KAIST Does the stock market tully value environmental performance?

Evidence from top 100 green companies in the U.S.
COLLEGE OF BUSINESS

Graduate School of Green Growth Jeayoon Kim
College of Business, KAIST

This study analyzes the impact of environmental performance on stock returns. Using a portfolio of the “Top 100 Green Companies in the U.S.”, we
find the evidence that high levels of corporate environmental management lead to long-run abnormal stock returns. This study have 3 implications.
First, this paper support the view that corporate environmental management benefit shareholders. Second, stock market fails to incorporate
environmental performance fully into stock valuations. Third, socially responsible investing (SRI) screens can improve investment returns.
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Research Questions Methodologies
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« Does the stock market fully value environmental performance? a.  Excessreturn over risk free rate
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1. Firms with high levels of corporate environmental management generate _
superior long-horizon shareholder returns. Monthly Returns of Green Portfolio and S&P's 500 Index

" —e—\alue-weighted portfolio of the "Top 100 Green Firms in the U.S."

2. Market fails to incorporate environmental performance (which is one of —e—Standard & Poor's 500 Composite Index
intangible assets) fully into stock valuations.

3. Therefore, certain socially responsible investing (SRI) screens (e.g.,
environmental screening) may improve investment returns.
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Hypothesis Development:
Brief review on the theory of the firm

Firm, a nexus of contracts biw shareholders and other stakeholders
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Green Portfolio S&P 500 Index Differences

Stakeholders supply the firm with effort in exchange for claims Mean (%) 1.587 1.132 0.455%**
outlined in those contracts (3.713)

t-Statistics are in parentheses; *: Significant at 10% level; **: Significant at the 5% level; ***: Significant at the 1% level.
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externalities Monthly Excess Returns of Green Portfolio
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Hypothesis Development:

Stakeholder value maximization view VS Shareholder expense view
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t-Statistics are in parentheses; *: Significant at 10% level; **: Significant at the 5% level; ***: Significant at the 1% level.
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