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1. INTRODUCTION

The aim of this paper is to analyse the investpesteption of CSR activi-
ties of public companies. In order to test whetimsestors reward or penalize
public companies for CSR activities the researchheir inclusion in European
Sustainability indices will be conducted. The massumption of the study is
that European sustainability stock indexes are@pjate indicators for corpo-
rate environmental and social activities, corposatgtainability performance, or
corporate social responsibility (CSR). Under thisuasption several empirical
research on CSR effectiveness was conducted omlylalecognized indexes,
such as Dow Jones STOXX Sustainability Index or the DowsJ8nstainability
World Index (DJSI World) [e.g. Consolandi et al. 20085-197; Cheung 2011:
145-165]. Voluntary activities of a firm relatedtt® Corporate Social Respon-
sibility such as protection of the natural envir@mhor compliance with social
and ethical norms could be perceived by investotweasficial for the company,
therefore having positive impact for its finangi@rformance. On the other hand
poor environmental or social performance can haagative financial conse-
guences. That issue has been of vital interest dgpocate management for
a long time, as well as for public policy and investors.
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If corporate environmental or social activities aesarded, while bad
sustainability performance is penalized, it can tgeied that the public support
of information-based mechanisms and institutioegufations on implementing
CSR strategies are promising. From the investorsspeetive the question is
whether socially responsible investing (SRI), alatied ethical or sustainable
investing, which refers to the practice of choositgcks on the basis of envi-
ronmental, social, and ethical screens, is rewardegenalized by the stock
market. From the companies perspective the questiamether the efforts and
costs incurred for CSR activities are positively nmagatively reflected in the
shares prices. The high relevance of this questiovithessed by the increase of
SRI investments worldwide by over 300% between 1&89% 2007 and the fact
that in the US already one tenth of all assets un@eagement is invested in
SRI funds [e.g., Social Investment Forum, 2007]. Itl&® avorth noting that
there is increasing interest of companies in CSR repprine most recognizable
being Global Reporting Initiative. Research conddidig KPMG in 2008 indi-
cated that 79% of global 250 companies disclose ESWironmental, Social
and Governance) data and 77% of those use GRI to do so. A rearpénon is
that ten governments have a formal reference toiGRleir governmental cor-
porate responsibility guidance documents and/oicigsl [GRI R&D report,
2010].

Therefore authors put into question the issue ofvgrg recognition and in-
stitutional support in sustainability and CSR atitg by testing financial effec-
tiveness of them. Financial effectiveness is appnaktd by stock performance
and the reaction of investors on inclusion in sustainghildices. The contribu-
tion of this article is to check what is the impattCSR index inclusion on the
stock performance of companies included in Eurodadax such as STOXX
Europe Sustainability Index (derived from the STOEMrope 600 Index) and
RESPECT Index (created by Warsaw Stock Exchangericay Polish stocks)
on Central Eastern European companies.

The second contribution of our paper is to extemel sustainability or
socially responsible investment literature and makeattempt to support one
of the lines of argumentation about positive oratag perception of sustain-
ability index inclusion by investors. The way int@ms react when stocks are
added or deleted to a sustainability index can igewan indication as to
how and whether investors value ,sustainability’lthdugh there is now
a significant body of literature on this topic, thés no clear agreement yet as
to how investors are rewarded with regard to tlimiestment in sustainable
companies.

The structure of the paper is as follows: sectiodefivers arguments for
significance of the undertaken topic and showsdgiriled contribution of the
paper. Section 3 presents discussion about sco@SRBf and on the basis of
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theoretical considerations, it develops the hypsgador our empirical analysis.
Section 4 presents our event study approach, datharl empirical results and
section 5 concludes.

2. SIGNIFICANCE AND CONTRIBUTION

The question of how investors react to addition delétion of stocks from
a sustainability index is important and interestaggthere is now a heightened
interest in sustainability among investors or ia so-called socially responsible
investing. At present, there is a worldwide moventeniard socially responsi-
ble investing, supported by such international omgions as the United Na-
tions Principles for Responsible Investment (UN)PRhited Nations Environ-
ment Program for Financial Institutions (UNEP FlgriBon Disclosure Project,
among others. Furthermore, there is now a very significaotiahof investment
in sustainable firms. Socially Responsible Investm@RI) has grown very
substantially over the last 10 years. SRI assetwarth at least US$3.74 trillion
in the United States, as reported by USSIF — TheirRdior Sustainable and
Responsible Investment [2013].

According to Eurosif report on SRI at the end o1 2@ssets were valued at
€6.76 trillion, with France being the leading markéth assets worth €1.88
trillion and UK — €1.24 trillion. And Poland beingahsmallest, but rapidly
growing market with assets worth €1.174 billion.

Sustainable and responsible investing on capitakets enjoys support
from public authorities who aim to ensure an optiswial level of mitigation
of systemic sustainability-related risks. For exaampls of April 2011, over 850
investment institutions with assets under managewfeapproximately US$ 25
trillion have become signatories of the principlals responsible investment
(PRI, an institutional investor initiative underetlauspices of the United Na-
tions [UNPRI, 2011; SAM and PwC, 2010], and as regzbn the main web
page the number of signatories has grown in May 2013 to ih&8tutions.

Two major studies explore the reaction of stock markeitsciusion and de-
letion announcements of companies in sustainahiliices. They show contra-
dictory results. Consolandi et al. [2009: 185-19fjlere the reaction of Euro-
pean stock markets to index addition and deletimmoancement of the Dow
Jones Sustainability STOXX Index (DJSSI). They shibat a sizeable positive
reaction is detectable in the case of additions, arglightly bigger negative
reaction in the case of deletions. On the other h@mgung [2011: 145-165]
examines the reaction of American stock marketsirtolar announcements of
index additions and deletions to the Dow Jones aaility World Index
(DJISWI). This study finds that on the day of charigdex addition (deletion)
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stocks experience a significant but temporary imeee(decrease) in return, with
index addition stocks registering a higher increase itidax deletion stocks.

Third study explores the region specific reactibstocks market on the ba-
sis of impact on returns, risk and liquidity of &ean the Asia Pacific markets
when included into and deleted from the Dow Jones&nability World Index.
The results show that sustainability matters to Rsiaific investors but in nega-
tive way [Cheung and Roca 2013: 51-65].

These papers, when viewed together, suggest thanffact of sustainability
seems to be region-specific and inconclusive.

As a result, the need for a research performed oir&ecastern European
market is important for three reasons:

1) The meager supply of capital on local capital madteesses the im-
portance of financial consequences of CSR actiatiser than its social impact.
That is why the impact of CSR on the cost sidearhjganies’ activity will be
perceived as more important.

2) CSR sensitive investors are playing a minor roldhenmarket. A rela-
tively small sum of CSR assets on the market cbeld result of a lower de-
mand. Therefore the CSR index change is perceivdgsasmportant and con-
sequently less recognized.

3) The members of European Union are obligated to theetequirements
concerning selected CSR activities and the CSR informdtsmhosure to capital
markets. For that reason the companies not onlgipate but are way ahead of
investors’ CSR expectations.

The contribution of this article is to check whathe impact of CSR index
inclusion on the stock performance of companietuded in European index
such as STOXX Europe Sustainability Index (derifredn the STOXX Europe
600 Index) and RESPECT Index (created by WarsawkSExchange covering
Polish stocks) on Central Eastern European companies.

This leaves an important gap in the literaturetésting the relationship on
less recognizable indices, already established afddecent history as well as
on a local ground (Poland), the newly introducedeiycbn emerging European
market. On the other hand the stock’s included i©%X gets the attention of
greater number and consequently economic impad®R sensitive investors.
Studies focused on the US and Europe, as well as Pacific, but they were
conducted on well recognized indices.

The second contribution of our paper is to extdral qustainability or so-
cially responsible investment literature and makeattempt to support one of
the lines of argumentation about positive or negagtierception of sustainability
index inclusion by investors. The way investors redten stocks are added or
deleted to a sustainability index can provide arcattbn as to how and whether
investors value ,sustainability”. Although there new a significant body of
literature on this topic, there is no clear agregnyet as to how investors are
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rewarded with regard to their investment in sustii@ companies. In the US
and Europe, there is evidence that investors in SRiesvarded more than those
in conventional investments. However, in Asia, somaliss have yielded

results showing that investors in sustainable fiens penalized [Renneboog
et al. 2008b: 302-322; Cheung and Roca 2013: 51-65].

3. LITERATURE OVERVIEW

3.1. Definition of CSR

One of the most common definitions of CSR was dmed in 1980s by
Norwegian Prime Minister Gro Harlem Brundtland ani$ used by the World
Business Council for Sustainable Development: ,Meethe needs of the pre-
sent without compromising the ability of future gestions to meet their own
needs”. Out of this definition derives the emphasighe fact that every compa-
ny needs permission and admission from governmeatamunities and other
stakeholders to do business.

Proponents of CSR, according to Porter and Kran@9q242-56] use four
arguments to make the concept eligible: sustaiitybihoral obligation, license
to operate and reputation.

Sustainability is reflected in triple bottom linéeconomic, social and envi-
ronmental performance. According to which compasiesuld operate in ways
that secure long-term economic performance by awpidhort term behavior
that is socially detrimental or environmentally vedsl. Moral obligation is
understood as the duty of companies to be goarkoii for example by operat-
ing within the law, honestly filing financial statemts. License to operate is the
most pragmatic approach out of the four mentionesing@anies identify and
choose only those social issues that matter for stekeholders and make deci-
sions about them. Reputation argument is used bypaoies to justify CSR
activities as those which will improve company’same, strengthen its brand
and enliven morale [Porter and Kramer 2006: 42-56].

The problem of those arguments for CSR modus ogersuthat they focus
on the tensions between business and society rtharon their interdepen-
dence. According to the course of argumentation of HEAISPCSR can play an
important role in foreseeing environmental confliand distributional conflicts.
Definition presented in that work describes CSRa&isg actions which reduce
the extent of externalized costs or avoid distrdnal conflicts. It confirms the
contradiction approach of business towards socatyer than interdependence.
The consequence of such fragmentation is that coiepare taking numerous
actions connected with CSR concept, but these @iréied to the strategy and
operations of a specific company or the place it opeiate
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Additionally it has to be noticed that recent sagdindicate that investors
are searching for reliable information about CSRqgumance through public or
private channels, they also actively utilize theoinfation in their investment
decisions [e.g., CICA 2010; Cohen et al. 2011: 109-C20ise 2011]. This can
initially indicate that reaction of investors forSR index inclusion could be
noticeable.

Despite the fact that there is growing interesting amongpeaies in under-
taking CSR activities along with socially respomsibeporting, taking part in
CSR rankings and scorings it seems that most oftctimpanies do not have
a clear picture about how to combine maintainingilegplaces in scorings and
rankings and obtain positive impact of CSR actgitfor value creation (either
reflected in stock prices of financial performanc&g the following part of the
paper will show there are mixed results concerhiogy investors perceive CSR
activities undertaken by public companies.

Leaving the individual perspective in order to peri studies leading to
general conclusions about CSR effectiveness arebioxs perspective brings us
to approximations. We approximate that Europeanaswaility stock indices
are appropriate indicators for corporate environialesind social activities, cor-
porate sustainability performance, or corporate adopesponsibility (CSR).
Following the example of this approximation in sasdconducted for example
on the basis of Dow Jones Sustainability World in@2ISWI). We assume that
it is the best available option of measuring effestess of CSR activities
although there is an ongoing discussion questiottiegguality and representa-
tiveness of available CSR ratings (including radimgnducted for the purposes
of Sl indices construction).

Measuring and publicizing social performance isoagrful tool to poten-
tially influence corporate behavior, but it can obhldone under the assumption
that ratings are consistently measured and acdéyregfiect corporate social
impact. And it is not only about the criteria choden analysis but also the
weights appointed to certain types of performammmriomic for example) and
how it is judged whether the criteria have been met.

There also exists the risk of ratings being corsédi on the basis of unreli-
able data. Most ratings rely on surveys whose respaeates are statistically
insignificant, as well as on self-reported compaatadhat have not been veri-
fied externally [Porter and Kramer 2006: 48]

It has also been noted that process of composifi@ustainability stock in-
dexes has not been standardized, yet. For examptgeZend Schroder [2010:
848-856] show that relatively high numbers of comgs in the DJ STOXX
600 and the DJ World Index are not evaluated, thezethese firms cannot be
included in DJSI STOXX or DJSI World, irrespectivietioeir socially responsi-
ble performance.

2 More about CSR ratings problems in: Chatterij hedine [2005].
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3.2. Sustainability index inclusion literature overiew and construction of hypotheses

Empirical analysis of the relationship between ooape sustainability per-
formance and financial performance tests two difietheoretical perspectives.
One is resulting from shareholder wealth creationcept or traditional econo-
mists claim that production is optimally determinbg profit maximization
which suggests a negative relation [e.g. Telle 2006:=-220] and second one is
corresponding with stakeholder value maximizati@wwhich suggests a posi-
tive relation [Porter and Kramer 2006: 42-56].

One argument for a positive effect of corporatganability performance
on financial performance is based on neoclassidalo@mconomics. It suggests
that governments do not fully resolve all problemith external effects and that
competitive markets are not efficient. It dates bxkne of the first works on
defining market failures [Bator 1958: 351-379].dflects the assertion accord-
ing to which market fails when acting upon privateerests leads to ineffective
results, and it can be improved by actions including sadiatests.

Therefore, corporate environmental and social digs/can substitute miss-
ing markets (and thus missing regulations) if exdkrcosts arise from them
and can reduce conflicts between firms and stakielmayroups, such as the
government, the general public, non-governmentgaiizations, competitors,
employees, or clients. It can therefore be findhcibeneficial to engage in
environmental and social activities because otlsrwhese stakeholders could
withdraw the support for the firm. Therefore CSR chly@n important role in
foreseeing environmental conflicts and distribuéibrronflicts [Heal 2005:
387-409]. Which could protect the company from rigcthose conflicts and
mitigate their escalation if they appear.

It is claimed that, financially, investors will better rewarded investing in
sustainable or socially responsible companies asetliirms will have better
financial performance since they represent well-managed &ind are less risky
[Renneboog et al. 2008a: 1723—-1742]. These firns@anect better with their
different stakeholders, which can translate intoen@venues, lower expenses
and less risk [Renneboog et al. 2008b: 302—322].

In summary, this leads to the following hypothedisttrepresents the
aforementioned literature review:

Hypothesis 1a: The inclusion in a sustainabilitycktindex has a positive
effect on stock performance.

The second theory states that activities aimedh@easing corporate sus-
tainability performance can also be considered rmiyctive and thus only
serve societal goals (e.g., environmental protection). It és drgued that CSR
is expensive and demands significant portions gba@te financial resources,
although benefits of CSR can be reaped only irdtsiant future if at all. It can
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be stated that inclusion in sustainability stockeixes and its corresponding
environmental and social activities may lead toitiatthl costs, which are not
directly productive, so that weaker positive or ewegative impacts on finan-
cial success are possible. This argumentation liménwith the traditional view
in neoclassical microeconomics.

From the perspective of modern portfolio theoryeisting in stocks of com-
panies involved in CSR may be inconsistent. The mogdertfolio theory states
that diversification reduces risk and maximizesglearm returns. Putting addi-
tional constraint on a portfolio due to the SRlestring process will reduce the
investment universe, therefore it will lead to augtén in risk-adjusted return.
Results of Ortas et al. [2010: 104-129] researcispanish market show that
there are significant differences in the risk-athdsreturns achieved by the two
equity indexes analyzed, the FTSE4Good-IBEX undeéiepming its bench-
mark (IBEX35). Research results of Cheung and R264d: 51-65] indicate,
on the basis of event study on inclusion of Asi&ifRacompanies do DJSI
World index, that sustainability matters to Asia iRaénvestors but in negative
way.
It is also argued that investors will be less firially compensated with
CSR firms because these firms can get distracteddoyting additional goals
which can then lead to a negative impact on theifitability [Aupperle et al.
1985: 446-463)].

In summary, this leads to the following competingpdipesis that repre-
sents the aforementioned traditionalist view:

Hypothesis 1b: The inclusion in a sustainabilitycktindex has a negative
effect on stock performance.

It has to be noticed that both hypotheses are ranet on the basis of cru-
cial assumption that the inclusion in sustaingpiitock indexes is a reliable
signal for higher intensity of environmental andiabactivities and in the same
time that sustainability stock indexes are appedpriindicators for corporate
environmental and social activities, corporate s$uoatality performance, or
corporate social responsibility (CSR) [e.g. Heal 20887-409; Consolandi
et al. 2009: 185-197].

4. METHODOLOGICAL APPROACH AND DATA

This paper empirically analyzes the effect of thelsion of companies in
the sustainability indices on their stock perforgenin order to test the effect
on European markets in regional and local scopeebearch was conducted on
STOXX Europe Sustainability Index (derived from tB&OXX Europe 600
Index) and RESPECT Index (created by Warsaw Stooth&hge covering
Polish stocks).
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STOXX Europe Sustainability Index covers about 26Pthe components
of the STOXX Europe 600 Index, with the componemiad selected according
to a systematic corporate sustainability assess(pesttive screening criterion,
variable number of companies in the index). The indegvgewed quarterly and
weighted using free float market capitalizationcdvers companies from: Aus-
tria, Belgium, Denmark, Finland, France, Germany, Gredweland, Ireland,
Italy, Luxembourg, the Netherlands, Norway, PortugagiigpSweden, Switzer-
land and the United Kingdom. RESPECT index was ettt 2009 as the first
CSR index in the CEE (Central-Eastern Europe) aneérs all the companies
listed on the Warsaw Stock Exchange excluding tee IiConnect market and
dual-listed or foreign companies. It is being reglisemiannually, using positive
screening criteria, on co-operation with the prgdeartner — Deloitte. Polish
stock exchange could be taken as a good representéiCentral Eastern Euro-
pean stock exchanges due to the fact that it iditpgest market in the region
(with capitalization of approx. €181 billion).

The sample analyzed covers 107 inclusions to th@>XST index between
2005-2010 and 33 inclusions to the RESPECT indeiwdsn 2009-2012
(including the period of the initial launch of tivedex). The method chosen to
guantify the effect is the event studies analysikjctw measures abnormal
returns around the day of the event imposed byodsurrence. The day 0
(the event day) chosen was the day of the inclusfdhe particular company’s
stock to the CSR index.

Abnormal returns in the event window were calculateparately for each
company (observation) using estimates of coefficiehtkionmy variables:

Rt :13i0+ﬁi1Mit +IBiDDit +£iti :(l""n) (l)
where:
n — number of companies in the sample,
Bic — coefficients in the model,
M;; — rates of return of market portfolio,
Di - dummy variables.

The dummy variables equal 1 in the particular dathe event window and
0 otherwise. To obtain the average effect for gaatiicular day the average of
the coefficients was calculated. The rates of retdirthe market portfolio were
proxied using returns from broad market indexesQ®X Europe 600 Index
and WIG Index respectively).

In order to test statistical significance of theled coefficients convention-
al Z-statistic was used:
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>t

Z = =1 (2)
JN

where:

ti — T-statistic for coefficienfp.

For the RESPECT Index sample, due to low numbebeévations statis-
tical significance of the abnormal returns wasegstsing bootstrap methods for
both separate and joint impact of particular daffece in the event window
[Kramer 2001: 109-132].

Additionally the risk profiles before and after timelusion where analyzed.
Three measures were chosen to show the inductetgehshef coefficient
obtained from the market model, tR&of the model and the Pearson coefficient
between the rates of return of the stock and @ftesturn from the market port-
folio (proxied using respective broad market indexes).

The results of event study analysis of inclusioisT@XX Europe Sustain-
ability index are presented in table 1. The horipban analysis captures both
announcement day (day—3) and inclusion day (deasOyell as the subsequent
short-term stock performance.

Table 1

Abnormal returns around the inclusion to STOXX Fpe&ustainability index

Day Average Mediana Max Min >0 <0
-4 0.01% —-0.04% 3.70% -3.17% 52 55
-3 —0.75%**| —-0.46% 4.17% —6.12% 28 79
-2 0.20% 0.06% 4.30% —5.88% 55 52
-1 0.30% 0.34% 3.85% —4.68% 63 44
0 0.57%* 0.45% 6.31% -2.90% 74 33
1 0.00% —0.04% 9.21% —4.34% 52 55
2 —0.36% —0.45% 5.78% —4.03% 37 70
3 -0.28% —-0.19% 4.66% —4.62% 45 62
4 0.32% 0.06% 5.38% -3.32% 55 52
5 0.18% 0.07% 3.98% —3.00% 62 45

Note: * significant at 10% confidence level, ** gificant at 5% confidence level
Source: Authors’ work.

The descriptive statistics of abnormal returns gae=d in the table above
show the statistically significant results in th@amncement day and in the day of
inclusion. On average the announcement of incluglo8SR index is perceived
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negatively (—0.75%). Majority of companies (73.88#lized negative abnormal
returns. The minimal abnormal returns is obsermgtié announcement day.

On the other hand, the reverse reaction is obsemveaigathe inclusion day.
For a similar number of companies (69.16%) the sttwés reaction is positive.
Furthermore, it results in the average return eqoiad.57%. The maximum
return in analysis period was observed in the includan

The combined effect of the announcement and tHasion effect is almost
value neutral. The subsequent short-term stock peéfiace is close to zero as
well. Consequently, the short-term reaction to stinckusion in CSR index is
not will gives no substantial cumulative abnorn&lrns to investors. The long-
-term stocks performance is presented on the exhibit 1.
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Exhibit 1. Cumulative abnormal returns for STOXXr&pe Sustainability index inclusion
Source: Authors’ work.

On average the cumulative abnormal rate of retarmegative but not
smaller than 2.0%. However in first two weeks after the inciulie cumulative
abnormal rate of return is close to zero. It isiclift to come to the conclusion
that stock inclusion triggers the persistent declimthe market performance of
companies’ stock.

Next, the changes in companies’ risk profiles amyeaed. The inclusion to
CSR index could change the risk profile of companies — éxgiosure to market
risk. The table 2 present the risk profiles of stoakcluded in Pan-European
sustainability index.

The stock inclusion may be not perceived as antewdich changes the
exposure to market risk. The changes, although titatly significant, cause
minor drop in the market exposure to market riskc8ithe Pearson coefficient
is the almost the same, the change in market risused by the lower standard
deviation of returns.
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Table 2

The change in risk profiles of companies include@TOXX Europe Sustainability index

Average Median Max Min
Beta before inclusion 1.04 1.03 2.22 -0.01
Beta after inclusion 0.99* 0.94 2.24 -0.21
R2 before inclusion 31.2% 32.36% 68.08%, 3.26%
R2 after inclusion 28.7% 24.52%) 70.62% —6.68%
Pearson coeff. before inclusion 0.543 0.5712 0.8256 0.2451
Pearson coeff. after inclusion 0.547 0.5345 0.8528 0.1873
Note: * significant at 10% confidence level.
Source: Authors’ work.
Table 3
Abnormal returns around the inclusion to RESPEGIE
Days Average Median Max Min >0 <0
-10 0.04% —-0.26% 3.92% -3.40% 14 19
-9 0.02% -0.11% 3.11% -3.69% 16 17
-8 0.08% 0.25% 2.37% -3.48% 18 19
-7 0.36% 0.06% 3.15% -3.25% 17 16
-6 0.02% -0.22% 5.18% -4.51% 12 21
-5 0.17% 0.33% 4.09% —2.78% 18 15
-4 0.39% 0.23% 5.23% -2.21% 20 13
-3 -0.64%**| —0.76% 2.78% -4.31% 11 22
-2 —0.45% -0.29% 2.06% —4.59% 14 19
-1 —-0.33% —-0.26% 3.62% —5.45% 13 20
0 0.54%* 0.09% 9.42% -3.38% 18 15
1 0.00% 0.31% 2.13% -5.62% 19 14
2 0.08% 0.11% 3.13% -5.38% 22 11
3 —0.50%* 0.13% 2.74% -9.09% 18 15
4 0.31% 0.33% 8.55% -5.10% 19 14
5 -0.15% 0.11% 8.90% -10.07% 17 14
6 —0.63%** -0.48% 3.26% —7.85% 12 21
7 0.06% -0.18% 5.71% —4.72% 15 18
8 0.02% 0.19% 5.17% —6.76% 19 14
9 0.87%** -0.11% 12.92% -3.81% 15 18
10 0.76%** 0.17% 6.27% —-2.01% 19 14

Note: * significant at 10% confidence level, ** gificant at 5% confidence level.
Source: Authors’ work.
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The results of event study analysis on Warsaw Sixckange are present-
ed in table 3. The horizon of an analysis is 10sdapund the day of the inclu-
sion into the index, alternative research was caeducasing the day of the
announcement as the day O (inclusion is announcddy8 before the actual
inclusion}.

The analysis performed on each separate day gigendtusive results. The
abnormal returns are not statistically significatwever, while using the boot-
strap method to change the significance of resnltspecified time frame the
three day performance prior the inclusion showsdtm in abnormal returns
(-1.41%).
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Exhibit 2. Cumulative abnormal returns for RESPHE@dex inclusion
SourceAuthors’ work.

The extended analysis of stock performance showassiththe next seven
days after the inclusion the cumulative abnormalirrss reaches around the
3.41%. In thirty trading days after the inclusion thenulative abnormal returns
reaches the level 5.32%. The drop in stock priaddcbe perceived as the start
of the negative trend in stock performance.

The risk profile for companies listed on CEE mariieanges because of in-
creased correlation between stocks and the marketsfiock inclusion, in case
of companies from RESPECT index, is perceived asvent slightly increasing
the exposure to market risk. The changes, althougfiststally insignificant,
cause minor increase in the market exposure toehaidk. Since the Pearson
coefficient is higher, the change in market riskasised by the higher standard
deviation of returns.

% Presented results are conducted using day ofsiecitas day 0, additional results can be
available upon authors’ request.
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Table 4
The change in risk profiles of companies include®ESPECT index
Average Median Max Min
Beta before inclusion 0.70 0.64 1.55 -0.07
Beta after inclusion 0.8b 0.78 1.54 0.12
Pearson coeff. before inclusion 041 0.34 0.81 -0.03
Pearson coeff. after inclusion 0.p1 0.47 0.82 0.11
R2 before inclusion 0.21 0.12 0.66 0.00
R2 after inclusion 0.29 0.22 0.68 0.01

Source: Authors’ work.
5. RESULTS

Our empirical analysis implies that stock marketsynmpenalize the
announcement of CSR index inclusion. This resuthanly driven by the nega-
tive effect of the announcement of inclusion in BIBOXX Europe Sustainability
Index. While we do not find significant average cletive abnormal returns for
the inclusion in the RESPECT, the inclusion in tH®©XX Europe Sustainabil-
ity Index leads to negative impacts. It was provest the short-term reaction
was very similar on each market. The reaction tamanoement of CSR index
inclusion was slightly negative, but this effect vdifset by the opposite reac-
tion in the day of inclusion. The total reactiontive seven days event window
was close to zero. However, the long-term reactioasmed in 30 trading days
window was negative for two markets, but the locatket investors show more
discontent. Additionally, the risk profile for compes listed on CEE market
changes because of increased correlation betwemsksstand the market.
Although the initial impact may be seen as mixedthvelight dominance of
negative abnormal returns, the long term trend shaecumulation of negative
abnormal returns.

Additionally, the risk profile for companies listeth CEE market changes
because of increased correlation between stocks andatfetm

We assumed that inclusion in STOXX or RESPECT indexreliable indi-
cator of sustainability performance. Under this étod we could conclude
about the investors perception of CSR activities of caonesa
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INVESTORS’ REACTIONS FOR SUSTAINABILITY INDEX INCLUSION
- 1S CSR A GOOD NEWS?

This article presents the problem of measuringitigact of information disclosure about
CSR activities on stock performance. The reseamh performed on two indexes which represent
Pan-European capital market and local Central amsteEn European capital market. Different
market characteristics could limit the applicatioh results presented in numerous studies
performed on well-established markets. The inforomatvith relatively strong signal for investor
is the inclusion to CSR index. In order to meagheeinvestors’ reaction the event study analysis
was performed. It was proved that the short-terattien was very similar on each market. The
reaction to announcement of CSR index inclusiors slightly negative, but this effect was offset
by the opposite reaction in the day of inclusiohe Total reaction in the seven days event window
was close to zero. However, the long-term reacti@asured in 30 trading days window was
negative for two markets, but the local market stwes show more discontent.

REAKCJA INWESTOROW NA Wt ACZENIE DO INDEKSU ZROWNOWA ZONEGO
ROZWOJU - CZY CSR TO DOBRA WIADOMO SC?

Artykut prezentuje problem pomiaru wptywu ujawnignnformaciji o aktywnéciach zwi-
zanych z CSR na wyniki gieldowe spoétek. Badanigatogprzeprowadzone na dwoéch indeksach
zrOwnowaonego rozwoju reprezentigiych europejski rynek kapitatowy oraz lokalny ryrigk-
ropy centralnej i wschodniej. Specyficzne cechyzpmegéinych rynkéw kapitalowych mag
ograniczé zastosowanie wynikow wielu bati@rowadzonych na rozwigtiych rynkach kapitato-
wych do analizy rynkéw Europy centralnej i wschaninformacja bdaca relatywnie silnym
sygnatem dla inwestora to geizenie do indeksu typu CSR. W celu zbadania reakejestorow
zostata wykorzystana metoda analizy zdara®yniki bada wskazug, ze krétkoterminowa reak-
cja byla zblkona na wszystkich badanych rynkach. Reakcja nasegioe informacji o vgczeniu
spotki do indeksu byta minimalnie negatywna, aleketen znosit si poprzez pozytywanreakcg
w samym dniu wdczenia spotki do indeksu.akzna reakcja w siedmiodniowym oknie byta bliska
zeru, natomiast w dtugim 30-dniowym terminie zaoh®svano negatywnreakcg dla obu bada-
nych indekséw. Przy czym dla polskiego rynku reakmnjta silniej negatywna

JEL classification code€)56, G14, M14.



