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ABSTRACT

The purpose of this paper is to investigate the effect of corporate green
announcements on the stock performance of listed companies in New
Zealand. We find that the market has a positive, though not significant,
reaction to the announcements. New Zealand companies are largely
viewed to be already quite green at the onset and the market is not very
much surprised by such announcements but expect them to continue
being green. Our results are consistent with the view that to be green is
costly, especially so in a developed economy where the cost of doing
business is high. Our findings underscore the importance for corporate
managers in New Zealand that, while any positive green announcements
that they make might not have a significant market reaction, they are
nonetheless positive.

KEYWORDS: green announcements; market reaction; environment;
social responsibility

INTRODUCTION

In 2015, the United Nations outlined 17 sustainable development goals
for adoption by all member nations by 2030. According to the UN,
corporate social responsibility (CSR) is a management concept whereby
companies integrate social and environmental concerns in their business
operations and interactions with their stakeholders. The goal is to achieve
a balance of economic, environmental and social imperatives, while at the
same time addressing the expectations of shareholders and stakeholders.
To this end, companies in New Zealand had already begun to consider
programs that promote clean and efficient renewable energy. The UN’s 7th
sustainable development goal is to promote affordable and clean energy—
energy that is more sustainable and widely available.

With an increasing awareness of environmental problems in society,
consumers and investors demand companies to take more social
responsibilities for their business (Kruger, 2011 [1]). Under such external
pressure, firms have to think about whether it is worth paying extra cost
to go green. The debate of “is it worth being green” has been argued many
times. Some may still consider that going green is costly and will be
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harmful to firms’ profit. For example, solar products may be more
expensive than traditional products with similar functions. However, it is
difficult to measure the cost of going green by the exact dollar amounts
spent. The benefits could be found in many different areas and sustainable
in the long term. A simple example in our daily lives is, an energy saving
light bulb may cost a little bit more than a normal one, but it could save
more energy cost and thus provide savings in power bills for the long term
(Green Experience, 2011 [2]). Fortunately, many countries have realized
the increasing importance of the environmental issue. Both the
government and the public have been paying greater attention on
environmental protection and the reduction of harmful effects on the
environment (UNIDO, 2010 [3]). But how does the investing public,
particularly share investors, view and react to such initiatives?

There are a several perspectives for companies’ green activities. Some
may believe it can improve the efficiency in operating and increase
corporate reputation which could generate more benefits, while others
may consider expenditures on the environment as a burden that would
decrease companies’ competitive advantage (Hart & Ahuja, 1996 [4]). In
most situations, companies’ green activities cost money directly and
reduce revenues simultaneously, which may lead to a decrease in future
cash flows. As the stock price is based on future cash flows, investors may
worry about the negative impact on the stock price. However, even though
the cash flow per unit may decrease, consumers generally welcome
corporate green behavior and are more likely to buy green products as
they may not mind paying a little more for them. Thus, it is expected that
total sales revenues would increase to the extent that it could more than
cover the extra costs of going green.

This paper studies the effects of environmental components on
companies’ equity value through the testing of stocks’ abnormal returns
from green announcements. The insights drawn from the present study
are particularly enlightening for a small but developed economy such as
New Zealand, as prior studies are centered mostly on much larger
economies such as the USA or Australia. It is particularly interesting to
study New Zealand as Kumar and Khanna (2009 [5]) find that it is one of
only three countries (together with Ireland and Luxembourg) that ranked
in the highest tier group with an environmentally binding production
technology. Their study of the environmental efficiency and productivity
of 38 countries considers the reduction of each country’s carbon emission.

The definition of “green” within this study is not simply the substitution
for things that are “environmental.” It includes any issues that have a
health effect on living things (Richmond, 2007 [6]). In our daily lives,
everyone can go green easily. For example, driving less or using public
transportation more regularly can reduce the carbon emission which is
harmful to humans and the global environment. Ding, Ferreira, and
Wongchoti (2016 [7]) show that the value impact of corporate social
responsibility (CSR) activities (including environmental issues) relies
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heavily on the industry-specific relative position of the firm. Only firms
that distinguish themselves over their peers are associated with increased
firm value. Their finding is robust and holds for both responsible and
irresponsible behaviors.

What is a green announcement? This paper defines green
announcements as those that are announced officially by company’s CEO
or top executive. It includes:

Announcements of emission/pollution reduction in air, water or land.
Announcements of waste reduction or recycling activities.
Announcements on the use of efficient alternative energy sources.
Announcements of investing in or sponsoring of green programs.
Announcements of signing of environmental agreements.

G Wb e

New Zealand is one of most eco-friendly countries in the world (Kumar
& Khanna, 2009 [5]) where its residents have a strong environmental
consciousness. This consciousness would be reflected by their stock
market reaction to specific events of green announcements made by listed
companies on the New Zealand Stock Exchange (NZX). We therefore
examine the impact of green announcements on the companies’ stock
performance.

The remainder of this article is organized as follows. Section
“LITERATURE REVIEW AND HYPOTHESES” provides a review of the
relevant literature and develops the hypotheses. Section “DATA AND
METHODOLOGY” describes the sample data and the event study
methodology. Section “RESULTS AND DISCUSSIONS” presents the results
and discusses the findings and their implications. The last section
concludes.

LITERATURE REVIEW AND HYPOTHESES

The corporate perspectives on environmental responsibility have
achieved great progress over the last half a century. Hoffman (2000 [8])
defines four different historical stages of corporate environmentalism
development: (1) Industrial environmentalism (1960-1970); (2) Regulatory
environmentalism (1971-1981); (3) Environmentalism as social
responsibility (1982-1989); and (4) Strategic environmentalism (1989-
1999). In the first stage, the environmental management cost almost
equals the pollution control management cost and is only a small portion
of the total cost. In the second stage, the Environmental Protection Agency
(EPA) plays the role of a regulator. In the third stage, the industry takes on
a more important role as an environmental and social responsibility
regulator and supervisor. The positions of companies’ environmental
management are enhanced in the overall management structure. In the
final stage, the environmental pressure not only comes from society and
the government, other stakeholders such as investors and competitors
become concerned as well. Today, environmental management has
become increasingly important within corporations.
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A survey by Nation’s Business (1993 [9]) documents that 86% of readers
believe firmly the importance of ethics for a company’s financial
performance, 11% consider there are more or less important and only 3%
doubt the importance of ethics to financial performance. The survey
results imply that the public requires firms to behave ethically and that
unethical behavior would be costly to the firm. In fact, many companies
do not consider “green issues” as cost terms. Excellent pollution control
and prevention tend to conserve installation and operating costs; it also
leads to a more efficient production process (Young, 1991; Schmidheiny,
1992 [10,11]). However, it is complex to explain whether the financial
performance of companies is influenced by ethical or unethical behavior
(Wood, 1994 [12]). Within the firm, production and process efficiency can
be influenced by the ethical or unethical behavior of managers and
employees (Sen, 1993; Hamilton, 1995; Hamilton & Strutton, 1994 [13-15]).
Externally, stakeholders such as customers, suppliers, and debt holders
could impact companies’ financial performance as well.

Previous studies have investigated the effect of companies’
environmental performance on their financial performance, especially in
the US market. Many studies show that there is a relationship between
environmental announcements and market reactions in different ways.
Jacobs, Singhal, and Subramanian (2010 [16]) classify two categories of
announcements: (1) Corporate Environmental Initiatives (CEIs), which are
self-reported announcements about companies’ environmental
performance, and (2) announcements of Environmental Awards and
Certifications (EACs), which are events of achieving specific
environmental awards or certifications. They conclude that both types of
announcements do not have a significant effect on the market value of
firms. However, they find that the market positively reacts to the
announcements of environmental philanthropic gifts and ISO 14001
certification attainments, but negatively reacts to the announcements of
voluntary emission reductions in the U.S. Their work shows that different
types of announcements may lead to different market reactions and that
announcements which are friendly to the environment do not necessarily
lead to better financial performance of the firms.

Recent work by Ramiah et al. (2016 [17]) find that announcements of
green policies result in cumulative abnormal returns of between 30% to
40% in certain sectors of the UK market and conclude that environmental
policies induce changes in the systematic risk of businesses, both in the
short run and the long run. Hart and Ahuja (1996 [4]) focus on the relation
between emission reduction and corporate performance in the US market.
Emission reduction is an important activity of going green. They indicate
that efforts to prevent pollution and reduce emissions drop to the ‘bottom
line’ within one to two years of their initiation and firms with the highest
emission levels have the most to gain (Hart & Ahuja, 1996 [4]). They suggest
that return on sales (ROS) and return on assets (ROA) have a direct positive
impact, but that return on equity (ROE) has a lagged effect. Although we
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do not test the ROE, ROS or ROA effect in this article, we consider the time
lagged effect of green announcements on stock prices. The lagged effect
that we investigate refers to a possible delay in the stock market’s reaction
to a green announcement.

Ahmadi and Bouri (2017 [18]) study the largest 40 companies in France
to show that the quality of environmental disclosure is positively
associated to environmental performance. Shin et al. (2018 [19]) assess the
association between renewable energy utilization and firm financial
performance among large US firms. They find that the top renewable
energy user firms consistently generate superior financial performance
compared to their industry peers.

A positive environmental performance of firms does not necessarily
imply higher stock returns. Rao (1996 [20]) suggests a punishment on the
market value of companies with a negative environmental performance.
He selects 14 firms and uses monthly data to test the relationship between
stock prices and unethical behaviors on the environment. He finds that
stocks have negative abnormal returns around the announcement date of
unethical behaviors. He suggests that companies with unethical behaviors
that are concerning to the environment and have been reported publicly
about it have lower returns than the market average.

Griffin and Sun (2013 [21]) study voluntary CSR disclosure in the
context of climate change and find that managers’ disclosure decisions
involving greenhouse gas emissions produce positive returns to
shareholders. Earlier, Karpoff, Lott, and Wehrly (2005 [22]) examine the
penalties imposed on companies that violate environmental regulations.
They report that firms that violate environmental laws suffer significant
losses in their equity value.

Nishant, Teo, and Goh (2017 [23]) investigate shareholder reaction to
green information technology (IT) announcements. They find that IT
announcements that address environmental issue generate positive
abnormal returns and increase share trading volume. However, they also
report that shareholders react negatively to announcements regarding
sustainable products and services. They conclude that their results help
explain how firm characteristics and different types of green IT
announcements impact market value. These have significant implications
for how firms plan and allocate their resources to support green initiatives.

While the general expectation is that corporate actions which are
beneficial to the environment will improve companies’ financial
performance, some empirical studies present inconsistent results (Corbett
& Klassen, 2006 [24]). Jacobs et al. (2010 [16]) explain that these may be
caused by a small sample size, controversial methodologies used or
insufficient measures of companies’ environmental or financial
performance. Others, however, view that to be green is costly and time and
uncertainty may affect a firm’s inclusion in a study sample (Engardio et al.,
2007 [25]). Friedman (1970 [26]) suggests that the extra cost of
environmental improvements beyond legal requirements may be
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inconsistent with the objective of maximizing shareholders’ wealth and
would hurt companies’ market value. On the other hand, Barnett and
Salomon (2006 [27]) believe that companies with a high level of corporate
social responsibility will attract more opportunities in the market and
appeal to higher quality human resources. It is also possible that the
market does not react on such announcements.

Gilley et al. (2000 [28]) do not find an overall effect on stock prices in
regard to green initiatives in their full sample. However, when they divide
the events into two different types (process-driven environmental
initiatives and product-driven environmental initiatives), they find that
product-driven ones have a stronger positive effect on stock prices than
process-driven ones. Similarly, Videen (2010 [29]) tests the impact of both
positive and negative announcements on listed companies from the Dow
Jones Industrial Average. Putting all the announcements in a pool, he does
not find that the events have any significant effect on the stock price.
Moreover, after separating the announcements into positive and negative
ones, he still finds no difference in the results of the positive and negative
announcements. However, Filbeck & Gorman (2004 [30]) focus on some
specific types of announcements. They find that announcements such as a
company’s achievement of environmental awards have a significant
impact on the stock price.

It appears that the market reacts differently to different types of
companies and announcements. According to Jacobs et al. (2010 [16]), the
stock market is expected to have a greater reaction to a smaller company’s
announcements compared with larger ones; companies publishing
announcements regularly are expected to have less impact than those that
publish less frequently; green announcements from companies with a
higher environmental reputation have a smaller effect on the market. Rao
(1996 [20]) uses the efficient market hypothesis to study the effect of
published reports of environmental pollution on stock prices. He
concludes that the market is efficient based on its reaction to such public
announcements.

Based on the mixed findings of previous studies, this article investigates
the following hypotheses:

Hypothesis 1: Green announcements have no effect on companies’ stock
returns.

Hypothesis 2: Green announcements have positive effects on companies’
stock returns.

Hypothesis 3: Green announcements have negative effects on companies’
stock returns.

DATA AND METHODOLOGY
Sample and Data Selection

We search for the dates of green announcements made by companies
listed on the New Zealand Stock Exchange (NZX) main board based on the
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following selection criteria (It is acknowledged that our method of sample
selection may introduce potential sample selection bias such as under-
coverage of the population, voluntary response bias, and non-response
bias. However, we believe that these biases are minimal as most CEOs can
be assumed to bhe reasonable persons that would view green
announcements as something positive and not hold back on their
reporting):

1. Announcements must be first publicly reported by the CEO or senior
corporate executive.

2. Third-party announcements are not included.

3. Stock must be trading during the pre-defined event window and
estimation period.

The announcements are searched on the Newztext Plus article database,
which covers newspapers, magazines, radio transcripts, and Newzindex
(includes articles from many New Zealand news, business, and industry
magazines such as FairFax, NZ Herald, Stuff) from 1980 to 2012. Some of
the announcements are obtained from the companies’ official websites.
Following Jacobs et al. (2010 [16]), we use the following key words:
Environment OR environmental OR green OR greener OR greenest OR
greening OR greened OR emission OR carbon OR eco-friendly OR eco OR
ecosystem OR ecological OR recycle OR recycles OR recycling OR energy
OR reuse OR renewable OR waste OR pollution OR sustainable OR
conserve OR conservation OR conservational OR resource OR social
responsibility.

Green announcements selected must include at least one of the
keywords from the afore-mentioned list. However, not all announcements
containing those keywords are considered green announcements. Only
those that match the definition of green announcements and satisfy the
selection criteria are included. As highlighted earlier, they comprise of
announcements of reduction of air, water or land emission/pollution;
waste reduction or recycling activities; the use of efficient alternative
energy sources; investing in or sponsoring of green programs; and the of
signing of environmental agreements. Such announcements are viewed to
be positive.

The daily stock price and index for all companies are collected from
DataStream. The NZX All Index is used as a proxy for the market. The NZ
All Index comprises all stocks listed on the New Zealand Stock Exchange
Market. Although we search announcements from 1980 to 2012, all
announcements effectively fall within 1998 to 2012. As a result, all the data
are collected between 31st December 1996 and 8th August 2012. In order
to avoid any confounding or spillover effects, we exclude from our data
days that have multiple announcements on the same day. As such, only
single positive news announcements have been included in the study.
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Methodology

We use a standard event study methodology (Brown and Warner,
1985 [33]). First, we take note of the date of green announcements by the
companies and use a 61-day event window around the announcement day
with 30 days before and after it. We then compute the average abnormal
returns (AARs) and cumulative abnormal return (CAARs) relative to a 120-
day estimation period prior to the event window and test their statistical
significance. Day 0 is defined as the company’s official announcement day.
If an announcement occurs after the end of a trading day or during the
weekend or a public holiday, the next trading day is considered day 0.

We consider the market model

Rj,z=0!j+ﬁij,z+€j,t D

where Rj; is the return of stock j at day ¢, a; is the constant term, f; is the
slope which measures stock j’s sensitivity to a change in the market return,
and ¢ is the error term on day t. The abnormal return of stock j on day ¢ is
defined as the difference between the actual and expected return:

ARj,: = Rt —Ej,t 2)

where ARj: is the abnormal return of stock j on day ¢, Rj: is the actual return
of stock j on day t, and Ry is the estimated return of stock j on day t. We
compute the average abnormal return on day ¢ as

AAR: = i AR,

j=1
where AAR); is the average abnormal return of N stocks on day ¢, The
cumulative average abnormal returns (CAAR) is then defined as

(3)

CAAR,, = ¥P_, AAR, 4)

where CAARy is the cumulative average abnormal returns from day a to
day b.
We use the following t-test to test the significance of the AAR.

£ = ARt (5)

N

where S is the estimated standard deviation of abnormal returns during
the estimation period. To test for the significance of the CAAR over any
period from day a to day b before, around, and after the announcement
day, the following test statistic is employed.

tah = ———— 6
SYX ©

where X is the number of days from day a to day b.
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Table 1. Descriptive statistics.

RESULTS AND DISCUSSIONS

Tables 1 and 2 show the summary statistics of the event study and our
sample data. The sample includes 30 green announcements made by nine
companies from eight different industries. Table 3 shows the average
abnormal returns (AAR) and cumulative average abnormal returns (CAAR)
with their corresponding t-statistics. It also provides the number of
positive and negative AARs on each day. The abnormal return on
announcement date is small, and both AAR and CAAR are not statistically
significant.

The results in Table 4 concur with those in Table 3 where we see there
is no statistical significance of the CAARs over various days surrounding
the announcement day. This finding is consistent with the expectation of
Jacobs et al. (2010 [16]) that green announcements from companies with a
higher environmental reputation have a smaller effect on the market. It
should be noted, however, that the AAR and CAAR in our results around
the immediate announcement days have a positive sign, which lend
credence to shareholders’ positive view of green announcements. This is
evidenced by the average announcement day return of 0.01%, two-day (-1,
0) CAAR of 0.16%, two-day (0, +1) CAAR of 0.15%, and three-day (-1, +1)
CAAR of 0.29%.

Mean in event window

Median in event window

Max in event window

Min in event window

-0.02%
-0.01%
0.60%
-0.54%

Standard deviation in event window 0.002356

No. of Announcements

No. of Firms

30
9

This table shows the summary descriptive statistics of this event study. It includes the basic statistics of abnormal returns within a 61-

day event window, the number of announcements, and number of firms.

Table 2. Sample data.

Panel A: Company Information

Ticker Company Name Industry Market Cap (2012) No. of Announcements
AIA Auckland International Airport Air Services 3.46B 2
AIR Air New Zealand Air Services 1.24B 5
ANZ ANZ Banking Group Money Center Banks 81.29B 1
CEN Contact Energy Electric Utilities 3.61B 4
FBU Fletcher Building Limited General Building Materials 4.47B 2
NZR New Zealand Refining Co Oil & Gas Refining & Mktg 823.81M 1
SKC Sky City Entertainment Entertainment 2.15B 1
TEL Telecom Wireless Communications 4.53B 3
TPW Trust Power Electric Utilities 2.51B 5
WHS The Warehouse Department Stores 882.79M 6
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Table 2. Cont.

Panel B: Types of Announcements By Company

Company Name

Types of Announcements

Auckland International Airport
Air New Zealand

ANZ Banking Group

Contact Energy

Fletcher Building Limited

New Zealand Refining Co

Sky City Entertainment
Telecom

Trust Power

The Warehouse

Energy saving; waste reduction

Energy saving; emission reduction (2); environmental program (2)
Carbon neutral

Energy efficient homes (2); emission reduction; wind farm
Greenhouse agreement; home efficiency project

Cleaner fuels

Smoke-free environment

Product recycling; environmental sustainability (2)

Emission reduction (2); new energy (2); wind farm

Energy efficiency (2); Green (3); waste reduction

This table shows sample companies name, industry, market capitalization (in NZD), and the number and types of announcements for

each company.

Table 3. AAR and CAAR of green announcements around the event window.

Day N AAR t(AAR) CAAR t(CAAR) +i-
-30 30 -0.19% -0.760 -0.19% -0.760 14:16
-29 30 0.06% 0.287 -0.12% -0.430 15:15
-28 30 -0.02% -0.113 -0.15% -0.451 17:13
-27 30 0.46% 1.623* 0.31% 0.622 19:11
-26 30 0.11% 0.479 0.42% 0.759 18:12
-25 30 0.04% 0.177 0.46% 0.726 15:15
-24 30 0.42% 1.536* 0.88% 1.169 18:12
-23 30 -0.17% -0.774 0.72% 0.845 14:16
-22 30 -0.01% -0.057 0.71% 0.880 16:14
-21 30 0.06% 0.208 0.76% 0.921 15:15
-20 30 -0.07% -0.261 0.69% 0.821 16:14
-19 30 -0.42% -1.629* 0.28% 0.288 8:22
-18 30 -0.46% -1.490* -0.19% -0.172 11:19
-17 30 -0.41% -1.194 -0.59% -0.457 11:19
-16 30 0.01% 0.019 -0.59% -0.417 16:14
-15 30 0.25% 1.116 -0.34% -0.252 15:15
-14 30 0.19% 0.769 -0.15% -0.114 15:15
-13 30 -0.21% -1.06 -0.37% -0.285 12:18
-12 30 -0.41% -1.499* -0.78% -0.560 10:20
-11 30 0.03% 0.113 -0.75% -0.552 15:15
-10 30 0.26% 0.896 -0.49% -0.331 16:14
-9 30 -0.38% -1.405* -0.86% -0.589 13:17
-8 30 0.04% 0.182 -0.82% -0.552 17:13
-7 30 0.25% 0.754 -0.58% -0.418 15:15
-6 30 -0.16% -0.812 -0.73% -0.521 15:15
-5 30 -0.10% -0.386 -0.84% -0.558 13:17
-4 30 0.49% 3.275%** -0.35% -0.229 22:8
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Table 3. Cont.

Day N AAR t(AAR) CAAR t(CAAR) +i-
-3 30 0.17% 0.839 -0.18% -0.117 18:12
-2 30 -0.24% -1.224 -0.42% -0.261 13:17
-1 30 0.14% 0.596 -0.28% -0.184 17:13
0 30 0.01% 0.058 -0.26% -0.160 18:12

1 30 0.14% 0.595 -0.12% -0.078 15:15
2 30 -0.16% -0.763 -0.28% -0.175 11:19
3 30 0.02% 0.069 -0.26% -0.165 21:9
4 30 0.01% 0.033 -0.26% -0.165 16:14
5 30 -0.17% -0.621 -0.42% -0.273 14:16
6 30 0.07% 0.219 -0.35% -0.237 17:13
7 30 0.12% 0.448 -0.23% -0.150 14:16
8 30 0.11% 0.449 -0.13% -0.083 13:17
9 30 -0.01% -0.039 -0.13% -0.089 15:15
10 30 -0.54% —2.398%** -0.68% -0.426 11:19
11 30 0.60% 1.874** -0.08% -0.051 21:9
12 30 -0.06% -0.211 -0.14% -0.093 13:17
13 30 0.01% 0.041 -0.13% -0.083 13:17
14 30 -0.09% -0.375 -0.23% -0.14 16:14
15 30 -0.14% -0.578 -0.37% -0.211 16:14
16 30 -0.03% -0.111 -0.39% -0.211 15:15
17 30 -0.01% -0.038 -0.41% -0.215 17:13
18 30 -0.34% -1.052 -0.74% -0.389 11:19
19 30 -0.31% -0.717 -1.05% -0.486 13:17
20 30 -0.12% -0.486 -1.17% -0.536 14:16
21 30 -0.31% -1.241 -1.48% -0.694 11:19
22 30 -0.35% -1.766** -1.83% -0.826 13:17
23 30 0.06% 0.261 -1.77% -0.801 15:15
24 30 0.24% 1.14 -1.53% -0.712 16:14
25 30 0.18% 0.59 -1.36% -0.624 13:17
26 30 -0.01% -0.066 -1.37% -0.662 14:16
27 30 0.07% 0.277 -1.30% -0.612 20:10
28 30 -0.14% -0.928 -1.45% -0.669 12:18
29 30 -0.10% -0.414 -1.55% -0.711 19:11
30 30 0.01% 0.037 -1.54% -0.662 18:12

This table shows the AARs, CAARs, and their corresponding t-statistics. The number of positive and negative AARs on each day are also

provided. *, **, and *** denote statistical significance at the 0.10, 0.05, 0.01 and 0.001 levels, respectively.
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Table 4. CAAR over various periods around the announcement day.

Days CAAR t-statistic
(-30, -2) -0.42% -0.261
(-5,+1) 0.61% 1.041
(-5,0) 0.47% 0.774
(-1,0) 0.16% 0.699
(-1,+1) 0.29% 0.942
(0,+1) 0.15% 0.483
(0,+5) -0.15% -0.231
(+1,+5) -0.16% -0.257
(+2,+30) -1.42% -0.853

This table shows the results of CAARs over different periods around the announcement day. *, **, and *** denote statistical

significance at the 0.10, 0.05, 0.01, and 0.001 levels, respectively.

These findings lend credence to the conclusion that green
announcements by listed firms in New Zealand do not have a significant
impact on stock returns around the announcement day even though they
are observed to be positive. Such findings may appear to be counter-
intuitive and are not consistent with those of Ramiah et al. (2016 [17]) who
find that green policy announcements are associated with significant
abnormal returns in the UK market. However, they can be explained. First,
New Zealand companies, especially those that are listed on the main board,
are largely seen to be green (Kumar & Khanna, 2009 [5]). Their
shareholders and other investors expect these companies to embrace
green practices. Hence, additional green announcements have a reduced
impact on the market (Jacobs et al., 2010 [16]).

Second, the value of going green is not always realized by public
investors (Videen, 2010 [29]). Many environmental initiatives have a long-
term effect on cost savings but may not benefit the firm in the short term.
Moreover, many investors in New Zealand believe that being green is a
social responsibility of corporations, especially for those that are industry
leaders. Besides, equity investors may be more concerned about
announcements that have a more direct impact on the company’s
financial health. Some green announcements may even escape notice
when they are not highlighted by the media.

Third, some investors may view green announcements as a negative
signal on the companies’ future cash flows. At times, green initiatives may
increase a company’s potential costs and lead to a reduction in its future
cash flows. This partially explains the decreasing cumulative abnormal
returns over the event window. For example, the announcement by
“Trustpower in asking households to fork out an extra $2 a week to help
pay for a doubling in the size of its wind farm provides a clue for
increasing billings. No doubt, wind is more sustainable and greener than
traditional energy sources, but it is also more expensive than other forms
of energy, at least at the current state of technology. However, two
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contrary perspectives may occur: those who are more price sensitive
would consider moving their business to the competition that charge less;
those that prefer greener energy sources are happy to pay more. It should
be mentioned that most New Zealand companies are not able to achieve
economies of scale compared to those in other developed countries such
as the U.S.A. or Australia.

A final contributory reason for this paper’s findings is that New Zealand
is well known as a country with a high degree of awareness of
environmental and sustainability issues, as pointed out earlier. It has very
strict resource consent and building code requirements that incorporate
several green practices into legal requirements. There are also strict
guidelines on the use of natural resources. As such, asset expansion
programs of companies must have already met certain green practices or
obtained the necessary government approvals before embarking on them.
Thus, specific green announcements by a firm as defined in this article
may lead to a reduced impact on its stock returns.

CONCLUSIONS

The purpose of this paper is to investigate the effect of corporate green
announcements on the stock performance of listed companies in New
Zealand, which is a small developed economy. We find that the market has
a positive, though not significant, reaction to such announcements. We
interpret this to mean that New Zealand companies are viewed to be
already quite green at the onset. As such, the market is not very much
surprised by such announcements and expect them to continue being
green. The positive market reaction reinforces the corporate
communication of such announcements. Our results are also consistent
with the view of Engardio et al. (2007 [25]) that to be green is costly. This
is especially so in a developed economy where the costs of doing business
are rather high. We expect that green announcements in developing
economies, which have much lower business costs, would have a more
significant positive reaction among their shareholders. Nonetheless,
managers are encouraged to continue their investments in green
initiatives as the net impact of their announcements is still positive,
though not statistically significant, over several days around the
announcement day.

The findings of this study underscore the importance for corporate
managers in New Zealand that, while any positive green announcements
that they make might not have a significant market reaction, they are
nonetheless positive. On the contrary, any green report that is negative
would likely have a negative market reaction.

We acknowledge the data limitation of our study. It is recommended
that future research should consider a larger sample that includes both
positive and negative announcements when more of such information
becomes available. It would also be nice to conduct a similar study on
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other countries, both developed and developing, that may be considered
“green” to see if the conclusions are similar.

DATA AVAILABILITY

The dataset of the study is available from the authors upon reasonable

request.

CONEFLICTS OF INTEREST

The author declares that there is no conflict of interest.

ACKNOWLEDGMENTS

Research assistance by Bruce Chong is gratefully acknowledged.

REFERENCES

1.

10.

11.

12.

13.

14.

Kruger B. Corporate responsibility: Consumers demand businesses to
improve society. 2011. Available from:
http://myportfolio.usc.edu/cekruger/2011/10/corporate responsibility consu

mers_demand businesses to_improve society.html. Accessed 2018 Jul 27.
Green Experience. Is it worth it to go green? 2011. Available from:
http://greenexperience.net/is-it-worth-it-to-go-green/. Accessed 2018 Jul 27.

United Nations Industrial Development Organization (UNIDO). A Greener
Footprint for Industry: Opportunities and challenges of sustainable industrial
development. Vienna (Austria): UNIDO; 2011.

Hart SL, Ahuja G. Does it pay to be green? An empirical examination of the
relationship between emission reduction and firm performance. Bus Strat
Environ. 1996;5(1):30-7.

Kumar S, Khanna M. Measurement of environmental efficiency and
productivity: a cross-country analysis. Environ Dev Econ. 2009;14(4):473-95.
Richmond M. The definition of green. 2007. Available from
http://ezinearticles.com/?The-Definition-of-Green&id=858846. Accessed 2018
Jul 27.

Ding, DK, Ferreira, C, Wongchoti U. Does it pay to be different? Relative CSR

and its impact on firm value. Int Rev Financ Anal. 2016;47:86-98.

Hoffman AJ. Competitive environmental strategy: A guide to the Changing
Business Landscape. Washington, D.C. (US): Island Press; 2000.

Nation’s Business. December 1993. pp. 85.

Young J. Reducing waste, saving materials. In: Brown L, Flavin C, French H,
Abramovitz JN, Dunn S, Gardner G, et al., editors. State of the World. New York
(NY, US): W.W. Norton; 1991.

Schmidheiny S. Changing course. Cambridge (UK): MIT Press; 1992.

Wood DJ. Business and Society. 2nd ed. New York (NY, US): Harper Collins;
1994.

Sen A. Does business ethics make economic sense? Bus Ethics Q. 1993;3(1):45-
54.

Hamilton J. Pollution as news. Media and stock market reactions to the toxics
release inventory data. ] Environ Econ Manag. 1995;28:98-113.

] Sustain Res. 2020;2(4):e200037. https://doi.org/10.20900/jsr20200037



https://doi.org/10.20900/jsr20200037
http://myportfolio.usc.edu/cekruger/2011/10/corporate_responsibility_consumers_demand_businesses_to_improve_society.html
http://myportfolio.usc.edu/cekruger/2011/10/corporate_responsibility_consumers_demand_businesses_to_improve_society.html
http://greenexperience.net/is-it-worth-it-to-go-green/
http://ezinearticles.com/?The-Definition-of-Green&id=858846

Journal of Sustainability Research

150f 15

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

235.

26.

27.

28.

29.

30.

Hamilton III JB, Strutton D. Two practical guidelines for resolving truth-telling
problems. J Bus Ethics. 1994;13(11):899-912.

Jacobs BW, Singhal VR, Subramanian R. An empirical investigation of
environmental performance and the market value of the firm. ] Oper Manag.
2010;28(5):430-41.

Ramiah V, Morris T, Moosa I, Gangemi M, Puican L. The effects of
announcement of green policies on equity portfolios: Evidence from the
United Kingdom. Manag Audit J. 2016;31(2):138-55.

Ahmadi A, Bouri A. The relationship between financial attributes,
environmental performance and environmental disclosure: Empirical
investigation on French firms listed on CAC 40. Manag Environ Qual Int J.
2017;28(4):490-506.

Shin H, Ellinger AE, Nolan HH, DeCoster TD, Lane F. An assessment of the
association between renewable energy utilization and firm financial
performance. ] Bus Ethics. 2018;151(4):1121-38.

Rao SM. The effect of published reports of environmental pollution on stock
prices. J Financ Strat Dec. 1996;9(1):25-32.

Griffin P, Sun Y. Going green. Market reaction to CSR newswire releases. |
Account Public Policy. 2016;32:93-113.

Karpoff ], Lott J, Wehrly E. The reputational penalties for environmental
violations: Empirical evidence. ] Law Econ. 2005;48:653-75.

Nishant R, Teo TS, Goh M. Do shareholders value green information
technology announcements? J Assoc Inf Syst. 2017;18(8):542-76.

Corbett CJ, Klassen RD. Extending the horizons: environmental excellence as
key to improving operations. Manuf Serv Oper Manag. 2006;8(1):5-22.
Engardio P, Capell K, Carey J, Hall K. Beyond the green corporation. Bus Week.
2007 Jan 29. pp. 50.

Friedman M. A Friedman doctrine: The social responsibility of business is to
increase its profit. New York Times Magazine. 1970 Sep 13. p. 32-3.

Barnett ML, Salomon RM. Beyond dichotomy: The curvilinear relationship
between social responsibility and Financial Performance. Strat Manag ]J.
2006;27(11):1101-22.

Gilley KM, Worrell DL, Davidson WN, El-Jelly A. Corporate environmental
initiatives and anticipated firm performance: The differential effects of
process-driven versus product-driven greening initiatives. ] Manag.
2000;26(6):1199-216.

Videen G. Effects of green business on firm value. 2010. Available from:
http://purl.umn.edu/90861. Accessed 2018 Jul 27.

Filbeck G, Gorman RF. The stock price reaction to environmentally-related
company news. | Public Aff. 2004;31(1):25-31.

How to cite this article:

Ding D. The Effect of Green Announcements on Stock Returns of New Zealand Listed Companies. | Sustain Res.
2020;2(4):e200037. https://doi.org/10.20900/jsr20200037

] Sustain Res. 2020;2(4):e200037. https://doi.org/10.20900/jsr20200037



https://doi.org/10.20900/jsr20200037
http://purl.umn.edu/90861
https://doi.org/10.20900/jsr20200037

