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This study examines the real effect of recreational marijuana legalization

in the U.S., focusing on the short-term market reactions and long-term

performance of sin stocks such as tobacco and alcohol. The research

explores two hypotheses: the substitution effect, which suggests that legal

marijuana may reduce demand for traditional sin stocks, and the

complementary effect, which proposes that societal acceptance of

marijuana could lessen concerns about traditional sin stocks. First,

utilizing event study methodology, it analyzes stock price fluctuations

around the dates of marijuana legalization across various states to assess

the changes in investors' expectations about the prospects of traditional

sin stocks. Additionally, the study investigates how these price changes

might influence companies' long-term behaviors and performance, such as

Environmental, Social, and Governance (ESG) practices, hypothesizing

that shifts in market condition could alter firm behaviors with value

implications.
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