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ESG matters have gained increasing interest during the last decade and ESG reporting 
has expanded among companies and organizations rapidly. Interest in ESG matters 
have raised phenomenon of investing in companies based on their sustainability. It has 
been noticed among academics that companies’ initiatives towards more sustainable 
business have implications to financial performance and valuation as well. Some 
papers argue that firms investing in ESG will not receive the benefits from it, some 
devote that it is possible to improve valuation and financial performance.  
 
Investing in ESG matters have been found to affect firm valuation by increasing it as 
the perceived riskiness will decrease. Furthermore, cost of debt and capital will be 
lower and strong ESG profile of the company will make them more competitive among 
the field, which in turn leads to higher profitability. 
 
The purpose of this paper is to examine whether ESG factors influence the market 
value of Nordic listed companies by forming regression models and running the 
regressions.  
 
The results indicate that the ESG factors do not have explanatory power over the 
market values of Nordic listed companies. Thus, it is questionable whether ESG factors 
actually influence the market values. As a conclusion, further research is necessary to 
have a broader and more validated view of the ESG factors influence on market values. 
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1 INTRODUCTION 

Climate change and sustainability are popular subjects nowadays and companies have a 

growing interest in environmental, social and governance (ESG) matters globally. 

Customers concern and behaviour regarding ESG and sustainability matters drive 

companies to take these into account in their strategies and operations. Furthermore, 

other stakeholders such as regulatory bodies, shareholders and society demand the 

private sector to care about our environment. The increased interest in sustainability 

matters have had an impact not only internally but also externally as companies have 

begun to provide information of how they take ESG matters into account by publishing 

ESG disclosures beside traditional disclosures. ESG and sustainability reporting has 

expanded significantly over the past decades (Gulenko, 2018; Khan, 2019; Aureli, Gigli, 

Medei & Supino, 2020).  In the beginning of 1990s, there were less than 20 companies 

reporting ESG matters and in 2014 the number of companies reporting of ESG 

information were over 8500 (Kotsantonis, Pinney & Serafeim, 2016). 

Furthermore, investors are interested in companies making sustainable choices and 

there are investing strategies that take sustainability factors into account. In response 

to the growing interest in ESG matters among investors ESG and socially responsible 

investing, i.e. SRI investing was developed. SRI has experienced a massive 

development during the last ten years (Escrig-Olmedo, Fernández-Izquierdo, Ferrero-

Ferrero, Rivera-Lirio, & Muñoz-Torres, 2019.). SRI’s are forming more than 20% of the 

global capital market, i.e. assets over 30 trillion dollars are based on SRI factors. 

Bloomberg has reported a significant peak in ESG data usage in 2014 by their 

customers (Aureli et al., 2020). In addition, in 2016 more than 1,400 institutional 

investors signed the United Nation’s Principles for Responsible Investment, which 

commit the investors to take into consideration, at least in theory, companies ESG 

performance when investing and allocating capital (Kotsantonis, Pinney & Serafeim, 

2016). Thus, it can be said that ESG matters have become important beside traditional 

indicators of financial performance.  

However, investors’ main goal is still to gain maximized profits. It has been a debate in 

the academic field and among investors whether sustainability factors influence firm 

performance and investing strategies based on ESG criteria provide better profits. The 

studies conducted in this field have shown that ESG investing have generated better 

profits in the long term (Khan, 2019; Mollet, Arx & Ilic, 2013), but some studies have 

not detected any correlation to better profits or returns (Halbritter & Dorfleitner, 2015; 
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Landi & Sciarelli, 2019). Firms with ESG scores above averages compared to their peers 

have been identified to have better financial performance (in operating performance 

and stock market returns) (Kotsantonis, Pinney & Serafeim, 2016). However, some 

studies show that high returns are associated with certain industries (Kotsantonis, 

Pinney & Serafeim, 2016). 

The value relevance research has been mainly focusing on accounting variables, 

however, Barth & McNichols (1994) have studied value relevance of non-financial 

information already early on. Amir and Lev (1996) investigated the 

telecommunications industry and value relevance of non-financial information and 

their findings indicated that stand-alone financial information was broadly irrelevant 

for valuation purposes of the telecommunication firms. When the financial and non-

financial information were connected, some of the non-financial variables were highly 

relevant and significant for explaining stock prices. Thus, the findings indicate that the 

non-financial information complement the financial information and demonstrates and 

has explanatory power.  Thus, it can be said that accounting information alone is not 

only factor having an impact on firm value (Aureli et al., 2020). The value relevance of 

non-accounting variables is a relevant topic in academic discussion. 

There are also other ways to approach valuation. The discounted cash flow valuation is 

one of the three ways to approach valuation and most other valuations are built on the 

foundation of discounted cash flow valuation. In the discounted cash flow framework, 

the discount rate act as a risk detector and the future cash flows are discounted. Thus, 

based on the previous literature and research, ESG factors decrease risks and future 

cash flows are detected to be less volatile. Therefore, these factors increase value in the 

discounted cash flow valuation. Moreover, the transmission risk channels introduced 

by Giese, Lee, Melas, Nagy and Nishikawa (2019) where ESG factors value creation 

process is explained, has value enhancing elements such as strong ESG profile 

improves profitability, dividends, risk management and lowers risk of severe incidents, 

tail risk, systematic risk and cost of capital. These altogether lead to higher valuation. 

Companies with high ESG profile has been detected to have lower perceived riskiness 

and improved risk perception lowers the cost of equity and cost of capital (Sharfman & 

Fernando, 2008). Furthermore, improved risk management is connected to lower 

volatility of future cash flows (Sassen, Hinze & Hardeck, 2016). High ESG levels are 

helpful to companies to acquire loans with better terms (green loans) (Li, Liao, Wang & 

Huang, 2018). In addition, governments can support greener companies with subsidies 
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(Li et al., 2018). Thus, the loan costs are lower (i.e. the cost of debt), and the firms can 

allocate more funds and capital for executing environmental innovations (Li et al., 

2018). Furthermore, research has captures lower cost of debt from firms with high ESG 

performance (Ng & Rezaee, 2012; Eliwa, Aboud & Saleh, 2021). 

Beside financing, it has been noticed that firms investing in ESG activities are better at 

managing company-specific business and thus, are having decreased chance for 

operational risks (Ionescu et. al., 2019). Thus, it can be said that corporate governance 

plays an important role in value creation and explaining future company stock returns 

and risk. High-rated ESG firms have positive stock market performance and higher 

sales and gross profit margins than their counterparts (Busch & Friede, 2018; Rivera, 

Muñoz & Moneva, 2017; Ahmed, Nanda & Schnusenberg, 2010). Moreover, ESG 

reporting, environmental strategies, sustainable development policies and water and 

energy efficiency have been linked to improved ROA and ROE (De Lucia, Pazienza & 

Bartlett, 2020). 

During the past ten years there have been several studies regarding the correlation 

between financial performance and ESG matters and the value relevance of ESG 

factors, and the results have varied a lot. However, most recent studies show that 

companies’ ESG activities would have a positive impact on market value of the 

company (Broadstock, Matousek, Meyer & Tzeremes, 2020; Lo & Kwan, 2017; Ionescu 

et al., 2019; Fatemi et al., 2015). Although, the previous research has been 

concentrating mostly to developed markets in Northern America and Europe (Miralles-

Quirós et al., 2018). Thus, it would be interesting to analyze if ESG factors have had an 

impact on market values of companies in a different setting compared to the existing 

research. Moreover, there is a need for additional research on this topic to have wider 

perspective on how ESG factors and ratings influence market value. 

1.1 Purpose and scope of the study 

The purpose of this study is to empirically examine how ESG ratings influence the 

market value of Nordic listed companies and is there a positive correlation between 

firm’s ESG scores and market value. Furthermore, it is investigated how ESG scores 

affect the market values in each of the Nordic countries. These matters will be 

investigated by comparing ESG scores to the market values of Nordic listed companies 

from a ten-year time period (2011-2020) and an OLS, i.e. multiple linear regression is 

used as a research method.  
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Thus, the research questions can be composed as follows: 

i. Is there a correlation between ESG scores and market value? 

ii. Are there differences between the Nordic countries? 

1.2 Contribution to existing literature 

As highlighted in the introduction, there are gaps in the research regarding the value 

relevance of ESG factors when it comes to the geographical areas of data. Thus, the 

subject should be tested in multiple different settings with data from different 

geographical areas to have more reliable and consistent results. In addition, the subject 

is very topical as the interest in ESG ratings and ESG investing has increased 

significantly. Thus, the results from this study broaden perspectives in this field of 

study and provide important insights to the effects of ESG ratings on market values of 

companies. Furthermore, this study aims to contribute practical observations of the 

issue alongside other studies and brings more evidence towards the phenomenon. 

Thus, further research would create more complete understanding of the consequences 

of how ESG factors impact the market value. 

1.3 Structure of the paper 

This paper is organized into eight sections. The second section provides information 

regarding the relevant context and notions of the most important subjects are 

presented. The third section introduces what has been previously studied in the field of 

value relevance and approaches to valuation. Furthermore, the conventional and 

sustainability frameworks for value creation are presented with concrete examples. The 

fourth section presents literature review what have been previously studied and 

discovered in this field regarding ESG factors, financial performance and value 

creation. In addition, the outcomes of previous research of ESG factors value relevance 

are presented in this section. The fifth section provides an overview of data and 

methodology used in this study. The sixth section presents the results of the 

quantitative research. The seventh section provides a discussion of the results of the 

study. The last section consists of conclusions and defines the paper’s contributions to 

the existing literature on the value relevance of ESG factors. 
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2 ENVIRONMENT, SOCIAL RESPONSIBILITY AND 
GOVERNANCE (ESG) FACTORS 

2.1 ESG factors 

The consciousness of a wide range of issues such as climate change, conflicts, poverty, 

slavery, inequality and food and water crisis have drifted the discussion to the role of 

companies in tackling the challenges that our planet has. Nowadays it is expected that 

companies try to mitigate their negative impacts and provide also positive influence on 

society and environment. Corporate sustainability as a term stands for taking the 

environmental, social and governance dimensions beside economic into account in 

businesses in overall including operations and strategies. (PwC, 2022.) 

Thus, ESG is a set of non‐financial factors that can have positive or negative material 

influence on the financial performance or value of a company. ESG factors are crucial 

to all stakeholders from investors, employees, and boards of directors to customers, 

regulators, and activists of the company, provides insights of the company's 

sustainability endurance. In order to beneficially evaluate ESG dimensions and 

estimate their effect on performance, one should know what the ESG consists of in 

order to assess and test it. (Whitelock, 2019) 

The main purpose of ESG metrics is to measure a company’s performance on a given 

ESG issue as accurately as possible. Investors prefer to receive as accurate data as 

possible on ESG performance of companies to measure their level of their ESG 

activities and engagement and to include the data into their business analysis and 

valuation methods. From companies’ perspective, ESG metrics provide them a way to 

disclose how their investments in environmental, social and governance issues are 

linked to the intended outcomes and how the aspects are integrated into their operating 

processes, corporate strategy, and executive compensation plans. (Kotsantonis & 

Serafeim, 2019) 

ESG matters are usually linked only to climate change and to the limitation of 

resources, however, the topic is larger than that. ESG reporting of companies consists 

of publishing information and factors that provide further insights on the impacts of 

the business and value added in these three dimensions. (PwC, 2022.) 

The Table 1 below illustrates what the three dimensions of ESG stands for. The 

dimensions are also known as the three pillars of ESG. The environmental pillar is 

referring to climate change factors and green opportunities in the environmental 
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sector. The social pillar is representing the social welfare such as human capital, 

product liability, stakeholder opposition and social opportunities. The governance 

pillar presents corporate governance together with company behavior. 

Table 1 The three pillars of ESG (PwC, 2022) 

The three pillars of ESG 

Environmental pillar Social pillar Governance pillar 

Climate change, natural 
resources, pollution & waste, 

environment opportunity 

Human capital, product 
liability, stakeholder 

opposition, social 
opportunity 

Corporate governance & 
corporate behavior 

 Carbon emissions 

 Carbon footprint 

 Financing 

environmental 

impact 

 Biodiversity & land 

use 

 Packaging & 

material waste 

 Opportunities in 

green building 

 Labour management 

 Supply chain labor 

standards 

 Health & safety  

 Product safety & 

quality  

 Responsible 

investment 

opportunities in 

nutrition and health 

 Chemical safety 

 Access to finance & 

communication 

 Board diversity 

 Executive pay 

 Ownership 

 Accounting 

 Business ethics 

 Corruption & 

instability 

 Financial system 

instability 

 Tax transparency 

 

The notion of corporate social responsibility (CSR) is most knowingly representing a 

concept for companies to integrate social and environmental issues in their business 

operations and in their communication with stakeholders based on voluntary activities 

(Van Marrewijk, 2003). Even though the abbreviations have similarities, however, it 

should be noted that CSR reporting is often mixed with ESG reporting and the 

difference mostly is related to nuances and to the degree of scope. CSR reporting 

usually equals to sustainability reporting and traditionally refers to firms’ actions 
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towards more socially responsible business (Gillan, Koch & Starks, 2021). Additionally, 

one key aspect to notice is the difference in governance issues, ESG includes 

governance matters explicitly whereas CSR includes governance issues indirectly as 

those are part of environmental and social considerations (Gillan et al., 2021). The 

definitions of ESG and CSR are used in this study interchangeably. 

2.2 ESG reporting 

ESG reporting, i.e. reporting of non-financial information has been developed to 

respond to queries regarding how non-financial information is taken into account in 

firms. Especially large companies have been held accountable for their activities to an 

increasing extent which has driven them to publish reports of corporate social 

responsibility and sustainability to provide information publicly of their reactions to 

social and environmental issues (Ionescu et al., 2019). Reporting of non-financial 

information provides a way to disclose such information to customers and investors 

among financial information (Gärling & Jansson, 2021).  

Companies can choose widely themselves which non-financial information to disclose 

to stakeholders as CSR and ESG reporting is voluntary based and not regulated by laws.  

(Bhimani, Silvola & Sivabalan, 2016). Moreover, reporting of non-financial information 

in the annual report provides more indicators of firm performance. Tendency to report 

non-financial information has been seen as a way to create a brand and to improve 

company image but also as a way to provide information of positive social capital. 

(Bhimani et al., 2016). Nevertheless, reporting of CSR matters has also received 

criticism that such reporting is seen as an expense of the shareholders and that the 

costs exceed the benefits (Moser & Martin, 2012). 

The growing interest in non-monetary and environmental, social and governance 

matters has impacted companies reporting practices during the years. Development of 

reporting practices increased the need for reporting guidelines. The so-called triple 

bottom line, i.e. economic, environmental and social performance was introduced by 

the United Nations Environment Program (UNEP) which launched the Global 

Reporting Initiative (GRI) in 1997. The purpose was to uplift reporting of sustainability 

matters to same levels with financial reporting and providing a global framework for 

sustainability reporting (Ioannou & Serafeim, 2017). GRI provides one of the most used 

sustainability reporting standards (GRI, 2022). The GRI standards have taken the 

United Nation’s Sustainable Development Goals (SDG’s) into account in 2015 (GRI, 
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2022). Moreover, SASB was established in 2011 to help organizations to understand 

sustainability’s effects on financial performance and SASB’s standards for sustainability 

reporting whereas the basis is on the different viewpoints to materiality (SASB, 2022).  

Firms are reporting ESG matters different forms and intensities. It has been argued 

that that country-specific factors such as governance, labour, and economy have a 

substantial impact on companies’ ESG disclosure practices (Buallay, 2019). There are 

still no one un-unified sustainability reporting guidelines and the standards provided 

by organizations differ a bit from each other. SASB’s standards concentrates more on 

ESG matters from an investor perspective whose interest are on evaluating firms by 

their environmental, social and governance factors that have an impact on firm’s 

financial impact as well (Buallay, 2019). On the other hand, GRI’s standards are 

focused on providing better comparability and quality of economic, environmental and 

social impacts of firms (Buallay, 2019). Nevertheless, both GRI’s and SASB’s 

sustainability reporting standards focus on environmental, social and governance 

issues. Many large multinational companies tend to use both GRI’s and SASB’s 

reporting standards to meet many stakeholders demands (SASB, 2022). Thus, these 

standards have a crucial role for companies to identify their responsibilities and absorb 

them into their management systems, production processes and supply chain (Ionescu 

et al., 2019). 

ESG reporting is constantly evolving. Other ESG reporting standards take into account 

all aspects of ESG while for example the Task Force on Climate-Related Financial 

Disclosure (TFCD) framework has been developed to provide standards exclusively in 

climate related issues (TFCD, 2022). As the climate discussion in business world is 

expanding, new organizations addressing the issues and providing guidelines are 

founded. In 2020 the International Integrated Reporting Council (IIRC) and the 

Sustainability SASB announced their prospects to merge into the Value Reporting 

Foundation, which was formed in 2021 (SASB, 2022).  Thus, the IIRC, SASB and the 

GRI are advocates for increased reporting quantity and quality by providing reporting 

frameworks (Arvidsson & Dumay, 2021). 

The development of ESG reporting has resulted in regulative changes. Before there 

were no regulations to what extent the companies should report their ESG activities 

and what information should to be included. As the demand for regulation has been 

expanded and the reporting have taken many forms, European Union has published an 

EU directive 2014/95/EU also known as the Non-Financial Reporting Directive which 
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requires PIE companies with over 500 employees to report on non-financial and 

diversity matters (The European Commission, 2022a). In addition, The European 

Commission has published their own guidelines for sustainability reporting and a 

proposal for a Corporate Sustainability Reporting Directive in 2021 (CSRD) to include 

more companies within the scope of the earlier published EU directive. (The European 

Commission, 2022a). Additionally, The European Commission has published EU 

directive EU 2019/2088 regarding sustainability-related disclosures standards for the 

financial sector (known also as SFDR) which main guidelines came into force as of 

March 10, 2021. (The European Commission, 2022b; Eurosif, 2022). The SFDR 

directive is a core pillar of the European Union’s program of Sustainable Finance 

Action Plan providing classification and obligation to report in order to improve 

transparency of sustainability of the products available among financial market 

participants and to move sustainability actions beyond sustainable investing to gather 

more inflows to sustainable companies to devote sustainable finance (Eurosif, 2022; 

Chiu, Lin & Rouch, 2022). However, sustainability reporting remains to be mainly a 

voluntary practice for most of the companies around the world (Bhimani et al., 2016). 

The aim for regulatory changes is to reduce information asymmetries and provide 

reliable and comparable frames for publishing such disclosures. 

While the ESG reporting has become an important part of reporting practices for 

companies, there have been debates of the effectiveness of it. However, it is possible 

that mandatory sustainability reporting is less effective than voluntary reporting. There 

is a risk when setting up laws that companies may simply concentrate on meeting these 

regulatory requirements rather than taking into consideration the core issues that are 

more material to their business (Ioannou & Serafeim, 2017). In addition, the 

sustainability standards provided by different organizations have received criticism. 

Although the GRI standards is generally considered to be acceptable and good way for 

starting sustainability reporting, it is underlined that it is completely on the companies’ 

discretion what information to include in their sustainability reporting (del Mar 

Alonso-Almeida, Llach & Marimon, 2014). 

Due to the variety of ways to disclose the ESG activities on reports, it has been argued 

that regulation could bring more clarity and could unify the reporting habits. It would 

be easier to customers and investors as well to trust the reports published if those 

would be regulated more. Thus, some academics support the notion that the US 

Financial Accounting Standards Board (FASB) or the International Accounting 
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Standards Board’s (IASB) standards setting regime should be extended to include 

standards for disclosing non-financial information. On the contract it is highlighted 

that the standards SASB is mimicking the FASB and the definition of materiality is 

directly taken from the guidelines provided by FASB, the SEC, and the Supreme Court. 

Furthermore, the standards of SASB and GRI are focused only on investors. Thus, IASB 

and FASB should be setting standards for the non-financial reporting as a regulatory 

solution and the answer for the demand of non-financial reporting should be natural 

economic forces of the market and institutions established outside of regulatory 

imposition (also called as the market solution). Secondly the benefits of the 

standardization should exceed the costs and thirdly the incentives should be 

differentiated between preparers and users of information reported which leads to 

market failure and foremost, some sort of regulatory intervention. For instance, in 

financial reporting, if managers in a firm have a private economic incentive to disclose 

positive news and to censor negative news to disclose their performance which is 

extremely positive in comparison to others in the industry, therefore corrective 

activities are needed to make sure that investors and customers do not receive 

misleading information. Furthermore, it should be noted that IASB and FASB have 

reached credibility in the corporate world and have well-built governance structures for 

governing their work, infrastructure and highly talented professionals with excessive 

proven record of skills in standard setting. (Barker & Eccles, 2018) 

Lately, there has been discussion of regulation of ESG reporting and that regulators 

should require reports including how the companies’ ESG activities and risks influence 

the cash flows, papers that include information of the rating agencies and factors used 

in the ratings and the factors’ weight. In March 2021 the SEC has started an 

enforcement task force which will be focusing on ESG issues. It should be noted that 

the European Commission has the authority to set policies similarly to the U.S. 

Legislative branch of the U.S. government, while the SEC has a limited mandate and 

belongs to the Executive branch of the U.S. government. The new task force will target 

asset managers and corporate registrants that produce misrepresentations or faulty 

reports or claims regarding their ESG risks, initiatives or performance (i.e. 

greenwashing). However, it is introduced that regulators should not require the firms 

to disclose or measure the companies’ impact on environmental and social outcomes. 

Some academics highlight that the SEC statutory mandate do not cover such reports 

and is outside their expertise and therefore, should not mandate such reports. Rather, 

the SEC should mandate reports on expenses and investments related to ESG 
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initiatives as a proof of measure of a company’s investment in environmental and social 

aspects. Some academics also recommend the SEC to create dictionary related to 

environmental and social aspects and set some requirements for the use of ESG scores 

and potentially rely on standards provided by SASB. These aforementioned suggestions 

can balance the benefits of the reports which are under the SEC’s mandate against the 

costs generated from the measurement and overstepped regulatory in this field. 

(Karpoff, Litan, Schrand, & Weil, 2022)  

2.3 Greenwashing 

The emergence of ESG reporting have generated also negative impacts. For instance, as 

companies can use ESG reporting to manage reputation it is noticed that companies 

can alter the reporting in order to prevent the negative impacts of environmental 

damages influence the reputation and market value. Furthermore, ESG reporting can 

used as a cover up to hide the true ESG performance if it is negative, this is usually 

called as cheap talk. In addition, ESG reporting can be used for attempts to look more 

ESG conscious than the company truly is, which is called as greenwashing. Thus, ESG 

and CSR practices can be seen as a tool for improving legitimacy of the firm, however, it 

is the customers’ duty to investigate whether the company is as socially responsible as 

they claim. (Rossi et al., 2021; Fatemi et al., 2018) 

The real amount of greenwashing done by firms is not clear. However, the European 

Commission published a report in 2021 in which it was claimed that 42 % of messages 

promoting environmentally friendly products on websites were found to be likely 

misleading or false. Greenwashing is highly problematic for customers as they might 

not be aware of the true facts behind the production and by purchasing a product from 

a firm that does greenwashing, they could easily violate their morals and beliefs and not 

devote greener choices. It is noticed that such misleading information can lead to risks 

of reputational damage when the true information behind greenwashing comes out. 

(Johnson & Greenwell, 2022) 

Furthermore, greenwashing can be detected by governments or non-government 

organization (NGOs) beside customers. For instance, Green Mountain Power 

Corporation was detected by many environmental groups to promote falsely green 

energy while they actually used polluting technologies. In addition, Honda received a 

litigation problem for false and misleading information concerning their hybrid 

vehicle’s fuel efficiency. It is clear that greenwashing has enormous risks, however, 
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firms still do it. One reason and no doubt the biggest reason behind it is lack of 

regulation. Another reason is that consumers and investors can hesitate to reward 

environmentally and socially responsible firms. Therefore, this will increase the firms’ 

intention to engage in environmentally severe behavior. Furthermore, if greenwashing 

is not regulated, firms can signal themselves as green and can gain more profit from the 

unconscious customers. (Delmas & Cuerel Burbano, 2011; Lee, Cruz & Shankar, 2018) 

Critics of greenwashing argue strongly that regulation is needed as it is misleading for 

customers, it decreases the positive environmental externalities, it deceives the market 

and do not encourage companies to go genuinely green. Even when greenwashing 

would be regulated it is argued that companies may not act green due to high costs of 

going green and if the CSR issue is not important. Companies can turn greener even 

when greenwashing is allowed as long as there are conscious customers. Thus, the 

discussion whether to regulate greenwashing is a double-edged sword. The market 

dynamics shift companies to offer a green product option for the customers. It is 

suggested that it would be more effective for the government to control greenwashing 

by strengthening the incentives for going greener by lowering costs of it. For instance, 

government subsidies are seen as a one way to encourage the private sector to go 

greener. In the car manufacturer industry, it is noted that Nissan Motor Co. receives 

government subsidies in Japan and without those they would not devote to going green 

and invest in electric cars technologies. Lowering the CSR implementing cost can 

directly lower the incentive of a firm pursuing greenwashing strategy. (Lee, Cruz & 

Shankar, 2018) 

One of the most notable and memorable greenwashing scandals is the emission scandal 

of Volkswagen, the Germany carmaker. In September 2015 the U.S. Environmental 

Protection Agency noticed Volkswagen’s violations and alleged that Volkswagen had 

sold over 500,000 diesel-engine cars between 2009-2015 in the U.S. which included a 

device altering the emissions in testing while the emissions were actually higher on-

road. The result came as a total surprise for the public and it received extensive media 

attention. (Bachmann, Ehrlich & Ruzic, 2017) 

After the emission scandal of Volkswagen, the sales decreased by 76,000 cars during 

the next year of the scandal and it generated a loss of 3,7 billion dollars in revenue. In 

addition, the end-of-day stock price of Volkswagen fell by 33 percent in the two 

following trading days. Later the stock price recovered a bit from the big losses over the 

rest of the year in 2015, however, in August 2016 the stock price remained 24 percent 
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lower than the closing price was before the scandal. The reputation of the company 

took an enormous hit from the scandal. Volkswagen had a large market share in the 

U.S. car markets. Thus, there is clear evidence that the emission scandal had material 

harm on the financial valuations of carmakers linked to the scandal in terms of their 

unified reputation as the German car manufacturers. (Bachmann, Ehrlich & Ruzic, 

2017) 

A one recent study (Gregory, 2021) found out that the incentives for greenwashing are 

high when a firm’s stock volatility is low, the WACC is high, pricing power is strong and 

when the information asymmetry is high. The findings also suggest that corporate 

social responsibility is not supported by stock-based incentives and that the incentive 

to greenwashing is related to the level of systemic risk of the company. However, the 

most important drivers for greenwashing were organizational level and individual level 

psychological drivers. On the contrary, in a UK study by Johnson and Greenwell (2022) 

it was investigated whether environmental leadership and messaging of environmental 

practices affect stock prices. Their findings show that the messaging of environmental 

practices was proportionate and no evidence of environmental messaging or 

greenwashing effects to stock prices was found.  

Cooper, Raman and Yin’s (2018) findings show that a company is not protected by its 

ESG score or by its reputation in social responsibility from severe impacts of 

greenhouse gas emissions on company value. They noticed that despite the greenhouse 

gas emission level, the detrimental influence on company value was the greater the 

higher the ESG score was.    Furthermore, Du (2015) studied Chinese firms and noted 

that market reacts negatively to the media attention that greenwashing receives. Thus, 

it is clear in the view of the Volkswagen case as well that media coverage plays a big role 

in affecting the market reactions and investor behavior. Ghitti, Gianfrate and Palma 

(2020) found also evidence similarly to the Volkswagen scandal that greenwashing 

does reduce firm value. In addition, Humphrey, Carter and Simkins (2016) studied how 

the oil spills in the Gulf of Mexico affected the stock prices of the firms involved in the 

spill. They noticed that the oil and gas firms involved suffered from significant declines 

in stock prices and received punishments from the government. 

2.4 ESG ratings 

The financial markets have a growing interest in assessing sustainability of companies 

and it is gaining momentum. Investors have requested more data regarding 
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environmental and social information from firms to make more sustainable 

investments. ESG ratings have risen as a solution for the existing high demand of 

socially responsible investing. The rating agencies investigate the sustainability 

performance of companies and are based on either non-financial information or are a 

mixture of financial and non-financial information in order to assess the value and 

sustainability in long term. (Escrig-Olmedo et al., 2019) 

ESG ratings are based on assessing and evaluating the dimensions, impact and 

endeavours of environmental, social and corporate governance matters of companies. 

ESG rating agencies use their own methodologies and evaluation models to publish 

scores or ratings. Sustainability factors are perceived as qualitative and are argued to be 

difficult to compare. There is a lack on unified framework for assessing ESG factors and 

thus, this has resulted in different mechanisms how ESG factors are evaluated. 

(Zumente & Lāce, 2021)  

Each of the rating agencies have their own assessment methodology. The different 

methodologies tend to be associated with differentiation strategy and cultural and 

ideological factors. However, there are three dimensions of which are always taken into 

consideration: the evaluation of high-level categories including positive categories 

(environmental, social and governance), the evaluation of controversial practices, and 

the normalization process of the ratings per industry. (Escrig-Olmedo et al., 2019) 

The growing demand for ESG information has impacted the number of rating agencies 

that provide ESG scoring, and the availability of the assessments has grown 

significantly. (Madison & Schiehll, 2021.) For example, in 2016 there were least 125 

rating agencies which performed ESG performance evaluations (Madison & Schiehll, 

2021) and some sources have presented that there are over 500 ESG ratings available 

(Li & Polychronopoulos, 2020). Furthermore, there has been many mergers and 

acquisitions in the rating agency market during the past ten years and this change in 

the market has emerged many benefits (Escrig-Olmedo et al., 2019). It has been 

presented that the mergers in the rating agency market have evolved more professional, 

interdisciplinary, intercontinental work streams and has expanded the sectors and 

geographical areas (Escrig-Olmedo et al., 2019). The most commonly known ESG 

rating agencies are Morgan Stanley Capital International (MSCI), Refinitiv (formerly 

known as Thomson Reuters), Sustainalytics and Bloomberg. Even though there are 

estimations of over 500 ESG rankings available, the large number of investors and 
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other interested parties trust and use the ratings of the most impactful players (Li & 

Polychronopoulos, 2020). 

The rating agencies can be divided into three categories. In the first category rating 

agencies (such as Bloomberg and Refinitiv) collect data from public sources and do not 

provide any value-added scoring or input. In the second category the agencies (e.g. 

Sustainalytics and MSCI) use more comprehensive methods and gathers public and 

data they have created themselves. Then this data is combined and the ESG scores are 

formed by their own methodology. In the third category the rating agencies focus on a 

specific ESG issue (e.g. carbon emissions). Furthermore, there are differences in the 

methodological approaches the agencies have. Albeit some agencies assess the 

companies’ efforts based on compliance in sustainability standards, other agencies 

emphasize the companies’ ability to recognize and manage risks. It should be also 

noted that differences in data sources used and assessment techniques applied usually 

creates difference in the outcomes. (Li & Polychronopoulos, 2020) 

2.4.1 Problems of ESG ratings 

The diversity of the assessment methodologies has led to profound challenges. The way 

how rating agencies measure the same factors may differ and thus, the assessment of 

ESG ratings is not consistent and lead to low comparability (Escrig-Olmedo et al., 2019; 

Zumente & Lāce, 2021).  The agencies can use different definitions for the same rating 

and use different evaluation techniques for the same variables (Chatterji, Durand, 

Levine & Touboul, 2016). Furthermore, some rating agencies have more financial-value 

driven ratings whereas others can provide more sustainable i.e., non-financial-value 

driven ratings (Eccles et al., 2020). Additionally, an analysis of ESG data disclosed by 

companies found out that the companies’ reporting methods varied a lot and thus it 

makes the data evaluation challenging for ratings agencies and such inconsistencies 

lead to significantly different results in ESG scores (Kotsantonis & Serafeim, 2019).   

It is also questioned whether the ratings measure the ESG matters with intended 

purpose, i.e. does they measure what they actually should measure and how it is 

determined which firms deserve better scores and which worse without a peer group 

for reference (Kotsantonis & Serafeim, 2019). For instance, companies worldwide have 

devoted to deforestation, but it has not stopped it (Kotsantonis & Serafeim, 2019). In 

addition, the assessment methodologies may compensate if there are higher scores in 

one sector and lower scores in another sector. Moreover, there can be a lack of overall 



 

 

16 

scores for some companies as most agencies provide scores for each dimension but do 

not offer an overall score of the corporate sustainability performance (Escrig-Olmedo et 

al., 2019; Zumente & Lāce, 2021). It is also noted that the rating processes 

acknowledges managements responses to risks: high ESG risk exposure requires a 

strong management for achieving a good score in the ESG issue, however, all ESG 

issues are not treated as important (Giese et al., 2019). Those issues that are not 

important have a lower weighting in the firm’s ESG rating (Giese et al., 2019). 

For instance, two of the most widely used rating agencies (MSCI and Systainalytics), 

had a poor correlation between the ESG score they provide. Thus, this indicates that 

the choice of rating agency could have a considerable impact on ESG scores and 

rankings, and consequently has a huge impact on investors investment decisions. 

(Chatterji et al. 2016; Madison & Schiehll, 2021.) The rating agencies divergences in 

scope, weighting and measurement and ultimately the differences in ESG scores have 

resulted in lower ESG impact on stock prices, challenges in data application in 

empirical research and sending mixed signals to companies regarding their ESG 

performance (Berg, Koelbel & Rigobon, 2019).  

The lack of public information how the assessments for ESG ratings are made by the 

agencies brings another issue, lack of transparency. It has been noticed that ESG rating 

agencies do not provide thorough and public information of the assessment process 

used or criteria. This makes comparability a true challenge and understanding the 

assessment process developed by the agency remains obscured (Escrig-Olmedo et al., 

2019; Zumente & Lāce, 2021). Investors and companies should acknowledge the 

differences between the ratings and the ratings should be trustworthy as long as the 

agencies provide publicly information regarding the criteria and assessment methods 

(Zumente & Lāce, 2021). However, it is recommended for rating publishers to agree 

upon guidelines or best practices so that the data published is as transparent as 

possible. This would also increase the reliability of the data available. The rating 

agencies have received feedback to publish more openly information and not only a list 

of material issues and methodology behind the scores, but also information on the peer 

groups used and a clear distinction between computed and real data. If a framework 

would be created, it could be helpful for the whole industry. (Kotsantonis & Serafeim, 

2019) 

It is interesting that companies are more often investing in ESG factors and publishing 

non-financial data in European countries when compared to rest of the world (Zumente 
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& Lāce, 2021). Moreover, the Scandinavia and Western Europe have a higher tendency 

to disclose ESG data apart from other European countries (Zumente & Lāce, 2021). 

However, in Europe only 10% of firms have a ESG score available while in the United 

States over 25% of all public companies have received an ESG score from a rating 

agency (Zumente & Lāce, 2021). With regards to score divergence, there are rather 

mixed results among European companies (Zumente & Lāce, 2021). The comparable 

geographical factors and regulative frameworks are seen as implicators for lower 

divergence (Berg et al., 2019). Furthermore, it was founded that larger firms had higher 

divergence in ESG scores (Gibson Brandon et al., 2021). 

In addition, researchers’ findings also presented that the size of the company influences 

the scores positively and the rating agencies awarded higher scores to larger firms 

(Zumente & Lāce, 2021). Thus, the scores are biased when it comes to larger companies 

and their ESG scores. Some rating agencies have managed to say that they take this 

aspect into consideration and avoid possible bias in scoring (Drempetic, Klein, & 

Zwergel, 2019). Furthermore, it is noted that ESG score availability is higher when 

evaluated by market capitalization, thus, there is a trend that large market cap firms are 

most likely granted an ESG rating (Zumente & Lāce, 2021). This affects the investment 

universe negatively as the smaller counterparts with less resources to assign to more 

sustainable activities and sustainability reporting (Boffo & Patalano 2020; Zumente & 

Lāce, 2021). Thus, it is notable that large market cap firms dominate the ESG rated 

investment universe. According to OECD, ESG rated firms market capitalization in the 

EU hit 89% in 2019 in contrast to the 10% coverage when it comes to the number of 

firms (Zumente & Lāce, 2021). Thus, it can be said that smaller companies drift away 

easily from investors investment universe due to the lack of ESG scoring (Zumente & 

Lāce, 2021). 

Additionally, most available mechanisms and frameworks for assessing sustainability 

are not seen as sufficient (Escrig-Olmedo et al., 2019). The academics also underline 

that by choosing a different ESG rating the investment universe can be altered and this 

impacts also the expected returns (Li & Polychronopoulos, 2020; Billio et al., 2021). 

Thus, this indicates that the choice of rating agency could have a considerable impact 

on ESG scores and rankings, and consequently has a huge impact on investors’ 

investment decisions (Chatterji et al. 2016; Madison & Schiehll, 2021). Furthermore, 

investors and firms should be aware of the implied liquidity effects due to the lack of 

the ESG score (Zumente & Lāce, 2021). In addition, it is introduced that investors 
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should agree upon a baseline for the metrics used that would take into account and 

would be informative on the most relevant ESG issues such as climate change, labour 

conditions and diversity (Kontsantonis & Serafeim, 2019).  

The rating market for sustainability factors have grown in the last decade. ESG rating 

agencies examine and assess companies and their sustainability practices and 

performance with their own research methodologies. The expertise of the rating 

agencies has made them crucial for firms, financial markets and academic field. The 

ESG rating agencies can be seen as economic and social actors and they can influence 

also other social actors in societies. However, it should be noted that if their social 

impact is not taken into account and agencies are seen only as economic actors, their 

conclusions of sustainable companies and measurements of corporate sustainability 

performance can be biased and presented wrong. Therefore, it is important that rating 

agencies and societies expectations are matching regarding sustainability and its 

development. Furthermore, it should be noted that trust and social legitimacy towards 

firms and rating agencies are compromised if misleading and wrong information are 

provided regarding sustainability of companies. (Escrig-Olmedo et al., 2019) 

To conclude, it can be said that there are various challenges when it comes to choosing 

the ESG ratings and agency.  The academics highlight that there are issues in ESG data 

validity, reliability, quality, transparency and comparability. Despite the growth of the 

ESG rating market it is still evident that the ratings published can be biased and 

evidence of favouring bigger companies have been found in many studies.  

2.4.2 Financial effects of changes in ESG ratings 

The matter whether changes in ESG ratings have any significant financial effects have 

not been widely studied yet. However, few recent papers show that divergence in the 

scores provided by the rating agencies scatters the influence of ESG investors 

preferences on asset prices even to the point when there would be agreement it would 

have no impact on financial performances of ESG portfolios (Billio et al., 2021). They 

indicate that the theoretical motivation for such result would be that the investment 

amount is so low that it does not have a significant financial impact. They also suggest 

that the financial performances would be different if the largest raters would agree on a 

common framework of the metrics. 

In a study conducted by Shanaev and Ghimire (2021) captured evidence of the 

importance of the fluctuation in ESG scores for stock performance. They revealed that 
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ESG score upgrades relate to small positive abnormal returns whereas downgrades 

resulted in adverse negative effects for stock performance leading to significant 

negative abnormal returns. This study provides more evidence that abnormal returns 

are not correlated with ESG levels, but with the changes in ESG levels. Furthermore, 

Consolandi, Eccles and Gabbi (2020) examined the equity returns and the role and 

relevance of ESG materiality by using the materiality classifications made by SASB. 

Their findings indicate that ESG score changes (ESG momentum) have a consistent 

influence on equity performance and that market favors firms in industries which have 

high concentration on ESG materiality. The ramification is that listed companies’ 

equity premium is better explained by the focus of material issues than by the ESG 

momentum. 

In addition, Schiehll and Kolahgar (2021) investigated the financial materiality of ESG 

reporting and whether it benefits the stock market due to the increased amount of 

accessible and relevant company-specific information. Their findings show evidence of 

ESG disclosures’ value relevance and that publishing material ESG information 

improves stock price informativeness. Moreover, Gibson Brandon, Krueger and 

Schmidt (2021) studied also the influence of ESG rating disagreement on stock returns. 

Their findings support the notion that the relationship between positive abnormal 

returns the score disagreement is due to risk-based explanation of the divergence in 

environmental scores. In turn, their results indicate that the social and governance 

scores disagreement have a negative impact on stock returns due to mispricing and the 

location of the rating agencies in civil or common law jurisdictions.  

Furthermore, Serafeim and Yoon (2021) investigated stock price reactions to ESG news 

and the role of ESG ratings disagreement. They found that ESG scores predict future 

ESG news, and that market positively reacts to positive ESG news and consequently 

negative reaction was found for negative ESG news. What is interesting in their 

findings is that the positive market reaction was lower for high-rated ESG firms and 

they concluded that the positive ESG news are already noticed in the stock price. 

Furthermore, the evidence shows that firms with low score disagreement with strong 

performance create higher expectations and have stronger reactions to future news in 

stock price as well. In addition, they found that different ESG scores provided by the 

agencies have different predictive ability and the scores of the agency with the most 

predictive power predicts the future stock returns in the presence of high scores 

disagreement. Due to the noisiness of ESG scores, Berg, Kölbel, Pavlova and Rigobon 
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(2021) tested noise correction when studying how ESG scores predict stock returns. 

They found strong link between ESG performance and stock returns. Their results 

indicate that high-rated ESG stocks have higher expected returns. However, due to the 

divergence in ESG scores they recommend relying on several complementary scores 

from different agencies. 

2.5 ESG investing 

An interesting and popular field of academic research have always been different 

investment strategies. Studying decision making in investing which concentrates on 

sustainability matters has been in the focus of interest during past decades (Landi & 

Sciarelli, 2019). Furthermore, as the analysis of stock market with usual mechanisms 

have not been able to inhibit multiple inherent risks, comprehensive fluctuation of 

global financial markets and their liaison drift attention to non-financial variables, e.g. 

to ethical appraisal and sustainability assessment of companies (Landi & Sciarelli, 

2019). Furthermore, it has been studied that investors tend to favour companies that 

make green investments (Martin & Moser, 2016).  

During the past two decades there has been a growing interest in ethical investing i.e. 

sustainable investing around the globe, which is also known as socially responsible 

investing (SRI) or in other words ESG investing. Socially responsible investing means 

integrating non-financial issues such as environmental, social and corporate 

governance (ESG) aspects in the investment decision processes. It has been noted that 

sustainable investments have grown more than 38 % during the period of 2016-2018 

according to the Forum for Sustainable and Responsible Investment (USSIF). Hence, it 

is clear that the investment sector is experiencing a significant change and it will have 

an impact on the financial sectors and the other industries as well. The main reasoning 

is that ESG indices are used as benchmark for performance analysis and the higher 

weighting assigned to the ESG criteria by asset managers during the selection process. 

Moreover, the companies’ stakeholders have an extensive need for precise information 

on companies' ESG performance. ESG rating market has specialized in providing this 

type of non-financial information. (Dorfleitner, Halbritter & Nguyen, 2015; Billio et al., 

2021) 

The expansion of sustainability reporting and disclosing better information on ESG 

matters can enable investors paying more attention to long-term investing approach. 

The increased amount of ESG data and disclosures let investors to implement those 
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criteria into their valuation models. Without relevant, comparable and accurate 

information on ESG matters, it is difficult for investors to analyze and perform 

investment decisions. In addition, quality ESG disclosures would provide a way for 

investors to engage with firms and this would impact firms’ ESG performance 

positively. It has been argued that investors’ short-term orientations influence firms’ 

short-term orientation, but however, integration and engagement of ESG could 

potentially drive the managerial focus into long-term and simultaneously broaden the 

concept of value creation to taking into account not only financial but also 

environmental, social and governance criteria.  (Ioannou & Serafeim, 2017) 

Sustainable investing can be described as taking into consideration ESG criteria among 

classical investment techniques in construction of a portfolio and management process. 

Multiple sustainable investing strategies have been developed to answer the demand of 

sustainable investing. The most popular strategy might be negative screening. This 

strategy means excluding non-ESG stocks from the investment universe. On the 

contrary, in positive screening the companies with best ESG performance are selected. 

Accordingly, in sustainability themed investing investment portfolio can be formed by 

including activities related to the theme chosen, such as pollution reduction, green 

energy, low carbon emission, water resources management etc. Private investments are 

usually made into specific problem-solving projects in community investing which 

resolve issues such as social and environmental issues. Moreover, ESG integration 

takes into account ESG factors systematically and explicitly and these are integrated 

into financial analysis. The role of rating agencies is arguably important as this type of 

evaluation has a qualitative and subjective characteristic. (Billio et al., 2021) 

In the Nordics, the SRI market is biggest in Norway and smallest in Finland. However, 

the SRI is rather new concept in Finland and in Norway and Sweden it has been in the 

focus much longer. In Norway SRI is focused on norm- and value-based investments 

whereas in Sweden the spectrum of SRI is larger than that. In Denmark the focus is in 

integrating simple screening strategies while in Finland the key actors are institutional 

investors. Thus, there are regional differences in SRI in the Nordic countries. 

Furthermore, cultural values influence the investors preferences to take into account 

environmental, social and governance issues in companies’ operations. In addition, the 

demand for SRI can expand when there is economic development (especially in wealth 

and capital). (Scholtens & Sievanen, 2013) 
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As regulation regarding ESG matters has increased and investors consciousness of 

social responsibility is expanding, ESG investing strategies have become a popular area 

of interest also for researchers (Auer & Schuhmacher, 2016). The association whether 

ESG investing provides abnormal returns have been studied to an increasing extent. It 

has been studied that ESG investing strategy’s outcome is influenced by the industry 

and geographical area and the integrated ESG criteria (Auer & Schuhmacher, 2016). 

Many studies have resulted in not finding evidence of ESG stocks outperforming non-

ESG stocks (Auer & Shuhmacher, 2016; Halbritter & Dorfleitner, 2015; Landi & 

Sciarelli, 2019; Mollet and Ziegler, 2014; Bodhanwala & Bodhanwala, 2019). Similarly, 

no such correlation findings of ESG stocks increasing positive performance were found 

in the studies.  

Furthermore, it has been noted that some firms do not devote to reporting on ESG or 

CSR matters and that these firms do not see ethical matters beneficial for creating value 

for their reputation in the long run even though they would have money to invest in it 

(Landi & Sciarelli, 2019). In this study it was also pointed out that large investments in 

ESG and CSR matters will not reward the company with good returns. Instead, it 

means a loss of money in the long term. Additionally, it was revealed that expanding 

the information of negative results from ESG and CSR reporting and investments could 

be harmful and lead to a reduction of such voluntary based activities made by 

corporations, which could have a negative impact on social welfare. (Oberndorfer, 

Schmidt, Wagner & Ziegler, 2013) 

On the contrary, a positive association between ESG stock performance and abnormal 

returns was found also in many studies (Friede, Busch & Bassen, 2015; Khan, 2019; 

Mollet, Arx, Ilic, 2013). The popularity of ESG investing within millennials is a 

consequence of that millennials are more conscious of sustainability and societal issues 

as well as macro-economic trends (Bodhanwala & Bodhanwala, 2019). Furthermore, it 

has been suggested that investors are willing to pay a higher price for making socially 

responsible choices when picking stocks to invest in from certain industries when 

applying certain ESG factors (Auer & Shuhmacher, 2016).  

Thus, it can be concluded that investors highly value ESG activities in the European 

markets. There have been findings that ESG activities lead to higher market valuations. 

On the other hand, in the US, Japan and Australia cost on ESG activities have a neutral 

influence on company valuation, which can be seen as good result for management 

wanting to implement ESG objectives into their decision process in favour of 



 

 

23 

stakeholders and investors in turn wishing to shift their investments towards the more 

socially responsible and sustainable companies. (Bird, Momenté & Reggiani, 2012) 

It has been noticed that the trading volume is significantly lower for firms that do not 

have ESG scores available (Zumente & Lace, 2021). This confirms the negative liquidity 

effect caused by the lack of ESG score. Broasdstock et al. (2021) studied trading 

volatility of low and high rated ESG companies and even though the trading volume 

slightly rose in both classes, they found out that during the pandemic higher rated ESG 

stocks trading volume was relatively more resilient in the pandemic period which 

suggests that investors are more patient and were not selling their stocks to avoid losses 

when the market got turbulent. Thus, this can be evidence of higher rated ESG stocks 

are less risky than their lower rated peers and that investors interpret that ESG 

performance is linked to improved future stock performance. In a study which 

investigated how the trading volume changes with regards to different ESG news 

announcements, it was found out that in case of bad ESG news announcement the 

there was a clear increase in abnormal trading volume (Cui & Doherty, 2020). In the 

case of positive ESG news announcement the increase in abnormal trading volume was 

small. The reaction of abnormal trading volume is emphasized with smaller stocks. In 

addition, leaks of bad ESG news days before the real announcement indicated that the 

abnormal trading volume increased already in advance before the real announcement. 

Furthermore, the investors growing interest in sustainability factors has led to positive 

price pressure on stock that have high-rated ESG performance (Gibson, Krueger & 

Mitali, 2020). This is consistent with the fact that the sustainable investing has grown 

fast over the past decade and more institutions are integrating sustainable investing 

approaches. Gibson, Krueger and Mitali (2020) provided also evidence that the price 

pressure has grown on higher rated ESG stocks in recent years. They also question 

whether the ESG stocks will underperform within the next few years due to high rated 

ESG stocks are already traded at a premium nowadays. 
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3 VALUE RELEVANCE 

The concept of value relevance is not new in the literature (Amir, Harris, & Venuti, 

1993). In current literature an accounting amount is described as value relevant if the 

number has predictable correlations with equity market values (Barth, Beaver & 

Landsman, 2001). The main purpose of producing value relevancy tests is to broaden 

the expertise regarding the importance and reliability of accounting amounts as 

influenced in equity values (Barth et al., 2001). If these two have an association, equity 

values reflect an accounting amount (Barth et al., 2001). 

The value relevance analysis has mainly focused on accounting variables (Aureli et al., 

2020). However, Barth & McNichols (1994) studied non-financial variables value 

relevance already in the 1990s. Thus, after their research the value relevance literature 

has investigated further whether ESG information provides information to the market 

apart from what is provided by traditional financial statements (Moneva & Cuellar, 

2009). Furthermore, other studies as well have investigated whether non-accounting 

variables have an impact on stock prices (Amir & Lev, 1996) and thus, it is evidential 

that accounting information is not the only factor having an impact on firm value 

(Aureli et al., 2020). Thus, the value relevance of non-accounting variables is a relevant 

topic in academic discussion. Other value relevance studies have focused on 

investigating environmental performance and other studies social and responsibility 

reporting.  

The most principally used valuation model in value relevance research is the model 

developed by Ohlsson in 1995 (Saha & Bose, 2017). However, as disclosing non-

financial information is mostly voluntary based there are some difficulties in testing 

market reactions properly. Beside Ohlsson model, some studies use event study 

analysis to evaluate whether financial and non-financial amounts are value relevant 

(Aureli et al., 2020). However, there are also other techniques used to investigate the 

value relevance of non-financial information. 

Nowadays the financial market is strongly led by sustainability trends (Zumente & 

Lāce, 2021). ESG issues are considered as material if they influence a firm’s financial 

performance and thus, shareholder value (Khan, 2019). Thus, it can be said that the 

ESG reports can be recognized as material for investors who are more likely to consider 

non-financial information (Aureli et al., 2020). The expanding importance of 

environmental issues for economic decision-making and the existence of SRI investors 
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have led to the significant peak in demand for environmental information. 

Furthermore, there are large amounts of environmental, social and governance 

information from different sources available and internal as well as external 

measurements for each dimension to evaluate the performance. This can lead to 

difficulties in decision making for managers and investors. However, lately it has been 

suggested that reporting on environmental, social and governance matters enhance 

investor decision making as the ESG performance can have a direct impact to financial 

performance. (Moneva & Cuellar, 2009) 

The value relevance research focusing on ESG matters has some limitations as some 

studies take into account only environmental aspects and others concentrate more on 

socially responsible matters. Furthermore, the results of the studies have some 

variation also, but more recent studies assessing whether ESG factors have an impact 

on market value have captured a positive impact. The latest research and the relevant 

findings in the field of ESG factors value relevance will be discussed further in the 

literature review section of this paper. 

Amir and Lev (1996) investigated the telecommunications industry and value relevance 

of non-financial information and found out that stand-alone financial information 

(cash flows, earnings, book values) were broadly irrelevant for valuation purposes of 

the telecommunication firms. Their findings indicate that when the financial and non-

financial information are connected and after some adjustments are done for the 

excessive expensing of intangibles, some of the non-financial variables are highly 

relevant and significant for explaining stock prices. Thus, the findings indicate that the 

non-financial information complement the financial information and demonstrates 

that the traditional focus on only financial information is too restrictive and can lead to 

unjustified outcomes. Furthermore, they indicated that clearer separation in between 

regular expenses and costs which can potentially improve future cash flows would be 

helpful for investors in valuations of telecommunication companies. Thus, they 

concluded that the financial reporting was inadequate as the reports did not provide all 

relevant information.  

3.1 Value creation in conventional framework 

Firms are expected to drive decisions for achieving better operating performance and 

grow the potential cash flows as much as possible. Thus, it can be said that firm value is 

an economic measure of the whole business to be diversified to shareholders and debt 
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holders. As the success of receiving future cash flows cannot be anticipated beforehand, 

valuation has also risk components. Consequently, a firm’s cash flow, which is 

contingent by the operational performance, and the unpredictability of the future cash 

flows (i.e. the discount rate), are the two components in the value equation.  Four value 

drivers have been identified for the value equation (Damodaran, 2013; Cornell & 

Damodaran, 2020): 

i. The growth in revenue 

ii. The profitability of the business, measured by the operating profit margin 

iii. The investment efficiency, measured by the need of reinvestment to 

generate growth in future revenues 

iv. The risk perspective – risk of failure and higher cost of capital leading to 

lower valuation 

3.2 Approaches to valuation 

There are also other ways to examine value relevance. The discounted cash flow 

valuation, equity valuation and firm valuation are presented in this section. 

Furthermore, it is discussed how the DCF model is linked in measuring the ESG 

factors’ value relevance.  

The discounted cash flow valuation is one of the three ways to approach valuation and 

most other valuations are built on the foundation of discounted cash flow valuation. 

Thus, it is important to understand the fundamentals of this approach in order to 

analyze and use other valuation approaches. The discounted cash flow valuation has 

the basis in the present value rule in which the value of any asset is the present value of 

expected future cash flows on it. The cash flows can vary from asset to asset: dividend 

for stocks, coupons and the face value for bonds and the after-tax cash flows for a real 

project. The discount rate demonstrates the riskiness of the estimated cash flows. The 

value of a business can be calculated from the expected cash flows it can generate over 

time, discounted back at a “risk adjusted” discount rate (1. Discounted cash flow model) 

(Cornell & Damodaran, 2020). (Damodaran, 2013) 
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1. Discounted cash flow model 

𝑉𝑎𝑙𝑢𝑒 =  ∑
𝐶𝐹𝑡

(1 + 𝑟)𝑡

𝑡=𝑛

𝑡=1

 

where n is life of the asset, CFt is cash flow in period t and r is discount rate reflecting 

the riskiness of the estimated cash flows. There are two ways to approach to value a 

business: equity valuation and firm valuation. In the equity valuation model (2. Value 

of equity model) the equity stake in the business is valuated only and in the firm 

valuation the entire business is valuated. Both of the valuation approaches use the 

discounted cash flow model. However, the relevant discount rates and cash flows are 

different in each approach. (Damodaran, 2013) 

2. Value of equity model 

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦 =  ∑
𝐶𝐹 𝑡𝑜 𝑒𝑞𝑢𝑖𝑡𝑦𝑡

(1 + 𝑘𝑒)𝑡

𝑡=𝑛

𝑡=1

 

where n is life of the asset, CF to equityt is expected cash flows to equity in period t and 

ke is cost of equity. The value of equity acquired by discounting the expected cash flows 

to equity at the cost of equity. In dividend discount model of equity valuation, the value 

of equity is the present value of expected future dividends. In firm valuation approach, 

the firm value is acquired by discounting expected cash flows to the firm at the 

weighted average cost of capital (WACC) (3. Value of firm model) (Damodaran, 2013) 

3. Value of firm model  

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑓𝑖𝑟𝑚 =  ∑
𝐶𝐹 𝑡𝑜 𝑓𝑖𝑟𝑚𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

𝑡=𝑛

𝑡=1

 

where n is life of the asset, CF to firm is expected cash flow to firm in the period t and 

WACC is weighted average cost of capital. Even though these models adopt different 

definitions of cash flow and discount rates, these all generate accurate and consistent 

estimates of equity value when assumptions are consistent in the valuation. However, 
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one key error to avoid is conflicting (non-matching) cash flows and discount rates as 

discounting cash flows to equity at the cost of capital leads to ascending biased results 

of the estimate of equity value and descending biased result will be obtained from 

discounting cash flows to the firm at the cost of equity. (Damodaran, 2013)  

A study by Gregory, Tharyan, and Whittaker (2014) demonstrates the use of the 

discounted cash flow (DCF) model framework, which illustrates the firm value as the 

sum of future cash flows discounted at the cost of capital, as breaking down the impact 

of a firm’s ESG performance on equity valuations including risk, cash flows and cost of 

capital. They also highlight that it is important to separate the systematic and 

idiosyncratic risk of equities. They describe that systematic risk has a macroeconomic 

nature and illustrates the general market risk to which all firms are exposed to, e.g. the 

risk of shocks in commodity prices, inflation rates or interest rates. Furthermore, 

industrywide issues are included in the systematic risk which are regulatory changes, 

development in technologies and stranded assets. On the contrary, firm specific risk is 

precise to a firm. The separation between these two is highly important in order to 

analyze the influence of ESG attributes on firm valuation as investors typically exclude 

firm-specific risk. Thus, shareholders’ required rate of return is determined entirely by 

the systematic risk component as the compensation for the risk. Therefore, systematic 

risk is seized by the cost of capital (which is the denominator in the DCF model), while 

the firm specific risk is related to the numerator in the DCF model, which is future cash 

flows. (Giese et al., 2019) 

3.3 Value creation in a sustainability framework 

An article by Giese, Lee, Melas, Nagy and Nishikawa (2019) introduced the process of 

value-creation with three risk channels: cash flow, idiosyncratic risk and valuation. The 

supporters of the value creation theory suggest that ESG matters are in a key role in 

impacting the performance of a company and idiosyncratic risk. The company-specific 

risk profile includes the cash flow transmission channel and the idiosyncratic risk 

channel. (Giese et al., 2019) 

With regards to the cash flow transmission channel firms with improved and above-

average ESG performance are seen as more competitive than their counterparts. It has 

been noted that this can be the product of better resource utilization, improved human 

capital development and enhanced innovation management. Thus, firms with higher 

ESG scores are able to turn the advantage to achieve higher returns, which in turn leads 
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to improved profitability. Furthermore, improved profitability on the other hand 

generates ultimately in higher dividends. Furthermore, it is argued by Gregory, 

Tharyan, and Whittaker (2014) that socially responsible firms enjoy also higher loyalty 

of customers and better buying probability. (Giese et al., 2019) The Figure 1 below 

demonstrates the summary of the cash flow channel: 

Figure 1 Cash flow channel (Giese et al., 2019) 

 

The next company-specific transmission channel, the idiosyncratic risk channel, 

correlates with how the firms with higher ESG scores manage their operational risks 

and business. The higher ESG-rated firms have generally been noted for their lower 

idiosyncratic tail risk. Furthermore, it is summarized that firms with strong ESG profile 

generally have improved risk management and compliance standards throughout the 

firm including the supply chain management. Thus, the improved risk control is related 

to the fact that such firms do not suffer that often from serious infringements such as 

fraud, corruption, embezzlement or litigation cases. These aforementioned incidents 

can have severe impact on the company value and thus, the stock price. Some 

academics have named this effect as a protection that is like an insurance for the 

company value against negative incidents (Oikonomou, Brooks, & Pavelin, 2012). 

Furthermore, bad ESG incidents can lead to bad reputation, sanctions, costs and losses 

in sales. Consequently, such negative externalities can also influence the cash flow 

channel. To conclude, it is considered that firms investing in ESG are better at 

mitigating operational risks, i.e. less risky in terms of lower idiosyncratic tail risk 

(Figure 2). 

Figure 2 Idiosyncratic risk channel (Giese et al., 2019) 
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Lastly, it is suggested that firms with higher ESG scores enjoy higher company 

valuations following the transmission process (Figure 3). Thus, high-rated ESG firms 

are less prone to the systematic market shocks and thus, have lower systematic risk. 

For instance, in industries where the companies are less prone to the changes in energy 

prices than their less-efficient peers, hence their stock price usually indicates less 

systematic market risk due to these risk factors (Eccles, Ioannou, and Serafeim, 2014; 

Gregory, Tharyan, and Whittaker, 2014). Furthermore, in the capital asset pricing 

model (CAPM) model framework, the beta of the firm has key objectives: the 

systematic risk exposure of a company is measured by the beta (lower beta is 

correlating to lower systematic risk) and it shifts the risk premium into the required 

rate of return for the specific firm. Thus, lower systematic risk is equal to lower value 

for beta of the firm’s equity, and therefore the investors ask for lower rate of return. 

Ultimately, this leads to a lower cost of capital for the firm. Furthermore, it has been 

detected that firms with higher ESG scores have less-volatile earnings and less 

systematic volatility, which in turn is in line with the lower systematic risk exposure. In 

addition, the study conducted resulted showing that high ESG -rated firms had higher 

valuations also in terms of both book-to-price and earnings-to-price ratios. (Giese et 

al., 2019) 

Figure 3 Valuation channel (Giese et al., 2019)  

 

Moreover, in a discounted cash flow model framework, a lower cost of capital in turn 

leads to higher firm valuation. Additionally, Hong and Kacperczyk (2009) introduce 

that the higher company values could be also explained by the relative size of the 

investor base. Therefore, it is argued that firms with lower ESG scores have scarce 

investor base due to the fact that many investors favour socially responsible firms. In 

addition, it is noted that generally the information asymmetry is lower for firms with 

high ESG profile due to transparency and risk management practices. Furthermore, El 

Ghoul, Guedhami, Kwok & Mishra (2011) introduced an opinion that a company’s 

position to negotiate financing with better terms is significantly improved. Overall, it 

can be said that the strongest evidence of ESG value creation is probably the systematic 
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risk channel due to the benefits acquired from better access to capital and financing. 

(Giese et al., 2019) 

3.4 Concrete example of ESG factors value creation 

Despite the recent discussions and research papers promoting that investing ESG 

initiatives can enhance company valuation and profitability, there is still debate over 

whether such initiatives can consistently improve company performance. First reason 

behind this debate is that such impacts are quite challenging to measure and the 

second is that ESG initiatives require often large investments and success in strategy. 

However, based on the general consensus and evidence it can be summarized that 

companies investing in ESG matters are considered to be less risky than their 

counterparts, the reduced risk lowers the cost of capital and the capital markets 

positive impact which can be shown as a lower cost of debt and equity (Cornell & 

Damodaran, 2020). Figure 4 below introduces the conventional value enhancement 

theory where all three value creation channels influence positively firm value in a 

sustainability framework; at first the cash flow channel increased revenues affect 

margins and efficiency, then idiosyncratic channel presents a decreased risk for failure, 

lastly valuation channel affirms a lower cost of debt and equity (Cornell & Damodaran, 

2020).  

 

Figure 4 ESG factors value creation process (Cornell & Damodaran, 2020) 
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4 ESG FACTORS, FINANCIAL PERFORMANCE AND VALUE 
CREATION 

It has been a long debate in academic discussion whether ESG matters and activities 

have any influence of companies’ financial performance and shareholder value 

creation. For instance, one view has been supporting the notion that maximizing 

shareholder value is companies’ only goal. Another viewpoint supports the notion that 

companies should be responsible to general public and stakeholders. Furthermore, 

other studies support the view that well-governed companies are able to maintain both 

high socially responsible performance and maximize shareholder value. Nonetheless, 

conflicting viewpoints suggest that companies’ function is to generate profits and ESG 

activities are seen as an obstacle for the profit maximizing purpose. There have been 

many empirical studies that have found negative and positive impact of ESG activities 

on companies’ financial performance. (Broadstock et al., 2020) 

Successful CSR and ESG activities should support the proposition of alignment with 

good overall governance, which is a core principle of sustainable and strong business 

model competent to perform and deliver long-term financial performance. However, 

good ESG performance requires companies to pay for engaging in new activities to 

form and maintain their CSR image and some of the investments generates intangible 

returns. Analyzing the long-term the value proposition for investors and stakeholders 

might be difficult if CSR expenses are material and CSR returns are intangible. 

(Broadstock et al., 2020) 

While ESG and CSR matters are integrated into company processes into an increasing 

extent, such activities can help to decrease costs and improve the financial performance 

(Rossi et al., 2021). On the other hand, some argue that this is made at the expense of 

the stakeholders and that costs exceed the generated benefits (Moser & Martin, 2012). 

Furthermore, it is noted that firms with better financial performance have more budget 

to invest and improve their ESG performance (De Lucia, Pazienza & Bartlett, 2020). 

However, the importance of ESG disclosure is perceived and companies have noticed 

that ESG factors can compose risks to businesses and have an impact to companies’ 

financial performance and profitability (Zhao et al, 2018). In addition, it is stated that 

companies ESG performance and ESG reporting overall is positively valued and that 

integrated ESG reporting is more valued than standalone reporting of ESG matters 

(Mervelskemper & Streit, 2017). 
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4.1 Environmental factor 

The effects of businesses to our planet and environment have been topical subject 

lately. Further to the environmental aspect of economics, it has been introduced that 

companies investing in more greener processes would be able to use resources more 

efficiently from an economical perspective. This can be achieved from generating less 

pollution and waste, using less recourses and having less employees. Resource 

utilization is seen as a way to improve overall organizational effectiveness.  

Furthermore, previous studies have found out that investments in cleaner technologies 

have had a correlation to higher profit growth levels. In addition, pollution reduction 

activities have correlated positively to multiple performance measurement when 

researchers have used accounting-based dependent variables. The findings of previous 

studies strongly support a significant relationship between economic and 

environmental performance, especially when taking into consideration the industry 

growth’s moderating role. (Sharfman & Fernando, 2008) 

Furthermore, positive environmental publicity has been linked to increase in market 

value and an opposing impact is found when firms receive negative environmental 

publicity (Sharfman & Fernando, 2008). It is also argued that energy efficiency plays a 

crucial role for companies that have growth and development potential and pressure 

from the markets (De Lucia, Pazienza & Bartlett, 2020). Activities for improving energy 

efficiency are also seen increasing the financial performance of the company by 

increasing productivity and lowering the payback periods of investments (Bunse, 

Vodicka, Schönsleben, Brülhart, & Ernst, 2011).  

On the other hand, the financial performance of companies can in turn have an impact 

the environmental initiatives and strategies and finally the budget of ESG practices and 

performance. Firms with better financial performance are able to allocate more funds 

to environmental investments (De Lucia et al., 2020). However, short term 

environmental strategies in logistic practices with enormous investments do not seem 

to have an impact on financial performance (De Lucia et al., 2020). In contrary, in 

another study a positive link was found between financial performance and 

environmental policies and initiatives such as green building, sustainable packaging 

and supply chain management (Xie, Nozawa, Yagi, Fujii, & Managi, 2019). 



 

 

34 

4.2 Social factor 

Social capital, i.e. how the firm’s management and owners are connected with each 

other and other stakeholders, is an important factor. Social initiatives can improve the 

abilities of the management team and the company’s potential to hire competent 

employees (Fatemi et al., 2018). Furthermore, diversity, social inclusion and 

opportunity reports can be considered as intangible assets and good indicators from 

which investors can receive further information and companies can improve their 

ability to provide stock liquidity with new equity offers (De Lucia et al., 2020). In 

addition, positive relationships with stakeholders can promote higher firm value 

through ESG activities (Aouadi & Marsat, 2018). Additionally, firms making more 

profits have better capability to help the society and more frequently contribute to 

social welfare (Lee & Hu, 2018). 

There are studies that have shown a positive association between firm reputation and 

financial performance. Furthermore, firm performance is dependent on its reputation 

and careful strategies can be used to enhance firm reputation (Lee & Hu, 2018). From 

consumers’ perspective, firms with good reputation are seen as less risky than their 

counterparts even when their financial performance would be similar (Lee & Hu, 2018). 

Furthermore, investors connect good social and environmental performance with 

companies’ ability to control risk (Lo & Kwan, 2017). 

Beside improving firm reputation, ESG factors are often compared to an advertising 

campaign due to its benefits like reducing reputational risks. Thus, ESG factors can be 

seen as a strategic product that improves revenues for firms which adopt ESG factors 

quicker than their counterparts. It should be noted that bad reputational news can 

affect the market value of a firm severely or lead a strong company to a crisis. 

Therefore, companies should not take lightly the effects of the social impacts to the 

stakeholders. (Ionescu et al., 2019) 

In order to understand ESG reporting and its impact on financial performance and 

company valuation the motives of such reporting should be recognized. With regards to 

voluntary disclosure theory, it is argued that company’s ESG reporting practices are 

predicted by their ESG engagement. Thus, companies that have a good ESG 

performance tend to report broadly regarding their ESG initiatives while companies 

with negative ESG performance tend to report minimally. According to this theory 

firms try to avoid the consequences of adverse selection and differentiate themselves 
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from poorer counterparts. Thus, this framework is supported as research indicates that 

good ESG performance leads to improved publicity and better firm value. (Fatemi et 

al., 2018.) 

ESG ratings have been considered to represent a company’s social responsibility well 

and how good companies are treating their stakeholders, their influence on 

environment and how the companies are governed (Signori, San-Jose, Retolaza & 

Rusconi, 2021). In the stakeholder theory the managers of a responsible firm should 

take into account all stakeholders when decisions regarding investments are made, not 

only the shareholders (Ionescu et al., 2019). This theory is backing a positive 

relationship between financial and social performance of a firm. There are many 

studies made regarding the relationship between social and financial performance and 

many studies show a positive relationship and that a good relationship with 

stakeholders enhance the intangible value of a firm. However, there are some studies 

that have not identified a positive relationship between social and financial 

performance. 

4.3 Governance factor 

Good corporate governance is associated with better firm valuation and seen as a driver 

of value (Aouadi & Marsat, 2018). Furthermore, corporate governance is closely 

connected with management quality (van Duuren et al, 2016) and is in an important 

role when it comes to improving corporate accountability, building reputation and 

providing valuable information to investors decision-making process (Rossi et al., 

2021). Well-designed corporate governance systems provide a better alignment of 

managers’ incentives with those of stakeholders (Jo & Harjoto, 2011). Thus, companies 

with effective corporate governance should pay more attention on value maximization 

(Jo & Harjoto, 2011). 

Many studies have identified a strong relationship between firm value and corporate 

governance and that better corporate governance is strongly associated with higher 

firm valuation (Lueg & Pesheva, 2021). Additionally, ESG factors have been detected to 

diminish systematic risk and on the other hand ESG concerns have been associated 

with increased systematic risk (Lueg & Pesheva, 2021). For instance, in a study 

investigating a positive association between firms’ sustainability practices and total 

shareholder returns it was noted that especially disclosures on governance practices 

increase shareholder value (Lueg & Pesheva, 2021). In a study concerning corporate 
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governance ratings the findings indicate that improvements in corporate governance is 

affecting the valuation of a company significantly (Morey, Gottesman, Baker & 

Godridge, 2009). 

4.4 Cost of capital and cost of equity 

In a study made by Dhaliwal, Li, Tsang and Yang (2011) found evidence that initiating 

CSR disclosures are linked to lower cost of equity capital. Furthermore, Raimo, de 

Nuccio, Giakoumelou, Petruzzella and Vitolla (2020) found similar results that increase 

in ESG reporting is linked to lower cost of capital and thus, improves companies access 

to financing. Also, Chouaibi, Rossi & Zouari (2021) indicated similar results that CSR 

reports decrease the cost of equity and they suggest that the findings are explained by 

the growing importance of such information for investment decision process.  

In addition, improving environmental risk management could reduce market’s risk 

perception of the company. In turn, the better perception could lead to financial market 

to be able to accept lower risk premiums on equity or lets the company to obtain higher 

levels of leverage (Sharfman & Fernando, 2008). The decreased cost of capital by the 

cause of lower perceived riskiness of its cash flows due to environmental risk 

management can be separated from increased cash flows from greater revenues and 

reduced costs due to enhanced resource utilization through increased environmental 

performance (Sharfman & Fernando, 2008). Thus, environmental risk management 

lower the risks of the business and lower cost of capital means lower volatility of future 

cash flows. Thus, these effects can increase the valuation of the company.  

Moreover, firms investing in ESG activities have been noticed to have lower volatility of 

their stock performance than their counterparts in the same industry, however it 

should be noted that ESG factors’ influence in each industry is different.  (Ashwin 

Kumar, Smith, Badis, Wang, Ambrosy & Tavares, 2016) 

Risk management theory suggests that even in crisis situations firm’s high ESG rating 

can protect the company from suffering severe consequences by generating positive 

moral capital from different stakeholders and this leads to stakeholders’ positive 

attitude and loyalty towards the firm. Thus, improved risk management can lead to less 

volatile future cash flows and thereby improve company valuation. (Sassen, Hinze & 

Hardeck, 2016) 
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Decreased cost of capital has been identified for firms with higher ESG ratings. It is 

usually noted that improved corporate governance, risk management and strategic 

planning of high rated firms explain the decrease. Thus, the cost of capital is in an 

important role for the company and its financing. Companies have lower interest for 

investments when their cost of equity is higher as the expected returns from the 

investment have should be high and this reduces the amount of projects they can take. 

Furthermore, the quality of the disclosure is meaningful when determining its impact 

on cost of equity. Thus, by improving quality of disclosure, the negative link to the cost 

of equity will be more significant. In addition, high quality disclosures lower the cost of 

capital by decreasing information asymmetry. High quality disclosures are significantly 

linked to cash flows and cost of capital. (Plumlee et al., 2015) 

4.5 Green loans and cost of debt 

Green loans have received attention worldwide recently due to increase in compelling 

environmental harms. Green loans are a special financing model supporting clean and 

green production. It has been studied that green loan subsidy offered by governments 

could decrease emissions and devote more sustainable development. However, green 

loan subsidies improve the intentions for innovation in companies but on the other 

hand innovation risks will arise. Hence, these subsidies and green loans provided by 

banks can lower the loan costs, i.e. the cost of debt, for companies and leaves more 

funds and capital for executing environmental innovations. However, innovations are 

often related to high investments and risk, companies can agonize whether the 

investment provides better returns. Therefore, it is important to support green 

innovations with low interest rate loans and government subsidies for greener projects. 

(Li, Liao, Wang & Huang, 2018) 

Further studies have also addressed the positive correlation between innovation and 

loans of companies (Nanda & Nicholas, 2014). In addition, it was highlighted that that 

financial development could decrease the carbon dioxide emissions by considering the 

roles of financial markets in renewable energy. Through green innovation, companies 

can achieve both excess earnings and improved company image by showing off the 

social responsibility (Lee & Kim, 2011; Ghisetti & Rennings, 2014). Several studies 

demonstrate that green innovation can enhance financial performance positively 

(Singh, Chakraborty & Roy, 2016; Bresciani & Ferrari, 2016). Additionally, some other 

studies have also detected that firms publishing ESG information and high ESG 
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performance are linked to lower cost of debt (Ng & Rezaee, 2012; Eliwa, Aboud & 

Saleh, 2021). 

4.6 Profitability and abnormal returns 

Companies with good environmental risk management often have higher market values 

and low pollution rate companies have recorded abnormal returns (Sharfman & 

Fernando, 2008). Furthermore, it should be noted that firms with high ESG ratings 

have more competitiveness and can achieve higher returns and higher profitability 

(Ionescu et. al., 2019). Moreover, firms with higher ESG ratings have been detected 

being better managing company-specific business and thus having decreased chance 

for operational risks (Ionescu et. al., 2019). Thus, it can be said that corporate 

governance plays an important role in value creation and explaining future company 

stock returns and risk. 

Companies investing in social capital and social responsibility towards employees have 

been found that stock market reacts to this positively. Smaller firms with high job 

growth rate, low employee turnover, positive stock market performance and high betas 

have recorded to have higher sales and gross profit margins than their counterparts. 

Thus, social responsibility has a significant positive link to financial performance. 

Furthermore, positive correlations were found in other studies as well. (Busch & Friede, 

2018; Rivera, Muñoz & Moneva, 2017; Ahmed, Nanda & Schnusenberg, 2010) 

4.7 Impact on ROA and ROE 

It has been noted in research that sustainable development policy and diversity and 

opportunity policy affected ROA and ROE positively (De Lucia et al., 2020). 

Furthermore, a European study found that the environmental disclosure found positive 

impacts on ROA and Tobin’s Q (Buallay, 2019). Furthermore, research findings show 

that water and energy efficiency have a positive impact on ROA and generates higher 

returns (De Lucia, Pazienza & Bartlett, 2020). Similar findings have been concluded 

when studied environmental innovation strategies and a significant positive impact was 

found on ROA and ROE (Lin, Cheah, Azali, Ho & Yip, 2019). 

There have been also studies examining corporate governance and its impact on ROA 

and ROE (Alareeni & Hamdan, 2020). The findings show that corporate governance 

disclosures have a positive impact on ROA and Tobin’s Q, and negative impact on ROE 

(Alareeni & Hamdan, 2020). Most notably ESG, CSR and corporate governance 
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practices are detected to be higher with companies who have high assets and high 

financial leverage (Alareeni & Hamdan, 2020). Furthermore, it was noted that the 

higher level of ESG practices were and the better the corporate disclosure was, the 

higher were ROA and ROE (Alareeni & Hamdan, 2020). On the other hand, in another 

study concerning the European banking industry corporate governance disclosure was 

detected to negatively affect the ROA and ROE and furthermore positively affecting the 

Tobin’s Q (Bullay, 2019). 

Firm reputation also plays a role in value creation. Furthermore, social and 

environmental activities can improve reputation of the company and strengthen the 

cooperation with its stakeholders (Fatemi et al., 2018). Firms enjoying rather high 

reputation often have higher sales growth and better return on assets (ROA) (Lee & Hu, 

2018). Furthermore, researchers have found that the average board tenure had a 

positive implication on the ROA (+12%–17%). Thus, it can be said that investors are 

appreciative of knowledge and expertise gained by the board representatives in the long 

run and increase their trust towards the board provided the stability of the company’s 

governance. (De Lucia et al., 2020) 

Additionally, agency theorists propose that poor governance (i.e., interest alignment 

and control) is leading the company to decisions which diminish value, such as 

financial diversification (Castañer & Kavadis, 2013). Furthermore, poor governance can 

be linked to higher market risk.  A positive correlation was found between good 

corporate governance and market value (Gompers, Ishii & Metrick, 2003) and in 

contrary, a negative correlation was found between governance standards and ROE and 

net profit margin when analyzing firm performance and value (Bauer, Günster & Otten, 

2004).  

4.8 Impact on market value 

As ESG matters have become more popular, the discussion of value relevance of ESG 

factors have become an area of interest for both investors and academics. Fatemi et al. 

(2018) found that ESG strengths do influence the market value by increasing it while 

ESG concerns decrease firm value. On the contrary Plumlee et al. (2015) did not find an 

association between ESG disclosure and firm value. However, their findings show an 

association between high quality ESG disclosure and cash flows and cost of capital. 

Mervelskemper and Streit’s (2017) findings are similar to Fatemi et al. that ESG report 

correlates to higher value relevance. Furthermore, Ionescu et al. (2019) studied travel 
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and tourism industry and found a positive association and their results support the 

value creation theory. In addition, their findings indicate that governance factor has the 

most important effect on market value regardless of geographical location.  

Yoon, Lee & Byun (2018) studied emerging markets and more specifically Korean 

market. They found a significant positive association between firms’ ESG practices and 

market value. They also pointed out that firm characteristics can affect share prices and 

those can vary, however, the effect of value creation is lower in sensitive industries than 

for companies which are not included in sensitive industries. It is also interesting that 

they indicated that corporate governance influences negatively company value of 

environmentally sensitive companies. According to Budsaratragoon and Jitmaneeroj 

(2021) who studied also Asian emerging markets, they noted that companies that focus 

on one ESG dimension only or the weighted overall score, underestimate the value 

relevance of corporate sustainability. They state that companies should devote to all 

dimensions of ESG in order to receive synergistic benefits on the stock value. 

Additionally, they found investors valuing ESG matters more when corporate 

performance is weak.  In a Malaysian study Wong, Batten, Ahmad, Mohamed-Arshad, 

Nordin & Adzis (2021) received results of value creation for companies who pursued 

better ESG disclosures.  

Furthermore, Brammer, Brooks & Pavelin (2006) question whether ESG factors have 

any link to market value as they did not find correlation between these two. In addition, 

Horvathova’s (2010) findings show non-significant correlation between market value 

and ESG performance. Furthermore, Murray et al. (2006) studied companies in the UK 

and did not find any evidence of value relevance of ESG reporting. Hassel, Nilsson & 

Nyqvist (2005) studied Swedish companies and found that environmental performance 

has a negative impact on market values.  

On the contrary to the findings of Brammer et al., Horvathova, Murray et al. and Hassel 

et al., Schadewitz & Niskala (2010) studied Finnish companies and found a positive 

correlation between firm value and ESG reporting. Additionally, Cormier & Magnan 

(2007) found a moderate positive impact on market values of German firms but on the 

other hand they did not find any impact on French companies. Semenova, Hassel, and 

Nilsson (2010) presented significant positive association between market values of 

Swedish companies and environmental performance. Furthermore, Signori et al. 

(2021) studied European companies and found a positive association between ESG and 

value added, however, the controlled the results with firm size and noted that the 
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relationship is more linked to firm size than ESG performance. In another European 

study Tampakoudis & Anagnostopoulou (2020) found evidence that better ESG 

performance is positively linked with market value. Furthermore, Miralles‐Quiros, 

Miralles‐Quiros, & Arraiano, (2017) studied also European stock markets and their 

findings indicate that investors highly value ESG information.  

Moneva & Cuellar’s (2009) Spanish study supports the findings of Hassel et al. that 

environmental information can be in link with potential risks and has a negative impact 

on future financial performance. Furthermore, their findings indicate that 

environmental assets are value relevant when mandatory publishing framework is 

used, and it has a positive contribution to equity valuation. They found significant 

differences among high- and low-polluting industries and companies in more sensitive 

industries have a bigger impact in their market value by non-financial and financial 

environmental information. They also noticed that firm size influences the value 

relevance and that larger firms would receive negative harm for publishing broader 

environmental disclosures. Lastly, they suggest that mandatory ESG reporting 

guidelines would increase the value relevance of environmental information and 

market engagement on the ESG activities.  

Similarly to the findings of Yoon et al. (2018), Miralles-Quirós et el. (2018) studied 

Brazilian market and their findings also indicate that environmental practices of 

companies not included in environmentally sensitive industries are positively and 

significantly valued by markets. On the other hand, their findings show that market 

values positively the corporate governance practices of companies included in sensitive 

industries. Their findings also support value enhancing theory over the shareholder 

expense theory. 

Additionally, Lo & Kwan (2017) investigated ESG factors impact on stock values of 

listed companies in Hong Kong and their results show that market has positive reaction 

to ESG initiatives. They also noticed that companies should clearly publish the value 

and returns of the ESG initiatives to investors. Furthermore, investors usually link good 

environmental performance with company’s ability to control risks. The ESG 

disclosures can also enhance investors stock valuation. Thus, if a company is not able to 

present the value created by ESG initiatives to investors, it is difficult to link such 

practices to firm valuation. These findings are consistent and similar with the other 

studies made regarding emerging markets and developing economies, especially in the 
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Asian region (Yoon et al, 2018; Budsaratragoon & Jitmaneeroj, 2021; Wong et al., 

2021). 

A positive correlation was also found in a Japanese study made by Broadstock et al. 

(2020). Their findings correlate with value creation theory in which companies 

investing in ESG policy and practice adoption enhance their innovation initiatives and 

these practices eventually have a positive impact on their market value and financial 

performance. In another international study, Jo & Harjoto (2011) found similar 

evidence of companies ESG engagement and firm value. They found that among the 

ESG dimensions good corporate governance has the biggest positive influence on firm 

value. Willim, Lako & Wendy (2020) studied Indonesian market and found similar 

evidence of corporate governance affecting the firm value positively and significantly. 

However, Oprean-Stan, Oncioiu, Iuga & Stan (2020) states that negative effects on 

financial performance can be reached if firms have inadequate ESG factor 

management. In addition, their findings from investigating European companies did 

not receive evidence that sustainability reporting would be positively linked to market 

performance similarly to the findings of Horvathova (2010) and Murray et al. (2006). 

Furthermore, Cordazzo, Bini & Marzo (2020) studied Italian companies after the EU 

directive related to non-financial information disclosures came in force and they did 

not find any effects of value relevance on non-financial information. On the other hand, 

in an international study made by Aureli et al. (2020) whether ESG information have 

an impact on market values it was found that ESG information seemed to be more 

value relevant after 2013. This is interesting as the EU directive of Non-Financial 

Reporting Directive came into force in 2014. 

4.9 Summary of existing literature 

With regards to the value equation, higher risk and higher cost of capital diminishes 

company value and on the other hand, lower risk and lower cost of capital increases 

value. Thus, from the previous literature it can be noticed that some studies detected 

that high rated ESG performance lower cost of capital and risks related to the business. 

Thus, these outcomes in the DCF model and sustainability framework introduced by 

Giese et el. (2019) and ESG factors value creation process introduced by Cornell & 

Damodaran (2020) would increase the company valuation. Moreover, Firms’ strong 

ESG profile makes them more competitive and in turn it leads to higher profitability 

and dividends. Ultimately, these implications increase company valuation. 
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From the previous literature it can be concluded that investing in ESG has its own 

costs, however, based on the most recent studies it is notable that the benefits exceed 

the costs as firms eventually diminish their risks and improves its performance due to 

ESG integration which lays out the risks and opportunities that a company might 

encounter. It is evident that in the long run it is crucial to have a good reputation and 

relationships with stakeholders which have been detected to enhance the intangible 

value of the firm. Furthermore, the costs of ESG initiatives can be compensated by 

energy efficiency, efficient resource utilization, modifying product packaging, devoting 

to greener building, supply chain and logistics management as well as managing other 

risks of the business.  

Additionally, there are lots of evidence that firms with better ESG performance tend to 

report more widely on their ESG activities and that investors highly value the ESG 

information published by the companies.  Thus, based on the existing research it could 

be assumed that good ESG performance and publicity improves financial performance 

e.g. improved ROA, profitability and profit margins, lower cost of capital and higher 

sales growth have been detected for such firms. The research also presented that 

corporate governance would have the largest impact on market value and financial 

performance and that poor governance can lead to higher market risk and diminish 

value significantly. Even board tenures have been found to affect ROA which indicates 

that investors favor companies that are run smoothly.  

To conclude, it can be noted and identified that there are three theoretical perspectives 

concerning the association between market value and ESG factors. First perspective is 

there is a negative association between these two due to the excess costs formed when 

investing in ESG matters which in turn have a negative impact also on profitability. The 

second view is supporting the notion that there is no association between ESG factors 

and market value due to cost-benefit analysis when making ESG investments and thus 

there is a balance between the costs and benefits of investing in ESG. It has been 

debated whether this relationship is caused by the financial market failing to include 

the value of ESG factors in the pricing system of the assets in full. The third view 

supports the notion that there is a positive relationship between ESG factors and 

market value in terms of efficient resource utilization, better relationships with 

shareholders and overall better corporate governance which all devote to higher market 

valuation. Thus, it can be said that ESG activities can bring direct and indirect benefits 

to a firm and moreover influence the value of the firm positively. (Ionescu et al., 2019) 



 

 

44 

Overall, the previous literature indicates that there are differences whether ESG factors 

impact the market value of a firm. However, more recent research papers however 

show significant positive correlation between ESG factors and firm value as discussed 

in the literature review. However, it is argued that the correlation between ESG 

performance and firm’s market value is difficult to segregate and measure (Porter & 

Kramer, 2011; Eccles, Ioannou, & Serafeim, 2014). Furthermore, some of the 

conclusions are far from unambiguous as some of the research represent (Friede et al., 

2015). Furthermore, it should be noted that many of the studies are concentrated in 

US, European and the recent studies in emerging markets such as Asia and Southern 

America. In addition, the value relevance of ESG factors studies have focused on the 

largest companies, for example US S&P 500 list is significantly used in the research 

(Aureli et al., 2020) and most of the previous studies have investigated the impact of 

voluntary ESG information due to the lack of unified and compulsory global standards 

for ESG reporting (Moneva & Cuellar, 2009).  
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5 METHODOLOGY 

5.1 Hypothesis development 

As presented in the introduction, this study aims to examine whether ESG scores have 

impact on market value. Many studies have found that ESG factors have a positive 

impact on company valuation (Mervelskemper & Streit, 2017; Ionescu et al., 2019; 

Yoon et al., 2018; Schadewitz & Niskala, 2010; Semenova et al., 2010; Signori et al., 

2021; Tampakoudis & Anagnostopoulou, 2020; Miralles‐Quiros et al., 2017; Lo & 

Kwan, 2017; Broadstock et al., 2020). It also notable that many of the studies with 

positive correlation presented on the literature review were based on European 

companies (Schadewitz & Niskala, 2010; Cormier & Magnan, 2007; Semenova et al., 

2010; Signori et al., 2021; Tampakoudis & Anagnostopoulou, 2020; Miralles‐Quiros et 

al., 2017). In addition, previous literature has detected that European companies are 

investing in ESG activities to broader extent and are declaring themselves as carbon 

neutral more than in other continents (Zumente & Lāce, 2021; De Lucia et al., 2020). 

Especially Scandinavia has a higher tendency to disclose ESG data apart from other 

European countries (Zumente & Lāce, 2021). Therefore, the first and second 

hypotheses are composed as follows: 

H1: There is a significant positive correlation between all ESG scores and market 

value. 

H2: H1 holds in each examined country (namely, Denmark, Finland, Norway, and 

Sweden).  

Furthermore, previous studies have not found clear evidence of one pillar score 

affecting more to market value than other pillar scores even though couple of studies 

claim governance score to have the biggest impact. Thus, the third hypothesis is 

composed as follows: 

H3: There are no differences between pillar scores. 

5.2 Variables and regression models 

The study is conducted by using a quantitative research method, more specifically a 

multiple linear regression is used. Many studies regarding value relevance of ESG 

factors have either used a modified Ohlsson (1995) model or event study analysis. 

However, for this study regression models are self-composed. By examining the results 
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of regression models, it can be seen how independent variables will impact on 

dependent variable (market value) and if the impact is statistically significant. In the 

first regression model independent variables are ESG score, assets from previous year, 

liabilities from previous year and earnings. In addition, firm fixed effects () and year 

fixed effects () are taken into account. This model specifically tries to answer the 

hypothesis H1. The first regression model used in this study is presented below: 

 

𝑀𝑉𝐸𝑖𝑡 =  𝛽0  +  𝛽1𝐸𝑆𝐺𝑠𝑐𝑜𝑟𝑒𝑖𝑡  +  𝛽2𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1  +  𝛽3𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠𝑖𝑡−1  +  𝛽4𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑖𝑡   

+  𝛿𝑖  +  𝜇𝑡 +  휀𝑖𝑡 

In the second regression model the overall ESG score is replaced by the three pillar 

scores. The second model will especially seek answer the question which of the three 

pillar scores affects market value the most and the hypothesis H1 and H3. Thus, the 

second regression model is composed as follows: 

𝑀𝑉𝐸𝑖𝑡  =  𝛽0  +  𝛽1𝐸𝑁𝑉𝑠𝑐𝑜𝑟𝑒𝑖𝑡  +  𝛽2𝑆𝑂𝑆𝑠𝑐𝑜𝑟𝑒𝑖𝑡  +  𝛽3𝐺𝑂𝑉𝑠𝑐𝑜𝑟𝑒𝑖𝑡  +  𝛽4𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1  

+  𝛽5𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠𝑖𝑡−1  +  𝛽6𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑖𝑡  +  𝛿𝑖  +  𝜇𝑡 + 휀𝑖𝑡 

Additional regressions are run in order to answer specifically the hypothesis H2. The 

additional regressions answer also to H1 and H3. Models used in these regressions are 

same as the two models above, however, the regressions are run separately for each 

country. These regressions are specifically used to see if there are any differences 

between the countries. 

5.3 Collection of data 

The data sample includes Nordic listed companies and the time period studied is a ten-

year period (2011-2020). The ESG ratings data is retrieved from Refinitiv EIKON 

database (formerly known as Thomson Reuters), which provides ESG scores for firms 

worldwide. The ESG scores collected are the overall ESG score, environmental, social 

and governance score. The ESG scores will represent the changes in the ESG 

performance of sample firms. The financial data used in this study is collected from 

Wharton Research Data Services (WRDS) Compustat. 

Some firms have been excluded from the data sample due to sparse ESG data or 

financial data. In addition, the data sample consists of only listed companies and thus, 

any indexes and funds or other derivatives are discarded as well. Furthermore, the data 

2. 

1. 
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sample includes only companies whose fiscal year is a calendar year, and the market 

value information has been taken according to each year’s last trading day. The data 

sample consists of 273,448 data points including dummy variables (year fixed effects 

and firm fixed effects) and 8,512 datapoints excluding dummy variables. However, 

different models are built along the way all of them do not include the whole data set. 

The data sample consists of 240 Nordic listed companies, from which 29 are listed in 

Finland, 130 in Sweden, 41 in Norway and 40 in Denmark. From these amounts it can 

be said that the company amount for Finnish dataset is rather low in order to receive 

comprehensive results for country-specific regression. Even though data unavailability 

is restricting this study a bit, as a whole there are enough data points so that the models 

can be run and analyzed. 

5.4 Refinitiv Eikon methodology 

Refinitiv (formerly known as Thomson Reuters) has been one of the first rating 

agencies to provide ESG data to investors and has one of the most comprehensive 

databases of ESG information and scoring. Refinitiv has been publishing ratings as of 

2002 and discloses ESG scores covering over 80% of the global market capitalization. It 

has over 11,000 companies included in the database and it includes over 500 firm-level 

ESG indicators and 186 comparable measures, which are unified into 10 categories that 

formulate the three pillar scores as well as the final score reflecting a firm’s ESG 

performance based on publicly reported information. Furthermore, the overall ESG 

score is a proportionate sum of the weightings of different categories and the weighting 

varies per industry for the environmental and social categories. Governance category’s 

weighting remains the same on all industries. The three pillar scores consist of: 

environmental pillar (resource use, emissions, innovation), social pillar (workforce, 

human rights, community, product responsibility) and governance pillar (management, 

shareholders, CSR strategy). (Refinitiv, 2022) 

Moreover, Refinitiv affirms that possible biases in transparency and company size 

related biases minimized in their ESG scoring through their data-driven assessment 

methodology which accounts the most material industry metrics. Every firm is granted 

a score on each of the three pillars in a scale of 0 to 100 based on how well the aspects 

are managed. Lastly, the overall score is formed by the three pillar scores as their 

weighted average sum which reflects the relative importance of each pillar. Thus, the 

scoring methodology’s goal is to consider the most significant and fundamental risks 
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and opportunities for a firm and its industry and how well they are handling the issues. 

(Refinitiv, 2022) 
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6 RESULTS 

6.1 Descriptive statistics 

Different variables that are used in this study and the basic statistics are presented in 

Table 2. These variables mentioned in the Table 2 are used especially when investigated 

the correlation of the variables to each other.  

Furthermore, the market value minimum is 2,768 MEUR, maximum is 110,714,006 

MEUR and mean is 6,660,992 MEUR. Thus, these statistics indicate that the data sample 

includes quite large companies. It can be seen from the Table 2. below that assets’ 

minimum is 4,743 MEUR, maximum is 109,115,044 MEUR and mean is 5,236,825 MEUR. 

Moreover, liabilities minimum is 0,736 MEUR, maximum is 66,946,903 MEUR and mean 

is 2,733,416 MEUR. Thus, there are smaller companies also included, but based on 

average companies are large. With regards to net income minimum is -3,906,250 MEUR, 

maximum is 10,192,367 MEUR and mean is 266,398 MEUR. Based on these numbers it 

can be said that there are loss making firms and profitable firms, however, on average 

the companies included in the data sample are profitable.  

The Table 2 also presents the statistics of the ESG scores used in this study. With 

regards to overall ESG score, ESG score minimum is 2.274, maximum is 94.590 and 

mean is 57.775. Regarding the pillar scores, SOS score minimum is 1.482, maximum is 

96.413 and mean is 61.756; GOV score minimum is 1.344, maximum is 97.868 and mean is 

54.613; ENV score minimum is 0.000, maximum is 97.063 and mean is 54.036. ESG 

scores can vary from 0 to 100 and there is a common consensus that ESG scores under 

50 are considered as poor. ESG scores over 70 are regarded as good or excellent. Thus, 

it can be noticed from the means of the scores that on average the companies in the 

data sample do not have either very good ESG scores nor very bad.  
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Table 2 Descriptive statistics 

  Obs. Min. Max. Mean Std. Dev. 

MVE m€ 1064 2,768 110,714,006 6,660,992 11,339,494 

Assets t-1 m€ 1064 4,743 109,115,044 5,236,825 10,325,689 

Liabilities t-1 m€ 1064 0,736 66,946,903 2,733,416 6,253,097 

Net Income m€ 1064 -3,906,250 10,192,367 266,398 781,471 

ESG score 1064 2.274 94.590 57.775 17.399 

SOS score 1064 1.482 96.413 61.756 20.473 

GOV score 1064 1.344 97.868 54.613 22.283 

ENV score 1064 0.000 97.063 54.036 24.041 

 

6.2 Pearson correlation 

With a first glance through the Pearson correlation table (Table 3), it can be noticed 

that governance score correlates the least from the three pillar scores with the market 

value and the overall ESG score. Net income correlates the most with market value. 

Assets and liabilities are very correlated to each other. Governance score has the least 

correlation to financial numbers and other pillar scores and overall ESG score. All of 

these correlations are statistically significant as P-values are under the level of 0.01. 

Table 3 Pearson correlation 

  

MVE 
m€ 

Assets t-
1 m€ 

Liabilities 
t-1 m€ 

Net 
Income 

m€ 

ESG 
score 

SOS 
score 

GOV 
score 

ENV 
score 

MVE m€ 1 .559** .508** .692** .380** .360** .205** .336** 

Assets t-1 m€ .559** 1 .945** .470** .383** .309** .251** .349** 

Liabilities t-1 
m€ 

.508** .945** 1 .468** .330** .268** .214** .297** 

Net Income 
m€ 

.692** .470** .468** 1 .257** .264** .121** .222** 

ESG score .380** .383** .330** .257** 1 .862** .642** .823** 

SOS score .360** .309** .268** .264** .862** 1 .315** .655** 

GOV score .205** .251** .214** .121** .642** .315** 1 .278** 

ENV score .336** .349** .297** .222** .823** .655** .278** 1 

**. Correlation is significant at the 0.01 level (2-tailed). 
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6.3 Main results 

R-squares in the model 1 and model 2 regressions were between 0.916-0.917. Thus, this 

means that explanatory power is high. Based on the r-squares it seems that the models 

are successful and provide accurate information of the correlations.  

In the Table 4 model 1 used for the whole dataset. Coefficient of ESG score is -0.028. 

However, the result is not statistically significant. Coefficients of assets, liabilities and 

net income are statistically significant. Assets and net income affect the market value 

positively and liabilities negatively. Assets has more influence on the market value than 

net income.  

Table 4 Model 1 results 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients     

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta t Sig. 
Lower 
Bound 

Upper 
Bound 

ESG score -18.339 22.196 -0.028 -0.83 0.409 -61.908 25.231 

Assets t-1 m€ 0.250 0.107 0.227 2.34 0.019 0.040 0.459 

Liabilities t-1 
m€ 

-0.500 0.181 -0.276 -2.76 0.006 -0.855 -0.145 

Net Income 
m€ 
 
 
R2  

 

Obs. 

2.348 
 
 
 

0.916 
 

1064 
 
 

0.226 0.162 10.38 0.000 1.904 2.791 
 
 
 
 
 

Table 4 reports results of the multiple linear regression model 1. In model 1 the dependent variable is market value and 

independents variables are ESG score, assets t-1, liabilities t-1 and net income. Year fixed effects and firm fixed effects 

have been taken into account in this model.  

Table 5 represents results from regression model 2 for the whole dataset. From the 

Table 5 attached below one can see that governance score is statistically significant and 

affects the market value negatively. Other pillar scores are not statistically significant. 

Coefficients for financial numbers are same than in model 1.  
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Table 5 Model 2 results 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients     

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta t Sig. 
Lower 
Bound 

Upper 
Bound 

SOS score 1.634 18.320 0.003 0.09 0.929 -34.326 37.594 

GOV score -34.588 13.138 -0.068 -2.63 0.009 -60.376 -8.799 

ENV score 16.798 17.094 0.036 0.98 0.326 -16.756 50.352 

Assets t-1 m€ 0.235 0.107 0.214 2.20 0.028 0.026 0.444 

Liabilities t-1 
m€ 

-0.477 0.181 -0.263 -2.64 0.008 -0.833 -0.122 

Net Income 
m€ 

2.364 0.226 0.163 10.48 0.000 1.921 2.807 

 
 
R2 

 
Obs. 

 
 

0.917 
 

1064 
 

      

Table 5 reports results of the multiple linear regression model 2. In model 2 the dependent variable is market value and 

independents variables are SOS score, GOV score, ENV score, assets t-1, liabilities t-1 and net income. Year fixed effects 

and firm fixed effects have been taken into account in this model.  

6.4 Country specific results 

In the next part country specific results are presented. Regression models (model 1 and 

model 2) are run separately for each country. 

The Table 6 comprises data for Finland and regression model 1 was used. When the 

countries are separately looked into, from the Finnish companies’ results it seems that 

each of the independent variables are not significant. The model 2 received same kind 

of results than model 1 for the Finnish companies. As mentioned earlier, the dataset 

Finland has been quite sparse and thus, there might not be enough data for receiving 

reliable and robust results for the Finnish companies. 
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Table 6 Finland results 1 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

ESG score -119.781 73.336 -0.262 -1.63 0.107 -266.121 26.559 

Assets t-1 
m€ 

0.010 0.189 0.010 0.05 0.957 -0.367 0.387 

Liabilities  
t-1 m€ 

1.015 1.257 0.151 0.81 0.422 -1.494 3.524 

Net Income 
m€ 
 
 
R2 

 

Obs. 

0.024 
 
 
 

0.880 
 

112 
 
 

2.706 0.000 0.01 0.993 -5.376 5.424 
 
 
 

Table 6 reports results of the multiple linear regression model 1. In model 1 the dependent variable is market value and 

independents variables are ESG score, assets t-1, liabilities t-1 and net income. Year fixed effects and firm fixed effects 

have been taken into account in this model.  

Table 7 Finland results 2 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

SOS score -65.591 62.954 -0.167 -1.04 0.301 -191.282 60.100 

GOV score -81.765 50.103 -0.257 -1.63 0.107 -181.798 18.269 

ENV score 28.309 74.327 0.077 0.38 0.705 -120.089 176.707 

Assets t-1 m€ 0.015 0.190 0.015 0.08 0.936 -0.364 0.395 

Liabilities t-1 
m€ 

0.843 1.268 0.125 0.66 0.509 -1.690 3.375 

Net Income 
m€ 
 
 
R2 

 

Obs. 

0.015 
 
 
 

0.882 
 

112 
 
 

2.721 0.000 0.01 0.996 -5.419 5.448 
 
 
 
 
 
 
 

Table 7 reports results of the multiple linear regression model 2. In model 2 the dependent variable is market value and 

independents variables are SOS score, GOV score, ENV score, assets t-1, liabilities t-1 and net income. Year fixed effects 

and firm fixed effects have been taken into account in this model.  
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Table 8 and Table 9 presents data for Sweden. ESG total score is not significant in the 

model and the financial numbers are significant. However, it is notable that the dataset 

consisted of more companies than in the Finnish dataset, thus, these results should 

more reliable than those. In the model 2 (Table 9), governance and environmental 

scores are significant. However, environmental score has a positive effect on market 

value and on the other hand, governance score affects it negatively. Results for the 

financial numbers are same as in the Table 8, i.e. significant. 

Table 8 Sweden results 1 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

ESG score 12.753 20.631 0.031 0.62 0.537 -27.808 53.314 

Assets t-1 
m€ 

0.576 0.173 0.575 3.33 0.001 0.236 0.917 

Liabilities t-
1 m€ 

-0.609 0.244 -0.402 -2.50 0.013 -1.089 -0.129 

Net Income 
m€ 

2.372 
 

0.294 0.175 8.07 0.000 1.794 2.949 
 
 
 

R2 

 

Obs. 

0.912 
 

539 
 

      

Table 8 reports results of the multiple linear regression model 1. In model 1 the dependent variable is market value and 

independents variables are ESG score, assets t-1, liabilities t-1 and net income. Year fixed effects and firm fixed effects 

have been taken into account in this model.  
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Table 9 Sweden results 2 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

SOS score 14.918 18.218 0.041 0.82 0.413 -20.899 50.734 

GOV score -23.651 12.739 -0.069 -1.86 0.064 -48.696 1.394 

ENV score 26.925 15.269 0.092 1.76 0.079 -3.094 56.944 

Assets t-1 m€ 0.618 0.173 0.617 3.58 0.000 0.278 0.958 

Liabilities t-1 
m€ 

-0.646 0.243 -0.427 -2.66 0.008 -1.124 -0.168 

Net Income m€ 2.431 
 
 

0.293 0.179 8.29 0.000 1.854 3.007 

R2 

 

Obs. 

0.913 
 

539 
 

      

Table 9 reports results of the multiple linear regression model 2. In model 2 the dependent variable is market value and 

independents variables are SOS score, GOV score, ENV score, assets t-1, liabilities t-1 and net income. Year fixed effects 

and firm fixed effects have been taken into account in this model.  

Table 10 and Table 11 consist of results for the Norwegian companies. In the model 1 

ESG score influences market value positively and correlation is significant. In the 

model 1, net income is also significant and affects the market value positively. Assets 

and liabilities are not significant. On the other hand, the results in model 2 (Table 11) 

are a bit different as the coefficients for ESG pillar scores are not significant. Net 

income influences the market value positively.   

Table 10 Norway results 1 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

Variable B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

ESG score 50.485 26.097 0.071 1.94 0.055 -1.123 102.093 

Assets t-1 m€ -0.090 0.120 -0.127 -0.75 0.455 -0.326 0.147 

Liabilities t-1 
m€ 

0.022 0.195 0.019 0.11 0.911 -0.364 0.407 

Net Income 
m€ 

1.272 0.153 0.117 8.34 0.000 0.970 1.574 

 
 
R2 

 

Obs. 

 
 

0.984 
 

190 
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Table 10 reports results of the multiple linear regression model 1. In model 1 the dependent variable is market value and 

independents variables are ESG score, assets t-1, liabilities t-1 and net income. Year fixed effects and firm fixed effects 

have been taken into account in this model.  

Table 11 Norway results 2 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

  B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

SOS score -2.749 28.824 -0.005 -0.10 0.924 -59.757 54.260 

GOV score 25.392 19.691 0.043 1.29 0.199 -13.553 64.336 

ENV score 28.605 23.356 0.050 1.22 0.223 -17.590 74.799 

Assets t-1 m€ -0.085 0.122 -0.120 -0.69 0.489 -0.326 0.157 

Liabilities t-1 
m€ 

0.013 0.199 0.012 0.07 0.947 -0.380 0.407 

Net Income m€ 
 
 
R2 

 

Obs. 

1.243 
 
 

0.984 
 

190 
 
 

0.156 0.114 7.98 0.000 0.935 1.551 
 
 

Table 11 reports results of the multiple linear regression model 2. In model 2 the dependent variable is market value and 

independents variables are SOS score, GOV score, ENV score, assets t-1, liabilities t-1 and net income. Year fixed effects 

and firm fixed effects have been taken into account in this model.  

In the Table 12 and Table 13 results for Denmark are presented. When examining the 

results for Denmark, it can be noticed that ESG score is significant but affects the 

market value negatively. Assets and liabilities are not significant. Net income affects 

market value positively and is significant similarly to the results of Norwegian data. In 

the model 2 (Table 13), all other variables are not significant but net income is 

significant and affects market value positively.  
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Table 12 Denmark results 1 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

  B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

ESG score -148.026 87.734 -0.123 -1.69 0.093 -321.215 25.162 

Assets t-1 m€ 0.304 0.666 0.137 0.46 0.648 -1.010 1.618 

Liabilities t-1 
m€ 

-0.813 1.461 -0.182 -0.56 0.579 -3.697 2.071 

Net Income 
m€ 
 
 
R2 

 

Obs. 

8.571 
 
 
 

0.923 
 

223 
 
 

1.446 0.482 5.93 0.000 5.716 11.426 
 
 
 
 

Table 12 reports results of the multiple linear regression model 1. In model 1 the dependent variable is market value and 

independents variables are ESG score, assets t-1, liabilities t-1 and net income. Year fixed effects and firm fixed effects 

have been taken into account in this model.  

Table 13 Denmark results 2 

  
Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. 

95.0% Confidence 
Interval 

  B 
Std. 

Error Beta 
Lower 
Bound 

Upper 
Bound 

SOS score -87.450 56.408 -0.089 -1,55 0.123 -198.810 23.911 

GOV score -2.542 42.558 -0.003 -0,06 0.952 -86.559 81.474 

ENV score -61.226 74.554 -0.074 -0.82 0.413 -208.409 85.956 

Assets t-1 m€ 0.343 0.696 0.154 0.49 0.623 -1.031 1.718 

Liabilities t-1 
m€ 

-0.851 1.533 -0.190 -0.56 0.579 -3.877 2.174 

Net Income 
m€ 

8.563 1.456 0.481 5.88 0.000 5.689 11.436 

 
 
R2 

 
Obs. 

 
 

0.923 
 

223 
 

      

Table 13 reports results of the multiple linear regression model 2. In model 2 the dependent variable is market value and 

independents variables are SOS score, GOV score, ENV score, assets t-1, liabilities t-1 and net income. Year fixed effects 

and firm fixed effects have been taken into account in this model.  
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7 DISCUSSION OF RESULTS 

Overall, the results of this study are somewhat surprising. All of the three hypotheses 

were rejected. There was no significant positive correlation between all ESG scores and 

market value. For example, governance score had significant negative correlation. In 

addition, there were differences between the countries, e.g. correlation for total ESG 

score in Norway was significant and positive. Furthermore, environmental score was 

significant and positive in Sweden. It is interesting that results for Sweden are different 

from the findings of Hassel et al. (2005) findings that environmental performance has 

negative effect on market value.  

Generally, it appears that ESG scores and the three pillar scores have explanatory 

power only in some of the regressions and in some cases the correlation was negative 

(e.g. Norway positive ESG score, Denmark negative ESG score, Sweden positive ENV 

score, Sweden negative GOV score and whole data set negative GOV score). Based on 

this, the Norwegian results are the closest to the findings in previous literature (e.g. 

Ionescu et al., 2019; Tampakoudis & Anagnostopoulou, 2020) of evidence of ESG 

factors’ value relevance. As a conclusion, these ambiguous findings strongly question 

whether ESG scores have any influence on market values. 

Results indicate that the better the governance score the negative the correlation 

towards market value is. Possible reason for this could be that ESG scores do not 

measure correctly the sustainability and responsibility of a firm. Furthermore, as it is a 

known issue that ESG ratings can be biased and do not fully purposefully measure the 

actual level of ESG activities, the scores in itself can be problematic. Moreover, there is 

a lack of unified framework for publishing and reporting sustainability and 

responsibility information. Furthermore, as the governance pillar measures the 

management skills, shareholders, CSR strategy and how well the company is mitigating 

risks and handling the ESG issues, it could be assumed that the risk of something bad 

happening which could cause reputational damage could be one aspect behind the 

negative impact. Based on the finance theory, responsibility should influence market 

value positively due to good risk management and thus, it should decrease risks. As a 

conclusion, investors should not trust on ESG scores only but do a deeper analysis of 

the sustainability and responsibility matters to gain a better picture of the actual ESG 

level of a firm. 
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However, it should be noted that the value creation processes through the three 

transmission channels presented in this study (Giese et al., 2019) supports the idea of 

ESG factors value enhancing influence. Nonetheless, the value enhancing influence of 

ESG factors cannot be invalidated in the literature. For instance, it can be that these 

regression models used in this study fails to capture the benefits acquired from ESG 

factors, given that the benefit would appear from a longer period of time. One thing 

that persists to be unclear is whether ESG factors have actually any influence on market 

values or is it just financial performance which is relevant and whether good 

performance in financials is a prerequisite for receiving higher ESG ratings and not the 

actual ESG levels of the companies. 

Thus, it can be only speculated whether the results are somewhat related to ESG. 

Lastly, the regressions did not improve the ability to understand the underlying ESG 

drivers of market values. To conclude, the findings of this paper indicate how complex 

and difficult it is to explain the impact of ESG. 
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8 CONCLUSION 

In this study it was investigated if ESG factors have significant impact on market values 

of listed Nordic companies. The study was conducted by using two different regression 

models and year fixed effects and firm fixed effects were taken into account in the 

models. Most important limitation of the study is the fact that the ESG scores were 

retrieved only from database and that there is no unified principles or method for 

providing ESG scores to firms.  

The findings of the study were against the hypotheses. In most of the results of the 

regressions done, ESG factors were statistically not significant and governance score 

had even negative correlation. The results indicate that no evidence of significant 

impact of ESG factors on market value was found.  

To conclude, this thesis questions the influence of ESG factors on market value and 

more research regarding the subject is needed when principles of ESG scores develop in 

the future. The contribution to existing literature of this paper was two-fold; to provide 

further evidence among other studies made in this subject and to provide further 

evidence towards the ESG phenomena as the matter of value relevance of ESG factors 

was studied in a different setting as most of the studies have investigated European 

firms or firms listed in the US S&P500 list. Some studies have been made in Asia too, 

but there were no studies regarding the Nordic setting which would also investigate the 

country one by one in order to compare the outcomes.  

Many previous studies regarding value relevance of ESG factors have been made with 

Ohlsson (1995) model or with event study analysis, many of those studies using 

Ohlsson model did not take into account firm and year fixed effects. Thus, this study 

has taken these into account in all of the regressions done. This study’s results differ 

from many previous findings (that ESG factors affects market value positively).  

One of the most urgent needs in this field of study is to create a common way of 

measuring the ESG data available. Second urgent need would be to have a unified 

framework for reporting and publishing ESG data. One aspect to investigate would be 

focusing on improving the comparability of ESG information and ratings to reassure 

research validity. Thus, future research could try to examine this setting with scores 

from different rating agencies to either confirm or overrule these results. Furthermore, 

future research could provide more attention and pressure for the agencies to finally 

receive common consensus with assessing the companies ESG levels.  
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There is need for future research in order to receive validation for the findings of this 

study as the previous research has had very different results. The future research 

should take firm and year fixed effects into account to have more reliable and robust 

results as most of the previous studies have not taken these into account. Furthermore, 

different settings should be examined to have broader view and whether there are 

significant differences in developed and developing countries or across regions.  
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