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ENVIRONMENTAL CERTIFICATION AND HOTEL MARKET VALUE

1. INTRODUCTION

In contrast to oil, utility, and chemical companies, the hotel industry has not been
traditionally labeled as a high-polluting industry; however, this view has changed over the years
due to increased pressure from various stakeholder groups (e.g., the public, customers,
regulators, and non-governmental organizations) (Chan & Wong, 2006). Indeed, Tolkach (2021)
recently propose that sustainability scholars adopt a skeptical and critical mindset that challenges
already-dominant narratives of conspicuous consumption in tourism. This approach will promote
more radical alternatives that will effectively reduce the industry’s impact on climate change.
Accordingly, there is an ongoing research interest in estimating the environmental impact of the
hotel industry as illustrated by the extensive amount of waste it generates and energy it consumes
(Bohdanowicz, 2005; Bojanic & Warnick, 2020; Gupta, Dash, & Mishra, 2019; Lesar et al.,
2020). For example, hotels consume up to 70% of their energy on heating, ventilation, and air
conditioning (HVAC) operations (Goldstein & Primlani, 2012), and the average water use per
guest night as discovered in Moroccan (Hadjikakou et al., 2013) and Spanish (Tirado et al.,
2019) locations ranges from 208 to 594 liters.

To counter these environmental impacts, some hotel operators have publicly self-declared
their commitment to various environmental management initiatives (Lee, Hsu, Han, & Kim,
2008; Jauhari & Manaktola, 2007), while at the same time avoiding incurring the high
operational costs to tangibly carry out their obligations (Stefan & Paul, 2008).

Since the global nature of the hospitality and tourism industry makes it difficult to
regulate hotels’ environmental commitments (de Grosbois, 2012), some hotel properties have
been accused of “greenwashing” and promoting the perception of being ecofriendly while not
implementing appropriate measures to that end (Chen, Bernard, & Rahman, 2019; Rahman,
Park, & Chi, 2015). Consequently, not all hotels’ ecofriendly claims are perceived as authentic
and are often viewed with suspicion (Smith & Font, 2014). The proliferation of such skepticism
toward the hotel industry can incur financial and reputational risks (Mensah & Blankson, 2014)
and create confusion in the marketplace, with customers/investors unable to distinguish between
deceitful and non-deceitful environmental claims made by hotels. As a result, some progressive
hotels have adopted various environmental awards (also known as “green awards”,
“environmental certification”, or “ecolabels”) to distinguish themselves from hotels that
greenwash to improve the perception of their environmental performance (Karlsson & Dolnicar,
2016). Expectedly, some leading hotel chains, including Choice Hotels, Marriott International,
Hilton, Hyatt, and Wyndham Hotels & Resorts, have announced their accumulation of various
environmental awards to signal their commitment to reduce their carbon footprint and enhance
their ecological credentials.

While several studies have examined the relationship between environmental awards and
financial performance in hotels (Chong & Verma, 2013; Claver-Cortés et al., 2010; Peir6-Signes
et al., 2014), they focus primarily on backward-looking key performance metrics (e.g., gross
operating profit per available room, booking revenue, return on asset, occupancy, etc.) following
ISO 14001 certification. However, these studies have overlooked forward-looking metrics, such



as market value (expressed as the share price times the number of shares), to provide an
objective measure of the impact of environmental awards on hotel financial performance (Fama,
1991). It is essential to take a legitimacy approach, particularly for chain hotels, who not only
benefit economically from using fewer resources, but can also increase their visibility and
improve their corporate images via environmental engagement (Bonilla Priego et al., 2011). In
this context, a high level of environmental accountability is placed on hotels, particularly by
external stakeholders, who expect hotels to not only implement environmental initiatives to
ameliorate their impact on the environment, but also yield economic returns (Tsai et al., 2010).
Furthermore, since implementing environmental awards is a long-term environmental strategy, a
long-term measurement, such as market value, is recommended. However, no empirical
hospitality studies as of yet link environmental awards to market value.

In particular, the present research is a response to a review study by Sharma, Chen, and
Liu (2020) on eco-innovation in hospitality research. The authors suggest that scholars measure
the effectiveness of environmental awards in generating green behavior and minimizing
greenwashing concerns. Specifically, they call for more objective measures of the effect of
environmental awards on green behavior. Considering these gaps in the extant research, this
study empirically tests the effect of environmental awards on market value for the top U.S. chain
hotels from 1996 to 2020. Chain hotels were chosen due to their global reach and the increasing
importance of sustainable development strategies particularly among large-scale hotels, whose
use of resources considerably tax the environment (Rico et al., 2020). To fulfill this research
objective, this study applies an event study methodology and uses the Factiva database to detect
all announcements of environmental awards made by the major publicly traded hotels in the U.S.
stock market. The results reveal that the stock market rewards hotels that aim to reduce negative
environmental impacts, with a significantly high impact of first-time awards and a U-shaped
effect of subsequent awards.

By analyzing the effect of environmental certifications granted by third-party entities on a
forward-looking performance metric such as the market value of hotels, this study contributes to
theory by going beyond the “cost to be green — pay to be green” theoretical framework and
adding several explanatory dimensions to enhance our finding of a positive effect of
environmental awards on the market value of hotels. It expands the current environment
management literature by proposing and testing the effects of several industry-specific first-time
and cumulative environmental awards. Regarding practical contributions, the insights gained
from the findings provide hotel managers with valuable insights to further improve environment
management systems that prioritize environmental awards.

The remainder of this study reviews relevant literature related to environmental
management, specifically within the limits of environmental awards, and their effect on firm
performance. The next section is followed by a detailed description of our data collection
processes and research methods. Finally, the study concludes with a discussion of theoretical and
practical implications and important future research directions.

2. ENVIRONMENTAL AWARDS IN AHOTEL CONTEXT

Environmental awards range from self-proclaimed to verified and are typically awarded
by third-party firms (Global Ecolabelling Network, 2004). The goal of certification is “to
encourage the demand for and supply of those products and services that cause less stress on the
environment, thereby stimulating the potential for market-driven continuous environmental
improvement” (Global Ecolabelling Network, 2004, p.1). Thus, the literature increasingly



recognizes environmental awards as a type of social legitimacy action for three reasons (Geerts,
2014; Parguel, Benoit-Moreau, & Larceneux, 2011).

First, environmental certifications signal the voluntary implementation of environmental
initiatives by hospitality providers, thus giving credibility through conformity assessments that a
hotel has taken concrete action toward its environmental commitment (Geerts, 2014). In fact,
implementing environmental awards can simplify default options for eco-conscious guests that
are often accused of hypocrisy (Sun et al., 2020) by integrating practices that benefit the
environment in the service design. Supporting this view, Dolnicar (2020) propose designing for
environmental sustainability such that social norms can be leveraged in such a way that makes it
difficult for tourists to choose options that are contrary to their beliefs.

Second, given that information asymmetry concerns are peculiar to service industries due
to the inseparability of product and service at the point of consumption (Rocha & Fink, 2017),
environmental awards can assure the public that a hotel is committed to reducing environmental
harm, since certified properties are also awarded with identifiable logos (Geerts, 2014); however,
an added complexity is that there are over 458 environmental awards globally
(ecolabelindex.com), with over 100 offerings specific to hospitality and tourism businesses
(Bratt et al., 2011). This has raised concerns that the large volume of awards will become less
recognizable and less trusted by consumers (Buckley, 2001) since they have dissimilar meanings,
messages, criteria, and geographical scopes (Bratt et al., 2011). Thus, in line with our study
objectives, filtering the effect of environmental awards utilized by top chain hotels can further
refine the list of awards that are acknowledged by the public.

Third, environmental awards offer an opportunity to increase the profitability of member-
certified hotels. On one hand, environmental engagement can improve internal and human
operational efficiencies due to increased production processes while simultaneously reducing
resource consumption and production costs (Yusoff et al., 2020). On the other hand,
environmental engagements produce external benefits including increasing stakeholder
investment (Chan, 2021), improving hotels’ environmental image to create a competitive
advantage (Chen & Chang, 2013), and increasing share price value (Mycoo, 2006; Nicolau,
2008). Following the latter view outlining externally driven benefits, the present study builds on
the current literature to assess the influence of environmental awards on hotel market value.

Due to its global reach, the hotel sector provides a fertile context to advance research on
the effect of environmental awards on market value. First, chain hotels can create strategic
alliances in several destinations simultaneously due to their standardization characteristics,
which permit them to rapidly infiltrate local markets in countries where environmental award
standards already exist (Ertuna et al., 2019). Second, unlike governmental regulations that
impose external requirements on firms, a hotel manager’s decision to implement environmental
activities arises from within the firm and constitutes a voluntary, self-regulatory structure (de
Grosbois, 2012). This unconventional environmental strategy is a shift from the dominant
approach to first comply with regulatory or legal requirements (reactive) and then subsequently
and gradually increase voluntary environmental practices (proactive) (Garcés-Ayerbe et al.,
2016; Murillo-Luna et al., 2008). Accordingly, this proactive approach can minimize the
market’s skepticism toward hotel companies’ environmental initiatives since it signals that a
commitment truly is being made to implement actions to reduce environmental impact (Karlsson
& Dolnicar, 2016).

3. THE IMPACT OF ENVIRONMENTAL MANAGEMENT ON HOTEL

PERFORMANCE



Environmental management is the practice of “embracing both technical and
organizational activities aimed at reducing the negative environmental impact caused by a firm’s
operations” (Gil et al., 2002, p. 458). Accordingly, environmental awards constitute the most
widely used environmental management strategy (Segarra-Ofia et al., 2012), thus enabling a
broad range of internal and external benefits for hotels, including enhanced reputation, increased
profitability, a more positive image, and competitive advantage through differentiation (Chen &
Chang, 2013; Leonidou et al., 2013; Cavero-Rubio et al., 2020). Nevertheless, implementing
environmental awards can be costly (Ham & Lee, 2011), and are often difficult to measure due to
intangible outcomes such as reputation and image (Kang et al., 2012). Considering these
complexities, Myung et al. (2020) categorizes a firm’s economic performance based on
accounting performance, hotel-specific performance, and market performance. Accounting
performance evaluates managers’ discretion regarding allocating environmental resources and
hotel-specific performance is the quantification of operational processes such as revenue per
available room, and available daily rate, while market performance considers the external
market’s reaction to organizational actions (Myung et al., 2020).

A thorough review of literature finds that environmental management activities
(including the effect of 1ISO 14001 certification) positively impact accounting performance (e.g.,
Inoue & Lee, 2011; Jang et al., 2017; Rodriguez & Cruz, 2007) and hotel-specific performance
(Molina-Azorin et al., 2009; Rodriguez & Cruz, 2007; Segarra-Ofia et al., 2012; de Oliveira et
al., 2020; Peir6-Signes et al., 2014), but negatively impact market performance (Dogru &
Sirakaya-Turk, 2016; Ham & Lee, 2011; Inoue & Lee, 2011; Singal, 2013). Of the studies
reviewed, research on market performance in a hotel context is almost non-existent; nevertheless,
mainstream literature suggests that announcing environmental awards positively influences
market reactions and investor behavior (Du, 2015; Heras-Saizarbitoria et al., 2020; Nicolau,
2008).

Given that the results from the studies reviewed that specifically examine the relationship
between environmental awards and market performance are scant and, in some cases,
inconclusive or contradictory, it is difficult to arrive at a consensus on the direction of this
relationship. Therefore, we go beyond hospitality research to build on newer work in mainstream
literature on corporate environmental management to examine the impact of environmental
awards on forward-looking performance metrics, such as market value. We believe that the
market will value hotels that announce their environmental awards, since the act reduces
information asymmetry (Luffarelli, & Awaysheh, 2018) and signals that a chain hotel, which
consumes significant resources, has made an environmental commitment that may be
economically beneficial over time.

4. THE IMPACT OF ENVIRONMENTAL AWARDS ON MARKET

PERFORMANCE

Scholarly research on the link between corporate environmental management and
corporate financial performance has attracted much attention in literature over the past few years.
Particularly, research streams have taken either a “cost to be green” or “pay to be green” route to
evaluate the impact of environmental awards on firm performance. Empirical studies endorsing
the “cost to be green” perspective use neo-classical economic theories to argue that firms often
refuse to take on voluntary programs where the benefits do not surpass the accompanying costs
(e.g., Welch et al., 2002). In this regard, although certain environmental awards may improve the
image of a firm, they do not necessarily translate into superior environmental performance



(Bansal & Hunter, 2003) or profit returns due to the significant costs and operating procedures
associated with environmental awards (Cafidén-de-Francia & Garcés-Ayerbe, 2009). Essentially,
the “cost to be green” perspective argues that implementing various environmental awards can
place substantial financial burden on firms (King & Lenox, 2001) and accordingly, studies
supporting this view find that firms’ environmental awards (e.g., ISO 14001) negatively affect
market performance (Paulraj & de Jong, 2011; Riaz & Saeed, 2019).

Studies defending the “it pays to be green” perspective have applied resource-based (Hart
& Dowell, 2011), agency (Aarts & Vos, 2001), and stakeholder (Parmar et al., 2010) theories to
propose a positive impact of environmental awards (e.g., ISO 14001 certification) on market
performance based on potential image enhancement, market share gains, and competitive
advantages. (Jacobs, Singhal, & Subramanian, 2010; Heras-Saizarbitoria et al., 2020; Klassen &
Mclaughlin, 1996; Lee, Noh, Choi, & Rha, 2017; Leonidou et al., 2013; Mellahi et al., 2016). In
particular, the stock market’s positive reaction could be a result of the perception of
environmental awards as a type of strategic philanthropy (Rhou & Singal, 2020), that can
simultaneously increase social welfare and provide internal benefits to a firm (e.g., brand
management, reduced energy costs, cost management). For example, general hotel CSR
activities were found to positively affect hotel firms’ stock value in the China Stock Market (Qiu
etal., 2021).

In an attempt to explain the stock market’s positive reaction to environmental awards in
mainstream literature, scholars have also included the effects of first-time awards and firm assets
in their evaluation (Klassen & Mclaughlin, 1996; Lee et al., 2017), finding that firms with larger
assets are generally more profitable and that a firm’s first-time announcement of 1ISO 14001
certification is more valued in the marketplace than are subsequent announcements.

In addition, Testa, Miroshnychenko, Barontini, and Frey (2018) find that understating
(brownwashing) or overstating (greenwashing) environmental achievements negatively impact a
firm’s operating performance and market value. This implies that firms should take a balanced
approach to promote the environmental initiatives that they actively engage in. Going beyond
these frameworks, Cavero-Rubio and Amords-Martinez (2020) employ a meta-analysis,
longitudinal research design to question “when does it pays to be green?” by examining the link
between Spanish hotels’ corporate environmental management—corporate financial performance
relation during the 2008 financial crisis. They find that, on average, certified hotels withstood the
crisis better than non-certified hotels because the certification process positively influenced hotel
worker efficiency, asset management, and increased sales. In contrast, these metrics worsened
for non-certified hotels during this period.

The present study builds on these arguments by going beyond ISO 14001 certification
which has been used in both hospitality and mainstream literature as a proxy for firms’
environmental awards and instead evaluate announcements of several industry-specific
environmental awards (e.g., Green Key Eco-Rating Program, Green Globe, etc.) on market
performance over a period of time (e.g., 1996-2020), an approach that has been overlooked in
previous literature.

The objective of using stock performance as a measure of hotel market value is warranted
in that the share price reflects a firm’s true value by presenting the current value of future profits
and instantly adjusts to external factors that could potentially influence the market (Nicolau,
2008), thus filling a gap in hospitality research for an objective measure of the effect of
environmental awards on green behavior (Sharma et al., 2020). Given the compelling empirical
evidence in the mainstream literature supporting the positive link between environmental



management and financial performance due to reduced information asymmetries, potential image
enhancement, strategic philanthropy, market share gains, and long-term competitive advantages
(King et al., 2005; Leonidou et al., 2013; Molina-Azorin et al., 2009; Mellahi et al., 2016; Rhou
& Singal, 2020), we expect an increase in market value following a hotel’s environmental
awards. Therefore, we propose that:

H1. The announcements of a hotel’s environmental awards have a positive effect on

market value.

4.1. First environmental award

Since we expect the market to react positively to a hotel’s announcement of its
environmental awards, we hypothesize that the impact of its first award on performance is
greater than that of subsequent awards received. In line with theories on learning curve effects
(Nehrt, 1996, 1998), Christmann (2000) finds that firms who adopt environmental management
systems earlier than their competitors gain cost advantages due to process innovation. In
particular, Russo (2009) finds strong evidence of a positive link between early certification and
environmental performance; the author attributes the favorable ratio of cost to benefits to the
perception of improved efficiency in firm procedures from the new certification process.
Similarly, Lee et al. (2017) finds that the market’s positive response to a firm’s first
environmental award is observed during the preparation and implementation phase of
environmental management, and Klassen and McLaughlin (1996) find that firms’ first-time
environmental awards have a positive effect on market value compared to subsequent awards,
since a firm’s first award provides new information to the market, while subsequent awards
merely reinforce earlier effects. Therefore, we hypothesize that:

H> The impact of the first environmental award on performance is greater than that of

subsequent awards received.

4.2. Accumulated awards

Accumulating multiple certifications is discussed in the literature as a viable firm strategy
to expand operational efficiencies (Ferron-Vilchez & Darnall, 2016) and improve long-term cost-
saving initiatives (Llach et al., 2013). Nevertheless, the impact of various combinations of
certifications has rarely been studied and requires further investigation (Gianni, Gotzamani, &
Tsiotras, 2017). Intuitively, although investors see investments in environmental practices as a
positive strategy, they are aware that there are costs involved (Paulraj & de Jong, 2011). For
example, the initial cost of implementing several environmental awards is significant, thereby
potentially reducing a firm’s market value (Halkos & Evangelinos, 2002). This outcome could
manifest in a downtrending pattern: investing too much may reduce profitability.

In particular, Paulraj & de Jong (2011) find that subsequent environmental awards can be
perceived as an unnecessary cost. Nevertheless, after a certain number of awards, economies of
scale may emerge such that positive effects on market value could be expected. This pattern can
be explained through the lens of institutional theory, which purports that when a corporate
strategy (e.g., environmental awards) spreads throughout the market and gains legitimacy, it
accumulates symbolic value (Tolbert & Zucker, 1999); thus, the effect of environmental awards
is perceived to develop over time from a firm’s historical record of efficiency outcomes (Zajac &
Wesphal, 2004). Accordingly, the market value of a hotel is expected to change as new
information becomes available to reflect the value of environmental awards over time (Riaz &
Saeed, 2019). Therefore, we hypothesize that:

H3 After an initial decreasing effect of environmental awards, an increasing impact is

expected beyond a certain number of awards.
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5. METHODOLOGY
The methodology used to test the effect of announcement of environmental awards on

hotel market value is the event study method. Considering the assumption of market efficiency,
shares prices should reflect all the available information at a specific moment in time. Thus, if
the award is perceived to be relevant information, this information should be incorporated into
the share price in the way of “abnormal” reactions, i.e., abnormal returns. As the market value is
a forward-looking metric of performance, its analysis permits the exploration of shareholders’
perceptions of the impact of environmental awards on a hotel’s future performance. We detect all
the announcements of environmental awards ever made by the major publicly traded hotels in
US stock markets by using the Factiva database. The initial number of announcements found is
251. However, after adjusting by available stock data during the period of study (for example,
Hilton stopped trading in 2007 and was back in 2013) and controlling for confounding effects
(for example, to be conservative we discard announcements that are too close to each other in a
3-day window), the final sample is 150 announcements. Table 1 shows the descriptive
information of these awards distributed across hotels and years.

Table 1. Descriptive statistics of environmental awards by hotel and year

Choice
Hotels Intercontinental Total per
International  Hilton  Hyatt Hotel Marriott Starwood Wyndham year
1996 0 0 0 0 1 0 0 1
2000 0 1 0 0 0 0 0 1
2001 0 1 0 0 1 0 0 2
2003 0 0 0 0 1 0 0 1
2007 0 4 0 0 4 0 0 8
2008 0 0 0 0 14 1 2 17
2009 0 0 0 3 5 0 0 8
2010 0 0 0 1 22 4 1 28
2011 0 0 0 2 19 1 0 22
2012 1 0 1 1 14 0 0 17
2013 0 0 4 0 1 0 1 6
2014 0 2 3 2 4 0 2 13
2015 1 3 3 1 1 0 1 10
2016 0 0 0 0 1 0 0 1
2017 1 1 3 1 0 0 0 6
2018 0 1 1 0 1 0 1 4
2019 0 0 1 0 3 0 0 4
2020 0 0 1 0 0 0 0 1
Total per 3 13 17 11 92 6 8 150

hotel

Rather than analyzing only the day the award was granted, we examine 3 days around the
announcements. It is a usual practice to look at the days around the announcement just in case
there is any leakage prior to the official announcement; for this specific case, this is even more
relevant as we have observed that firms tend to announce that there is an upcoming outcome
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regarding their application for environmental certificates, with some hotels explicitly making this
kind of pre-announcement. Consequently, we use a (-3,+3) event window, which should be long
enough to capture any potential leakages (and also potential delays, if any) but not too long to
include other announcements that would lead us to further reduce the sample. For each
announcement, we estimate the market model for 300 days prior to the announcement:
Rit=aitfiRmt+eit
where Rit is the hotel i’s daily returns on day t, Rmt is the returns of the market portfolio, i is the
constant that reflect the returns of hotel i independent of the market’s trends, i is the firm’s
sensitivity to the market, and &it is the error term.

While the previous expression is the basic version of the market model, to better reflect
the returns, we estimate the four-factor model that consists of the Fama-French three-factor
model (Fama and French, 1993) plus the momentum factor proposed by Carhart (1997):

Rit=ai+fiRmt+ SiSMBt+hiHML+ uiUMD1+eit
where SMBt is the size factor defined as the “mean return on small market-capitalization
portfolios minus the mean return on three large market-capitalization portfolios”; HML: is the
book-to-market premium defined as the “mean return on two high book-to-market equity
portfolios minus the mean return on two low book-to-market equity portfolios”; and UMDy is the
premium on winners vs losers defined as the “mean return on two high prior return portfolios
minus the mean return on two low prior returns portfolios.” The parameters si, hi and u; capture
the effect of these variables on the firm’s return.

The following equation estimates any abnormal returns derived from environmental
awards:

ARi=Rit-(ai+biRmt)
where aj and b are the coefficients estimated for a period of a 300 days before the event. To
estimate these coefficients, we use the autoregressive conditional heteroskedasticity model
(GARCH), whose conditional variance hit is hit= ¢i+ 2ig%it—1+ phit—1, S0 that the previous error
term is defined as &= hi? ;i where &t/ &it-1,&t-2,...~N(0, hit), and 7icis i.i.d. with E(7i) =0
and E(7%i) = 1. The coefficients ci, Ai, and 7 are to be estimated. To analyze the significance of
the abnormal returns, we use the cross-sectional test (Pilotte, 1992), expressed as

1
NZ?]=1ARio

2
\/ N(Nl— Ty Zisa (ARw - ZﬁvﬂAz}\?/lo)
where N is the number of announcements and ARjo is the abnormal return on day O or the event
day (the same formula is applied to each of the seven days in the (-3,+3) window).
To detect the potential existence of long-term abnormal returns (for periods of one year
or more), in line with Sorescu et al. (2007), we also estimate buy-and-hold abnormal returns
(BHARIt) defined as

t =

T T
BHAR, = | [+ R~ [+ R0
t=1 t=1

Also, we use the calendar-time portfolio approach (also known as the Jensen’s alpha
approach) to examine long-term abnormal returns. This approach creates a portfolio with the
firms experiencing the event and then analyzes whether this portfolio generates abnormal returns
during a specific period of time (Jaffe, 1974; Mandelker, 1974).



Once we estimate the abnormal returns, a regression is estimated via ordinary least
squares, where the dependent variable is formed by these abnormal returns and the explanatory
variables are: i) first-time award (First), measured by a dummy variables that take value 1 if the
environmental award is the first one and 0 otherwise; ii) cumulative awards (Cum) and the
squared cumulative (Cum?), measured by the number of environmental awards obtained by the
hotel until award i; and iii) two control variables, “size”—measured by the assets of the hotel—
and “years”—measured by a dummy variable that takes value 1 when the award announcement
occurs in year j (where year 1996 is the reference base to estimate the parameters). The resulting
model is as follows:

J

AR; = 0, + 0,First; + 0;Cum; + 6,Cum? + ylog (size;) + 2 6;Year;; + u;
j=1
where the parameters 6, y and o represent the influence of the aforementioned variables on the
abnormal returns; and i is the error term.

6. FINDINGS

Table 3 shows the effect of environmental awards on hotel market value. The results
indicate that, on average, announcements of environmental awards generate positive abnormal
returns two days before the official announcement. This result is obtained by the market model
as well as the Fama-French-Carhart four-factor model. This anticipation is not surprising
because, apart from the potential leakage that might occur, hotels are interested in announcing
that an upcoming assessment is coming. To be specific, the average impact of these awards on a
hotel’s market value is 0.24% (market model) and 0.23% (Fama-French-Carhart four-factor
model). This result supports hypothesis 1 that the announcements of a hotel’s environmental
awards have a positive effect on market value, in line with Jacobs et al. (2010), Klassen and
Mclaughlin (1996) and Lee et al. (2017). It seems that those actions aiming at reducing any
potential negative harm in the environment are perceived to enhance the market value of hotels.

Table 3. Effect of environmental awards on hotel’s market value

Market model Fama-French-Carhart four-factor model
Day Art;rglc;:rr]r;al Cross-sectional test Abnormal returns  Cross-sectional test
-3 0.0006 0.549 0.00005 0.048
-2 0.0024 1.963a 0.0023 1.977a
-1 -0.0006 -0.469 -0.0008 -0.673
0 0.0005 0.438 0.004 0.342
1 -0.0011 -1.041 -0.0012 -1.115
2 -0.0013 -1.133 -0.0017 -1.625
3 0.0006 0.512 0.0009 0.769

a=prob<5%

Regarding long-term abnormal returns, the analysis of buy-and-hold returns (BHAR)
finds that after one year, not significant returns are found (Average abnormal returns=0.0009;
theteroskedasticity-consistent=0.23). The calendar-time portfolio approach confirms this absence of
significance (Cumulated abnormal returns=-0.003; t=-1.38). The fact that no long-term abnormal
returns are detected means that the effect of environmental awards is totally impounded into the
market value at the time of the event. Thus, while we cannot detect that there is a persistent long-
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run effect on stock prices, we do observe a short-run effect of environmental award on stock
prices.

After detecting that environmental awards bring about abnormal returns (in the short-
term), we test, through several regression models, the effects of first-time awards and the
cumulative impacts (see Table 3).

Table 3. Effects of first-time awards and cumulative impact

Key variables Coefficient Std. Error
First-time award 0.0354a 0.0175
Cumulative -0.0006a 0.0003
Cumulative? 0.000005b  0.000002
Control variables

Size 0.0050a 0.0024
Year 2000 0.0054 0.0182
Year 2001 0.0327b 0.0185
Year 2007 0.0295b 0.0178
Year 2008 0.0300 0.0188
Year 2009 0.0442a 0.0176
Year 2010 0.0354b 0.0183
Year 2011 0.0363b 0.0184
Year 2012 0.0338b 0.0179
Year 2013 0.0311b 0.0181
Year 2014 0.0312b 0.0178
Year 2015 0.0283 0.0180
Year 2016 0.0439a 0.0180
Year 2017 0.0293 0.0189
Year 2018 0.0288 0.0186
Year 2019 0.0273 0.0182
Year 2020 -0.0103 0.0179
Constant -0.0689a 0.0304
R-squared 0.3755

F-statistic 3.8780a

a=prob<5%; b=prob<10%

Regarding the effect of first-time environmental awards, a positve and significant
coefficient is obtained, in line with Klassen and Mclaughlin (1996), which supports hypothesis 2
that the impact of the first environmental award on performance is greater than that of
subsequent awards received. It seems that the market regards the start of this new “green”
strategy initiated by the hotel as a positive action. As for the effect of cumulated environmental
awards, a negative and significant effect is found for the variable “Cumulative” and a positive
and significant parameter is observed for “Cumulative?”, thereby bringing about a U-shaped
effect. Graph 1 shows this U-shaped effect with a positive effect over the whole range. These
results support hypothesis 3 that, after an initial decreasing effect of environmental awards, an
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increasing impact is expected past a certain number of awards. This result is in line with the idea
that there is a decreasing effect at first (because of the potential costs involved at the beginning)
and, after a certain number of awards, once the firm obtains economies of scale and shareholders
become aware of the internal and external benefits of environmental certification, there is an
increasing effect.

Graph 1. Effect of cumulative environmental awards
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As for the control variables, the hotel’s size has a positive and significant parameter,
suggesting that the greater the size of the company, the greater the impact of environmental
awards. This result is in line with the literature (Segarra-Ona et al., 2012) and can be explained
by the fact that, although implementing environmental management systems can be very costly
for organizations (King & Lenox, 2001), chain hotels are in a better financial position to cover
these costs compared to smaller independent hotels due to economies of scale. Typically, chain
hotels have greater resources and are more capable of cost distribution. Moreover, large
companies usually have previous experience regarding certification processes and can effectively
transfer that knowledge to other properties at a lower cost (King & Lenox, 2001).

Regarding the year of the announcements, we obtain significant and positive parameters
in years 2001, 2007, 2009, 2010, 2011, 2012, 2013, 2014 and 2016 (compared to 1996). While
explaining what happens in every year is beyond the scope of this article, it is surprising that
most of the significant parameters appear during and just after the years of the Great Recession,
as if hotels increased their concern about the environment despite the limited resources available
at the time and shareholders looked those actions positively. Certainly, the literature supports the
view that periods of financial crisis are a contingent factor that significantly influences the
relationship between environmental management and performance (Cavero-Rubio & Amoros-
Martinez, 2020; Gallego-Alvarez et al., 2014). Although there are cases where hotels may have
decreased eco-innovative measures during the 2008 economic crisis, Garcia-Pozo et al. (2016)
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found an increase in the number of hotels implementing or developing strategic plans to
overcome the crisis.

In particular, Cavero-Rubio and Amoros-Martinez (2020) found that, on average,
certified hotels were able to withstand the crisis better than non-certified hotels since their
financial performance was enhanced by the positive influence of worker efficiency and asset
management, as well as the increase in sales. These metrics worsened for non-certified hotels
during this period of economic recession. In other words, certification enabled certified hotels to
improve their internal processes and operational costs (Chan, 2009). This may explain
shareholders’ positive perceptions and the positive results we have obtained.

7. DISCUSSION AND CONCLUSION

A typical environmental strategy adopted by hospitality firms is to accumulate several
environmental awards to quell greenwashing allegations (Karlsson & Dolnicar, 2016) and
improve their operational procedures (e.g., Chong & Verma, 2013). However, these strategies
are insufficient to effectively measure the effects of environmental awards. The present research
goes beyond the typical assessment of ISO 14001 awards, to apply an event study methodology
to detect all announcements of environmental awards ever made by the major publicly traded
hotels in U.S. stock market by using the Factiva database. The results show that the
announcements of environmental awards lead to short-term increases in the market value of
hotels; in fact, no long-term abnormal returns are identified, thus no persistent impacts are
observed, which means that these alluded increases only happen around the time of the
announcement; increases that are especially high for first-time awards, and gradually for
subsequent accumulated awards as observed through a U-shaped effect.

This study has relevant theoretical and practical implications. With regard to academic
contributions, this study responds to Sharma, Chen and Liu’s (2020) review study requesting
objective measures of the effect of environmental awards on green behavior. Shifting from
prominent theories on corporate social responsibility, corporate sustainability, and stakeholder
theory that focuses on what sustainability means to corporations (Chang et al., 2017), this study
goes beyond these frameworks to introduce evolving theories that shows how hotels can use
environmental certification to attain a sustainable business model. Particularly, the proposed
relationships are explained through institutional theories and economic theories on learning
curve effects that are novel to this research context.

Although a broad range of hospitality research has taken a rear-view mirror perspective
to focus on the relationship between environmental awards and backward-looking financial
performance metrics for hotels (for e.g., Chong & Verma, 2013; Peird-Signes et al., 2014), these
studies overlook the effect that environmental awards have on forward-looking performance
metrics, such as market value. Adding this variable complement and extends environmental
management research in a hospitality context by introducing a forward-looking metric of
performance that presents the current value of future profits to be obtained from hotels that attain
various environmental awards. Going beyond the “cost to be green” —“pay to be green”
theoretical framework, this study adds several explanatory variables to enhance our finding of a
positive effect of environmental awards on the market value of hotels. In particular, our study
validates and expands the current literature by being the first to test the effects of first-time and
cumulative environmental awards of hotels performing in the U.S. stock market. We consider
control variables as guided by the literature, such as hotel size (to take the potential resources
into account) and year of announcement (to control for exogeneous factors such as the 2008
recession). Additionally, instead of testing only the effect of ISO 14001 certification as
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previously done in the literature, we go further and include hotel industry-specific awards such
as WTTC, Green Key Eco Rating, Green Seal, and others that are used by the top U.S.- hotel
chains.

Regarding practical contributions, the findings of this research are beneficial to hotel
managers. Considering consumers’ growing interest in environmental products and services
(Rahman et al., 2015) and chain hotels’ goals to increase visibility and improve their corporate
images (Bonilla Priego et al., 2011; Tsai et al., 2010), this study satisfies these criteria by
applying a market-driven variable that permits the objective investigation of the link between
environmental awards and hotels’ future performance. The findings show that the market reacts
positively to the announcement of environmental awards even before the official announcement,
which means that financial returns are possible even during the preparation phase for
environmental awards. Therefore, implementing environmental awards appears to be a profitable
environmental strategy for hotel managers. This positive development can hopefully encourage
hotels to upgrade existing low-cost practices such as towel reuse programs to more reputable
environmental awards as the latter have been found to be favored by the market.

The findings also suggest that first-time awards are perceived by the market as more
profitable than subsequent awards. This is because first-time awards provide new information to
the market, while subsequent awards merely reinforce earlier effects (Klassen & McLaughlin,
1996). The positive effect from first-time awards can also be explained by theories on learning
curve effects (Nehrt, 1996, 1998) to show that the market rewards hotels that take a proactive
approach to implement novel environmental strategies, thereby paving the way for other
businesses to follow suit through process innovation. Therefore, hotel managers are advised to
act swiftly with plans to implement environmental awards for the first time at their properties,
since this is perceived by the market as a positive action. This action could signal to the market
that these hotels are truly dedicated to reducing their carbon footprint above and beyond the
advantage of financial gain.

Accordingly, environmental awards can complement Sun, Cadarso, and Driml’s (2020)
environmentally extended input-output model for tourism businesses to provide relevance,
completeness, and transparency, since the process allows tourism business to track their carbon
emission. Particularly, by implementing environmental awards, managers would be able to
reduce risks from impending regulatory measures, while simultaneously increase opportunities
that will reduce their operation costs, reduce carbon footprint and meet the growing demand for
environmentally friendly products and services.

With regard to accumulated awards, while the market initially reacts positively to
accumulated environmental awards, this effect decreases—possibly due to the significant
implementation costs involved— (Paulraj & de Jong, 2011), then recovers after a certain number
of awards are obtained. This indicates that although the investment in more than one
environmental award can be perceived as “an unnecessary cost” (Paulraj & de Jong, 2011), once
this strategy offers proof that environmental awards enable hotels to be more efficient (Zajac &
Wesphal, 2004) the addition of new awards further enhances the market value of hotels.

This is encouraging for industry practitioners in that it shows the long-term financial
benefits of accumulating environmental awards. Therefore, hotels are advised to share the
benefits they gain from implementing environmental awards. Although it is not out of the
ordinary for some hotels to limit information about environmental awards (Heras-Saizarbitoria et
al., 2020), often arguing that they are not recognized by potential customers (Geerts, 2014), the
findings of this study contradict these claims. The market not only recognizes the environmental
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awards promoted by hotel firms, but it also responds favorably. Indeed, this study highlights the
importance of assessing the effects of environmental awards from multiple stakeholder
perspectives to separate perception from behavior, thus reducing the ongoing awareness —
behavior gap in environmental management research.

The study also finds that hotel size and year of the announcement of an environmental
award are influential variables to consider. Since chain hotels are predominantly known for their
size and global reach, this makes them an ideal context in which to assess the effects of
environmental awards. Particularly, chain hotels can extend learning curve effects from
properties located in Europe that are leading the way in environmental reporting (Hsieh, 2012),
and apply these processes to other regions such as Asia or North America, which have only
recently gained interest in environmental management. Interestingly, investing in environmental
awards does not seem to be detrimental to hotel market value following periods of recession, as
shown by the positive findings particularly after the 2008 financial crisis. Even if by
extrapolation, with the entire world currently plunged into the global pandemic caused by
COVID-19 that has forced several hotel chains to lay off hospitality workers and close their
businesses, it is encouraging to know that environmental awards can help enhance engagement
as consumers are expected to grow more supportive of businesses that take action to reduce their
environmental harm on the planet (Peird-Signes et al., 2014).

Some limitations of this study are to be taken into consideration, which in turn may serve
to propose future lines of research. Although our sample is comprised of 150 announcements,
they come from only the top U.S. hotel chains trading on the stock market. Thus, future studies
can use a comprehensive list of hotels around the world and filter this list based on
environmental certified versus non-certified properties to make a comparison of their financial
performance. Related to this limitation, note that as the hotel companies in the sample are
publicly traded, the findings regarding the effects of first-time awards and their accumulation
should be corroborated by a sample of hotels that are not publicly traded. Finally, future research
could also carry out segmentation analysis to identify how the various segments in the chain
hotels are impacted by environmental awards; segments that can be defined not only according to
the traditional business vs leisure distinction, but also to psychographics such as attitudes
(Passafaro, 2020), to more operational aspects such as the anticipation of the reservation
(Campos-Soria et al., 2020), or to more comprehensive criteria such as “sustainable consumer
types” (Holmes et al., 2021).
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