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Discussion about PC Lab #4

• High-quality work overall
• Contradictory findings regarding AI performance
• Lack of figures comparing methods and results
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Discussion about PC Lab #4
Group 2
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Discussion about PC Lab #4
Group 2, 5 (long-term), 6 and 7
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Disclaimer

This course was inspired in part by Thierry Roncalli’s great material
on sustainable finance. Check it here!
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http://www.thierry-roncalli.com/index.html
http://www.thierry-roncalli.com/SustainableFinance.html


What is a Hackathon ?

A menu of tasks, 2 weeks deadline, real research data

Counts as a mandatory PC Lab
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Return: 8% Return: 5%

Firm A Firm B

(Same past variance)
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Why?



Because Financial System ⇒ Growth
Goldsmith, 1966, 1969 ; Gurley & Shaw, 1955, 1960 ; Porter, 1966 ; King and Levine, 1993

Savings = offer of money Investment = demand of 
money

Asset Management
Banks

Private Equity
Venture Capital

FinTech
…

Finance industry
=

Informed intermediaries
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Because Finance Industry ⇒ Growth and Development
Goldsmith, 1966, 1969 ; Gurley & Shaw, 1955, 1960 ; Porter, 1966 ; King and Levine, 1993

Social benefits of financial markets :

• Reduce capital misallocation
• Spurs investment and innovation (Too obvious for serious discussion, Miller 1988)
• Allow optimal risk-sharing, liquidity, maturity transformation
• See this recent survey

→ Improve welfare

14 / 70
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Perfect timing ! 2025 Nobel Prize in Economics
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Perfect timing ! 2025 Nobel Prize in Economics

• Innovation-driven economic growth
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Institutions and Welfare
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Because Finance Industry ⇒ Growth and Development
Goldsmith, 1966, 1969 ; Gurley & Shaw, 1955, 1960 ; Porter, 1966 ; King and Levine, 1993

Social benefits of financial markets :

• Spurs investment and innovation (Too obvious for serious discussion, Miller 1988)
• Reduce capital misallocation
• Allow optimal risk-sharing, liquidity, maturity transformation
• See this recent survey

→ Improve welfare (?)
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https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2115.en.pdf


What about Hedge Funds ?

• Very short term investment (arbitrage)
• Agnostic about the firms social value (a stock is just a mathematical object)
• Not clear about the social benefits (only wealthy investors)
• Quite clear about the social costs (e.g., see last Lecture : LTCM, market

volatility, capital income inequality)
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Hedge Fund Villains : A George Soros (Horror) Story
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Hedge Fund Villains : A George Soros (Horror) Story

• In 1992, the UK’s economy was weak, inflation was high, and interest rates were already
painful for domestic borrowers

• Quantum Fund believed the Bank of England would not be able to maintain the pound’s
fixed exchange rate against the German mark (Exchange Rate Mechanism)

• Black Wednesday : Borrowed and sold short about $10 billion worth of pounds (pushing
pounds price down)

• The Bank of England spent tens of billions of its reserves buying pounds to defend the
peg, and even raised interest rates twice in one day (15%)

• A move that cost the Treasury – and hence the UK taxpayer – around 3.3 billion pounds

• He won the infamous title of the man who broke the Bank of England
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How Hedge Funds Create Criminals
Lynn Stout Article Here

• Hedge fund traders may succeeded at beating the market not through careful
research and original analysis but by breaking the law

→ Galleon Group CEO found guilty in 2011 of engaging in insider trading, that
resulted in $63.8 million in illicit profit. (11-year in prison)

– Signal 1 : Authority Doesn’t Care About Ethics

– Signal 2 : Other Traders Aren’t Acting Ethically

– Signal 3 : Unethical Behavior Isn’t Harmful
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• Hedge fund traders may succeeded at beating the market not through careful
research and original analysis but by breaking the law

→ Galleon Group CEO found guilty in 2011 of engaging in insider trading, that
resulted in $63.8 million in illicit profit. (11-year in prison)

– Signal 1 : Authority Doesn’t Care About Ethics

Behavioral science has shown that people do what they
are instructed to do

– Signal 2 : Other Traders Aren’t Acting Ethically

– Signal 3 : Unethical Behavior Isn’t Harmful
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• Hedge fund traders may succeeded at beating the market not through careful
research and original analysis but by breaking the law

→ Galleon Group CEO found guilty in 2011 of engaging in insider trading, that
resulted in $63.8 million in illicit profit. (11-year in prison)

– Signal 1 : Authority Doesn’t Care About Ethics

– Signal 2 : Other Traders Aren’t Acting Ethically

Behavioral experiments also find that people are most
likely to “follow their conscience” when they think
others are also acting prosocially

– Signal 3 : Unethical Behavior Isn’t Harmful
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How Hedge Funds Create Criminals
Lynn Stout Article Here

• Hedge fund traders may succeeded at beating the market not through careful
research and original analysis but by breaking the law

→ Galleon Group CEO found guilty in 2011 of engaging in insider trading, that
resulted in $63.8 million in illicit profit. (11-year in prison)

– Signal 1 : Authority Doesn’t Care About Ethics

– Signal 2 : Other Traders Aren’t Acting Ethically

– Signal 3 : Unethical Behavior Isn’t Harmful

Experiments show that people act less selfishly when
they understand how their selfishness harms others
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Milton Friedman and Corporate Social Responsibility

• M. Friedman, wrote a famous essay in the New York Times in 1970 :

"The sole social responsibility of
business is

to increase its profits"
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https://www.nytimes.com/1970/09/13/archives/a-friedman-doctrine-the-social-responsibility-of-business-is-to.html


Is there any Ethics in finance ?

Of course, yes
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Social
Responsible
Investment



Social Responsible Investing : Early Ethical Traditions

• Religious roots : Judaism (Tzedek) and Islam (Shariah-compliant)

• More recently : Quakers, the Religious Society of Friends

– John Wesley, The Use of Money : avoid practice that put workers at risk

– 1758 : Quakers yearly meeting prohibited participating in slave trade

• Even more recently (1970’s): Vietnam war, gender equality, civil rights, etc.
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Social Responsible Investing

• Today: a problem with many more dimensions
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One word, many concepts
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One word, many concepts: definitions

• Responsible investment is an approach to investment that explicitly
acknowledges the relevance to the investor of environmental, social and
governance factors, and of the long-term health of the market as a whole
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One word, many concepts and a lot of attention

• Responsible investment: 2000’s

• Environmental, Social, and Corporate Governance (ESG): 2010’s

• Sustainable Finance: 2020’s
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One word, many concepts and a lot of attention

• Responsible investment: 2000’s ⇒ mainly concerns final investors and asset
owners (ethics)

• Environmental, Social, and Corporate Governance (ESG): 2010’s

• Sustainable Finance: 2020’s
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One word, many concepts and a lot of attention

• Responsible investment: 2000’s

• Environmental, Social, and Corporate Governance (ESG): 2010’s ⇒ it gains
momentum in asset management

• Sustainable Finance: 2020’s
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One word, many concepts and a lot of attention

• Responsible investment: 2000’s

• Environmental, Social, and Corporate Governance (ESG): 2010’s

• Sustainable Finance: 2020’s ⇒ it spreads across all financial actors (e.g. issuers,
banks, central banks, etc.)
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One word, many concepts and a lot of attention

• Responsible investment: 2000’s

• Environmental, Social, and Corporate Governance (ESG): 2010’s

• Sustainable Finance: 2020’s

Why ?
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Materiality: ESG related negative shocks
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Materiality: ESG perform better in Europe

• Annualized return of long/short Q1 – Q5 sorted portfolios
• Q1 = best in class. Q5 = worst
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Materiality: ESG perform better in the US ?

• Why ?

Trump effect + Regulatory environment
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Materiality: ESG perform better in the US ?
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35 / 70



Market demand
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Regulation

• Regulatory framework on transparency obligations via the Disclosures Regulation
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Regulation
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More regulation
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ESG in practice
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ESG in practice

• Exclusion/Negative Screening: The exclusion from a fund or portfolio of certain
sectors, companies or practices based on specific ESG criteria (worst-in-class)

• Examples:
– Systematic exclusion of issuers rated CCC
– Exclusion of issuers rated BB, B and CCC
– Sector exclusion (e.g., Energy)
– Sub-industry exclusion (e.g. Coal & Consumable Fuels)
– Exclusion list of individual issuers
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ESG in practice

• Values/Norms-based Screening (and Red Flags): screening of investments
against minimum standards of business practice based on international norms,
such as those issued by the OECD, ILO, UN (Global Compact) and UNICEF

• Examples of top exclusion criteria (in Europe):
– controversial weapons (Ottawa and Oslo treaties)
– tobacco, gambling, alcohol, GMO
– pornography
– nuclear energy
– animal testing (Eurosif, 2019)
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ESG in practice

• Corporate Engagement/Shareholder Action: use of shareholder power to
influence corporate behavior, including through direct corporate engagement
(i.e., communicating with senior management and/or boards of companies) and
voting that is guided by ESG guidelines.

• Impact Investing: Targeted investments aimed at solving social or environmental
problems, and including community investing, where capital is specifically
directed to traditionally under-served individuals or communities, as well as
financing that is provided to businesses with a clear social or environmental
purpose
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ESG in practice
Pedersen et al., 2021
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https://www.sciencedirect.com/science/article/pii/S0304405X20302853


Return: 8% Return: 5%

Firm A Firm B



Information is key: ESG rating agency
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Information is key: ESG rating agency
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Sophisticated ratings + a lot of players

Do you see a risk ?
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Should we believe ESG ratings ?
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Other players: Media, NGOs, whistleblowers
Under pressure: campaigns that persuaded companies to change the world

• Life Magazine, 1996 : 6 cents an hour

51 / 70

https://www.theguardian.com/sustainable-business/2015/feb/09/corporate-ngo-campaign-environment-climate-change


Do investors react
to ESG news?



Corporate Goodness and Shareholder Wealth
Link to the paper: Krueger, 2015, JFE

• Research question: How corporate social responsibility (CSR) matters for
shareholder value ?

• Study how stock markets react to positive and negative events concerned with a
firm’s corporate social responsibility (CSR)

– Findings #1: Investors respond strongly negatively to negative events and weakly
negatively to positive events

– Findings #2: CSR news with stronger legal and economic information content
generates a more pronounced investor reaction

53 / 70
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Data
• Data from KLD (now MSCI), an information intermediary gathering news stories about

firm’s CSR to create ESG ratings → 2,116 corporate events

• Matched w. daily stock prices + returns of firms from the Center for Research in
Security Prices (CRSP)
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Event-study analysis
• How to assess to impact of shocks on stock prices ?

• Compute cumulative abnormal returns (CAR) over a time windows around the
event

• First step: estimate CAPM parameters for stock i at time ts :

ri,t = αi + βi × (rm,t − rf,t) + ϵi,t (1)

• for t ∈ T, a 250-days period starting 50 days before the event ts

→ You now have α̂i and β̂i

• Second step: estimate abnormal return at time t :

ARi,ts = r̂i,ts − α̂i + β̂i × (rm,ts − rf,ts) (2)

• Third step : compute cumulative abnormal returns:

CARi,ts =
∑

t∈[ts−10,ts+10]

ARi,t (3)
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Shock
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Results: cost of CSR event ≈ $76M = -0.0111 × $6.86B

• Matched w. daily stock prices + returns of firms from the Center for Research in
Security Prices (CRSP)
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Do markets react
to NGO press
campaigns?



This hackathon: NGO press campaigns and stock prices

• We use data from Sigwatch, a firm focusing on enhancing ESG screening. Gathers
campaign materials from thousands of NGOs : reliable, accurate, and up to date.

• Matched with stock market data from Datastream
• Focus on banks around the world (US, UK, EU)
• Apply Krueger (2015) approach + investigate COP21 and Trump effects
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Day 1: Let’s explore NGO campaigns data

• The data is in a .zip file named ngo_data_bocconi.zip on BBoard

• Import the data and append all years in a single dataset

• Select only banks-related campaigns for US, UK and EU banks

• Describe the data :

– How many campaigns (positive, negative)

– How many NGOs ? Firms targeted ?

– What are the prominence, ngo_power and sentiment variables ?

– Any interesting pattern or fact ?
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Menu of tasks: pick one (or many)

• Task #1 : Media coverage of press campaigns (++)

– Use names of targeted firms and NGO + date of the campaign to see if major
news outlet echoed the scandal

– Requires a list of local and global newspapers + translation

• Task #2 : Social media coverage of press campaigns (++)

– Use names of targeted firms and NGO + date of the campaign to see if social
media talked about the story (Twitter, Reddit, Facebook, etc.)

– Requires translation + sentiment analysis

• Task #3 : Sentiment analysis of press campaigns (++)

– Use the link (if working) to perform a better (?) sentiment analysis of the
campaign

65 / 70



Day 2: Explore stock price data

• Import Datastream data :

– Stock prices : bank_ri.xlsx (and bank_pi.xlsx)

– Market excess return and risk-free rate from E. Fama website :
famafrenchfactors_US.xlsx and famafrenchfactors_EU.xlsx

– Other stock info : ISIN number, country, etc. : banks_info.xlsx

– Other risk-free rate data : risk _free_rate_US.xlsx

• Append this data to have a single panel with : bank prices + returns, market returns,
and risk-free rate (+ Fama-French factors). You may use the risk-free rate from FF data
or from the other risk-free info
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Menu of tasks continued: pick one (or many)

• Task #4 : estimate parameters of the CAPM (+)

– Use returns data and risk-free rates to estimate the CAPM parameters over a
rolling window (or better, use the Fama-French 5 factors model)

– Be careful : the risk free-rate differs for different markets (e.g., US vs. EU)

• Task #5 : compute CARs and merge Sigwatch + Datastream data (++)

– Merge with the Sigwatch data to define the event dates (a event is a
positive/negative campaign)

– Compute the CARs around the event date (-10, +10 is the baseline, but you may
want to try other time periods)

• Task #6 : Do NGOs campaigns matter ? (+++)

– Run the statistical tests to check whether campaigns have an impact : you can
split by period (e.g., before/after COP21), type of event, prominence/sentiment
of the NGO/campaign, etc. Task #4 ad #5 are prerequisite.
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Menu of tasks continued: the dessert

• Task #7 : Role of political preferences (+)

– Gather green voting data for EU and classify countries by political opinions about
climate change

– Useful : a note on Sigwatch data is available on BBoard
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Hackathon’s output
Deadline : Friday 24/10, midnight

• Similar to PC Labs : an .ipynb notebook with your code. Same format, same
guidelines. Comments and interpretation is key !

• A (max) four slides summary of your work (as if you were presenting to your
company’s board) :

– What task(s) did you choose, what did you do (cleaning, methods, etc.) ?
– What are your findings ? What would you have done if you had more time ?
– One plot may summarize your work !

,

You’re working for yourself, not for a grade: please don’t
spend too much time and do what you like
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Discussion


