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Abstract 

This paper analyzes the impacts of index additions and deletions on sustainable firms by studying a 

sample of Asia Pacific company stocks that are added to or deleted from the Dow Jones Sustainability 

World Index over the period 2002-2008. The impacts are measured in terms of stock return, risk and 

liquidity. We find evidence that announcement per se has asymmetric impacts on stock return. In 

particular, index deletion stocks experience significant negative (but temporary) impact but index 

addition stocks feel little impact. Index addition stocks show significant (but transient) decline in stock 

returns on the day of change while index deletion stocks do not. Trading volume generally improves 

after the announcement day, albeit a temporary one though. Systematic risk shows little change while 

idiosyncratic risk generally increases significantly after the announcement day or the day of change. 

The overall result is consistent with the price pressure hypothesis that predicts a temporary change in 

stock price and in liquidity and with the view that Asia Pacific investors value corporate sustainability 

in a negative way. 
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1. Introduction 

Although academics have started to recognize the importance of the concept of corporate 

sustainability, many companies often express their concerns on whether investors are aware of their 

corporate sustainable decisions, understand their actions and are able to evaluate their progress and 

competitive positioning.1

(a) Whether investors value corporate sustainability or not?  

 If financial markets do not value their efforts on corporate sustainability, 

they do not have proper incentive to become or continue to be corporate sustainable company.  

Therefore, the purpose of this paper is to provide direct evidence on two issues: 

(b) In what way(s), if any, they value corporate sustainability? 

These direct evidences are important for theory and practice. For example, they provide a sound basis 

on which to respond to recent calls for increased corporate accountability through mandatory 

disclosure on a range of social and environmental issues, and for a broadening of director’s duties of 

care beyond their duty to shareholders. If investors do not care about corporate sustainability, what is 

the point of talking about mandatory disclosure and duties of care on societal and environmental 

issues? 

To this end, this paper uses event study methodology to examine how financial markets respond to 

the news that a company is added to (or deleted from) the list of leading corporate sustainable 

companies in the Asia Pacific countries. These countries are Hong Kong (China), India, Japan, 

Malaysia, Singapore, South Korea, Taiwan and Thailand.  Only those Asia Pacific companies that are 

newly included on or deleted from the internationally recognized Dow-Jones Sustainability World 

Index (DJSWI) over the period 2002-2008 are examined and their stock price movements surrounding 

index addition and index deletion are analyzed. As index additions and deletions may affect stock 

performance in many ways, different proxies for stock price movements are used. They are stock 

(abnormal) returns, volatility measures and liquidity measures. 

                                                                 
1
 Corporate sustainability is a multi-faceted concept that recognizes the importance of corporate growth and profitability on 

one hand, and also requires the corporation to pursue societal goals on the other hand, specifically those relating to 

sustainable development. The latter refers to the aim to increase or at least stabilize the corporate performance over time 

without leaving present or future generations worse off. Contrary to traditional business models that aim to make a profit 

without explicit regard for social and environmental consequences, sustainable companies include as an explicit objective to 

reduce their negative economic, social and environmental externalities but in a manner that increases the wealth of the 

corporation. For an academic discussion on the definition of corporate sustainability and its difference from a similar concept 

called corporate social responsibility, see Montiel (2008). 
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DJSWI was first published on September 8, 1999, and was the first global index to track the 

performance of companies that lead the field in terms of corporate sustainability. DJSWI is 

internationally recognized for its informational transparency and objectivity and well received by 

international investment communities. Each year 10% of the leading sustainability companies in 

different sectors are selected from 2000 global companies. A well-defined set of criteria and 

weightings is used for company selection. They assess the opportunities and risks faced by those 

companies in economic, environmental and social dimensions.2

This paper is organized as follows. Section 2 provides a selected literature review while Section 3 

discusses the data and methodology. Section 4 presents the empirical results and Section 5 

summarizes and concludes. 

 

2. Literature Review 

This paper is related to two strands of literature. One is on the relationship between corporate 

sustainability and firm value while another one is on the firm value implication of index 

additions and deletions. We will briefly review them in turn. 

2.1 The relationship between corporate sustainability and firm value 

If one accepts the view that the concept of corporate sustainability is distinct from that of corporate 

social responsibility, the literature on the relationship between corporate sustainability and firm value 

is relatively new and considers the link mainly from an investment perspective. 3,4

                                                                 
2
 For details, follow the link: 

 The focus is either 

on whether corporate sustainability is “priced” in capital markets (see Lo and Sheu (2007)) or whether 

sustainable companies can have better financial performance than other companies (see Lopez, 

Garcia and Rodriguez (2007)). However, without considering the (theoretical and/or empirical) 

relationship between corporate sustainability and risk, it is difficult to evaluate these studies. If 

corporate-sustainability is just a proxy for or highly correlated with risk, any evidence that shows 

corporate sustainability being priced in financial markets is nothing more than a restatement of the 

principle of risk and return. By the same token, any evidence that the performance of corporate 

http://www.sustainability-indexes.com. There is a similar index called FTSE4Good index that 

includes US firms as well but its constituent data is not made available to the general public. 

3
 Montiel (2008) points out that both corporate social responsibility (CSR) and corporate sustainability (CS) have similar 

conceptualizations of economic, social and environmental dimensions, but they differ in the way how these dimensions are 

integrated with each other. In particular, CSR treats social and economic dimensions as independent components while CS 

recognizes that these dimensions are interconnected. In addition, CSR scholars tend to view the relevancy of environmental 

issues to the extent that the benefits they can offer to people while CS scholars view environmental issues for their own sake, 

independent of their benefits to humans. 

4
 See Orlitzky, et al. (2003) and the references therein for the literature on the relationship between corporate social 

responsibility and corporate performance. 

http://www.sustainability-indexes.com/�
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sustainable firms is better (or worse) than that of other firms has to stand up to the test of 

distinguishing whether the profitability is due to corporate sustainability, risk or both. 5

This paper takes a different approach. Standard event study methodology is used to examine events 

of index addition on and index deletion from Dow-Jones Sustainability World Index (DJSWI). This 

approach has a number of advantages over the above approaches. First, by looking into how stock 

markets respond to these index addition (or index deletion) events it can provide direct answer to the 

question of whether or not investors care about corporate sustainability. Second, event study 

methodology allows us to examine the responses of stock markets in more than one dimension. 

These dimensions include security returns and risks.  Corporate sustainability may affect security 

returns, as well as the risks of a security. It helps clarify the relationship of corporate sustainability 

with risk and return. Third, we also look at the liquidity of a security, a dimension that is previously 

ignored in the literature, and check how the liquidity is affected by these events. Fourth, by varying 

the length of the event window, we may understand both the short term and long term stock 

behaviors towards corporate sustainability. 

 

Tsai (2007) and Cheung (2009) examines US stocks while Karlsson and Chakarova (2008) and 

Consolandi, Jaiswal-Dale, Poggiani and Vercelli (2009) consider events from European countries. None 

of these papers examine the issue in the context of Asia Pacific countries where investors or 

corporate managers may have different views towards the idea of corporate sustainability.  

Investment in sustainable firms or the so-called Socially Responsible Investment (SRI), is now a 

worldwide movement.  SRI funds have grown substantially worldwide.  However, the growth is still 

led by North America, Europe and Australia. Although SRI in Asia is growing, it is much behind the 

developed markets.  SRI still relatively a small part of the financial markets in Asia, compared to 12% 

and 15% in the UK and US, respectively (Van Heeswiijk, 2004).  There is also less availability of 

sustainable indices in the Asian scene (ASRI, 2009). 

Most studies on SRI focus on the market leaders and very few dealt with Asia. A number of these 

studies show that there is neither a penalty nor a premium for SRI in North America, Europe and 

Australia.  However, some of these studies point out that in the US context, SRI out performs 

conventional investments but there is a penalty for SRI investing in Asia. Hence, there seems to be still 

no conclusive evidence as to whether investors, generally, value sustainability.  We therefore address 

this gap in the existing literature. 

There is a view that sustainability is less valued in Asia.  At this stage in their development, these 

markets/countries are more concerned with economic progress than sustainability.  For them 

sustainability, at best, is a luxury which is a Western concoction, and at worst, a “nuisance”. As stated 

                                                                 
5  See Lee and Faff (2009) for a recent attempt that deals with this problem. 
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earlier, the growth of SRI in these countries is still far behind those in North America, Europe and 

Australia.   As also previously mentioned, some studies on CSR, SRI and sustainability have confirmed 

that SRI in these countries underperforms (Renneboog, 2008).  Thus, it may be inferred that investors 

in the Asia Pacific may not value sustainability.  In spite of this evidence, there is still some doubt as to 

whether indeed this is the case with Asia Pacific investors as there are signs also that over the recent 

years, sustainability has now started to take some roots.  For instance, China leads the way in terms of 

environmentally sustainable initiatives such as in alternative energy.  SRI in Japan is significant.  A 

number of Asian companies are also signatories to worldwide bodies promoting sustainability such as 

the UN PRI, World Sustainable Business Council and the Equator Principles, among others.  Surveys of 

investment managers in Asia revealed that they believe that responsible investment practices will be 

widely adopted by 2014 (ASRI, 2009). 

Thus, there is a need to empirically investigate whether indeed Asia Pacific investors value 

sustainability. We attempt to do this in this paper using an event study methodology. 

2.2 Literature on index additions and deletions 

Existing literature documents strong empirical evidence of positive (negative) permanent (temporary) 

price impacts upon index addition (deletion).6

The first two hypotheses assume that these index addition and index deletion events do not contain 

information and therefore cannot affect share price. The significant price impacts are due to changes 

in demand arising from non-information-based portfolio allocation. The downward sloping demand 

curve hypothesis posits that the increase in demand is permanent and thus the price and volume 

impacts so induced are also permanent, while the price pressure hypothesis assumes that the 

increase in demand can be temporary and likewise the price and volume impacts. The other three 

hypotheses assume that the events do carry information and affect the fundamental value of the 

security through various channels. In particular, the information cost hypothesis argues that index 

addition events can increase investor awareness and decrease information search costs because they 

make more information available to investors and reduce information asymmetry problems. As a 

 At least five different hypotheses are formulated to 

explain the significant price impacts in the literature. They are the downward sloping demand curve 

hypothesis (Shleifer (1986)), price pressure hypothesis (Harris and Gurel (1986)), information cost 

hypothesis (Merton(1987)), signaling hypothesis (Jain (1987), Dhillon and Johnson (1991) and Denis et 

al. (2003)), and liquidity hypothesis (see Beneish and Whaley (1996), Hegde and McDermott (2003)).  

                                                                 
6 Some of the well-known studies are Ying, Lewellen, Schlarbaum, and Lease (1977), Brown and Barry (1984), Harris and Gurel 

(1986), Sanger and McConnell (1986), Shleifer (1986), Jain (1987), Dhillon and Johnson (1991), Beneish and Gardner (1995), 

Lynch and Mendenhall (1997), Chen, Noronha and Singal (2004). In a similar fashion, Liu (2000), Haneda and Sarita (2003) and 

Greenwood (2005) study the Japanese case and rebalancings in the Nikkei indices, while Kaul et al. (2000) and Masse et al. 

(2000) analyse this effect for the Canadian market and Toronto Stock Exchange. See Hacibedel (2008) for a recent attempt on 

emerging markets. Studies that focus on deletions include Lynch and Mendenhall (1997), and Beneish and Whaley (2002). 
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result, investor awareness contributes to the existence of asymmetric price responses where a 

permanent change in the stock price of added firms is expected after the events but no permanent 

decline for deleted firms (Chen, Noronha, and Singal (2004)). The signaling hypothesis argues that the 

events are interpreted by investors as signals regarding the future value of the security because 

private information possessed by the index company can be revealed by these events. Other things 

being equal, an expected increase in the future value of the security leads to an increase in security 

prices. According to the liquidity hypothesis, index addition reduces stock volatility by enhancing the 

liquidity (as measured by the bid-ask spread) of the market for the underlying stock. Market makers in 

the stock reduce the bid-ask spread due to the flow of information-based trading to the stock market, 

and greater trading activities by hedgers and arbitragers. In other words, the liquidity hypothesis 

argues that the significant price impacts are due to change in discount rate resulting from change in 

liquidity risk.  

3. Data and methodology 

The sample period is from 2002 to 2008.7

(i) The announcement day of index addition and index deletion events; 

 We collect data for the following from the website of 

DJSWI. 

(ii) The effective day of index deletion and index addition events8

(iii) The names of the above companies. 

; and 

Only those stocks that are listed on the stock exchanges of the eight Asia Pacific countries are 

selected.  

We use three different proxies for stock price movements because index addition and index deletion 

may affect stock performance in different ways - abnormal stock returns, risk measures and liquidity. 

The necessary data is collected from Datastream. Abnormal returns are defined as the market model 

prediction errors. Risk measures tested are systematic risk (as measured by beta), and idiosyncratic 

risk (as measured by the residual error variance). Two liquidity measures are used to capture different 

aspects of liquidity. The first is trading volume adjusted for market-wide movements. It measures 

changes in volume-driven liquidity. The second is proportional bid-ask spread (PBAS) that aims to 

                                                                 
7 The website of DJSWI does not provide any information in relation to the index additions and deletions prior to 2002. 

8 Personal communication to the Director of DJSWI reveals that every announcement is first published on DJSWI website on 

announcement day at 06:00 CET (05:00 BST/04:00 GMT) and the press release is sent to the media on the same day at 07:15 

CET in line with Swiss market regulations. This means that the announcement is made known to the Australian financial 

markets on the next day.  
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capture changes in transaction-cost-driven liquidity. The PBAS for stock i on day t is calculated as 

follows:9

 PBASit= (Ask Priceit – Bid Priceit)/[(Ask Priceit + Bid Priceit)/2]   (1) 

 

Standard event-study methodology is used to compare these variables before and after index 

addition (or index deletion) events. Two sets of event days are used; the announcement day (AD) and 

the day of change (CD).  The length between AD and CD varies, ranging from 10 trading days in 2006 

to 14 trading days in 2002. For each security, the complete event window runs from 15 days before 

AD through to 60 days after CD. Following Lynch and Mendenhall (1997), we further divide the 

complete window into seven sub-windows which are designed to assess different aspects of stock 

behavior around the events. In addition to the standard AD and CD windows, these sub-windows 

include: 

1. Pre-announcement window that lies between AD – 15 and AD. 

2. Run-up window that spans from the day after AD through to CD. 

3. Three release-related windows that run from CD+1 to CD +10; they include release window 

(CD+1, CD+5) and two post–release windows (CD+6, CD+6) and (CD+6, CD+10), respectively. 

4. Short-term price impact window that covers periods within AD+1 and CD + 10. 

5. Long-term price impact window that falls within AD+1 and CD + 60. 

The pre-announcement window aims to detect the existence of an anticipation effect before the 

announcement while the run-up window is used to test for possible price changes between AD and 

CD. The three release-related windows allow us to examine the impact of CD on stock prices. The final 

two sets of windows enable us to distinguish temporary price changes from permanent ones. 

We first divide the sample into two periods with three weeks in between. The first period is called the 

estimation period that contains observations from t=-250 to t=-16 while the second period is labeled 

the event period that starts from t=0 to t=60 where a relevant window is examined. Abnormal return 

of stock i is measured as the difference between realized return during the event period and an 

estimate of its expected (or normal) return in the absence of the event.  

 )( ititit RERA −=          (2) 

To compute E(Rit), use the market model to remove systematic changes from equity returns: 

                                                                 
9 We delete those observations with either ask price or bid price being missing. 
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where Rit, and Rmt are stock returns for company i, and the return on the local market portfolio to 

which company i belongs, respectively. εit is the disturbance term with zero mean and variance σi. We 

estimate beta using data from the estimation period. Trading volume of individual stock i is used to 

measure liquidity. To remove market wide changes from trading volume, we use total trading volume 

of the stock market of respective countries as proxy for total market trading volume. Consistent with 

Harris and Gurel (1986), we compute abnormal volume as follows: 
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where Vit and Vmt are the trading volumes of security i and of the market portfolio m at time t, 

respectively, and Vi. and Vm. are the mean trading volumes of security i and of the market portfolio in 

the 8 weeks before the end of the estimation period. We use the local stock market index to proxy for 

the market portfolio. Thus, AVit is just a standardized trading volume ratio of security i, adjusted for 

market-wide changes in trading volume. This ratio is easy to interpret because if there is no change in 

trading volume at time t relative to the prior eight weeks, the ratio is expected to be one.10

As there is no appropriate proxy for the bid-ask spread for the market portfolio, PBAS is scaled by its 

time-series average for similar purpose. The time-series average is estimated from t=-55 to t=-16 (i.e., 

8 weeks).  

  

To test for the significance of the abnormal return (or volume) over the event period, we use Patell’s t 

statisics and Corrado and Zivney (1992) sign statistic.11

  

 Patell’s (1976) statistic is computed as follows: 
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10 This also implies that in the case of hypothesis testing on cumulative abnormal trading volume the appropriate null 

hypothesis is one rather than zero if the window length is one. In general, the null hypothesis is k where k is the length of the 

window being examined.  

11 We do not use cross-sectional t-statistics because Ahern (2009) shows that this test is not powerful when used with the 

market model. 
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where S  is the average of standardized abnormal returns )( itS over the sample of n firms on the 

event day, and m is the number of observations in the estimation window. The standardized 

abnormal returns are calculated by dividing the event period residual by the standard deviation of the 

estimation window residual.  

The sign statistic (SS) is computed as follows: 
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where sign (.) can take either -1, +1 or zero, nt is the total number of events in year t, n is the total 

sum of nt and T is the total number of years involved in estimation. 

 4. Empirical Results 

4.1 Summary Statistics 

Table 1 displays the frequency of index additions and deletions per year. There are 56 index additions 

and 47 index deletions. The total number of events per year varies from its lowest (9) in 2004 to its 

highest (24) in 2005.  

Table 1. Number of Addition and Deletion Firms in the Sample by Year and Types 

Year No. of index 
additions 

No. of index deletions Total 

2002 14   8 22 
2003   5   8 13 
2004   3   6  9 
2005 12 12 24 
2006   5   7 12 
2007   3   7 10 
2008   4   9 13 
Total 56 47 103 

 

We provide some basic information about the sample firms in Table 2. Panel A of Table 2 shows that 

the sample consists of 75 firms that were added to or deleted from the DJSWI during the period of 

2002-2008. The total number of firms (i.e. 75) is less than the total number of events (i.e. 103) 

because several firms like Fuji Photo Film Ltd, Yamaha Corporation, NEC Corporation, were added and 

deleted in different years of the sampling period. They come from twelve different sectors, including 

important sectors like industrial goods and services sector, technology sector, consumer goods sector, 
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and industrial sector. In Panel B, we notice that the largest group of the sample firms is Japanese 

firms, the second largest group is Hong Kong firms and the third largest group is Malaysian firms. 

Table 2.  Number of firms and their classifications 

Panel A: Industrial Classification 

INDUSTRY No. of firms 

Automobiles   1 

Basic Resources   2 

Chemicals   3 

Construction & Materials   4 

Consumer Goods   9 

Financial Services   5 

Food & Beverage   1 

Industrial Goods & Services 20 

Industrials   7 

Media   2 

Personal & Household Goods   3 

Retail   2 

Technology 10 

Telecommunications   2 

Travel & Leisure   1 

Utilities   3 

Total 75 

Panel B: Geographical classification 

Country No. of firms Percent 

Hong Kong   7   9% 

India   2   3% 

Japan 56 75% 

Malaysia  4   5% 

Singapore  1   1% 

South Korea  3   4% 

Taiwan  1   1% 

Thailand  1   1% 

Total 75 100% 

 

4.2 Index additions 

4.2.1 Price results 

Event studies generally assume that market participants have consensus about how the news should 

be interpreted. This assumption cannot be warranted if, for example, one combines index addition 

and index deletion events together to do the analysis because market participants may have 

favorable reaction toward index addition and unfavorable reaction index deletion news. To isolate 

different responses on different events, we classify all index constituent stocks into two groups. The 

first group is those stocks newly deleted from DJSWI and the second one is those stocks newly 

included. The first group represents those stocks that no longer meet the sustainability requirements 

of DJSWI. The second group refers to those sustainable stocks that are newly recognized by DJSWI.  
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We begin by examining trading behavior of index addition stocks first to see whether there is 

abnormal trading behavior near the announcement day and the day of change. Using the variables 

described in the previous section, we report cross-sectional cumulative abnormal returns (CARs) in 

Panel A of Table 3.  

The result on the Pre-AD window shows that the CAR of index addition stocks is negative and 

statistically insignificant at conventional levels, suggesting that the market does not anticipate the 

events.  

To examine whether the same pattern persists on or after the announcement day, various AD 

windows are used with lengths ranging from one day to five days after the announcement day. In 

these AD windows, we cannot find any evidence that there is an announcement effect on index 

addition stocks because none of the test statistics is statistically significant.  

However, the run-up window that covers the day after the announcements up to the day of effective 

change shows a different picture. Now the CAR is -1.665% and statistically significant, meaning that 

the selling pressure is still high in this pre-change period.  
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Table 3. Cumulative Abnormal Returns (CARs)  

This table presents the daily CARs for different types of stocks in eight smaller windows. The whole sample consists of 103 events with 56 index additions, and 

47 index deletions, respectively. CAR is the cumulative cross sectional average of the market model adjusted stock returns. The abnormal return for stock i on 

day t (ARit) is calculated as follows: 

 ARit= Rit - E(Rit) 

where Rit is the return on stock i at day t. E(Rit) is the daily expected return from the market model. The table is divided into two main panels. In each panel, the 

first column specifies the event window of interest. The actual start and end days of these windows are shown in the second column where CARs are 

cumulated separately within these windows and where the effective number of trading days of that event window is shown in parenthesis. Notice that the 

announcement date and change date are denoted as AD and CD, respectively. For example AD (CD) is the actual day when the actual announcement (change) 

takes place. Results on two subsamples are reported. They are index additions (from Column 3 to 6) and index deletions (from Column 7 to 10). The third and 

seventh columns show the daily CARs for index additions and index deletions, respectively. The fourth and eighth columns are the percentage of positive CARs 

in the portfolio. The fifth and ninth columns show the sign-statistic (SS) values calculated as in Carrado and Zivney (1992) while Patell’s t-statistic (t_patell) is 

shown in Columns five and ten. *, **, and *** denote significance at the 10%, 5%, and 1% level, respectively. 

Type Panel A - Index additions Panel B - Index deletions 

Specific Event  
Window 

Event Days (number of 
effective days) 

CAR Percent>0 SS t_patell CAR Percent>0 SS t_patell 

Pre-AD  AD-10, AD     (11) -0.194% 52% 0.267     -0.075 0.052% 49%     -0.146     -0.388 

AD  AD+1, AD+1    (1) -0.154% 45% -0.802     -0.559 -0.401% 38%     -1.605     -1.894* 

 AD+1, AD+2    (2) 0.093% 45% -0.802      0.907 -0.668% 34%     -2.188**     -2.429** 

 AD+1, AD+3    (3) -0.096% 46% -0.535     -0.171 -0.695% 30%     -2.771***     -2.215** 

 AD+1, AD+4    (4) -0.472% 46% -0.535     -0.975 -0.768% 30%     -2.771***     -2.059** 

 AD+1, AD+5    (5) -0.530% 48% -0.267     -1.069 -0.453% 45%     -0.729     -1.322 

Run up AD+1,CD       (13) -1.665% 38% -1.871*     -1.940* -0.735% 40%     -1.313     -1.003 

CD CD+1, CD+1    (1) -0.410% 38% -1.871*     -2.227** 0.021% 51%      0.146     -0.040 

 CD+1, CD+2    (2) 0.329% 48% -0.267      0.937 -0.171% 53%      0.438     -0.380 
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 CD+1, CD+3    (3) 0.159% 55% 0.802      0.099 -0.215% 45%     -0.729     -0.552 

 CD+1, CD+4    (4) -0.142% 48% -0.267     -0.617 -0.093% 55%      0.729     -0.238 

Release CD+1, CD+5    (5) -0.365% 46% -0.535     -0.889 -0.145% 45%     -0.729     -0.208 

Post release CD+6, CD+6    (1) 0.093% 54% 0.535      1.441 0.127% 51%      0.146      1.491 

 CD+6, CD+10  (5) -0.360% 50% 0.000     -0.773 -0.506% 38%     -1.605     -1.071 

Short-term  AD+1, CD+10 (23) -1.983% 38% -1.871*     -1.254 -1.355% 40%     -1.313     -1.060 

Long-term  AD+1, CD+60 (73) -3.919% 43% -1.069     -1.176 -2.151% 40%     -1.313     -1.317 
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Turning to the CD windows, it is now evident that there is effective change on index addition stocks 

because Patell’s (1976) t statistic is generally statistically significant in the (CD+1, CD+1) window. Notice 

that the CAR is still negative (i.e., -0.410%) on the first day after CD but then becomes positive (and not 

significantly different from zero) in four trading days later, suggesting that the effective change has only a 

temporary effect on the stock returns of index addition stocks. Neither in the release window nor in the 

post-release window can we find any evidence of significant CARs.  

Two sets of windows are used to examine if there is a temporary or permanent price effect. The first set 

lies between one day after AD and ten days after CD while the second set is much longer in length, 

covering from one day after AD up to sixty days after CD. However, we still cannot find any evidence of 

significant CARs in these two sets of windows. This also means that changes on the run-up window and CD 

windows are largely temporary and cannot last long. 

4.2.2 Liquidity results 

We also do a similar analysis on trading volumes and bid-ask spreads. The idea here is that although 

opposite interpretations of an event may exist and offset each other, resulting in non-significant changes 

in stock prices, they are likely to cause an overall increase in trading volumes and/or decrease in bid-ask 

spread because any trades based on these interpretations may increase trading volumes and/or lower the 

bid-ask spread.  

Panel A of Table 4 reports cumulative abnormal trading volume (CAV) of index addition stocks. We make 

one important observation with respect to trading volume. In particular, we find a positive but temporary 

announcement effect but we cannot find any change day effect. Trading volume generally increases in the 

first five days after AD but it loses its momentum before CD. For example, on the first day after AD, the 

CAV on index addition stocks is 1.018 (greater than one). 
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Table 4. Cumulative Abnormal Trading Volume (CAV)  

This table presents the CAVs for different types of stocks in eight smaller event windows. The whole sample consists of 103 events with 56 index additions, and 

47 index deletions, respectively. CAV is the cumulative cross sectional average of stock trading volumes adjusted for total market volume. The abnormal 

trading volume for stock i on day t (AVit) is calculated as follows: 

 
.
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i

m
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it
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V
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VAV =  

where Vit and Vmt are the trading volumes of security i and of the market portfolio in country m at time t, respectively, and Vi. and Vm. are the mean trading 

volumes of security i and of the market portfolio in the 8 weeks before the end of the estimation period (i.e., t=-55 to t=-16). The first column specifies the 

event window of interest. The actual start and end days of these windows are shown in the second column where the number k (in parenthesis) is the number 

of effective trading days. CAVs are cumulated separately within these windows. Results on two subsamples are reported. They are index additions (from 

Column 3 to 6) and index deletions (from Column 7 to 10). The third and seventh columns show the daily CAVs for index additions and index deletions, 

respectively. The fourth and eighth columns are the percentage of CAVs being greater than k in the portfolio. The fifth and ninth columns show the sign-

statistic (SS) values calculated as in Carrado and Zivney (1992) while Patell’s t-statistic (t_patell) is shown in Columns five and ten. *, **, and *** denote 

significance at the 10%, 5%, and 1% level, respectively. 

Type Panel A - Index additions Panel B - Index deletions 
Specific Event  
Window 

Event Days (k) CAV Percent>k SS t_patell CAV Percent>k SS t_patell 

Pre-AD AD-10, AD     (11) 10.147 32% -2.673*** -2.646*** 11.772 47% -0.438      4.054*** 
AD AD+1, AD+1    (1) 1.018 39% -1.604  0.995 1.031 51%  0.146      1.721* 
 AD+1, AD+2    (2) 2.435 46% -0.535  4.987*** 2.040 49% -0.146      1.744* 
 AD+1, AD+3    (3) 3.372 48% -0.267  3.538*** 3.089 47% -0.438      1.933* 
 AD+1, AD+4    (4) 4.329 45% -0.802  2.901*** 4.007 47% -0.438      1.419 
 AD+1, AD+5    (5) 5.429 41% -1.336  3.383*** 5.023 45% -0.729      1.959* 
Run up AD+1,CD       (13) 12.169 41% -1.336 -3.072*** 12.007 36% -1.896*     -2.890*** 
CD CD+1, CD+1    (1) 1.006 39% -1.604  0.548 1.124 40% -1.313      2.496** 
 CD+1, CD+2    (2) 1.985 43% -1.069  0.781 2.259 49% -0.146      3.725*** 
 CD+1, CD+3    (3) 3.030 39% -1.604  1.265 3.178 49% -0.146      2.171** 



 16 

 CD+1, CD+4    (4) 3.973 39% -1.604  1.092 4.170 40% -1.313      2.022** 
Release CD+1, CD+5    (5) 4.886 36% -2.138**  0.486 5.116 38% -1.605      1.660* 
Post release CD+6, CD+6    (1) 0.913 29% -3.207*** -1.096 0.982 30% -2.771***     -0.075 
 CD+6, CD+10  (5) 5.271 48% -0.267  2.025** 4.687 36% -1.896*     -0.182 
Short-term  AD+1, CD+10 (23) 21.875 46% -0.535  5.037*** 21.012 47% -0.438      2.709*** 
Long-term  AD+1, CD+60 (73) 69.132 43% -1.069  3.665*** 69.386 47% -0.438      4.244*** 
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The CAV in the first five days after AD is 5.429. By dividing this number by five (i.e., the total number of 

days in this window), we come up with an estimate of daily abnormal trading volume and the estimate is 

1.086 (greater than one).12

Analysis on other sub-window results suggests that the impacts are largely transient. For examples, both 

the short-term windows and the long-term windows indicate that the daily CAV is usually less than one 

and statistically significant.  

 These two estimates confirm that after controlling for market-driven trades 

the trading volume is higher than its 8-week time-series averages. However, we cannot find any 

significant results on the CD windows where the daily trading volume is not distinguishable from one in 

statistical sense.  

Turning to bid-ask spreads, we construct the average proportional bid-ask spread (PBAS) and report the 

results in Panel A of Table 5. Two observations can be made about bid-ask spread of index addition stocks. 

First, the bid-ask spread is generally lower in the AD windows while it is higher in the CD windows. To see 

this, we first estimate the daily proportional bid-ask spread ratio which is defined as the cumulative 

proportional bid-ask spread ratio divided by the total number of days covered in the respective window. 

Then we check whether this daily measure is greater than one or not.  The daily CPBAS on the (AD+1, 

AD+5) window and (CD+1, CD+5) window is 0.950 (=4.752/5) and 1.102 (=5.510/5), respectively.  One 

possible explanation is that market-makers lower the spread because of lower inventory cost and lower 

adverse-selection cost. Inventory cost is lowered because of a temporary high trading volume observed 

over the same period (see Panel A, Table 4). 

 

                                                                 
12 The number of effective trading days for a particular window (labelled as k) can be found in the second column of Table 4 where 

the number for that window is shown in parenthesis. 
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Table 5. Cumulative Proportional Bid-ask Spread (CPBAS) 

This table presents the CPBASs for different types of stocks in eight smaller event windows. The whole sample consists of 34 events with 22 index additions, 

and 12 index deletions, respectively. CPBAS is the cumulative cross sectional average of stock’s proportional bid-ask spread (PBAS) scaled by its time-series 

average in the 8 weeks before the end of the estimation period (i.e., from t=-55 to t=-16). The proportional bid-ask spread for stock i on day t (PBASit) is 

calculated as follows: 

PBASit= (Ask Priceit – Bid Priceit)/[(Ask Priceit + Bid Priceit)/2] 

The first column specifies the event window of interest. The actual start and end days of these windows are shown in the second column where k (in 

parenthesis) is the effective number of trading days and where AD (CD) is the actual day when the actual announcement (change) takes place. CPBASs are 

cumulated separately within these windows. Results on two subsamples are reported. They are index additions (from Column 3 to 6) and index deletions (from 

Column 7 to 10). The third and seventh columns show the daily CPBASs for index additions and index deletions, respectively. The fourth and eighth columns 

are the percentage of positive CPBAS being greater than k in the portfolio. The fifth and ninth columns show the sign-statistic (SS) values calculated as in 

Carrado and Zivney (1992) while Patell’s t-statistic (t_patell) is shown in Columns five and ten. *, **, and *** denote significance at the 10%, 5%, and 1% 

level, respectively. 

Type Panel A - Index additions Panel B - Index deletions 

Specific Event  
Window 

Event Days (k) CPBAS Percent>k SS t_patell CPBAS Percent>k SS t_patell 

Pre-AD AD-10, AD     (11) 10.680 41% -1.361 -2.032** 10.833 51%      0.146     -0.338 
AD AD+1, AD+1    (1) 1.038 46% -0.544  0.498 0.983 40%     -1.313     -0.525 
 AD+1, AD+2    (2) 2.014 48% -0.272  0.291 2.023 43%     -1.021     -0.592 
 AD+1, AD+3    (3) 2.925 46% -0.544 -0.614 2.850 34%     -2.188**     -1.703* 
 AD+1, AD+4    (4) 3.802 43% -1.089 -1.565 3.848 36%     -1.896*     -1.457 
 AD+1, AD+5    (5) 4.752 41% -1.361 -1.732* 4.842 38%     -1.605     -1.522 
Run up AD+1,CD       (13) 11.431 30% -2.940*** -5.899*** 12.003 32%     -2.480**     -4.250*** 
CD CD+1, CD+1    (1) 1.101 41% -1.361  1.004 1.056 40%     -1.313      0.868 
 CD+1, CD+2    (2) 2.195 50%  0.000  1.362 2.223 53%      0.438      2.263** 
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 CD+1, CD+3    (3) 3.200 46% -0.544  1.351 3.345 53%      0.438      2.943*** 
 CD+1, CD+4    (4) 4.341 50%  0.000  1.760* 4.336 57%      1.021      2.334** 
Release CD+1, CD+5    (5) 5.510 54%  0.544  2.570** 5.383 55%      0.729      2.337** 
Post release CD+6, CD+6    (1) 1.097 56%  0.816  1.020 0.907 36%     -1.896*     -0.878 
 CD+6, CD+10  (5) 5.093 43% -1.089 -0.522**  5.329 47%     -0.438      2.287** 
Short-term  AD+1, CD+10 (23) 22.171 56%  0.816  2.836*** 22.402 57%      1.021      4.039*** 
Long-term AD+1, CD+60 (73) 74.425 46% -0.544  8.471*** 74.038 60%      1.313      5.160*** 
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Adverse-selection cost is lowered because the announcement helps resolve uncertainty. However, once 

trading volume scales back the bid-ask spread of index addition stocks becomes higher in the CD windows 

through to the post-release windows. Second, the immediate impact of the announcement event is a 

reduction of the bid-ask spread but in the long run the spread is higher than its historical average. For 

example, in the short-term window the daily measure is 0.964 (22.171/23) while it is 1.019(=74.425/73) in 

the long run. In other words, the reduction in bid-ask spread is a temporary effect only.  

4.2.3 Systematic risk results 

We compare systematic risk (as measured by beta) before or after AD (and CD). 

In estimating abnormal returns, the standard event study methodology suggests that we divide the 

sample period into two sub-periods. One is estimation period, where beta is estimated, and event period, 

where abnormal returns are computed using the beta estimated from the estimation period. For 

estimating systematic risk purpose, this procedure is problematic because the beta so estimated can only 

represent the systematic risk in the estimation period but not the systematic risk in the event period. In 

order to estimate the relevant systematic risk, we regress stock returns on the market index in the event 

period.  

Panel A of Table 6 shows the results on AD comparison where the pre-announcement period is from 

t=AD-15 to t=AD, while the post-announcement period is from t=AD+1 to t=CD. We estimate the betas for 

these two periods and then use the Chow test to test for stability of beta. We do a similar comparison for 

CD where the pre-change period is from t=AD+1 to t=CD and the post-change period is from t=CD+1 to 

t=CD+30 and the results are reported in Panel B. Panel C shows the results of a comparison between pre-

AD period (t=AD-15 to t=AD) and post-CD period (t=CD+1 to t=CD+60).  
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Table 6: Change in beta 

This table reports the test results on change in beta before and after AD and CD. Panel A compares 3 different subsamples in terms of their betas before and 

after the announcement day while Panel B gives a similar comparison in relation to the day of change (CD) only. For beta estimation purpose, we divide the 

sample period into different sub-periods. For AD comparison, the first period is from t=AD-15 to t=AD, while the second period is from t=AD+1 to t=CD. For CD 

comparison, the first period is from t=AD+1 to t= CD and the second period is from t=CD+1 to t=CD+60. We also make a comparison between pre-AD period 

(t=AD-15 to t=AD) and post CD period (t=CD+1 to CD+60). The Chow test is used to test for change in beta at 10%.  

 Summary statistics No.(%)  of firms with significant: 
 Mean 

Difference 
Median 
Difference 

Standard 
Deviation 

Skewness Kurtosis Beta 
increase 

Beta 
decrease 

No Beta Change 

 Panel A: AD comparison 
Index Additions -0.017 -0.014 0.622 0.212 -0.582 3 

(5.36%) 
4 
(7.14%) 

49 
(87.50%) 

Index deletions -0.060 -0.061 0.754 0.007 0.664 3 
(6.38%) 

9 
(19.15%) 

35 
(74.47%) 

 Panel B: CD comparison 
Index Additions -0.034 -0.085 0.553 -0.051 -0.683 3 

(5.36%) 
4 
(7.14%) 

49 
(87.50%) 

Index deletions -0.003 0.010 0.523 0.681 1.267 5 
(10.64%) 

4 
(8.51%) 

38 
(80.85%) 

 Panel C: Pre-AD and Post CD comparison 
Index Additions -0.051 -0.056 0.440 0.008 -0.084 0 

(0.00%) 
3 
(5.36%) 

53 
(94.64%) 

Index deletions -0.064 -0.096 0.599 0.519 2.562 2 
(4.26%) 

4 
(8.51%) 

41 
(87.23%) 
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All of these three panels indicate that most of the index addition stocks do not experience any significant 

change in systematic risk because the number of stocks with significant change in beta is generally less 

than 10%. In addition, the number of firms with significant increase (decrease) in beta decreases from 

three (four) in Panel A to zero (three) in Panel C, resulting in an increase in the number of firms with 

insignificant change in beta from forty nine in Panel A to fifty three in Panel C.  

4.2.3 Idiosyncratic risk results 

Following exactly the same approach used to generate betas, we compute residual error variance based 

on those betas in the event period and use F-test to test for stability of residual error variance.  Panel A of 

Table 7 reveals that index addition stocks generally experience an increase in idiosyncratic risk after the 

announcement day. For examples, the mean difference is 0.001 and the number of stocks with significant 

increase in idiosyncratic risk (seven) is more than that with significant decrease (four) in the AD 

comparison period. Interestingly, there is a further increase in idiosyncratic risk level after the CD as now 

the mean difference is 0.005 for index addition stocks, and the number of stocks with significant increase 

in idiosyncratic risk (sixteen) is far greater than the number with significant increase in idiosyncratic risk 

(two). A comparison between Panel A and Panel C basically confirms the existence of an increase in 

idiosyncratic risk because, for examples, the total number of index addition stocks with significant risk 

increase increases from seven to twenty four while the number with significant risk decrease falls from 

four to one.  
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Table 7: Change in Idiosyncratic risk 

This table reports the test results on change in idiosyncratic risk before and after AD and CD. Idiosyncratic risk is defined as the residual risk from the market 

model. Panel A compares 3 different subsamples in terms of their idiosyncratic risk before and after the announcement day while Panel B gives a similar 

comparison in relation to the day of change (CD) only. For estimation purpose, we divide the sample period into different sub-periods. For AD comparison, the 

first period is from t=AD-15 to t=AD, while the second period is from t=AD+1 to t=CD. For CD comparison, the first period is from t=AD+1 to t= CD and the 

second period is from t=CD+1 to t=CD+60. We also make a comparison between pre-AD period (t=AD-15 to t=AD) and post CD period (t=CD+1 to CD+60). F-test 

is used to test for equality of variance at 10%. 

 Summary Statistics No.(%)  of firms with significant: 
 Mean 

Difference 
Median 
Difference 

Standard 
Deviation 

Skewness Kurtosis Risk 
increase 

Risk 
decrease 

No Risk change 

 Panel A: AD comparison 
Index Additions 0.001 0.000 0.004 0.141 -0.579 7 

(12.50%) 
4 
(7.14%) 

45 
(80.36%) 

Index deletions 0.000 0.000 0.005 -0.148 0.925 4 
(8.51%) 

4 
(8.51%) 

39 
(82.98%) 

 Panel B: CD comparison 
Index Additions 0.005 0.005 0.006 1.040 2.035 16 

(28.57%) 
2 
(3.57%) 

37 
(67.86%) 

Index deletions 0.003 0.004 0.006 -0.234 0.634 14 
(29.79%) 

4 
(8.51%) 

29 
(61.70%) 

 Panel C  pre-AD and post CD comparison 
Index Additions 0.006 

 
0.005 0.007 1.145 1.011 24 

(42.86%) 
1 
(1.79%) 

31 
(55.35%) 

Index deletions 0.003 0.003 0.005 0.232 -0.187 13 
(27.66%) 

1 
(2.13%) 

33 
(70.21%) 
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4.3 Index deletions 

4.3.1 Price results 

Panel B of Table 3 shows that the CAR is not statistically significant in the pre-AD window, confirming 

that there is no anticipation effect for index deletion stocks. 

 Unlike index addition stocks whose stock returns are little affected in the AD windows, Panel B of 

Table 3 depicts a different picture for index deletion stocks as now the CAR is negative and statistically 

significant on average, meaning that there is an adverse announcement effect on index deletion 

stocks. However, the statistical evidence on the announcement effect on index deletion stocks loses 

its charm in the (AD+1, AD+5) window. This implies that the announcement effect is a short-lived one. 

Analysis on the run-up window and the CD windows also shows that there is no evidence on 

significant changes in abnormal returns after the day of change. For example, the CAR on the run-up 

window is negative and statistically insignificant, suggesting that the selling price pressure is not high 

for index deletion stocks before the change day. The CARs are mostly negative in the first five day 

after CD even though they are not distinguishable from zero in a statistical sense.  

In the post-release windows (CD+6, CD+6) and (CD+6, CD+10), we cannot find any significant result 

because the CARs on these two windows are all not statistically significant.   

The CAR on the short-term price windows is -1.365% while that on the long-term price windows is -

2.151%.  None of them is statistically significantly different from zero. We therefore find no evidence 

in support of temporary or permanent price effect, confirming that the significant changes in the AD 

windows are largely transient.   

4.3.2 Liquidity results 

Similar to index addition stocks whose trading volume is generally higher in the first five days after 

AD, Panel B of Table 4 also find similar result. For examples, the daily CAV of index deletion stocks is 

all greater than one in the AD windows. The only thing that is different from index addition stocks is 

that trading volume is also higher and statistically significant on the CD windows. However, the 

impact loses its momentum when it comes to the post-release windows because we cannot find any 

significant results over there. 

Panel B of Table 5 shows that the impact of the announcement on the bid-ask spread of index 

deletion stocks is very little in the AD windows. Except the (AD+1, AD+3) window where CPBAS is 

weakly significant, all other AD windows show no significant results. Analysis on the Run-up, the CD, 

the release and the post release windows reveals that the bid-ask spread is significantly larger in size 

afterwards. Overall, the impact manifests itself in a narrower (wider) bid-ask spread in the short-term 

(long-term) as the daily CPBAS is 0.974 (22.402/23) and 1.014 (74.038/73) in the short-term price 
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window and the long-term price window, respectively. In other words, the reduction in bid-ask spread 

is largely a temporary phenomenon. 

4.3.3 Systematic risk and idiosyncratic risk results 

Similar to index addition stocks which show little change in systematic risk, index deletion stocks also 

generally experience no change in systematic risk. In most cases, the number of index deletion shocks 

with significant change in systematic risk is generally less than 11% of the total sample. The only 

exception to this general pattern is the AD comparison period (Panel A, Table 6) where 19.15% of 

index deletion stocks experience decrease in beta.  

In Panel B of Table 7, we notice that index deletion stocks generally experience an increase in 

idiosyncratic risk after the announcement day. The mean difference between the residual variances 

over the AD comparison period is always positive and the number of index deletion stocks with 

significant increase in idiosyncratic risk is greater than or equal to that with significant decrease in 

idiosyncratic risk. For example, a closer look at Panel A and Panel B reveals that the number with 

significant increase in idiosyncratic risk changes from four to fourteen while the number with 

significant decrease in idiosyncratic risk remains largely intact. 

4.6 Robustness Checks 

The estimation window is from t=-250 to t=-16. The first robustness check uses estimation windows of 

shorter length with 200 days and 150 days.  The results are qualitatively the same. We also use two-

week time rather than three-week time to separate the event period from the estimation period, no 

material change in the results is found. To examine the robustness of our trading volume measure 

that adjusts for market-wide movement in trading volume, we use a simpler measure that scale 

trading volume by its time-series averaged trading volume instead. Similar to Chae (2005), we 

construct a time-series averaged trading volume using historical data from the period 16 to 45 days 

before the announcement. The results are essentially the same. 

5. Discussions and Conclusion 

In this paper, we analyze the impacts of additions and deletions of the Dow Jones Sustainability World 

Index (DJSWI) constituent stocks in the Asia Pacific stock markets from 2002 to 2008. The impacts are 

measured in terms of stock returns, risks and liquidity.  

We find that the impact of the event announcement on stock returns is asymmetric. In particular, it 

does have a significant negative impact on the stock returns of index deletion stocks but not on that 

of index addition stocks. But these changes are temporary as the impact is no longer significant five 

days after the announcement. On the contrary, we find significant decline in stock returns near the 
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day of change for index addition stocks but no similar change is found for index deletion stocks.13

 Despite its downward long term trend, trading volume improves temporarily after the 

announcement. Both index addition stocks and index deletion stocks experience temporary and 

significant increase in trading volume. Consistent with the results on trading volume, bid-ask spread is 

smaller (larger) in size in the short (long) term. We typically see a narrower bid-ask spread near the 

announcement day but a reversal later before the change day. The results are consistent with the 

view that there is a transient increase in liquidity. 

 

However, these changes disappear in the long term.   

Systematic risk shows little change after the announcement day or the day of change. However, 

idiosyncratic risk increases from the announcement day through to the day of change or after. First, 

the apparent paradox that the increase in idiosyncratic risk does not come with any change in 

systematic risk can be explained by the following formula: 

 )()()( 2 εβ VarRVarRVar mii +=       (8) 

where )( iRVar represents total risk, )(2
mi RVarβ  measures systematic risk and )(εVar is 

unsystematic risk. This equation clearly shows that there are two possibilities consistent with this 

paradox. One possibility depicts an increase in idiosyncratic risk and hence an increase in total risk. 

Another possibility suggests that even though there is no change in total risk it is possible that 

unsystematic risk can increase without any change in beta. This is because the market risk 

)( mRVar can decrease at the same time. Second, the evidence that there is no change in systematic 

risk but idiosyncratic risk implies that sustainability is nuisance because investors can always diversify 

it away with a well-diversified portfolio. 

Taken together, the overall results are consistent with the price pressure hypothesis in the literature. 

First, the evidence that there is no permanent change in the stock prices of index addition stocks and 

index deletion stocks rule out the downward sloping demand hypothesis and the information cost 

(investor awareness) hypothesis. The first hypothesis implies that any changes in stock prices must be 

permanent while the second one suggests that not only a permanent change in the stock prices but 

also there must be a permanent change in liquidity. Second, the evidence on the existence of 

asymmetric price responses effect rules out the signaling hypothesis as this hypothesis requires that 

there is symmetry in the price responses of index addition stocks and index deletion stocks towards 

the announcement. Third, the evidence that there is an increase in idiosyncratic risk and no change in 

                                                                 
13 Two possible views are available for explaining the decline in stock returns of index addition stocks near the day of change. 

One view is that the decline may be viewed as a “delayed” response of index addition stocks towards the announcement. 

Another view is that the decline may be viewed as the impact of effective change on the day of change. The former assumes 

that the decline is due to the announcement effect while the latter assumes that it comes from the effective change.   
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systematic risk contradicts with the liquidity hypothesis that expects a reduction in stock volatility 

resulting from a narrower bid-ask spread. Fourth, the evidence that there is temporary change in both 

price and liquidity is consistent with the price pressure hypothesis which predicts a temporary change 

in price and liquidity only.  

Given these findings, do Asia Pacific investors therefore value sustainability?  There is some indication 

from the results that they do but in a negative way.  Recall that both index addition stocks and index 

deletion stocks experience a significant decrease (increase) in stock price (volume), albeit a transient 

one though. Thus, it seems that the recent developments, as discussed earlier, relating to 

sustainability which have started to occur in the Asian region, have not positively impacted yet on 

investors in the region.  It may be interesting to find out in the future if investors behaviour in the Asia 

Pacific region changes, as it is claimed that sustainability requires time to develop and take roots. 

 



 28 

Reference 

Ahern, Kenneth R., 2009, “Sample Selection and Event Study Estimation”, Journal of Empirical 

Finance 16(3), pp. 466 – 482 

Association for Sustainable & Responsible Investment in Asia (AsRI), 2009,  The Time to Lead is Now:  

The Adoption of ESG Analysis by Asian Government Pension Funds. 

Beneish, Messod D., and John C. Gardner, 1995, “Information Costs and Liquidity Effects from 

Changes in the Dow Jones Industrial Average List”, The Journal of Financial and Quantitative Analysis 

30(1), 135-157. 

Beneish, Messod D. and Robert E. Whaley 2002, "S&P 500 Replacements", Journal of Portfolio 

Management, 29(1), 1-10. 

Boehmer, Ekkehart, Jim Musumeci, and Annette. B. Poulsen, 1991, “Event study methodology under 

conditions of event induced variance”, Journal of Financial Economics 30, 253–272. 

Brown, Stephen J., and Christopher B. Barry, 1984, “Anomalies in Security Returns and the 

Specification of the Market Model” The Journal of Finance 39 (3), 807-815. 

Chae, Joon, 2005, “Trading volume, Information Asymmetry, and Timing Information” The Journal of 

Finance 60(1), 413-442. 

Chen, Honghui, Gregory Noronha, and Vijay Singal, 2004, “The Price Response to S&P 500 Index 

Additions and Deletions: Evidence of Asymmetry and a New Explanation”, The Journal of Finance 59 

(4), 1901-1929. 

Consolandi, Costanza, Ameeta Jaiswal-Dale, Elisa Poggiani and Alessandro Vercelli, 2009, “Global 

Standards and Ethical Stock Indexes: The Case of the Dow Jones Sustainability Stoxx Index”, Journal of 

Business Ethics 87: 185-197. 

Corrado, Charles J. and Terry L. Zivney, 1992, “The Specification and Power of the Sign Test in Event 

Study Hypothesis Tests Using Daily Stock Returns”, The Journal of Financial and Quantitative Analysis 

27(3), 465-478. 

Daniel, Kent D., and Sheridan Titman, 1997, “Evidence on the Characteristics of Cross-sectional 

Variation in Common Stock Returns” Journal of Finance 52, 1-33. 

Daniel, Kent D., Mark Grinblatt, Sheridan Titman and Russ Wermers, 1997, “Measuring Mutual Fund 

Performance with Characteristic-based Benchmarks” Journal of Finance 52, 1035-1058 

Denis, Diane, John McConnell, Alexei Ovtchinnikov, and Yun Yu, 2003, “S&P 500 index additions and 

earnings expectations” Journal of Finance 58, 1821–1840. 



 29 

Dhillon, Upinder, and Herb Johnson, 1991, “Changes in the Standard and Poor's 500 List” The Journal 

of Business 64(1), 75-85. 

Grammatikos, George J. Papaioannou, 1986a, “The informational value of index addition on the New 

York Stock Exchange” The Financial Review 21(4), 485–500. 

Grammatikos, Theoharry and George J. Papaioannou, 1986b, “Market reaction to NYSE index 

additions: Tests of the marketability gains hypothesis” Journal of Financial Research 9, 215-227. 

Greenwood, Robin Marc, 2005, "A Cross Sectional Analysis of the Excess Comovement of Stock 

Returns" (March 2005). HBS Finance Research Paper No. 05-069. Available at SSRN: 

http://ssrn.com/abstract=698162. 

Hacibedel, Burcu, 2008, “Index Changes in Emerging Markets”, Swedish Institute for Financial 

Research Working Paper, Saltmätargatan 19A, SE-113 59 Stockholm, Sweden. 

Harris, Lawrence, and Eitan Gurel, 1986, “Price and Volume Effects Associated with Changes in the 

S&P 500 List: New Evidence for the Existence of Price Pressures” The Journal of Finance 41 (4), 815-

829. 

Hanaeda, Hidieki, and Toshio Sarita, 2003, “Price and Volume Effects Associated with a Change in the 

Nikkei 225 Index List: new evidence from the big change on April 2000” International Finance Review 

4, pp. 199–225.  

Hegde, Shantaram and John McDermott, 2003, “The Liquidity effects of Revisions to the S&P 500 

Index: An Empirical Analysis" Journal of Financial Markets 6, 413-459. 

Jain, Prem 1987, “The effect on stock price from addition in or deletion from S&P 500” Financial 

Analysts Journal 43(1), 58-65. 

Karlsson, Josefin and Yana Chakarova, 2008, “Does Corporate Social Responsibility Pay off? – An Event 

Study of the Impact of Corporate Entry and Exit from the Dow Jones Sustainability World Index on the 

Market Value of a Company”, Unpublished Advanced level Thesis, School of Business, Economics and 

Law, Goteborg University. 

Kaul, Aditya, Vikas Mehrotra and Randall Morck, 2000, “Demand Curves for Stocks Do Slope Down: 

New Evidence from an Index Weights Adjustment”, Journal of Finance, 55(2) April 893-913. 

Lee, Darren and Robert Faff, 2009, “Corporate Sustainability Performance and Idiosyncratic Risk: A 

Global Perspective”, The Financial Review 44: 213—237. 

Liu, Shinhua, 2000, “Changes in the Nikkei 500: New Evidence for Downward Sloping Demand Curves 

for Stocks”, International Review of Finance 1(4), 245-267. 

http://ssrn.com/abstract=698162�


 30 

Lo Shih-Fang and Her-Jiun, Sheu, 2007, “Is corporate sustainability a value-increasing strategy for 

business?” Corporate Governance 15(2), 345-358. 

Lopez, Victoria M., Arminda Garcia, and Lazaro Rodriquez, 2007, “Sustainable Development and 

Corporate Performance: a Study Based on the Dow Jones Sustainability Index”, Journal of Business 

Ethics 75, 285-300. 

Lynch, A. and R. Mendenhall, 1997, “New Evidence on Stock Price Effects Associated with Changes in 

the S&P 500”, Journal of Business 70, 351-384 

Masse, Isidore, Robert Hanrahan, Joseph Kushner and Felice Martinello, 2000, “The Effect of 

Additions To or Deletions From the TSE 300 Index on Canadian Share Prices”, Canadian Journal of 

Economics 33(2), 341-360. 

Merton, Robert C., 1987, “A Simple Model of Capital Market Equilibrium with Incomplete 

Information” The Journal of Finance 42(3), 483-510. 

Montiel, Ivan, 2008, “Corporate Social Responsibility and Corporate Sustainability: Separate Pasts, 

Common Futures”, Organization & Environment 21(3), 245-269. 

Orlitzky, Marc, Frank L. Schmidt, and Sara L. Rynes, 2003, “Corporate Social and Financial 

Performance”, Organization Studies 24(3), 403-441. 

Patell, James, 1976, “Corporate forecasts of earnings per share and stock price behavior: Empirical 

tests”, Journal of Accounting Research 14(1), 246–276. 

Renneboog, Luc, Jenke Ter Horst, and Chendi Zhang, 2008, “Socially Responsible Investments:  

Institutional Aspects, Performance, and Investor Behavior”, Journal of Banking and Finance 32, 1723-

1742. 

Sanger, Gary C. and John J. McConnell, 1986, “Stock Exchange Listings, Firm Value, and Security 

Market Efficiency: The impact of NASDAQ”, Journal of Financial and Quantitative Analysis 21(1), 1-25. 

Shleifer, Andrei, 1986, "Do Demand Curves for Stocks Slope Down?" Journal of Finance 41(3), 579-

590. 

Tsai, Chih-Chuan, 2007, “The Reputation Effect and Value in Corporate Social Responsbility”, 

Unpublished Master Thesis, Department of Finance, Yuan Ze University, Taiwan.  

Van Heeswijk, 2004 “Greening of Industry Network Conference – Corporate Responsibility for 

Environmental Performance, Manila ADB. 

Ying, Louis K.W., Wilbur G. Lewellen, Gary G. Schlarbaum, and Ronald C. Lease, 1977, "Stock Exchange 

Index additions and Securities Returns." Journal of Financial and Quantitative Analysis 12(3), 415-432. 


	Do Pacific Basin Investors Value Corporate Sustainability?
	Do Pacific Basin Investors Value Corporate Sustainability?*
	W.K. Adrian Cheung and Eduardo Roca
	Abstract
	1. Introduction
	2. Literature Review
	2.1 The relationship between corporate sustainability and firm value
	2.2 Literature on index additions and deletions

	3. Data and methodology
	4. Empirical Results
	4.1 Summary Statistics
	Table 1. Number of Addition and Deletion Firms in the Sample by Year and Types
	Table 2.  Number of firms and their classifications
	4.2 Index additions
	4.2.1 Price results

	Table 3. Cumulative Abnormal Returns (CARs)
	4.2.2 Liquidity results

	Table 4. Cumulative Abnormal Trading Volume (CAV)
	Table 5. Cumulative Proportional Bid-ask Spread (CPBAS)
	4.2.3 Systematic risk results

	Table 6: Change in beta
	4.2.3 Idiosyncratic risk results

	Table 7: Change in Idiosyncratic risk
	4.3 Index deletions
	4.3.1 Price results
	4.3.2 Liquidity results
	4.3.3 Systematic risk and idiosyncratic risk results

	4.6 Robustness Checks

	5. Discussions and Conclusion
	Reference

	Panel A: Industrial Classification

