way of seeking the interest of
other parties and not solely on one party. In his argument, shareholders are one group with a
common interest for the business to increase its profit. But on the other hand, other groups such as
the customers, employees, suppliers, the environment, community have different hopes and

expectations. (Blowfield and Murray, 2008 Pg. 23).

A company that financially performs well will be involved in doing charity programs and be
socially good to the society and the same way a socially good company can lead to financial

performance. (Gossling, 2011 Pg.4).
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Furthermore, Henry Mintzberg argues that social responsibility is once known as "noblesse oblige"
is mandatory or obligatory for businesses that are in control and have gained power. The reason
for this is that social responsibility is a noble way for corporations to react or behave in society.
Nobility comes with responsibility because it pays. Practicing CSR in business enlightens self-
interest. It is a way of doing good for good because inculcating social values in economic decisions

of business will in a long or short run bring some benefit to the business.

According to Friedman, the only responsibility of a business is to maximise its profit so far as it
stays within the rules. But remaining in business and making huge profit and still staying in a
community that is socially irresponsible, who is going to suffer in the long run? When corporations
assist the government in improving the environment in which it operates, it will in a way reduce
the rate of crimes and will reduce the business expenditure to hire more security staff to protect
their properties. CSR can also breed a competent workforce to be employed by the same

corporation than to employ expatriates for higher remunerations. (Crane et al. eds. 2008 Pg. 33)

Also, Edward Bowman of MIT in his paper entitled Corporate Social Responsibility and the
Investor (1973) argued that social responsibility is a sound investment. Investors want to buy the
shares and stock of corporations that are perceived to be more socially responsible than companies
that are seen in the eyes of the public as irresponsible since their irresponsible acts can make the
investors or customers lose their funds invested in the company. For instance, there was a company
operating in Ghana West Africa by the name Onwards Investment. This investment company was
operating in an online exchange trading without a license which made the central bank of Ghana
halt their operations until further notice. (Daily Guide, 2016). Based on their irresponsible act, the

government interfered with their operation which tied up the capital of its customers and investors.

2.2 Definition of CSR

Despite numerous effort to cease the debate on which aspect of CSR is most famous and important
to bring about a precise definition of the term has proven futile, there has not been any precise,
mutual or universal definition of the term Corporate Social Responsibility. The concept has been
discussed and digested by various researchers, professors, businesspeople and public

representatives but they all describe and define it in different ways depending on the context since
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the subject is perceived to be understandably broad. From the concept of Corporate Responsibility,
the definition has been slanted by various researchers in a way that the idea becomes conceptually
worthless with its associated terminologies and ideas. The definitions vary from simple ones to

more complex ones.

Per Blowfield & Murray (2008), they did not also come out with a definition of Corporate social
responsibility but pointed out how some interested groups came to embrace the concept. In the
twentieth century, companies such as Cadbury, Lever and Norsk Hydro made good use of the
company's assets to improve the working and living conditions of their workers as well as putting
up structures such as schools, hospitals, roads etc. Based on the effort of these companies there
have been several demands by their counterpart corporations who do not respond to social
demands. It raised different questions for people in business as to what to do when the term
Corporate Social Responsibility is mentioned. It was then obvious that the only responsibility of a
business is to maximise profit as far as they operate within the laws. Some of the questions that
came about were; how do businesses distribute fairly the profit generated in the company between
the workers, shareholders and the society at large? Who is to determine how much goes to the
society and shareholders? Is it the government that decides what is of interest to the public or

society or corporations? (Blowfield & Murray, 2008)

Different questions were asked concerning corporate responsibility (CR) and based on such
questions different definitions, concepts and ideas of CSR were brought about. However, in their
book, Blowfied and Murray (2008), the term Corporate Social Responsibility was used
interchangeably with others since the questions created academic debate. Some of the language
used in place of CSR were corporate social responsiveness, corporate social performance,
corporate sustainability and corporate citizenship. Businesspeople use these words with the notion
that businesses are neighbours to the society and as neighbours, they must be responsible for each

other, although these terms are used interchangeably there are different thought on them.

In this thesis, there will be no personalised definitions or improvements on the various definitions.
The idea, however, is to identify some core characteristics of the term which has been defined by
different organisations and researchers in their definition. Definitions by governmental bodies; the

UK government set the term CSR as ‘The voluntary actions that business can take over and above
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compliance with minimum legal requirements, to address both own competitive interests and the
interests of the wider society’. The European Commission also defined it in EC Green paper which
was published in 2001, Promoting a European Framework for Corporate Social Responsibility as
‘A concept whereby companies integrate social and environmental concerns in their business
operations and their interaction with their stakeholders on a voluntary basis’. The key element used
by both governmental organisations is 'voluntary basis'. CSR is said to be a self-determined
commitment businesses make to incorporate social and environmental issues in their business
decision-making as well as other stakeholders. Although there are laws that regulate some social
and ecological activities of some companies, many definitions see CSR activities as being

voluntary that go beyond the requirements stipulated.

The Christian Aid, a non-governmental organisation also defined the term as ‘An entire
involuntary, corporate-led initiative to promote self-regulation as a substitute for regulations at
either national or international level’. Although the Christian Aid definition also talks about
voluntary action, some researchers see that move as a way of covering up governmental policies

regarding their operations in the society. (Crane et al., 2008)

Definitions by business associations, Confederation of British Industry and World Business
Council for Sustainable Development defines the term respectively as ‘The acknowledgement by
companies that they should be accountable not only for their financial performance but for the
impact of their activities on society and the environment’. And ‘The continuing commitment by
business to behave ethically and contribute to economic development while improving the quality
of life of the workers and their families as well as of the local community and society at large’.
From the business association definition perspective, the fundamental issue that one can see from
the definition is that businesses must not see profit maximisation as the only priority in the
organisation. Instead, they should see to it that the welfare of all stakes that are directly involved
in the operation such as workers, shareholders, suppliers, customers etc. and indirectly such as the
community, government, environment, contribute to the sustainability of the organisation are

considered. (Crane et al. eds. 2008).

Furthermore, the word "voluntary basis" as used in defining CSR was not utilised by the above

organisations but other researchers such as Kotler, Hessekiel and Lee in their article ‘Good Work’.
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They defined the term as "CSR is a commitment to improving community well-being through
discretionary business practises and contributions of corporate resources". From Kotler et al.
definition, the key element that describes CSR as a ‘voluntary basis’ for businesses is the
‘discretionary’. In their view, it is not an act of doing what the law of the land requires you to do
regarding your business operations that are either moral or ethical but something outside the
jurisdiction of the business mandated policies that must be contributed to improving the well-being
of all stakeholders. The term community well-being used in their definition refers to human

conditions and environmental issues.

Kotler et al., again, came out with the term corporate social initiative to further illustrate the effort
under the CSR umbrella and define the term ‘corporate social initiative are significant activities
undertaken by a corporation to support social causes and to fulfil commitments to corporate social
responsibility’. The key element in this term is the ‘causes’; some of the causes that are supported
by these initiatives are community health, safety, education and employment. Others are the
environment through recycling, elimination of the use of harmful chemicals etc., community and
economic development and other essential human needs and desire. Corporations support these
causes in different forms, including cash contributions, grant, publicity, promotional sponsorship,
technical expertise and the in-kind contribution that is the donation of products such as computers,

mobile phones or the offering of free services for the beneficiaries. (Kotler et al., 2012)

Still, corporations explain and understand the term as follows: To be socially responsible means
attempting to include the values and ethics into everything the organisation do - from the operation
of the business, to how we treat our workers, to how we impact upon the municipal where we live
and work. To incorporate our values and ethics into everything we do, within this area, however,
companies that want to be socially responsible have formal policies on responsibilities which are
then translated into codes of conduct which then becomes values, goals and objectives of the

organisation.

Contrary to what has been said before, Gossling (2011) defined CSR as "CSR is responsibility in
the management of organisations, taking social issues, environmental issues and economic
development of region and society into account". Arguably, he further explained that CSR is not a

voluntary act by corporations as defined by different researchers and organisations.
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The history associated with the evolution and definition of corporate social responsibility will not
be discussed without mentioning of Howard R. Bowen. Over forty years ago, Brown (1953)
publication of social responsibility of the businessman asked lots of questions from the top
business. These companies actions and decisions affect lives of people in the society due to how
powerful they operate. One of the issues is ‘“What responsibilities to society may businessmen
reasonably be expected to assume?’’. From these questions asked he came out with an initial
definition of CSR for businessmen: ‘It refers to the obligations of businessmen to pursue those
policies, to make those decisions, or to follow those lines of action which are desirable regarding
of objectives and values of our society’. Since Bowen made this initial definition of CSR in early
1953, other definition of the term arises from his literature. For instance when we look at how the
Confederation of British Industry and World Business Council for Sustainable Development as
defined earlier for the business association, it has similar approach and characteristics of how

businesspeople should incorporate the term in their everyday business life.

From the definitions, it can be said that the concept of CSR deals with the business and the society
or the environment or the business and its stakeholders. Businesses are not an island that can
operate without stakeholders, as it was argued by some researchers, the business focus should be
the management of the company and maximising the return on investment for the owners or
shareholders. But by practicing CSR organisations shift their attention from only the owners to
also other parties that have stakes in the organisation. However, all the definitions do not establish
the dimensions of CSR activities that must be instituted by an organisation to make them
responsible. It has widely been explained to be a voluntary assignment for organisation while
others explained it from the viewpoint of only environmental and social issues but left out some

other aspect that may or can fall under the umbrella of CR.

In a paper written by Alexander, 2006, the definition of the term CSR was analysed. 37 different
definitions were explained based on 5 dimensions on existing definitions. Various researchers have
altered the dimensions of how to define the term so it will reduce the rate of the ambiguity of the
phrase. The article further grouped the 37 definitions into five dimensions based on the phrases
that were used to define the term. The five dimensions developed by Alexander were as follows:
the environmental dimension, the social dimension, the economic dimension, the stakeholder

dimension and the voluntariness dimension.
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Dimensions

The definition is coded to the
dimension if it refers to

Example phrases

The environmental dimension

The social dimension

The economic dimension

The stakeholder dimension

The voluntariness dimension

The natural environment

The relationship between
business and society

Socio-economic or financial
aspects, including describing
CSR in terms of a business
operation

Stakeholders or stakeholder
groups

Actions not prescribed by law

‘a cleaner environment’

‘environmental stewardship’

‘environmental concerns in business operations’
‘contribute to a better society’

‘integrate social concerns in their business operations’
‘consider the full scope of their impact on communities’
‘contribute to economic development’

‘preserving the profitability’

‘business operations’

‘interaction with their stakeholders’

‘how organizations interact with their employees,
suppliers, customers and communities’

‘treating the stakeholders of the firm’

‘based on ethical values’

‘beyond legal obligations’

‘voluntary’

Figure 2. The five dimensions (source Alexander, D. (2006))

As one may note, coming out with the dimension may narrow the gap between the unclear

definition but based on his conclusion, CSR all the time tries to define a process but fail to reach

an acceptable definition of the term. However, the five dimensions labelled down has similar

characteristics of Carrol conceptualisation of CSR, Archie B. Carrol created one of the first and

acceptable conceptualisation of corporate social responsibility in 1979. Carroll (1991) in his view

on responsibility came out with the pyramid of corporate social responsibility for businesspeople

to accept the entire range of business responsibilities. According to Carroll, the pyramid classifies

CSR under two aspects duty and responsibilities. This classification was necessary due to Milton

Friedman’s, and other researchers stand on the term CSR. See Figure 3 below for the pyramid that

enshrined the understanding of corporate duties and responsibilities as a business.
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Be a good Philan- Desired
corporate citizen thropic
Be ethical Expected

Obey the law Required

Be profitable Economic Required

Figure 3. Carrol’s Pyramid of Corporate Social Responsibility (source Carrol, 1991)
1. Economic responsibility

The economic responsibility of corporations is the provision of goods and services to the people
in the society for considerable profit. From the pyramid, the rest of the responsibilities such as
(legal, ethical and philanthropic lies on economic which explains that the most important
mandatory responsibility of business is to be profitable. However, it is not all corporations that are
established for profit-making, but the purpose of providing services makes it economic entity and
must be economically responsible. Carroll enshrined five primary responsibilities under the

economic component:

% A corporation is to perform business in the way of maximizing earnings per share.
¢ A corporation must be as profitable as possible unless its purpose is not for profit

% A corporation must also maintain a competitive position

% A corporation must remember the importance of maintaining operating efficiency

% A successful firm is one that is consistently profitable

The economic responsibility is the bedrock for all other responsibility of corporations because it
is the profit generated by the organisation that is used to take care of the others. This suggests that
it will be likely impossible for companies that have a weaker economic base to engage in CSR

activities.
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2. Legal responsibility

Though businesses are to operate for making and maximising profit, they are at the same time
required to operate by the laws of the land. Legal responsibility of corporations are codified ethics
for businesses to work, examples of these codified principles are the tax laws, certificates of
operation etc. enshrined by the lawmakers for businesses. The first concept of Carroll is a
mandatory responsibility of corporations. Though from the dimension of definitions that was
established earlier do not show any sign of legal responsibility of business, it can be embedded

into the economic in one way or the other.
3. Ethical responsibility

It is the act of doing the right or wrong thing in the eyes of the society but not legal nor economical.
Ethical responsibilities are not in codes, they are the moral norms, standards, or expectations of
being fair and just to the stakeholders. The ethical responsibility is as well the social duties of

organisation which different scholars establish in their definition of the term.

Other researchers and organisations define CSR from an ethical point of view by describing it as
a way of promoting self-regulation as a substitute of the legal responsibilities requires by law for
a business to fulfil. Nonetheless, it is not always that companies try to replace legal responsibility
for ethical responsibility for their benefit but since society or stakeholder’s expectation may be of
a higher standard of performance than that required by law, but businesses must fulfil those

expectations to be considered responsible organisations.

Observing the expectations and demands of your customers, employees, shareholders, and the

community as a whole automatically leads to a creation of laws to achieve corporate goals.
4. Philanthropic responsibilities

On the basis that businesses are corporate citizens, there are some responsibilities expected by
society for businesses to engage in activities that will promote the welfare of the people in and
around the organisation. Examples of philanthropy include but are not limited to the contributions
of both cash and materials to the development of the community or the people, especially financial

and human resources, contribution to education etc.
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Philanthropic responsibility is more voluntary as compared to the other three CSR types mentioned
above. Though both the ethical and philanthropic responsibilities must be fulfilled to the
expectations of society, they do not regard philanthropic responsibilities as unethical when
corporations do not perform them. Society expects executives of organisations to participate

voluntarily in charitable activities within their local communities.

It defines the four main components of CSR, starting from the base with economic activities with
the notion that it is the first responsibility of every organisation and is the rock on which the rest
lies. Following that are the legal obligations which show that businesses must obey the laws in the
society in which they operate as well as the ethical responsibility is the activity that is doing right
or wrong, just and fair in the eyes of the people within the society. Finally, there is the philanthropic
responsibility, which expects corporations to be good citizens to contribute both financial and

human resources to improve the welfare of the people in the society. (Crane et al. eds. 2008 Pg.62-

66)

2.6 Relationship between CSR and Corporate Financial Performance (CFP)

In the previous paragraphs, CSR has been well discussed from different perspectives. A critical
question is how does the announcement of corporate social responsibilities have any impact on the
stock market? Do the impact influence investors to put more money in the business or invest in a
good performance? Does it influence firm decision-making at any point? How does the impact of
CSR and CFP affect shareholders after realising that part of the profit generated is channel into
social activities? In my previous study, I researched ‘the impact of CSR on financial performance’
this was a study from the customer’s point of view, and it was focused in a developing country.
The outcome of the survey suggested that there was a negative, positive and neutral effect on CSR
performance on company’s financial performance. Also, customers of the enterprise expect their
business to participate in CSR activities since such activities attract them more to the company and

lead to financial development. (Bobbie. 2011)

Undoubtedly, business performance is conventionally measured regarding of profitability. Profit
is the prime aim or goal of companies especially those in the private sector though recently the
primary objective has been the creation of shareholders’ worth. Shareholders’ value cannot be

created without mentioning of profit maximization, and in other to maximise
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shareholders/stakeholders’ value, there is the need to be responsible in both economically, socially
and environmental operations in other to gain a good reputation and attract investors in the society

in which the company operate.

Gossling (2011) argues that to be responsible, corporations need to spend money to acquire certain
needs and wants in the society. For instance, the hiring of specialist, dismissing wrongdoers,
provide clear guidelines for a code of conduct, provide training for managers and workers, give
money to charity, have a community day where employees work in day-care in poor

neighbourhood etc.

Nevertheless, though providing all these incentives or doing these activities to be responsible in
the society should be part of their core business activities, but it should not affect or harm any third

parties involved directly or indirectly with the organisations.

He continues to explain that doing all those activities calls for money because training management
is costly and so is training workers, building up a charity, provide childcare, hiring of specialist for
CSR activities. There are costs in responsibility, according to matching concept in accounting, all
expenses that are incurred in the period must to be matched with the revenue generated. This will
further ask the question: is the cost that is associated to responsibility leading to any benefits to the

business?

To assess the impact of CSR and CFP, theoretical approaches that other researchers have
developed will be used to show the relationship between corporate social responsibility and
corporate financial performance. In a study conducted by (Luis and Xavier 2011) on the topic:
‘Doing good to do well? CSR reasons, practises and impacts in small and medium accommodation
enterprises. In their result, the study revealed that there seem to exist a strong correlation between
sustainability and financial health, environmental and social impact assessment correlate positively
to CFP satisfaction. The survey concluded that the understanding of CSR and the implementation

of sustainability increase CFP.

Another study conducted by Saleh, Zulkifli and Muhamad (2011), they examined the relationship
between CSR disclosure and financial performance in an emerging market. In their research, they

used longitudinal data analysis (accounting data and econometric models) to determine the
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financial performance. When using market return model as a measure of financial performance,
they used CSR as one of the variables. Their results indicate that CSR has an impact on financial

performance.

There are four (4) theories that give the relationship between CSR and CFP which was introduced
by researchers that has a study on this topic. The theories are the trade-off; the demand and supply;
the social impact and the theory of modern corporate stakeholders. The first theory which is the
trade-off was introduced by Friedman (1970) one of the researchers who is against the involvement
of CSR in business activities. He argues that the only responsibility of companies is to make and
increase its profit. But it is only people that can be said to have responsibilities, not corporation.
Apparently, Friedman further argues that when companies shift their core objective and the
primary responsibility and involve in corporate social responsibility activities, the business incurs
additional cost by increasing its expenses and decreasing the profit. The profit of a company is
what the business uses to run the company as well as to pay dividends to the owners of the
enterprise. Indulging in social and environmental activities is a way of reducing the dividend that

the firm is to pay to their shareholders and in a way, reduces the taxes given to the government.

This theory suggests that CSR activities will increase expenses and raise some resources spent by
the company and reduces profit and puts the company in a disadvantageous position. According
to this theory the higher the CSR activities, the lower CFP, therefore the impact of CSR and CFP
is negative. This argument buttresses the point made earlier by Gossling, since all these events call
for money and if costs do not lead to any benefit what the need for making that expenses? Only

make expenses that come with an advantage to the organisation.

In a study conducted by Brammer, Brooks, Pavelin (2006), they examined the relationship between
corporate social performance and long-term stock returns with UK data. According to their
findings, companies that score high on corporate social responsibility appear to be poor
investments. Explicitly, they studied social performance scores on three different criteria
employment, environment, and community. Their analysis showed that companies with high
scores over all three investment horizons have lower average returns than the benchmarks and are

financially significant yet statistically insignificant abnormal returns.

21



The other theory is the supply and demand theory introduced by McWilliams and Siegel (2001)
this theory is from the perspective of the stakeholders and media who are always on the neck of
corporations to be responsible, demanding them to supply responsible activities. In marketing
when customers demand a product, it is provided by the producer with cost-plus or mark-up which
is the profit margin associated with the product. Therefore, since stakeholders such as the society,
employees, media, government etc. are demanding responsible activities from the companies, there
is a likelihood that the corporations also supply them with a motive of benefiting from those
activities. According to this theory, the demand for the companies to get involved in social and
environmental activities maximises profit and hence has a positive effect on the financial

performance.

The third theory is the social impact constructed by Cornell and Shapiro (1987). This approach
sees corporate social responsibility in a right way. They argue that when corporations incorporate
corporate social activities in their decision-making process, maintaining and improving on the CSR
activities will subsequently improve the corporate financial performance. According to this theory,
the emphasis is on the improvement of the activities that call for organisations to be socially and
environmentally responsible. This approach seeks the benefit that comes along with being a
responsible company in society. Hence this theory supports the positive impact of CSR and CFP.
Some of the reaped benefits of improving corporate social activities are; the improved reputation
of the business, CSR activities also improves business relationship with financial institutions and
reduces the risk of the company, Kotler and Lee (2005). For instance, a company that is socially
responsible stand a chance to be granted financial support to that of its counterpart that is not
socially responsible. When businesses participate in environmental activities, it solely does not
benefit from it, but it also looks good for their customers, financial analysts, investors and other

stakeholders. This theory reveals that there is a positive impact of CSR and CFP.

The last theory is the theory of modern corporate stakeholder. This theory, many researchers
(Barnett, 2007; Jones, 1995; McGuire et al., 1988; Cornell and Shapiro, 1987; Freeman, 1984)
have discussed, and it also explains the relationship between CSR and CFP. A stakeholder as
defined by the World English Dictionary is a person or group not owning shares in an enterprise
but affected by or having an interest in its operations, such as the employees, customers, local

community, etc. According to the theory, stakeholders play a very vital role in every organisation,
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and the value of a business is based on the claims that are made by interested parties on the
available resources of the company. Stakeholders such as the employees, the government, society,
owners, lenders etc. have explicit claims on the enterprise. These allegations by the stakeholders
are dependent on the level of the business' involvement in social and environmental activities. The
cost of the explicit and the implicit claims value the company and vice versa. The implicit claims
are the claims that are expected from management by external stakeholders. According to Cornell
and Shapiro, (1987), some examples of implicit claims that are expected from management are
products quality, on-time delivery, excellent working conditions, involvement in social and
environmental activities, continuity of supplies to the market. According to this theory, the cost of
explicit and implicit claims will put the corporation in a better position and lead to positive

financial performance.

The idea of the theories is to analyse the impact of corporate social relationship on corporate
performance, and the theories assert to the fact that there is either a relationship or no relationship
between CSR and CFP. The trade-off theory argues that no connection exists between CSR and
CFP. It rather spells out the extra cost associated with the participation of CSR without any direct
benefits. The Stakeholder theory and the others give a positive relationship between the two.
Stakeholders' active involvement in the organisation will depend on the active participation of the
business in social and environmental activities. Freeman (1984) argues that CSR is a strategic asset
that all corporations should cultivate, maintain and sustain because of its impact on firm's
performance. Other studies that support the positive relationship between CSR and CFP are
(Moskowitz (1972), Bowman and Haire (1975), Wokutch and Spencer (1987), and Waddock and
Graves (1997). For instance, Gossling's comparison of CSR and CFP of respective companies
reveals that there is a positive relationship between these two. This approach shows that businesses

that are socially and environmentally responsible are more profitable than irresponsible companies.

However, there are exceptions to the rule; there are some enterprises that treat their employees,
customers, as well as their suppliers and other stakeholders poorly but still perform very well. Such
extreme companies are those that do not have any competitors, purely monopolistic market
position. The stakeholders of such corporations have no choice or any substitute for their product
or service since no matter what they do they must go back to the company for their product or

service. With this instance, the irresponsible behaviour of such a corporation is more profitable
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than that of some responsible companies.

2.7 Capital Market Efficiency

The study on Efficient Market Hypothesis (EMH) has attracted attention and generated interesting
debate among financial researchers; many financial economic researches has been done based on
the hypothesis that the securities markets are efficient (Shaker, 2013). The first EMH was
developed by Professor Eugene Fama (1965) as an academic concept through his published Ph.D.
paper in 1965. The term “market efficiency” concerns the relationship between stock prices and
all available, relevant information in a market; Fama (1965) defined an efficient market as one in
which prices always fully reflect available information. As investors put their money into a stock
market, they expect compensation for the postponement of current consumption (Sierimo, 2002).
In an efficient market, investors get what they pay for and it is impossible to outperform the market,

as all available information is incorporated in the stock prices (Fama, 1965, 1970).

In his early study in 1965, Fama suggested three models for testing market efficiency: The Fair
Game model, the Random Walk model and the Martingale model. He later broadened his theory
in a reassessment study in 1970, in which he classified market efficiency under three forms: weak,
semi-strong, and strong. Under weak form EMH, a market is efficient if the current price reflects
all information contained in the past prices, and it is impossible to develop technical analysis to
identify mispriced stocks (Cuthbertson 1996). Semi-strong form EMH defines a market is efficient
if it reflects past prices and all newly publicly available information, and no technique either
fundamental or technical analysis can find under-value stocks (Cuthbertson 1996). Lastly, the
strong form of an efficient market appears when share prices reflect all information available from
both public and private sources completely; thus, no investor can produce an abnormal trading

profit (Cuthbertson 1996).

An event study of this type one might see it not to be EMH study. However, there is news that
comes in the market, and that news has an impact on the movement of the stock price, this can be
regarded as EMH. One assumption of event study methodology is that; the capital market is semi-
strong form efficient. The semi-strong form efficiency investigates whether the publicly known
information is properly integrated into the market prices. As Fama broaden his theory in the field

of EMH, He classifies EMH into three categories, in his paper Efficient Capital Markets: A Review

24



of Theory and Empirical Work (1970), he changed the semi-strong form of EMH as he suggested
earlier into event study. Because event study tests the effect or impact of the announcement made
by companies on the stock returns and an event study is a more descriptive analysis of semi-strong

EMH.

Another paper was written by Sewell, (2011) with the title 'History of the Efficient Market
Hypothesis'. However, he argues that behavioural finance makes it clear that markets are not
efficient as it is assumed. The main finding of the paper was that in reality there is nothing like an
active or efficient market. However, in theory of social sciences, EMH is one of the most

frequently tested hypotheses in economics.

In this paper, efficient market hypothesis (EMH) will be referred to as semi-strong. Semi-strong
form EMH defines a market to be efficient if it reflects past prices and all newly publicly available
information. On the other hand, when for instance, there is bad news in the market, they are
immediately priced in the market. In the case of corporate social responsibility activities when
there is any news being it bad or good, investors quickly react to it by taking the risk of going short

or long on their investment.

2.8 Event study

Event study methodology (ESM) analyses the impact of any form of news on the reaction of
securities. EMS is part of the oldest methodology in economics and finance, and there has been
quite some research that applied this method, Mackinlay, (1997) investigated Event studies in
Economics and Finance giving different emphasis in using the method. One of the examples used
was 30 firms in the Dow Jones Industrial Index over a five-year period, in his conclusion,
Mackinlay finds out that there is substantial evidence that infers that earnings announcement gives
useful information for market valuation. In another paper by Keloharju, 1993, event study was
used to investigate the winner's curse, legal liability, and the long-run price performance of Initial
public offerings in Finland. It was between the periods of 1984 to 1989. The results suggest that
long run aftermarket performance is relatively similar for IPO's issued in different years in Finland.
The AR unadjusted for the bias in allocation was 8.7%.

According to Kothari and Warner (2007), the period between 1974 and 2000, there has been about

565 event study paper in the leading journals, and from their methodology, most of the previous
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studies include the standard of an event study. They further emphasised on the main features of
event study approach to the method used in obtaining the abnormal return, t-test, length of

estimation, event window etc.

The mean standard deviation for all CRSP (Centre for research in security prices) listed firms is
0.053 from 1990-2000. This result infers that stocks have become more unstable over time and the
‘power to detect abnormal performance for the event over 1990-2002 is lower than earlier periods'.
(Kothari and Warner, 2007, p.16). Other researchers suggested that the increase in idiosyncratic
volatility has a high rate of affecting the event study analysis. All company's events affect stocks,
and the stock return determines the significance of abnormal returns. Therefore, company's level
volatility is significant in determining stock performance. (Campbell, Lettau and Xu, 2001)

In a similar study by Aktas, Bodt and Cousin J-G (2009) on the topic: ‘idiosyncratic volatility
change and event study test', they suggested in a theoretical solution that, increasing the sample
size will help to compensate for the increase in the idiosyncratic risk of the stocks. However, their
suggestion was not representative since the sample size is often restricted due to confounding

constraints.

Another study on EMS conducted by Basdas and Oran (2014), reviewed different event studies
carried out in Turkey. The focus of the survey is to identify common components in the way the
event study was conducted with the primary emphasis on the methods in arriving at the AR. From
their discussion, the result suggests that when there is enough information by the stock market, the

result rather violate the semi-strong form of efficiency in the Turkish market.
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3. HYPOTHESIS OF THE STUDY

The primary objective of the survey investigates the reaction of the Finnish stock market when
there are CSR announcements of pulp and paper companies in the market. By so doing, all the
announcements tested first on the forestry and paper sector index, and this is the sector index where
both company's trade. After that, the company's announcements are also tested separately on its
stock as well as the shares of the other company, to see the reaction of the other company's market

value due to the announcement of its competitor's announcements.

Moreover, the news was categorised into three CSR dimensions, that is ESG. However, each
different aspect is tested against the sector index to see the reaction of the market when the
companies published the environmental, social and governance news. The formulated problem of
the ESG is as; Is there any chance for an investor to make an abnormal return on Helsinki Stock
Exchange when an announcement related to environmental, social and governance responsibilities

(CSR)?

Furthermore, when there is an announcement in the market, it can either be a good announcement
or bad announcement regarding the type of news the companies break into the market. The news
was collected between the period of 2004 — 2014 mainly from the companies' main websites based
on their press releases. However, upon the researchers' discretion, of 63 announcements included,
43 were classified as good news, and the remaining 20 is bad news. So, all the good news, as well
as the bad news, will be tested against the sector to see the reaction of the market.
The division of the hypothesis is in four main sections.

1. All the announcement tested on F&P index, UPM and Stora Enso.

2. Company level announcement tested on the firms and the Sector index (F&P)

3. Allthe announcements were divided into ESG and tested on the F&P sector index

4

The effect of the announcement released either good or bad were tested on the Sector index.

According to MacKinlay (1997), event study null hypothesis (HO) is that the event does not have
any statistically significant effect on the returns (this is in line with strong-form market efficiency).
However, if the opposite is true, the null hypothesis is rejected. Because strong-form market

efficiency does not hold according to previous studies, and that there is an effect on price when
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there is new information, at least on the event day, the first set of the hypothesis will be formed

based on semi-strong form market efficiency.

3.1 Hypothesis — Total industry level announcements

Hypothesis 0: The announcement of CSR news of the pulp and paper companies affect the returns
of Forestry and paper sector index on the event day.

Hypothesis 1: The announcement of CSR news of the pulp and paper companies affect the returns
of UPM's on the event day

Hypothesis 2: The announcement of CSR news of the pulp and paper companies affect the returns

of Stora's on the event day.

3.2 Hypothesis - Companies level CSR

The company-level hypothesis studies the reaction of the announcements on the businesses own
stocks. The same announcements are also tested against the competitor's stock returns, and it will
also be tested with the stock returns of the sector index. The hypotheses are as follows:
Hypothesis (a): The CSR announcement of UPM have an impact on the returns of UPM on the
event day.

Hypothesis (b): The CSR announcement of UPM have an impact on the stock returns of Stora's on
the event day.

Hypothesis (c): The CSR announcement of UPM have an impact on the stock return of the Forestry
and paper sector index on the event day.

It is likely to expect some reactions from the announcement of UPM news on the industry index
as well as on the competitor's stock price since UPM is among the biggest firms in the industry.
Nevertheless, Stora Enso is also a significant contributor to the sector so its announcements will
as well have an impact on the returns on the industry index.

The corresponding hypotheses related to announcements of Stora Enso are:

Hypothesis (d). The CSR announcements of Stora affect the returns of Stora on the event day.
Hypothesis (e): The CSR announcement of Stora affect the returns of UPM on the event day.
Hypothesis (f): The CSR announcement of Stora affect the stock return of the Forestry and paper

sector index on the event day.
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3.3 Hypothesis — ESG

As it has been established above, all the news collected were categorised into environmental, social
and governance announcement to test the robustness of the results further. Each category was only
tested against the forestry and paper sector index but not on the individual stock returns. This test
will reveal the market reaction from the industry point of view. Hence the following hypotheses
were formulated.

Hypothesis (g): Environmental CSR announcements of pulp and paper companies affect the
forestry and paper sector index on the event day

Hypothesis (h): Social CSR announcements of pulp and paper companies affect the forestry and
paper sector index on the event day.

Hypothesis (i): Governance CSR announcements of pulp and paper companies affect the forestry

and paper sector index on the event day.

3.4 Hypothesis — Good/Bad CSR news

Hypothesis (j): Good CSR announcements have an impact on the forestry and paper sector index
on the event day.

Hypothesis (k): Bad CSR announcements affect the forestry and paper sector index on the event
day.

In all, there are 14 hypotheses to be tested in this study. The abnormal returns of all the hypotheses
will be examined, and then the reaction of the market will be determined on the event day as well
as the different length of periods preceding and following the event day. This is done by also
calculating the cumulative abnormal returns of the news effect. If the null hypothesis is accepted,
this means that the market is of semi-strong form and that new information is instantly incorporated
into the prices (Fama, 1972). Therefore, there shouldn't be any cumulative abnormal returns, but
if the null hypothesis is rejected, then the opposite is true. Based on this the CAAR hypothesis is

that all the test that will be conducted will have no cumulative abnormal returns.
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4. EMPIRICAL RESEARCH METHODOLOGY

The data and methodology used in this thesis are discussed in this chapter. The event study is used
to analyse the result of this study, and it suggests or assumes that any new information that comes
to the market has immediate reaction from investors. (Arya and Zhang, 2008) In the Event study,
the model that will be used is the CAR model. This chapter will also cover the company's selection

criteria and data collection methods.

4.1 Model specification

In other to test for the reaction of the stock market when there is an event (CSR news) in the
market, event study methodology (ESM) will be used for this purpose. The tenacity of event
study is the way security prices move in either upward or downwards trend when there is expected
or unexpected event either social, governance or environmental in the market. (Basdas and Oran,
2014). It is also a method that is intended to investigate the effect of an incident on a particular
dependent variable. (Woon, 2004). In event study, there are two main things to consider, first the
incident and the particular dependent variable. The most used dependent variable in ES in finance
is the stock prices of the company in which the event occurs. One may define such an event study
as ‘the effect on the stock price beyond expectation (Abnormal returns) over some time which is

the (event window)'.

Moreover, McWilliams and Siegel (1997), also define event study as ‘is a statistical method to
assess the impact of an event on the value of a firm'. This definition does not deviate from the other
definitions by researchers but has gained popularity in many instances. For example, many events
occur such as alliance and joint-ventures, mergers and acquisitions (M&G), an announcement of
new CEQ, dividend pay-out, as well as news on sustainability. All the mentioned events affect the
value of the firm as well as the stock prices. However, management, analyst and investors need to
rely on such experience to make future economic decisions as well as the occurrence in the future.
We first need to know how the methodology works. The method will be outlined in stages in other
to comprehend the use of the approach. There are seven steps to event study. (Campbell, Lo, and
MacKinlay, 1997); define the event, selection criteria or the model specification for the calculation

of expected return, calculation of normal and abnormal returns, estimation procedure, empirical
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result testing and result interpretation. Hence this study will look at the event of 10 days' window
before and after the event (- 10 and 10) and the estimated event window will be 250 days.
Armitage, (1995) stated that ‘the shorter the interval over which each return observation is
measured (daily, weekly), the easier it is to identify abnormal returns'. He continues to argue that
estimation period should range from 100 — 300 days for daily returns and 24 and 60 for monthly
studies. However, for accurate estimation of o and B3, the use of estimation period of 100 days or
more is enough (Armitage, 1995). The first step in the ES is the defining the event that we wish to
investigate, as it has been stated earlier the event in this question is corporate social responsibility
announcement. However, we need to collect the data of the announcement, and the important
portion of the announcement is the event date and the corresponding stock prices of the companies

before and after.

The next step is to identify the estimation, event and post-event window. The estimate shows the
period over which the stock prices of the companies involved in the study will be examined. The
event window is used to calculate an estimate for the Abnormal return (AR), as Mackinlay (1997)
also explained that it is always prudent to use daily data rather than using weekly or monthly
observations. It is also worth to note that in the estimation window, the event date itself is not
included so that it does not distort the average performance model parameters estimates.

(Armitage, 1995). The timeline for this study is illustrated below:

Figure 4: Timeline of the short — term event study

T-10 T T+10 T

f f f

FEstimation Event Window Post — Event

Furthermore, after the event window of the study is established, we then move on to obtain the

AR. The AR is achieved by making relevant parameters for the calculation of the expected return
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(ER) during the event. As Kothari and Warner (2007, chap 1.), explained by Basdas and Oran
2014, in their article that due to the importance of AR, when modelling the expected return, the
unexpected return cannot be risked. In other words, you cannot measure unexpected return without
using the appropriate model for the normal return. Other researchers have used different types of
models in obtaining the ER and have established the downsides of some of them. However, market
and risk-adjusted model came on top of all the different models that can be used. Armitage. 1995,
explains some of the downsides of the other models; the mean adjusted return model is not able to
handle problems such as heteroscedasticity and autocorrelation as compared to the market and
risk-adjusted model. The market model, CAPM, APT etc. are few examples of the market and
risk-adjusted models and the most used among them is the market because there are some

restrictions imposed when applying the CAPM (Mackinlay 1997).

After doing all the steps above, the final step is to use the ER to obtain the AR which is the
fundamental empirical result of the event study. The abnormal return is the add up over the entire
event period of the survey to obtain the cumulative abnormal return (CAR) and average abnormal
return (AAR) this is then translated into graphs for good presentation when the significant test is

done.

4.2 Data Analysis

Two primary data was gathered from various sources. The two most important data comes
naturally in event study, one is the decision on the type of event to investigate, and the other one
is the financial information. The stock prices of the selected companies and the OMX Helsinki
forestry and pulp and paper sector index will be collected from DataStream between the period of
2004 to 2014, which covers ten year period. The sample size would contain daily observations
from 01.01.2004 to 31.12.2014 of stock prices. The use of daily data will lead to a more precise
estimation of the announcement content than monthly data. Also, Elton, Gruber, Brown and
Goetzmann (2010) argued that most event studies that investigate about an announcement on a
monthly basis has been using daily data and this has been the standard of practice in recent
researches. The market benchmark that will be used to calculate the company level alpha and beta
will be OMX Helsinki 25. The data for the benchmark index will also be collected from

DataStream as well.
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According to a search engine Wikipedia 2017, nine companies are classified under the pulp and
paper industry in Finland. The actively traded ones out of the nine companies are Alhstrom, UPM,
Stora Enso, Metso and Metsa Board. For this study, two out of the five listed will be used which
is UPM and Stora Enso. Alhstrom and Metsa Board was not used in this paper because of the scope
of the research work hence the use of the two companies as a proxy for the industry in the country.
The two companies were utilized in this study because both have some common grounds for
comparison. According to their manufacturing, both UPM and Stora Enso is global producers, the
companies produce magazine papers, newsprint, fine paper and packaging boards while Ahlstrom
produces engine filter media, and high-performance fibre based materials example environment,
health care, packaging etc. Metsa Board, the parent company of Metsa Group, is a European
producer of forest fibre carton boards, major paper suppliers etc. whereas Ahlstrom is also a
producer of engine filter media and high-performance fibre based materials for a niche market in
the world. For these reasons, they were excluded from the study though they are under pulp and

paper industry.

Moreover, according to world's statistics stated by Wikipedia, UPM and Stora Enso came as part
of the world top-10 paper and paperboard companies as per production quantity. UPM and Stora
Enso were ranked 4th and 5th with about 9,771,000 and 9,188,000 tons respectively in the year
2015. They were also ranked on the same position concerning their net sales, which makes them
on the top of Finnish pulp and paper industry regarding production quantity as well as based on

net sales.

In every empirical research, data quality is essential since the quality of data used and the source
of the data enhance quality output. The event to investigate is the second critical information in
this study, that is the CSR announcements with regards to environmental news, social and
governance. As described in Carrol's pyramid stated in Fig 1 above, these three main
announcements that the study focused on can be deduced to be the philanthropic, ethical and legal
but not limited to the pyramid. There are different types of database that CSR announcements can
be found concerning the kind of company, country, industry etc. some of these databases were
combed such as the web page of csrwire.com. The website has gathered about 2,800 company's
public release of their CSR announcements around the world. However, the primary database for

gathering the news regarding the announcements were the companies under study website. Thus,
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the CSR announcements that were collected from csrwire.com were double checked with the sites
of the company's press releases to make sure that the companies have that news. After that check,

all the following news was collected from their press releases.

Since no comparative research to this study has been done before, the criteria for selecting the
news was not necessarily followed a laid down procedure, but due to the purpose of the study, the
selection criteria were created. With the help of keywords from other previous studies on corporate
misbehaviour with regards to the environment, social and governance, thorough scanning of the
press releases of such news was retrieved. For instance, a study by Karpoff, Lott, and Wehrly
(2005), the reputational penalties for environmental violations. Their research was focused mainly
on the wrongdoing of corporation in the environment, and some of their keywords used were
incorporated in this study to determined unacceptable behaviour by the two companies under
study. Another paper by Wagner, 2014, the link between environmental and economic
performance: Drivers and limitations of sustainability integration. In this study, both good deeds
and wrong deeds of the company's involvement in corporate social and environmental activities
calls for stakeholder's demand. However, some of the keywords used in their questionnaires were
also integrated into my search for this study. Furthermore, the keywords that were created in
pursuit of the news from the press releases were designed as follows: social news is layoffs,
donations by the company, strikes. The environmental news keywords used are as follows,
pollution, bad green rating, toxic releases, nomination of green supplies award, support tree

planting program etc.

The corporate governance news used some of the keywords were also followed previous studies
by Bauer and Brown (2010). In their paper, Misdeeds Matter: Long-Term Stock Price Matter after
the Filling of Class-Action Lawsuits characterised accounting fraud, illegal business practices as
well as governance issues into misdeeds by corporations. However, some of the keywords that
were used from their paper are corporate fraud, regulatory valuation, compliance, government

charges and appraisals etc.
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Table 1: Criteria for news selection

Criteria for news selection

Favourable/Unfavourable (Good or Bad news) Environmental, Social

Subject of headlines:

and Governance news by the companies or its management

Requirement for the

companies:

Pulp and paper industry

Publicly listed in Nasdaq Helsinki

Global producers

The companies produce magazine papers, newsprint, fine paper

and packaging

Publication time:

January 1°° 2004 to December 31*2014

Primary source:

Company’s Press releases

Search term:

Environmental

Pollution
Bad green rating

Environment appraisal

Social

Donations
Lay-offs

Strikes

Governance

Corporate fraud
Regulatory compliance/violation

Government appraisal/charges

According to the search and the criteria for the selection of the news, the first news or the

announcement used in this study happened on the 10th of June 2004, and the last announcement

made 31st March 2014, both announcements were for Stora Enso. Nonetheless, the total amount

of announcement recorded during the period under review amounted to 25. On the other hand, the

first announcement by UPM according to the time frame of this thesis was on the 30th December
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2004 and the last announcement recorded was on the 4th February 2014. Nevertheless, the total
amount of announcement recorded during this period was 38. Consequently, the total number of

good and bad announcement obtained was 63.

The figure 3 below display all the examples of the news articles that were collected for the study.
It shows the time frame of the survey, division by the effect of the news. The effect of the news
was in two-fold, it was either good news in the public or bad news. Moreover, all the announcement
was sub-grouped into three different categories, or it was grouped according to the type of

corporate social responsibility (CSR) announcement made.

The data were also grouped into environmental, social and governance (ESG). In total, there was
15, 31 and 17 news for the ESG respectively. From the companies point of view, Stora Enso had
2, 14 and 9 ESG report respectively while UPM news was made up of 13, 17 and eight

environmental, social and governance news.

Figure 5: Division of samples into subsamples

Total 10-year sample
(2004 —2014)

[ |
[ Division by effect of news: ] [ Division by news category: ]

—
Bad [ Environmental ] I Social I

In total, there was 43 news that was categorised as good announcements by the companies while

20 reports were grouped as a bad announcement. To be more specific on the company-level, the
number of news gathered from Stora Enso, 9 and 16 were categorised as good and bad news
respectively. The news from UPM, 34 came out to be good news, and only four were seen to be

bad news to the public within the scope of the study.
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Figure 6. Relative division size by total news effect

Total News Effect
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Figure 7. Relative division size by total news category
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The following figures show the relative division of news by the companies.

Figure 8. UPM relative division by news effect and news category

UPM News
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Figure 9. Stora Enso relative division by news effect and news category
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To ensure all the data that will be collected are in standard and comparable, missing variables will
be filtered out as well as outliers. The data on the corporate social responsibility of the chosen
companies in the pulp and paper industry will be gathered from their respective press releases of

the companies between the period of 2004 through to 2014 as stated above.

The section below expands more on the event study methodology with regards to formulations and

calculations.

4.3 Test for Event study

After determining the steps and defining all the necessary parameters for the event study model, it
can be started using the CAR. CAR (cumulative abnormal returns) is then calculated over the event
window that has been estimated. Since CAR is the aggregate of the abnormal return (AR), we first

determine AR.

AR methodology will be based on the same methodology Armitage, 1995 used in his paper.
(1) ARy = Ry — E(Ryt)

AR,y = The abnormal return for company i in period ¢,
R;¢ = The actual return for company i in period ¢; and
E(R;:) = The expected return for company 7 in period ¢.

The above formula is the return formula, logarithm will be used to arrive at the returns of the given

stock where

Ry = The logarithm return,

Py = The price of the stock at a given time,
P, = The previous price; and

In = The log

Unit Root Testing and test for stationarity. Before carrying out calculations for the evidence,

stationarity in the series will be conducted. Otherwise, results could come out to be biased. ADF
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test would be used to check unit root in the series and KPSS test to check whether the series is

stationary.

B)ERi)= a; + BiRpe + €4

The market return model is applied to estimate the expected return with returns on the market.

E (Rit)

The expected return for company 7 in period z.

oy = The intercept term;

Bi = The regression constant;

Rt - The return on the market in period ¢#; and
(SN = The error term at time ¢.

The expected return is estimated by regressing the share return and the return on the industry
market using ordinary least square OLS. In estimation, 250 trading days of data is used to estimate
beta to capture the variation effect.

Since R;; and E (Rj; ) has been defined, we can now proceed to calculate the abnormal return (AR)
by subtracting formula (2) from formula (3). Abnormal returns are given as the prediction errors
or the residual of the market return model. Arbitrage (1995) argues that the residual of the

regression is the AR if the test period is a subset of the estimation period. Therefore,

4) ARy =Ryt - (a; + Bi Rpne)

ARy = The abnormal return,
Ry = The stock i’s return at time #; and
Rint - The return on the market.

After estimating for the abnormal return, the average abnormal return will be computed in other

to test for the announcement of the CSR on the stock price for the time window.

1
(5)  AAR(Ty,Tp) =+ XL, ARy (Ty, To)

Where:

AAR;(T,,T,) = The average abnormal for time ¢
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Ath

The abnormal return for i at time #; and

N = The sample size

1 A
(6) o AR (T, ,T,) = P Z:z uizt

From the equation above o AR;;is the variance of the abnormal return or the standard deviation of
the abnormal returns at time ¢.

(7) lit =

AAR{(T; ,T,)
0AR;{(T; ;) /Vn

The next step is the t-statistics calculation for each average abnormal return (AAR;). The t-stat is

done to ascertain the significance of the mean abnormal return.

Where:

tiy = The t-statistics;

AAR; = The average abnormal return for time ¢;

oAR; = The standard deviation of abnormal returns at time ¢; and
n = The sample size

The test statistic for each firm i and each event t, while the other parameters such as n are the
sample size and others explained in above equations.

In this step, we will examine the cumulative effect of the announcement on the time of the window,
hence the need for calculating CAR for firm-specific and cumulative average abnormal returns

(CAARs) for the overall firm which are displayed below:

(8)  CARy(T,,T,) = CAR,_, + AR,

Where:

CAR;(T,,T,) = The cumulative abnormal return at time z;
CAR;_4 = The cumulative abnormal return at time #-/; and
AR, = The abnormal return at time ¢
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(9)  CAAR(T,,T,) = CAAR,_, + AAR,

Where:

CAAR,(T,,T,) = The cumulative average abnormal return at time ¢;
CAAR;_4 = The cumulative average abnormal return at time #-/; and
AAR, = The average abnormal return at time ¢.

Due to the seasonality of stock prices on different days, it is necessary to examine the cumulative
effect of the event by summing the average returns over the event window, from T; to T, (thus the

ten trading days) Otherwise it will be difficult to identify the overall patterns. (Brooks, 2014).

The following equation will give the standard deviation of the cumulative abnormal returns

(10) 0 CAR,(T,T,) = (T, — Ty + 1)o(ARy,)

o0 CAR;; (T,T,) denotes the standard deviation of the cumulative abnormal returns for the
estimation period from t; to t, thus from time 1 to time 2 of the ten days’ event window.

As the last step, the cumulative abnormal returns (CARs) need to be tested to indicate whether it
is significantly different from zero from a statistical point of view. By so doing the test statistic is

used to derive the cumulative effect of the announcement at the time of the announcement.

CAAR;(Ty ,T3)

(1) tear = SCAR{T, ;)

Where:

tcar = The CAR test statistics ratio and for this study, it is also known as the z-test,

CAAR = The cumulative average abnormal return at time #;

oCAR = The cross-sectional standard deviation of the abnormal returns for the
sample of n firms at time #; and

n = The sample size.
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S. EMPIRICAL ANALYSIS

In this chapter of the study, emphasis will be laid on the descriptive analysis of the data used in

the study and the empirical findings as well. The descriptive analysis gives us a clear understanding

of the essential features of the data, summaries of the collected data and its dimensions. In this

case, the two pulp and paper companies and that of the indexes will be described graphically. The

size of the data is the movement of the stock prices as it was collected over the period of the study.

However, figure 11 below indicates the non-stationarity of the data as the mean and variances are

not constant over the period.
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Figure 10: Price series of OMX Helsinki Index, OMX Helsinki Forestry and Paper Index,

UPM and Stora Enso

It is quite evidential that there is a lot of fluctuation in the stock prices among all the indexes. They

seem to follow similar patterns, since the companies under study are among the biggest within the
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sector, indicating that the stocks within the industry index will have similar fluctuating patterns

with the companies. In all the stocks, the significant drops occurred during the period 2007 - 2008.

5.1 Descriptive analysis

The assumption of normality is a requisite assumption that underlined statistical methods. The
variables that are used are usually distributed, and with event study, the assumption also holds.
Normality assumption can be tested by both graphical (histogram and normality plot) and
statistical method. When this assumption is violated, the result can lead to a spurious regression or
the test will be invalid. In the case of stock prices, there is a huge variation in the prices regarding
demand and supply in the market as well as assumptions and speculations. Thus, the difference
from the normal distribution is usually large. Non-normal variables have graphs that are either
skewed and on platykurtic or leptokurtic. With the help of statistical software, the descriptive
statistics of the stock prices were derived for both companies as well as the sector index and the

benchmark index. Below is the descriptive statistics of the four stock prices.

Table 2: Descriptive Statistics

OMX SECTOR STORA UPM
Mean 0.026627 -0.009437 -0.011899 -0.006191
Median 0.062322 -0.013405 0.000000 0.000000
Maximum 9.285563 12.63198 14.59311 12.36355
Minimum -8.905445 -9.198027 -11.35075 -10.62692
Std. Dev. 1.429004 1.952433 2.250983 2.144433
Skewness -0.017372 0.073908 0.202080 -0.034301
Kurtosis 7.060307 6.095303 6.080046 6.288520
Jarque-Bera 2074.652 1208.346 1214.295 1361.400
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Probability 0.000000 0.000000 0.000000 0.000000

Sum 80.41280 -28.49936 -35.93613 -18.69608
Sum Sq. Dev. 6164957 11508.41 15297.04 13883.15
Observations 3020 3020 3020 3020

It can be seen from the statistics table that all the variables are not normally distributed (see
Appendix 1). Descriptive statistics is being carried out to examine mean, median, skewness,
kurtosis and Jarque-Bera test. From Table 2 above, we draw that leptokurtic distribution indicates
non-linearity and it is left-skewed for OMX and the UPM. The other two variables; the sector
index and Stora Enso is right-skewed. The Jarque-Bera test statistics are highly significant

indicating that the data is not normally distributed.

Furthermore, as it was explained earlier, normality assumption can also be tested with histogram
and normality plots, the descriptive statistics of the variables and its histogram showing the
distribution of the series can be found in Appendix 1. The use of non-stationary data can lead to
spurious regressions. If the variables utilized in a regression model are not stationary, then it can
be proved that the standard assumptions for asymptotic analysis will not be valid. In other words,
the usual ‘t-ratios' will not follow a t-distribution, and the F-statistic will not follow an F-
distribution, and so on. However, all the variables that are not normally distributed can become

standard when logarithm is taken on each of them

5.2 Transformation of data

As established above, most of all the variables are non-normality, and transforming the variables
will change the measuring scale of the histogram and create a transformed data that can be tested
for normality. The most common used transformations are: logarithmic, the square root and inverse
transformation, in this case, log transformation is used. This change will make the skewed

distribution, outliers and any other kind of non-normality standard.
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It is rare that after applying a transformation on the variables that are non-normality, there will still
be some variables that will still appear non-normality, but still, some stay skewed. Though it was
said that normality assumption is a pre-requisite of statistical method, it is not as important as the
relationship between the variables. Consequently, correlation and covariance between the variable

will be done in the next section before moving on to the event study analysis.

5.3 Correlation analysis

It is a pre-requisite for multiple variables analysis to check the interactions between the variables
that are used. Correlation measures the extent to which the variables in the dataset interact with
each other; this can be determined by either graph or descriptive statistics. Scatterplots or scatter
diagram is used to determine the association between the variables graphically while the Pearson's
r is the statistical way to describe the linear relationship between the variables. The correlation
coefficient ranges between -1 and +1; in general, a variable can be a positive correlation, negative
correlation or no correlation at all with any of the variables, if such happens that variable with no

correlation should be removed.

According to the correlation table, the correlation coefficient that has a level of over 0.8 is a very
high, 0.65-0.80 as high correlation, from 0.40-0.65 a medium correlation and 0.2-0.39 is low
correlation. In the analysis, the covariance of the variables was also conducted. Correlation, as
well as the covariance, are all important part of multiple variable analysis, in finance, the
covariance between series are of good interest. Correlation measures the extent to which the
variables in the dataset interact with each other while covariance measures the degree of how two

sets of variables move in-tandem.

In general, there is a positive covariance and negative covariance, a positive covariance means that
both variables or assets move in parallel line that is, an increase in variable A will proportionately
lead to an increase in the other variable and vice versa to the negative covariance. Thus, the lower
the coefficient of the series is, it is less likely that there will be either positive or negative

covariance between the two, meaning there might not be any change in the variables. (Brooks,

2008).

All the variables seem to correlate with other variables. However, to make our analysis more

robust, the correlation between the variables under the categories will be explained, indicating the
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variables that have a high or low correlation in the group. Notwithstanding that, the outcomes of

the covariance and the correlation between the two companies that is UPM and Stora Enso, the

sector index and the benchmark does not plausibly stop the process of the event study, but it is

worth knowing the relationship between them. The relationship between the variables will help in

the interpretation of the result when it comes to the testing of the spillover effect of the

announcement. If correlation shows that they are related, then the covariance tells how the change

in one will affect the other, it will be easy to know how the announcement of CSR news of one

company affects the stock prices of the other.

Table 3: Correlation and Covariance of the Companies, F&P Sector and the Benchmark

OMX 2.046253

1.000000

F&P 2.236892

0.800169

0.000000

STORA 2.468371

0.766245

0.000000

UPM 2.324299

3.819160

1.000000

4.166626

0.946755

0.000000

3.990548

5.071379

1.000000

4.037922

4.606662
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0.757040 0.951383 0.835414 1.000000

0.000000 0.000000 0.000000  memeee-

From the covariance and correlation matrix table above, the first row of each row is the covariance
between the variables while the second row is the correlation. The covariance between UPM and
Stora is 4.037, which indicates that the relationship is positive. Hence an increase in increase in
UPM will or could lead to an increase in the price of Stora if all things being equal. From the
benchmark and the F&P sector index, the covariance is also positive between them and the two
companies. It appears that there is a good correlation among the variables as well. The highest
correlation was recorded between the forestry and paper (F&P) sector index and the two
companies. The relationship between the industry with UPM and Stora was 0.951 and 0.946
respectively. It didn't come as a surprise since both companies are among the biggest trading ones
in the industry. The correlation between the OMX index and the two companies were 0.757 and

0.766 for UPM and Stora respectively, and this relationship can be said to be high as well.
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6. EMPIRICAL FINDINGS

In the empirical findings and summary, all the 14 hypotheses stated in this study will be reported
depending on the results of the analysis. After that conclusion will be built on whether the
hypothesis is rejected or accepted and it will also be analysed in comparison to other theories that
have been gathered for the study. The effect of the CSR announcements on the stock prices was
measured with two factors. The first factor is AAR and the second is CAAR, the pre-event window
for CAAR was +10 days but the calculation is from (-10, -5-, .4, -3, -2, -1, 0, +1, +2, +3, +4, +5
and then moved between +5 to +10 days) post-event. Though the event window was ten days, the
pre-event was jumped from -10 to -5 because I was more interested in the ten days' post effect of
the announcements on the stocks of the indexes. So, I will lay more emphasis on the -5 days before

the events till +10 days after the event.

As a robustness check, a long event window was calculated for the post-event day from day 1 to
250 days. When calculating the AAR similar approach was used, but instead of starting from day
-10, it was started from day 5. The results of the AAR indicate no statistically significant results
on the day of the event as well as the post-event day and pre-event days for all the test conducted.
Therefore, the results table will display average abnormal returns for the event day and the days

one, five and ten for both post and pre-event days.

6.1 Total Industry Level CSR Announcements

The very first hypothesis is to test the effect of the full CSR announcements made by both the
biggest pulp and paper company on the stock returns of the Forestry and Paper (F&P) sector index
and test all the news of the companies on the individual firms. The total news gathered consist of
63 announcements since there were no any outliers regarding an announcement that overlaps in
the descriptive statistics, all the 63 announcements will be used for the first test and the subsequent

ones.

The analysis will follow in the same way the hypotheses are arranged, the Z-test of the abnormal
average returns and the cumulative abnormal average return will be reported using tables, and the
corresponding graphs will be reported in (Appendix 2). Below is the table of the abnormal average

return and the cumulative average abnormal return.
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Table 4: Z-test of AAR and CAAR from all the CSR announcements on the Forestry and

Paper sector index, UPM and Stora.

63 Events F&P UPM Stora
(t1, t2) (P-Value) (P-Value) (P-Value)

AAR (-5) -0,028% -0,104% 0,040%
(1,000) (0,992) (0,997)

AAR (0) -0,333% -0,365% -0,189%
(0,974) (0,981) (0,987)

AAR (1) 0,071% 0,037% 0,151%
(0,994) (0,997) (0,991)

AAR (10) -0,010% -0,022% -0,052%
(1,000) (0,998) (0,996)

Note: The rejection of the Hy, at 90% confidence level is denoted as *, the rejection at 95%

confidence level is denoted as ** and the rejection at 99% confidence level is denoted as ***,

63 Events F&P UPM Stora
(t1, t2) (P-Value) (P-Value) (P-Value)
CAAR (-10,-1) | -0,681% -0,624% -0,903%
(0,005) *** (0,016) ** (0,003) ***
CAAR (-5,-1) | -0,1602% -0,181% -0,297%
(0,118) (0,151) (0,035) **
CAAR (-4, -1) -0,132% -0,078% -0,337%
(0.164) (0,441) (0,029) **
CAAR (0, 0) -0,333% -0,365% -0,189%
(0,974) (0,981) (0,987)
CAAR (0, 1) -0,262% -0,328% -0,038%
(0,097) * (0,106) (0,574)
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CAAR (1,2) 0,141% 0,122% 0,285%
(0,133) (0,188) (0,089) *
CAAR (1, 3) 0,027% -0,148% 0,345%
(0,671) (0,157) (0,039) **
CAAR (1, 4) -0,044% -0,231% 0,366%
(0,634) (0,092) * (0,040) **
CAAR (1, 5) 0,016% -0,114% 0,302%
(0,880) (0,348) (0,081) *

It can be observed from the AAR table that the total industry level announcements from the two
biggest pulp and paper company did not have any effect on the market on the day of the event.

However, on the day of the announcements, all the indexes reacted negatively to the news with
F&P and UPM dropping by 0.33 percent and 0.37 percent respectively. This reaction can be due
to the differences in the announcements which combines both good and bad announcements or it
can also be caused by other company's announcement that coincides with the CSR news.
According to the outcome of the results, the first hypothesis for the thesis (HO, H1 and H2: The

announcements of CSR news affect the returns of F&P, UPM and Stora Enso) is rejected.

Cumulative abnormal returns inform investors the effect of the stock in a longer period of the event
or whether the announcements are absorbed instantly and if there is any persistent reaction after
the event. It is apparent from the table that the companies, as well as the index, reacted negatively
on the pre-event window. On the -10 days before the announcement, all the F&P and Stora Enso
stocks reacted negatively at 1% significant level while UPM shares responded negatively but at
5% significant level. The stocks of all the indexes continued to fall from the day -10 to the day (0)
thus the event day. A consistent decline in the stock before an event can mean that there was a
leakage of the news in the market through other broadcasting than print media. As suggested by
Fama (1970), it seems that the information or the announcement appears to be incorporated into

the stock price before the event date.
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The market reacted back positively just a cumulative one day after the event with only Stora having
a significant level. However, the post-event days shows a positive reaction but reacting a lower
rate with the exception of Stora whose stocks reacted cumulatively from day +1 to the day +5
(0,28, 0,345, 0,366 and 0,302 percentages). The post-event significant effect could be that there
was some information delay, and investors did not get hold of all the information needed from the
announcement and after the day (0), the announcement became more understandable, and that

could lead to the significant reaction after the event.

As a robustness test, the study further tests the long post-event effect when an investor decides to
hold the asset of the firms over 250 days. According to the graph (see Appendix 2) holding the

asset over that longer period saw insignificantly positive returns.

The result for the whole sample tested on the returns of F&P, UPM and Stora Enso experienced
no significant effect on the announcement day. However, there was a delay response to the
announcement, and cumulative abnormal returns are persistent after the event day. Hence, the null
hypothesis of CAAR (The announcement is absorbed instantly and that there are no cumulative

abnormal returns on F&P, UPM and Stora Enso) is rejected.

6.2 UPM-Kymmene’s CSR Announcements

After all the announcement has been tested on the industry stock returns, the next hypothesis to
test whether ‘CSR announcements of UPM has an impact on the stock returns of UPM, Stora Enso
and F&P index on the event day'. In this test, 38 announcements were gathered from UPM press
releases. All the 38 announcements will be tested on the stock as mentioned above to test the

abnormal and cumulative effect of the news. The result of this analysis is summarised in the table

below while the plotted AAR and CAAR are shown in Appendix 3.

Table 5: Z-test of AAR and CAAR from all CSR announcements of UPM

38 Events F&P UPM Stora
(t1, t2) (P-Value) (P-Value) (P-Value)
AAR (0, -5) | -0,140% -0,234% -0,110%
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(0,982) (0,974) (0,990)
AAR (0,0) | -0,308% -0,375% -0,087%
(0,974) (0,978) (0,993)
AAR (0,5) | 0,160% 0,216% 0,099%
(0,980) (0,980) (0,988)
AAR (0, 10) | -0,165% -0,091% -0,314%
(0,972) (0,988) (0,962)

Note: The rejection of the Hy, at 90% confidence level is denoted as *, the rejection at 95%

confidence level is denoted as ** and the rejection at 99% confidence level is denoted as ***,

38 Events F&P UPM Stora
(t1, t2) (P-Value) (P-Value) (P-Value)
CAAR (-10,-1) | -0,722% -0,748% -1,291%
(0,045) ** (0,059) * (0,007) ***
CAAR (-5,-1) | -0,396% -0,452% -0,899%
(0,045) ** (0,065) * (0,004) ***
CAAR (-4, -1) -0,256% -0,218% -0,790%
(0,135) (0,262) (0,012) **
CAAR (0,0) 0,133% 0,041% 0,280%
(0,987) (0,996) (0,981)
CAAR (1, 3) 0,032% -0,207% 0,518%
(0,754) (0,203) (0,043) **
CAAR (5,10) 0,498% 0,541% 0,517%
(0,042) ** (0,047) ** (0,086) *
CAAR (1,10) |0,365% 0,210% 0,935%
(0,298) (0,583) (0,036) **
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The table depicts the daily abnormal returns over the +10 days event window on all the
announcement made by UPM. From the first table, it can be realised that on the day of the
announcement, the AAR for F&P, Stora Enso and UPM responded negatively and it's not

statistically significant.

Also, there was a positive response just a day after the event. The AAR increased by 0.13 percent
for the F&P index, 0.04 percent increase for UPM, this is how much it responded to its CSR
announcement just a day after the announcement while its competitor return shot up by 0.28
percent but the increase of the post-event was not statistically significant.

Consequently, the graph (see Appendix 3) indicate how the markets responded to the
announcement. Finnish pulp and paper investors do not react instantly to CSR announcements on
the day of the event, and there is a delay reaction. On this note, the null hypothesis that CSR
announcements of UPM have an abnormal effect on its stock, F&P and Stora Enso is rejected.
Based on table 5, there seem to be a post-event CAAR of F&P, UPM and Stora. The CAAR reacted
negatively to the (-10, -1) and (-5, -1) at a 5 percent, 10 percent and 1 percent significant level
respectively on those days. On average, the returns reacted negatively to the announcement of
UPM on the pre-event day before the announcement. UPM and sector index continued to respond
negatively until the day (t+5, t+10) when their returns started to rise by 0.2 and 0.3 percent

respectively.

But cumulatively, the competitor's returns reacted to the announcement positively and at a 5%
significant level during the three-day cumulatively after the event (+1, +3), and it continued to
respond to the CSR announcement by its competitor significantly until the cumulatively day +10.
It was clear that the news was not absorbed on the event day and that there was a delay reaction
which made the investors overreacted on the available news. Based on the post-event response,
one can tell that more information concerning the news of UPM was made clear to the investors
which lead to the significant response. This result implies that the announcement of UPM that
came into the market had a significant effect on its competitors though it can be said it was based
on mere speculation in those days before the event. Moreover, the result is in line with the notion
that CSR has a competitive value and firms adopting CSR have a competitive advantage to their

peers. Again, the outcome of the result is in line with previous literature especially with the
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findings of Cao, Liang and Zhan (2015). Also, since the CSR news collected comprises of good
and bad news, one cannot tell if Stora returns reacted to the bad news or the good news of its
competitor. Nonetheless, this study as well tried to find out the effect of the bad and the good CSR
news on the market but it was done only on the sector index in further analysis. But, since the
hypothesis of this test is that (The announcement of UPM have no cumulative abnormal returns
on F&P, UPM returns and Stora Enso), it can be concluded that the announcement was not

absorbed immediately and that there is CAR effect; therefore, the null hypothesis is rejected.

Besides, a 250 days' robustness test was conducted on the returns to know whether a cumulative
abnormal effect is persistent over 250 days after the event. Based on the graph, all the returns were

statistically insignificant.

6.3 Stora Enso’s CSR Announcements

The second biggest company in this study is Stora Enso. The hypothesis to be tested here is ‘the
CSR announcement of Stora have an impact on the stock returns of Stora Enso, UPM and the stock
returns of the Forestry and Paper index'. In this test, 25 CSR announcements were gathered from
the company press releases and all the news will be used for the test. The result of the AAR and
CAAR is summarised in the table below, and a graph corresponding to the result can be found in

Appendix 4.

Table 6: Z-test of AAR and CAAR from all CSR announcements of Stora Enso.

25 Events F&P UPM Stora

(t1, t2) (P-Value) (P-Value) (P-Value)

AAR (0, -5) 0,133% 0,109% 0,268%
(0,981) (0,988) (0,967)

AAR (0, 0) -0,373% -0,350% -0,345%
(0,930) (0,961) (0,956)

AAR (0, 5) -0,090% -0,033% -0,312%
(0,984) (0,996) (0,959)
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AAR (0, 10)

0,228%
(0,958)

0,087%
(0,984)

0,346%
(0,956)

Note: The rejection of the Hy, at 90% confidence level is denoted as *, the rejection at 95%

confidence level is denoted as ** and the rejection at 99% confidence level is denoted as ***,

25 Events F&P UPM Stora
(t1, t2) (P-Value) (P-Value) (P-Value)
CAAR (-10,-1) |-0,611% -0,405% -0,313%
(0,227) (0,469) (0,595)
CAAR (-5, -1) 0,189% 0,258% 0,619%
(0,383) (0,333) (0,048) **
CAAR (-3,-1) 0,214% 0,210% 0,437%
(0,205) (0,256) (0,090) *
CAAR (0, 0) -0,373% -0,350% -0,345%
(0,930) (0,961) (0,956)
CAAR (1, 5) 0,001% -0,093% -0,025%
(0,997) (0,670) (0,922)
CAAR (5,10) -0,552% -0,474% -0,822%
(0,056) * (0,143) (0,044) **

Stora Enso is one of the leading industry players aside UPM; it is worth examining how it CSR

announcements will affect its stock price and those of the sector and its peer company. From

abnormal returns table above, the 25 announcements gathered from Stora Enso seem to have no

significant effect on the industry returns, its returns and that of its competitor in all the days before

the event and after the event. In general, there was an overall negative response on the day of the

event to the announcements, but it was statistically insignificant. However, it is interesting to note

the variations in the AARs on the event day. The AAR of F&P, UPM and Stora is approximate -

0.4%, -0.4% and -0.3% respectively. There was not any sign of spillover effect from Stora Enso

57



CSR announcement on the stocks of its competitor, unlike it was the case of the response of Stora
stocks on UPM CSR announcements when the CAAR was tested.

The result is also displayed in the graph (see Appendix 4), and it is apparent from the graph how
the indexes dwindle on the day (0) event day and dropped from the day 5 to 7 then it moves up on
the +8. Again, the null hypothesis is rejected.

The cumulative abnormal return reported in the table above shows how the securities reacted to
the Stora CSR announcements on an accumulation basis. From the table, when one decides to hold
stocks in the industry or UPM for a longer time, the announcement of Stora CSR will not have any
significant impact on the stocks. Although the industry did not experience any statistically
significant effect before the event, when a test was done for the five days to the 10-day period after
the event, it responded significantly at the 5% level resulting in an approximate drop of -0.6%. The
post response of the market could be that; there was a delay in the total disclosure of the news that
led to the late response. However, this was not the same for the stocks of Stora, since the returns
responded negatively on the cumulative -10 days before the announcement, but it was not
significant. A 5 day before the announcement, Stora responded to its announcement positively at
5% significant level as well as on the (-3, -1) a positive reaction at 10% significance level. The
stocks reacted negatively by -0.8% in approximation at the 5% significance level on its news after
the event during the period (5, 10). This result could be that the impact of the news was delayed
and it was at that point that all the pieces of the news were understood by the market or the

nvestors.

It can be said that the CSR announcements of Stora Enso have little or no effect on the industry
and that of its competitor's return. Nevertheless, only the returns from the announcing company
had a statistically significant effect on its own CSR announcements and that the cumulative effect
was persistent. This result implies that the CSR announcement of Stora does not have any effect

on its peer and that there wasn't any spillover.
A robustness test was conducted on 250 days after the event, yet from the table, all the CAAR

seem to go up, but none of them was statistically significant. It should also be kept in mind that

with event study, the more the time passes or, the longer the days after the event, the higher the
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probability of changes in the returns due to other compounding effect and noise in the market.
Nevertheless, it can be concluded that two of the hypotheses will be rejected. That is, CSR
announcement of Stora have no cumulative abnormal return on the stock returns of its stocks, and
for the industry, the hypothesis is rejected at 10 percent significant level. But since there was not

any significant effect on the returns of UPM, the null hypothesis is accepted.

6.4 ESG Announcements

All the announcements were further grouped into ESG based on different types of CSR initiatives.
All the announcements were 63, and it was categorised into Environmental, Social and
Governance. The social news recorded the most announcements which had 31 news, governance
followed up with 17 news, and for environmental news, the corresponding number was 15. Each
category is tested on the Forestry and Paper index stock returns. Therefore, the next hypothesis to
test is if ‘the Environmental CSR announcements of the companies have an impact on the stock
returns of forestry and paper sector index'. If ‘the Social CSR announcements of the companies
affect the sector index' and ‘the governance CSR announcements of the companies have an impact
on the industry index'. From the companies point of view, ESG announcement is not tested at the

company level but only at the index level.

Table 7: Z-test of AAR and CAAR of ESG CSR announcements.

Events Environmental (15) | Social (31) Governance (17)
(t1, t2) (P-Value) (P-Value) (P-Value)
AAR (0, -5) -0,135% 0,142% 0,000%
(0,981) (0,981) (1,000)
AAR (0, 0) -0,690% -0,274% 0,303%
(0,929) (0,966) (0,961)
AAR (0, 5) 0,065% 0,027% -0,263%
(0,988) (0,996) (0,961)

Note: The rejection of the Hy, at 90% confidence level is denoted as *, the rejection at 95%

confidence level is denoted as ** and the rejection at 99% confidence level is denoted as ***,

59



Events Environmental (15) | Social (31) Governance (17)
(t1, t2) (P-Value) (P-Value) (P-Value)
CAAR (-10, -1) -0,655% -0,702% -1,080%
(0,550) (0,089) * (0,041) **
CAAR (-3, -1) 0,311% -0,087% -0,753%
(0,409) (0,517) (0,026) **
CAAR (-2,-1) 0,255% 0,032% -0,590%
(0,437) (0,749) (0,086) *
CAAR (0, 0) -0,690% -0,274% 0,303%
(0,929) (0,966) (0,961)
CAAR (0, 1) -1,382% 0,275% 0,012%
(0,099) * (0,191) (0,935)
CAAR (1, 3) -0954% 0,440% -0,099%
(0,101) (0,065) * (0,402)
CAAR (1, 4) -1,112% 0,484% -0,411%
(0,148) (0,048) ** (0,029) **
CAAR (1, 5) -1,047% 0,511% -0,674%
(0,196) (0,044) ** (0,043) **
CAAR (5,10) 1,413% -0,356% 0,275%
(0,072) * (0,094) * (0,509)

As it has been said earlier, environmental CSR recorded the least news among the others. There

was 15 news in total out of the 63 announcements that were made during the period of study. It

came out that there is a negative reaction on the day of the announcement and it’s not statistically

significant, the index returns dropped by -0.69 percent. The graphical presentation of the above

table is displayed in Appendix 4. Though there was an effect on the prices it didn’t seem to be any

significant.

The second analysis is the social aspect of the CSR news that was gathered from the company.

This aspect recorded most of the news from both companies. It is a clear indication of how both
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companies are more involved in social activities. Therefore, any action or inaction of the
companies will have some impact on their share prices. However, from table 7, it appears that the
index responded insignificantly also to the announcement of social CSR news. There was a
negative reaction of AR on -3 and -2 days prior to the event. Moreover, on the event day, the
securities dropped again by -0.27 percent but it was not of any significance anymore to the
investors as well. It could be that the prices were adjusting to the news from the day -3 until the
event day. Furthermore, just a day after the event, the stock prices then rose by 0.55 percent. This
did not last for long in the market so the price dwindles down immediately on the +2 days after
the event, this could be that there was over price on the one day after the event which led to the

fall in the price.

The third analysis is the governance CSR announcement. It had the second most announcements
among the three categories, all the news gathered was 17 out of the 63 news. It can be observed
that AAR on the day of the announcement was positive but it’s not statistically insignificant.
Nevertheless, there were negative responses prior to the event day from -5 day to -1 day, for
instance, the return dropped by -0.37 percent on the two days prior to the announcement more than
the other days (see Appendix 4). One reason could be a leakage of the news to the market through
other media. Furthermore, on the post-event days, a 1-day AAR dropped by -0.3 percent in
approximation and dropped again by -0.26 percent on day 5. This could be that the stocks were
overpriced on the day of the event or a delay of some of the information to the market. Generally,

it is evidential to reject all the null hypotheses for the ESG announcements.

The cumulative abnormal average return is what an investor might expect above or below market
return if he or she holds the portfolio over the event window. The cumulative effect of holding the
portfolio when there is environmental announcement indicates a negative impact from cumulative
-10 days to -4 days prior to the event but none of these days seem to be significant. However, there
is a significant negative effect on the 2 days after the event. The F&P index dwindles by -1.4
percent in approximation and continued with negative reaction until the +5 day where the index
rose by 1.41%. The negative reactions of environmental CSR are in line with prior studies and
especially with the findings of Lundgren and Olsson (2008), they concluded in their paper that
environment incidents are normally associated with negative returns and are mostly not

statistically significant. The positive bounce back reaction could be due to a delay of the total
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disclosure of the news as well as the immediate response to the environmental disaster and
involvement in the protection of the environment (see Appendix 7). In general, it can be said that
the immediate market reaction to environmental CSR news is negative and weakly significant at
the 10% level. Hence the hypothesis is rejected.

The cumulative effect of holding the index portfolio when social announcements are released is
negative and weakly significant before the announcement is published. From the graph (see
Appendix 6), the index started to rise after the event day but it was not statistically significant for
2-day and 3-day CAAR. However, there is a statistically significant result starting from the 4-day,
5-day and 6-day CAAR which had abnormal returns in an approximation of 0.4 percent at 10%
level, 0.5 and 0.51 percent at 5% level respectively. As mentioned earlier in the abnormal analysis,
investors react positively to social incidents and are interested whether the companies are involved
in more social activities. Again, the null hypothesis is rejected and there are cumulative abnormal

returns.

The last category is the governance CSR announcements. It can be observed from the table that
there is a consistent significant decline in the abnormal returns of the index indicating that
governance information starts to leak out. However, three of the CAARs incidents are statistically
significant prior to the event day but CAAR on the event day is positive and not significant. There
is a negative significant from 10-day CAAR (-10, -1), 3-day CAAR (-3, -1) and 2-day CAAR (-2,
-1) by -1.1, -0.8 and -0.6 percentage at 5%, and 10% level respectively. On the 4-day and 5-day
after the event, the CAAR starts to drop again by -0.4 and -0.7 percent at 5% significant level.
Hence, the market responded negatively to governance CSR news and the news have a cumulative

effect on the market so the hypothesis of the test is rejected at 5% significant level.

6.5 Announcements by Effect (Good / Bad)

To further test the robustness of the market reaction, all the CSR announcement released by the
companies were categorized into good and bad (positive and negative) announcement. The good
news recorded the most announcements which had 43 news whilst bad news gathered from both
companies was 20. Each category is tested on the industry stock returns as the ESG is tested above.
Therefore, the last hypotheses to test are as follows: ‘the good CSR announcements of the

companies have an impact on the stock returns of forestry and paper sector index’ and ‘The bad
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CSR announcements of the companies have an impact on the sector index’. The good and the bad

announcement will not be tested on the company level but only on the sector index level.

Table 8: Z-test of AAR and CAAR of bad and good CSR announcements.

Events Good news (43) | Bad news (20)
(1, t2) (P-Value) (P-Value)
AAR (0, -5) 0,047% 0,019%
(0,995) (0,997)
AAR (0, -1) 0,199% -0,022%
(0,981) (0,995)
AAR (0, 0) -0,195% -0,265%
(0,986) (0,944)
AAR (0, 5) -0,101% 0,083%
(0,990) (0,980)
AAR (0, 10) 0,010% 0,037%
(0,999) (0,992)

Note: The rejection of the Hy, at 90% confidence level is denoted as *, the rejection at 95%

confidence level is denoted as ** and the rejection at 99% confidence level is denoted as ***,

Events Good news (43) | Bad news (20)
(t1, t2) (P-Value) (P-Value)
CAAR (-10,-1) -0,575% -1,259%

(0,068) * (0,049) **
CAAR (-5, -1) -0,270% -0,201%

(0,098) * (0,475)
CAAR (-4, -1) -0,317% -0,220%

(0,077) * (0,352)
CAAR (0,0) -0,071% -0,108%

(0,461) (0,408)
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CAAR (5, 10) 0,610% -0,571%
(0,018) ** (0,061) *

Table 8 presents the results for the abnormal average daily returns and cumulative abnormal
average returns. There is no statistically significant outcome from both the good and bad news on
the event day and AAR was negative. However, the AAR of good news shows a decline from the
-4 day prior to the event until -2 days which responded negatively. This suggests that irrespective
of the CSR good news in the market, there seem to be other factors that are influencing the stocks
that is why the stock prices went down on those days or there could be that there was not any
information leakage in the market. Interestingly, on just the day prior to the announcement, the
AAR went up by 0.19 percent after suffering a plunge though it was not significant but a good sign

that the market has received or yet to receive good news from the respective companies.

Consequently, the results of the AAR have been more explained with the graph which depicts the
patterns of the returns. During the good news period, the market responses were more of upward-
looking unlike the bad news announcement. It is obvious that the stocks turn to fluctuate more
when the bad CSR news hit the market. However, the null hypothesis is rejected, both the good

and bad news does not have an impact on the market.

From CAAR results, the market responded negatively on time -10, to -1 cumulative prior to the
good news announcement and it was significant to the market. The index continued to drop until
the time -2 to -1 day before the event. This response suggests that when an investor decides to hold
the stock for a longer period prior to the announcement, abnormal returns will fall and it could be
as a result of other news that coincides. However, cumulatively during a 2-day period of CAAR (-
1, 0), the stock price upsurge insignificantly positive margin by 0.003 percent but this didn’t last
when the market quickly bounced back to its normal trend by declining by -0,196%. The good
news also generates another significant abnormal return of 0.6% during the cumulative period (5,
10) at 5% level. Due to delay response, one can say that the investor’s reaction to good CSR news

is slow or it takes longer for the securities to adapt to the news.
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In addition, the good news announcement has had a couple of significant responses to the market.
These responses are all in the long period before and after the event. The trend of the market seems
to be declining before the announcement came into the market and just on the event day
cumulatively, the response of the market experienced a positive increase though it was not
significant, one can tell that the good news of CSR action has a great impact on the market. In the
long run, there was a delay positive reaction by the market which generated a significant
performance at 5% level on the 5 to 10 days. However, the null hypothesis of this test is rejected.

This explains that the shareholders react positively to good CSR news.

On the other hand, the bad news that was collected from the announcements were tested on the
market to experience the effect of the market. From the cumulative abnormal average return table,
the period from -10, -1 prior to the announcement the stock price declined significantly by -1.3
percent, the stock continued to display a negative abnormal return but the decline was not
significant up to the day the event was released through the print media. However, on the day of
the event, the index reacted negatively but insignificant. One can conclude that though bad CSR
announcements by the companies have a negative effect on the stock return, they are not
significant. This insignificant display of the bad news to the market can be seen clearly on the
AAR table. Almost during all the period before and after the event, the stocks responded negatively

but none was significant, which draws attention to the hypothesis being tested cumulatively.

Furthermore, on the CAAR table, there seems to be only two significant test statistics which are
before and after the event. The stock displayed negative response to the announcement.
Interestingly, on cumulative day 1 to 2 through to 1 to 5, the index increased between that period
by 0.59 percent but it was not significant. In contrast, during a period of 5-day, CAAR (5, 10)
decline by 0.6 percent at 10% significant level. A post-event period test was conducted that was
from CAAR (1, 250), this can be seen from (Appendix 6) the reaction of the market saw an increase
in the abnormal return which is different from the phenomenon. One scenario of the long-time
effect could be that other factors may have affected the stocks, for instance, positive or good
announcements from the company in different areas different from CSR may have contributed to

the positive CAAR though it was not significant. Nevertheless, the hypothesis of this test is
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accepted. This explains that there is a very small cumulative effect in the bad CSR announcements

following the event day and it’s statistically significant.
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7.CONCLUSION

The conclusion is drawn based on the data analysed in the previous chapter and recommendations
will be made for further research. The purpose of the study has been the analysis of the stock
market response to corporate social responsibility announcements. An event study of Finnish pulp

and paper industry. The main research objective has been :

e Do the announcement of CSR news have an impact on the market on the event day?
e Are there any cumulative abnormal returns in the long-term performance after the

announcement?

The relationship between corporate social responsibility and financial performance has been
studied for over decades by researchers using a different forms of assessments with ESM playing
a major role. There have been many confounding results which most studies suggest that CSR has
a positive impact on company’s financial performance whilst other studies find negative or no
change. However, this was tested on two companies of Finnish pulp and paper industry by
analysing a prior and post-event of their 10 year CSR announcement on the stock prices. The
results indicates how the market perform on average when there is CSR announcement in the

market and ESM was used to examine the statistical performance.

All the hypotheses are summarized in a tabular form to give an abstract of the outcome of the
analysis. First, the hypotheses for the abnormal average returns (ARR) are presented and followed

by those for the cumulative average return (CAAR).

Table 9: Result of Abnormal average return hypothesis

AAR HYPOTHESIS
Hypothesis Accept/Reject
HI1. | All the CSR announcements have impact on F&P, UPM, and Stora

H2. | CSR announcements of UPM have an impact on F&P, UPM, and Stora.

H3. | CSR announcements of Stora have an impact on F&P, UPM, and Stora
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H4. | ESG announcements have impact on the Forestry and Paper index
H5a. | Good CSR announcements have an impact on the index.
H5b. | Bad CSR announcements have impact on the index

Based on the results in table 9, there were no any statistical significant abnormal effects on the
stock prices before and after the event. The finding leads to the rejection of all the first AAR
hypotheses. The finding is also in line with previous research, Kothari and Warner, (2007) who
suggested that stocks have become more unstable over time and the power to detect abnormal
performance is therefore lower. Another study by Campbell et al (2001) concluded that the
increase in idiosyncratic volatility might affect the event study analysis since all the events of the
company affect its stocks and the significant of abnormal return is known by the stocks. MacKinlay
(1997), event study null hypothesis is that the event does not have any statistically significant effect
on the returns which is in line with strong-form market efficiency. Therefore, Finnish forestry and
paper industry stock seems to be more volatile and of strong-form market efficiency. Hence

abnormal performance was not realized upon the announcement.

Table 10: Result of Cumulative average return hypothesis

CAAR HYPOTHESIS

Hypothesis Accept/Reject
H1. | All CSR announcements have no CAR effect on F&P, UPM, and Stora.

H2. | CSR announcements of UPM have no CAR effect on F&P, UPM, and %k

Stora.

H3a. | CSR announcements of Stora have no CAR effect on F&P and Stora.

H3b. | CSR announcements of Stora have no CAR effect on UPM. V] *
H4. | ESG announcements have no CAR effect on Forestry and Paper index.
H5a. | Good CSR announcements have no CAR effect on the index
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H5b. | Bad CSR announcements have no CAR effect on the index.

From the CAAR hypothesis table the sign * indicates the spillover effect from the announcement
that was made. In H2, there is a significant effect on all the securities when UPM CSR news breaks
into the market. It had an impact on its competitor’s and the index stocks both negatively and
positively. In the same way, in case of H3b, Stora CSR announcement had an impact on its own
stock and that of the index. However, the news did not have any significant impact on UPM stock
even though there was insignificant negative and positive reaction. This could be as a result of the
reputation of Stora Enso which was quite bad during the period under study in most of their pulp

mill operations across the globe (see Appendix 7, table 12).

Out of the 25 CSR announcement gathered, 16 were bad news from the company. Again, on the
8™ October 2010, the company was accused of illegalities and environmental crimes in Brazil.
Stora Enso was facing over hundreds of lawsuits from their wood procurement and pulp mill
operation in Brazil (Yle, Uutiset 2017). Nonetheless, UPM also recorded bad CSR news during
the period under study such as the company been fined concerning antitrust activities in
Rosenlew’s plastic industrial sack market, strikes form personnel among others. (see Appendix 7,
table 11). However, UPM returns did not react to Stora Enso news and there wasn’t any spillover
effect. Nevertheless, the two companies being examined are sustainability-oriented firms, since
Finnish companies have been relatively progressive in CSR activities and view it as a competitive
advantage. It is perceived that their stakeholders especially their investors and non-investors, are

aware of it and react accordingly.

The main findings of the research suggest that CSR news may induce a statistically significant
reaction in stock returns and occasionally have cumulative abnormal return impact on the stock

market of the pulp and paper industries in Finland.

Another outcome from the findings was that the announcements induce both negative and positive
market responses to the news which is in line with previous studies. Even though most of the

studies have found a significant effect on the event day, Finnish CSR pulp and paper
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announcements had an insignificant result on the event day but significant result cumulatively. In

other words, Finnish pulp and paper investors have a delay reaction to CSR announcements.

The results from the ESG also gives the similar pattern to the other hypotheses tested. The
environmental, social and governance announcements were not able to have a significant reaction
on the index on the event day. The outcome of ESG result is in line with prior studies. For instance,
the findings of Brammer, Brooks, and Pavelin (2006). Both companies are socially responsible
and CSR oriented but it seems that Finnish companies irrespective of their participation of CSR,
the result shows a statistically insignificant average returns on the index. However, there were
statistically significant cumulative abnormal returns after the event, even though the cumulative
result indicates an initial negative overreaction by the market, it relatively recovered with the
exception of governance news. The pulp and paper market react to the governance CSR activities

more than to the environmental and social and there is a delay reaction by the market in general.

The above conclusion backs the attitude of Finnish investors and stakeholders about corporate
social responsibility. CSR has traditionally been implicit in nature in Finland. The government
assumes to take care of social and environmental issues more than that of the companies. However,
for competitive advantage, most companies have recognised sustainability and corporate finance

which has now become a hallmark for all firms in Finland. (Kourula A. 2010).

Furthermore, the findings suggest that investors and non-investors of the pulp and paper industry
react differently to bad and good CSR announcements. When the entire announcement was divided
into bad and good news, and though the market responded to it, there seems not to be no significant
abnormal returns when both news came into the market. Nevertheless, both hypotheses were
rejected that though the market reacted negatively and positively respectively to those
announcements it was insignificant. The cumulative result indicates an initial negative
overreaction by the market which relatively recovered for the good news in the long run but
continued to be negative for the bad news during the same period. This implies that Finnish pulp
and paper investors react slowly to CSR announcements and there is always a delay reaction after
the events. As stated earlier, Finnish government do well in social and environmental amenities
and that could be one of the reasons why the stock market reactions were not significant when
there was a bad/good CSR announcements released. However, investors at the same time expect

their companies to adhere to the laid down procedures or legislation stipulated by the government
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or CSR agencies in CSR activities such as legislation related to employment, accounting, social

security and environmental protection since this makes the foundation of CSR.

From management’s point of view, it is quite clear that it is good for companies to participate in
corporate social responsibility since it does contribute to corporate performance. Therefore, there
is the need for companies of all kind to also adopt the practise of CSR to boost the sectors'
performance. The results of this study are generalized averages of over the cases and are not

directly applicable to estimating the outcome of individual cases.

5.2 Suggestions for future studies and Limitation

Corporate social responsibility is not only limited to the corporations that directly abuse the
environment but there is virtually no business type that has not experienced the demand for societal
responsibilities as well as governmental regulations. Therefore, future studies into corporate social
responsibility in Finland could be done by looking at different industry, especially at the service

sector.

Secondly, the focus of the thesis was narrowed to only UPM Kymmene and Stora Enso. However,
there are 4 companies listed on Helsinki Stock Exchange under the Forestry and Paper index out
of the nine companies in that sector, so in future, all the four companies can be considered to get

the overall picture of the industry reaction.

Again, it was seen that there wasn’t any significant detection of abnormal performance in this
study. The result could be due to the increase in the noise. As suggested by Aktas et al. (2009),
increasing the sample size will compensate the increase in idiosyncratic volatility. However, this
study also suggests a similar trend for future studies since theoretically, the sample size will help

reduce the most of the noise.

Moreover, one major limitation of this study was that the news was collected by the researcher
from the company’s news releases that are CSR in nature since trying to get direct CSR releases
from the companies and by the newspaper editorial prove futile. So, the division of ESG and the
good and bad news were done by the researchers own discretion. It could be said that there is a
selection bias present in the event sample. Selection bias can lead to a distortion of a statistical
analysis, which is as a result of the method of collecting samples. The selection bias should be

corrected in the future in order to ensure the validity of the results and the conclusions drawn from
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them.

Finally, future research should consider looking at how CSR announcement also affects consumer
buying behaviour Finland. This could be done through a qualitative research to understand the
variety of thoughts and feelings consumer have about CSR especially since the government seems

to be more involved.
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APPENDICES

Appendix 1: Descriptive statistics - Histogram
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Figure 11: Descriptive Statistics - Histograms
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Appendix 2: Graph of AAR and CAAR results

Figure 12: AAR (%) from the 10-day event window for all the announcements
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Figure 13: CAAR (%) from the 10-day event window for all the announcements
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Figure 14: AAR (%) from the 10-day event window for all UPM announcements
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Figure 15: CAAR (%) from the 10-day event window for all UPM announcements
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Figure 16: AAR (%) from the 10-day event window for all Stora Enso announcements
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Figure 17: CAAR (%) from the 10-day event window for all Stora Enso announcements
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Figure 18: AAR (%) from the 10-day event window for all ESG announcements
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Figure 19: CAAR (%) from the 10-day event window for all ESG announcements
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Figure 20: AAR (%) from the 10-day event window for all Bad and Good announcements
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Figure 21: CAAR (%) from the 10-day event window for all Bad and Good announcements
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Appendix 3: Description of CSR announcements

Table 11: UPM Kymmene CSR Announcements

DATE EVENT CATEGORY | EFFECT

30/12/2004 | The effluent emissions at UPM Kaukas pulp mill | Environmental
during summer 2003 will lead to no prosecution Good news
actions.

29/11/2005 | UPM has been fined concerning antitrust activities | Governance Bad news
in Rosenlew’s plastic industrial sack markets.

14/11/2005 | UPM to donate a magazines subscription to the | Social Good news
Finnish 5" grades for 2006

11/12/2006 | Solution found for 454 UPM Voikkaa employees | Social Good news
before salary payments end.

16/11/2006 | EU competition authorities to close investigation | Governance Good news
into certain UPM products

11/05/2006 | UPM’s number of personnel will reduce by 2557 in | Social Bad news
Finland within 3 years.

20/02/2006 | The US department of justice Antitrust Division | Governance Good news
agrees not to bring criminal charges against UPM.

19/12/2007 | UPM  joins EPAT scorecard system for
environmentally preferable paper. Environment | Good news

7/12/2007 “ Automated Entry Inspection of Recovered Paper’ by UPM's
Augsburg Research Center received the European Paper | Environment | Good news
Recycling Award

20/08/2007 | UPM eams 2007 Green supply chain award in North America | Environment | Good news

4/03/2007 New enterprises have created over 100 jobs at UPM Voikkaa | Social Good news

(no trading) | premises.

5/03/2007

11/12/2008 | UPM support tree planting around the world. Environment | Good news

21/05/2009

(no trading) | UPM and its stakeholders plant trees together. Environment | Good news

22/05/2009

20/04/2009 | Royal recognition for UPM Shotten’s sustainability success. | Environment | Good news

26/03/2009 | UPM joins WWEF in a symbolic action against climate change | Environment | Good news

03/03/2009 | UPM continues to improve its environmental performance | Environment | Good news

09/12/2010 | UPM Tilhill wins three BALI landscape award Environment | Good news
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18/11/2010 | UPM Raflatac shapes up to donate EUR 50,000 to charity Social Good news
23/09/2010 | UPM to donate EUR 500,000 to Finnish universities Social Good news
18/05/2010 | UPM plant trees together with children and stakeholders Environment | Good news
13/05/2010 | RoSPA Gold marks five years of health and safety
(no trading) | excellence at UPM Tilhil Social Good news
14/05/2010
08/02/2010 | UPM joins the Baltic Sea Action Summit with

innovative research project aiming at protecting the | Environment | Good news

Baltic Sea
18/10/2011 | UPM donate composite decking for temporary

housing in Japan’s earthquake area Social Good news
27/09/2011 | UPM awarded FSC certificate for company’s forest | Governance Good news

in Finland
02/06/2011 | UPM Tilhill scoops national forestry safety award
(no trading) Social Good news
03/06/2011
31/03/2011 | Battling cholera with NFC RFID - tracked drinking

water in Haiti Social Good news
28/01/2011 | Agreement reached between the Finnish ministry

of the environment and UPM on protecting forest | Governance Good news

Kainuu
05/12/2012 | UPM paper donates 1,500 copies of a special

edition of Donald Duck comic magazines to | Social Good news

Finnish school children
25/09/2012 | UPM to become a non-smoking workplace in

Finland as of 1/01/2013 Social Good news
13/09/2012 | UPM listed as the only forestry and paper company

worldwide in the DJSI- UPM recognised as super

sector leaders Governance Good news
10/02/2012 | Claims related to the Finnish Roundwood market

delivered to UPM Governance Bad news
28/08/2013 | UNESCO world heritage site Verla mill museum to

be protected from water Environment | Good news
22/04/2013 | UPM’s accident frequency dropped an exceptional

40 percent within one year Social Good news
18/02/2013 | UPM calls off anticipated lay-offs at the Finnish

birch plywood mill Social Good news
25/09/2014 | The Government of Finland did not grant to the

extension to the decision-in-principle for Olkiluoto

4 nuclear plant unit Governance Bad news
22/04/2014 | UPM decreases work-related accidents by 60% in

two years Social Good news
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04/04/2014

UPM donates 100,000 EUR for the new children

hospital in Helsinki Social Good news
04/02/2014 | Designers Tapio Anttila and Jesse Christian
pertulla were awarded at UPM Grada design | Social Good news
Awards.
Table 12: Stora Enso CSR Announcements
DATE EVENT CATEGORY | EFFECT
10/06/2004 | Stora Enso takes action to respond to the
competition authority investigation Governance Good news
26/05/2004 | Update: Competition authorities investigate Stora
Enso premises. Governance Bad news
17/05/2004 | Strike at Stora Enso Imatra Mills Social Bad news
20/06/2005 | Stora Enso Timber completes negotiations with its
personnel at Veitsiluoto sawmill. (lay-off) Social Bad news
03/05/2005 | Stora Enso to start negotiations with its personnel at
Veitsiluoto sawmill Social Bad news
21/12/2006 | Finnish competition authority has proposed a fine
on Stora Enso for price collaboration in wood | Governance Bad news
procurement in Finland
14/12/2006 | Stora Enso is charged with alleged anticompetitive
conduct in the USA Governance Bad news
16/11/2006 | European Commission has closed its investigation
in relation to suspected cartel in the publication | Governance Good news
paper sector
09/08/2006 | European Commission has closed its investigation
in relation to suspected cartel in the fine paper | Governance Good news
sector
12/05/2006 | Strike halts production at Stora Enso Finnish mill | Social Bad news
05/04/2006 | Finnish competition authority request for response
from Stora Enso concerning alleged price | Governance Bad news
collaboration
07/11/2007 | Stora Enso announces support actions for
employees affected by the planned restructuring | Social Good news
measures in Finland
20/07/2007 | Stora Enso found not guilty of anticompetitive | Governance Good news
conduct in the USA
12/03/2008 | Stora Enso a CO2 reduction target Environmental | Good news
17/01/2008 | Stora Enso has concluded co-determination
negotiations at Summa, Kemijérvi and Anjala Mills | Social Good news
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and Helsinki headquarters. (cut down number of
lay-offs)

03/12/2009

Stora Enso fined EUR 30 million for collaboration
and exchange of information with other forest

product companies concerning price for purchasing | Governance Bad news

Roundwood in Finland from 1997 to 2004
09/10/2009 | Stora Enso has concluded a co-determination

negotiations at Tolkkinnen sawmill Social Bad news
29/05/2009 | Stora Enso will continue production curtailment

and lay-offs at Sunila pulp mill in July. Social Bad news
19/01/2009 | Stora Enso plans temporary lay-offs in its | Social Bad news

operations in Finland
07/07/2010 | Stora Enso will close down newsprint directory

paper production at Varkaus Social Bad news
15/06/2010 | Stora Enso plans temporary lay-offs at sawmills in | Social Bad news

Finland.
23/03/2010 | Stora Enso named as one of the World’s most

Ethical companies in the 2010 Social Good news
21/06/2011 | Stora Enso will permanently close down

Kopparfors Sawmill and the pellet mill in sweden | Social Bad news
28/11/2013 | Stora Enso and Kemira launches a unique water

stewardship project in Guangxi, China Environment | Good news
31/03/2014 | Stora Enso shut down coated magazine paper | Social Bad news

machine in Finland
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